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This report provides an analysis of the potential impact on the Ventura County Employees’ 
Retirement Association (VCERA) funding that would result from a proposed ballot initiative that 
would close VCERA to new employees. New hires of the County would instead receive benefits 
from a defined contribution (DC) plan. This report reviews the initial and long-term actuarial 
cost impacts and also models costs based on different strategies for paying off the Unfunded 
Accrued Actuarial Liability (UAAL) under VCERA. 

We discuss a variety of related cost issues including contribution rate volatility, ancillary benefits 
and additional impacts of VCERA going to a closed group population. We conclude with 
information on items that should be considered if a benefit adequacy study is done comparing the 
benefits of the VCERA defined benefit plan to those provided under the proposed DC plan. 

The long-term cost estimates and projections were made using generally accepted actuarial 
practices and are based on the June 30, 2013 actuarial valuation results, including the participant 
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under the supervision of John Monroe, ASA, MAAA, Enrolled Actuary. 
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I. INTRODUCTION AND SUMMARY OF RESULTS 

 

An initiative has been proposed that would amend the Ventura County Code of Ordinances regarding the 
defined benefit plan for County of Ventura1 public sector employees. The proposed initiative would 
prohibit membership in the VCERA defined benefit (DB) plan for public employees hired on and after 
July 1, 2015, and propose a new defined contribution (DC) plan for such employees.  
 
This study examines the cost impact of closing the VCERA DB plan to new hires and implementing a DC 
plan for new hires. The cost for this combination of plans (DB-DC) is compared to the cost of the current 
DB plan, assuming that the current plan would continue to be open to new hires.  
 
In our projections, we have assumed that active employee attrition will occur based on current actuarial 
assumptions and that new hires will be added in the future to maintain the combined active General and 
Safety population at the June 30, 2013 level. These new hires are assumed to have a demographic profile 
similar to those hired during the year ending June 30, 2013. While it may be likely that the active 
employee population will grow in the future (since it has grown historically), we believe that for purposes 
of illustration it is appropriate to assume no growth in the active employee population. This was done in 
order to maintain consistency with regards to the level of services that the taxpayers expect to receive 
from the County throughout the period of the projection. 
 
The proposed initiative contains details on the design of the proposed DC plan. Our projections of the 
contribution requirements to the DC plan follow the contributions as found in the proposal. That proposal 
includes employer contribution rates of 4% for General employees enrolled in Social Security, 5% for 
Safety employees enrolled in Social Security and 11% for Safety employees not enrolled in Social 
Security. Because it is our understanding that VCERA General employees are enrolled in Social Security 
and Safety members are not in Social Security, we have assumed employer contributions rates of 4% for 
General and 11% for Safety. The proposal also states that the contributions to the DC Plan are 
immediately vested. 
 
The proposal contains a provision that would affect certain employees hired prior to July 1, 2015. This 
provision could hold Compensation Earnable or Pensionable Compensation constant for five years 
starting July 1, 2015 for employees in General Tier 1, General PEPRA Tier 1, Safety, and Safety PEPRA. 
Based on information from Ventura County counsel, it is anticipated that those members will likely be 
eligible to receive compensation increases after July 1, 2015. For that reason, we have been instructed to 
exclude this provision from our analysis. Therefore, we have assumed that members will receive  
compensation increases based on the compensation increase assumptions in the June 30, 2013 actuarial 
valuation.  
 
The proposal states that a death and disability plan will be established for new employees hired on or after 
July 1, 2015. However, to our knowledge the proposal contains no specific details on the death and 
disability plan. In order to allow for a consistent comparison between the current plan and the proposed 
plan, we have included in this study the estimated cost of death and disability benefits that would be 
provided by the proposed plan. The estimated cost is roughly based on the estimated cost of death and 
disability benefits provided under the PEPRA tiers of the current DB plan and other factors. Based on our 
valuation of the current benefits and other factors noted later, we have determined that the approximate 
cost of the death and disability benefits would be an additional 2% of compensation for General members 
and 5% of compensation for Safety members. When combined with the assumed contributions directly to 
                                                           
1 The initiative would also apply to other employers in VCERA. 
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the DC Plan developed above, this results in a total employer cost of the DC plan of 6% for General 
members and 16% for Safety members. To the extent that the actual costs for those death and disability 
benefits are different, then the results of this study would be affected. 
 
We note that it is not practical to assume that these benefits could be exactly replaced in a pure DC plan 
since their structure is so intimately tied in with the defined benefit formula and plan design. The actual 
cost will be a function of the specific benefits provided, based on future details regarding the proposed 
initiative. 
 
The table below summarizes the employer contributions and costs assumed for the DC plan. 
 

Employer Contributions Assumed  
for DC Plan 

Employer Cost Assumed  
for Disability and Death Benefits 

General 4% of Compensation 2% of Compensation 

Safety 11% of Compensation 5% of Compensation 

 
The cost projections in this study focus mainly on the regular contribution obligation for the employer. 
However, member contributions to the current DB plan, whether paid by the member or picked up by the 
employer are shown both before and after closure of the DB plan. In addition, the cost projections do not 
reflect any member contributions to the DC plan. 
 
Per instructions from the County, our projections reflect a 50/50 sharing of VCERA’s normal cost 
between the employers and members starting July 1, 2014. The 50/50 sharing has been assumed to apply 
to all members regardless of hire date. In addition, since County employees represent a significant portion 
of all members of VCERA, we have assumed that the 50/50 normal cost sharing applies to all of 
VCERA’s employers and members. 
 
It is our understanding that the market value rate of return on the VCERA DB plan’s assets for the fiscal 
year ending June 30, 2014 could be around 16%, which would substantially exceed the 7.75% assumed in 
this study. In practice, this actuarial gain would serve to reduce future UAAL contribution rates, however, 
we do not anticipate that it would significantly change the difference between the employer contribution 
rates under the current DB plan and the combined DB-DC plan that are shown in this study. This is 
because we expect that this actuarial gain would change the UAAL and corresponding UAAL rates  for 
either plan by a similar amount. 
 
Note that any analysis of benefit adequacy relative to total cost would have to include any member 
contributions to the DC plan, if applicable, as well as the actual cost of replacing death and disability 
benefits. It is beyond the scope of this study to examine the adequacy of the benefit provided by the DC 
plan. However, we have included some observations on factors to consider when evaluating benefit 
adequacy. 
 
Summary of Results 
 
 The table below summarizes the impact of the combined DB-DC plan on the employer contributions 

as compared to the employer contributions for the current “open” DB plan. The table shows that the 
present value as of July 1, 2015 of the employer cost savings as of July 1, 2015 over the thirty-year 
period is around $40 million. However, these results do not reflect consideration of the liquidity, asset 
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allocation and actuarial assumption issues discussed below that would serve to reduce any cost 
savings shown.  
 
The information that follows in this section and in the body of the report contains details on the 
derivation of these results, including discussion of the alternative UAAL amortization methodologies. 

