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To perform this calculation we assumed that the increase in County appropriation would occur 

on July 1, 2009, but that there would be a shortfall period which a lump sum contribution would 

cover.  The lump sum amount would be the actuarially equivalent amount of the increase in the 

contribution for the shortfall period. 

 

For example, if the shortfall period is the three month period from July 1, 2009 to September 30, 

2009, then the lump sum amount, payable September 30, 2009, is the difference in the rate 

increase of 2.98% applied to the payroll for that period and adjusted for interest. (The 2.98% is 

the difference between the Employer Required Appropriation of 21.65% determined in the 

January 1, 2009 actuarial valuation and the actual appropriation rate of 18.67% currently being 

charged.) 

 

The following table illustrates these varying amounts for different shortfall periods: 

Effective Date Implementation Date  Shortfall rate for a 

July 1, 2009 

rate increase delay 

Lump Sum 

Amount Due on 

Implementation Date 

July 1, 2009 October 1, 2009 2.98% $1,268,862 

July 1, 2009 November 1, 2009 2.98% $1,697,291 

July 1, 2009 December 1, 2009 2.98% $2,128,486 

July 1, 2009 July 1, 2010 2.98% $5,225,846 

 

The shortfall rate is the difference between the 21.65% required appropriation and the 18.67% 

currently being charged.  Payroll is assumed to be $168,677,088 and the lump sum amount includes 

an interest charge on missed contributions at 7.75%. 

 

 

3a.  What would the impact on the current total required contribution be if the Trustees 

adopted a policy to treat the market results of 2008 as a major anomaly and decided to 

apply a different smoothing technique to the losses from this particular year?  What is the 

impact of smoothing the investment losses from 2008 over 7 years, 10 years and 15 years? 

 

 

We have updated the page in the valuation that details the impact of the smoothing technique on 

the contribution rate.  By implementing an additional smoothing period, the rate is temporarily 

decreased (and will increase later as losses are brought in to the actuarial value of assets).   
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January 1, 2009 Actuarial Valuation

Alternative Smoothing of 2008 Return

12/31/2008 Baseline 7 year smooth 10 year 15 year

Funding Value Beginning of Year 829,763,572$                829,763,572$        829,763,572$        829,763,572$        

Gross Market Value End of Year (MVA) 610,286,800$                610,286,800$        610,286,800$        610,286,800$        

Gross Market Value Beginning of Year 832,236,083$                832,236,083$        832,236,083$        832,236,083$        

Non Investment Cash Flow 12,619,013$                  12,619,013$          12,619,013$          12,619,013$          

Investment Income:

Market Total (234,568,296)$              (234,568,296)$      (234,568,296)$      (234,568,296)$      

Immediate Recognition 64,795,664$                  64,795,665$          64,795,666$          64,795,667$          

Phased-in Recognition (299,363,960)$              (299,363,961)$      (299,363,962)$      (299,363,963)$      

Phased-in Recognition:

Current Year (59,872,792)$                (42,766,280)$        (29,936,396)$        (19,957,598)$        

First Prior Year (4,246,161)$                   (4,246,161)$           (4,246,161)$           (4,246,161)$           

Second Prior Year 4,829,104$                    4,829,104$            4,829,104$            4,829,104$            

Third Prior Year (3,747,506)$                   (3,747,506)$           (3,747,506)$           (3,747,506)$           

Fourth Prior Year 415,705$                        415,705$                415,705$                415,705$                

Total Recognized Gain/(Loss) (62,621,650)$                (45,515,138)$        (32,685,254)$        (22,706,456)$        

Preliminary Funding Value 844,556,599$                861,663,112$        874,492,997$        884,471,796$        

Excludable Assets:

End of Year 10,397,974$                  10,397,974$          10,397,974$          10,397,974$          

Beginning of Year 11,507,242$                  11,507,242$          11,507,242$          11,507,242$          

