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UCRS ADVISORY BOARD OFFICER ELECTION 
 


NOMINATIONS 
FOR FISCAL YEAR 2013-2014 


  
 
 
 
 UCRS ADVISORY BOARD CHAIR 
 
 


Nominee    By               
 
Shane White            Catherine Brennan 
 
Angela Hawkins                             Dwaine Duckett 


 
 
 
 
 
 UCRS ADVISORY BOARD VICE CHAIR 
 
 
           Nominee                       By               
 
           Paul Brooks                                       Catherine Brennan 
 
          Meredith Michaels                             Dwaine Duckett 
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 UCRS ADVISORY BOARD ELECTION BALLOT 
  
 FOR FISCAL YEAR 2012-2013 
 
 
 
 
 UCRS ADVISORY BOARD CHAIR 
 


 
Shane White 
 
 
Angela Hawkins 
 
 
Abstain                                                           
 
 
 


 
 
 UCRS ADVISORY BOARD VICE CHAIR 
 


 
Paul Brooks 
 
 
Meredith Michaels 
 
 
Abstain                                                           
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Meeting of June 21, 2013 


 
  


AGENDA ITEM K 
 
 
UCRS Advisory Board – Proposed Meeting Schedule for Fiscal Year 2013-2014    
 
The following is the proposed UCRS Advisory Board meeting schedule for fiscal year 2013-
2014: 
 
 
  November 2013  


Friday, November 22, 2013 10:00 a.m. - 2:00 p.m.  
  


 
  February 2014 


Friday, February 28, 2014   10:00 a.m. - 2:00 p.m. 
 
 


  June 2014 
Friday, June 20, 2014    10:00 a.m. - 2:00 p.m. 


 
 
 
Please note that these proposed dates are based on the Board’s past preference for conducting 
meetings on Fridays. The Board’s meeting dates may need to be subsequently revised to 
accommodate the schedule of its members. 
 
Aside from the regularly scheduled meetings, additional meetings may be conducted in-person or 
via teleconference, as necessary. The location of all regularly scheduled and ad-hoc meetings 
will be determined based on the availability of conference rooms. You will be notified in 
advance of the location of each meeting.  
 
 
. 
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AGENDA 
AGENDA 


UNIVERSITY OF CALIFORNIA RETIREMENT SYSTEM  
ADVISORY BOARD MEETING 


JUNE 21, 2013 
OFFICE OF THE PRESIDENT 


1111 FRANKLIN STREET, ROOM 5320 
OAKLAND, CALIFORNIA 


10:00 AM 
  


 
CALL TO ORDER 
 
PUBLIC COMMENT PERIOD (30 minute maximum) 
 
APPROVAL OF THE MINUTES 
 
COMMENTS FROM THE CHAIR 
   
EXECUTIVE VICE PRESIDENT, BUSINESS OPERATIONS – BUDGET UPDATE 
 
CHIEF INVESTMENT OFFICER – REPORT 
 
AGENDA ITEMS 
 


A. UCRP – Proposed Contributions Beginning Plan Year 2014-2015 
 


B. UCRP – Children’s Hospital & Research Center Oakland – Proposal for Reciprocal 
Vesting Credit  
 


C. UCRP – Retirement Benefit Calculators  
 


D. UCRP – Discussion of the Lump Sum Cashout and Inactive COLA as 2013 Tier Plan 
Provisions 
 


E. UCRS – Cost-of-Living Adjustment for 2013 and Measurement of Annuitant Purchasing 
Power  
 


F. California Actuarial Advisory Panel – Update  
 


G. 2013 Tier – Communications Update 
 


H. Retirement Savings Program – Vendor Relations Management Report 
 


I. Retirement Savings Program – Fund Menu Management - Update 
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J. UCRS Advisory Board – Election of Officers for Fiscal Year 2013-2014 


 
K. UCRS Advisory Board – Proposed Meeting Schedule for Fiscal Year 2013-2014 
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Meeting of June 21, 2013 


 
AGENDA ITEM A 


 
 
UCRP – Proposed Contributions Beginning Plan Year 2014-2015  
 
Executive Director Gary Schlimgen will provide an update on the proposed UC and member 
UCRP contribution rates beginning Plan Year 2014-2015 that will be presented to the Regents in 
July 2013.  
 
As background, please find attached the letter from Executive Vice President Brostrom and 
Executive Vice President Taylor to the Academic Senate Chair advising of the proposed UCRP 
contribution rates and the response letter from the Academic Senate Chair to President Yudof 
and Executive Vice President Brostrom. 
 
Attachments 
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-Results based on July 1, 2012 actuarial valuation and assume 7.5% market value return per year beginning July 1, 2012. 
-Member contribution rates shown apply to non-safety members who became members prior to July 1, 2013; offset of $19 per month applies; 
 all member contributions subject to collective bargaining, as applicable.  Contribution amounts ($) are based on projected campus/med       
 center payroll for all members.  All rates shown for 2014-15 are projections and not final. 
-Employer rates exclude the extra assessment to pay back internal / external financing.  
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Funding Policy Modified ARC University Contribution Member Contribution 


 26.8% 
($2.32B) 


 28.5% 
($2.55B) 


 22% Total 
($1.94B) 


 15% Total 
($1.23B) 


 26.4% 
($2.20B) 


28.6% 
($2.47B) 


30.6% 
($2.74B) 


18.5% Total 
($1.58B) 


 24.9% 
($2.07B) 


$0.39B $0.54B 
$0.69B 


UCRP Contribution Illustration 


Normal Cost ~ 18% 


 (Proposed – 
all members) 


  (Proposed - 
“1976 Tier” 
members)   


(Projections) 





		UCFW Slides April 2013V2.pdf

		UCRP Contribution Illustration
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Robert L. Powell                       Chair of the Assembly and the Academic Council 


Telephone: (510) 987-0711       Faculty Representative to the Board of Regents 


Fax: (510) 763-0309       University of California 


Email: Robert.Powell@ucop.edu       1111 Franklin Street, 12th Floor 


         Oakland, California 94607-5200 


  


 


         May 1, 2013 


 


 


MARK YUDOF 


PRESIDENT 


 


NATHAN BROSTROM 


EVP, BUSINESS OPERATIONS 


 


Dear Mark and Nathan: 


 


At its meeting on April 24, the Academic Council discussed the administration’s proposal to 


increase contributions to UCRP effective July 1, 2014 to an employer contribution rate of 14% and an 


employee contribution rate of 8%. Council voted unanimously to support this proposal. 
 


In addition, a majority of Council members endorsed UCFW’s caveat that support for the proposal 


should be conditional on a corresponding salary increase of at least 3% for faculty and non-


represented staff (14 in favor, 3 opposed, 1 abstention). This increase would off-set the combined 


increases in employee contributions scheduled for July 2013 and proposed for July 2014. While it is 


essential to return UCRP to fully funded status, it is equally necessary to arrest further decline in 


total remuneration for faculty. Council is very concerned about the ability of UC to retain its highly 


accomplished young faculty members. While UC remains successful at recruiting top faculty, 


younger faculty are mobile. When salaries are not competitive, faculty may seek increases by getting 


outside offers that will trigger retention efforts. This pattern is both destructive to faculty morale and 


is not an efficient way to approach salary and retention.  


 


We urge you to provide across-the-board salary increases to partially compensate for increases in 


employee contributions to UCRP.  


 


Sincerely, 


 
Robert L. Powell, Chair 


Academic Council 
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Cc:  Aimée Dorr, Provost and EVP 


Peter Taylor, CFO 


Academic Council  


 Martha Winnacker, Senate Executive Director 


 


 


Encl. 
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UNIVERSITY COMMITTEE ON FACULTY WELFARE (UCFW) Assembly of the Academic Senate 


J. Daniel Hare, Chair 1111 Franklin Street, 12th Floor 


daniel.hare@ucr.edu  Oakland, CA 94607-5200 


 Phone: (510) 987-9466 


 Fax: (510) 763-0309  


 


April 18, 2013 


 


ROBERT POWELL, CHAIR 


ACADEMIC COUNCIL 


 


RE: UCRP contribution rates effective July 1, 2014 


 


Dear Bob, 


 


The University Committee on Faculty Welfare (UCFW) was asked to consider the proposal by 


Executive Vice President Nathan Brostrom to raise the employer contribution rate to the UC 


Retirement Plan (UCRP) to 14% and the employee contribution rate to 8%.  Both increases would be 


effective July 1, 2014.  UCFW supports the increase in the employer contribution rate but can only 


conditionally support the increase in the employee contribution rate. 


 


The Academic Senate has consistently supported the principle to fully fund UCRP through rising 


employer and employee contributions and through other measures under the powers delegated to the 


President.1   Recently, the Academic Council unanimously endorsed UCFW’s recommendation, based 


on the advice of TFIR, that the University adhere to the plan and timeline approved by the Regents in 


2010 to increase employer contributions to UCRP until the Annual Required Contribution is met.2  


UCFW fully supports the proposed increase in the employer contribution rate to 14% and anticipates 


further increases in the employer contribution rate in coming years in order to meet the Regents' 


funding policy for UCRP. 


 


The proposed employee contribution rate of 8% exceeds the Senate's long-standing position that 


employee contributions should not exceed 7%.
3
   Between April 2010, the time that employee 


contributions were re-started, and July 2013, the value of take-home pay will have declined by a total 


of 10% due to inflation (6.5%)
4
 plus the restart of employee contributions (an additional 6.5%),  off-


set by only one 3% salary increase, in October 2011.  This proposed increase in employee 


contributions to 8% for UCRP would reduce take-home pay by an additional 1.5%. UCFW would not 


oppose the increase in employee contributions to 8% provided that such an increase is accompanied 


by an across the board pay raise for faculty (and non-represented staff) of at least 3%.  A 3% increase 


would merely compensate for the two most recent 1.5% increases in employee contribution rates 


effective on July 1, 2013 and July 1, 2014; any increase greater than 3% would constitute a small step 


toward restoring competitive salaries. 


                                                 
1 http://regents.universityofcalifornia.edu/minutes/2010/joint12.pdf 
2 http://senate.universityofcalifornia.edu/reports/tfir-reaching-ucrp-required-contribution.pdf 
3 http://senate.universityofcalifornia.edu/reports/DS_MGYrePEBpplandSTIP.pdf 
4 Calculated from the average monthly inflation rate from April, 2010 through January, 2013 projected to July 2013, 


ftp://ftp.bls.gov/pub/special.requests/cpi/cpiai.txt   
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UCFW asks that you present this to the Academic Council for consideration and endorsement as the 


Academic Senate's position on the proposed increases in employer and employee contribution rates to 


UCRP effective July 1, 2014. 


 


Please let us know if you have any questions or concerns. 


