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SECTION I- BOARD SUMMARY 

Underlying the changes in the actuarial valuation from one year to the next are changes in the 
membership of the System. These changes affect the liabil ity of lhe System as we ll as 
contributions to the System. As shown in Table I- I below, total membership grew 3.8% from 
201 7 to 20 J 8. In particular, active membership increased 4.2% and total payro ll increased by 
4. J %. Approximately 48% of active members are now Tier 2 members. 

Table I-1 

" 

Total Membership 

June 30, 2018 June 30, 2017 0;(, Change 

Active Members 
Tier 1 1,855 1,991 -6.8% 
Tier 2 1,699 1,419 19.7% 

Total Actives 3,554 3,410 4.2% 

Terminated Vested Members 
Tier 1 1,022 1,037 -1.4% 
Tier 2 412 315 30.8% 

Total Terminated Vesteds 1,434 1,352 6. 1% 

Members In Pay Status 
Tier 1 4,222 4,114 2.6% 
Tier 2 3 1 200.0% 

Total In Pay Status 4,225 4,11 5 2.7% 

Total Membership 9,213 8,877 3.8% 

Active Member Payroll 
Tier 1 $ 171,639 $ 181,691 -5.5% 
Tier 2 127,347 105,649 20.5% 

Total $ 298,985 $ 287,339 4.1% 

Average Pay per Active Member $ 84.1 $ 84.3 -0.2% 

Dollar amounts in thousands 

As shown in the chart on the following page, the number of active members declined about 25% 
from 4,079 in 2009 to 3,076 in 2012. Since then, there has been a gradual increase in the number 
of active members to 3,554 in 2018. At the same time, the number of members in pay status has 
increased about 44% from 2,930 in 2009 to 4,225 in 2018. As a result, the support ratio (the ratio 
of the number of vested terminated and members in pay status to the number of active members) 
increased from approximately 0.9 in 2009 to 1.5 in 2012 and has remained relatively stable. As 
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SECTION I - BOARD SUMMARY 

there are fewer actives to support each re tiree, contributions tend to become more volatile and 
sensitive to gains and losses. Th is type of progression is to be expected for a maturing plan over 
a long period of time, but the impact of the recession accelerated the trend significantly. 
Following the recession, the rat io appears to have stabil ized, but there is no ind ication yet of a 
return to a lower ratio. 
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This report measures assets and liabi lities for funding purposes o nly. These measures are not 
appropriate for assessing the sufficiency of plan assets to cover the estimated cost of settling the 
plan's benefit obligations, and there is a separate report for financia l reporting. Table I-2 on the 
next page summarizes the Actuarial Liabili ty, assets, and related ratios for the System as of 
June 30,201 8 compared to June 30,201 7. 
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Table 1-2 

Summary of Funded Status and Related Ratios 

Junc30, 2018 June 30, 2017 % Change 

Actuarial Liabi li ty 
Actives $ 1,098,809 $ 1,091,571 0.7% 
Deferred Vested 236,21 6 222,400 6.2% 
ln Pay Status 2,765,796 2,609,995 6.0% 

Total $ 4,100,821 $ 3,923,966 4.5% 

Market Value of Assets (MV A) $ 2,069,332 $ 1,972,791 4.9% 
Unfunded Actuarial Liability - MVA Basis $ 2,031 ,489 $ 1,951,175 4.1% 
funding Ratio - MV A Basis 50.5% 50.3% 0.4% 

Actuarial Value of Assets (A VA) $ 2,179,488 $ 2,101,435 3.7% 
Unfunded Actuarial Liability - AVA Basis $ 1,921,333 $ I ,822,531 5.4% 
Funding Ratio- AVA Basis 53. 1% 53.6% -0.8% 

FYE 2019 Expected Payroll $ 298,985 $ 287,339 4.1% 

Asset Leverage Ratio 6.9 6.9 0.8% 
Actuarial Liability Leverage Ratio 13.7 13.7 0.4% 

Interest on UAL - MV A Basis $ 132,719 $ 129,757 2.3% 
Interest Cost as Percent of Payroll 44.4% 45.2% -1.7% 

Dollar amounts i11 thousands 

The Actuarial Liability represents the target amount of assets the plan should have in the trust as 
of the· va luation date based on the actuarial cost method. The Actuaria l Liability grew 4.5%, 
refl ecting the continued accrual of benefits and the changes in assumptions adopted this year. 
The Market Value of Assets increased 4.9%. As a result, the Unfunded Actuaria l Liability 
(UAL) measmed on the Market Value of Assets increased 4.1% from approx imately 
$1,951 .2 million to $2,031 .5 million, and the funding ratio on an MVA basis remained relatively 
level, increasing slightly from 50.3% to 50.5%. 

The asset smoothing method deferred 80% of the investment loss while recognizing 20% of the 
prior four years' gains and losses, resulting in a 3.7% increase in the Actuarial Value of Assets. 
The UAL measured on the Actuarial Value of Assets increased 5.4% from approximately 
$1,822.5 million to $1,921.3 million and the funding ratio decreased slightly from 53.6% to 
53.1 %. The Market Value of Assets is less than the actuarial value, so if assumptions are met in 
the futme, we expect an increase in contribution rates as the deferred asset losses are recognized 
in the Actuarial Value of Assets. 
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The asset leverage ratio (Market Va lue of Assets divided by payroll) of 6.9 means that if the 
System experiences a 10% Joss on assets compared to the discount rate of 6.75%, the Joss would 
be equivalent to 69% of payrol l. Interest payments on such a loss would be approximately 4.7% 
of payroll. 

Interest payments on the current UAL are approximately 43% of payroll , decreasing slightly 
from 44% of payroll in the prior year. As the System becomes better funded, the asset leverage 
ratio wi ll increase, and if it was J 00% funded, the leverage ratio wo ul d be 13.7 (Actuarial 
Liability divided by payrol l). Higher asset leverage ratios indicate that a system is more sensitive 
to investment gains and losses. That is, the same level of investment ga in or loss wi ll have a 
greater impact on contri bution rates for a system with a higher ratio than for a system with a 
lower ratio. 

The chart below shows the historica l and projected trends for assets (both market and smoothed 
actuarial) versus the Actuarial Liability, and also shows the progress of the funded ratios (based 
on the Actuarial Value of Assets) since 2009. The historical Actuarial Liability is shown in dark 
gray while the projected Actuarial Liability is shown in a lighter gray. From 2009 to 2018, the 
funding ratio has declined primari ly because the System experienced lower than expected 
investment returns on the Actuarial Value of Assets and changed assumptions, including 
reducing its assumption of future investment returns. If all assumptions are met in the future 
including an expected return of 6.75% each year, the funded status is expected to reach about 
80% by 2033 . 
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Whi le the funded status is expected to improve, the UAL is dependent on actual investment 
returns, changes in assumptions and actuarial gains and losses, so there is potentially a wide 
range for the projected UAL. 

More detai l on the assets can be found in section IV of this report, and more detail on the 
measures of liabil ity can be found in section V of this report. 
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Changes in UAL 

The chart at the bottom of the dashboard (page I) and Table J-3 on the next page summarize the 
changes in the Unfunded Actuarial Liabi I ity over the last 10 years. Five categories of changes are 
shown : investment gains or losses on the Actuarial Value of Assets, liabi lity gains or losses, 
assumption changes, benefit changes, and contributions. 

Investment losses have contributed significantly to the growth in the UAL with 2014 as the only 
year in the last 10 in which there was an investment gain on the Actuarial Va lue of Assets. In 
sum, investment losses have increased the UAL by about $630 million over the last 10 years. 

There have been significant assumption changes as shown by the purple bars in the chart on the 
dashboard, including reductions in the discount rate in steps from 8.25% in 2007 to 6.75% in 
2018 that have increased the measure of the UAL by a sum total of$815 million over the last 10 
years. 

Actua l contributions have consistently been less than the normal cost plus interest on the UAL, 
resulting in an annual increase in the amount of the UAL as shown by the red bars on the 
dashboard. In sum, this has added $177 million to the UAL over the last I 0 years. This pattern is 
a resu lt of the prior policy of a 30-year rolling amortization that is being phased out. 
Contribution rates in the future are expected to exceed normal cost plus interest on the UAL and 
begin paying down the UAL. 

After four consecuti ve years of losses, this year there was an actuarial gain on the Actuarial 
Liabi li ty. In sum, the gains and losses on the Actuarial Liabi lity have subtracted roughly $10 
million from the UAL over the last 10 years. The only benefit changes in the last J 0 years that 
affected the UAL were the elimination of the SRBR in 20 12 and the changes under Measure F in 
201 7 and 2018. 

In aggregate, the UAL has increased in every year of the 1 0-year period for a total increase of 
approximately $1.6 billion as shown in Table l-3 . 

<:+tEIRON )~ 6 



Discount Rate 
Source 
AVA (G)/L 
Liability (G)/L 
Assumption Changes 
Benefit Changes 
Contributions 

Total UAL Change 

$ 

FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

SECTION I- BOARD SUMMARY 

Table I-3 

Changes in Unfunded Actuarial Liability 

2009 2010 20 11 201 2 2013 201-' 20 15 2016 201 7 2018 Total 

7.75% 7.95% 7.50% 7.50% 7.25% 7.00% 7.00% 6.88% 6.875% 6.750% 

86.5 $. 124.1 $ 82.2 $ 11 9.3 $ 76.5 $ (39.7) $ 3.6 $ 81.5 $ 44.6 s 49.9 s 628.6 
62.2 (60.4) (98.0) (6.5) (0.1) 16.9 38.2 36.0 13.7 (11.5) s (9.6) 

228.8 (59.4) 187.5 0.0 63.7 103.4 191 .5 60.2 (15.6) 54.4 s 814.6 
0.0 0.0 0.0 (43. 1) 0.0 0.0 0.0 0.0 13.8 1.9 $ (27.4) 

14.0 47.0 28.9 26.8 12.4 12.2 8.8 8.8 14.0 4.0 s J 77.0 

$ 391.5 $ 51.4 $ 200.6 $ 96.5 $ 152.5 $ 92.8 $ 242.1 s 186.6 s 70.5 s 98.1! $ t,583.2 

Dollar ammmls in million>· 

Table I-4 below breaks out the sources of the changes in UA L for the fi sca l year ending 
June 30,2018. The UAL increased about $99 million since the prior year. About $50 m illion was 
due to investment losses on the Actuaria l Value of Assets. The Board adopted a decrease in the 
discount rate assumption and an update to the most recent mortali ty improvement projection 
scale (MP-20 18 for this valuation) . These assumption changes increased the UAL by 
approximately $54 million. There were liabili ty gains of about $1 I m illion and reclassify ing 
classic members from T ie r 2 to Tierl increased the UAL about $2 million . F inally, contributions 
less than normal cost p lus interest on the UAL added about $4 million to the UAL durin g the 
year. 

Table I-4 

Changes in Unfunded Actuarial Liability 

Unfunded Actuarial Liabil ity, June 30, 2018 
Unfunded Actuarial Liability, June 30, 201 7 
Change in Unfunded Actuarial Liability 

Sources of Changes 
Plan Changes- Measure F Classic Members 
Assumption Changes 
Normal Cost and Interest on UAL less Contributions 
Investment (gain) or loss on Actuarial Value of Assets 
Liabil ity (gain) or loss 

Salary experience 
Retirement experience 
Mortality experience 
Other experience 

Total Liability (gain) or loss 

Total Changes 

$ 

$ 

$ 

$ 

$ 

$ 

Amount 

1,921,333 
1,822,531 

98,802 

1,908 
54,398 
4,043 

49,921 

(9,844) 
6,454 

(2,274) 
{5,804) 

{J 1,468) 
98,802 

Dollar amo11111s in tllo11sands 
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Contribution Amounts and Rates 

As shown in the upper left corn er of the dashboard, the total City contribution rate reported in the 
actuarial va luation increased from 56.9% to 58.2%. The red line is the normal cost (including 
administrative expenses), representing the benefits attributable to the next year of service. 
Contributions above the red line are to pay for the UA L. The blue I ine represents the tread water 
rate (norma l cost plus interest on the Market Value UAL). Contributions equal to the tread water 
rate are needed to prevent the UAL from growing as a dollar amount if all assumptions are met. 
The total contribution rate increases from slightly below the tread water rate to slightly above the 
tread water rate. As a result, the UAL is expected to be reduced s lightly if all assumptions are 
met. 

Table I-5 and the chart on the foJ lowing page summarize the member and City contribution rates 
and amounts for the fi sca l yea rs ending in 2019 and 2020. The Tier 1 UAL payment increased 
7.4% from 2019 to 2020, refl ecting the investment losses and reduction in di scount rate. The Tier 
1 normal cost rate increased primarily due to the discount rate reduction, but the Tier 1 normal 
cost dollar amount decreased due to the decline in Tier 1 active members. The Tier 2 
contribution amount increased primari ly due to the growing Tier 2 population. Jn aggregate, The 
City's contribution amount increased 6.3% whi le its contribution rate increased 1.24% of 
payroll. 
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Table 1-5 

Contribution Rates and Amounts Throughout the Year 

FYE 2019 FYE 2020 Change 
' -

Member Rates {Excluding Reclassification Pa_yments} 
Tier I 6.81% 7.06% 0.25% 
Tier 2 8.28% 8.33% 0.05% 

Ci!,Y Rates and Amounts 

Tier I UAL Payment $ 127,894 $ 137,409 7.4% 

Tier I Normal Cost/Admin 
$ 29,548 $ 28,866 -2.3% 

18.61% 19.34% 0.73% 

Tier 2 Contribution 
$ 11 ,418 $ 13,282 16.3% 

8.28% 8.33% 0.05% 

Aggregate Contribution 
$ 168,861 $ 179,558 6.3% 

56.92% 58.17% 1.25% 

Dollar muounts in thousands 
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By far, the most signifi cant portion of the City' s contribution is the Tier I UAL payment which 
is substantial ly attributable to members who no longer work for the Ci ty. 

