SAN DIEGO CITY EMPLOYEES’ RETIREMENT SYSTEM

KEEPING
PROMISES,
SO YOU CAN KEEP
POPULAR ANNUAL FINANCIAL REPORT FOR THE FISCAL YEAR ENDED JUNE 30, 2019
A defined benefit pension plan trust for employees of the City of San Diego, the San Diego Unified Port District,
and the San Diego County Regional Airport Authority. A fiduciary component unit of the City of San Diego, CA.

SDCERS is pleased to present the fiscal year 2019 Popular
Annual Financial Report (PAFR) to members of our three
plan sponsors – the City of San Diego, the San Diego
Unified Port District, and the San Diego County Regional
Airport Authority.

Another significant event that occurred during the fiscal year
relates to Proposition B, the ballot measure approved by
the City of San Diego voters in 2012. In short, Proposition
B closed the pension plan to City employees initially hired
on or after July 20, 2012, except for sworn police officers.
After the City’s labor unions challenged the proposition’s
validity, a long legal battle ensued, which went all the way
to the California Supreme Court. In March 2019, the Court
of Appeal issued a decision directing the City, in part, to
meet and confer with the unions over the compensation
effects of Proposition B and pay the represented employees
the difference with interest. However, the Court of Appeal
did not invalidate Proposition B, as it determined a separate
action was needed to pursue invalidation. Therefore,
following approval by the California Attorney General,
the labor unions filed a quo warranto action in San Diego
Superior Court in September 2019 to invalidate Proposition
B in its entirety. Although SDCERS is not a party to this suit
and the Court of Appeal’s decision does not require any
immediate action by SDCERS, we will continue to monitor
these legal proceedings.

The information provided in this PAFR is a snapshot of
the detailed information contained in the Comprehensive
Annual Financial Report (CAFR). The PAFR provides
a summary of SDCERS’ financial health, investment
performance, and key accomplishments throughout the
fiscal year. For more in-depth information, we encourage
you to read the CAFR, which you can find on SDCERS’
website at www.sdcers.org under the “Financials &
Investments” tab.
SDCERS’ fiscal year 2019 investment return (net of fees) is
7%, which exceeded our 6.5% actuarially assumed return.
The net investment return is 9.7% over the past three years,
6.6% over the past five years, and 10% over the past 10
years. Over the past 20 years, SDCERS’ net investment
return is 7.3%, which is in the top 1% for public pension
plans. SDCERS’ investment philosophy remains focused on
long-term results. Our long-standing, disciplined strategy of
a well-balanced portfolio will continue to provide members
with sustainable benefits for their retirement. As a pension
system, long-term investment performance is much more
important than returns from any single year. Our goal is to
ensure we continue to have sufficient assets to pay benefits
not only for our current retirees, but for our active members
as well when they retire.

I would like to express my thanks to the Board of
Administration, the Board’s Committees, and SDCERS staff
who work steadfastly in the best interest of our members
and plan sponsors. This fiscal year’s accomplishments would
not be possible without their commitment and leadership.
Their dedication ensures our plan sponsors, members, and
the citizens of San Diego are well-served.

The SDCERS long-term earnings assumption decreased
this year to 6.5%. This action aligns our actuarial earnings
assumption with future capital market projections from
our investment consultants, and required additional
contributions from our plan sponsors and active members to
ensure adequate funding of future benefits.

SDCERS looks forward to continuing its mission to deliver
accurate and timely retirement benefits to its members
based on a disciplined investment strategy in the coming
year.

SDCERS employs an independent actuary to conduct annual
actuarial valuations. The most recent valuations, dated June
30, 2018, show that the City’s plan is 70.8% funded, the
Unified Port District’s plan is 74.2% funded, and the Airport
Authority’s plan is 89.0% funded. All three plan sponsors
paid 100% of their Actuarially Determined Contributions
in FY 2019, continuing to fulfill their strong commitment to
funding plan benefits.

Sincerely,

Gregg Rademacher
Chief Executive Officer

INVESTMENTS
During this fiscal year, SDCERS conducted an Asset Liability Study to determine the level of risk that is appropriate for the
fund given its liabilities. The result of the study was to affirm the mix of 78% return seeking assets and 22% risk mitigating
investments that SDCERS currently has in place.
A Risk Assessment was completed this fiscal year to examine the risks related to running SDCERS’ investment program. This
involved identifying 14 risk categories, thoroughly examining the underlying risks in each category, and determining if the
risk controls and reporting documents that are in place are sufficient. The study concluded that SDCERS has the appropriate
controls, processes, and reports in place to effectively mitigate each of the identified risks.
SDCERS utilizes a retail bank to pay pension benefits. SDCERS undertook a project to evaluate the current retail banking
relationship in order to ensure that SDCERS is receiving optimal service and minimizing fees. The project concluded with the
retention of the existing service provider, Wells Fargo, but SDCERS was able to negotiate the continuation of these services
at a much lower cost.
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ACTUAL ASSET ALLOCATION

