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Background
Glossary of Terms

Actuarial Accrued 
Liability (AAL):

The portion of the Present Value of Projected Benefits (PVB) that has been accrued 
(or earned) to date. AAL is also expressed as difference between PVB and actuarial 
present value of future normal costs, or the accumulated normal costs attributable to 
the years before the valuation date.

Annual Pension 
Cost (APC):

The Annual Required Contribution (ARC), adjusted for dollar differences between the 
ARC and actual contributions made as well as for timing differences between them. 
The APC is the cost of a pension plan that is actually booked as an expense.

Annual Required 
Contribution 
(ARC):

Sum of Normal Cost (NC) and amortization of Unfunded Actuarial Accrued Liability 
(UAAL). The amount actuarially determined to ensure that, if paid on an ongoing 
basis, there will be sufficient resources available for future benefit payments.

Net Pension 
Obligation (NPO):

Cumulative difference between the ARC and actual contributions made. There 
are additional adjustments in the NPO calculation for timing differences between cash 
and accrual accounting, and to prevent double counting of pension plan cost.

Normal Cost (NC): Represents portion of PVB allocated to the current year by the funding method.

Present Value of 
Projected 
Benefits (PVB):

Present value of all future benefit payments for current retirees and active employees, 
taking into account actuarial assumptions about discount rate, salary increases, 
turnover, mortality, disability, retirement and other experience.

Unfunded 
Actuarial Accrued 
Liability (UAAL):

The difference between the Actuarial Accrued Liability and the Actuarial Value of 
Assets.
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* Estimated based on the May 31, 2012 market value of investments and on July 1, 2010 census data projected forward assuming no gains/losses
**Based on 24-year level % of payroll amortization payment as of July 1, 2012 valuation (26 years as of July 1, 2010)
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Background
Current State

July 1, 2012* July 1, 2010
A. Actuarial Accrued Liability
1. Retirees, Beneficiaries, Disableds and Vested Terms $233,400,000 $213,900,000
2. Active Participants 116,000,000 109,900,000
3. Total $349,400,000 $323,800,000
B. Unfunded Actuarial Accrued Liability (UAAL)
4. Actuarial Accrued Liability (AAL) $349,400,000 $323,800,000
5a. Market Value of Assets (MVA) 55,700,000 71,200,000
5b. Actuarial Value of Assets (AVA) 53,500,000 81,400,000
6. Unfunded Actuarial Accrued Liability [ (4) – (5b) ] $295,900,000 $242,400,000
7a. Funded Ratio – Market Value Basis [ (5a) / (4) ] 15.9% 22.0%
7b. Funded Ratio – Actuarial Basis [ (5b) / (4) ] 15.3% 25.1%
C. Annual Required Contribution (ARC) Fiscal Year ’13* Fiscal Year ‘11
8. Net Normal Cost (offset for Expected Employee Contributions) $3,600,000 $4,000,000
9. Amortization Payment on Unfunded (UAAL)** 18,400,000 14,400,000
10. Total ARC [(8) + (9), adjusted for timing ] $23,000,000 $19,100,000
11.Covered Payroll $30,900,000 $33,100,000
12. ARC as % of Covered Payroll [ (10) / (11) ] 74.4% 57.8%
13. Town Contribution $9,400,000 $6,550,000
14. Town Contribution as % of ARC [ (13) / (10) ] 40.9% 34.3%
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Background
How Did We Get Here?

As of the July 1, 2000 valuation the Plan was about 72% funded 

The Town failed to contribute the Annual Required Contribution (ARC) 
every year since 2000, and did not contribute at all in some years. 

– The Actuarial Accrued Liability (AAL) has increased about 5% per annum since 
2000…

– …while the Actuarial Value of Assets (AVA) has declined about 7% per annum 
over the same period. The asset decline has happened mainly because:
» the benefit payments have increased about 8% per annum since 2000,
» the Plan has paid about $90 million more in benefits than contributions 

received (about $100 million including FY ’13 projected amounts), and
» the ARC has been underpaid by about $100 million since 2000 

(about $115 million including FY ’13 projected contribution)

Historical Perspective – Summary

Year
Assets 

(in millions)
Liabilities 

(in millions)
Unfunded 

(in millions) Funded%
2000 $134.2 $187.0 $52.8 71.7%
2012 (est.) $53.5 $349.4 $295.9 15.3%
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Background
How Did We Get Here? 
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Background
How Did We Get Here? 