Change (1,109,268)$                   (1,109,268)$           (1,109,268)$           (1,109,268)$           

Final Funding Value (AVA) 845,665,867$                862,772,380$        875,602,265$        885,581,064$        

Payroll 168,677,088$                

Decrease in UAL (Increase in AVA) 17,106,513$          29,936,398$          39,915,197$          

Amortization factor 17.0192

Decrease in Rate 0.60% 1.04% 1.39%

Ratio AVA to MVA 139% 141% 143% 145%
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The rate decreases 60 basis points for the 7 year phase in, 104 basis points for the 10 year 

phase in and 139 basis points for the 15 year phase in.  A cautionary note:  The ratio of 

the actuarial value to the market value is at 139%, and moving to 145% with 15 year 

smoothing.  This represents a wide margin between the actuarial and market value and 

the Board will want to carefully consider the implications of having such a wide 

margin.  

 

The tables below illustrate the impact on the difference between the Total Required 

Contribution and the charged rate for 2009 and for 2010. 

 

Analysis of 2009 rate increase using smoothing of 2008 return 

 

 

Alternative Smoothing of 

2008 Return 

 

12/31/2008 

Baseline 7 year 10 year 15 year 

Charged Rate – 2008 * 32.58% 32.58% 32.58% 32.58% 

Total Required Contribution  35.56% 35.56% 35.56% 35.56% 

Rate reduction for smoothing 

2008 asset losses  0.60% 1.04% 1.39% 

Required Increase Over 

Charged Rate  2.98% 2.38% 1.94% 1.59% 

Charged Rate – 2009 (7/1/2009) 

Implementation  34.96% 34.52% 34.17% 

 

 

Analysis of 2010 rate increase using smoothing of 2008 return 

 

 

Alternative Smoothing of 

2008 Return 

 

12/31/2008 

Baseline 7 year 10 year 15 year 

Charged Rate – 2008 * 32.58% 32.58% 32.58% 32.58% 

Total Required Contribution – 

rate increase deferred to 2010 36.52% 36.52% 36.52% 36.52% 

Reduction for smoothing  0.60% 1.04% 1.39% 

Required Increase Over 

Charged Rate  3.94% 3.34% 2.90% 2.55% 

Charged Rate – 2010 (7/1/2010) 

Implementation  35.92% 35.48% 35.13% 
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3b. What would the impact on the current total required contribution be if 30 year 

amortization of UAAL were to be restored?  What is the impact of both an open 30 year 

amortization and a closed 30 year amortization period combined with the modified asset 

smoothing addressed in question 2 above. 

 

The valuation shows an amortization payment of 10.61% and a total required contribution of 

35.56%.  The 10.61% assumes a closed amortization period, and a remaining period of 25 years.  

If the amortization period were to be set to 30 years, then the payment would reduce from 

10.61% to 9.48% for a total reduction of 1.13% and the total required contribution would reduce 

from 35.56% to 34.43%.  The difference between the charged rate of 32.58% and the 34.43% 

would then be 1.85%.  These contribution rates, in the first year of change, are the same for both 

the open and closed amortization method. The table below illustrates the combined impact due to 

the 30 year amortization and the alternative smoothing of the 2008 investment return on the 

difference between the Total Required Contribution and the charged rate. 

 

Analysis of 2009 rate increase using smoothing of 2008 return and 30 year amortization 

 

 30 Year Amortization & Alternative Smoothing 

 

12/31/2008 

Baseline 

7 year 

Smoothing of 

2008 losses 

10 year 

Smoothing of 

2008 losses 

15 year 

Smoothing of 

2008 losses 

Charged Rate – 2008 * 32.58% 32.58% 32.58% 32.58% 

Total Required Contribution  35.56% 35.56% 35.56% 35.56% 

Rate reduction for extension 

of amortization period 1.13% 1.06%  1.02%   0.98%   

Rate reduction for smoothing 

2008 asset losses  0.60% 1.04% 1.39% 

Required increase Over 

Charged Rate 1.85% 1.32%  0.92%   0.61%   

Charged Rate – 2009 (7/1/09 

Implementation 34.43% 33.90%    33.50%   33.19%   

 