 

UAAL Amortization 
Methodology 

Change in Total 
Employer Cost - FY 

2016-2017 

Change in Total 
Employer Cost - 

Cumulative Over 30 
Years (Non-Discounted) 

Present Value of Change in Total 
Employer Cost - Cumulative Over 

30 Years (Discounted to July 1, 
2015 at 7.75% Per Year) 

Level Percent (Open Group) -$0.5 million -$126 million -$31 million 

Level Percent (Closed Group) +$39.7 million -$192 million -$39 million 

Level Dollar +$11.4 million -$122 million -$40 million 

Notes: Results assume amortization methodology changes occur in the June 30, 2015 valuation. Includes 
employer costs for both the DB and DC plans.  
 
As shown in the table, the results do not significantly depend on the methodology used to amortize 
the Unfunded Actuarial Accrued Liability (UAAL). 
 

 The long-term employer cost of the combined DB-DC plan is about 8.3% of pay (equal to the long-
term employer cost for the DC plan), compared to the long-term employer cost of the PEPRA tiers for 
current DB plan of about 8.4% of pay. This difference is driven entirely by the level of contributions 
to the DC Plan as compared to the employer Normal Cost for VCERA’s PEPRA tiers. As discussed 
below, this result is relatively unaffected by the methodology used to amortize the unfunded actuarial 
accrued liability (UAAL) under VCERA.  
 

 Relative to the current “open group” VCERA DB plan, and assuming that the current UAAL under 
VCERA will be amortized over total compensation of all employees (including those in the DC plan) 
the proposed DB-DC plan will decrease the annual employer cost starting in the 2015-2016 fiscal 
year. The employer cost decrease for the first year is less than 0.1% of pay (about $0.3 million in the 
2015-2016 fiscal year). Cost reductions continue throughout the entire projection period as current 
VCERA DB plan participants are replaced by future DB-DC plan participants.  
 

 Over the thirty-year period from July 1, 2015 through June 30, 2044, the total non-discounted 
cumulative employer cost savings would be about $126 million as shown in the table above. The 
present value of those cost savings discounted back to July 1, 2015 using VCERA’s current 7.75% 
investment return assumption is $31 million. The cost savings result from the substantially less 
valuable retirement benefits provided under the proposed DB-DC plan, offset by the cost of replacing 
the current death and disability benefits. 
 

 As discussed below, these longer-term cost savings will be reduced by changes in asset allocation and 
actuarial assumptions that will eventually be required for the closed DB plan. 
 

 The above results assume that members of the DC plan receive compensation increases equal to those 
assumed in VCERA’s actuarial valuation for members of the DB plan. In order to remain competitive 
in the context of total compensation, the County believes that it may be necessary to increase the 
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salaries of DC plan members to offset the reduced value of the retirement benefit. We were requested 
to provide information on the cost of providing such additional compensation upon hire to members 
of the DC plan.  
 
For purposes of illustration, we have estimated the impact of an additional compensation of 1% for 
members of the DC plan on the employer contribution in the following table: 
 

Impact of Additional Compensation of 1% for Members of DC Plan on Employer Contribution 

Membership Class Change in Total Employer Cost – 
Cumulative Over 30 Years 

(Non-Discounted) 

Present Value of Change in Total Employer 
Cost – Cumulative Over 30 Years  

(Discounted to July 1, 2015 at 7.75% Per Year) 

General  +$8.2 million +$2.1 million 

Safety +$6.1 million +$1.4 million 

Total +$14.3 million +$3.5 million 

Note:  Results based on level percent of open group payroll amortization methodology. 
 
In addition to the above costs, there would also be additional payroll costs borne by the employer that 
could also be expected to offset any cost savings for the employer that were shown at the beginning 
of this section. The impact of an additional compensation of 1% for members of the DC plan on 
payroll is shown in the following table: 
 

Impact of Additional Compensation of 1% for Members of DC Plan on Employer Payroll 

Membership Class Change in Total Employer 
Payroll – Cumulative Over 30 

Years (Non-Discounted) 

Present Value of Change in Total Employer 
Payroll – Cumulative Over 30 Years 

(Discounted to July 1, 2015 at 7.75% Per Year) 

General  +$139 million +$33 million 

Safety +$38 million +$9 million 

Total +$177 million +$42 million 

 
The results in the prior two tables can be used to extrapolate the estimated cost impact of any 
appropriate amount of additional compensation for members of the DC plan. Note that the additional 
employer costs (including payroll) associated with the additional compensation of only 1% would 
appear to substantially offset the employer cost savings shown earlier in this section. 
 

 A key component of all of the above results is that the contribution rate for funding VCERA’s UAAL 
would continue to be determined based on compensation including future new hires that go into the 
DC plan. In order words, the current amortization methodology would continue, which determines the 
UAAL contributions as a level percentage of open group payroll (i.e., including new hires that replace 
current employees). The resulting UAAL contributions to VCERA, which would be determined on a 
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basis that includes the compensation of members of both VCERA and the DC plan, would then be 
assessed not only on VCERA compensation, but also on DC plan compensation. 
 

 As long as the same UAAL rate is assessed on compensation of both VCERA’s members and the DC 
Plan’s members and before considering the liquidity, asset allocation and actuarial assumption issues 
discussed below, introduction of a DC plan for future hires should not materially change VCERA’s 
projected future UAALs, funded ratios or UAAL contribution rates. In the absence of the pay freeze 
described earlier, all of these results would be projected to remain nearly identical, independent of the 
design or cost of the DC plan. While it is true that VCERA’s Actuarial Accrued Liability (AAL) and 
assets are projected to be smaller if the proposed DC is effective for future new hires (because of 
fewer new entrants into VCERA), this alone will have a negligible impact on the results listed above. 
 
If the UAAL rate is determined based on only the closed group of members remaining in VCERA or 
as a level dollar amount, then the results would be different as shown in the table at the beginning of 
this section. They would also be more volatile over the long-term due to the declining compensation 
base for VCERA’s closed group of members. Generally, the level percent of closed group payroll and 
level dollar alternatives have higher employer costs upfront in exchange for lower costs later in the 
amortization period, as compared to the current level percent of open group payroll methodology. 
 

 The decision on whether to change the amortization methodology to reflect the closure of VCERA to 
new entrants is a policy decision that rests with the VCERA Board of Retirement. We believe that 
continued use of the level percentage of pay amortization methodology including the compensation 
for the DC plan new hires could be considered reasonable, but only because VCERA’s amortization 
periods for actuarial gains or losses (15 years) and changes in actuarial assumptions (20 years) are at 
the relatively short end of the range of amortization periods used by public sector retirement systems. 
In addition, the table above illustrates that the long-term savings generally are not significantly 
affected by the amortization methodology used. 
 

 The costs of the combined DB-DC plan as shown in this report are understated. In practice, costs will 
be higher especially as the number of members in VCERA decreases over time; however, the specific 
amounts of such higher costs are difficult to predict in advance. The principal reasons for these higher 
costs are as follows: 

 
 Closing the DB plan will change the liquidity needs of the plan that will ultimately require 

changes in asset allocation that will produce lower investment returns. 