The chart below shows the historical and projected aggregate member contribution rates (purple 
bars) and City contribution rates (gold bars) compared to the projection of member plus City 
contributions from the prior va luation , indicated by the red line. These contribution rates assume 
that all assumptions are met. The black line shows the historical and projected total normal cost 
rate. The blue line represents the historica l and projected tread water rate. Historica l rates and 
rates calculated through the fiscal year ending June 30, 2020 are shown in a darker shade than 
the projected future contribution rates. 
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The aggregate City contribution rate has increased dramatically since FYE 201 0 primarily due to 
investment losses, assumption changes, and reductions in payroll that increased the UAL rate. In 
aggregate, the discount rate over this period has been reduced from 8.25% to 6.75%. Future 
aggregate City contribution rates are expected to increase slightly in the next few years due to the 
recognition of recent investment losses, and then gradually decrease over time after that. The 
gradual decrease in the total rate is driven by the projected gradual decrease in tota l normal cost 
rate as Tier 2 becomes a greater proportion of the active membership and the gradual decrease in 
UA L rate as payroll is expected to grow slightly faster than amortization payments (3 .25% vs. 
3.00%). After the projection period shown, contribution rates are expected to drop more rapidly 
as some amortization bases are fu lly paid off. 

The chart on the fo llowing page shows historical and projected member (purple bars) and City 
(gold bars) contribution amounts (assuming contributions throughout the year) compared to the 
projected amounts shown in the prior va luation. If al l actuarial assumptions are exactly met, City 
contri butions are expected to increase at a rate slower than payroll growth from $180 mill ion in 
FYE 2020 to a peak of approximately $249 mi ll ion in FYE 2033, before declining as portions of 
the UAL are paid off. 
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SECTION I - BOARD SUMMARY 

Historical and Deterministic Projection of Contribution Amounts 

2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 
F lscaiYearEudlng 

Section VI of this report provides add itional detail on the contribution rates and the amortization 
schedu les separately by Tier. 
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SECTION II- ASSESSMENT AND DISCLOSURE OF RISK 

Actuari al va luations are based on a set of assumptions about future economic and demographic 
experience. These assumptions represent a reasonable estimate of future experience, but actual 
future experience will undoubted ly be different and may be significantly different. This section 
of the report is intended to identify the primary risks to the plan, provide some background 
information about those risks, and provide an assessment of those risks. 

Identification of Risl{S 

As we have discussed with the Board, the fundamental risk to the System is that the 
contribu tions needed to pay the benefits become unaffordable. While there are a number of 
factors that could lead to contribution amounts becoming unaffordable, we believe the primary 
risks for this Plan are: 

• Investment risk, 
• Interest rate risk, 
• Longev ity and other demographic risks, and 
• Assumption change risk. 

Other risks that we have not identified may also tu rn out to be important. 

Investment Risk is the potential for investment returns to be different than expected. Lower 
investment returns than anticipated will increase the Unfunded Actuarial Liability necessitating 
higher contributions in the future unless there are other gains that offset these investment losses. 
The potential volatility of future investment returns is determined by the System's asset 
allocation and the affordability of the investment risk is determined by the amount of assets 
invested relative to the size of the City. 
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Changes in Unfunded Actual'ial LiabiUty 

• Total Change AVA Investment (G)/L 
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The chart above shows the impact of investment gains and losses on the smoothed Actuaria l 
Value of Assets over the last I 0 years compared to the System' s total change in UAL. 
Investment losses have been a s ignificant contributor to the growth in the UA L. 

Interest rate risk is the potential for interest rates to be diffe rent than expected. For public plans, 
short-term fluctuations in interest rates have little or no effect as the plan 's liability is usually 
measured based on the expected return on assets. Longer-term trends in interest rates; however, 
can have a powerful effect. The chart on the following page shows the yie ld on a J 0-year 
Treasury security compared to the System' s assumed rate of return. The d ifference is a simple 
measme of the amo unt of investment ri sk taken. As interest rates have declined, plans faced a 
choice: maintain the same level of risk and reduce the expected rate of return ; mainta in the same 
expected rate of return and take on more investment risk; or some combination of the two 
strategies. 
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Historical Implied Risk P•·emium 
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Longevity and other demographic risks are the potential for mortality or other demograph ic 
experience to be different than expected. Generally, longevity and other demographic risks 
emerge slowly over time and are often dwarfed by other changes, pa1ticularly those due to 
investment returns. The chart below shows the demographic gains and losses over the last 10 
years compared to the total change in the UAL for each year. 
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SECTION II- ASSESSMENT AND DISCLOSURE OF RISK 

Assumption change risk is the potential for the environment to change such that future va luation 
assumptions are different than the current assumptions. For example, dec I ines in interest rates 
over the last three decades resulted in higher investment returns for fixed income investments, 
but lower expected futu re returns necess itating either a change in investment policy, a reduction 
in discount rate, or some combination ofthe two. Assumption change ri sk is an extension of the 
other ri sks identified, but rather than capturing the risk as it is experi enced, it captures the cost of 
recognizing a change in environment when the current assumption is no longer reasonable. 

As shown in the chart below, there have been substantial changes in assumptions increasing the 
UAL. Most of these changes are due to reducing the discount rate from 8.25% to 6.75% over th is 
period, but it also includes changes to demographic assumptions such as morta lity and retirement 
rates . The reductions in the discount rate largely reflect the impact of decl ining interest rates on 
future expected investment returns. 

Changes In Unfunded Actuarial Liability 
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Plan Maturity Measures 

The futme financial condition of a mature pension plan is more sensitive to each of the risks 
identified above than a less mature plan . Before assessing each of these risks, it is important to 
understand the maturity of the plan compared to other plans and how the maturity has changed 
over time. 

Plan maturity can be measured in a variety of ways, but they all get at one basic dynamic- the 
larger the plan is compared to the contribution or revenue base that supports it; the more 
sensitive the plan will be to risk. The fo llowing measures have been se lected as the most 
important in understanding the primary risks identified for the plan. 
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Support Ratio (Inactives per Active) 

One simple measure of plan maturity is the ratio of the number of inacti ve members (those 
receiving benefits or entitl ed to a deferred benefit) to the number of active members. The 
revenue base supporting the plan is usually proportional to the number of active members, so a 
relatively high number of inactives compared to acti ves indicate a larger plan relative to its 
revenue base as well. 

Support Ratio - Inactives pe•· Active 
5th to 25tb Percentile • 25th to 50th Percentile 
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The chart above shows the distribution from the 5111 to 95111 percentile of support ratios for the 
plans in the Public Plans Database. The black diamond shows how San Jose Federated compares, 
and the gold diamond shows how the combined Federated and Police and Fire plans compare. 
Through 2007, the System was in the midd le of the distribution even as the support ratio 
increased. However, after the Great Recession, the Plan 's support ratio increased dramatically 
and is now among the highest compared to the plans in the database. 

Leverage Ratios 

Leverage or volatil ity ratios measure the size of the plan compared to its revenue base more 
directly. An asset leverage ratio of 5.0, for example, means that if the System experiences a 10% 
loss on assets compared to the expected return, the loss would be equivalent to 50% of payroll . 
The same investment loss fo r a plan with an asset leverage ratio of 10.0 would be equivalent to 
1 00% of payroll. 

As the System becomes better funded, the asset leverage ratio wi II increase, and if it was 100% 
funded, the leverage ratio would equal the Actuarial Liabil ity (AL) leverage ratio. The AL 
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leverage ratio also indicates how sensitive the System is to experi ence ga ins and losses or 
assumption changes. For example, an assumption change that increases the AL by 5% would add 
a liability equivalent to about 50% of payrol l if the AL leverage ratio is 10.0. 

Asset Leve1·age Ratio 
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The charts above show the distribution from the 51
h to 951

h percenti le of asset and Actuarial 
Liability leverage ratios for the plans in the Publi c Plans Database. The black diamond shows 
how San Jose Federated compares, and the gold diamond shows how the combined Federated 
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and Poli ce and Fire p lans compare. As we have di scussed with the Board for several years and as 
is shown in the charts on the previous page, the leverage ratios for the Federated System are 
higher than most plans and are s ignifica ntly higher when combined with Police and Fire, 
indicating that San Jose is much more sensitive to r isk than most plan sponsors. 

Assessing Costs and Risks 

The fundamental risk to the System is that the contributions needed to fund the benefits become 
unafforclable. Assessing this risk, however, is complex because there is no bright li ne of what is 
unaffordable and the contribution amounts themselves are affected not just by the experience of 
the System, but also by the interaction of th at experience and decisions by the Board related to 
assumptions, asset smoothi ng methods, and amortization periods. 

Point in Time Assessments 

To assess the risks of the System independent of the contribution strategy, there are two 
measures on wh ich to focus: normal cost and interest cost. The normal cost represents the 
expected cost of the benefits attributable to the next year of service. The interest cost represents 
the interest on the UAL calculated using the discount rate. Combined, the normal cost plus the 
interest cost are referred to as the Tread Water Cost. If actual contributions are less than the 
Tread Water Cost, the UAL would be expected to grow; and if actual contri butions are greater 
than the Tread Water Cost, the UAL would be expected to shrink . 

The stacked bars in the chart on the next page show the normal cost and interest cost at the 
current discount rate compared to a discount rate 100 basis points lower. The black I ine shows 
the combined FYE 2020 employee and City contributio n rate based on the two discount rates. 
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Discount Rate Change Impact 

-+-Normal Cost -+-Tread Water 
90% ~---------------------------------------------

80% +-------------------------_, City, % 

70% t---~====~::::~~~---r------~ 

6.75% 5.75% 
Discount Rate 

Decreasing the di scount rate by 100 basis points would increase the norma l cost by over 5% of 
payroll and the tread water rate by over 10% of payrol l. Using the current amortization methods, 
the total contribution rate wo uld increase by about 18% of payrol l to almost 84% of pay. 

The recent declines in discount rates have been largely driven by declines in inte rest rates that 
affect expectations of future investment returns. If there are further declines in interest rates or if 
there is a desire or need to reduce investment risk that reduces expected returns, the discount rate 
may need to be reduced further and the normal cost and interest cost will increase. 

Actual investment returns do not affect the normal cost, but they d irectly affect the interest cost. 
One simple measure of the risk inherent in the investment policy is the Interest Cost at Risk 
(ICaR), which is the amount that the interest cost would increase if the investment returns for 
one year were two standard deviations below the expected return . Based on the capita l market 
assumptions of Meketa over a 1 0-year horizon, the standard deviation for the current portfolio is 
12.3%, making the investment return used to determine ICaR -17.8% (6.75%- 2 x 12.3%). 

The chart on the fo llowing page shows the contribution rates for the FYE 2020, determined in 
th is valuation report in the fa r left bar graph and the expected FYE 2021 contribution rates based 
on a 6.75% investment rate of return for FYE 2019, in the middle of the chart. The FYE 202 1 bar 
graph on the right shows the impact of a - 17.8% return for FYE 2019. The tread water cost 
would increase by about 11% of pay. The City contribution rate for FYE 2021 in this scenario 
would be 6 1.6% of pay and expected to inc rease in futu re years as the investment loss is 
recognized over the 5-year smoothing period. 
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Interest Cost at Risk 

~Normal Cost ~Tread Water 
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Stochastic Projections 

If experience has taught us anything, it is that there is a significant level of uncertainty in 
projections of the future. The largest source of uncertainty is the projection of investment returns. 
In order to better understand the potential impact of investment returns on the System, we have 
included some stochastic projections in the das hboard and in this section of the report. The 
stochastic project ions assume a geometric return of 6.75% and a standard dev iation of J 2.3% 
(based on Meketa's capital market assumptions for the System's investment portfo lio). Each 
projection contains J 0,000 trials that are 15 years in length. 

The chart on the next page shows the historica l and stochasti cally projected City contribution 
amounts for Tier 1. The purple line represents the amounts paid historica lly or the amounts 
already determined by an actuarial valuation, and the black line shows the projected contribution 
amount for each year if all assumptions are met. The colored ranges represent different 
percenti les ofthe 10,000 trials. This range is intended to convey the degree of uncertainty in the 
projections based on future investment returns. 
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Historical and Stochastically Projected Tier 1 City Cont ribution Amounts 
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The chart shows a wide range of potential City contribut ion amounts depending on actua l 
investment returns. The range between the 5111 and 95111 percentile for FYE 2026 (based on the 
2024 actuarial va luation) is from a contribution of $107 million to a contribution of$248 million. 
This range is largely driven by the standard deviation of the investment portfol io. 