* Charged rate based on 18.67% County appropriation, and 13.91% member contributions 
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Analysis of 2010 rate increase using smoothing of 2008 return and 30 year amortization 

 

 30 Year Amortization & Alternative Smoothing 

 

12/31/2008 

Baseline 

7 year 

Smoothing of 

2008 losses 

10 year 

Smoothing of 

2008 losses 

15 year 

Smoothing of 

2008 losses 

Charged Rate – 2008 * 32.58% 32.58% 32.58% 32.58% 

Total 2010 Required 

Contribution  36.52% 36.52% 36.52% 36.52% 

Rate reduction for extension 

of amortization period 1.13% 1.06%  1.02%   0.98%   

Rate reduction for smoothing 

2008 asset losses  0.60% 1.04% 1.39% 

Required increase Over 

Charged Rate 2.81% 2.28%  1.88%   1.57%   

Charged Rate – 2010 (7/1/10) 

Implementation 35.39% 34.86%    34.46%   34.15%   

 

 

All calculations are based on the data as of December 31, 2008, and on assumptions involving the 

financial and demographic condition of the plan.  To the extent these items change, the results presented 

here may change. 

 

 

5.  Assume the Board adopts a 10 year smoothing of the 2008 asset losses; resets the amortization 

period to 30 years and the County chooses to defer the rate increase.  Please calculate the lump sum 

amounts payable for the varying implementation dates of the rate change. 

 

By implementing the changes in the asset smoothing period for the 2008 losses to 10 years (instead of the 

5 years in the current asset smoothing method) and by resetting the amortization period to 30 years, the 

contribution rate “declines” by 2.06%. 

 

We have also illustrated the impact on the lump sum payments for 7 year or 15 year amortization of the 

asset losses. 

 

 

 

 

 

 

 

Exhibit A

Agenda Item No. 9



Mr. Tony Petruzzi 

October 26, 2009 

Page 8 

 

 

Effective Date Implementation 

Date 

Shortfall rate for a July 1, 2009 rate 

increase delay 

Amortization period of 30 years; 

smoothing 2008 asset losses over 7 years; 

changes effective January 1, 2009 

Lump Sum 

Amount Due on 

Implementation 

Date 

July 1, 2009 October 1, 2009 1.32% $562,046 

July 1, 2009 November 1, 2009 1.32% $751,820 

July 1, 2009 December 1, 2009 1.32% $942,819 

July 1, 2009 July 1, 2010 1.32% $2,314,804 
 

 

Effective Date Implementation 

Date  

Shortfall rate for a July 1, 2009 rate 

increase delay 

Amortization period of 30 years; 

smoothing 2008 asset losses over 10 

years; changes effective January 1, 2009 

Lump Sum 

Amount Due on 

Implementation 

Date 

July 1, 2009 October 1, 2009 0.92% $391,729 

July 1, 2009 November 1, 2009 0.92% $523,996 

July 1, 2009 December 1, 2009 0.92% $657,116 

July 1, 2009 July 1, 2010 0.92% $1,613,348 

 

Effective Date Implementation 

Date  

Shortfall rate for a July 1, 2009 rate 

increase delay 

Amortization period of 30 years; 

smoothing 2008 asset losses over 15 

years; changes effective January 1, 2009 

Lump Sum 

Amount Due on 

Implementation 

Date 

July 1, 2009 October 1, 2009 0.61% $259,733 

July 1, 2009 November 1, 2009 0.61% $347,432 

July 1, 2009 December 1, 2009 0.61% $435,696 

July 1, 2009 July 1, 2010 0.61% $1,069,720 
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