 Those changes in asset allocation will require changes in the actuarial assumption for future 
investment return, which will increase contributions even before the lower investment returns 
actually occur. For purposes of illustration only, we have estimated the impact of lowering 
VCERA’s current 7.75% investment return assumption to 6.00%. Based on the June 30, 2013 
valuation this would increase the average employer contribution rate by roughly 15% of 
compensation. In addition, this would also increase the average member contribution rate by 
roughly 5% of compensation. Depending on when these investment and related changes occur, 
these contribution rate increases could be substantially greater than the savings from converting 
from the DB plan to the DB-DC plan. 

 The replacement of disability and survivor benefits through a separate plan for new members may 
require an additional cost as compared to those included in this report. 
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 Any analysis of benefit adequacy under the DC plan should consider that a DC plan is a less efficient 
vehicle for providing retirement security for the employees of the County. Some reasons for this 
include: 

 
 Lower investment returns and higher investment expenses on individually managed accounts 

 “Leakage” as DC accounts are used for purposes other than retirement 

 Effect of market volatility on individual retirement decisions 

 Inability of individual member to manage longevity risk without purchasing annuities. 

 Higher cost of annuitization at market annuity rates 

 Plan design flexibility to accommodate County personnel policies 

Even without a benefit-to-benefit comparison, a basic application of cost principles indicates that lower 
investment income and higher investment expenses under the proposed DB-DC plan would lead to a 
reduction in the level of employer-funded benefits provided to the new employees, even if the 
contribution levels were equivalent. 
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II. PROJECTED COST IMPACT 

 
A. Open Group and Closed Group Projections 
 
The first step in these projections is to project future VCERA membership on both open and closed group 
bases. As stated in the introduction, our projections assume that active employees will be added in the 
future so as to maintain the combined active General and Safety population at the June 30, 2013 level. 
These new employees are assumed to have a demographic profile similar to those hired during the year 
ending June 30, 2013. 
 
Chart 1 shows the future active membership divided into those who were hired before and after July 1, 
2015. Chart 2 shows the projected compensation divided the same way. 
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B. Baseline – Current VCERA Open Group DB Plan 
 
The employer contributions to the current DB plan is determined in two parts, a normal cost and a 
payment to amortize the UAAL. The normal cost is determined on a “closed group” basis, independent of 
new members. In contrast, the employer contribution to the UAAL is currently funded on an “open 
group” basis over periods determined by the Retirement Board. The UAAL as of June 30, 2013 is being 
amortized over separate fixed (decreasing) periods. Changes in UAAL due to actuarial gains and losses 
are amortized over a period of 15 years while changes in actuarial assumptions or method are amortized 
over a period of 20 years. The average remaining amortization period as of June 30, 2013 for all 
amortization bases is 10 years and it is expected that this number will decline over time.  
 
The current UAAL payment amount is determined as a level percent of payroll, assuming that payroll 
inflation will be 4.00% per year. This reflects a constant (not declining) active membership with a 
compensation structure that increases with assumed wage inflation, and where the organizational structure 
(the number of employees in each position and step) remains constant.  
 
For the 2013-2014 fiscal year, the average employer normal cost and UAAL contribution rates are 
10.96% and 17.31% of payroll, respectively (including the impact of the phase-in due to changes in 
economic assumptions and the actuarial cost method and without any pickup of member rates by the 
employer or 50/50 normal cost sharing between the employer and member).  
 
Chart 3a below shows a projection of the employer normal cost and UAAL contribution rates under the 
current DB plan. Chart 3b shows the corresponding employer contribution amounts. As noted in the 
Introduction, this study focuses on analyzing employer costs, excluding employer pickups of member 
contributions. Graphs of the projected member contribution rates and corresponding dollar amounts are 
shown in Charts 3c and 3d. 
 
The 50/50 normal cost sharing is first reflected in the 2014-2015 fiscal year and is the reason for the 
decrease in the employer normal cost rate and increase in the member contribution rate shown for that 
year. 
 
The employer contribution rates under the current plan increase to around 30% of compensation due to 
recognition of prior investment losses and “contribution losses” due to the three-year phase-in. The rates 
then decrease due to recognition of prior investment gains. After that there are significant changes (both 
increases and decreases) in the rates as prior UAAL layers are amortized. Once the plan reaches 100% 
funded status, the total employer contribution rate is projected to drop to a level of less than 9% of 
compensation. That is substantially equal to the long-term normal cost rate for VCERA’s PEPRA tiers. 
 
Section IV contains information on the actuarial assumptions and plan provisions used in the projections. 
It is important to note that the projections are based on the assumption that the return on VCERA’s 
market value of assets returns is 7.75% per year beginning July 1, 2013. 
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C. Proposed DC Plan Initiative Analysis – Closed DB Plan 
 
With the closure of the DB plan to new entrants on and after July 1, 2015, there would be a need to 
review the amortization method that is currently in place for VCERA. This is because of the declining 
population created by the plan’s closure to new entrants. If the current level percent of payroll 
amortization method were to be continued, then the contribution rate for funding VCERA’s UAAL would 
need to be determined based on compensation including future new hires that go into the DC plan. In 
other words, the current amortization methodology would continue, which determines the UAAL 
contributions as a level percent of open group payroll. The resulting UAAL contributions to VCERA, 
which would be determined on a basis that includes the compensation of members of both VCERA and 
the DC plan, would then be assessed not only on VCERA compensation, but also on the compensation for 
the DC plan. 

 
As long as the same UAAL rate is assessed on compensation of both VCERA’s members and DC Plan 
compensation, introduction of a DC plan option should not materially change VCERA’s projected future 
UAALs, funded ratios or UAAL contribution rates. All of these results are projected to be nearly 
identical, independent of the design or cost of the DC plan. While it is true that VCERA’s Actuarial 
Accrued Liability (AAL) and assets are projected to be smaller if the proposed DC is made effective for 
future new hires (because of fewer new entrants into VCERA), this will have a negligible impact on the 
results listed above, at least before considering the consequences of the increased liquidity requirements 
discussed in Section IIIA. These consequences include more conservative asset allocations and actuarial 
assumptions and the resulting higher actuarial liabilities and employer contributions. 

 
The decision on whether to change the amortization methodology to reflect the closure of VCERA to new 
entrants is a policy decision that rests with the VCERA Board of Retirement. We believe that continued 
use of the level percentage of pay amortization methodology including the compensation for the DC plan 
new hires could be considered reasonable, but only because VCERA’s amortization periods for actuarial 
gains or losses (15 years) and changes in actuarial assumptions (20 years) are at the relatively short end of 
the range of amortization periods used by public sector retirement systems. In addition, the results shown 
later in this report illustrate that the long-term savings generally are not significantly affected by the 
amortization methodology used. 
 
As discussed above, in order for the current UAAL contribution rate to be sufficient, that rate must be 
applied to a future active employee payroll that increases by 4.00% each year. Closing the plan to new 
entrants does not immediately increase the UAAL or necessarily change the dollar amount of the 
amortization payments, but the level-percentage-of-pay amortization payments will need to continue to be 
spread over a non-decreasing population that includes the members of the DC plan. Otherwise, the 
amortization payments would be spread over a decreasing payroll. 
 