 If the ARC had been contributed every year since 2000…..
» The fund would be around $170 million today
» The funded percentage would be about 50% and
» The ARC would be  $6 - $7 million lower

Historical Perspective – Impact of not contributing the ARC
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Background
What Does the Future Look Like? 
Future Outlook – Annual Required Contribution1 (ARC)
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 The ARC will continue to increase until the Plan is fully funded in 24 years
» The payment on the UAL is currently about 80% of the ARC and is calculated to increase 

4% per year. Since the plan is closed, it will become an increasing proportion of the ARC.
» If a level dollar, instead of level-percentage, amortization is used, the ARC will be higher 

initially (~$30 million) but remain relatively level instead of increasing annually.

1 Based on the May 31, 2012 market value of investments and July 1, 2010 census data projected forward assuming 
all economic (8.00% discount rate, 4.00% salary increases) and demographic assumptions are met. (See Appendices
for detailed assumptions.) Also, assumes FY ‘13 Town contribution of $9.0 million and all future ARCs contributed.
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Background
What Does the Future Look Like? 
Future Outlook – Market Value of Assets1(MVA)
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 If the ARC is not contributed annually, the Plan will become insolvent and the 
Town will be forced to pay the monthly benefits out of general cash flows.

1 Based on the May 31, 2012 market value of investments and July 1, 2010 census data projected forward assuming 
all economic (8.00% discount rate, 4.00% salary increases) and demographic assumptions are met. Also, assumes 
FY ‘13 Town contribution of $9.0 million.



8

Types of Actuarial Assumptions:

Demographic

 Death in active service

 Death after retirement

 Withdrawal

 Retirement

 Disability

 Percent Married

 Percentage Electing Refund 
of Contributions 

Economic

 Discount rate (Investment 
rate of return) 

 Salary increases

 Inflation 

 Cost-of-Living Adjustment 
(COLA)

 Payroll growth rate (or 
amortization payment 
increase rate)

 Administrative expenses 

Background
Sensitivity of Actuarial Assumptions
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Economic Assumption Changes
 The projections are based on the valuation assumptions but the UAL and 

the ARC could be higher if more conservative assumptions are used:

As of July 1, 2012*
Unfunded 

(in millions) Funded%

Annual 
Required 

Contribution 
(in millions)

Valuation Assumptions 
(8.00% Discount Rate; 4.00% Salary 
Increases)

$295.9 15.3% $23.0

Lower Economic 
Assumptions 50 bps
(7.50% Discount Rate; 3.50% Salary 
Increases)

$310.5 14.7% $24.1

Lower Economic 
Assumptions 100 bps 
(7.00% Discount Rate; 3.00% Salary 
Increases)

$326.5 14.1% $25.4

* Estimated based on July 1, 2010 census data projected forward, assuming all assumptions are met, and May 31, 2012 market value of investments

Background
Sensitivity of Actuarial Assumptions
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Investment Returns 
= $8.8M*
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PENSION
FUND

$ $

Benefit Payments = 
$37.6M*

Expenses 
= $0.2M*

Town contributions = $9.6M*

Employee contributions = 
$3.9M*

Contributions + Investment Return = Benefits + Expenses

Assumptions and funding methods affect only the timing of costs. 
“Nobody ever made a benefit payment from assumed interest!”

* Estimated for period July 1, 2010 thru June 30, 2012; market value of investments $55.7 million as of May 31, 2012 

Background
Sensitivity of Actuarial Assumptions
Funding Mechanics



 Plan Design
- Retirement Plans Overview
- Setting Goals
- Evaluating Options



Retirement Plans fall into two broad categories:
- Defined Benefit (DB) Plans — focus on benefit security
- Defined Contribution (DC) Plans — focus on wealth accumulation

Defined Benefit Plans include final average salary plans, career average 
salary plans, flat dollar plans, and cash balance plans
- Risk borne by Town
- Risks include: wage inflation risk, inflation risk, interest rate risk, investment risk, longevity risk, 

incentive risk, and regulatory risk

Defined Contribution Plans include 401(a), 457, and matching plans
- Risk borne by Employee
- Risks include: wage inflation risk, inflation risk, interest rate risk, investment risk, longevity risk, 

incentive risk, regulatory risk, non-participation risk, leakage risk, and will-power risk

Hybrid Plans are a combination of a Defined Benefit plan and a Defined 
Contribution plan
- Risks are shared between Town and Employee

11

Plan Design
Retirement Plans Overview
Defined Benefit vs Defined Contribution



Types of Risk

Plan Design
Retirement Plans Overview

 Investment Risk - Rate of return on assets
- In DB plans, the employer bears most of the investment risk
- In DC plans, the employee bears most of the investment risk