The chart on the following page shows the historical and stochast ical ly projected City 
contribution amounts for Tier 2. The range of contribution amounts is much narrower for Tier 2 
than Tier 1. Tier 2 is projected to grow quickly and assets are relatively small right now. As a 
result, actual investment returns have a limited impact on future contribution amounts while the 
rate of growth will have a larger impact. 
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Historical and Stochastically Projected T ier 2 City Contr ibution Amounts 
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A more detailed assessment is always valuable to enhance the understanding of the ri sks 
identified above. While more detail would provide some additional value, we don't believe it is 
necessary to perform an in-depth analysis every year. Consequently, we recommend the Board 
review the less detai led analysis provided above annually and consider a more detai led analysis 
period ically and when there is a substantial change in the financial position or maturity of the 
plan. 
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SECTION III- CERTIFICATION 

The purpose of this report is to present the June 30, 201 8 Actuarial Va luation of the City of San 
Jose Federated City Employees ' Retirement System ("System"). This report is for the use of the 
System and the City of San Jose. 

In preparing our report, we re lied on information, some oral and some written, supplied by the 
P lan. This information inc ludes, but is not limited to, the plan provisions, employee data, and 
financia l information. We performed an informal examination of the obv ious characteri stics o[ 

the data for reasonableness and consistency in accordance with Actuaria l Standard of Practice 
No. 23. 

The wage inflation assumption , amortization payment growth rate, and morta lity improvement 
scale were adopted by the Board of Administration w ith our input at the December 2 1, 2017 
Board meeting. The discount rate assumption was adopted by the Board of Administration with 
our input at the November 15, 2018 Board meeting. The Tier 2 retirement rates were adopted at 
the May 4, 201 7 Board meeting based on a special ana lysis presented at that meeting. All other 
assumptions in this report were adopted at t he November 19, 2015 Board meeting based on 
recommendations from our Experience Study covering plan experience during the period from 
July I , 201 0 through June 30, 201 5. P lease refer to the experience study report for an explanation 
of the rationale for each assumption. 

The liability measures and funding ratios in th is report are for the p urpose of establishing 
contribution rates. These measures are not appropriate for assessing the sufficiency of plan assets 
to cover the estimated cost of sett ling the System's benefit obligatio ns. 

Future actuaria l measurements may differ s ignificantly from the current measurements due to 
such factors as the fo llowing: plan experience d iffering from that antic ipated by the economic or 
demograph ic assumptions; changes in economic or demographic assumptions; and, changes in 
p lan prov isions or appl icable law. 

To the best of our knowledge, this report and its contents have been prepared in accordance with 
generally recognized and accepted actuarial principles and practices that are consistent w ith the 
Code of Professional Conduct and applicable Actuarial Standards of Practice set out by the 
Actuarial Standards Board. Fu rthermore, as credentia led actuaries, we meet the Qua lification 
Standards of the American Academy of Actuaries to render the op inion contained in this report. 
This report does not address any contractua l or legal issues . We a re not attorneys, and our firm 
does not provide any legal services or advice. 

This report was prepared for th e City of San Jose Federated City E mployees' Retirement System 
for the purposes described herein. Other users of this report are not intended users as defined in 
the Actuarial Standards of Practice, and Cheiron assumes no duty or liability to any other user. 

Wil liam R. Hallmark, ASA, EA, FCA, MAAA 
Consulting Actuary 
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Steven M. Hastings, FSA, EA,~AAA 
Consulting Actuary 
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SECTION IV- ASSETS 

The System uses two different asset measurements: the Market Value and Actuarial Value of 
Assets. The market value represents the value of the assets if they were liquidated on the 
va luation date. The actuarial va lue smooths annual investment returns over five years to reduce 
lhe impact of short-term investment vo latility on employer contribution rates. The Market Value 
of Assets is used primarily for reporting and disclosure, and the Actuarial Value of Assets is used 
primarily to determine contribution rates. 

This section shows the changes in the Market Va lue of Assets and develops the Actuarial Value 
of Assets. 

Statement of Change in Marl<.et Value of Assets 

Table JV-1 shows the changes in the Market Value of Assets for the current and prior fiscal years 
for each tier. 

Beginning Market Value 

Contributions 
Member 
City 
Total 

Net Investment Earnings 

Benefit Payments 

Administrative Expenses 

Measure r Transfers 

Table IV-1 

Change in Market Value of Assets 

~~ 
Tier I Tier 2 Total Tier I Tier 2 Total 

$ 1,945,723 $ 27,068 $ 1,972,791 $ 1,843,157 $ 15,723 $ 1,858,880 

11 ,406 
147,675 

$ 159,081 $ 

11 5,423 

(192,847) 

(4,761) 

1,289 

9,095 
9,095 

18,190 

2,069 

(553) 

(61) 

( 1,289) 

20,501 
156,770 

$ 177,271 

117,492 

(193,400) 

(4,822) 

0 

11,493 
132,749 

$ 144,242 $ 

144,325 

(183,060) 

( 4,345) 

1,404 

5,735 
5,735 

11,470 

1,684 

(37 1) 

(34) 

(1,404) 

17,228 
138,484 

$ 155,712 

146,009 

(183,431) 

( 4,379) 

0 

Market Value, End of Year $2,023,908 $ 45,424 $2,069,332 $1,945,723 $ 27,068 $ 1,972,791 

Estimated Rate of Return 5.8% 6.0% 5.8% 7.6% 7.9% 7.6% 

Dollar amounts in thousands 

Under Measure F, certain Tier 2 members who had prev ious Tier 1 serv ice or prior service with a 
reciprocal employer were reclassified to Tier l. The transfers shown above represent the Tier 2 
assets for those members that have been reclassified to Tier 1. The amounts in FYE 2017 were 
for rehires and were transferred as of the end of the year. The amounts in FYE 2018 were for 
classic members and were transferred as of the beginning of the fiscal year. 

The net investment earnings for the year ended June 30, 2018 represent approximate ly a 5.8% 
retum on the Market Va lue of Assets compared to an assumed return of 6.875%. This retum 
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produced an investment loss of $22.6 million for the year ending June 30, 2018. For the year 
ended June 30, 20 17, the net investment return was approximately 7.6% (6.875% was assumed), 
which produced an investment ga in of $14.7 million. 

Actuarial Value of Assets 

To determine on-going contri butions, most pension systems utili ze an Actuarial Va lue of Assets 
that smooths year-to-year market va lue returns in order to reduce the vo lati lity of contributions. 

The Actuarial Va lue of Assets is calcul ated by recognizing the deviation of actua l investment 
retums compared to the expected return (6.875% for rYE 201 8 and 201 7, and 7.00% for FYE 
20 16 and 20 15) over a fi ve-year period. The dollar amount of the expected return on the Market 
Va lue of Assets is determined using actual contributions, benefit payments, and admi nistrati ve 
expenses during the year. Any difference between this amount and the actual net investment 
earnings is considered a gain or loss. Table lV-2 on the next page shows the ca lculation of the 
Actuarial Value of Assets separately for Tier 1 and Tier 2. For each of the last fo ur years, it 
shows the actual earnings, the expected earnings, the ga in or loss, and the portion of the gain or 
loss that is not recognized in the current Actuarial Va lue of Assets. These deferred amounts wil l 
be recognized in future years . 
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TableiV-2 

Development of Actuarial Value of Assets 

Tier I Tier 2 
~~ 

Market Value of Assets $ I ,350,727 $ 673, 181 $2,023,908 $ 39,746 $ 5,678 $ 45,424 

FYE 2018 
Actual Earnings $ 77,863 $ 37,559 $ 11 5,423 $ 1,828 $ 242 $ 2,070 
Expected Earnings 92,262 45,453 137,715 2,091 276 2,366 
Investment Gain or (Loss) ( 14,399) (7,894) (22,292) (263) (34) (296) 
Deferred (80%) (I I ,5 19) (6,3 15) (17,834) (210) (27) (237) 

FYE 2017 
Actual Earnings $ 99,441 $ 44,886 $ 144,327 $ 1,513 $ 171 $ 1,684 
Expected Earnings 88,844 41,053 129,897 1,307 148 1,455 

Investment Gain or (Loss) 10,597 3,833 14,430 206 23 229 
Deferred ( 60%) $ 6,358 $ 2,299 $ 8,658 $ 123 $ 14 $ 137 

FYE 2016 
Actual Earnings $ (24,477) $ ( 10,3 1 0) $ (34,787) $ (203) $ (21) $ (224) 
Expected Earnings 95,959 41,366 137,325 77 1 78 849 

Investment Gain or (Loss) ( 120,436) (5 1,676) (172, 11 2) (974) (99) ( I ,073) 
Deferred ( 40%) $ (48,174) $ (20,670) $ (68,845) $ (390) $ (39) $ (429) 

FYE 20 15 
Actual Earnings $ (11 ,897) $ (4,69 1) $ (16,588) $ (49) $ (5) $ (54) 
Expected Earnings 100,386 40,564 140,949 403 37 440 
Investment Gain or (Loss) ( 11 2,283) (45,255) (157,537) (452) (42) (494) 
Deferred (20%) $ (22,457) $ (9,051) $ (3 1 ,507) $ (90) $ (8) $ (99) 

Total Deferred Gain or (Loss $ (75,792) $ (33,737) $ (109,528) $ (567) $ (6 1) $ (628) 

Actuarial Value of Assets $ 1,426,519 $ 706,917 $ 2, 133,436 $ 40,313 $ 5,739 $ 46,052 

Ratio of Actuarial to Market 105.6% 105.0% 105.4% 101.4% 101. 1% 101.4% 
Estimated Rate of Return 4.5% 4.6% 4.6% 5.9% 6.1% 5.9% 

Dollar muomlfs inllwusands 

On an Actuarial Value of Assets basis, the aggregate return for the year end ing June 30, 2018 
was 4.5% for Tier 1 and 5.9% for T ier 2, both Jess than the assumed return of 6.875% and the 
return on the Market Va lue of Assets. This return on the Actuarial Value of Assets produced an 
investment loss of $49.9 mill ion for the year end ing June 30, 2018. 

As shown in the chart on the fo llowing page, over the last 10 years the investment return on the 
Market Value of Assets has varied significantly from -17.8% in 2009 to 18.8% in 2011. The 
geometric average return was 4.9% and 4.1 % over the last fi ve and 10 years, respectively. The 
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return on the Actuarial Va lue of Assets is more stable than on the market va lue with a geometric 
average of 5.7% over the last five years. The return on the Actuarial Value of Assets was not 
reported prior to 20 J 0 when va luatio ns were performed every two years. 

Historical Rates of Return 

25% ~-------------------------------------------------------------, 
- Retum on Market Value Return on Actuarial Value - Assumption 

20% +-----------~~m---------------------------------------------~ 

0% 
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-15% 
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This section presents deta iled information on liabili ty measures for the System fo r funding 
purposes, including: 

• Present value of future benefits, 
• Normal cost, 
• Actuarial Liabili ty, and 
• An ana lysis of changes in the Unfunded Actuarial Liability during the year. 

Present Value of Future Benefits: The present value of future benefi ts represents the expected 
amount of money needed today if all assumptions are met to pay for all benefits both earned as 
of the valuation el ate and expected to be earned in the future by current plan members under the 
current plan provisions. Tab le V-J below shows the present value of futu re benefits as of 
June 30, 201 8 and June 30, 201 7 separately by Tier. 

Table V-1 

Present Value of Future Benefits 

June 30,20l8 June30, 20l7 ------------------------------- ----------
Basic COLA Total Total % Change 

Tier 1 
Actives $ 917,736 $ 377,520 $ 1,295,256 $ 1,31 1,384 -1.2% 
Deferred Vested 163,387 69,121 232,508 220,155 5.6% 
ln Pay Status 1,562,379 I ,203,23 1 2,765,610 2,609,988 6.0% 
Tier 1 Total $ 2,643,502 $ 1,649,872 $ 4,293,374 $ 4,141,527 3.7% 

Tier 2 
Actives $ 192,006 $ 33,754 $ 225,760 $ 174,005 29.7% 
Deferred Vested 3,532 176 3,708 2,245 65.2% 
In Pay Status 160 25 185 7 2542.9% 
Tier 2 Total $ 195,698 $ 33,955 $ 229,653 $ 176,257 30.3% 

Total $ 2,839,200 $ 1,683,827 $ 4,523,027 $ 4,317,784 4.8% 

Dollar milO IIIIlS i11 lhousands 

<:-HEIRON j1 28 



Normal Cost 

FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,2018 ACTUARIAL VALUATION REPORT 

SECTION V- MEASURES OF LIABILITY 

Under the Entry Age (EA) actuarial cost method, the present value of future benefits for each 
ind ividual is spread over the indi vidual's ex pected working career under the System as a level 
percentage of the individual 's expected pay. The normal cost rate is determined as the va lue, as 
of entry age into the System, of each member 's projected future benefi ts divided by the value, 
a lso at entry age, of the each member's expected future salary. The normal cost rate is multiplied 
by current salary to determine each member's normal cost. The normal cost of the System is the 
sum of the normal costs for each individual. The normal cost represents the expected amou nt of 
money needed to fund the benefits attributed to the next year of service under the Entry Age 
actuaria l cost method. In addition, administrative expenses are added to the EA no rmal cost rate 
to get the tota l normal cost rate. Table V-2 below shows the EA normal cost and Total normal 
cost rates as of June 30, 2018 and June 30, 2017 separate ly by T ier. The increase in norma l cost 
rate for each Tier is primarily attributab le to the reduction of the d iscount rate from 6.875% to 
6.75%. 