More considerations associated with the amortization method and potential changes to that method are 
discussed in Section IIIB. 
 
Chart 4a shows a projection of the employer normal cost and UAAL contribution rates under the closed 
DB plan. Chart 4b shows the corresponding employer contribution amounts. Charts 4c and 4d show 
similar information for member contributions. 
 
Note that the UAAL contribution rates in these projections are very close to those shown under the 
baseline open group DB Plan scenario shown earlier in this report. That is because we have excluded the 
additional provision found in the proposed initiative that would affect certain employees hired prior to 
July 1, 2015. This provision could hold Compensation Earnable or Pensionable Compensation constant 
for five years starting July 1, 2015 for employees in General Tier 1, General PEPRA Tier 1, Safety, and 
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Safety PEPRA. Based on information from Ventura County counsel, it is anticipated that those members 
will likely be eligible to receive compensation increases after July 1, 2015. For that reason, we have been 
instructed to exclude this provision from our analysis. Therefore, we have assumed that members will 
receive compensation increases based on the compensation increase assumptions in the June 30, 2013 
actuarial valuation. 
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D. Proposed DC Plan Initiative Analysis – Combination of Closed DB and New DC Plans  

(DB-DC Plan) 
 
The new DC plan’s employer contribution rate is calculated by blending the 4% General contribution rate 
with the 11% Safety contribution rate. Furthermore, in order to allow for a consistent comparison between 
the current plan and the proposed plan, we have included in this study the estimated cost of death and 
disability benefits that would be provided by the proposed plan. The estimated cost is roughly based on 
the estimated cost of death and disability benefits provided under the PEPRA tiers of the current DB plan 
and other factors. Based on our valuation of the current benefits and other factors noted below, we have 
determined that the approximate cost of the death and disability benefits would be an additional 2% of 
compensation for General members and 5% of compensation for Safety members. When combined with 
the assumed contributions directly to the DC Plan shown above, this results in a total employer cost of the 
DC plan of 6% for General members and 16% for Safety members. To the extent that the actual costs for 
those death and disability benefits are different, then the results of this study would be affected. 
 
Note that the current normal costs for these benefits are difficult to determine precisely because of their 
interaction with the service retirement benefit formula. In our actuarial valuations, the long-term total 
normal costs for these benefits under VCERA’s PEPRA tiers were actually estimated to be about 1.7% of 
compensation for General members and 11.8% of compensation for Safety members. In the current DB 
plan this cost is shared between employers and members. However, there is no guidance in the initiative 
as to how the cost of these benefits in the new plan would be allocated between employers and members. 
We also considered that (1) it may be difficult to substantially replicate death and disability benefits and 
(2) it would be reasonable to keep the cost of these benefits at a comparable ratio to the regular DC 
contributions for both General and Safety members. Based on these considerations, we have assumed the 
cost for these benefits is an additional 2% of compensation for General members and 5% of compensation 
for Safety members. 
 
We note that it is not practical to assume that these benefits could be exactly replaced in a pure DC plan 
since their structure is so intimately tied in with the defined benefit formula and plan design. The actual 
cost will be a function of the specific benefits provided, based on future details regarding the proposed 
initiative. 
 
Chart 5a shows the combined employer contribution rates for the proposed DB-DC plan. This combined 
rate is anticipated to drop from a high of nearly 30% of compensation in the 2017-2018 fiscal year to 
about 8.3% in the 2043-2044 fiscal year. The long-term cost for the DB-DC plan equals the DC plan’s 
ultimate contribution rate, including the estimated cost of the death and disability benefits. Chart 5b 
shows the corresponding combined employer contribution amounts for the proposed DB-DC plan. It also 
shows the breakout of the contribution between the DB and DC components. 
 
These results assume that members of the DC plan receive compensation increases equal to those 
assumed in VCERA’s actuarial valuation for members of the DB plan. In order to remain competitive in 
the context of total compensation, the County believes that it may be necessary to increase the salaries of 
DC plan members to offset the reduced value of the retirement benefit. We were requested to provide 
information on the cost of providing such additional compensation upon hire to members of the DC plan. 
For purposes of illustration, we have estimated the impact of additional compensation of 1% for members 
of the DC plan. Those results are shown in Section IIID and can be used to extrapolate the estimated cost 
impact of any appropriate amount of additional compensation. 
 
The DB member contribution rates are currently determined on a “closed group” basis, meaning that they 
do not rely on the addition of new members to be sufficient. We set these rates as if no new VCERA 
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members will be enrolled after the actuarial valuation date. This means that the proposed initiative would 
not appear to affect the methodology used to determine these contribution rates.  
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E. Plan comparisons - Contribution Rates and Amounts 
 
Chart 6a simply combines Charts 3a and 5a so as to compare the employer contribution requirements of 
the current DB plan with those of the proposed DB-DC combination. As shown in Chart 6a, employer 
cost reductions first emerge in the 2015-2016 fiscal year.  
 
Chart 6b then shows this same comparison in dollar amounts of employer contributions rather than 
contribution rates. For the DB-DC plan, Chart 6b also shows the breakout of the contribution between the 
DB and DC components. The detailed year-by-year employer contribution amounts can be found in  
Table A. 
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(1) (2) (3) (4) (5) (6)
Fiscal Year Cost

Ending Current DB Closed DB UAAL $ Charged on Increase/(Decrease)
June 30, (Chart 3b) (Chart 4b) DC Payroll (Chart 4b) New DC Total (5)-(1)

2014 $170,103 $170,103 $0 $0 $170,103 $0
2015 $175,189 $175,189 $0 $0 $175,189 $0
2016 $189,849 $185,089 $3,165 $1,292 $189,546 ($303)
2017 $200,388 $190,708 $6,625 $2,584 $199,917 ($471)
2018 $210,034 $190,495 $13,620 $5,148 $209,263 ($771)
2019 $214,343 $184,889 $20,569 $7,838 $213,296 ($1,047)
2020 $221,788 $181,352 $28,356 $10,656 $220,364 ($1,424)
2021 $175,700 $136,156 $24,290 $13,599 $174,045 ($1,655)
2022 $169,267 $123,911 $26,790 $16,640 $167,341 ($1,926)
2023 $154,016 $106,271 $25,957 $19,879 $152,107 ($1,909)
2024 $173,400 $111,794 $36,315 $23,235 $171,344 ($2,056)
2025 $193,257 $116,164 $48,349 $26,747 $191,260 ($1,997)
2026 $152,443 $85,912 $34,110 $30,359 $150,381 ($2,062)
2027 $118,915 $62,822 $19,897 $34,104 $116,823 ($2,092)
2028 $112,959 $55,329 $17,344 $37,909 $110,582 ($2,377)
2029 $114,697 $51,902 $18,599 $41,888 $112,389 ($2,308)
2030 $115,840 $48,340 $18,953 $45,931 $113,224 ($2,616)
2031 $118,561 $45,478 $20,102 $50,099 $115,679 ($2,882)
2032 $93,286 $31,550 $0 $54,379 $85,929 ($7,357)
2033 $95,692 $29,380 $0 $58,694 $88,074 ($7,618)
2034 $98,203 $27,277 $0 $63,115 $90,392 ($7,811)
2035 $100,604 $25,090 $0 $67,658 $92,748 ($7,856)
2036 $103,103 $22,910 $0 $72,254 $95,164 ($7,939)
2037 $106,069 $21,143 $0 $76,966 $98,109 ($7,960)
2038 $109,534 $19,814 $0 $81,802 $101,616 ($7,918)
2039 $112,908 $18,392 $0 $86,790 $105,182 ($7,726)
2040 $116,320 $16,787 $0 $91,925 $108,712 ($7,608)
2041 $119,496 $14,852 $0 $97,086 $111,938 ($7,558)
2042 $122,944 $13,229 $0 $102,490 $115,719 ($7,225)
2043 $126,537 $11,665 $0 $107,914 $119,579 ($6,958)
2044 $130,731 $10,337 $0 $113,472 $123,809 ($6,922)