 


Sincerely, 


 
J. Daniel Hare, UCFW Chair 


 


 


Copy: UCFW 


  Robert Powell, Chair, Academic Council 


  William Jacob, Vice Chair, Academic Council 


  Martha Winnacker, Executive Director, Academic Senate 


  


 








 


 
 
 
 


 
Meeting of June 21, 2013 


 
AGENDA ITEM B 


 
 
UCRP – Children’s Hospital & Research Center Oakland – Proposal for Reciprocal Vesting 
Credit  
 
Specialist Ken Reicher will provide an overview of UCSF Medical Center’s proposed acquisition 
of the Children’s Hospital & Research Center of Oakland (CHRCO) as it pertains to reciprocal 
vesting credit only for transitioning CHRCO employees. The focus of his overview will be the 
impact to UCRP if the proposed acquisition and amendments to UCRP are approved. 
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Meeting of June 21, 2013 


 
AGENDA ITEM C 


 
 
UCRP – Retirement Benefit Calculators  
 
In response to a Board member’s request, Director Ellen Lorenz from the Retirement 
Administration Service Center (RASC) and Anne Wolf from Internal Communications will 
provide an update on the capabilities and limitations of the various UC retirement benefit 
calculators. The update will include a discussion of some suggested enhancements.  
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Meeting of June 21, 2013 


 
AGENDA ITEM D 


 
 
UCRP – Discussion of the Lump Sum Cashout and Inactive COLA as 2013 Tier Plan Provisions  
 
In response to a request from the Chair, Gary Schlimgen and Actuary John Monroe from the 
Segal Company will discuss the cost of the 2013 Tier with and without the Lump Sum Cashout 
and Inactive COLA features, as well as their effectiveness as tools for recruiting and retaining 
faculty and staff.  
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Meeting of June 21, 2013 


 
 AGENDA ITEM E 
 
 
UCRS – Cost-of-Living Adjustment for July 2013 and Measurement of Annuitant Purchasing 
Power 
 


July 1, 2013 COLA  


The July 1, 2013 Cost-of-Living Adjustment (COLA) is based on the average increase in the 
Consumer Price Index (CPI) for All Urban Consumers in the metropolitan areas of San Francisco 
and Los Angeles from February 2012 to February 2013. This average CPI increase was 2.34%; 
therefore, the July 1, 2013 COLA for the University of California Retirement Plan (UCRP) and 
the UC-PERS Plus 5 Plan will be: 


Retirement Date UCRP COLA UC-PERS Plus 5 COLA 
On or before July 1, 2006 2.00% 2.00% 


July 2, 2006 to July 1, 2008 


July 2, 2008 to July 1, 2012 


2.34% 


2.00% 


N/A 


N/A 


COLA Methodology  


UCRP provides an annual COLA that generally matches the increase in the CPI up to 2%, plus 
75% of the CPI increase in excess of 4%, to a maximum COLA of 6%. Effective July 1, 2011, 
this methodology is also applied to determine the COLA for the UC-PERS Plus 5 Plan. The UC-
PERS Plus 5 Plan also has an additional constraint, requiring that plan’s funded status to exceed 
100% as of the previous July 1st in order to award the COLA. The UC-PERS Plus 5 Plan funded 
status as of July 1, 2012 was 160%.  


Each annuitant’s COLA percentage for a specific year depends not only on the CPI increase that 
year, but also on the cumulative increase in the CPI since the Member retired. For this purpose, 
two banks are maintained, an “inflation bank” and a “COLA bank”, which are then used to 
determine the total COLA amount that an annuitant is entitled to in a given year. 


The inflation bank accumulates in years in which the CPI increase is greater than 2%. The 
inflation bank represents the portion of the cumulative increase in the CPI since the Member’s 
Retirement Date for which the annuitant has not received a COLA. For example, the annual CPI 
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increase as measured in February 2003 was 3.45%, but based on UCRP provisions, the July 2003 
COLA was only 2%. The remaining 1.45% is adjusted for compounding, resulting in an inflation 
bank of 1.42% for UCRP annuitants who were first eligible in July 2003.  The inflation bank can 
be used to increase the COLA that would be payable in years in which inflation is less than 2%. 
For example, the inflation bank was used to provide UCRP annuitants who retired on or before 
July 1, 2002, a 2% COLA on July 1, 2004, even though the increase in the CPI average was less 
than 2%. As of July 1, 2013 all annuitant groups, except for the two groups for those with 
retirement dates during the period July 2, 2006 through July 1, 2008, have a balance in the 
inflation bank. 


The second bank is the COLA bank. In years in which inflation is less than 2%, the difference 
between 2% and the CPI increase is accumulated in the COLA bank. The COLA bank represents 
that portion of the potential COLA which has not been paid to the annuitant due to low inflation.  
For example, the annual CPI increase as measured in February 2004 was 1.04%.  UCRP 
annuitants who received a 1.04% COLA in July 2004 accumulated 0.96% in their COLA bank. 
The CPI increase measured in February 2006 was 4.01%. Those UCRP annuitants with nothing 
accumulated in their COLA bank were entitled to receive a 2.01% COLA on July 1, 2006, based 
on the formula. However, those annuitants who had 0.96% in their COLA bank after the July 1, 
2004 effective date still had 0.28% left to use on July 1, 2006.  This COLA bank was used to 
give these annuitants a 2.29% COLA on July 1, 2006 (2.01% + 0.28%).   


Both banks accumulate from the Member’s initial eligibility for a COLA. Therefore, when 
economic conditions warrant using either of the banks, it is possible to pay different annual 
COLA amounts in the same year to different Retired Member groups depending on the year in 
which the Members retired and the resulting amounts in the inflation bank and COLA bank.  
Attachment 1 shows the current level of the inflation and COLA banks as they apply to each 
group of UCRP annuitants, just after the July 1, 2013 COLA is credited. Attachment 2 shows the 
same information for UC-PERS Plus 5 Plan annuitants.   


Measurement of Annuitant Purchasing Power – UCRP Annuitants 


Once the annual COLA is determined, the purchasing power of annuitants’ benefits may then be 
measured.  Since the 2013 COLA matches or is less than the actual increase in the CPI, 
purchasing power has either remained the same or decreased slightly from last year. Attachment 
1 demonstrates that purchasing power remains above 79% for all annuitants as of July 1, 2013. 


Historically, The Regents have striven to protect annuitants’ benefits from being significantly 
eroded by inflation. However, this is not a guaranteed contractual benefit. Rather, in February 
1988, the UCRS Advisory Board passed a resolution indicating its intent to recommend, from 
time to time and, subject to the availability of funds, adjustments to approximate a 75% 
minimum level of purchasing power for UCRP annuitants. “Ad hoc” COLAs were given in 
January 1986 and July 1988 to restore annuitants’ purchasing power to a 75% level. In January 
1991, a one-time ad hoc COLA was given to restore retirement benefits to a floor of 80% of 
purchasing power and in January 2001 a one-time ad hoc COLA was given to restore retirement 
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benefits to a floor of 85% of purchasing power.  The 85% level was recommended so that it 
would not be necessary to provide additional ad hoc COLAs as frequently to restore the 75% 
purchasing power level. 


Measurement of Annuitant Purchasing Power – UC-PERS Plus 5 Plan Annuitants 


Unlike UCRP, The Regents originally approved the provisions of the UC-PERS Plus 5 Plan to 
specifically exclude an annual COLA provision, even though these annuitants have received 
periodic COLAs on their primary retirement benefit from CalPERS. Prior to July 1, 2011, ad hoc 
COLAs of 25% on July 1, 2002 and 15.19% on April 1, 2011 were given to restore the 
purchasing power of these annuitants’ benefits at the time to 96% and 91% respectively. The 
April 1, 2011 ad hoc COLA restored the purchasing power of UC-PERS Plus 5 Plan benefits to a 
level equivalent to that for UCRP members who retired at the same time.  Attachment 2 
demonstrates that the purchasing power of UC-PERS Plus 5 Plan annuitants’ benefits is 90.41% 
as of July 1, 2013. 
 


Attachments 
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Increase in Benefits CPI * Cumulative  Retained As of July 1, 2013
Number of Auto- Ad (preceding February) Increase Increase Purchasing Inflation COLA
Annuitants matic Hoc Total Old Basis New Basis New Basis-2 in CPI ** in CPI Power Bank Bank


On or before July 1, 1961 - 150.02% 159.11% 547.80% 89.30 -- -- 0.00% 715.52% 79.44% 25.89% 0.00%
July 2, 1961 to December 31, 1961 - 150.02% 159.12% 547.83% 89.30 -- -- 0.00% 715.52% 79.44% 25.88% 0.00%


January 1, 1962 to January 1, 1962 - 150.02% 159.10% 547.79% 89.30 -- -- 0.90% 715.52% 79.43% 25.89% 0.00%
January 2, 1962 to July 1, 1962 1 150.02% 156.80% 542.04% 90.10 -- -- 0.00% 708.28% 79.43% 25.89% 0.00%


July 2, 1962 to December 31, 1962 - 150.02% 156.81% 542.07% 90.10 -- -- 1.22% 708.28% 79.44% 25.88% 0.00%
January 1, 1963 to July 1, 1963 1 150.02% 153.70% 534.30% 91.20 -- -- 0.00% 698.53% 79.43% 25.89% 0.00%


July 2, 1963 to December 31, 1963 - 150.02% 153.72% 534.33% 91.20 -- -- 1.43% 698.53% 79.44% 25.89% 0.00%
January 1, 1964 to July 1, 1964 - 150.02% 150.16% 525.43% 92.50 -- -- 0.00% 687.30% 79.44% 25.88% 0.00%


July 2, 1964 to December 31, 1964 - 150.02% 150.14% 525.39% 92.50 -- -- 2.59% 687.30% 79.43% 25.89% 0.00%
January 1, 1965 to July 1, 1965 1 150.02% 143.82% 509.58% 94.90 -- -- 0.00% 667.39% 79.44% 25.89% 0.00%


July 2, 1965 to December 31, 1965 - 150.02% 143.82% 509.59% 94.90 -- -- 1.90% 667.39% 79.44% 25.89% 0.00%
January 1, 1966 to July 1, 1966 1 150.02% 139.27% 498.21% 96.70 -- -- 0.00% 653.11% 79.43% 25.89% 0.00%


July 2, 1966 to December 31, 1966 - 150.02% 139.29% 498.27% 96.70 -- -- 1.86% 653.11% 79.44% 25.88% 0.00%
January 1, 1967 to July 1, 1967 1 150.02% 134.89% 487.26% 98.50 -- -- 4.67% 639.35% 79.43% 25.90% 0.00%


July 2, 1967 to July 1, 1968 2 150.02% 124.42% 461.08% 103.10 -- -- 4.75% 606.36% 79.43% 25.89% 0.00%
July 2, 1968 to July 1, 1969 4 145.11% 118.52% 435.63% 108.00 -- -- 5.00% 574.31% 79.43% 25.89% 0.00%
July 2, 1969 to July 1, 1970 6 140.31% 112.28% 410.11% 113.40 -- -- 4.06% 542.20% 79.43% 25.89% 0.00%
July 2, 1970 to July 1, 1971 6 135.59% 108.09% 390.24% 118.00 -- -- 3.47% 517.17% 79.43% 25.89% 0.00%
July 2, 1971 to July 1, 1972 11 130.98% 105.10% 373.74% 122.10 -- -- 4.50% 496.44% 79.43% 25.90% 0.00%
July 2, 1972 to July 1, 1973 16 126.45% 100.21% 353.36% 127.60 -- -- 0.00% 470.73% 79.44% 25.89% 0.00%
July 2, 1973 to January 1, 1974 - 122.01% 104.22% 353.38% 127.60 -- -- 8.46% 470.73% 79.44% 25.88% 0.00%