 Inflation risk - Cost of living before and after retirement
- In DB plans, benefit based on final average salary resulting in limited cost-of-living risk
- In public sector DB plans, typically some form of post-retirement benefit increase is provided, 

so retirees have protection against inflation
- In DC plans, inflation protection is not provided

Contribution risk - Level and volatility of annual contributions
- In DB plans, employer bears most of this risk

» If investment returns are poor, employers may need to make additional contributions
- In DC plans, contributions are a percentage of salary 

» If investment returns are poor, employees may need to make additional contributions

Longevity risk - Outliving retirement assets
- In DB plans, benefits paid as life annuity, so employer bears the risk
- In DC plans, benefits based on account balance, so employee bears the risk

12



14

Town only Shared                Employee Only

Investment Risk

Defined Benefit 
(DB) Plan  Only 

approach

Defined 
Contribution 

(DC) Plan  Only 
approach

Hybrid 
approach 
– DB + DC

 Under the Defined Benefit only approach, the investment risk traditionally lies solely with the Town
– However, there are techniques the Town may use to share some of the investment risk with employees 

such as having variable employee contributions, capping the Town’s contribution at a certain percentage of 
payroll or dollar amount or altering the benefit formula.

 The Hybrid approach allows for shared investment risk between the employee, Town and/or Federal 
government.
– The Hybrid approach allows the Town to reward those who save more for retirement while providing floors 

against poor investment returns.
 The employee shares all of the risk under a Defined Contribution (DC) only approach

– The DC only approach is funded annually and allows the Town easy flexibility to increase contributions 
during good times or to assist employees during periods of poor investment returns.

Plan Design
Retirement Plans Overview



Risk of Different Retirement Plan Designs

Defined Benefit 
Defined 

Contribution
Final Average Career Average Flat Dollar Hybrid 401(a), 401(k), 403(b)
ER EE ER EE ER EE ER EE ER EE

Economic Risks
Investment Risk 4 1 4 1 4 1 3 2 0 4
Inflation risk 3 2 1 3 0 4 2 2 1 3
Contribution Risk 4 1 4 1 3 1 3 1 1 1
Longevity Risk 4 0 4 0 4 0 3 2 0 4
Non-Economic Risks
Accounting Risk 3 0 3 0 3 0 3 0 0 0
Features
Rewards older/longer 
service employees 3 3 4 2 1

Planning Tool 2 2 2 1 1
Hiring Attractiveness 2 2 2 3 3

Risks Features
0 None Not applicable
1 Low Minor importance
2 Somewhat low Somewhat minor importance
3 Somewhat high Relatively important
4 High Very Important

Plan Design
Retirement Plans Overview

13
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Plan Design
Setting Goals
Overview
The overarching goal is to structure a sustainable retirement 
program that supports the needs of the Town’s constituency 
and provides meaningful retirement benefits to workers.
This requires:
Balancing stakeholder concerns
Understanding budgetary constraints and reasonable annual funding
Determining retirement philosophy including income replacement targets, 

sources of replacement income, and benefit adequacy
- Benefits that attract, motivate and retain talent
- Encouraging and helping employees save for retirement
Recognizing obligations of the Town

- Reasonable actuarial assumptions and methods
- Contractual obligations to employees
- Decreasing the unfunded actuarial 

accrued liability



Taxpayer Concerns
- No increase in taxes
- No decrease in services

Town Concerns
- No increase in costs
- Recruiting and retention of workforce
- Meeting service mission

Employee Concerns
- Adequate retirement
- Portable benefits
- Competitive compensation and benefits
- Affordable health care in retirement 
- Investment risk
- Purchasing power retention (inflation impact)
- Outliving retirement assets
- Adequacy of retirement benefits (replace standard of living)
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Plan Design
Setting Goals

Balancing Stakeholder Concerns



Compensation
 Base salary
 Incentives
 Cash recognition
 Premium pay
 Pay process

Affiliation
 Organization 

commitment
 Culture
 Citizenship
 Trust

Work Content
 Variety
 Challenge
 Tools
 Teamwork
 Manager support

Benefits
 Health
 Retirement
 Recognition
 Perquisites

Employee
Value

Proposition

Career
 Advancement
 Personal growth
 Training
 Employment 

security

Plan Design Implications:

1. Several of the most important 
job satisfaction components are 
the least managed

2. To attract and retain talent 
public employers are combining 
tangible (compensation and 
benefits) and intangible 
(affiliation, work content, and 
career) into a total rewards 
package.

3. Question: How do retirement 
benefits assist employers and 
employees in meeting their 
goals?

The Employee Value 
Proposition - What do 

employees want?

Plan Design
Setting Goals
Employee Value Proposition
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Is adequacy of 
retirement income 
an issue?