Table A (Level Percent of Open Group Payroll)
Projected Employer Contributions Under Current DB and DB-DC Plans

 ($ in 000's)

Combined DB-DC

 
 
Over the thirty-year period from July 1, 2015 through June 30, 2044, the total non-discounted cumulative 
employer cost savings would be about $126 million. The present value of those cost savings discounted 
back to July 1, 2015 using VCERA’s current 7.75% investment return assumption is $31 million. The 
cost savings are the result of the substantially less valuable retirement benefits provided under the 
proposed DB-DC plan, offset by the cost of replacing the current death and disability benefits.  
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III. ADDITIONAL COST AND BENEFIT CONSIDERATIONS 

 
A. Investment Return Assumption for the Closed DB Plan 
 
 A closed plan will likely lead to a more conservative investment approach with lower 

returns, and therefore, immediate cost increases. 
 
Over time, the closing of the DB plan will radically alter the cash flow relationship between contributions 
and benefit payments for that plan. In effect, the plan will rapidly become a “mature” plan where all 
benefits must be paid from investment income or liquidated assets. These changes in liquidity needs of 
the plan will eventually lead to a more conservative asset allocation focusing on cash flow and liquidity 
over capital appreciation. 
 
Those changes in asset allocation will require changes in the actuarial assumption for future investment 
return, which will increase contributions even before the lower investment returns actually occur.  
 
For purposes of illustration only, we have estimated the impact of lowering VCERA’s current 7.75% 
investment return assumption to 6.00%. Based on the June 30, 2013 valuation this would increase the 
average employer contribution rate by roughly 15% of compensation. In addition, this would also increase 
the average member contribution rate by roughly 5% of compensation. Depending on when these 
investment and related changes occur, these contribution rate increases could be substantially greater than 
the savings from converting from the DB plan to the DB-DC plan. 
 
B. Closed Group Amortization Issues 
 
 A closed plan could require a revision to the amortization method. 

 
As discussed in Section IIC, with the closure of the DB plan to new entrants on and after July 1, 2015, the 
amortization method currently in place for VCERA will need to be reviewed. This is because of the 
declining population created by the plan’s closure to new entrants.  
 
As was stated earlier, we believe that continued use of the level percentage of pay amortization 
methodology including the compensation for the DC plan new hires could be considered reasonable, but 
only because VCERA’s amortization periods for actuarial gains or losses (15 years) and changes in 
actuarial assumptions (20 years) are at the relatively short end of the range of amortization periods used 
by public sector retirement systems. 
 
However, there are two other amortization methodologies that could be considered by the VCERA 
Retirement Board. These methodologies are (1) a continuation of a level percentage of pay amortization 
approach, but apply it over the declining payroll of the closed group population in the DB plan and (2) a 
level dollar amortization approach. Either of these amortization methodologies would be consistent with 
the initiative’s focus of moving away from the DB plan and no longer treating it as an ongoing plan. 
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Level Percent of Payroll Over Closed Group Amortization Methodology 
 
If the level percent of payroll amortization method is continued, but applied over the declining payroll of 
the closed group in the DB plan, then the method would need to be modified to anticipate the decrease in 
the payroll of active members in the closed group. If this methodology change is adopted effective with 
the June 30, 2015 valuation, the required employer contribution rate will increase as compared to the level 
percent of open payroll methodology during the 2016-2017 fiscal year by about 5.9% of pay (about $40 
million). 
 
Generally speaking, changing the amortization methodology to a level percent of declining payroll over 
the closed group leads to an accelerated schedule over which the UAAL would be expected to be paid off 
and an immediate increase in UAAL contribution rates. Closing the plan to new entrants does not increase 
the UAAL, however, the level percent of pay amortization will be spread over a declining population. 
This causes the amortization payments to be more “front loaded”, so the current UAAL rates will 
increase. The increase occurs in the amortization payment and is entirely due to the anticipated payroll 
moving from one that is assumed to grow at 4% per year to one that decreases each year. 
 
In applying this level percent of pay over closed group amortization methodology we have continued to 
maintain the current amortization layers and would establish new layers at each future valuation date that 
would be amortized over 15 years. In order to do this, we had to approximate the annual average decrease 
in payroll that occurs throughout the period of the projection. In this case, the approximate annual average  
decrease in payroll was about 6% and we have assumed that payroll will decrease by that amount each 
year in calculating the UAAL amortization payments under this methodology. 
 
Level Dollar Amortization Methodology 
 
If the current amortization layers are amortized using a level dollar methodology effective with the June 
30, 2015 valuation and any subsequent changes in UAAL that occur at subsequent valuation dates are 
also amortized using the level dollar methodology, then the required employer contribution rate during 
the 2016-2017 fiscal year will increase as compared to the level percent of open payroll methodology  by 
about 1.7% of pay (about $12 million). This is because under the level dollar amortization, the constant 
dollar UAAL contributions begin at a higher percentage that will increase as a percent of the declining 
payroll amounts until layers have been fully amortized. Over time as the layers are amortized, the UAAL 
costs will be lower under this methodology, simply because larger payments in the early years of the 
amortization schedule reduce the amount of interest that accrues. 
 
In the following calculations we have assumed that the proposed initiative would be effective for VCERA 
before we complete our June 30, 2015 valuation, and so any of the above changes to the amortization 
methodology would be reflected in that valuation.  
 
Chart 7 shows the total employer contribution rates under both versions of the level percent of payroll 
(open and declining) and the level dollar amortization of the UAAL. Generally, the level percent of 
declining payroll and level dollar alternatives have higher employer costs upfront in exchange for lower 
costs later in the amortization period. Under all three approaches, the employer contribution rate declines 
until it approaches the DC plan’s ultimate contribution rate of around 8.3%. Note that all of the 
contribution rates shown in Chart 7 are a percent of total payroll including the DC plan. 
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The table below contains further comparison information under all three methodologies.  