January 2, 1974 to June 30, 1974 - 122.01% 88.26% 317.96% 138.40 -- -- 0.00% 426.20% 79.43% 25.90% 0.00%
July 1, 1974 to July 1, 1974 31 122.01% 88.28% 317.99% 138.40 -- -- 12.07% 426.20% 79.44% 25.89% 0.00%
July 2, 1974 to July 1, 1975 34 117.65% 71.36% 272.96% 155.10 -- -- 6.19% 369.54% 79.43% 25.90% 0.00%
July 2, 1975 to July 1, 1976 53 113.39% 64.59% 251.21% 164.70 -- -- 7.16% 342.17% 79.43% 25.90% 0.00%
July 2, 1976 to July 1, 1977 84 109.20% 56.66% 227.74% 176.50 -- -- 6.43% 312.61% 79.43% 25.89% 0.00%
July 2, 1977 to July 1, 1978 97 105.10% 50.15% 207.95% 187.85 -- -- 8.01% 287.68% 79.43% 25.89% 0.00%
July 2, 1978 to July 1, 1979 144 101.08% 41.79% 185.11% 202.90 -- -- 0.00% 258.92% 79.43% 25.89% 0.00%
July 2, 1979 to December 31, 1979 - 97.14% 44.63% 185.13% 202.90 -- -- 0.00% 258.92% 79.44% 25.88% 0.00%


January 1, 1980 to January 1, 1980 - 97.14% 44.63% 185.12% 202.90 -- -- 17.87% 258.92% 79.44% 25.88% 0.00%
January 2, 1980 to July 1, 1980 174 97.14% 22.69% 141.87% 239.15 -- -- 0.00% 204.52% 79.43% 25.90% 0.00%


July 2, 1980 to December 31, 1980 - 93.27% 25.16% 141.89% 239.15 -- -- 9.16% 204.52% 79.43% 25.89% 0.00%
January 1, 1981 to July 1, 1981 203 93.27% 14.66% 121.61% 261.05 -- -- 11.32% 178.97% 79.44% 25.88% 0.00%


July 2, 1981 to July 1, 1982 262 89.43% 5.08% 99.06% 290.60 -- -- 0.50% 150.60% 79.43% 25.90% 0.00%
July 2, 1982 to July 1, 1983 327 85.77% 6.63% 98.08% 292.05 -- -- 4.76% 149.36% 79.44% 25.89% 0.00%
July 2, 1983 to July 1, 1984 371 81.71% 4.05% 89.07% 305.95 -- -- 5.05% 138.03% 79.43% 25.89% 0.00%
July 2, 1984 to July 1, 1985 392 77.54% 1.38% 79.99% 321.40 -- -- 3.87% 126.59% 79.44% 25.89% 0.00%


For Annuitants Whose
Benefit Commenced


UNIVERSITY OF CALIFORNIA RETIREMENT PLAN
Increase in Benefits vs Increase in Cost-of-Living


COLA2013.xls (Generic)
3/22/2013 8:48 AM
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Increase in Benefits CPI * Cumulative  Retained As of July 1, 2013
Number of Auto- Ad (preceding February) Increase Increase Purchasing Inflation COLA
Annuitants matic Hoc Total Old Basis New Basis New Basis-2 in CPI ** in CPI Power Bank Bank


For Annuitants Whose
Benefit Commenced


UNIVERSITY OF CALIFORNIA RETIREMENT PLAN
Increase in Benefits vs Increase in Cost-of-Living


July 2, 1985 to July 1, 1986 484 74.06% 0.00% 74.06% 333.85 -- -- 2.98% 118.14% 79.79% 25.32% 0.00%
July 2, 1986 to July 1, 1987 611 70.65% 0.00% 70.65% 343.80 114.05 -- 4.16% 111.83% 80.56% 24.13% 0.00%
July 2, 1987 to July 1, 1988 755 67.22% 0.00% 67.22% -- 118.80 -- 5.01% 103.36% 82.23% 21.61% 0.00%
July 2, 1988 to July 1, 1989 752 63.39% 0.00% 63.39% -- 124.75 -- 5.33% 93.66% 84.37% 18.52% 0.00%
July 2, 1989 to July 1, 1990 1,133 59.50% 0.00% 59.50% -- 131.40 -- 5.02% 83.86% 86.75% 15.27% 0.00%
July 2, 1990 to July 1, 1991 3,269 55.86% 0.00% 55.86% -- 138.00 -- 3.59% 75.06% 89.03% 12.32% 0.00%
July 2, 1991 to July 1, 1992 506 52.80% 0.00% 52.80% -- 142.95 -- 3.36% 69.00% 90.41% 10.60% 0.00%
July 2, 1992 to July 1, 1993 2,230 49.79% 0.00% 49.79% -- 147.75 -- 1.39% 63.51% 91.61% 9.16% 0.00%
July 2, 1993 to July 1, 1994 5,331 46.86% 0.00% 46.86% -- 149.80 -- 1.80% 61.27% 91.06% 9.81% 0.00%
July 2, 1994 to July 1, 1995 446 43.98% 0.00% 43.98% -- 152.50 -- 1.44% 58.42% 90.89% 10.03% 0.00%
July 2, 1995 to July 1, 1996 632 41.16% 0.00% 41.16% -- 154.70 -- 2.52% 56.16% 90.39% 10.63% 0.00%
July 2, 1996 to July 1, 1997 887 38.40% 0.00% 38.40% -- 158.60 -- 2.40% 52.32% 90.86% 10.06% 0.00%
July 2, 1997 to July 1, 1998 1,017 35.68% 0.00% 35.68% -- 162.40 162.15     2.99% 48.76% 91.21% 9.64% 0.00%
July 2, 1998 to July 1, 1999 1,217 33.03% 0.00% 33.03% -- -- 167.00     3.50% 44.44% 92.10% 8.58% 0.00%
July 2, 1999 to July 1, 2000 1,346 30.41% 0.00% 30.41% -- -- 172.85     5.09% 39.55% 93.45% 7.01% 0.00%
July 2, 2000 to July 1, 2001 1,842 26.84% 0.00% 26.84% -- -- 181.65     2.23% 32.79% 95.52% 4.69% 0.00%
July 2, 2001 to July 1, 2002 1,879 24.35% 0.00% 24.35% -- -- 185.70     3.45% 29.90% 95.73% 4.46% 0.00%
July 2, 2002 to July 1, 2003 2,145 21.90% 0.00% 21.90% -- -- 192.10     1.04% 25.57% 97.08% 3.01% 0.00%
July 2, 2003 to July 1, 2004 2,666 19.52% 0.00% 19.52% -- -- 194.10     2.68% 24.27% 96.18% 3.98% 0.00%
July 2, 2004 to July 1, 2005 3,361 17.18% 0.00% 17.18% -- -- 199.30     4.01% 21.03% 96.82% 3.29% 0.00%
July 2, 2005 to July 1, 2006 3,753 14.87% 0.00% 14.87% -- -- 207.30     3.34% 16.36% 98.72% 1.30% 0.00%
July 2, 2006 to July 1, 2007 2,842 12.61% 0.00% 12.61% -- -- 214.224     2.94% 12.60% 100.00% 0.00% 0.01%
July 2, 2007 to July 1, 2008 3,276 9.39% 0.00% 9.39% -- -- 220.522     0.58% 9.38% 100.00% 0.00% 0.94%
July 2, 2008 to July 1, 2009 2,394 8.25% 0.00% 8.25% -- -- 221.803     1.61% 8.75% 99.53% 0.47% 0.00%
July 2, 2009 to July 1, 2010 3,138 6.12% 0.00% 6.12% -- -- 225.383     1.98% 7.02% 99.16% 0.85% 0.00%
July 2, 2010 to July 1, 2011 3,309 4.04% 0.00% 4.04% -- -- 229.855     2.55% 4.94% 99.14% 0.87% 0.00%
July 2, 2011 to July 1, 2012 5,491 2.00% 0.00% 2.00% -- -- 235.709     2.34% 2.34% 99.67% 0.33% 0.00%
July 2, 2012 to July 1, 2013 - 0.00% 0.00% 0.00% 241.215     - -- - -


*   Beginning in 1988, the CPI index shifted to a 1982-84 reference base year (New Basis).  Previously, the index used a 1967 base year (Old Basis).  For comparison purposes, the
    prior year has been rebased to 1982-84.  Beginning in 1998, the CPI index reflects a different market basket of goods.  This CPI change first takes effect for the 1999 COLA.


** CPI increase shown is for the year following retirement.


COLA2013.xls (Generic)
3/22/2013 8:48 AM








Agenda Item E
 June 21, 2013


Attachment 2
Page 1 of 1


Increase in Benefits Cumulative  Retained As of July 1, 2013
For Annuitants Whose Number of Auto- Ad Increase Purchasing Inflation COLA
Benefit Commenced Annuitants matic Hoc Total in CPI Power Bank Bank


10/1/1991 659 6.12% 43.99% 52.80% 69.00% 90.41% 10.60% 0.00%
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California Actuarial Advisory Panel – Update  
 
Actuary Paul Angelo of the Segal Company, who was asked by UC to be a member of California 
Actuary Advisory Panel (CAAP) and serves as its Vice Chair, will provide a summary of the 
panel’s latest report describing the adoption of funding policies and practices for public pension 
plans. He will then describe how the panel’s recommended funding policies and practices 
compare with those of UCRP. 
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INTRODUCTION 


This document develops the principal elements and parameters of an actuarial funding policy for 
representative California public pension and OPEB plans, as well as other similar U.S. public sector 
plans.  It includes the development of a Level Cost Allocation Model (LCAM) as a basis for setting 
funding policies. This document does not address policy issues related to benefit plans where a 
member’s benefits are not funded during the members’ working career, e.g., plans receiving “pay-
as-you-go” funding or “terminal” funding. 


As developed here the LCAM is a level cost actuarial methodology1, which is consistent with well-
established actuarial practice.  The LCAM is a principles-based mathematical model of pension and 
OPEB cost.  The model policy elements are developed in a logical sequence based on stated general 
policy objectives, and in a manner consistent with primary factors that affect the cost of the pension 
or OPEB obligation.  Note that while this document focuses on funding cost (i.e., contributions) this 
model framework can also be applied to other level cost applications.  


The particular model that we develop is based on a combination of policy elements that has been 
tested over many years and, we believe, is well understood and broadly applicable.  However, there 
are other models that practitioners may use that are internally consistent and may be as 
appropriate in some circumstances as the model that is developed herein, and it is not our intention 
to discourage consideration of such other policies.  Furthermore, there are situations where the 
policy parameters developed herein may require additional analysis to establish the appropriate 
parameters for that situation2. It is up to the actuary to apply professional judgment to the 
particulars of the situation and recommend the most appropriate policies for that situation, 
including considerations of materiality. 


Our approach begins with identifying the policy objectives of such a funding policy, and then 
evaluating the structure and parameters for each of the particular policy elements in a manner 
consistent with those objectives, as well as with current and emerging actuarial science and 
governing actuarial standards of practice. 


This document is intended as advice to actuaries and retirement boards3 in the setting of funding 
policy. It is not intended to be proscriptive, nor is it intended to supplant or replace the applicable 
                                                             


1 Here a ”level cost actuarial methodology” is characterized by economic assumptions based on the long term 
expected experience of the plan and a cost allocation designed to produce a level cost over an employee’s 
active service. This is in contrast to a “market based actuarial methodology” where economic assumptions are 
based on current market observations, and costs are allocated based on the (non-level) present value of an 
employee’s accrued benefit. 