How do we mitigate 
financial risk?

Are employees capable 
of handling risk?

How much can I afford 
to pay annually?

Who am I competing 
with for talent? Will that 
change? What are they 
doing?

What are my future talent 
requirements? What type 
of retirement programs 
supports those needs?

The “right” design requires answers to some tough questions.

Are benefits—and in 
particular retirement 
benefits—important in 
attracting and retaining 
employees?

Plan Design
Setting Goals
What is the “right” plan design?
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Options for Consideration
Decision Criteria Option 1 Option 2 Option 3
Financial Criteria
Predictable Cost: Is the contribution predictable based on known information such as participants’ annual 
compensation, expected annual employee contributions to DC plans, or percentage of general budget? 
Sample Goal: Predictable annual contribution
Funding Flexibility: Do funding requirements provide for varying contributions; (i.e., prefunding in good years 
and using the prefunding to help meet contribution requirement in other years?) 
Sample Goal: Flexibility to meet funding requirements
Reduce Unfunded Actuarial Accrued Liability (UAAL): Does the plan increase, decrease or have no effect on 
past service liability amounts?  
Sample Goal: Decrease unfunded actuarial accrued liability by $200 million
Benefit Security: Who/What/How are the retirement benefits promised to employees guaranteed to be paid? 
Sample Goal: To have a retirement program the Town can afford over the long term and accumulate 
sufficient assets to pay all retirement benefits
HR Criteria
Target Income Replacement Ratio: Will the new plan provide a benefit at normal retirement that meets the 
Town’s Target Income Replacement Ratio? 
Sample Goal: Plan provides at least a 70% income replacement, from all sources.
Meaningful Benefit for Early Career Hires: Is the program designed to provide future early career hires 
adequate benefits at retirement? 
Sample Goal: To provide target income replacement ratio within Town’s targeted range.
Meaningful Benefit for a Career Employee: Does the plan provide a future career employee a benefit at 
normal retirement that meets the Town’s Target Income Replacement Ratio? 
Sample Goal: To provide target income replacement ratio within Town’s targeted range.

Sample Decision Matrix

Plan Design
Evaluating Options
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Sample Decision Matrix continued

Options for Consideration

Decision Criteria Option 1 Option 2 Option 3
HR Criteria (continued)
Encourage Employee Savings: Will the retirement program provide a means and encourage individual employee savings for 
retirement? 
Sample Goal: To encourage employees to save for retirement
Employee Understanding/Appreciation: Will employees know what benefits to expect from the retirement program at retirement. 
How complicated are the plan benefits to explain and illustrate to participants? Are the plan provisions and eligibility requirements easy 
to follow? 
Sample Goal: For employees to know what benefits are promised and their value; To have a benefit plan that is easy to use 
and understand for the employee 
Supports New Employee Recruiting: Are the benefits provided by the new retirement program the type (defined benefit, defined 
contribution or a combination) wanted by new employees? 
Sample Goal: To have the retirement program be a positive attraction for new employee recruitment
Positive Influence on Employee Retention: Are the benefits from all sources provided by the retirement program adequate for 
normal retirement (defined benefit, defined contribution, social security or a combination) wanted by employees? 
Sample Goal: To have a retirement program that provides adequate benefits at retirement and helps retain employees
Other
Administrative Complexity: How complicated would the plan benefits be to calculate? Are the complications such that 
there is an increase on administrative cost? 
Sample Goal – to have a plan that the Town can administer easily and maintains or lowers administrative cost
Predictability of Retirement Benefits: Will the benefits provided be determinable or is the benefit a function of the funds 
accumulated for the employee? 
Sample Goal: To have the retirement benefit definitely determinable
Risk of Litigation: Will the new plan limit exposure to litigation risk? 
Sample Goal: To develop a plan that meets current legal requirements and exposes the Town to minimal litigation 
risk 

Plan Design
Evaluating Options
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- Setting a Route
- Trends
- Overview of Options
- Plan-Specific “Levers”
- Proposed Project Timeline



Path Forward
Setting a Route

What long-term cost is desired/affordable to the Town?
- Level or increasing (i.e., level-percentage-of-payroll) payment pattern?
- How much volatility can the Town withstand?

Where do the risks (mainly investment) lie?
- Town assumes majority of risk?
- Shared risk between Town and employees?
- Employees assume majority of risk?

Who will be impacted by changes and to what degree?
- Future hires only?
- Future service for current employees?
- Current retirees? 

What are the legal constraints?
- Consider only plan changes that will not result in litigation?
- What’s the Town’s appetite regarding litigation?

