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COAERS 
BACKGROUND



CITY OF AUSTIN EMPLOYEES’ RETIREMENT SYSTEM

• The City of Austin Employees' Retirement System (COAERS) was 
established in 1941 by city ordinance. In 1991, the Legislature established 
the System in state statute (Article 6243n, Vernon’s Texas Civil Statutes). 

• COAERS is a defined benefit pension plan providing retirement, disability, 
and death benefit programs for regular full-time employees. COAERS does 
not provide benefits for the mayor, members of the City Council, or 
commissioned civil service police officers and firefighters. 

• COAERS is a two-tiered system, Group A and Group B, with member 
benefits determined by the member’s date of hire with the City.

• COAERS is governed by an 11-member board of trustees: 4 active 
employees, 2 retired members, 3 taxpayers (2 City Council appointees and 1 
Board appointee), 1 City Council member, and 1 City Manager designee. 



COAERS STATUTORY INFORMATION
• Most benefit provisions are determined by the governing statute, 

such as multiplier, final average salary, and service purchase 
options; any modifications require legislative action. 

• State statute sets the employer contribution rate at 8%, with the 
City Council authorized to make additional contributions to the 
system. Through “Supplemental Funding Agreements”, the City 
has voluntarily increased contributions to COAERS up to the 
current rate of 19% of payroll. 

• Employee contributions are also set by state statute at 8%, with 
active members able to increase their contributions by a majority 
vote of all such members. 



COAERS STATUTORY INFORMATION
• Cost-of-living-adjustments (COLAs) and additional payments are 

established as “ad-hoc” and statute requires the Board to annually 
decide whether to grant either a COLA or additional payment to 
retirees. 

• A COLA or additional payment can only be granted if the 
COAERS actuary determines that the COLA or additional 
payment is consistent with sound actuarial principles and 
methods. 

• Through “Supplemental Funding Agreements”, COAERS agreed 
to add additional steps to the process for granting either a COLA 
or additional payment, which adds approval by the City Manager 
and authorization by the City Council.

• No COLA or additional payment has been approved since 2002. 



COAERS FUNDING 
AND INVESTMENT 
INFORMATION



FUNDING SUMMARY

• As part of the December 31, 2021 actuarial valuation, the 
Board approved a reduction in the assumed rate of return 
(discount rate) from 7.0% to 6.75%, which increased the 
System’s liabilities by $142 million.

• COAERS currently has $245 million in deferred investment 
gains.

• The current funding period extends beyond the target set in 
the Board Funding Policy and the COAERS actuary 
recommends continued work on long-term financial 
sustainability.

December 31, 2021 December 31, 2020

Amortization Period 33 years 32 years

Funded Ratio (AVA) 66.0% 65.3%

UAAL $1.71 billion $1.63 billion

Market Value of Assets $3.57 billion $3.20 billion

Discount Rate 6.75% 7.00%
Source: COAERS 12/31/2021 and 12/31/2020 actuarial valuations
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INVESTMENT PERFORMANCE
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KEY FUNDING RISKS
• Capital market expectations and the ability to meet 

the investment return assumption remains the 
greatest risk to COAERS long-term sustainability.

• Without additional gains, the unfunded actuarial 
accrued liability is expected to continue growing 
until the 2030s, meaning a large market drawdown 
soon could materially impact funding trajectory.

• Any reduction in contributions would extend the 
funding period and a material reduction of 8%-10% 
would lead to a significant deterioration in funding.

• A significant reduction in the active population 
(1000-2000 employees) would be expected to 
extend the funding period.



HEADWINDS TO SUSTAINABILITY
• Fixed contribution rate: Total contributions have been less 

than the actuarially recommended rate 18 of the last 21 
years.

• Negative amortization: Since 2001, negative amortization 
has added more than $600 million to the UAAL. 

• Liability growth: While the 20-year rate of return (net of 
fees) on trust assets has been approximately 7.4%, liabilities 
have grown by approximately 10.5% annually during that 
same time period.

• New tier savings take time: While Group B went into effect 
January 1, 2012, and is currently 61% of the active 
membership, Group B is only 15% of the active liability and 
6% of the total liability.

• Assumption Changes: Since 2015, Board approved 
actuarial assumption changes, including iteratively lowering 
the discount rate/assumed rate of return from 7.75% to 
6.75%, has resulted in an increase to the UAAL of 
approximately $545 million. 



