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Plan Changes — Cost Method

» Actuarial Cost Method

o Current: AAL allows choice of methods (Entry Age variations,
Projected Unit Credit, etc.)

o Replacement: NPL uses specific cost method (Individual Entry
Age to Final Decrement)

» New standards require measuring impact of:
o Some Ad-hoc COLAs (if look like regular COLAS)

o Gain-sharing policies (excess earnings,13™ check, etc.)
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Employer Changes - Pension Expense

Pension expense : Amount to be shown as accrual for pension
on income statement

o Current rules
o Expense known as Annual Required Contribution (ARC)

o Normal (Service) Cost, plus an amount necessary to amortize
Unfunded Liability over a period up to 30 years

o Assets smoothed, then amortized
« No hard limits on smoothing rules

o For StanCERA (and other ‘37 Act plans), ARC has been the same as
Funding Contribution
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Employer Changes - Pension Expense

» New rules:

o New Pension Expense = Normal Cost, plus interest on Total Pension
Liability, plus current period recognized changes in Total Pension
Liability, plus deferred changes from prior years

« Full amount on UAL of all benefit changes (for actives or retirees)
recognized immediately

« Gains / losses or assumption changes amortized over expected working
lifetime, including retirees

o Short period (i.e. less than 10, probably 5-7 years)
« Five year smoothing of asset gains/losses

o No amortization of asset gains / losses after smoothing — much more
volatile than current ARC
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Intentional split between Expense vs. Funding by
GASB

» New Expense significantly more volatile than ARC
Shorter amortization gains/losses & assumption changes
No amortization for plan changes

Could be negative or greater than 100% of payroll with large
investment changes or experience study

» Most plans will NOT contribute pension expense (unlike
ARC)



» Continue to show actual contribution versus actuarially
determined contributions in Required Supplementary
Information (RSI)

Similar to current schedule showing ARC vs. % contributed

» What does Pension Expense represent???
Technical answer: balancing item for Net Pension Liability

An answer in search of a question?



Employer Changes - Balance Sheet

What goes on the Balance Sheet of the Employer?

Current measure: Net Pension Obligation

Show accumulated contributions greater/less than ARC on balance
sheet

New measure: Statement of Net Position (GASB 63)
Move “unfunded liability” from notes to balance sheet
Net Pension Liability (NPL), and deferred outflows/inflows
o NPL = UAAL using market value of assets

o Deferred outflows/inflows = Deferred investment gain/losses, plus
deferred active liability gain/loss and assumption changes

o Unrecognized changes in assets and liabilities may have the effect
of smoothing impact on balance sheet
:E FI




Employer Changes - Disclosures

» For cost-sharing plans: share of employer’s Net Pension Liability,
expense, etc.

o Some flexibility on how to determine each employer’s share

» Additional disclosures:
o Impact of +/-1% change in discount rate
o Enhanced disclosures on derivation of investment return assumption
» Required to use Fiscal Year end results
o But can use measurement date as early as end of prior fiscal year

o Example: for FYE 6/30/2015, measurement date could be anytime from
6/30/2014-6/30/2015
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May have small impact on discount rate, depending on
amortization policy

Already showing Funded ratio on Market and Actuarial
asset value basis in valuation report

Change in Actuarial Cost Method

Entry Age Normal-to-Decrement -> Entry Age Normal-to-Final

Aggregate Normal Cost -> Individual Normal Cost

Excess earnings policy likely de minimis



» Most impact is on employers:

Moves unfunded liability from Notes to Balance Sheet

Not expecting across-the-board downgrades by rating agencies,
especially if plans making actuarial contributions

For multi-employer cost-sharing plan, each employer assigned
share of Net Pension Liability, pension expense, etc.

County, Ceres, (Special Districts?) will require separate pension
expense calculation, deferred inflows/outflows, etc.



Timing

Effective Dates:

GASB 67 (Plan) effective trust years
beginning after June 15, 2013

GASB 68 (Employer) effective fiscal
years beginning after June 15, 2014




Model Funding

Policies

- California Actuarial Advisory
Panel

- Exposure Draft

Where do StanCERA current
policies fit?
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Established based on recommendation from Public
Employee Post-Employment Benefits Commission

Purpose: “To provide impartial and independent
information on pensions, other postemployment
benefits, and best practices to public agencies”

2

Establishing law says “opinions ... are nonbinding and advisory only

Prohibits the opinions of the panel from being used as the basis of
litigation
Responsibilities include “Defining the range of actuarial
model policies and best practices for public retirement
plan benefits”



Panel recently issued exposure draft on model funding
policies, with request for comments

Intent to provide guidance to actuaries and others on plan funding

Defined five categories for elements of funding policies

Model, Acceptable, Acceptable but Not Generally Recommended,
Not Recommended, Not Acceptable

Terminology expected to change before final document issued
(particularly “Acceptable but Not Generally Recommended”)

Specifically avoided “best practice”; model practice is a safe harbor,
not necessarily best method for funding all plans



Exposure Draft

» Document identifies five policy objectives
o Fully fund benefits

o Maintain generational equity
o Manage contribution volatility
o Support accountability and transparency

o Address principal/agent issues

» Discussion of how various policies achieve (or do not achieve)
objectives

o Actuarial cost methods
o Asset smoothing
o Amortization policy

o Other policies (direct rate smoothing, etc.)
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Where do StanCERA’s policies fit?

Model Entry Age Normal  Five Years, up to  Layered Amortization of Each
(Individual, to 50% Corridor Source of UAL Over 5 to 20 Years
Final Decrement)
Acceptable Entry Age Rolling Amortization of Gain/Loss,
Normal Layered Amortization of All Other
(Funding to Sources
Decrement)
Acceptable/NGR Entry Age Layered fixed periods <= 25
Normal years
(Aggregate Tier Rolling Amortization of Entire
Normal Cost) UAL Except for Plan Amendments
Not Recommended Rolling Amortization of
Entire UAL Over <= 20 Years
Unacceptable Rolling Amortization of Gain/Loss
> 25 years
Rolling Amortization of

Entire UAL > 20 years
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Background

Assumption Review
Inflation
Wage Growth

Post-Retirement Benefi ot assumptions?

Growth (COLA)
Expected Return on Assets




Background

» Building block approach

Inflation is the foundation for all economic
assumptions
Expected Return (Nominal) = Inflation + Real Return
Base Wage growth = Inflation + Real Wage Growth
COLA growth = Inflation +/- Impact of Caps (and Bank)

Assumptions must be reasonable individually
AND in aggregate




» Current Assumptions
Inflation, wage growth: 3.5% / 3.75%
Current pay reductions / freeze built into short-term projections

Expected Return: 8.00% nominal, 4.50% real
Net of investment and administrative expenses

COLA growth: 2.7%
Based on 3% cap, 3.5% inflation















Contact

Information

- Graham Schmidt
(415) 829-7122

gschmidt@efi-actuaries.com
- Bob McCrory
(206) 328-8628

bobmccrorv@efi-actuaries.com
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