GROWTH OF INVESTMENTS,
AT FAIR VALUE Periods Ending June 30

As of June 30, 2019
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19.4%
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15.2

$8,000
$7,000

Domestic Fixed Income Strategies

22.4

$6,000

Emerging Market Debt Strategies

5.0

Real Estate Strategies

10.0

Private Equity and Infrastructure Strategies

14.1

MILLIONS

7.9

Global Equity Strategies

$5,000
$4,000
$3,000

Opportunity Fund Strategies

4.5
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1.5

$2,000

Total

100.0%

$1,000

HISTORICAL INVESTMENT PERFORMANCE
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Periods Ending June 30

24.2%

25.00%
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15.00%

13.5%

13.6%

13.4%
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3.3%

5.00%

0.9%

*Total Fund returns are shown net
of investment management fees
beginning FY 2011. Returns prior
to FY 2011 are gross of investment
management fees.

7.0%
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SDCERS’ Long-Term Earnings Assumption Rate for the year ended June 30, 2019 is 6.5%
-15.00%

-25.00%

2010

2011

2012

2013

2014

2015

2016

2017

FUNDED RATIO AND UNFUNDED ACTUARIAL LIABILITY (UAL)
Plan Sponsor

Unified Port District
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2019

Total Fund*

FINANCIALS
City of San Diego

2018

2018

As of June 30

2017

2016

2015

2014

Funded Ratio

70.8%

71.2%

71.6%

75.6%

74.2%

UAL (billions)

$3.0

$2.8

$2.6

$2.0

$2.0

Funded Ratio

74.2%

74.3%

74.4%

78.8%

76.9%

$149.2

UAL (millions)
Funded Ratio

89.0%

UAL (millions)

$22.4

$138.4
89.2%
$19.8

$129.5
89.4%
$17.6

$96.2

$100.0

97.2%

95.9%

$3.9

$5.3

The chart summarizes key information from the most current independent actuarial valuation performed for SDCERS. The Funded Ratio is the relative percentage of actuarial assets
to actuarial liabilities. The UAL (Unfunded Actuarial Liability) is the difference in dollars between actuarial assets and actuarial liabilities. Data for FY 2019 is the most recent available
from SDCERS’ actuary.
Agency funds that do not represent the assets of SDCERS are excluded from the financial summary.
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FINANCIALS

(Continued)

STATEMENT OF PLAN NET POSITION

As of June 30 (Dollars in Thousands)

2019
City of
San Diego
Cash & Cash Equivalents

Unified Port
District

Airport
Authority

2018

2017

Total

Total

Total

$262,149

$36,222

$52,797

$351,168

$290,147

$142,365

525,904

31,023

12,178

569,105

181,881

286,466

7,702,571

439,840

153,718

8,296,129

8,083,419

7,584,715

131,195

7,875

3,360

142,430

171,321

85,207

4,239

245

74

4,558

5,145

5,847

TOTAL ASSETS

$8,626,058

$515,205

$222,127

$9,363,390

$8,731,913

$8,104,600

Current Liabilities

715,625

41,664

15,881

773,170

473,615

438,909

Supplemental Benefits Payable

11,423

294

61

11,778

11,788

11,716

Securities Lending Obligations

131,207

7,874

3,358

142,439

171,306

85,217

TOTAL LIABILITIES

$858,255

$49,832

$19,300

$927,387

$656,709

$535,842

PLAN NET POSITION

$7,767,803

$465,373

$202,827

$8,436,003

$8,075,204

$7,568,758

Receivables
Investments, at Fair Value
Securities Lending Collateral
Capital Assets plus Prepaid Expenses

This table depicts a summary presentation of the assets and liabilities of SDCERS and reflects the resources available to pay benefits to members and beneficiaries at the end of
the fiscal year. The Statement of Plan Net Position is presented with a more detailed analysis in SDCERS’ Comprehensive Annual Financial Report (CAFR).

STATEMENT OF CHANGES IN PLAN NET POSITION For the Years Ended June 30 (Dollars in Thousands)
2019
City of
San Diego
Plan Sponsor Contributions
Member Contributions and
Other Contributions
DROP Contributions

Unified Port
District

Airport
Authority

2018

2017

Total

Total

Total

$324,628

$17,908

$7,783

$350,319

$351,337

$283,039

60,355

3,594

3,112

67,061

61,853

60,864

4,708

259

132

5,099

5,521

5,523

477,485

28,620

12,086

518,191

644,214

927,997

$867,176

$50,381

$23,113

$940,670

$1,062,925

$1,277,423

506,870

27,457

6,140

540,467

516,216

475,100

5,181

176

231

5,588

5,676

6,371

Administrative Expenses

10,239

669

359

11,267

11,579

11,768

DROP Interest Expense

21,972

518

59

22,549

23,008

23,328

$544,262

$28,820

$6,789

$579,871

$556,479

$516,567

322,914

21,561

16,324

360,799

506,446

760,856

NET POSITION AT JULY 1

7,444,889

443,812

186,503

8,075,204

7,568,758

6,807,902

NET POSITION AT JUNE 30

$7,767,803

$465,373

$202,827

$8,436,003

$8,075,204

$7,568,758

Net Investment Earnings
TOTAL ADDITIONS
Benefit Payments
Refunds of Member Contributions

TOTAL DEDUCTIONS
CHANGES IN PLAN NET POSITION

This table reflects the financial activity of SDCERS for the fiscal year and presents information to illustrate how SDCERS’ fiduciary net position changes as a result of this activity.
Contributions from both Sponsors and Members, and Net Investment Earnings are the main additions to the pension system. The payment of retirement benefits accounts for
the majority of deductions from the trust funds. This is a summarized version of the data presented and analyzed in SDCERS’ CAFR.