Table V-2 

Normal Cost 

___________ J_u_n_e_30_,_2_01_8 __________ .Junc30,2017 
Basic COLA Total Total % Change 

Tier J 
Retirement $ 19,583 $ 8,036 $ 27,619 $ 27,962 -1.2% 
Termination 7,035 2, 184 9,219 9,458 -2.5% 
Death 559 232 791 797 -0.8% 
Disabil ity 915 404 1,3 19 1,344 -1.9% 
Reciprocity 549 236 785 789 -0.5% 
Total $ 28,641 $ 11,092 $ 39,733 $ 40,350 -1.5% 

PV of Annual Payroll $ 156,433 $ 156,433 $ 156,433 $ 165,215 -5.3% 

Normal Cost Rate 18.31% 7.09% 25.40% 24.42% 4.0% 
Admin Expense 0.67% 0.33% 1.00% 1.00% 0.0% 
Total Rate 18.98% 7.42% 26.40% 25.42% 3.9% 

Tier 2 
Retirement $ 10,797 $ 1,956 $ 12,753 $ 10,480 21.7% 
Termination 3,178 376 3,554 2,763 28.6% 
Death 479 77 556 429 29.6% 
Disability 554 99 653 537 21.6% 
Total $ 15,008 $ 2,508 $ J 7,516 $ 14,209 23.3% 

PV of Annual Payroll $ 115,893 $ 115,893 $ 11 5,893 $ 95,615 21.2% 

Normal Cost Rate 12.95% 2.16% 15.1 1% 14.86% 1.7% 
Admin Expense 0.88% 0.12% 1.00% 1.00% 0.0% 
Total Rate 13.83% 2.28% 16.11% 15.86% 1.6% 

Dollar amounts iu thousands 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

SECTION V- MEASURES OF LIABILITY 

Actuarial Liability 

The Actuarial Liability represents the expected amount of money needed today if all assumptions 
are met to pay fo r benefits attributed to service prior to the va luation date under the Entry Age 
actuari al cost method. As such, it is the amount of assets targeted by the actuarial cost method 
for the System to hold as of the va luation date. It is not the amount necessa ry to settle the 
obl igation. Table V-3 below shows the Actuarial Liability as of June 30, 2018 and 
June 30, 2017 separately by Tier. 

Table V-3 

r 

Actuarial Liability 

___________ Jt_n_te_3_0,_2_0_18 __________ .June30,201 7 
Basic COLA Total Total % Change 

Tier J 
Actives 

Retirement $ 691 ,846 $ 282,546 $ 974,392 $ 980,773 -0.7% 
Termination 35,834 20,678 56,512 58,811 -3.9% 
Death 6,162 2,340 8,502 8,493 0.1 % 
Disabi lity 7,273 2,889 10,162 10,547 -3.7% 
Total Actives $ 74 1,11 5 $ 308,453 $ 1,049,568 $ 1,058,624 -0.9% 

Deferred Vested $ 163,387 $ 69,121 $ 232,508 $ 220,155 5.6% 

In Pay Status 
Retirees $ 1,439,073 $ 1,076,76 1 $ 2,5 15,834 $ 2,370,257 6. 1% 
Beneficiaries 78,306 82,592 160,898 153,241 5.0% 
Disabled 45,000 43,878 88,878 86,490 2.8% 
Total In Pay Status $ 1,562,379 $ 1,203,231 $ 2,765,610 $ 2,609,988 6.0% 

Tier J Total s 2,466,881 $ 1,580,805 s 4,047,686 $ 3,888,767 4.1% 

Ticr 2 
Actives 

Retirement $ 34,559 $ 6,332 $ 40,891 $ 27,311 49.7% 
Term ination 4,058 1,256 5,3 14 3,666 45.0% 
Death 1,43 1 249 1,680 1,056 59. 1% 
Disabil ity 1,145 212 1,357 912 48.8% 
Total Actives $ 41,193 $ 8,049 $ 49,242 $ 32,945 49.5% 

Deferred Vested 3,532 176 3,708 2,245 65.2% 

ln Pay Status 
Retirees $ 160 $ 25 $ 185 $ 7 2542.9% 
Beneficiaries 0 0 0 0 
Disabled 0 0 0 0 

Total Jn Pay Status $ 160 $ 25 $ 185 $ 7 2542.9% 

Tier 2 Total $ 44,885 $ 8,250 s 53,135 $ 35,197 51.0% 

System Total $ 2,5 11,766 s 1,589,055 $ 4,100,821 $ 3,923,964 4.5% 

Dollar amounts in thousands 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,20 18 ACTUARIAL VALUATION REPORT 

SECTION VI- CONTRIBUTIONS 

Amortization of the Unfunded Actuarial Liability 

Under the contribution allocation procedure employed by the System, there are two components 
to the contribution: the normal cost (including administrative expenses) and an amortization 
payment on the Unfunded Actua rial Liability (UAL). The normal cost rate was developed 1n 
Section V. This section develops the UAL contribution rate. 

The difference between the Actuarial Liability and the Actuarial Value of Assets is the Unfunded 
Actuari al Liability. The UAL is made up of the unam01tized UAL as of June 30, 2017 plus the 
impact of the 2018 experience and assumption changes, and the 201 7 UAL payment that is made 
by the City on July 1, 201 8. 

Table VI- I on the fo llowing page provides the payment schedule to amortize the Tier 1 UAL as 
of June 30, 2009 originally over 30 years, and any additional actuarial ga ins/(losses) or method 
changes after June 30, 2009 over 20 years and assumption changes over 25 years from the 
valuation in which they are first recognized. For members who were reclassified under Measure 
F from Tier 2 to Tier 1, a portion of the increase in li ability for the reclassification is to be paid 
by members. The outstanding amount owed by members is shown in the table along with the 
aggregate payment amount based on a 20-year amortization. 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,2018 ACTUARIAL VALUATION REPORT 

SECTION VI- CONTRIBUTIONS 

Table Vl-1 

UAL Amortization -Tier 1 

~ l~emainirrg _____ P_a~_· n_rc_nt ___ _ 
Basic COLA Total Period Basic COL:\ Total 

Members- Measure F 
EE Rehire UAL Pmt $ 567 $ 416 $ 982 20 $ 42 $ 31 $ 72 
Classic UAL Pmt 560 394 954 20 41 29 70 
Total $ 1,126 $ 810 $ 1,936 $ 83 $ 59 $ 142 

City UAL 
Golden Handshake $ 17,060 $ 4,148 $ 21,208 21 $ 1,211 $ 295 $ 1,506 
2009 UAL 61 1,255 149,688 760,943 21 43,405 10,629 54,035 
20 I 0 (Gain) or Loss 41,806 3,047 44,852 12 4,493 327 4,820 
20 I 0 Assumption Change (34,34 1) ( 19,064) (53,'105) 17 (2,827) (1 ,569) (4,396) 
2011 (Gain) or Loss 8,446 ( II , 15 1) (2,705) 13 852 (1,125) (273) 
20 II Assumption Changes 107,535 64,8 14 172,349 18 8,496 5,121 13,616 
20 12 (Gain) or Loss (177,628) 285,894 108,266 14 (16,912) 27,220 10,308 
SRBR Elimination (39,786) (39,786) 14 (3,788) (3,788) 
2013 (Gain) or Loss 48,781 20,390 69,171 IS 4,406 1,842 6,248 
20 13 Assumption Changes 30,696 30,096 60,793 20 2,253 2,209 4,462 
20 14 (Gain) or Loss (22, 161) (2,264) (24,425) 16 ( 1,907) (195) (2,102) 
20 14 Assumption Changes 57,765 42,730 100,495 21 4,102 3,034 7,136 
20 I 5 (Gain) or Loss 27,786 19,703 47,489 17 2,287 1,622 3,909 
20 I 5 Assumption Changes 96,360 106,898 203,259 22 6,634 7,360 13,994 
20 16 (Gain) or Loss 76,500 33,995 11 0,495 18 6,044 2,686 8,730 
20 16 Assumption Changes 32, 131 27,417 59,549 23 2, 149 1,834 3,983 
2017 (Gain) or Loss 41,292 17,611 58,903 19 3,140 1,339 4,479 
Measure F 4,04 1 2,992 7,033 20 349 258 607 
2017 Assumption Changes (12,647) (4,713) (1 7,360) 24 (823) (307) (1, 130) 
20 18 (Gain) or Loss 32,99 1 15,5 18 48,508 20 2,421 1,1 39 3,560 
2018 Assumption Change 28,962 24,005 52,967 25 1,838 1,523 3,361 
7 I 1 /20 18 Payment 62,393 61,323 123!7 16 

Total $ 1,039,236 $ 873,078 $ 1,91 2,3 14 $ 67,824 $ 65,243 $133,066 

Grand Total $ 1,040,362 $ 873,888 $ 1,914,250 $ 67,906 $ 65,302 $133,208 

Dollar liii/01111/S in !lwusands 

Table VI-2 on the following page prov ides the payment schedule to amortize the Tier 2 UAL as 
of June 30, 2018 over I 0 years. The amortization payment for the 2015 assumption changes was 
phased in over a 3-year period such that the payment in the first year was one third of the regular 
amortization payment. With this valuation, the phase- in period is complete. The amortization 
payments increase 3.00% each year whi le payroll is expected to increase 3.25% each year. As a 
result, payments are expected to become a s lightly smaller percentage of combined Tier 1 and 
Tier 2 payroll each year. 
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FEDERATED CITY EM I>LOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

SECTION VI- CONTRIBUTIONS 

Table VI-2 

2013 (Gain) or Loss $ 37 $ 9 $ 46 9 $ s 
20 13 Assum ption Changes I ( I) 0 9 0 
2014 (Gain) or Loss (578) 1 (577) 9 (79) 
20 14 Assumption Changes 88 18 lOS 9 12 
2015 (Gain) or Loss 671 162 833 9 91 
20 I 5 Assumption Changes 317 87 404 9 43 
20 16 (Gain) or Loss (694) ISO (544) 9 (95) 
20 16 Assumption Changes 364 79 443 9 50 
2017 (Gain) or Loss (69 1) (24) (715) 9 (94) 
Measure F 3,627 1,823 5,450 9 494 
2017 Assumption Changes 1,264 341 1,605 9 172 
20 18 (Gain) or Loss (1,549) (786) (2,335) 10 (193) 
20 18 Assumption Changes 1,130 301 1,430 10 141 
7/1/2018 Payment 586 352 938 
Total s 4,571 s 2,512 s 7,083 s 5-t8 

$ I $ 6 
(0) 0 
0 (79) 
2 14 

22 11 3 
12 55 
20 (74) 
11 60 
(3) (97) 

248 743 
46 219 

(98) (291) 
38 178 

s 300 s 848 

Dollar muotmls iulltousauds 

The chart below shows the historical UAL and its projected dec I ine if all assumptions are met as 
unrecogni zed investment ga ins and losses from the asset smooth ing method are recognized over 
the next four yea rs and as payments are made on the amortization schedules over the next 
25 years. 

2.0 
E! 
~ 1.8 
lrl 1.6 

1.4 

1.2 

1.0 

0.8 

0.6 
0.4 

0.2 

0.0 

Historical and Deterministic Projected Unfunded Actuarial Liability 

·-2009 2011 2013 2015 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037 2039 2041 2043 
J uoe30, 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL V ALUATJON REPORT 

SECTION VI - CONTRIBUTIONS 

This amortization structure res ults in a total UAL rate of 44.7% of payro ll for FYE 2020, which 
is slightly more than the amount needed to pay the interest on the UAL based on the Market 
Value of Assets (44.4% of payro ll). As a resul t, the do llar amount of the UAL is expected to start 
decreas ing after FYE 2020. 

Contribution Rates and Amounts 

T ie r 1 members pay 3/ 11 ths of the EA normal cost (including admi nistrative expenses, but 
excluding reciprocity normal cost). T ier 1 members who were rehired into Tier 2 and then 
returned to Tier 1 under Measure F a lso pay half of the increased cost attri butable to the ir Tier 2 
service. For T ier 1, the City pays 8/ l lths of the EA normal cost (includ ing adm inistrat ive 
expenses, but excluding reciprocity normal cost) plus the reciprocity norma l cost and the UAL 
payments shown above. The tota l contribution cannot be less than the normal cost. 

For Tier 2, members and the City each pay half of the EA normal cost, half of admin istrative 
expenses, and half of the UAL payments. However, the member 's UAL contribution rate cannot 
increase by more than 0.33% of pay each year. The C ity contributes any amo unts in excess of 
this cap that would otherwise be contributed by the member. The member and City contribution 
rates each cannot be less than 50% of the normal cost rate. 

Table VI-3 shows the components of the member conti·ibution rates for FYE 2020 and 2019. 

Table VI-3 

Membel' Contl'ibution Rates 

Fiscal Year Ending 2020 Fiscal Year Ending 2019 
Basic COLA Total Basic COLA Total 

Tier 1 
Normal Cost Rate 4.90% 1.89% 6.79% 4.74% 1.79% 6.53% 
Admin Expense Rate 0. 18% 0.09% 0.27% 0. 19% 0.09% 0.28% 

Regular Member Rate 5.08% 1.98% 7.06% 4.93% 1.88% 6.81% 
Measure F UAL Rate 0.06% 0.04% 0.10% 0.03% 0.0 1% 0.04% 

Average Member Rate 5.14% 2.02% 7.16% 4.96% 1.89% 6.85% 

Tier 2 
Normal Cost Rate 6.48% 1.08% 7.56% 6.30% 1. 13% 7.43% 
Admin Expense Rate 0.44% 0.06% 0.50% 0.45% 0.05% 0.50% 
UAL Rate 0. 18% 0.09% 0.27% 0.22% 0.13% 0.35% 
Member Rate 7.10% 1.23% 8.33% 6.97% 1.31% 8.28% 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL V ALUA TlON REPORT 

SECTION VI- CONTRIBUTIONS 

Table VI-4 shows the City's contribution rates and dollar amounts for FYE 2020 and 2019 
assuming contributions are made at the beginning of the fi sca l yea r. The UAL rate is calculated 
as the payment shown in Tables VI-1 and VJ -2 increased with one-half year of interest and 
divided by the projected payroll for the fiscal year. For FYE 2020, the projected payroll is 
$149.3 million for Tier 1 and $159.4 million for Tier 2. 

