SAN DIEGO CITY EMPLOYEES’ RETIREMENT SYSTEM

ON TRACK FOR RETIREMENT SECURITY

POPULAR ANNUAL FINANCIAL REPORT FOR THE FISCAL YEAR ENDED JUNE 30, 2018
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

SELECTED ACCOMPLISHMENTS
SDCERS Recognized for Achieving
Pension Standards

counseling session. Feedback from
members has been consistently positive.

The Public Pension Coordinating Council
awarded the 2018 Public Pension
Standards Award for Funding and
Administration to SDCERS. The award
recognized SDCERS for meeting
professional standards for plan funding
and administration as set forth in the Public
Pension Standards.

Quality in IT Practices Award

SDCERS received the Recognition Award
for Administration due to its adherence to
the five essential administrative categories:
comprehensive benefit program, actuarial,
audit, investments, and communications.
SDCERS received the Recognition Award
for Funding because the three Plan
Sponsors pay their Annual Required
Contributions every year on time. The
minimum funding standards criteria are
funding ratio, annual required contribution
and adoption of a five-year funding plan.

Electronic Retirement Applications
In July 2017, SDCERS upgraded the
retirement application process, adding the
ability to submit application information
online and eliminating the use of paper
forms.
Previously when members applied to retire,
enter the Deferred Retirement Option Plan
(DROP), or retire from DROP, they filled
out a multi-page paper application,
handwriting their address, beneficiary, tax
withholding and bank deposit information
in addition to selecting their benefit
options. The retirement counselors would
then conduct a duplicate step, entering
that data into SDCERS’ operating system
for processing.
Now members can enter this information
online, using SDCERS’ secure Member
Portal. Once submitted, staff contacts the
member to schedule a personal counseling
session, during which the member will
receive an overview of their retirement
options and answers to any questions. The
application process is finalized by the
member when they review and sign their
application summary page at the
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SDCERS received the Municipal
Information System Association of
California (MISAC) Quality in IT Practices
Award. MISAC is a collaborative
organization of California local government
IT professionals with the goal of promoting
leadership, information sharing, and access
to resources to enhance local government
services and effectiveness. Membership
includes cities, towns, public safety,
special districts and other local
governmental agencies and districts.

New Seminar Offerings
SDCERS continues to create new seminar
offerings to educate members of all benefit
options. A popular addition this year was
the introduction of seminars specific to
members eligible for and preparing to enter
the Deferred Retirement Option Plan
(DROP) and to retire from DROP.
SDCERS introduced new DROP entry
and DROP exit seminars to those
members eligible. The seminars have been
well-received and attended. Registration is
limited to small groups to ensure
individualized attention and allow
counselors to review customized benefit
calculations with members.

By The Numbers
SDCERS’ Call Center answered 27,500
calls, and members on average waited less
than 19 seconds to speak to a helpful
representative. 22% of all calls to
SDCERS are answered by the informative
introductory message, which is also
repeated through web and social media
communications.
SDCERS’ counselors conducted 1,370
individual counseling sessions covering
topics such as DROP, service retirement,
purchase of service credit, termination and
disability. In addition to counseling
sessions, 18 educational seminars were
offered to expand SDCERS’ outreach and
ensure members are properly informed.

SDCERS MEMBERSHIP
as of June 30, 2018
CI T Y OF S AN DI EGO

Active & Inactive Members:

8,888

Retired Members & DROP Participants:

10,024

U N I F I E D P ORT D I STR ICT

Active & Inactive Members:

641

Retired Members & DROP Participants:

588

AI R P ORT AU T H OR IT Y

Active & Inactive Members:

517

Retired Members & DROP Participants:

128

TOTAL SDCERS MEMBERSHIP

20,786

SDCERS

is pleased to present the fiscal year 2018
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.

most recent available, show that the City’s plan is 71.2%
funded, the Unified Port District’s plan is 74.3% funded and the
Airport Authority’s plan is 89.2% funded. All three plan
sponsors paid 100% of their Actuarially Determined
Contributions in FY 2018, continuing their strong commitment
to adequately funding plan benefits.

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 by visiting
www.sdcers.org and clicking on the Publications tab.

Approved by the City of San Diego voters in 2012, Proposition
B closed the defined benefit retirement plan to City employees
initially hired after the effective date, other than for sworn police
officers. The proposition’s validity was challenged and
ultimately, in August 2018, the California Supreme Court found
that a violation of meet and confer labor laws occurred in
connection with the passage of Proposition B, and sent the
case back to the Court of Appeal to address the appropriate
remedy for the violation. Although SDCERS is not a party to
these legal proceedings and Supreme Court's decision does
not require any immediate action by SDCERS, we will continue
to monitor these legal proceedings.

SDCERS’ FY 2018 investment return (net of fees) is 8.9%,
which exceeded our 6.75% actuarially assumed return and our
portfolio’s 7.6% benchmark return. The net investment return is
7.7% over the past three years, 8.5% over the past five years,
and 6.9% over the past 10 years. Over the past 20 years,
SDCERS’ net investment return is 7.7%, which is in the top 4%
for public pension plans. SDCERS’ investment philosophy
strategy remains focused on long-term results. Our longstanding, disciplined strategy of a well-balanced portfolio will
continue to provide members with sustainable benefits for their
retirement. This longer term investment performance is 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,
Audit Committee and SDCERS staff who work steadfastly in
the best interest of our plan sponsors and members. This 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 wellserved.
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.