What’s the desired level of retirement benefits?
- Percentage of pre-retirement income targeted to career employees?
- What level of benefits will attract new employees and retain current employees?

Specific questions to be answered

21
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Financial Criteria Importance 
(1 to 10)

Impact on Annual Cost: What is the Town’s long-term desired/affordable retirement plan cost? 
Does the option meet the Town’s long-term desired retirement cost? How important is a 
predictable contribution? 
Town-specific Goal:
Impact on Unfunded Actuarial Accrued Liability (UAAL): What’s the desired impact on the 
UAAL?  
Town-specific Goal:
Funding Flexibility: Do funding requirements provide for varying contributions; (i.e., prefunding in 
good years and using the prefunding to help meet contribution requirement in other years?) 
Town-specific Goal:
Benefit Security: Who/What/How are the retirement benefits promised to employees guaranteed 
to be paid?
Town-specific Goal:

Town-specific Decision Matrix

Path Forward
Setting a Route
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Human Resources Criteria Importance 
(1 to 10)

Retirement Philosophy: Will the new plan provide a benefit that fits within the Town’s retirement philosophy (i.e., 
provides benefit at normal retirement that meets the Town’s Target Income Replacement Ratio) ?
Town-specific Goal: Plan provides at least a XX% income replacement, from all sources.
Supports Recruitment?: Are the benefits provided by the new retirement program the type (defined benefit, 
defined contribution or a combination) desired by new employees? 
Town-specific Goal: 
Influence on Retention? What impact do the retirement benefits have on employee retention? Are the benefits 
from all sources provided by the retirement program adequate for normal retirement (defined benefit, defined 
contribution, social security or a combination) wanted by employees? 
Town-specific Goal: 
Meaningful Benefits?: Does the plan provide a future career employee a benefit at normal retirement that meets 
the Town’s Target Income Replacement Ratio? What the desired level for non-career employees? 
Town-specific Goal: 
Encourage Employee Savings: Will the retirement program provide a means and encourage individual employee 
savings for retirement? 
Town-specific Goal: 
Employee Understanding/Appreciation: Will employees know what benefits to expect from the retirement 
program at retirement? How complicated are the plan benefits to explain and illustrate to participants? Are the plan 
provisions and eligibility requirements easy to follow? 
Town-specific Goal: 

Town-specific Decision Matrix

Path Forward
Setting a Route
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Other Criteria Importance 
(1 to 10)

Risk of Litigation: What is the impact of litigation of the new plan changes? Will the plan changes minimize the 
Town’s exposure to litigation risk? 
Town-specific Goal: 
Administrative Complexity: How complicated would the plan benefits be to calculate? Are the complications 
such that there is an increase on administrative cost? 
Town-specific Goal: 
Predictability of Retirement Benefits: Will the benefits provided be determinable or is the benefit a function of 
the funds accumulated for the employee? 
Town-specific Goal: 
TBD:

Town-specific Goal: 
TBD:

Town-specific Goal: 
TBD:

Town-specific Goal: 

Town-specific Decision Matrix

Path Forward
Setting a Route
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Path Forward
Trends

Defined Benefit Combined Plans Cash Balance Defined Contribution
 Retention of defined 

benefit plan with 
changes for new hires:
 Raise retirement 

eligibility
 Raise contributions
 Lower multiplier
 Reduced or 

suspended COLA
 Eliminate rehired 

retirees and spiking
 Some states/localities 

have reduced COLA for 
existing retirees

 Some states/localities 
are considering changes 
for future accruals for 
current active 
employees

Washington
 Employee choice of:
Plan 2: DB–2% of pay plan
Plan 3: 

» DB–1% of pay plan
» DC Employer contribution: 8%

Employee contribution: 5% – 15% 
Oregon
 Combined DB/DC plan
 Tier II: 
DB 1.5% of pay plan employer funded
DC 6% employee funded

Utah (July 2011)
Employee Choice of:
 Tier II:
DB 1.5% of pay plan
 10% cap on employer contributions

 DC funded by “excess” employer 
contributions
OR

 DC 10% employer contributions
City of Atlanta/Rhode Island 
 All workers in hybrid (7/2012)
Virginia
 Moves all new hires to hybrids (7/2014)

Nebraska (January 1, 2003)
 Employees contribution: 

4.8%
 Employer contribution: 

7.5%
 Investment return 

guarantee: 
‒ At least 5% annual 

return
‒ Potential for additional 

Board approved amount
‒ Total not to exceed 8%

Louisiana
 Cash balance plan for new 

hires on/after 1/01/2013
Kansas
 Cash balance plan for new 

hires on/after 7/1/2013

Alaska (July 1, 2006)
 All new employees
 Employer contribution: 