Table VI-4 

. - - - -- - - -
~ 

City Contl'ibution Rates and Amounts Tht·oughout the Veal' 

Fiscal Year Ending 2020 ~ 
Basic COLA Total Basic COLA Total 

Tier 1 UAL Payment $ 70,032 $ 67,377 $ 137,409 $ 64,495 $ 63,399 $ 127,894 

Tier I Normal Cost 
$ 20,01 5 $ 7,762 $ 27,777 $ 20,577 $ 7,828 $ 28,405 

13.41% 5.20% 18.61 % 12.96% 4.93% 17.89% 

Tier I Admin Expenses 
$ 731 $ 359 $ 1,090 $ 778 $ 365 $ 1,143 

0.49% 0.24% 0.73% 0.49% 0.23% 0.72% 

Tier 2 Contribution 
$ 11 ,321 $ 1,96 1 $ 13,282 $ 9,612 $ 1,806 $ 11 ,4 18 

7. 10% 1.23% 8.33% 6.97% 1.31% 8.28% 

Aggregate Contribution 
$ 102,100 $ 77,458 $ 179,558 $ 95,462 $ 73,399 $ 168,861 

33.07% 25.10% 58.17% 32.18% 24.74% 56.92% 

Dollar amounts mthousauds 

The City normall y makes its Tier I contribution as a lump sum at the beginning of the fisca l 
year. ln accordance with the Board 's policy, City contributions made at the beginning of FYE 
2020 are discounted for one-half year of interest at 55% of the valuation di scount rate. To the 
extent contributions are made after the beginning of the fisca l year, the amounts should be 
adjusted for interest. Table VI-5 shows the City contribution amounts for Tier I as of the 
beginning of the fi scal year. 

Table VI-5 

Estimated Tie•· 1 City Contribution Amounts- Beginning of Year 

Fiscal Year Ending 2020 ~ 
Basic COLA Total Basic COLA Total 

Tier 1 
Normal Cost/ Admin $ 20,372 $ 7,973 $ 28,345 $ 20,963 $ 8,042 $ 29,005 
UAL 68,768 66,160 134,928 63,309 62,234 125,543 
Total $ 89,140 $ 74,133 $ 163,273 $ 84,272 $ 70,276 $ 154,548 

Dollar CIII/011/J/s iutfwusauds 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,2018 ACTUARIAL VALUATION REPORT 

SECTION VI- CONTRIBUTIONS 

Table VI-6 reconciles the change in the Tier l and Tier 2 member and City contributions from 
the contribution rates and amounts calculated in the prior valuat ion. The increase in the 
contribution rate that was not expected in the prior valuation is primarily due to the assumption 
changes. 

Table VI-6 

Reconciliation of Changes in Contribu tion Rates and Amounts 

FYE 20 19 Contribution 
Expected FYE 2020 Contribution 

Changes Due to: 
Asset experience 
Demographic experience 
Payroll Change 
Assumption Change 

Subtotal 

FYE 201 9 Contrihution 

<:+tEIRON~ 

Member Rate 
Tiel' I Tier 2 

6.85% 8.28% 

0.00% 
0.02% 
0.00% 
0.29% 
0.31% 0.10% 

7.16% 8.33% 

Normal 
Cost 

0.00% 
-0.50% 
0.00% 
0.36% 

-0. 14% 

13.51% 

City Aggregate 
UAL Total Projected City 
Rate l~ate Payroll Amount 

57.53% 

0.19% 0.19% 
-0. 13% -0.63% 
0.07% 0.07% 
0.69% 1.05% 
0.82% 0.68% 

44.68% 58.1 9% 

. . ' 

306,320 
306,320 
308,702 
308,702 
308,702 $ 

$ 308,702 $ 

.. . . 

582 
(I ,930) 
1,589 
3,241 
3,482 

179,558 

Dollar muow1ts in thousands 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

SECTION VII- ACTUARIAL SECTION OF THE CAFR 

The Government Finance Officers Association (GFOA) maintains a checklist of items to be 
included in the System's Comprehensive Annual Financial Report (CAFR) in order to rece ive 
recognition for excellence in financial reporting. The schedules in this section are listed by the 
GFOA for inclusion in the Actuarial Section of the System's CAFR. All amounts prior to 
June 30, 2010 were calculated by the pri or actuary. 

Actuarial 
Valuation 

Date 

6/30/2018 
6/30/201 7 
6/30/2016 
6/30/2015 
6/30/2014 
6/30/2013 
6/30/201 2 
6/30/2011 
6/30/2010 
6/30/2009 

Ill 

9 

s 

7 

6 

l 

~ 

J 

2 

I 

$ 

Actuarial 
Value 

of Assets 

2, 179,488 
2, 101,435 
2,034,741 
2,004,481 
1,91 1,773 
I ,783,270 
1,762,973 
I ,788,660 
1,729,413 
I ,756,558 

$ 

Table VII-1 

Schedule of Funding Progress 

Actuarial 
Liability 

(AL) 

4,100,821 
3,923,966 
3,786,730 
3,569,898 
3,235,065 
3,013,763 
2,841 ,000 
2,770,227 
2,5 10,358 
2,486,155 

$ 

Unfunded 
AL 

1,921,333 
1,822,531 
1,75 1,989 
1,565,417 
1,323,292 
1,230,493 
1,078,027 

98 1,567 
780,945 
729,597 

Funded 
Ratio 

53% 
54% 
54% 
56% 
59% 
59% 
62% 
65% 
69% 
71% 

$ 

Covered 
Payroll 

298,985 
287,339 
266,823 
25 1,430 
234,677 
225,779 
225,859 
228,936 
300,8 11 
323,020 

Unfunded AL 
as a % of 

Covered Payroll 

643% 
634% 
657% 
623% 
564% 
545% 
477% 
429% 
260% 
226% 

Dollar mii0/111/s iu lhousauds 
I Demographic and economic assumption changes, including reducing the disconnl mte from8.25% to 7. 7 5% increased the AI, by S2 29 million 
1 Increasing the discount ratefi'om 7. 75% to 7.95% decreased the AL by S59million. 

J Demographic and economic assumption changes, including reducing the discount rate from 7.95% to 7.5% increased the AL by S/88 million 

/:.'liminal ion oft he Supplemental Retirement Benefltl/eww reduced the AL by S-13 million 

Reducing the discount rate fro nt 7.5% to 7.25% and wage inflation to 2%forflve years and 2.85% thereafter increased the AI. by S6.J million 
1 Reducing the discount rttleji'OIII 7.25% to 7.0% and eliminating the lempormy 2% wage inflation increased the AI. by S 103 million 

Demographic and economic assumption changes decreased the AL by S /92 million. 

Reducing the discou/1/ ratefl·om 7.00% to 6.875% increased the .4L by S60 million. 
9 A Ieasure F implimelflation increased tlte AL by S/.J million and assumption changes decreased the AL by S/6million 

tu Amunptiou changes increased tlte AL by S5.J million 
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Valuation 
Date 

6/30/2018 
6/30/2017 
6/30/201 6 
6/30/201 5 
6/30/2014 
6/30/2013 
6/30/201 2 
6/30/201 I 
6/30/2010 
6/30/2009 

* Actuaria/l'alue 

Actuarial 
Valuation 

Date 

6/30/2018 
6/3 0/2017 
6/3 0/2016 
6/30/2015 
6/30/20 14 
6/30/2013 
6/30/20 12 
6/30/2011 
6/30/2010 

FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,2018 ACTUARIAL VALUATION REPORT 

SECTION VII- ACTUARIAL SECTION OF THE CAFR 

Table VII-2 

Schedule of Funded Liabilities by Type 

Actuarial Liabilit For 
(A) (B) (C) 

Retirees, Remaining 
Active Beneficiaries Active 

Member and Other Members' Reported 

Portion of Actuarial 
Liability Covered 

by Reported Assets 
Contributions Inactives Liabilities Assets* (A) (B) (C) 

$ 

Assets 

$ 

230,282 $ 3,002,012 $ 868,527 $ 2, 179,488 100% 65% 0% 
236,8 19 2,830,143 857,004 2, 101,435 100% 66% 0% 
240,872 2,722,224 823,634 2,034,74 1 100% 66% 0% 
243,828 2,553,892 772,178 2,004,48 1 100% 69% 0% 
233,289 2,33 1,656 670,120 1,911 ,773 100% 72% 0% 
234,2 17 2,164,153 615,393 1,783,270 100% 72% 0% 
234,619 2,001 ,498 604,883 1,762,973 100% 76% 0% 
234,574 1,848,254 687,400 1,788,660 100% 84% 0% 
242,944 1,504,698 762,716 1,729,413 100% 99% 0% 
228,967 1,393,114 864,074 1,756,558 100% 100% 16% 

Dollar amouuts iu thousauds 

Table VII-3 

Analysis of Financial Experience 

Gain or (Loss) for Year Ending on Valuation Date Due To: 

Investment 
Income 

(49,921) $ 
(44,650) 
(8 1 ,539) 
(3,64 1) 
39,675 

(76,502) 
(1 19,33 1) 

(82, 166) 
( 124, 137) 

Combined Total 
Liability Financial 

Experience EXflerience 
Non-Recurring 

Items 
Total 

Experience 

4,702 $ (45,219) $ (56,306) $ ( 101,525) 
(13,8 19) (58,468) 1,813 (56,655) 
(29,989) (111,528) (60,233) (171,761) 
(45,998) (49,639) (191,527) (241 ,167) 
( 13,600) 26,075 (103,404) (77,329) 

2,899 (73,603) (63,668) (137,271) 
2,023 ( 117,308) 43,109 (74,199) 

83 ,403 1,237 (187,548) ( 186,311) 
45,785 (78,352) ( 18,467) (96,81 9) 

Dollar a mol/Ills ill thousauds 
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l'criod 
I : 

2016-20 17 
2015-2016 
2014-20 15 
2013-2014 
2012-2013 
2011-2012 
2010-2011 

• Years 

FEDERATED CJTY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,201 8 ACTUARIAL VALUATION REPORT 

SECTION VII- ACTUARIAL SECTION OF THE CAFR 

Table VII-4 

Schedule of Active Member Data 
Valuation Active Annual Average Percent Change 

Date Count Payroll Annual Pay in Average Pay* . . 
2018 3,554 $ 298,985,000 $ 84, 126 -0.2% 
2017 3,410 287,339,000 84,264 4.1% 
2016 3,297 266,823,000 80,929 4.2% 
2015 3,236 25 1 ,430,000 77,698 3.3% 
2014 3, 121 234,677,000 75, 193 3.0% 
201 3 3,094 225,779,000 72,973 -0.6% 
201 2 3,076 225,859,000 73,426 5.0% 
2011 3,274 228,936,000 69,925 - 11.2% 
2010 3,8 18 300,81 I ,000 78,788 -0.5% 
2009 4,079 323,020,000 79,191 7.1% 

• 2009 is m1 increase orer a ~wo-year period, not m1 mnuml increase 

Table VII-5 

Schedule Of Retirees And Beneficiaries Added To And Removed From Rolls 

llcginning of Period Added to Rolls ltcmo\'Cd from Rolls End of l'criod 
% Increase o\\'Cragc 

Annual Annual Annual 
Count Allowances Count Allowances Count .-\llowanccs Count 

115 
4,003 177,75 1 225 8,843 113 3,894 4, 115 
3,901 168,917 212 7,907 110 3,904 4,003 
3,800 159,124 200 8,266 99 3, 122 3,901 
3,71 1 150,934 194 7,274 105 3,405 3,800 
3,602 142,063 198 7,036 89 2,360 3,711 
3,428 129,869 250 14, 158 76 1,964 3,602 
3,11 1 112,660 398 19,615 81 2,406 3,428 
2,930 10 1,194 206 10,700 2,204 3,1 I I 

I 723 930 

Annual 
Allowances 

187,714 
177,751 
168,917 
159,124 
150,934 
142,063 
129,869 
112,660 
101 194 

in Annual Annual 
.\llnwanccs* .\llowanccs 

5.6% $ 46 
5.2% $ 44 
6.2% $ 43 
5.4% $ 42 
6.2% $ 41 
9.4% $ 39 

$ 38 
$ 36 
$ 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,2018 ACTUARIAL VALUATION REPORT 

APPENDIX A- MEMBERSHIP INFORMATION 

Data Assumptions and Methods 

In preparing our data, we re lied on information supplied by the San Jose Department of 
Retirement Services. Th is information inc ludes, but is not limited to, plan provisions, employee 
data, and financial information. Our methodology for obtaining the data used for the valuatio n is 
based upon the following assumptions and practices: 

• Records on the "Active" data fi le are considered to be Active if they do not have a reason fo r 
termination. 