UAAL Amortization 
Methodology 

Change in Total 
Employer Cost - FY 

2016-2017 

Change in Total 
Employer Cost - 

Cumulative Over 30 
Years (Non-Discounted) 

Present Value of Change in Total 
Employer Cost - Cumulative Over 

30 Years (Discounted to July 1, 
2015 at 7.75% Per Year) 

Level Percent (Open Group) -$0.5 million -$126 million -$31 million 

Level Percent (Closed Group) +$39.7 million -$192 million -$39 million 

Level Dollar +$11.4 million -$122 million -$40 million 

Notes: Results assume amortization methodology changes occur in the June 30, 2015 valuation. Includes 
employer costs for both the DB and DC plans.  
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The detailed year-by-year employer contributions amounts for the combined plans under the level percent 
of declining payroll and level dollar amortization methodologies can be found in Tables B and C below. 
 

(1) (2) (3) (4) (5) (6)
Fiscal Year Cost

Ending Current DB Closed DB UAAL $ Charged on Increase/(Decrease)
June 30, (Chart 3b) (Chart 4b) DC Payroll (Chart 4b) New DC Total (5)-(1)

2014 $170,103 $170,103 $0 $0 $170,103 $0
2015 $175,189 $175,189 $0 $0 $175,189 $0
2016 $189,849 $185,089 $0 $1,292 $186,381 ($3,468)
2017 $200,388 $237,456 $0 $2,584 $240,040 $39,652
2018 $210,034 $234,163 $0 $5,148 $239,311 $29,277
2019 $214,343 $214,066 $0 $7,838 $221,904 $7,561
2020 $221,788 $202,029 $0 $10,656 $212,685 ($9,103)
2021 $175,700 $156,965 $0 $13,599 $170,564 ($5,136)
2022 $169,267 $140,078 $0 $16,640 $156,718 ($12,549)
2023 $154,016 $121,168 $0 $19,879 $141,047 ($12,969)
2024 $173,400 $122,617 $0 $23,236 $145,853 ($27,547)
2025 $193,257 $124,490 $0 $26,748 $151,238 ($42,019)
2026 $152,443 $97,386 $0 $30,358 $127,744 ($24,699)
2027 $118,915 $74,929 $0 $34,104 $109,033 ($9,882)
2028 $112,959 $66,472 $0 $37,910 $104,382 ($8,577)
2029 $114,697 $62,363 $0 $41,887 $104,250 ($10,447)
2030 $115,840 $58,254 $0 $45,931 $104,185 ($11,655)
2031 $118,561 $54,624 $0 $50,099 $104,723 ($13,838)
2032 $93,286 $45,906 $0 $54,379 $100,285 $6,999
2033 $95,692 $37,343 $0 $58,694 $96,037 $345
2034 $98,203 $27,277 $0 $63,115 $90,392 ($7,811)
2035 $100,604 $25,090 $0 $67,658 $92,748 ($7,856)
2036 $103,103 $22,910 $0 $72,254 $95,164 ($7,939)
2037 $106,069 $21,143 $0 $76,966 $98,109 ($7,960)
2038 $109,534 $19,814 $0 $81,802 $101,616 ($7,918)
2039 $112,908 $18,392 $0 $86,790 $105,182 ($7,726)
2040 $116,320 $16,787 $0 $91,925 $108,712 ($7,608)
2041 $119,496 $14,852 $0 $97,086 $111,938 ($7,558)
2042 $122,944 $13,229 $0 $102,490 $115,719 ($7,225)
2043 $126,537 $11,665 $0 $107,914 $119,579 ($6,958)
2044 $130,731 $10,337 $0 $113,472 $123,809 ($6,922)

Table B (Level Percent of Declining Payroll)
Projected Employer Contributions Under Current DB and DB-DC Plans

 ($ in 000's)

Combined DB-DC
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(1) (2) (3) (4) (5) (6)
Fiscal Year Cost

Ending Current DB Closed DB UAAL $ Charged on Increase/(Decrease)
June 30, (Chart 3b) (Chart 4b) DC Payroll (Chart 4b) New DC Total (5)-(1)

2014 $170,103 $170,103 $0 $0 $170,103 $0
2015 $175,189 $175,189 $0 $0 $175,189 $0
2016 $189,849 $185,089 $0 $1,292 $186,381 ($3,468)
2017 $200,388 $209,225 $0 $2,584 $211,809 $11,421
2018 $210,034 $210,073 $0 $5,148 $215,221 $5,187
2019 $214,343 $201,827 $0 $7,838 $209,665 ($4,678)
2020 $221,788 $200,111 $0 $10,656 $210,767 ($11,021)
2021 $175,700 $155,574 $0 $13,599 $169,173 ($6,527)
2022 $169,267 $144,162 $0 $16,640 $160,802 ($8,465)
2023 $154,016 $126,869 $0 $19,879 $146,748 ($7,268)
2024 $173,400 $135,864 $0 $23,236 $159,100 ($14,300)
2025 $193,257 $144,934 $0 $26,748 $171,682 ($21,575)
2026 $152,443 $110,881 $0 $30,358 $141,239 ($11,204)
2027 $118,915 $82,955 $0 $34,104 $117,059 ($1,856)
2028 $112,959 $74,669 $0 $37,910 $112,579 ($380)
2029 $114,697 $71,892 $0 $41,887 $113,779 ($918)
2030 $115,840 $68,668 $0 $45,931 $114,599 ($1,241)
2031 $118,561 $66,420 $0 $50,099 $116,519 ($2,042)
2032 $93,286 $60,160 $0 $54,379 $114,539 $21,253
2033 $95,692 $52,081 $0 $58,694 $110,775 $15,083
2034 $98,203 $30,465 $0 $63,115 $93,580 ($4,623)
2035 $100,604 $25,090 $0 $67,658 $92,748 ($7,856)
2036 $103,103 $22,910 $0 $72,254 $95,164 ($7,939)
2037 $106,069 $21,143 $0 $76,966 $98,109 ($7,960)
2038 $109,534 $19,814 $0 $81,802 $101,616 ($7,918)
2039 $112,908 $18,392 $0 $86,790 $105,182 ($7,726)
2040 $116,320 $16,787 $0 $91,925 $108,712 ($7,608)
2041 $119,496 $14,852 $0 $97,086 $111,938 ($7,558)
2042 $122,944 $13,229 $0 $102,490 $115,719 ($7,225)
2043 $126,537 $11,665 $0 $107,914 $119,579 ($6,958)
2044 $130,731 $10,337 $0 $113,472 $123,809 ($6,922)

Table C (Level Dollar)
Projected Employer Contributions Under Current DB and DB-DC Plans

 ($ in 000's)

Combined DB-DC

 
 
In order to help further illustrate the differences in the three amortization alternatives, Chart 8 below 
shows only the UAAL contribution rates for each of the alternatives in line graph format. Chart 8 shows 
that more contributions upfront leads to a reduction in contributions over the long-term. In order to allow 
for a consistent comparison, the UAAL contribution rates are all expressed as a percent of total payroll 
including the DC plan. 
 