THE NEED FOR LEGISLATION
• COAERS’ amortization period is currently 33 

years and exceeds the Board’s Funding Policy. 
• Market performance in 2022 will likely increase the 

amortization period putting COAERS on a path to 
trigger the Funding Soundness Restoration Plan 
requirements (COAERS currently is on the “At-
Risk” list). 

• COAERS is governed by state law and changes to 
its contribution, benefit, or governance policies 
require the passage of legislation.
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PARTNERSHIP WITH CITY OF AUSTIN



FRAMEWORK FOR ADDRESSING FUNDING 
CHALLENGES

• Enact a more flexible contribution policy to manage the risks to the 
System and pay the unfunded actuarial accrued liability and normal 
cost of the System over an appropriate time period 

• To the extent necessary, amend benefit policies to ensure that the 
System’s obligations can be met for all generations of COAERS 
members 

• Utilize appropriate risk-sharing between the City and employees to 
manage the risks inherent in funding a defined benefit plan

ADOPTED BY COAERS BOARD OF TRUSTEES MAY 2020



• Establish the 88th Legislative Session (beginning January 
2023) as the goal for comprehensive pension sustainability 
legislation 

• Increase the City’s contribution during the period leading up 
to the 88th Legislative Session to bring immediate short-term 
relief to COAERS funding needs

SEPTEMBER 2020 AGREEMENT BETWEEN 
COAERS AND CITY OF AUSTIN



LEGISLATIVE 
PROPOSAL



88th LEGISLATIVE SESSION 
PROPOSAL

COAERS and the City of Austin have 
partnered together to create a 
proposal that builds upon industry 
leading practices and previously 
approved funding legislation such as:
• Actuarially determined contributions
• Shared sacrifice
• Risk-sharing
• PRB Funding Guidelines



88th LEGISLATIVE SESSION 
PROPOSAL
COAERS and the City of Austin have 
an agreed-upon legislative proposal 
which focuses on three primary areas: 

BenefitsContributions

Governance



CONTRIBUTIONS
EMPLOYER CONTRIBUTIONS
• Transition to a flexible Actuarially 

Determined Employer Contribution 
(ADEC) rate, which will increase when
necessary to keep the plan on a steady 
path toward full funding

• City of Austin to pay off the Unfunded 
Actuarial Accrued Liability or “Legacy 
Liability” within a fixed 30-year period

• City may contribute more to the 
“Legacy Liability” to shorten the 
amortization period and pay off the 
Legacy Liability faster



CONTRIBUTIONS

The City contribution rate will be 
comprised of three components: 

1. Legacy Liability payment (for a fixed 
period of 30 years)

2. Normal cost payment (the System’s 
normal cost minus the employee 
contribution rate)

3. Gain/loss layer payment as calculated 
by the risk sharing valuation process 
with 20-year layers (+/- 5% corridors)



CONTRIBUTIONS

EMPLOYEE CONTRIBUTIONS
Increase employee contributions by 
2%, from 8% to 10%

• Phase-in the employee increase over 
two years 

• The first increase from 8% to 9% will 
take place on January 1, 2024

• The second increase from 9% to 10% 
will take place on January 1, 2025



CONTRIBUTIONS

EMPLOYEE AND EMPLOYER RISK-SHARING 
• Structure the ADEC with corridors and built-in 

corrective actions: 5% corridor bands around 
the ADEC with automatic employee 
contribution increase of up to 2% if ADEC 
corridor ceiling is breached

• COAERS and City to develop further 
modifications if funding challenges persist 
thereafter 



BENEFITS
• Modify the cost methodologies of existing service 

purchase options to mitigate the risk of future costs to 
the System and make them actuarially neutral: 

• Military, supplemental, and non-contributory 
service purchases: Allow purchase only at 
retirement

• Sick leave conversion: Convert the actuarial cost 
to an assumption to be priced into the System’s 
normal cost calculation and maintain the employee 
purchase price at employee contribution rate

• Prior service buyback: Change the interest rate 
from the current statutory rate to the assumed rate 
of return

*Benefit policy changes would be effective for all active 
members beginning on January 1, 2024



GOVERNANCE

• Increase balanced representation on 
the Board of Trustees by converting 
one elected active member position 
to a City of Austin appointed position