• Records on any of the data files are considered to be Inactive if they have a reason for 
terminati on of deferred vested or leave of absence/inactive. 

• Records on the "Retiree" and " Benefic iary/QDRO" fi les a re considered in pay status if they 
do not have a date of death, are not inactive, and have not withdrawn fro m the p lan. 

• All active employees are assumed to accrue a ful l year of service in a ll future years. 

• Service for inactives that have no service amount is ca lculated to be the ti me from date of 
hire to elate oftermination. 

• The most recent annual sa lary for full-time actives that accrued one year of service is set to 
be "earnable income." If "earnable income" was not provided, then the most recent annual 
salary is calculated to be "compensation rate 2" mult iplied by 26. 

• The annual salary for ful l-time actives that accrued less than one year of service is ca lculated 
to be "compensation rate 2" multipl ied by 26. 

• The annual salary for part-time actives is set to be " pensionable compensation" d ivided by 
the increase in service. If " pensionable compensation" was not prov ided, then the annua l 
salary is calculated to be "compensation rate 2" mu ltiplied by 26. 

• The Tier J annual benefit for inactives is set to be the accrued benefit p rov ided. If an accrued 
benefit is not provided, then the annual benefit is calculated to be 2.5% of final compensation 
per year of service in Tier 1, up to a maximum of 75% of fina l compensation. Members who 
terminated prior to June 30, 2001 have their fina l compensation adjusted for a three-year 
average rather than a 12-month average. 

• The Tier 2 annual benefit for inactives is set to be the accrued benefit prov ided. If an accrued 
benefit is not prov ided, then the annual benefit is ca lcul ated to be 2 .0% of fina l compensation 
per year of service in Tier 2, up to a max imum of 65% of fina l compensation. The fina l 
compensation is adj usted for a three-year average. 

• We assume any member fo und in last year's "Retiree" file and not in this year's fi le is 
deceased w ithout a benefi ciary and should be removed from the valuation data. 

• We assume a ll deceased members with payments continuing to a beneficiary have a lready 
been accounted for in the "Reti ree" fi le. 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,2018 ACTUARIAL VALUATION REPORT 

APPENDIX A- MEMBERSHIP INFORMATION 

Tier 1 

Count 1,855 1,99 1 
Average Current Age 49.7 49.4 
Average Eligibility Service 16.7 16.1 
Average Benefi t Service 16.2 15.9 
Annual Expected Pensionable Earnings $ 171,638,553 $ 181,690,635 
Average Expected Pensionable Earnings $ 92,528 $ 91,256 

Tier 2 
Count 1,699 1,419 
Average Current Age 37.6 37.6 
Average Eligibility Service 2.4 2.0 

Average Benefit Service 2.3 1.9 
Annual Expected Pensionable Earnings $ 127,346,594 $ I 05,648,788 
Average Expected Pensionab le Earnings $ 74,954 $ 74,453 

Total 
Count 3,554 3,410 
Average Current Age 43.9 44.5 
Average Eligibi lity Service 9.9 10.3 
Average Benefit Service 9.5 10.0 
Annual Expected Pensionable Earnings $ 298,985, 147 $ 287,339,423 
Average Expected Pensionable Earnings $ 84,126 $ 84,264 

.C-HEIRON If 

-6.8% 
0.6% 
3.7% 
1.9% 

-5.5% 
1.4% 

19.7% 
0.0% 

20.0% 

21.1% 
20.5% 

0.7% 

4.2% 
-1.3% 
-3.9% 
-5.0% 
4.1 % 

-0.2% 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,201 8 ACTUARIAL VALUATION REPORT 

APPENDIX A- MEMBERSHIP INFORMATION 

Retired & Disabled 
Count 3,705 3,605 

Average Age 69.2 69.0 

Total Annual Benefit $ 184,214,584 $ 174,543, 180 
Average Annual Benefi t $ 49,721 $ 48,417 

Beneficiaries & SADROs 
Count 520 5 10 

Average Age 74.8 74.3 
Total Annual Benefi t $ 13,942,3 16 $ 13, 170,699 
Average Annual Benefi t $ 26,8 12 $ 25,825 

Total 
Count 4,225 4,115 

Average Age 69.9 69.7 
Tota l Annual Benefit $ 198,156,900 $ 187,713,879 
Average Annual Benefi t $ 46,901 $ 45,6 17 

Benefits provided in June 30 valuation data. 
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2.8% 

0.3% 

5.5% 
2.7% 

2.0% 
0.7% 
5.9% 

3.8% 

2.7% 

0.3% 
5.6% 

2.8% 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

APPENDIX A- MEMBERSHIP INFORMATION 

Tier 1 
Vested 

Count 769 780 
Average Age 47.7 47.7 
Total Annual Benefit $ 16,774,260 $ 16,457,049 
Average Annual Benefit $ 2 1,813 $ 21,099 
Total Contribution Balance with Interest $ 58,338,287 $ 56,644,199 

Average Contribution Balance with Interest $ 75,863 $ 72,621 

Non-Vested 
Count 253 257 
Average Age 45.9 45.1 

Total Annual Benefit $ 1,004,800 $ 1,041,482 

Average Annual Benefit $ 3,972 $ 4,052 

Total Contribution Balance with Interest $ 4,237,445 $ 4,2 16,294 
Average Contribution Balance with Interest $ 16,749 $ 16,406 

Total 

Count 1,022 I ,037 
Average Age 47.3 47.0 
Total Annual Benefit $ 17,779,060 $ 17,498,532 

Average Annual Benefit $ 17,396 $ 16,874 

Total Contribution Balance with Interest $ 62,575,732 $ 60,860,493 
Average Contribution Balance with Interest $ 61,229 $ 58,689 

- 1.4% 

0.0% 
1.9% 

3.4% 
3.0% 

4.5% 

-1.6% 

1.8% 

-3.5% 

-2.0% 
0.5% 
2.1% 

- 1.4% 

0.6% 
1.6% 

3. 1% 

2.8% 
4.3% 

For Inactives, bene.flt is calculated on the data assulllptions and 111ethods outlined in Appendix A if not provided in 
the Jm1e 30 valuation data. 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

APPENDIX A- MEMBERSHIP INFORMATION 

Tier2 
Vested 

Count 22 5 
Average Age 40.7 40.2 
Total Annual Benefit $ 129,965 19,985 

Average Annual Benefit $ 5,908 3,997 

Total Contribution Balance with Interest $ 5 10,064 75,866 
Average Contribution Balance with Interest $ 23, 185 15,173 

Non-Vested 
Count 390 310 

Average Age 38.0 37.9 

Total Annual Benefit $ 729,860 $ 528,843 

Average Annual Benefit $ 1,871 $ 1,706 
Total Contribution Balance with Interest $ 2,772,155 $ 2,025,560 

A vcrage Contribution Balance with Interest $ 7,108 $ 6,534 

Total 
Count 4 12 315 
Average Age 38.2 37.9 
Total Annual Benefit $ 859,825 $ 548,828 

Average Annual Benefit $ 2,087 $ 1,742 

Total Contribution Balance with Interest $ 3,282,2 18 $ 2, 101 ,426 
Average Contribution Balance with Interest $ 7,967 $ 6,671 

Total 
Count 1,434 1,352 

Average Age 44.6 44.9 

Total Annual Benefit $ 18,638,885 $ 18,047,360 

Average Annual Benefit $ 12,998 $ 13,349 
Total Contribution Balance with Interest $ 65,857,950 $ 62,961 ,919 

Average Contribution Balance with Interest $ 45,926 $ 46,569 

340.0% 

1.2% 

550.3% 
47.8% 

572.3% 
52.8% 

25.8% 

0.3% 

38.0% 
9.7% 

36.9% 
8.8% 

30.8% 

0.6% 
56.7% 

19.8% 

56.2% 

19.4% 

6.1% 

-0.7% 
3.3% 

-2.6% 
4.6% 

-1.4% 

For Inactives, benefit is calculated 011the data assumptions aud methods outlined in Appeudix A if not provided in 
the Juue 30 valuatiou data. 
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FED ERA TED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

APPENDIX A - MEMBERSHIP INFORMATION 

Table A-4 
Distribution of Active Members as of June 30, 2018 

0 0 0 
0 0 0 --95 77 30 0 0 0 

52 103 119 13 0 0 
- ~ -- -

40 82 161 59 25 0 -- -33 73 127 92 89 I - -
34 60 90 47 60 6 -
?~ _., 45 49 19 20 1 

0 0 
0 0 

0 
53.256 
78.332 
73.024 

142.640 
0 

0 0 369 
0 0 432 
0 0 498 
0 0 477 - -
0 0 485 -
0 0 524 - -~- -
0 0 376 -
2 0 21 9 
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• Tier 1 

FED ERA TED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

APPENDIX A - MEMBERSHIP INFORMATION 

Chart A-1 

I Active Count Distribution I 
• Tier 2 

<25 25 - 29 30 - 34 35 - 39 40- 44 45 - 49 50- 54 55 - 59 60 - 64 65 - 69 70+ 

Age Group 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

APPENDIX A - MEMBERSHIP INFORMATION 

Table A-6 
Retirees and Disabled by Attained Age and Benefit Effective Date 

as of June 30, 2018 

0 1 

1 4 

I 0 -
3 
3 

5 
12 
13 
14 
33 

57.5 
69.2 

$ 49,721 

40 
23 

35 23 -

58 54 2?_ -
62 39 24 
73 38 _L6 -
84 39 15 
64 31 7 

46 8 
59 19 
32 11 

Q 
2 

56 
49 

4 
11 

13 
17 
7 ... 

.) 

7 0 
8 4 
4 0 
4 3 
3 
0 
2 
3 
2 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,2018 ACTUARIAL VALUATION REPORT 

APPENDIX A-MEMBERSHIP INFORMATION 

Table A-7 
Distribution of Retirees, Disabled Members, 

and Beneficiaries as of .June 30, 2018 

Age Count Annual Benefit 

Under 50 20 $ 530,680 
50 to 54 63 3,331 ,230 

55 to 59 515 25,23 1,412 
60 to 64 753 37,683,849 
65 to 69 860 44,293,12 1 

70 to 74 781 38,482,403 

75 to 79 508 23,091 ,247 

80 to 84 323 12,5 10,2 11 
85 to 89 224 7,927,735 

90 and up 178 5,075,012 

Total 4,225 $ 198,156,900 

Chart A-2 

J Count DistributionJ 

e;IX e;'4 ~ rc'4 '\IX '\'4 ~ ~ 
'\.0 '\.0 '\.0 '\.0 '\.0 '\.0 '\.0 '\.0 

';~ e;'J 'c~ rc'J '\~ '\'; %~ %'; 
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FEDERATED CITY EMPLOYEES' RETJREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

APPENDIX A - MEMBERSHIP INFORMATION 

Chart A-3 

I Benefit Distribution I 
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FEDERATED CITY EMJ>LOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

APPENDIX A- MEMBERSHIP INFORMATION 

J uuc 30,201 7 1,99 1 1,037 123 74 3,407 
New Entrants 16 0 0 0 0 

Rehires 8 (8) 0 0 0 
Vested Terminations (58) 58 0 0 0 
Return of Contributions (4) (5) 0 0 0 

Service Disabilities (2) (I) 4 0 ( I) 
Non-Service Disabilities ( I) 0 0 I 0 
Retirements ( 125) (57) 0 0 182 
Deaths (3) ( I) (5) (I) (81) 
Deneficimy Deaths 0 0 0 0 0 

Reuefit Ceased 0 0 0 0 0 
Tier Adjustment 32 (3) 0 0 0 

Miscellaneous Adjustments 2 0 0 ( I) 
.Juue 30, 20 Ill 1,1155 1,022 122 74 3,506 

TIER2 

510 
0 
0 

0 
0 

0 
0 

0 
32 

(25) 
0 
0 

3 
520 

\'esletl Service Non-Sc•·vice Denefici:~rics/ 

7,142 
16 
0 
0 

(9) 
0 
0 
0 

(59) 
(25) 

0 
29 

5 
7,099 

Acl ives T erminalions* llisabililies l>isabilities l~clirees S.\lmO Total 

.June 30,2017 1,4 19 315 0 0 I 0 1,735 
New Entrants 447 37 0 0 0 0 484 

Rehires 15 ( 14) 0 0 0 0 I 

Vested Terminations ( 103) 103 0 0 0 0 0 

Return of Contributions (45) (32) 0 0 0 0 (77) 

Service Disabilities 0 0 0 0 0 0 0 

Non-Service Disabilit ies 0 0 0 0 0 0 0 
Retirements (2) 0 0 0 2 0 0 

Deaths 0 0 0 0 0 0 0 

Deneficia.y Deaths 0 0 0 0 0 0 0 

Denefit Ceased 0 0 0 0 0 0 0 

Tier Adj ustment (32) 3 0 0 0 0 (29) 

Miscellaneous Adjustments 0 0 0 0 0 0 0 

June 30,20.18 1,699 412 0 0 3 0 2,ll4 

TOTAL 
\'estell Service !'ion-Service Deneliciarics/ 

. \ ctins T erminations• Uisabilitics l>isabilities l~etirees S.\UI~O Total 

.Tune 30,201 7 3,410 1,352 123 74 3,408 510 8,877 

New Entrants 463 37 0 0 0 0 500 

Rehires 23 (22) 0 0 0 0 I 

Vested Terminat ions (161) 161 0 0 0 0 0 
Return of Contributions (49) (37) 0 0 0 0 (86) 

Service Disabilities (2) ( I) 4 0 ( I) 0 0 

Non-Service Disabilities ( I ) 0 0 I 0 0 0 

Retirements ( 127) (57) 0 0 184 0 0 

Deaths (3) (I) (5) (I) (81) 32 (59) 
Beneficial)' Deaths 0 0 0 0 0 (25) (25) 
Benefit Ceased 0 0 0 0 0 0 0 

Tier Adjustment 0 0 0 0 0 0 0 

Miscellaneous Adjustments 2 0 0 (I) 3 5 

Juuc 30,2018 3,554 1 ,43~ 122 74 3,509 520 9,213 

• I 'esh!d tnminolioJJf include\· 11011+\'I!Sied muJ reciproca/Jerms that (II'( still due a ufimcl or benefit. 