In practice, some of the amortization layers under any of the methodologies could be combined at some 
future date as necessary to manage the short-term volatility in fiscal years ending June 30, 2021 through 
2026 as shown in Chart 8 under those two methods. 
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C. Ancillary Benefits 
 
 The proposal mentions that a separate death and disability benefits plan will be setup, but 

specific details are not included. Those benefits will be provided at a cost in addition to the 
base pension cost. 

 
Specific details on the level of death and disability benefits (including duty disability benefits and its 
related tax favored treatment) to be provided to new members are not found in the proposal. It may be 
important to review the need to preserve these benefits especially for the Safety employees, as they do not 
participate in Social Security. Post-retirement cost-of-living adjustments (COLAs) are also not included 
in the proposal. 
 
As discussed in Section IID, the cost of the DC plan has been adjusted to include an estimate of  
additional costs that will be required to provide a replacement disability or death benefit. This was done in 
order to allow for a consistent comparison between the current plan and the proposed plan. That earlier 
discussion is reproduced here as follows. 
 
The estimated cost is roughly based on the estimated cost of death and disability benefits provided under 
the PEPRA tiers of the current DB plan and other factors. Based on our valuation of the current benefits 
and other factors noted below, we have determined that the approximate cost of the death and disability 
benefits would be an additional 2% of compensation for General members and 5% of compensation for 
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Safety members. When combined with the assumed contributions directly to the DC Plan noted earlier, 
this results in a total employer cost of the DC plan of 6% for General members and 16% for Safety 
members. To the extent that the actual costs for those death and disability benefits are different, then the 
results of this study would be affected. 
 
Note that the current normal costs for these benefits are difficult to determine precisely because of their 
interaction with the service retirement benefit formula. In our actuarial valuations, the long-term total 
normal costs for these benefits under VCERA’s PEPRA tiers were actually estimated to be about 1.7% of 
compensation for General members and 11.8% of compensation for Safety members. In the current DB 
plan this cost is shared between employers and members. However, there is no guidance in the initiative 
as to how the cost of these benefits in the new plan would be allocated between employers and members. 
We also considered that (1) it may be difficult to substantially replicate death and disability benefits and 
(2) it would be reasonable to keep the cost of these benefits at a comparable ratio to the regular DC 
contributions for both General and Safety members. Based on these considerations, we have assumed the 
cost for these benefits is an additional 2% of compensation for General members and 5% of compensation 
for Safety members. 
 
We note that it is not practical to assume that these benefits could be exactly replaced in a pure DC plan 
since their structure is so intimately tied in with the defined benefit formula and plan design. The actual 
cost will be a function of the specific benefits provided, based on future details regarding the proposed 
initiative. 
 
We are not aware that the proposed DC plan would be allowed to offer the members a guaranteed annuity 
option at retirement. Unless this is allowed, the only DC plan based alternative to the regular cost-of-
living benefits is the purchase of a commercial annuity with cost-of-living indexed benefits. Individually 
insured annuities – with or without cost-of-living indexing – are a relatively expensive vehicle for funding 
employee retirement benefits. That is why they generally are not used by public plans like VCERA. Their 
effect on members' retirement income potential is described in the next section. 
 
At least one supplemental benefit ($27.50 Supplemental Medical) is currently funded through an excess 
earnings arrangement. As discussed in the Investment Return section above, VCERA may want to 
consider less volatile investments that generate a more predictable income stream. This may reduce or 
eliminate the opportunity to generate the excess earnings required to fund any supplemental benefits. 
 
D. Illustration with Additional Compensation Amount Upon Hire for DC Plan Members 
 
The results shown in this report assume that members of the DC plan receive compensation increases 
equal to those assumed in VCERA’s actuarial valuation for members of the DB plan. In order to remain 
competitive in the context of total compensation, the County believes that it may be necessary to increase 
the salaries of DC plan members to offset the reduced value of the retirement benefit. We were requested 
to provide information on the cost of providing such additional compensation upon hire to members of 
the DC plan.  
 
For purposes of illustration, we have estimated the impact of additional compensation of 1% for members 
of the DC plan on the employer contribution in the following table: 
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Impact of Additional Compensation of 1% for Members of DC Plan on Employer Contribution 

Membership Class Change in Total Employer Cost - 
Cumulative Over 30 Years (Non-

Discounted) 

Present Value of Change in Total Employer 
Cost - Cumulative Over 30 Years (Discounted 

to July 1, 2015 at 7.75% Per Year) 

General  +$8.2 million +$2.1 million 

Safety +$6.1 million +$1.4 million 

Total +$14.3 million +$3.5 million 

Note:  Results based on level percent of open group payroll amortization methodology. 
 

In addition to the above costs, there would also be additional payroll costs borne by the employer that 
could also be expected to offset any cost savings for the employer that were shown earlier. The impact of 
additional compensation of 1% for members of the DC plan on payroll is shown in the following table: 

 

Impact of Additional Compensation of 1% for Members of DC Plan on Employer Payroll 

Membership Class Change in Total Employer 
Payroll – Cumulative Over 30 

Years (Non-Discounted) 

Present Value of Change in Total Employer 
Payroll – Cumulative Over 30 Years 

(Discounted to July 1, 2015 at 7.75% Per Year) 

General  +$139 million +$33 million 

Safety +$38 million +$9 million 

Total +$177 million +$42 million 

 
The results in the prior two tables can be used to extrapolate the estimated cost impact of any appropriate 
amount of additional compensation for members of the DC plan. Note that the additional employer costs 
(including payroll) associated with the additional compensation of only 1% would appear to substantially 
offset the entire employer cost savings shown earlier in this section. 

 
E. Benefit Adequacy and Other Considerations 
 
 Any long-term cost savings from conversion to a DC plan will likely derive from the 

reduced value of the benefit. 
 
A quantitative analysis of benefit adequacy under the DC plan is beyond the scope of this report. 
Similarly, we have not attempted to compare the amounts of benefits available to members under the new 
DC plan to those under the current DB plan. However, we were requested by the County to provide the 
following information: 

 An estimate of the current total pension amount possible for a PEPRA Tier 2 member with 35 
years of service (in current-year dollars) 
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o We have determined this by applying the following formula: 

o PEPRA Maximum Age Factor times 35 years of service times estimated Pensionable 
Compensation = 2.50% x 35 x $85,000 = $74,375 annually or $6,198 monthly 

o The estimated Pensionable Compensation amount was generally based on an estimate using 
compensation amounts for current General members with 30 or more years of service as of 
June 30, 2013. 

 An estimate of the current total pension amount possible for a Safety PEPRA member with 30 
years of service (in current-year dollars) 

o We have determined this by applying the following formula: 

o PEPRA Maximum Age Factor times 30 years of service times estimated Pensionable 
Compensation = 2.70% x 30 x $125,000 = $101,250 annually or $8,438 monthly 

o The estimated Pensionable Compensation was generally based on an estimate using 
compensation amounts for current Safety members with 30 or more years of service as of 
June 30, 2013. 

 
A further and essential consideration related to benefit adequacy is the variability, and reliability of the 
members benefit. Proponents of DC plans argue that employers need stable employer contribution rates in 
order to budget effectively. Proponents of DB plans contend that members need a stable benefit in order 
to have an economically secure retirement. 