2 For example, plans that are closed to new entrants may require additional analyses and forecasts to 
determine whether the policy parameters herein provide for adequate funding. 


3 Here “retirement boards” is meant to refer generally to whatever governing bodies have authority to set 
funding policy for public sector plans. 
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Actuarial Standards of Practice (ASOPs).  Furthermore, it may not be used as a basis for litigation, 
and should not be referenced in a litigation context. This is consistent with the legislation that 
created the CAAP and established both its responsibilities and authority.  In particular, California 
Government Code Section 7507.2 (e) states: 


The opinions of the California Actuarial Advisory Panel are nonbinding and advisory only.  
The opinions of the panel shall not, in any case, be used as the basis for litigation. 


Given the wide range of such policies currently in practice in the U.S., this development also 
acknowledges that the boards will require some level of policy flexibility to reflect both their 
specific policy objectives and their individual circumstances.  To accommodate that need for 
reasonable flexibility and yet also provide substantive guidance, this development evaluates 
various policy element structures and parameters or ranges according to the following categories: 


1. Model (i.e., LCAM-consistent) practices  


2. Acceptable practices  


3. Acceptable practices, with conditions 


4. Non-recommended practices  


5. Unacceptable practices  


These categories are best understood in the context of the different elements that comprise an 
actuarial funding policy and the various policy alternatives for each of those policy elements.  They 
are intended to assist in the evaluation of specific policy elements and parameters relative to the 
policies developed herein.  They are not intended as a grading or scoring mechanism for a system’s 
actuarial funding policy. 


Generally, throughout this discussion, “model practices” means those practices most consistent 
with the LCAM as developed here.4  Acceptable practices (category 2) are generally those which, 
while not consistent with the LCAM, are well established in practice and typically do not require 
additional analysis.  Practices which are acceptable with conditions (category 3) may be acceptable 
in some circumstances either to reflect different policy objectives or on the basis of additional 
analysis.  Systems that adopt practices which under this model analysis are not recommended 
(category 4) should do so only with acknowledgment of the policy concerns identified herein. 


This evaluation of practice elements and parameters was developed in relation to the LCAM, based 
on experience with the many independent public plans sponsored by counties, cities and other local 
public employers in California, and is intended to have general applicability to such plans. However, 
for some plans, special circumstances or situations may apply. The specific applicability of the 


                                                             


4 Some commentators have interpreted “model practices” as synonymous with “best practices.” That is not 
our intent.  
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results developed here should be evaluated by their governing boards based on the advice of their 
actuaries. 


Note that while the selection of actuarial assumptions is an essential part of actuarial policy for a 
public sector plan, the selection of actuarial assumptions is outside the scope of this discussion. 


Finally note that some retirement systems have features that may require funding policy provisions 
and analyses that are not addressed herein.  One example is systems with “gain sharing” provisions 
whereby favorable investment experience is used as the basis for increasing member benefits 
and/or directly offsetting employer and/or member contributions.  Another example is Deferred 
Retirement Option Programs (DROPs) whereby members who continue in service can accumulate a 
lump sum benefit based on their retirement benefits as accrued as of some DROP entry date.  The 
policies developed here should not be interpreted as being adequate to address these plan features 
without additional analysis specific to those features. 


TRANSITION POLICIES 


In order to avoid undue disruption to a sponsor’s budget, it may not be feasible to adopt policies 
consistent with this document without some sort of transition from current policies.  For example, a 
plan using longer than model amortization periods could adopt model periods for future unfunded 
liabilities while continuing then current (declining) periods for the current liabilities.  Such 
transition policies should be developed with the advice of the actuary in a manner consistent with 
the principles developed herein. 


GENERAL POLICY OBJECTIVES 


The following are policy objectives that apply generally to all elements of the funding policy.  
Objectives specific to each principal policy element are identified in the discussion of that policy 
element. 


1. The principal goal of a funding policy is that future contributions and current plan assets should 
be sufficient to provide for all benefits expected to be paid to members and their beneficiaries.  


2. The funding policy should seek a reasonable allocation of the cost of benefits and the required 
funding to the years of service. This includes the goal that annual contributions should, to the 
extent reasonably possible, maintain a close relationship to the expected and actual cost of each 
year of service.  


3. The funding policy should seek to manage and control future contribution volatility to the 
extent reasonably possible, consistent with other policy goals. 


4. The funding policy should support the general public policy goals of accountability and 
transparency.  While these terms can be difficult to define in general, here the meaning includes 
that each element of the funding policy should be clear both as to intent and effect, and that 
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each should allow an assessment of whether, how and when the plan sponsor is expected to 
meet the funding requirements of the plan. 


5. The funding policy should take into consideration the nature of public sector pension plans and 
their governance.  These governance issues include (1) agency risk issues associated with the 
desire of interested parties (agents) to influence the cost calculations in directions viewed as 
consistent with their particular interests, and (2) the need for a sustained budgeting 
commitment from plan sponsors.  


 


Policy objective 1 means that contributions should include the cost of current service plus a series 
of amortization payments or credits to fully fund or recognize any unfunded or overfunded past 
service costs (note that the latter is often described as “Surplus”). 


Policy objectives 2 and 3 reflect two aspects of the general policy objective of interperiod equity 
(IPE).  The “demographic matching” goals of policy objective 2 promotes intergenerational IPE, 
which seeks to have each generation of taxpayers incur the cost of benefits for the employees who 
provide services to those taxpayers, rather than deferring those costs to future taxpayers. The 
“volatility management” goal of policy objective 3 promotes period-to-period IPE, which seeks to 
have the cost incurred by taxpayers in any period compare equitably to the cost for just before and 
after. 


These two aspects of IPE will tend to move funding policy in opposite directions.  Thus the 
combined effect of policy objectives 2 and 3 is to seek an appropriate balance between 
intergenerational and period-to-period IPE, that is, between demographic matching and volatility 
management. 


Policy objective 3 (and the resulting objective of balancing policy objectives 2 and 3) depends on 
the presumed ongoing status of the public sector plan and its sponsors. The level of volatility 
management appropriate to a funding policy may be less for plans where this presumption does not 
apply, e.g., plans that are closed to new entrants. 


Policy objective 4 will generally favor policies that allow a clear identification and understanding of 
the distinct role of each policy component in managing both the expected cost of current service 
and any unexpected variations in those costs, as measured by any unfunded or overfunded past 
service costs. Such policies can enhance the credibility and objectivity of the cost calculations, 
which is also supportive of policy objective 5. 


Policy objective 5 seeks to enhance a retirement board’s ability to resist and defend against efforts 
to influence the determination of plan costs in a manner or direction inconsistent with the other 
policy objectives.  This favors policies based on a cost model where the parameters are set in 
reference to factors that affect costs rather than the particular cost result.  This separation between 
the selection of model parameters and the resulting costs enhances the objectivity of the cost 
results. As a result, any attempt to influence those results must address the objective parameters 
rather than the cost result itself.  
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A common example of agency risk is that, because plan sponsors may be more aware of and 
responsive to the interests of current versus future taxpayers, there may be incentives to defer 
necessary contributions to future periods.  This may be countered by avoiding policy changes that 
selectively reduce contributions. 


For plans with an ongoing service cost for active members, policy objective 5 also reflects a policy 
objective to avoid encumbering for other uses the budgetary resources necessary to support  that 
ongoing service cost.  This introduces an asymmetry between funding policies for unfunded 
liabilities versus surpluses, which is discussed in the policy development for surplus amortization. 


Note that the model funding policies developed here are substantially driven by these policy 
objectives.  In some situations other plan features or policies (e.g., investment policy, reserving 
requirements, plan maturity) may also be a consideration in setting funding policy.  Such 
considerations are not addressed in this analysis. 


PRINCIPAL ELEMENTS OF ACTUARIAL FUNDING POLICY 


The type of comprehensive actuarial funding policy developed here is made up of three 
components: 


1. An actuarial cost method, which allocates the total present value of future benefits to each 
year (Normal Cost) including all past years (Actuarial Accrued Liability or AAL). 


2. An asset smoothing method, which reduces the effect of short term market volatility while 
still tracking the overall movement of the market value of plan assets. 


3. An amortization policy, which determines the length of time and the structure of the increase 
or decrease in contributions required to systematically (1) fund any Unfunded Actuarial 
Accrued Liability or UAAL, or (2) recognize any Surplus, i.e., any assets in excess of the AAL. 


 


An actuarial funding policy can also include some form of “direct rate smoothing”. Two types of 
direct rate smoothing policies were evaluated for this development: 


1. Phase-in of certain extraordinary changes in contribution rates, e.g., phasing-in the effect of 
assumption changes element over a three year period. 


2. Contribution “collar” where contribution rate changes are limited to a specified amount or 
percentage from year to year. 
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ACTUARIAL COST METHOD 


The Actuarial Cost Method allocates the total present value of future benefits to each year (Normal 
Cost) including all past years (Actuarial Accrued Liability or AAL). 


SPECIFIC POLICY OBJECTIVES AND CONSIDERATIONS 


1. Each participant’s benefit should be funded under a reasonable allocation method by the 
expected retirement date(s), assuming all assumptions are met. 


2. Pay-related benefit costs should reflect anticipated pay at anticipated decrement. 


3. The expected cost of each year of service (generally known as the Normal Cost or service cost) 
for each active member should be reasonably related to the expected cost of that member’s 
benefit. 


4. The Normal Cost should emerge as a level percentage of member compensation5. 


5. No gains or losses should occur if all assumptions are met, except for 


a. Investment gains and losses deferred under an asset smoothing method consistent with 
these model practices, or 


b. Contribution losses (or gains) due to the phase-in of a contribution increase (or decrease). 


6. The cost method should allow for a comparison between plan assets and the accumulated value 
of past Normal Costs for current participants, generally known as the Actuarial Accrued 
Liability. 


DISCUSSION 


1. Any actuarial cost model for retirement benefits begins with construction of a series or array of 
Normal Costs that, if funded each year, under certain stability conditions will be sufficient to 
fund all projected benefits for current active members. The following considerations serve to 
specify the cost model developed here. 


a. The usual stability conditions are that the current benefit structures and actuarial 
assumptions have always been in effect, the benefit structures will remain in effect, and 
future experience will match the actuarial assumptions. Special considerations apply if in 
the past the benefit structure has been changed for current active members changing the 
benefits for members with service after some fixed date. 