3.5% plus 3.75% to retiree 
health fund

 Employee contribution: 8%
Michigan (March 1997)
State Employees:
 Employer contribution: 

4% up to 7%
 Employee contribution: 

up to 3%
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Path Forward
Trends

State Change
Contribution Rate 
Changes

Employer
New Hires

CA, HI, IA, KS, LA, MN, ND, NJ, NM  Raise all contribution rates
 Reinstate higher contributions based on 

funding levels or investment returns

 Lower employer contribution rates
 Mandate employee contributions
 Prohibit “pick-up” of employee contributionsEmployee

New Hires
FL, DE, HI, IA, LA, MN, MO, MS, MT, 
VT, WY

ALL EE AL, AZ, CO, DE, FL, KS, MD, NE, NH, 
NJ, ND, NM, OH, TX, VA, VT, WI

ALL ER (+) HI, NE
ALL ER (-) AL, AR, CO, FL, NM, ND, OH, TX, VT

COLA New Hires CT, HI, FL, IL, MD, MI, MS, KS, OK, UT  Suspension tied to funding or CPI
 Suspension tied to funding percentage or 

investment returns
 Elimination tied to benefit amount

 Freeze based on service accrual date
 Delay start
 Retirement after a date certain
 Apply to non-vested

Actives AZ, CT, FL, KS, MD, MS, VA
Retirees CO, ME, MN, NJ, RI, SD

Sponsor 
Contribution Rules

IA, LA, MD, NJ, VA, VT  Additional contributions to ARC
 Require ARC

 Earmark pension savings to pay down 
unfunded liability

 Require payment of the ARC
Anti-Spiking New Hires AZ, DE, FL, CO, CT, IA, IL, LA, MT,  Limits pensionable compensation

 Longer FAS period
 Longer vesting period
 Cap compensation growth in FAS period
 Cap on benefit percent or dollar amount

Actives NH, NJ, NC, MD, VA, WV

Multiplier New Hires GA, HI, MD, MS, MT, NH, NJ, KS  Lower multiplier
 Rolling rate based on service 

 Reduce longevity multiplier or period
 Apply to non-vestedActives KS, VA, VT

Retirement Eligibility New Hires AZ, CT, DE, FL, HI, IL, MN, MO, MS, 
MT, NH, NJ, NC, ND, OK, WV, WI

 Raise service requirements
 Longer vesting period

 Eliminate combined age/service rule
 Increase combined age/service rule

Actives AZ, CO, CT, TX
Retirement Age New Hires DE, HI, ME, MO, NH, ND, OK  Raise normal retirement age 

 Apply to non-vested
 Coordinate with social security normal 

retirement ageActives AZ, CO, ME, VA, VT
Re-employment AZ, AK, CO, GA, IL, MD, ME, MI, MS, 

NM, SD, UT
 Eliminate service accrual after rehire
 Limit compensation

 Suspend pension and health benefits based 
on earnings after rehire

 Require full contribution
Hybrid New Hires GA, IN, KS, LA, MI, UT, VA  Combine a lower multiplier DB plan with a DC 

account
 Choice of Defined Benefit, Hybrid or Defined 

ContributionActives LA, RI, 
Defined Contribution New Hires NJ, UT  Part-time workers  Optional

Sources: National Media Reports, National Conference of State Legislatures, May 2011 and September 2011 
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Path Forward
Trends

Source: National Conference on Public Employee Retirement Systems (NCPERS) 2012 Public Fund Study

Trends in Plan Changes 
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Path Forward
Trends

Trends in Retirement Benefits

Source: National Conference on Public Employee Retirement Systems (NCPERS) 2012 Public Fund Study
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Immediate Injection of Cash; No Change in Benefits
– Evaluate funding options including Pension Obligation Bonds (POBs)
– Pay ongoing ARC
– Raise taxes and/or reduce services

1

Immediate Injection of Cash and Reduce Benefits
– Evaluate funding options including Pension Obligation Bonds (POBs)
– Reduce benefits for future hires and/or current employees and/or current retirees
– Raise taxes and/or reduce services

2

Reduce Benefits
– Pay ongoing ARC
– Reduce benefits for future hires and/or current employees and/or current retirees
– Raise taxes and/or reduce services

3

No Change 
– Pay ongoing ARC
– Raise taxes and/or reduce services

4

Path Forward
Overview of Options

There are several variations under “Reduce benefits”
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Path Forward
Plan-specific “Levers”

“Lever” Description

Reduction in 
Unfunded1

(in millions)

Reduction 
in ARC1

(in millions)