<:-HEIRON ~ 50 



FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,201 8 ACTUARIAL VALUATION REPORT 

APPENDIX B- ACTUARIAL ASSUMPTIONS AND METHODS 

Actuarial Assumptions 

The wage inflation assumption, amortization payment growth rate, and morta lity improvement 
scale were adopted by the Board of Administration with our input at the December 21, 2017 
Board meeting. The discount rate assumption was adopted by the Board of Administration with 
our in put at the November 15, 2018 Board meeti ng. The Tier 2 retirement rates were adopted at 
the May 4, 201 7 Board meeting based on a special analysis presented at that meeting. All other 
assumptions were adopted at the November 19, 20 15 Board meeting based on recommendations 
from our Experience Study covering plan experience duri ng the period from July 1, 2010 
through June 30, 201 5. P lease refer to the fu ll experience study report for details, including the 
rationa le for each assumption. 

1. Discount Rate 

6.75%. The Board expects a long-term rate of return of 7.3% based on Meketa' s 20-year 
capital market assumptions and the System's current investment policy. A margin for adverse 
dcviati.on was used to improve the probabi lity of achieving the d iscount rate. 

2. Wage Inflation and Payroll Growth 

3.25%, compounded annually. 

3. Amortization Payment Growth 

3.00%, compounded annually. 

4. Price Inflation 

2.50%, compounded annually. 

5. Administrative Expenses 

1.0% of payroll is added to the normal cost of the system fo r expected admin istrative 
expenses. 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
.JUNE 30,2018 ACTUARIAL VALUATION REPORT 

APPENDIX B- ACTUARIAL ASSUMPTIONS AND METHODS 

6. Salary Incr·ease Rate 

In addition to the wage inflation component of 3.25% shown above, the following merit 
component is added based on an individual member's years of serv ice: 

7. Family Composition 

Table B-1 
Sahu-y Merit Increases 

Years of Service 
0 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 ] 
12 
13 
14 

15+ 

Merit/ Longevity 
4.50% 
3.50 
2.50 
1.85 
1.40 
1.15 
0.95 
0.75 
0.60 
0.50 
0.45 
0.40 
0.35 
0.30 
0.25 
0.25 

Percentage married is shown in the following Table B-2. Male retirees are assumed to be 
three years older than their partner, and female retirees are assumed to be two years younger 
than the ir partne r. 
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Table B-2 
Per·centage Married 

Gender 
Males 
Females 

Percentage 
80% 
60% 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

APPENDIX B- ACTUARIAL ASSUMPTIONS AND METHODS 

8. Rates of Termination 

Sample rates of termination are shown in the fo llow ing Table B-3. 

Age 
20 
25 
30 
35 
40 
45 
50 
55 
60 
65 

Table B-3 
Rates of Termination 

0 Years of 
Service 
18.00% 
18.00 
18.00 
18.00 
18.00 
18.00 
18.00 
J 8.00 
18.00 
0.00 

1-4 Years of 
Set-vice 
17.50% 
J 5.50 
13.50 
11.50 
9.50 
8.00 
7.00 
6.00 
5.00 
0.00 

5 or more 
Years of 
Sen ice 

9.00% 
9.00 
7.00 
5.50 
4.50 
3.50 
3.00 
3.00 
0.00 
0.00 

*Withdrawal/termination rates do not apply once a member is e ligible for retirement 

9. Rate of Reciprocity 

25% of terminating em ployees are assumed to subsequently work for a rec iprocal employer 
and receive 3.25% pay increases per year. 

10. Rates of Refund 

T ier 1: 
Sample rates of vested te rminated and reciprocal employees electing a refund of 
contributions are shown in the fo llowing Table B-4. 
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Table B-4 
Rates of Refund 

Age 
20 
25 
30 
35 
40 
45 
50 
55 

Refund 
40.00% 
40.00 
27.50 
17.00 
8.00 
3.00 
1.00 
0.00 
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T ier 2: 

FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,2018 ACTUARIAL VALUATION REPORT 

APPENDIX B- ACTUARIAL ASSUMPTIONS AND METHODS 

Vested terminated and reciproca l employees are expected to take a refund if it exceeds the 
actuaria l present va lue of their deferred benefit payment. 

11. Rates of Disability 

Sample d isab ili ty rates of active members are prov ided in Table B-5. 

Table B-5 
Rates of Disability at Selected Ages 

Age 
20 
25 
30 
35 
40 
45 
50 
55 
60 
65 
70 

Disability 
0.0 14% 
0.0 14 
0 .021 
0.063 
0.136 
0 .201 
0.218 
0.200 
0 .181 
0.167 
0.149 

40% of disabilit ies are assumed to be duty related, and 60% are assumed to be non-duty. 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,2018 ACTUARIAL VALUATION REPORT 

APPENDIX B - ACTUARIAL ASSUMPTIONS AND METHODS 

12. Rates of Mortality 

Mortality rates for actives, retirees, beneficiari es, terminated vested, and reciproca ls are 
based on the sex-distinct employee and annu itant CaiPERS mortality tables as described 
below. The CaiPERS tab les are from their 20 14 experience study with a central experience 
year of 2009 and prior to the 20-year proj ection of those rates using Sca le BB. Future 
mortali ty improvements are reflected by applying the most recent projection scale issued by 
the Society of Actuaries on a generational basis from the base year of 2009. The projection 
scale used for thi s va luation is MP-2018. 

Base Mortality Tables 

Category Male Female 

Healthy 
0.952 times the CaiPERS 2009 0.921 times the CalPERS 2009 
Healthy Annuitant Mortality Table Healthy Annuitant Mortali ty Table 

Annuitant 
(Male) . (Female) 

Healthy Non- 0.919 times the Ca iPERS 2009 0.918 times the CaiPERS 2009 
Annuitant Employee Mortality Table (Male) Employee Morta lity Table (Female) 

Disabled 
1.05 1 times the Ca iPERS 2009 1.002 times the CaiPE RS 2009 

Annuitant 
Ordinary Disability Mortali ty Tab le Ord inary Disabili ty Morta lity Table 
(Male) (Female) 
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FEDERATED CJTY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30, 2018 ACTUARIAL VALUATION REPORT 

APPENDIX B- ACTUARIAL ASSUMPTIONS AND METHODS 

13. Rates of Retirement for Tier 1 Members 

Rates of retirement for T ier 1 members are based on age according to the following 
Table B-6- Tier 1. 

Age 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 

70 & over 
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Table B-6- Tier 1 
Rates of Retirement by Age and Service 

15 or more Years 
of Service and less 

Less than 15 Years than 30 Years of 
of Service Service 

0.0% 0.0% 
0.0 0.0 
0.0 0.0 
0.0 0.0 
0.0 0.0 
8.0 35.0 
8.0 22.5 
8.0 22.5 
8.0 22.5 
8.0 22.5 
8.0 22.5 
8.0 30.0 
9.0 30.0 

10.0 30.0 
15.0 35.0 
20.0 40.0 
20.0 40.0 
20.0 40.0 
20.0 40.0 
20.0 40.0 

100.0 100.0 

30 or more Years 
of Service 

70.0% 
70.0 
70.0 
70.0 
70.0 
50.0 
50.0 
50.0 
50.0 
50.0 
45.0 
45.0 
45.0 
45.0 
45.0 
45.0 
45 .0 
45.0 
45.0 
45.0 

JOO.O 
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM 
JUNE 30,2018 ACTUARIAL VALUATION REPORT 

APPENDIX B - ACTUARIAL ASSUMPTIONS AND METHODS 

14. Rates of Retirement for T ier 2 Members 

Rates of retirement for Tier 2 members are based on age and service according to the 
following Table B-6 - Tier 2. 

r- - - ~- - - - ~ • ~ 

Table 8-6- Tier 2 
Tier· 2 Rates of Retirement by Age and Service 

Y cat·s of Service 
Age 5 - 10 11 - 20 21 - 25 26 - 34 35 + 
55 3.0% 5.0% 7.0% 10.0% 15.0% 
56 2.0% 3.5% 4.0% 7.0% 10.5% 
57 2.5% 4.5% 5.0% 8.5% 12.75% 
58 3.0% 5.5% 7.0% 11.0% 16.5% 
59 3.5% 7.0% 9.0% 13.5% 20.25% 

60 - 6 1 4.0% 8.5% 10.0% 14.5% 21.75% 
62 7.5% 12.5% 17.5% 25.0% 100.0% 

63-69 5.0% 10.0% 15.0% 25.0% 100.0% 
70 & over 100.0% 100.0% 100.0% 100.0% 100.0% 

15. Deferred Member Benefit 

The benefit was estimated based on information provided by the Department of Retirement 
Services. The data used to value the estimated deferred benefit were cred ited serv ice, date of 
termination, and last pay rate. Based on the data provided, the highest average salary was 
estimated. 

Tier I terminated vested members are assumed to reti re at age 57 and Tier 2 terminated 
vested members are assumed to retire at age 62. 

16. Changes Since the Last Valuation 

The discount rate was reduced from 6.875% to 6.75%. 

The morta lity improvement table was updated from MP-201 7 to MP-2018. 
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Contribution Allocation Procedure 

The contribution allocation procedure primarily consists of an actuarial cost method, an asset 
smooth ing method, and an amortization method as described below. All components of the 
contribution allocation procedure were estab lished prior to the June 30, 2010 actuaria l va luation 
except as specifically noted below. 

1. Actuarial Cost Method 

,The Entry Age actuarial cost method was used for active employees, whereby the normal 
cost is computed as the level annual percentage of pay required to fund all benefits between 
each member's date of hire and last assumed date of employment. The Actuarial Liabi lity is 
the difference between the present va lue of future benefits and the present value of future 
normal costs. Or, equiva lently, it is the accumulation of normal costs for all periods prior to 
the va luation date. The normal cost and Actuarial Liabi li ty are calculated on an individual 
basis. The sum of the individual amounts is the normal cost and Actuarial Liabi lity for the 
System. The Actuarial Liability for the System represents the target amount of assets the 
System should have as of the valuation date according to the actuaria l cost method. 

2. Asset Valuation Method 

For the purpose of determining contribution rates and amounts, an Actuarial Value of Assets 
is used that dampens the volati lity in the Market Value of Assets, resulting in a smoother 
pattern of contribution rates. 

The Actuarial Value of Assets is ca lculated by recognizing 20% of the difference in each of 
the prior four years of actual investment returns compared to the expected return on the 
Market Value of Assets. 

3. Amortization Method 

The Unfunded Actuarial Liabi lity is the difference between the Actuarial Liabi lity and the 
Actuarial Value of Assets. 

The Tier 1 Unfunded Actuarial Liabil ity as of June 30, 2009 is amortized as a level 
percentage of Tier 1 pay over a closed 30-year period commencing June 30, 2009. T ier 1 
actuari al gains and losses and plan changes are amorti zed over 20-year periods and Tier 1 
assumption changes are amortized over 25-year periods beginning with the valuation date in 
which they first arise. Effective June 30, 2017, all prior assumption amortization base periods 
were increased by 5 years so they have the same remaining period as if they had originally 
been am01tized over 25 years. Amortization payments are schedu led to increase 3.00% each 
year while aggregate payroll is expected to grow 3.25% each year. 

The Tier 2 Unfunded Actuarial Liability as of June 30, 2017 is amortized over a closed 
1 0-year period. Future Tier 2 actuarial gains and losses, assumption changes, and plan 
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changes wi ll be amortized over 1 0-year periods beginning with the valuation date in which 
they fi rst arise. Amortization payments are scheduled to increase 3.00% each year while 
aggregate payroll is expected to grow 3.25% each year. 

The am01tization payment fo r the 201 5 assumption changes was phased in over a 3-year 
period. The phase-in was calculated by multiplying the first year amortization payment by 
one thi rd. For the second year, the amortization schedule is recalculated reflecting the 
one-third payment in the first year and the remaining 19-year period, and the ca lculated 
amortization payment is then multiplied by two-thirds. For the third year, the amortization 
schedule is again recalculated reflecting the prior payments and the remaining 18-year 
period . With this valuation, the phase-in period is complete. 

4. Contributions 

The Board adopted a policy in 2010 and modi fied it in 2015 setting the City's contribution to 
be the UAL contribution amount reported in the actuarial va luation plus the greater of the 
normal cost doll ar amount reported in the actuarial valuation (adj usted for interest based on 
the time of the contribution) and the dollar amount determined by applying the normal cost 
as a percent of payroll reported in the actuarial valuation to the actual payroll for the fi scal 
year. The City and Member contributions determined by a va luation become effective for the 
fiscal year commencing one year after the valuation date. For Tier 1, City contributions are 
normally made on the first day of the fi scal year. All other contributions are made on a 
payroll-by-payroll basis. 