                                                             


5 This objective applies most clearly to benefits (like, for example, most public pension benefits) that are 
determined and budgeted for as a percentage of individual and aggregate salary, respectively.  For benefits 
that are not pay related it may be appropriate to modify this objective and the resulting policies accordingly. 
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b. Consistent with Cost Method policy objective #3 and with the general policy objective of 
transparency, the Normal Cost for each member is based on the benefit structure for that 
member.  This means that a separate Normal Cost array is developed for each tier of 
benefits within a plan. This argues against Ultimate Entry Age, where Normal Cost is based 
on an open tier of benefits even for members not in that open tier. 


c. Consistent with Cost Method policy objective #4, the Normal Cost is developed as a level 
percentage of pay for each member, so that the Normal Cost rate (as a percentage of pay) is 
designed to be the same for all years of service.  This provides for a more stable Normal Cost 
rate for the benefit tier in case of changing active member demographics. This argues 
against Projected Unit Credit. 


d. Also consistent with Cost Method policy objective #4, the Normal Cost for all types of 
benefits incurred at all ages is developed as a level percentage of the member’s career 
compensation. This argues against funding to decrement. 


e. Consistent with Cost Method policy objective #6, the Normal Cost is developed independent 
of plan assets, and the Actuarial Accrued Liability (and so also the UAAL) is based on the 
Normal Costs developed for past years. This argues against Aggregate and FIL as model 
practices.  These methods should be considered as a fundamentally different approach to 
the determination and funding of variations from Normal Cost.  Plans using these methods 
should also measure and disclose costs and liabilities under the Entry Age method, similar 
to the requirements of current accounting standards. 


2. Consistent with all the above, under the cost model developed here the Normal Cost rate should 
change only when the projected benefits for the tier change either in amounts or in present 
value.   


a. The Normal Cost rate (both in total and by member) will vary from valuation to valuation 
due to demographic experience and assumption changes.  


b. The Normal Cost rate will not change when an individual member reaches an age or service 
where, under the consistent benefit structure for the member’s tier, the member’s benefit 
eligibility or accrual rate changes. This is because that event was anticipated in the 
projected benefits for the tier, so that the projected benefits are substantially unaffected by 
such predictable changes in eligibility or benefit accrual. 


c. Similarly the Normal Cost rate for a member should be unaffected by the closing of the 
member’s tier and the creation of a new tier for future hires.  


d. However, if the benefit structure of a continuing, open tier is changed for members with 
service after some fixed date, then the Normal Cost rate should change to reflect the 
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unanticipated change in projected benefits for members in the tier6. This calls for an 
extension or variation of the Entry Age method in order to value this type of benefit change. 


i. There are two methods in practice to adjust the Normal Cost rate for this type of plan 
change. While a detailed analysis of these two variations is beyond the scope of this 
discussion, our summary conclusions are: 


A. The “replacement life” Entry Age method would base the Normal Cost on the new 
benefit structure as though it had always been in place, thereby producing a 
consistent Normal Cost rate for all members in the tier. This has the advantages of a 
change in Normal Cost (both individual and total) more consistent with what would 
be expected for a change in future benefit accruals, a stable future Normal Cost rate 
for the tier and a relatively smaller (compared to the alternative) change in 
Actuarial Accrued Liability. Its disadvantages are that it is more complicated to 
explain and to implement. 


B. The “averaged” Entry Age method would base each member’s Normal Cost on the 
new projected benefit for that member, thereby producing a different Normal Cost 
rate for different members in the tier, based generally on their service at the time of 
the change in benefit structure. The advantages and disadvantages are essentially 
the reverse of those for the replacement life version of Entry Age. The change in 
Normal Cost is less than what would be expected for a change in future benefit 
accruals, the future Normal Cost rate for the tier will be unstable (as it eventually 
reaches the same rate as under the replacement life variation) and there is a 
relatively larger (compared to the alternative) change in Actuarial Accrued Liability. 
Its advantages are that it is less complicated to explain and to implement. 


PRACTICES 


Based on the above discussion, and consistent with the policy objectives, actuarial cost methods 
and parameters are categorized as follows: 


MODEL PRACTICES 


• Entry Age cost method with level percentage of pay Normal Cost 


o Level Normal Costs even if benefit accrual or eligibility changes with age or service. 


o All types and incidences of benefits funded over a single measure of expected future service. 


                                                             


6 Note that, as of this writing, for public sector pension plans this is relatively uncommon because of legal 
protections that are understood to apply both to accrued benefits and to future benefit accruals for current 
members. 
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o The Normal Cost for a tier of benefits is the sum of the individually determined Normal 
Costs for all members in that tier. 


o Exception: for plans with benefits unrelated to compensation the Entry Age method with 
level dollar Normal Cost may be more appropriate  


• For multiple tiers: Normal Cost based on each member’s benefit 


• For benefit formula or structure changes within a tier (generally after a fixed date):  


o Normal Cost based on current benefit structure (replacement life Entry Age.) 


ACCEPTABLE PRACTICES 


• Projected Unit Credit cost method. 


• Aggregate cost method: Plans using the Aggregate method should disclose costs and liabilities 
determined under the Entry Age method. 


o Calculate Normal Cost and UAAL under Entry Age method. 


o Determine single amortization period for the Entry Age UAAL that, combined with the Entry 
Age Normal Cost, is equivalent to Aggregate method Normal Cost. 


• Frozen Initial Liability cost method: This method should disclose costs and liabilities under the 
Entry Age method. 


o Calculate Normal Cost and UAAL under Entry Age method. 


o Deduct the FIL amortization bases from the Entry Age UAAL. 


o Determine single amortization period for the remaining Entry Age UAAL that, combined 
with the Entry Age Normal Cost, is equivalent to FIL method Normal Cost. 


• Funding to Decrement Entry Age method, where each type and incidence of benefit is funded to 
each age at decrement. 


o May be appropriate for some plan designs or for plans closed to new entrants7. 


• For benefit formula or structure changes within a tier (generally after a fixed date):  


o Normal Cost based on each member’s composite projected benefit  
(averaged Entry Age.) 


                                                             


7 For example, a Plan that provides very valuable early career-benefits (such as heavily subsidized early 
retirement or disability benefits) may prefer to have the higher early-career Normal Costs associated with the 
Funding to Decrement Entry Age method. 
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ACCEPTABLE PRACTICES, WITH CONDITIONS 


• Entry Age method variation where the Normal Cost for a tier of benefits is determined as the 
Normal Cost rate for the tier applied to the compensation for the tier, and where the Normal 
Cost rate for the tier of benefits is determined as the present value of future Normal Costs for all 
active members in the tier, divided by the compensation for all members in the tier. 


NON-RECOMMENDED PRACTICES 


• Normal Cost based on open tier of benefits even for members not in that open tier (Ultimate 
Entry Age.) 


UNACCEPTABLE PRACTICES 


• Traditional (non-Projected) Unit Credit cost method for plans with pay-related benefits. 


• Note that while this document does not address policy issues related to pay-as-you-go funding 
or terminal funding, such practices would be unacceptable if the policy intent is to fund the 
members’ benefits during the members’ working careers.  


ASSET SMOOTHING METHODS  


An asset smoothing method reduces the effect of short term market volatility while still tracking the 
overall movement of the market value of plan assets. 


SPECIFIC POLICY OBJECTIVES AND CONSIDERATIONS  


1. The funding policy should specify all components of asset smoothing method. 


a. Amount of return subject to deferred recognition (smoothing). 


b. The smoothing period or periods. 


c. The range constraints on smoothed value (market value corridor), if any. 


d.  The method of recognizing deferred amounts: fixed or rolling smoothing periods. 


2. The asset smoothing method should be unbiased relative to market. 


a. The same smoothing period should be used for gains and for losses. 


b. Any market value corridor should be symmetrical around market value. 


3. The asset smoothing method should not be selectively reset at market value only when market 
value is greater than actuarial value. 
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4. The asset smoothing method should be unbiased relative to realized vs. unrealized gain loss. 


a. Deferrals based on total return gain/loss relative to assumed earnings rate. 


5. The asset smoothing method should incorporate the ASOP 44 concepts of: 


a. Likely to return to market in a reasonable period AND likely to stay within a reasonable 
range of market, or 


b. Sufficiently short period to return to market OR sufficiently narrow range around market.  


6. The policy parameters should reflect empirical experience from historical market volatility. 


7. The asset smoothing method should support the policy goal of demographic matching (the 
intergenerational aspect of interperiod equity) described in general policy objective 2. This 
leads to a preference for smoothing methods that provide for full recognition of deferred gains 
and losses in the UAAL by some date certain. 


a. Note that this objective is also consistent with the accountability and transparency goals 
described in general policy objective 4. 


DISCUSSION 


1. Longer smoothing periods generally reduce contribution volatility.  A discussion of smoothing 
periods could include the following considerations: 


a. To the extent that smoothing periods are considered as being tied to economic or market 
cycles, those cycles may be believed to be longer or shorter than in past years. 


b. If markets are more volatile, then longer smoothing would be needed even if only to 
maintain former levels of contribution stability. 


c. Better funded plans, more mature plans and higher benefit plans (i.e., plans with a higher 
“volatility index”) have inherently more volatile contribution rates, so may justify longer 
smoothing. 


d. Sponsors may be more sensitive to contribution volatility. 


2. However, ASOP 44 implies that longer smoothing periods call for narrower market value 
corridors. 


a. In effect, the corridor imposes a demographic matching style constraint on the use of longer 
smoothing periods to obtain greater volatility management. 


3. Our panel consensus is that five year smoothing is “sufficiently short” under ASOP 44. 


a. Long and consistent industry practice, as well as GASB Statements 67 and 68. 


b. This implies that five year smoothing with no market value corridor is ASOP compliant. 
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c. It still may be useful to have a market value corridor as part of the asset smoothing policy. 


i. This avoids having to introduce the corridor structure in reaction to some future 
discussion of longer smoothing periods.  


4. Consider the extensive recent data available on the impact of smoothing periods and market 
value corridors after large market downturn (such as occurred in 2008.) 


a. The smoothing method manages the transition from periods of lower cost to periods of 
higher cost. 


i. The level of those higher costs is determined primarily by size of the market loss and 
UAAL amortization period, not the asset smoothing policy. 


b. The smoothing period determines length of the transition period. 


c. The market value corridor determines cost pattern during the transition. 


i. A wide corridor or no corridor produces a straight line transition. 


ii. “Hitting the corridor” accelerated the cost increases in early years of transition. 


A. In effect the corridor inhibits the smoothing method after years of large losses (or 
gains.) 


iii. There are various possible policy justifications for such an accelerated transition. 


A. Market timing: get more contributions in while the market is down. 


B. Cash flow management: low market values may impair plan liquidity. 


C. Employer solvency: if the employer eventually is going to default on making 
contributions, get as much contribution income as possible before that happens. 


D. Employer preference to have the higher costs in their rates as soon as possible. 


iv. Following the 2008 market decline, these justifications were generally not found to be 
compelling. 


A. The normal lag in implementing new contributions rates defeats A and B. 


B. Employers are presumed solvent and if not accelerating contributions would make 
things worse. 


C. Many employers clearly preferred more time to absorb the contribution increases. 


v. Absent these considerations, 2008 experience argues for permitting a wide corridor 
with five year smoothing period, as five year smoothing actuarial value to market value 
ratios exceeded 140%. 
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A. Projections in early 2009 actually showed these ratios could have been as high as 
150% if markets had not recovered some before the June 30, 2009 valuations. 


5. Other industry indicators for market corridor selection with long smoothing periods. 


a. CalPERS 2005 policy: 15 year rolling smoothing with 20% corridor. 