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

Sincerely,

Gregg Rademacher
Chief Executive Officer

SDCERS engages an independent actuary to conduct annual
actuarial valuations. The June 30, 2017 actuarial valuations, the

INVESTMENTS
During the fiscal year, SDCERS’ investment
staff conducted a review of fee adjusted
performance. The purpose of the review
was to assess if SDCERS’ active public
markets investment managers had added
value after subtracting fees. Using median
fee and return statistics from a universe of
comparable public market strategies,
SDCERS compared favorably over one and
five-year time frames.
The Investment Policy Statement (IPS) is
the key document that outlines SDCERS’
investment goals, objectives, and policies.
While the IPS is reviewed on an annual

basis, this year’s review delved into
additional supporting policies and
procedures which included: a review of
SDCERS’ rebalancing range targets for
each asset class, a review of the mix of
passive to active strategies, a review of the
manager monitoring policy which outlines
the hiring and firing of investment managers,
and the role of staff and the Consultant in
overseeing and monitoring investment
managers.
A Custodial Bank search was conducted
with the help of SDCERS’ General
Investment Consultant (Aon Hewitt).
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A Custodial Bank performs key operational
functions such as recordkeeping, securities
lending, and compliance monitoring.
SDCERS’ staff and Aon Hewitt evaluated
three proposals, held in-house
presentations, and conducted on-site due
diligence visits. State Street Bank (the
incumbent) was selected based on key
strengths with included: depth of
experience servicing large complex public
plans, a dedication to technology, and a fully
integrated custody and accounting system.

ACTUAL ASSET ALLOCATION As of June 30, 2018

GROWTH OF INVESTMENTS,
AT FAIR VALUE
Periods Ending June 30

Domestic Equity

24.0%

International Equity

15.7

Global Equity

4.8

Domestic Fixed Income

22.9

Emerging Market Debt

4.4

Real Estate

9.0

Private Equity and Infrastructure

13.6

Opportunity Fund

3.4

Cash

2.2

Total

100.0%

HISTORICAL INVESTMENT PERFORMANCE Periods Ending June 30
24.2%

25.00%

16.8%
13.5%

13.6%

13.4%

15.00%

8.9%
3.3%

5.00%

0.9%

*Total Fund returns
are shown net of
investment management
fees beginning FY2011.
Returns prior to FY 2011
are gross of investment
management fees.

1.1%

-5.00%

SDCERS’ Long-Term Earnings Assumption Rate for the year ended June 30, 2018 is 6.75%
-15.00%

-19.1%
-25.00%
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FINANCIALS
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Total Fund*

FUNDED RATIO AND UNFUNDED ACTUARIAL LIABILITY (UAL) As of June 30
Plan Sponsor
City of San Diego

Funded Ratio
UAL (billions)

2017
71.2%
$2.8

2016
71.6%
$2.6

2015
75.6%
$2.0

2014
74.2%
$2.0

2013
70.4%
$2.2

Unified Port District

Funded Ratio
UAL (millions)

74.3%
$138.4

74.4%
$129.5

78.8%
$96.2

76.9%
$100.0

73.7%
$107.7

Airport Authority

Funded Ratio
UAL (millions)

89.2%
$19.8

89.4%
$17.6

97.2%
$3.9

95.9%
$5.3

93.4%
$7.6

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 2018 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)
2018
City of
San Diego
Cash & Cash Equivalents

Unified Port Airport
District
Authority

2017

2016

Total

Total

Total

$215,564

$31,172

$43,411

$290,147

$142,365

$156,024

168,868

9,714

3,299

181,881

286,466

205,300

7,506,544

428,086

148,789

8,083,419

7,584,715

6,823,993

158,009

9,438

3,874

171,321

85,207

184,192

4,778

279

88

5,145

5,847

6,405

$8,053,763

$478,689

$199,461

$8,731,913

$8,104,600

$7,375,914

439,427

25,156

9,032

473,615

438,909

371,976

Supplemental Benefits Payable

11,449

285

54

11,788

11,716

11,616

Securities Lending Obligations

157,998

9,436

3,872

171,306

85,217

184,420

TOTAL LIABILITIES

$608,874

$34,877

$12,958

$656,709

$535,842

$568,012

PLAN NET POSITION

$7,444,889

$443,812

$186,503 $8,075,204

$7,568,758

$6,807,902

Receivables
Investments, at Fair Value
Securities Lending Collateral
Capital Assets plus Prepaid Expenses
TOTAL ASSETS
Current Liabilities

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)
2018

2016

Total

Total

Total

City of
San Diego

Unified Port
District

$326,372

$17,718

$7,247

$351,337

$283,039

$275,343

55,387

3,374

3,092

61,853

60,864

63,284

5,099

279

143

5,521

5,523

5,407

594,845

35,333

14,036

644,214

927,997

69,667

$981,703

$56,704

$24,518

$1,062,925

$1,277,423

$413,701

487,311

24,685

4,220

516,216

475,100

449,268

Refunds of Member Contributions

5,305

178

193

5,676

6,371

6,479

Administrative Expenses

10,570

659

350

11,579

11,768

11,907

DROP Interest Expense

22,462

496

50

23,008

23,328

23,168

TOTAL DEDUCTIONS

$525,648

$26,018

$4,813

$556,479

$516,567

$490,822

456,055

30,686

19,705

506,446

760,856

(77,121)

6,988,834

413,126

166,798

7,568,758

6,807,902

6,885,023

$7,444,889

$443,812

$186,503 $8,075,204

$7,568,758

$6,807,902

Plan Sponsor Contributions
Member Contributions and
Other Contributions
DROP Contributions
Net Investment Earnings
TOTAL ADDITIONS
Benefit Payments

CHANGES IN PLAN NET POSITION
NET POSITION AT JULY 1
NET POSITION AT JUNE 30

Airport
Authority

2017

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.
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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’ 2018 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 “Publications” section or at the SDCERS office.
facebook.com/SanDiegoCityEmployeesRetirementSystem
linkedin.com/company/sdcers

@SDCERS