Final Average Earnings 
(FAE)

Extend final average earnings 
period by 2 years $4.3 $0.5

Multiplier Lower future multiplier by 0.5% $2.7 $1.1

Multiplier and FAE Lower future multiplier by 0.5% 
and Extend FAE period by 2 years $6.8 $1.5

Cost-of-Living-
Adjustment (COLA)

Lower maximum COLA by 1.0% 
(from 3.0% to 2.0%)

$25.7
(~$15.6 million from 

current retirees)

$2.1
(~$1.0 million from 
current retirees)

Multiplier, FAE and COLA
Lower future multiplier by 0.5%, 
Extend FAE period by 2 years and 
Lower COLA by 1.0%

$32.0 $3.5

Hard Freeze Eliminate future DB plan accruals 
for current employees $12.5 $5.0

1 Estimated based on July 1, 2010 census data and assumptions; results vary over time 
(see Appendices for detailed year-by-year results).
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Path Forward
Proposed Project Timeline

JULY AUGUST SEPTEMBER OCTOBER

11 Kick-off Meeting –
Sensitivity of actuarial 
assumptions; High-level plan 
design options; Trends; Cost 
Matrix; Town-specific goals; 
Identification of option(s) to 
model

25-31 Refinement of option(s) –
Conference call(s) to refine 
option(s) to model for next 
meeting

31       Union Contracts – Segal 
receives all union contracts

3 2012 census data - Town
sends Segal July 2012 
valuation census data

15 Town goals/decision 
criteria finalized - Town
finalizes goals/decision 
criteria

6-30 Data questions/answers –
Town and Segal correspond 
regarding valuation data

31 2012 Census data  
finalized- Segal finalizes July
2012 valuation census data

3-7 Plan Design Meeting #2 –
Segal/Town meet to review 
results of initial options 
modeled (updated for final 
2012 census data); Refine 
initial option(s); Additional 
option(s) to model

10-28 Additional option(s) 
modeled (if applicable) –
Segal models additional 
options

8-12 Plan Design Meeting #3 –
Segal/Town meet to review 
results of additional options 
modeled; Refine option(s) if 
applicable; Additional 
option(s) to model if 
applicable

15-31 Final option(s) 
modeled/refined (if 
applicable) – Segal 
models/refines options

31 Recommendation final –
Committee finalizes 
recommendation

Late July – August Modeling of Option(s) for Plan Design Meeting #2, 
Refinement of goals/decision criteria

NOVEMBER DECEMBER JANUARY FEBRUARY

5-12 Report/Presentation –
Segal drafts 
report/presentation

13-16 Report review – Town 
reviews report; provides 
suggested 
comments/changes

19-29 Report updated – Segal 
updates report for suggested 
comments/changes

30 Report finalized – Segal 
finalizes report/presentation

3-7 Report to Council –
report/presentation sent to 
Council for review

10-14 Report/Presentation
presented to Council –
report/presentation presented 
to Council for review

1-11 Legislation presented to 
Council (if applicable) –
legislation presented to 
Council for approval

14-31 Council approves changes 
– Council enacts legislation

Communications/  
Implementation

Late November – December Communications to Council Early January – February Communications to Employees/Public
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These projections are to be used solely for the 
purpose of comparing alternative designs. These 
projections and are not applicable for other 
purposes. 
Note that projections, by their nature, are not a guarantee of future results. 
The modeling of alternatives are intended to serve as estimates of future 

financial outcomes that are based on the information available at the time 
the modeling is undertaken, and the agreed-upon assumptions and 
methodologies described herein. 
Emerging results may differ significantly if the actual experience proves to 

be different from these assumptions or if alternative methodologies are 
used. 
Actual experience may differ due to such variables as demographic 

experience, the economy, stock market performance and the regulatory 
environment.

Appendices
Disclosure
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Projection Methodology: Based on July 1, 2010 census data and May 31, 2012 market value of assets 
projected forward assuming all Economic and Demographic assumptions met

Data: As of July 1, 2010

Discount Rate: 8.00% (unless specifically stated)

Annual Investment Return: 8.00% (unless specifically stated)

Salary Increases: 4.00% (unless specifically stated)

Market Value of Assets: $55.70 million as of May 31, 2012 projected forward

Actuarial Value of Assets: 5-year smoothing of investment gains/losses

Demographic Assumptions: Same as July 1, 2010 valuation

Funding Method: Entry Age Normal

Employee Contribution: 7.50%/6.00% (Guardian/Service) of salary increasing with salary increase 
assumption;

Employer Contribution: Residual amount to meet annual required contribution unless specifically 
stated; based on Closed 24-year, level-percent-of-payroll amortization of the 
unfunded liability; 