• Establish a Risk-Sharing Valuation 
Study process 

• Require certain pension expertise for 
citizen appointed trustees 



GOVERNANCE
Codify process for seeking legislative 
approval of a COLA or additional 
payment to require:
1. Written certification by the 

COAERS actuary that payment is 
consistent with sound actuarial 
principles; 

2. Approval of the payment by the 
Board of Trustees; and

3. Approval of the payment by the 
City Council



STRESS TESTING THE PROPOSAL



0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043

Funded Ratio Comparison

Existing Policy Proposed Policy

28% 
Difference 

Source: Staff analysis of RVK Draft Asset-Liability Study October 2022

Scenario assumes a 20% drawdown in 2022, then 6.75% returns thereafter with no additional actuarial gains over a 20-year period



$2.7B 
Difference

 $-

 $0.5

 $1.0

 $1.5

 $2.0

 $2.5

 $3.0

 $3.5

 $4.0

 $4.5

 $5.0

2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043

Unfunded Actuarial Accrued Liability Comparison

Existing Policy Proposed PolicySource: Staff analysis of RVK Draft Asset-Liability Study October 2022

Scenario assumes a 20% drawdown in 2022, then 6.75% returns thereafter with no additional actuarial gains over a 20-year period



COMMUNICATION WITH
COAERS MEMBERSHIP
COAERS has undertaken the following to educate and inform 
the membership of the legislative proposal:
1. Included a presentation and panel discussion on the 

proposal at the Annual Member Meeting in July
2. Included details of the legislative proposal in recent 

Quarterly Newsletters
3. Created a page on the COAERS website with information 

on the legislative proposal. The page also contains a
submission form for members to provide comments (which 
are regularly presented to the Board)

4. Hosted an educational forum in October on the System’s 
funding and the legislative proposal

Both #1 and #4 were streamed online for virtual attendees. Both 
events were also recorded and posted on COAERS website and 
social media channels. 



GOAL: STRENGTHEN AND PRESERVE 
THE CITY OF AUSTIN EMPLOYEES’ 
RETIRMENT SYSTEM
• Retirement benefits are not at risk as the 

System has sufficient assets to meet our 
obligations to retirees

• Work in partnership with City to address 
funding challenges before they become 
truly problematic

• Ensure the financial health of the retirement 
system to meet the obligations promised to 
City of Austin employees

• Preserve the existing defined benefit plan 
for future generations



QUESTIONS?



APPENDIX: ADDITIONAL 
INFORMATION ABOUT 
COAERS

• Best Practices
• Investment Program Cost Benchmarking
• Group A and Group B Plan Provisions



BEST PRACTICES
• First municipal retirement system in Texas to 

adopt a Funding Policy in 2014
• Regular actuarial experience studies (most 

recently in 2016 and 2020)
• Annual review of Investment Policy Statement 

and Strategic Asset Allocation
• Asset-Liability studies conducted at least every 

five years. The last study was completed in 
2018 and COAERS is currently working on its 
next Study

• Since 2015, full disclosure of all investment 
program costs and regular benchmarking with 
third-party CEM Benchmarking
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INVESTMENT PROGRAM COST BENCHMARKING
• COAERS: 34.0 bps total investment program cost and in the 

top 6-8% for cost effectiveness
• Public plan universe median: 80.5 bps

• Peer plans universe median: 98.8 bps

• CEM data showed that if another plan were running the 
same allocation as COAERS, the baseline cost expectation 
would be $3.2 million higher than COAERS

Source: Investment 
Cost Effectiveness 
Analysis by CEM 
Benchmarking 



COAERS PLAN PROVISIONS
• COAERS is a two-tiered system, Group A and Group B, with member 

benefits determined by the member’s date of hire with the City.
• Employees hired before January 1, 2012 are members of Group A and are 

eligible to retire at age 55 with 20 years of credited service, age 62, or at any 
age with 23 years of credited service. Group A members’ annual benefit is 
determined by the following formula: 3% x (Years of credited service) x (Final 
average salary). 

• Employees hired January 1, 2012 or after are members of Group B and are 
eligible to retire at age 62 with 30 years of credited service or age 65 with 5 
years of credited service. Group B members’ annual benefit is determined by 
the following formula:  2.5% x (Years of credited service) x (Final average 
salary). 

• Group B members are eligible for reduced early retirement benefits at age 55 
with 10 years of service. 