The total contribution rate is the sum of the normal cost rate, assumed administrative 
expenses, and the UAL rate. Under Measure F, the total contribution rate cannot be less than 
the normal cost rate. The normal cost rate is determined by divid ing the total normal cost 
determined under the actuarial cost method by the payroll expected fo r members active on 
the va luation date. The UAL payments are adjusted for interest from the valuation date to the 
date of expected payment in the following fi scal year. The UAL rate is determined by 
dividing the UAL payments by the tota l expected payroll for the year (including members 
active on the valuation date and new entrants expected to replace active members who are 
expected to leave employment). 

For Tier 1, members contri bute 3/11 ths of the normal cost rate (including administrative 
expenses, but excluding reciprocity), and the City pays the remainder ofthe total contribution 
rate. Tier 1 members who were rehired into Tier 2 and then returned to Tier J under Measure 
F also pay half of the increased cost attributable to their Tier 2 service. 

For Tier 2, the members and the City each pay half of the total contribution rate. However, 
the member's UAL contribution rate cannot increase by more than 0.33% of pay each year. 
The City contributes any amounts in excess of this cap that would otherwise be contributed 
by the member. 

5. Changes Since the Last Valuation 

None. 
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1. Membership Requirement 

Participation in the Plan is immediate upon the first day of full-time employment for 
members hired before September 30, 201 2, inc luding members that are rehired after 
September 30, 201 2 and had prior service under Tier 1 and did not take a return of 
contributions. In add ition, any person accepting employment on or after September 30, 2012 
who is otherwise eligible for this plan and who was a "classic" member in another Californ ia 
public retirement system with which thi s plan has reciprocity, and who has a break in serv ice 
of less than six months from that covered employment and employment with the City, shall 
be a Tier I member of thi s plan. 

2. Final Compensation 

Members who separated from city service prior to June 30, 2001 

The highest average annual compensation earnable during any period of three consecutive 
years. 

Members who separated from city service on or after June 30, 200 I 

The highest average annual compensation earnable during any period of twelve consecutive 
months. 

3. Credited Service 

One year of service credit is given for 1,739 or more hours ofFederated city service rendered 
in any calendar year. A partial year (fraction with the numerator equal to the hours worked, 
and the denominator equal to 1,739) is given for each calendar year with less than 1,739 
hours worked. 

4. Member Contributions 

Member 

The amount needed to fund 3/ 11 ths of benefits accrumg for the current year. These 
contributions are cred ited with interest at 3.0% per year, compounded annually. 

Employer 

The Employer contributes the remaining amounts necessary to maintain the soundness of the 
Retirement System. 
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5. Ser-vice Retirement 

Eligibil ity 

Age 55 with five years of serv ice, or any age with 30 years of service. 

Benefit - Member 

2.5% of Final Compensation for each year of credited service, subject to a maximum of 75% 
of Final Compensation. 

Benefit- Survivor 

50% of the service retirement benefit pa id to a qua lified survivor. 

6. Service-Connected Disability Retirement 

Elig ibility 

No age or service requirement. 

Benefit - Member 

2.5% of Final Compensation for each year of credited service, subject to a minimum of 40% 
and a maximum of 75% of Fina l Compensation. Workers' Compensation benefits are 
generally offset from the service-connected benefits under thi s system. 

Benefit - Survivor 

50% of the disabi lity retirement benefit paid to a qualified survivor. 

7. Non-Ser·vice Connected Disability Retirement 

Eli gibility 

Five years of service. 

Benefit- Member 

Members who were hired prior to September 1, 1998: 
The amount of the service-connected benefit reduced 
d isability age preceded 55. 
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Members who were hired on or after September 1, 1998: 
20% of Fina l Compensation, plus 2% of Final Compensation for each year of cred ited 
service between six and 16 years, p lus 2 .5% of Final Compensation for each year of cred ited 
serv ice in excess of 16 years, subject to a maximum of 75% of Final Compensation. 

Benefit- Surv ivor 

50% of the di sability retirement benefit pa id to a qua lifi ed survivor. 

8. Death While an Active Employee 

Less than fi ve Years ofService, or No Qua lified Survivor 

Lump sum benefit equal to the accumulated refund of all employee contributions with 
interest, plus one month of sa lary for each year of service, up to a maximum of six years. 

Five or more Years of Service 

2.5% of Final Compensation fo r each year of credited service, subject to a minimum of 40% 
and a maximum of 75% of Final Compensation. The benefit is payab le until the spouse or 
registered domestic partner marries or establishes a domestic pa1tnership. If the member was 
age 55 with 20 years of service at death, the benefit is payable for the I ifetime of the 
member' s spouse or registered domestic partner. 

9. Withdrawal Benefits 

Less than five Years of Service 

Lump sum benefit equal to the accumulated employee contributions with interest. 

Five or more years of credited service 

The amount of the service retirement benefit, payable at age 55. 

10. Additional Post-retia·ement Death Benefit 

A death benefit payab le as a lump sum equal to $500 w ill be paid to a qua lified survivor 
upon the member's death . 

11. Post-retirement Cost-of-Living Benefit 

Benefits are increased every April 1 by 3.0%, regardless of actual inflation. 
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12. Changes Since the Last Valuation 

None. 
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1. Membership Requirement 

Any person who is hired, rehired or reinstated by the City on or after September 30, 201 2 
except those who elect to participate in a defined contribution plan, had prior service under 
Tier 1 and did not take a return of contributions, or had prior service as a "classic" member in 
a reciprocal system with less than a six month break in servi ce. 

2. Final Compensation 

The average annual compensation earnable during the highest three consecutive years of 
service. Final compensation only includes base pay, excluding premium pay and any other 
additional compensation. 

3. Credited Service 

One year of service credit is given for 2,080 or more hours of Federated city service rendered 
in any calendar year. A partial year (fraction with the numerator equal to the hours worked, 
and the denominator equal to 2,080) is given for each ca lendar year with less than 2,080 
hours worked. 

4. Member Contributions 

50% of tota l Tier 2 contributions to the pension plan, including, but not limited to 
administrative expenses, normal cost, and Unfunded Actuarial Liability. However, the 
member's UAL contribution rate cannot increase by more than 0.33% of pay each year. The 
City contributes any amounts in excess of thi s cap that would otherwise be contributed by the 
member. 

The member contribution rate cannot be less than 50% of the normal cost rate. 

5. City Contributions 

50% of tota l Tier 2 contributions to the pension plan, including, but not limited to 
administrative expenses, normal cost, and Unfunded Actuarial Liability. In addition, the City 
contributes any UAL amounts in excess of the member UAL cap until the member rate 
covers 50% of the VAL rate. 

The City contribution rate cannot be less than 50% of the normal cost rate . 
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6. Unreduced Service Retirement 

Eligibil ity 

Age 62 w ith five years of service. 

Benefit - Member 

2.0% of F inal Compensation for each year of credited service attributabl e to Tier 2, subject to 
a maximum of 70% of Final Compensation. 

Benefit- Survivor 

50% of the service retirement benefit paid to a qualified survivor. 

7. Early Service Retirement 

Elig ibi I ity 

Age 55 with five years of service. 

Benefit - Member 

Benefit reduced by a factor of 5% fo r each year the member retires before age 62. 

The early retirement red uction is applied to the benefit afte r the application of the maximum 
of 70% of final compensation. 

8. Sei'Vice-Connected Disability Retirement 

E li gibility 

No age or servi ce requirement. 

Benefit- Member 

2.0% of Final Compensation for each year of cred ited service, subject to a minimum of 40% 
of F inal Compensation and a maximum of 70% of Final compensation, less the amounts 
specified in Section 3.28.1330 and Section 3.28.1 340. 
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9. Non-Sea·vicc Connected Disability Retirement 

Eligibility 

Five years of service. 

Benefit- Member 

2.0% of Final Compensation for each year of credited service attributable to Tier 2, subject to 
a minimum of 20% of Final Compensation and a maximum of 70% of Fina l Compensation 
less the amounts specified in Section 3.28. 1330 and Section 3.28.1340. 

10. Death Before Retirement 

Less than fi ve Years ofService, or No Qualified Survivor 

Lump sum benefit equal to the accumulated refund of a ll employee contributions with 
interest, plus one month of salary for each year of service, up to a max imum of six years. 

Five or more Years of Service 

2.5% of Final Compensation fo r each year of credited service, subj ect to a minimum of 40% 
and a maximum of 70% of F inal Compensation. The benefit is payable until the spouse or 
registered domestic partner marries or establi shes a domestic partnersh ip. If the member was 
age 55 with 20 years of serv ice at death, the benefit is payable for the I ifetime of the 
member's spo use or registered domestic partner. 

11. Withdrawal Benefits 

Less than five years of credited serv ice 

Lump sum benefit equal to the accumulated employee contributions with interest. 

Five or more years of cred ited service 

The amount of the service retirement benefit reduced fo r early retirement, and payable when 
retirement el igibility is reached. 

12. Benefit Forms 

Annuity benefits are paid in the form of a 50% joint and survivor annu ity or an actuariall y 
equiva lent annu ity with 75% or 100% continuance to a survivor. 
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13. Post-retit·ement Cost-of-Living Benefit 

Benefits are increased every April I by the change in the December CPI-U for San Jose-San 
Francisco-Oakland, subject to a cap based on years of service as shown in the table below. 

Years of Service Maximum COLA 
At least 1, but less than 11 1.25%* 
At least 11 , but less than 2 1 1.50% 
At least 21, but less than 26 1.75% 
At least 26 2.00% 

*1.5% for members hired before Measure F effective date 

The first COLA after retirement shall be prorated based on the number of months retired. 

14. Changes Since the Last Valuation 

None. 

Note: The summary of majoa· plan pa·ovJSlons is designed to outline principal plan 
benefits. If the Department of Retirement Services should find the plan summuy not in 
accordance with the actual provisions, the actuary should immediately be alerted so the 
proper provisions aa·e valued. 

<:-HEIRON }If 67 



FEDE RATED CITY EM PLOYEES' RETIREMENT SYSTEM 
JUNE 30,201 8 ACTUARIAL VALUATION REPORT 

APPENDIX D - GLOSSARY OF TERMS 

1. Actuarial L iability 

The Actuarial Liability is the difference betvveen the present value of future benefits and the 
present va lue of total future normal costs. This is also referred to as the "accrued liabi lily" or 
"actuarial accrued I iabi lity." The Actuarial Liabi I ity represents the targeted amount of assets 
a plan should have as of a valuation date accord ing to the actuaria l cost method. 

2. Actuarial Assumptions 

Estimates of future experience with respect to rates of mortality, di sability, turnover, 
retirement rate or rates of in vestment income, and salary increases. Demographic actuarial 
assumptions (rates of mortality, disability, turnover, and retirement) are general ly based on 
past experience, often modified for projected changes in conditions. Economic assumptions 
(pri ce inflation, wage inflation, and investment income) are generall y based on expectations 
fo r the future that may differ from the Plan ' s past experience. 

3. Actuadal Cost Method 

A mathematical budgeting procedure for allocating the dollar amount of the present value of 
future benefits between future normal cost and Actuarial Liability. 

4. Actuarial Gain (Loss) 

The difference between actual experience and the anticipated experience based on the 
actuari al assumptions during the period between two actuarial valuation dates. 

5. Actuarial Present Value 

The amount of funds currently required to provide a payment or series of payments in the 
future. It is determined by di scounting future payments at the discount rate and by 
probabil ities of payment. 

6. Actuaria lly Determined Contribution 

The payment to the System as determined by the actuary using a contribution all ocation 
procedure. It may or may not be the actua l amount contributed to the System. 

7. Amortization Method 

A method for determining the amount, timing, and pattern of payments of the Unfu nded 
Actuarial Liability. 
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8. Asset Valuation Method 

The method used to develop the Actuarial Value of Assets from the Market Value of Assets 
typ ically by smoothing investment retums above or below the assumed rate of return over a 
period of time. 

9. Contribution Allocation Procedure 

A procedure typically using an actuarial cost method, an asset valuation method, and an 
amortization method to develop the Actuariall y Determined Contribution. 

10. Discount Rate 

The rate of interest used to discount future benefit payments to determine the actuaria l 
present va lue. For purposes of determ in ing an Actuarially Determined Contribution, the 
discount rate is typica lly based on the long-term expected return on assets. 

11. Funded Status ot· Funding Ratio 

The Market or Actuarial Value of assets divided by the Actuarial Liability. For purposes of 
thi s report, the Funded Status represents the proportion of the actual assets compared to the 
target established by the actuarial cost method as of the valuation date. These measures are 
for contribution budgeting purposes and are not appropriate for assessing the suffi ciency of 
plan assets to cover the estimated cost of settling the plan 's benefit obligations. 

12. Normal Cost 

The portion of the present va lue of future benefits allocated to the current year by the 
actuarial cost method. 

13. Present Value of Future Benefits 

The actuarial present value of all benefits both earned as of the va luation date and expected 
to be eamed in the future by current plan members based on current plan provisions and 
actuarial assumptions. 

14. Unfunded Actuarial Liability (UAL) 

The Unfunded Actuarial Liability is the difference between Actuarial Liab ility and either the 
Market or the Actuari al Value of Assets. This value is sometimes referred to as "unfunded 
actuarial accrued liability." It represents the difference between the actual assets and the 
amount of assets expected by the actuarial cost method as of the valuation date. 
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