6. Structural issue: Fixed, separate smoothing periods vs. a single, rolling smoothing period. 


a. Fixed, separate smoothing periods for each year of market gain or loss insure that all 
deferred gains and losses are included in the UAAL (and so in the contribution rates) by a 
known date. Consistent with accountability and with demographic matching. 


b. A single rolling smoothing period avoids “tail volatility” where contributions are volatile not 
only when gains and losses occur but also when each year’s gain or loss is fully recognized. 
Consistent with volatility management. 


c. With fixed, separate smoothing periods, tail volatility due to alternating periods of market 
gains and losses can be controlled by limited active management of the separate deferral 
amounts. 


i. One such adjustment involves combining the separate deferral amounts when the net 
deferral amount is relatively small (i.e., the actuarial and market values are very close 
together) but the recognition pattern of that net deferral is markedly non-level. 


A. The net deferral amount is unchanged as of the date of the adjustment. 


B. The period over which the net deferral amount is fully recognized is unchanged as 
of the date of the adjustment. 


ii. Other uses of active management of the deferral amounts may add complexity to the 
application of the policy and may reduce transparency. 


iii. Restarts of fixed, separate smoothing periods should not be used: 


A. Too frequently, as this would produce a de facto rolling smoothing period, or 


B. To selectively restart smoothing at market value only when market value is greater 
than actuarial value.  This would violate General Policy Objective 5, since it would 
selectively change the policy only when the effect is to reduce contributions. 


PRACTICES 


Based on the above discussion, and consistent with the policy objectives, asset smoothing methods 
and parameters are categorized as follows: 
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MODEL PRACTICES 


• Fixed smoothing periods. 


• Maximum market value corridors for various smoothing periods. 


o 5 years,   50%/150% corridor. 


o 7 years,   60%/140% corridor. 


o 10 years, 70%/130% corridor. 


• Combine smoothing periods or restart smoothing only to avoid tail volatility. 


o Avoid using frequent restart of smoothing to achieve de facto rolling smoothing. 


o Avoid restarting smoothing only accelerate recognition of deferred gains, i.e., only when 
market value is greater than actuarial value. 


• Additional analysis, such as solvency projections, is likely to be appropriate for closed plans. 


ACCEPTABLE PRACTICES 


• Five year (or shorter) smoothing with no corridor. 


• Rolling smoothing periods subject to the above corridors, with additional analysis and possible 
constraints. 


o Projections of when the actuarial value is expected to return within some narrow range of 
market value. 


ACCEPTABLE PRACTICES, WITH CONDITIONS 


• 15 years, 80%/120% corridor. 


NON-RECOMMENDED PRACTICES 


• Longer than 5 year smoothing with no corridor. 


UNACCEPTABLE PRACTICES 


• Smoothing periods longer than 15 years. 
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AMORTIZATION POLICY  


An amortization policy determines the length of time and the structure of the increase or decrease 
in contributions required to systematically (1) fund any Unfunded Actuarial Accrued Liability or 
UAAL, or (2) recognize any Surplus, i.e., any assets in excess of the AAL. 


SPECIFIC POLICY OBJECTIVES AND CONSIDERATIONS  


1. Variations in contribution requirements from simply funding the Normal Cost will generally 
arise from gains or losses, method or assumption changes or benefit changes and will emerge as 
a UAAL or Surplus. As discussed in the general policy objectives, such variations should be 
funded over periods consistent with an appropriate balance between the policy objectives of 
demographic matching and volatility management. 


2. As with the Normal Cost, the cost for changes in UAAL should emerge as a level percentage of 
member compensation.8  


3. The amortization policy should reflect explicit consideration of these different sources of 
change in UAAL, even if the resulting policy treats different changes in the same way: 


a. Experience gains and losses. 


b. Changes in assumptions and methods. 


c. Benefit or plan changes. 


4. The amortization policy should reflect explicit consideration of the level and duration of 
negative amortization, if any.  


a. This consideration should not necessarily preclude some negative amortization that may 
occur under an amortization policy that is otherwise consistent with the policy objectives. 


b. Amortization periods developed in consideration of negative amortization (along with other 
policy goals) may be relevant for level dollar amortization (where negative amortization 
does not occur).  


5. The amortization policy should support the general policy objectives of accountability and 
transparency. This leads to a preference for: 


a. Amortization policies that reflect a history of the sources and treatment of UAAL. 
                                                             


8 As with the Normal Cost, this amortization policy objective applies most clearly to benefits (like, for 
example, most public pension benefits) that are determined and budgeted for as a percentage of individual 
and aggregate salary, respectively.  For benefits that are not pay related, or when costs are budgeted on a 
basis other than compensation it may be appropriate to modify this objective and the resulting policies 
accordingly. 
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b. Amortization policies that provide for a full amortization date for UAAL.  


i. Note that this objective is also consistent with the demographic matching aspect of 
general policy objective 2. 


6. The amortization of Surplus requires special consideration, consistent with general policy 
objective 5 (nature of public plan governance). 


DISCUSSION 


1. General preference for level percentage of pay amortization. 


a. Consistent with policy objectives and with the Normal Cost under the model Actuarial Cost 
Method.  


b. This discussion of amortization periods presumes level percentage amortization; level 
dollar amortization will be discussed separately as an alternative to level percentage 
amortization. 


2. General preference for multiple, fixed amortization layers. 


a. Fixed period amortization is clearly better for accountability, since UAAL is funded as of a 
date certain. 


b. Single layer, fixed period amortization is not a stable policy, since period must be restarted 
when remaining period gets too short. 


c. Multiple layer amortization is also more transparent, since it tracks the UAAL by source. 


d. Discussion of periods will assume multiple, fixed amortization and then revisit the use of 
rolling periods to manage volatility.  


3. For gains and losses, balancing demographic matching and volatility control leads to an ideal 
amortization period range of 15 to 20 years. 


a. Lesson learned from the 1990s is that less than 15 years gives too little “volatility control”, 
especially for gains. 


i. Short amortization of gains led to partial contribution holidays (contributions less than 
Normal Cost) and even full contribution holidays (no contribution required). 


ii. This is inconsistent with general policy objective 5, in that it led to insufficient 
budgeting for ongoing pension costs and to pressure for benefit increases. 


b. Longer than 20 years becomes difficult to reconcile with demographic matching, the 
intergenerational aspect of interperiod equity described in general policy objective 2. 
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i. Substantially longer than either average future service for actives or average life 
expectancy for retirees. 


c. Longer than 20 years also entails negative amortization (which starts at around 16 to 18 
years for most combinations of assumptions). 


i. Here negative amortization is an indicator for not enough demographic matching but 
based on economic rather than demographic assumptions. 


ii. Observed consistency between the period of onset of negative amortization and the 
periods related to member demographics.  


d. Two case studies: CalPERS and GASB. 


i. CalPERS 2005 analysis focused on volatility management. Resulting funding policy uses 
exceptionally long periods for gain and loss amortization (as well as for asset 
smoothing). 


ii. GASB Statements 67 and 68 focus on demographic matching.  Resulting expensing 
policy uses very short recognition periods. 


iii. Our general policy objectives indicate a balance between these two extremes. 


4. For assumption changes, a case can be made for longer amortization than for gain/loss, since 
liabilities are remeasured to anticipate multiple years of future gains or losses. 


a. A similar or even stronger case could be made for changing cost method (such as from 
Projected Unit Credit to Entry Age), or for the initial liability for a newly funded OPEB plan. 


b. However longer than 25 years entails substantial (arguably too much) negative 
amortization. 


5. For plan amendments, volatility management is not an issue, only demographic matching. 


a. Use actual remaining active future service or retiree life expectancy. 


b. Could use up to 15 years as an approximation. 


i. Any period that would entail negative amortization is inconsistent with general policy 
goals 2 (demographic matching) and 5 (nature of public plan governance). 


c. For Early Retirement Incentive Programs use a period corresponding to the period of 
economic savings to the employer. 


i. Shorter than other plan amendments, typically around five years.9 


                                                             


9 For example, a Government Finance Officers Association (GFOA) 2004 recommended practice states that 
“the incremental costs of an early retirement incentive program should be amortized over a short-term 







Actuarial Funding Policies and Practices for Public Pension and OPEB Plans 
and Level Cost Allocation Model 


 


 


 Page 18  


6. For Surplus, similar to short amortization of gains, the lesson from the 1990s is that short 
amortization of surplus leads to partial or full contribution holidays (contributions less than 
Normal Cost, or even zero.) 


a. Inconsistent with general policy objective 5, led to insufficient budgeting for ongoing 
pension costs and to pressure for benefit increases.   


b. General consensus that this is not good public policy. 


i. See for example Recommendation 7 by 2007 Governor’s Commission, and also CalPERS 
2005 funding policy.  


c. Because of both the ongoing nature of the Normal Cost and the nature of public plan 
governance, amortization of UAAL and Surplus should not be symmetrical. 


i. Amortize Surplus over a period longer than would be acceptable for UAAL. 


ii. Such an asymmetric policy would reduce the magnitude and/or likelihood of partial or 
full contribution holidays. 


d. Note that long amortization of Surplus does not preclude other approaches to Surplus 
management that are beyond the scope of this discussion. 


i. Treating some level of Surplus as a non-valuation asset. 


ii. Changing asset allocation to reflect Surplus condition. 


e. Recent changes to California law require that contributions to most California public 
pension plans be no less than the Normal Cost. 


7. Separate Surplus related issue: When plan first goes into Surplus, should existing UAAL 
amortization layers be maintain or eliminated? 


a. Could maintain amortization layers and have minimum contribution of Normal Cost less 30 
year amortization of Surplus. 


b. However, maintaining layers can result in net amortization charge even though overall plan 
is in Surplus. 


c. Alternative is to restart amortization. 


i. In effect, 30 year rolling amortization of current and future Surpluses. 


ii. Restart amortization layers when plan next has a UAAL. 


                                                                                                                                                                                                    


payback period, such as three to five years. This payback period should match the period in which the savings 
are realized.” 
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8. Level dollar amortization: fundamentally different from level percent of pay amortization. 


a. No level dollar amortization period is exactly equivalent to a level percent period.   


b. Plan and/or sponsor circumstances could determine appropriateness of level dollar 
method. 


i. Level dollar could be appropriate for plans where benefits are not pay related. 


ii. Could be appropriate for sponsors and plans that are particularly averse to future cost 
increases, e.g., utilities setting rates for current rate payers. 


iii. Could be appropriate for sponsors and plans that want an extra measure of 
conservatism or protection against low or no future payroll growth. 


iv. Could be useful as a step in developing amortization payments in proportion to some 
basis other than payroll. 


9. Multiple, fixed period layers vs. single, rolling period layer for gains and losses.  


a. Multiple, fixed amortization periods for each year’s gain or loss ensures that all gains and 
losses are funded by a known date. Consistent with accountability and with demographic 
matching. 


b. A single rolling smoothing period avoids tail volatility where contributions are volatile not 
only when gains and losses occur but also when each year’s gain or loss is fully amortized. 
Consistent with volatility management. 


c. With fixed, separate smoothing periods, tail volatility can be controlled by limited active 
management of the amortization layers, including combining consecutive gain and loss 
layers as necessary to reduce tail volatility. 


i. As with asset smoothing, active management should be used to manage the pattern of 
future UAAL funding and not to accomplish a short-term manipulation of contributions. 


ii. In particular the net remaining amortization period should be relatively unaffected by 
any combination of offsetting UAAL amortization layers. 


iii. The use of active management of the amortization layers may add complexity to the 
application of the policy and may reduce transparency. 