-3-

SELECTED ACCOMPLISHMENTS
SDCERS Website Redesign
After months of planning,
SDCERS launched its newly
designed website. The site has
been completely revamped
and reformatted to simplify and
improve navigation, allowing our
members to more easily plan for
and enjoy their retirement. The
new design features two articles
on the front page, which are
periodically updated with new
content. SDCERS’ Facebook and
Twitter social media feeds are also
visible on the front page along with
a calendar of upcoming SDCERS
events. Retirement plan summaries
are easily located from any page
by clicking on the applicable plan
sponsor in the “Look Up Your
Benefits” box, which stays in the
top right corner no matter where
you are on the website. We’ve
also updated and reorganized
the “Resources” tab, which
now contains City retiree health
enrollment information, educational
videos, comprehensive fact sheets,
FAQs, and more. The new site
has been well received by our
members, who have commented
that the new design makes it easier
for the user to quickly find what
they are looking for.

SDCERS’ Awards
The Public Pension Coordinating
Council awarded SDCERS the 2019
Public Pension Standards Award for
Funding and Administration. This is
the second year in a row SDCERS
has received this award, which was
granted in part because our three
plan sponsors pay their Annual
Required Contributions in full and
on time every year.
SDCERS also received the Municipal
Information System Association
of California (MISAC) Quality
Information Technology Practices
Award for the second consecutive
year. This award acknowledges

SDCERS is following best practices
in IT administration, audit, network,
and security. Receiving the MISAC
Quality IT Practices Award is an
honor and tribute to the dedication
and performance of SDCERS’ IT
staff and contractors.

New Board Agenda and
Voting System
During the last half of the fiscal
year, SDCERS spent months
planning and testing a new
Board of Administration agenda
management and voting system.
Just before the end of June,
SDCERS successfully implemented
the new system, called OnBase.
The new system supports public
access HD video streaming and is
more streamlined and efficient than
the 10-year old obsolete system
it replaced. Board meeting video
archives dating back to 2009 were
converted to OnBase and can be
accessed through SDCERS’ website
at www.sdcers.org, under “Board
Meeting Agendas,” and are also
posted on SDCERS’ YouTube
channel.

Privacy Program
SDCERS has worked tirelessly to
get its new Privacy Program up and
running. This fiscal year, SDCERS’
Privacy Officer, Susan Youngflesh,
became a Certified Information
Privacy Manager. It is worth noting
that, to our knowledge, only
two other retirement systems in
California have officially designated
a privacy officer. As part of SDCERS’
Privacy Program, a Data Breach
Tabletop Exercise was conducted
and a Visitor Badge Policy was
implemented during this past fiscal
year. SDCERS’ Privacy Officer is also
in charge of ongoing staff training
and regularly performs security
checks in SDCERS’ offices to ensure
our members’ personal information
is stored securely.
-4-

SDCERS' MEMBERSHIP
as of June 30, 2019
CITY OF SAN DIEGO

Active & Inactive Members:
8,671
Retired Members & DROP Participants:
10,203
		

UNIFIED PORT DISTRICT

Active & Inactive Members:
638
Retired Members & DROP Participants:
599
		

AIRPORT AUTHORITY

Active & Inactive Members:
Retired Members & DROP Participants:

TOTAL SDCERS MEMBERSHIP

528
141

20,780

PRESORTED
STANDARD
U.S. POSTAGE
PAID
SAN DIEGO, CA
PERMIT 134

401 West A Street, Suite 400
San Diego, CA 92101

This Popular Annual Financial Report (PAFR) is a summary
depiction of SDCERS’ audited financial statements and other
information contained in SDCERS’ Comprehensive Annual
Financial Report (CAFR). The complete audited financial
statements and pertinent notes to the financial statements can
be found in SDCERS’ 2019 CAFR. SDCERS’ PAFR provides
summary financial information and does not conform to Generally
Accepted Accounting Principles (GAAP); the SDCERS’ CAFR
conforms to GAAP and provides a comprehensive overview of
the System’s financial and operating results.
SDCERS’ CAFR is available for review at www.sdcers.org within
the “Financials & Investments” section or at the SDCERS office.
facebook.com/SanDiegoCityEmployeesRetirementSystem
linkedin.com/company/sdcers

@SDCERS