When looking at shifting from a DB plan to a DC plan, the current variability in contribution rates will 
turn into variability in benefit amounts. This is because in a DB plan the contribution is variable while the 
benefit is fixed; in a DC plan, the contribution is fixed while the benefit is variable. 

This introduces a substantial risk that participants in a DC plan will outlive their retirement assets, a risk 
that is precluded by the basic structure of a DB plan. 
 
Other Considerations 
 
In addition, any analysis of benefit adequacy under the DC plan should consider that a DC plan is a less 
efficient vehicle for providing retirement security. We provide here a brief summary of some of those 
issues, and we are available to discuss them further upon request. 
 
Lower investment returns on individually managed accounts. Numerous studies over many years have 
shown that DC plans have investment returns lower than those of DB plans due to overly conservative 
asset allocations and inferior asset management of individual accounts. In addition, investment expenses 
for individual accounts are considerably higher than those paid by DB plans. 
 
“Leakage” as DC accounts are used for purposes other than retirement. The portability and flexibility of 
DC plans often works against their use as a retirement vehicle. Studies show that upon termination a high 
percentage of members cash out their DC balances for immediate needs rather than rolling them over to 
retirement accounts. Plan loans and hardship withdrawals allow for the same “leakage” while members 
are in service. 
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Effect of market volatility on individual retirement decisions. DB plans have several mechanisms to 
absorb market volatility, including the long-term nature of funding, asset diversification, market value 
smoothing and UAAL amortization. Of these, only asset diversification is available to the individual DC 
plan member, and even there the options are far more limited. This leaves the member’s retirement 
planning subject to a high level of uncertainty that can only be avoided through more conservative, lower 
yielding investments. 
 
Inability of individual member to manage longevity risk without purchasing annuities. DC plans carry an 
inherent longevity risk, in that even with careful planning the member can outlive the assets. While DB 
plans can manage this risk rather easily, the DC participant’s options consist of buying an annuity at 
market rates which is discussed below. 
 
Higher cost of annuitization at market annuity rates. Because market annuity purchase rates generally 
reflect fixed income returns, they provide considerably less income for the same present value than a DB 
plan using ongoing basis, balanced portfolio investment returns. Based on current fixed income yields, 
this can amount to a loss of more than 25% of the annuity amount. 
 
Plan design flexibility. In the previous section, we discussed the difficulty of providing ancillary benefits 
under a DC plan. DB plans also provide greater benefit design flexibility and definition for service 
retirement benefits. For example, traditionally there are public policy reasons that Safety members have 
earlier retirement dates than General members. Excluding the differential for Social Security coverage, 
the proposed initiative provides an additional 7% contribution for Safety members (excluding our 
estimated contribution for the death and disability benefits). Benefit adequacy and comparability would 
require an analysis as to whether the 7% additional contribution will be sufficient to provide for the 
higher cost of earlier retirement. 
 
Finally, even without a benefit-to-benefit comparison, a basic application of cost principles indicates that 
lower investment income and higher investment expenses under the proposed DB-DC plan would lead to 
a reduction in the level of employer funded benefits provided to new employees, even if the contribution 
levels were equivalent. This is based on the essential funding equation: 

 
Contributions plus Investment Income 

 
equals 

 
Benefit Payments plus Expenses. 

 
Even if we assume no change in investment earnings and expenses, we are left with the fact that the  
proposed DB-DC plan has a slightly lower level of contributions than the current DB plan. That would 
indicate that the source of the long-term cost reductions under the proposed DB-DC plan is a substantial 
reduction in the level of retirement benefit security provided to the members, offset by the cost of 
replacing the current death and disability benefits. 
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IV. ASSUMPTIONS AND PLAN PROVISIONS 

Current VCERA Defined Benefit Plan  

 Unless otherwise noted, all data, assumptions, methods and plan provisions used are the same as 
those in VCERA’s June 30, 2013 valuation. In particular, market value investment returns of 7.75% 
per year beginning July 1, 2013 are assumed. 

 Active employee population headcount has been assumed to remain constant in all future years (i.e., 
terminations replaced by same number of new entrants) 

 Demographics for future new entrants are assumed to be the same as those for members hired during 
the year ending June 30, 2013 

 No additional transfers will be made by the VCERA Retirement Board to fund supplemental benefits. 
 
Post-Initiative VCERA Defined Benefit Plan 

 Same as above with following two exceptions: 

 UAAL will either be amortized as a level percent of open group payroll including DC plan members, 
level percent of declining payroll over the closed group or as a level dollar amount beginning with the 
June 30, 2015 valuation. 

 Closure of the DB plan will first be reflected in the June 30, 2015 valuation. 

 Based on information from Ventura County counsel, we have excluded provision that could hold 
Compensation Earnable or Pensionable Compensation constant for five years starting July 1, 2015 for 
employees in General Tier 1, General PEPRA Tier 1, Safety and Safety PEPRA. It is anticipated that 
those members will likely be eligible to receive compensation increases after July 1, 2015.  

 
Post-Initiative Defined Contribution Plan 

 Follows proposal in the initiative. 

 4% for General members (assumes Social Security coverage).  

 11% for Safety members (assumes no Social Security coverage). 

 100% immediate vesting of the DC contribution. 

 In order to allow for a consistent comparison between the current plan and the proposed plan, we have 
included in this study the estimated cost of death and disability benefits that would be provided by the 
proposed plan. The estimated cost is very roughly based on the estimated cost of death and disability 
benefits provided under the PEPRA tiers of the current DB plan and other factors. Based on our 
valuation of the current benefits and other factors described earlier, we have determined that the 
approximate cost of the death and disability benefits would be an additional 2% of compensation for 
General members and 5% of compensation for Safety members. When combined with the assumed 
contributions directly to the DC Plan shown earlier, this results in a total employer cost of the DC 
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plan of 6% for General members and 16% for Safety members. To the extent that the actual costs for 
those death and disability benefits are different, then the results of this study would be affected. 

 
We note that it is not practical to assume that these benefits could be exactly replaced in a pure DC 
plan since their structure is so intimately tied in with the defined benefit formula and plan design. The 
actual cost will be a function of the specific benefits provided, based on future details regarding the 
proposed initiative. 

 Upon hire, DC plan members will either not receive an additional compensation amount or will 
receive an illustrative additional compensation amount 1%. For purposes of illustration, we have 
estimated the impact of additional compensation of 1% for members of the DC plan. Those results are 
shown in Section IIID and can be used to extrapolate the estimated cost impact of an appropriate 
amount additional compensation. 

Projections, by their nature, are not a guarantee of future results. The modeling projections are intended to 
serve as illustrations of future financial outcomes that are based on the information available to us at the 
time the modeling is undertaken and completed, and the agreed-upon assumptions and methodologies 
described herein. Emerging results may differ significantly if the actual experience proves to be different 
from these assumptions or if alternative methodologies are used. Actual experience may differ due to such 
variables as demographic experience, the economy, stock market performance and the regulatory 
environment. 
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