10. Plans with an unfunded liability should consider actions to achieve a minimum net amortization 
charge that is not less than the payment required under a single 25 year amortization layer. 
This may be accomplished through active management of the amortization layers or through 
other means. 


11. Rolling amortization periods for a single layer for gains and losses or for the entire UAAL. 
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a. Similar to level dollar, acknowledge that rolling amortization is fundamentally different 
from fixed period amortization. 


b. An argument can be made for rolling amortization of gains and losses if assumptions are 
believed to be unbiased so that gains or losses will offset each other. 


c. Weaker argument for rolling amortization for assumption changes (especially if 
consistently in a single direction, such as mortality assumption adjustments or recent 
investment earnings assumption changes), and for gains and losses in the presence of 
biased assumptions. 


d. Substantially weaker argument for benefit changes, since harder to achieve accountability 
and transparency objectives. 


e. Especially for (c) and (d), must affirmatively show that funding objectives will be achieved, 
without substantial violation of intergenerational equity. 


f. Specific exception for rolling, lengthy amortization of Surplus, since as described earlier 
helps meet general policy objective 5. 


12. Choice of appropriate amortization period for non-model practices (level dollar and/or rolling 
amortization) requires additional analysis to evaluate whether general policy objectives are 
met, including projections of contributions and funded status. 


a. Level dollar is generally faster than level percent of pay, so longer periods may be 
reasonable. 


b. Rolling amortization is generally slower that fixed period amortization, so shorter periods 
may be required. 


c. To evaluate appropriateness of amortization period under alternative practices, compare 
projections of contributions and funded status under model practice (i.e. level percentage of 
pay, layered amortization) using acceptable periods with alternative practices and periods. 


i. Policies could be considered substantially equivalent under alternative practices and 
periods if projections in future years show expected contributions and funded status 
remain within reasonable range of results using acceptable policies under model 
practice. 


ii. For rolling amortization, policy objective 2 (demographic matching) may require 
shorter amortization periods, resulting is substantial reductions in volatility 
management (contrary to policy objective 3).  


iii. Rolling amortization of entire UAAL implicitly amortizes plan amendments over a 
rolling period, which is arguably inconsistent with policy objectives 2 (demographic 
matching), 4 (accountability) and 5 (governance issues). 
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PRACTICES 


Based on the above discussion, and consistent with the policy objectives, amortization methods and 
parameters are categorized as follows: 


MODEL PRACTICE 


• Layered fixed period amortization by source of UAAL. 


• Level percent of pay amortization. 


• Amortization periods: 


Source Period 


Active Plan Amendments Demographic, or up to 15 


Inactive Plan Amendments Demographic, or up to 15 


Experience Gain/Loss 15 to 20 


Assumption or Method Changes10 15 to 25 


Early Retirement Incentives 5 or less 


 


• 30 year amortization of surplus (for plans with ongoing Normal Cost and/or plan expenses.) 


o Eliminate all prior UAAL layers upon going into Surplus. 


• Combine gain/loss (and other) layers or restart amortization only to avoid tail volatility. 


o Combining layers should result in substantially the same current amortization payment. 


o Avoid using restart of amortization to achieve de facto rolling amortization. 


o Restart amortization layers when moving from Surplus to UAAL condition. 


• Additional analysis, such as solvency projections, is likely to be appropriate for closed plans. 


ACCEPTABLE PRACTICES  


• Level dollar fixed period layered amortization by source of UAAL, using the same model 
amortization periods as above. 


                                                             


10 Method change includes the initial liability for a newly funded plan. 
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o Ideally, with some rationale given if used with pay related benefits. 


• Rolling amortization of a single combined gain/loss layer with an amortization period that does 
not entail any negative amortization  


o With model periods for other sources of UAAL. 


o Use separate, fixed period layers for extraordinary gain or loss events. 


ACCEPTABLE PRACTICES, WITH CONDITIONS 


• Up to 25 year layered fixed period amortization by source, for all sources of UAAL. 


o Ideally with some rationale given for using periods outside the model ranges. 


• Up to 20 year rolling amortization of a single combined gain/loss layer. 


• Rolling/open amortization of entire UAAL as a single combined layer exclusive of plan 
amendments, where the amortization period: 


o Does not entail any negative amortization and 


o Can be shown to meet the general policy objectives, particularly policy objective 4. 


• 30 year fixed amortization of change in funding method (e.g. from PUC to Entry Age) or initial 
liability for a newly funded plan. 


o Ideally with some rationale given for using periods outside the model ranges. 


NON-RECOMMENDED PRACTICES 


• Fixed period amortization of the entire UAAL as a single combined layer, with periodic 
reamortization over a new starting amortization period. 


• Layered fixed period amortization by source of UAAL over longer than 25 years.  


• Rolling/open amortization over longer than 20 years of a single combined gain/loss layer. 


• Rolling/open amortization of entire UAAL as a single combined layer (exclusive of plan 
amendments) where the amortization period entails negative amortization. 


• Rolling/open amortization of entire UAAL as a single combined layer (including plan 
amendments.) 


UNACCEPTABLE PRACTICES 


• Layered fixed period amortization by source of UAAL over longer than 30 years.  
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• Rolling/open amortization over longer than 25 years of a single combined gain/loss layer. 


• Rolling/open amortization over longer than 20 years of the entire UAAL as a single combined 
layer. 


DIRECT RATE SMOOTHING 


An actuarial funding policy can include some form of direct rate smoothing, where the contribution 
rates that result from applying the three principal elements of funding policy are then directly 
modified. Two types of direct rate smoothing policies that are known to be in current practice were 
evaluated for this development: 


1. Phase-in of certain extraordinary changes in contribution rates, e.g., phasing-in the effect of 
assumption changes element over a three year period. 


2. Contribution collar where contribution rate changes are limited to a specified amount or 
percentage from year to year. 


DISCUSSION 


1. Contribution rate phase-in can be an effective and reasonable way to address the contribution 
rate impact of assumption changes. 


a. The phase-in period should be no longer than the time period until the next review of 
assumptions (experience analysis). 


b. The plan and its sponsors should be clearly aware of the additional time value of money 
cost of the phase-in, due to the plan receiving less than the actuarially determined 
contributions during the phase-in. 


c. Note that the phase-in of the contribution rate impact of an assumption change is clearly 
preferable to phasing in the assumption change itself.  While a detailed discussion is outside 
the scope of this discussion, phasing in an assumption change may be difficult to reconcile 
with the governing actuarial standards of practice. 


2. Contribution collars have the policy drawback that the collar parameters arbitrarily override 
the contribution results produced by the other funding policy parameters (including asset 
smoothing), each of which has a well-developed rationale. 


a. If contribution collars are used they should be supported by analysis and projections to 
show the effect on future funded status and future policy based contribution requirements 
(prior to the application of the contribution collar). 


b. There may also need to be a mechanism to ensure adequate funding following 
extraordinary actuarial losses. 
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3. Using either form of direct rate smoothing for other than assumption changes (i.e., for actuarial 
experience or plan amendments) appears inconsistent with the development of parameter 
ranges for the other elements of the funding policy.  


4. This discussion does not address the use of direct rate smoothing techniques as an alternative 
to asset smoothing. 


PRACTICES 


Based on the above discussion, and consistent with the policy objectives, direct rate smoothing 
methods and parameters are categorized as follows: 


MODEL PRACTICE 


• None. 


ACCEPTABLE PRACTICES 


• Phase-in of the cost impact of assumption changes over a period no longer than the time period 
until the next review of assumptions (experience analysis), accompanied by disclosure of 
impact on contribution rates. 


ACCEPTABLE PRACTICES, WITH CONDITIONS 


• None.  


NON-RECOMMENDED PRACTICES 


• Phase-in of the cost impact of actuarial experience or plan amendments, in conjunction with 
model practices for asset smoothing and UAAL amortization. 


• Contribution collars in conjunction with model practices for asset smoothing and UAAL 
amortization. 


• Phase-in or contribution collars for the cost impact of plan amendments, even if not used in 
conjunction with model practices for asset smoothing and UAAL amortization. 
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AGENDA ITEM G 


 
 
2013 Tier – Communications Update  
 
Coordinator Anne Wolf of Internal Communications will provide an update on the various 
communications that have been created and/or revised to reflect the benefit provisions of the 
2013 Tier. 
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AGENDA ITEM H 


 
 
Retirement Savings Program – Vendor Relations Management Report  
 
Director Kris Lange of Vendor Relations Management will provide an update on participant 
experience with Fidelity Retirement Services, which provides account and record-keeping 
functions along with financial education and communication services for the UC Retirement 
Savings Program. 
 
Attachment 
  


 


University of California 
 


UCRS Advisory Board 


1 








Vendor Relations Management Report 
Q1 2013 


Data provided by Fidelity Retirement Services, UC’s master 
recordkeeper for the DC Plan, 403(b) Plan, and the 457(b) Plan 


Fidelity Confidential Information 
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Quarterly Performance Rating: All standards met 


Fidelity Confidential Information 


Quarterly Highlights 
 


Overall 
• $18 billion in UC RSP assets 
• Successful communications campaign regarding the fund 
menu management project 


•37% of 43,000 affected participants redirected 
contributions prior to Mar 28 deadline 


• Updated annual Retirement Review online 
•11,000 portal visits on single day after Retirement Review 
made available online 
•60% have retirement readiness scores of 80% or higher 


 


Master Record Keeping 
• Completed update of the 403b Plan Admin Manual 
• Continue to analyze and monitor lost participant counts 
• March default of first-year MRDs completed (600)   
• Completed annual recordkeeping review 
• Initiated annual data clean-up projects 
• Outlined operational initiatives for 2013 
•Implemented automated outstanding check process 
 


Communications & Education 
• Ongoing “Participate” campaigns 
• IPGC and PGC coverage hit highs in March 
• All on-site financial education objectives met/exceeded  







Retirement Savings Program  
Financial Education Performance 


Financial Education Program Performance Guarantees 
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UC Employee Satisfaction 
Fidelity Participant Services 


 
Rolling 4-month comparison of Top 2 Box (Very Satisfied & Satisfied) CSI 
scores for the University of California participants vs. Fidelity Retirement 
Services Tax-Exempt Market 


Customer Satisfaction Index Scores 
University of California Plan Participants 


December 2012 – March 2013 
(voluntary survey completed after speaking with a 


Fidelity Retirement Services Specialist) 
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University of California Client Satisfaction Index Scores - Overall Category


94% 92% 93%
90%


94%
91% 92%92%


0%


25%


50%


75%


100%


Dec-12 Jan-13 Feb-13 Mar-13
50


60


70


80


90


100


110


120


130


140


150


160


170


180


190


200


U of CA Employee CSI Overall
Fidelity Tax-Exempt CSI Overall
U of CA CSI Survey Completed







Workshop Summary 
Through March 2013 
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Financial Education Workshop Summary 
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Retirement Savings Program  
Fidelity’s Administrative Performance 
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Key Statistics 
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Retirement Savings Program  
New 403(b) Loan to Participation Rate 


Analysis 


7 Fidelity Confidential Information 
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UC Median Balance vs.  


Average Tax Exempt Market Participant Balance 
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Data taken from quarterly UC report (Total balance of 403b and 457b plans) 
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Retirement Savings Program  
Active Participants Median Balance by Age 


9 Fidelity Confidential Information 


Age 


Data taken from quarterly UC report (Total balance of 403b and 457b plans) 







 
 


Retirement Savings Program  
Retirement Readiness Scores 
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*Retirement Readiness Score shows the percentage of your estimated annual pay you could replace at age 65 
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Plan Assets Under Management at Fidelity 
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As of 03/31/2013 403b DCP 457b Total 


Total Participants 124,478 270,712 26,583 421,773 


Active Participants 77,234 169,259 20,283 266,776 


Inactive Participants 47,244 101,453 6,300 154,997 


Total Plan Assets $12,519,718,165 $3,871,230,467 $1,422,912,521 $17,813,861,153  
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Single-Investment Option Holders 
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Information as of 03/31/2013 


For plans that offer Fidelity BrokerageLink, it will appear as a fund (rather than a product offering) for purposes of providing plan data. 