Administrative Expenses $0.1 million initially increasing 3.00% annually
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Assumptions and Methods



Type Description Example Variations Pros Cons
1. Final 

Average 
Salary

Benefit based on a 
percentage of 
participant's 
average salary 
during specified 
period 

1.5% x Final 5-
year Average 
Salary x Years 
of Service

May limit service 
or salary; Overall 
dollar limit

Benefit linked to 
salary growth; 
Keeps pace with 
Inflation

Back-loaded 
accrual/cost 
pattern

2. Career 
Average 
Salary 

Benefit based on 
percentage of 
participant's 
average salary over 
career 

1.5% x Career 
Average Salary 
x Years of 
Service

May include 
inflation update; 
Layered accruals 
are common

Benefit partially 
linked to salary 
growth; Level 
accrual/cost pattern 
w/o updates

Does not keep 
pace with 
inflation; 
Increased 
administration

3. Flat Dollar Benefit based on 
stated amount for 
each year of service

$60 x Years of 
Service

May include 
inflation update; 
May limit service

Simplicity; 
Uniformity; Level 
accrual/cost pattern 
w/o updates

Benefit not 
linked to salary 
growth; Does not 
keep pace with 
inflation

4. Cash 
Balance

Benefit based on 
account balance 
that can be 
converted to annuity 
at retirement; 
Account balance 
determined similar 
to DC Plan 

7.5% of annual 
salary 
contributed to 
account; 
account 
balance grows 
5% per year for 
interest

Contribution may 
vary by 
age/service

Benefit partially 
linked to salary 
growth; Keeps 
some pace with 
inflation; Benefit 
defined in terms of 
account balance

Lack of 
familiarity; 
Administrative 
complexity

Appendices
Defined Benefit Plan Designs
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Objective Defined Benefit (DB) Defined Contribution (DC)
Funding Certainty Plan liabilities change based on 

actuarial assumptions, e.g., future 
salary increases, investment 
earnings, employee turnover.

Employer liability is fulfilled annually as 
contributions are made to employee accounts 
based on a percentage of payroll.

Predictable 
Contribution 
Costs

Annual contribution may vary from 
year-to-year based upon actuarial 
assumptions (see above). Rates 
may be set by statute to increase 
predictability.

Annual cash expenditures are more predictable 
as they are based on a set percentage of 
employee salaries.

Recruitment Tool Some portability through service 
credit purchase or return of 
employee contributions.

Assets are portable.

Reward Career 
Employees

Benefits are typically based on final 
year(s) salary, rewarding career 
employees.

Benefits are based upon accumulated 
contributions and earnings.

Expenses Expenses include actuarial 
valuation and investment fees 
including recordkeeping and 
investment management. Employer 
pays administrative and investment 
fees.

Expenses may be lower than a defined benefit 
plan because no actuarial valuation is 
necessary and investment fees are shifted to 
the employee. Employee education costs may 
be higher. Actual expenses are more difficult to 
determine and may be included as an offset to 
investment return.

Appendices
Features of DB and DC Plans
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Objective Defined Benefit (DB) Defined Contribution (DC)
Benefit Potential Benefits paid at retirement are for 

life and are guaranteed by the 
plan’s benefit formula. Cost of 
living increases are common.

Benefits paid at retirement are based on 
contributions and earnings. The final retirement 
benefit can be eroded by pre-retirement 
distributions.

Understandable 
Benefits

Benefits require explanation 
because they are based on a set of 
variables, e.g., future earnings and 
year of service at retirement. There 
are no separate accounts.

Benefits are based on accumulated 
contributions plus earnings at the time of 
retirement. Market fluctuations make it difficult to 
predict retirement benefit.

Access to 
Benefits While 
Employed

Benefits may not be withdrawn 
while actively employed. Loans can 
be made provided IRS guidelines 
are followed, but are rare.

Benefits may be withdrawn or loaned under 
certain circumstances provided IRS guidelines 
are followed.

Investment Risk Investment risk is assumed by the 
employer. Contributions may be 
lowered by earnings that exceed 
assumed rates of return.

The employee assumes investment risk and 
bears a direct relationship to the retirement 
benefit. In some cases, the plan design includes 
a minimum guaranteed return. 

Appendices
Features of DB and DC Plans
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Reduction in ARC of various “Levers”1

1 Based on July 1, 2010 census data and May 31, 2012 Market value of assets projected forward assuming all 
economic and demographic assumptions are met. Also, assumes FY ‘13 Town contribution of $9.0 million.

Appendices
Plan Specific “Levers”