Fidelity Confidential Information 


How many participants hold: 403b DCP 457b Industry 
peers 


Same-size 
peers 


1 Fund (Lifecycle Fund) 10.9% 3.9% 14.1% 43.5% 22.1% 


1 Fund (Non-Lifecycle Fund) 24.7% 74.7% 23.5% 11.7% 13.7% 


2 Funds 18.8% 10.7% 17.7% 13.3% 15.4% 


3 Funds 12.8% 4.1% 11.0% 7.3% 9.9% 


4 Funds 9.5% 2.3% 9.6% 7.0% 8.2% 


5 or more Funds 23.4% 4.3% 24.2% 17.2% 30.7% 


Average # of Funds Held 3.5 funds 1.6 funds 3.5 funds 1.8 funds 3.3 funds 


Participants holding this fund 


Funds held as a single investment Asset class 403b DCP 457b Total 


UC SAVINGS FUND Money Market or Short-Term 14,610 183,738 2,023 200,371 


UC EQUITY FUND Domestic Equity 6,028 6,829 896 13,753 


UC BALANCED GROWTH Balanced/Hybrid 3,302 2,112 887 6,301 


UC ICC FUND Managed Income or Stable Value 1,095 1,054 354 2,503 


UC BOND FUND Bond 826 798 290 1,914 


Plus 182 other funds - 4,760 7,661 1,754 14,175 


Lifecycle Funds - 13,543 10,547 3,743 27,833 


BrokerageLink - 109 97 50 256 


Total  44,273   212,836   9,997   267,106 
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* Contributions are comprised of all employee and employer sources, including rollovers into the plan. 


Cash Inflow Quarter ending: 03/2013 Quarter ending: 12/2012 


Contributions 
    403b: 
    457b: 
    DCP: 
    Rollover/Transfer In: 
Total  


 
$140,103,522 
$  50,545,623 
$  21,878,016 
$  44,833,412 
$257,360,573 


 
$111,123,559 
$  36,240,470 
$  22,020,883 
$  44,343,035 
$213,727,946 


Loan Repayments $  15,338,215 $  12,922,178 


Interest on Loans $    1,774,482 $    1,503,679 


Balance Forward $           4,132 $           5,607 


Total Cash Inflow $274,477,402 $228,159,409 


Cash Outflow Quarter ending: 03/2013 Quarter ending: 12/2012 


Loan Withdrawals ($  17,055,433) ($  16,362,330) 


 
Withdrawals 
    Full Payout:      
    Age 59.5: 
    Partial Distribution:  
    MRD:  
    Partial After Tax/Rollover Payout : 
    Systematic Withdrawal Payments :     
    De Minimis Distribution: 
    Hardship-Sponsor Directed:     
    Transfer of Assets:  
    Age 70.5 In-Service Distribution:  
    Unforeseen Emergency:      
Total 


 
 
($205,339,938) 
($  52,787,574) 
($  40,056,504) 
($  15,716,568) 
($    3,753,768) 
($    3,725,901) 
($    2,784,823) 
($    1,594,047) 
($    1,048,031) 
($       383,455) 
($       141,106) 
($327,331,715) 


 
 
($158,052,253) 
($  31,620,856) 
($  35,183,534) 
($  64,578,206) 
($    3,321,810) 
($    4,080,576) 
($    2,924,014) 
($       886,368) 
($       636,370) 
($       157,856) 
($         56,205) 
($301,498,048) 


Transaction-based Fees ($       220,422)  ($       173,052)  


Total Cash Outflow ($344,607,570) ($318,033,430) 


Net Cash Flow ($  70,130,168) ($  89,874,021) 
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Loans by Participant Account Balance 
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Retirement Savings Program  
Account Access Comparison and  


Participant Access Volumes 
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Participant Account Activity by Type 
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Meeting of June 21, 2013 


 
AGENDA ITEM I 


 
Retirement Savings Program – Fund Menu Management  
 
Director Kris Lange will provide an update on the final phase of the Retirement Savings Program 
(RSP) fund menu management project. Specifically, she will discuss the in-kind transfer for 
BrokerageLink account holders and the mapping of non-menu fund balances which are 
scheduled to occur on June 28, 2013. She will also discuss the planned communications which 
follow these actions. 
 
Attachment  
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Project Status Update 
UCRS  Advisory Board 
June 21, 2013 







RSP Fund Menu Management:  Project Goals 


• Enhance value for participants 


– Fee control / reduction 
 


• Reinforce oversight & monitoring 


– Smaller menu allows more efficient monitoring  
 


• Improve participant experience and plan effectiveness 


– Simpler menus are easier to understand and use; less duplication 


– A smaller number of choices can alleviate confusion 


• Studies have shown that too much choice can prevent 
participants from making appropriate decisions 
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Where Retirement Savings Program (RSP) Assets Are Invested    


 
 
 
 


UC Retirement Savings Program 
Total Assets – Market Value as of 6/30/12 


UC Core Funds 
$12.3 B 


74.7% of assets 


Institutional 
Share Class 


$2.3 B 
14.2% of assets 


Non-Inst‘l 
Share Class 


$1.8 B 
  10.9% of assets 


BrokerageLink 
$49 m 


0.3% of assets 
 UC Core Funds 


 All Institutional Share Class Funds 


 Non-Institutional Share Class Funds 


 BrokerageLink Accounts 


 Fund Category Market Value % of 
Total Assets 


Unique 
Participant 


Count 


# of 
Funds 
Offered 


  


            


 UC Core Funds  $   12,262,899,243  74.7% 272,671  24    


 All Institutional Share Class Funds  $    2,324,628,007  14.2% 45,498  62    


 Non-Institutional Share Class Funds  $    1,789,142,588  10.9% 42,806  128    


 BrokerageLink Accounts  $         48,550,103  0.3% 265  thousands   


            


 Total  $   16,425,219,941  100.0%       


          


  All Institutional Share Class Funds includes:   
  Fidelity K Shares, Spartan Institutional & Calvert Institutional share class funds. 


  Unique count = number of participants with a balance in any fund in the category. 


3 
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RSP Fund Menu Management:  Phase 1 (Complete) 


• Menu management applied using pricing guidelines 


– Pricing is the most objective form of monitoring   


– Institutional fund pricing demonstrates stewardship and objectively 
benefits participants 


 
• RSP fund menu modifications  


– Fund additions are controlled at plan sponsor level 


– Converted 49 Fidelity-managed mutual funds to “institutional” class 
shares: 3/28/2012 


– Converted 8 Calvert-managed mutual funds to “institutional” class 
shares: 7/31/2012 
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RSP Menu Management: Phase II  


Reduce number of choices on platform to exclusively “UC Core” and 
“Institutional” class funds 
 
March 28, 2013: Freeze non-menu funds to prevent short-term trading fees 


•  no new contributions  
•  no transfers in 
•  fund information still viewable 
•  balances still available for transfers out 
 


June 28,  2013: In-kind transfers for BrokerageLink account holders and  
    mapping of non-menu fund balances 


•  no buys/sells involved for in-kind transfers 
•  no fees for in-kind transfers or mapping 
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(Complete) 







RSP Phase II Communications Timeline 


1. Our University newsletter  - Complete. Published 1/22 


2. New Dimensions newsletter - Complete.  Published February 2012 


3. Announcement Letter - Complete. Mailed on 1/29 


4. Website Content (ucfocusonyourfuture & NetBenefits) - Complete. Posted 2/14 


5. Decision Guide - Complete. Mailed on 2/26 


6. Personal Mapping Statement  - Complete.  Mailed with the Decision Guide.  


7. Understanding Fund Menu Changes Workshop - Complete. Recorded version 
is posted online; onsite workshops began in March.  


8. Reminder 1 Postcard - Complete.  Mailed 3/19 


9. Reminder 2 Postcard - Complete.  Mailed 6/3 


10. Reminder Outbound Phone Calls – In process. 


11. Confirmation Postcard - scheduled to mail following fund action in mid-July. 
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Fund Menu Management Project – Phone Volume 


Fidelity Workplace Participant Services Phone Volume – University of California 


Call Volume Synopsis 
January 29, 2013 – March 28, 2013 


✦  25,864 UC member calls handled with an average duration of 8 minutes over 42 business days 
✦  UC call volume for same period 2012: 18,700 calls 
✦  2013 UC call volume for same period vs. 2012 represents 37% year-over-year increase 







Fund Menu Management Project – Participant Guidance 


iPGC Guidance Interactions (Phone) On-site PGC Guidance Interactions 
✦  1,200 guidance interactions February - March 


UC Portal Activity 


✦  Total events:  March – 384 
✦  Total attendees:  March – 3,604 
 


✦  Fund Menu Workshops:  March – 84 
✦  Fund Menu Workshop attendees:  March – 641   


UC Retirement Counselor Activity UC Web Workshop Activity 


✦  Total events:  March – 23 
✦  Total attendees:  March – 686 
 


✦  Fund Menu Workshops:  March – 20 
✦  Fund Menu Workshop attendees:  March – 555   







Fund Menu Management Project – Asset Allocations 


UC Participant Contribution Reallocation Summary 


Self Directed Brokerage Accounts 


✦  March 2013: 2,457 unique participant accounts 
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Meeting of June 21, 2013 


 
 AGENDA ITEM J 
 
 
UCRS Advisory Board – Election of Officers for Fiscal Year 2013-2014 
 
The election of officers will be conducted at the meeting based on nominations that have been 
received for the positions of Chair and Vice Chair of the Board. For the 2013-2014 Fiscal Year, 
Professor Shane White and Associate Vice Chancellor Angela Hawkins have been nominated to 
serve as Board Chair and Spectroscopist Paul Brooks and Vice Chancellor Meredith Michaels 
have been nominated to serve as Vice Chair. An election packet consisting of a list of the 
nominees and a ballot is included as an attachment. 
 
Each nominated member will have an opportunity to address the Board regarding his or her 
candidacy, if they choose to do so. Additionally, other Board members will have the opportunity 
to address the Board regarding the candidates. 
 
The election of officers will be conducted by closed ballot at the meeting or, at the Chair’s 
discretion, a voice vote could be conducted. If ballots are used, the votes will be tallied by staff 
from the Pension & Retirement Programs Unit in the presence of a UCRS Advisory Board 
member who was not nominated.  
 
Board members unable to attend the meeting are asked to submit ballots, or an email indicating 
their choices, to Robert Semple of Pension & Retirement Programs by June 20th, even if planning 
to participate via teleconference. 
 
Attachment 
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