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PENSIONS

• There were no retirement plans
• There were no old people
• Everyone worked to an early 

age and died

In the Beginning

Prehistoric man was too busy with their art
(and finding food and avoiding large animals)

to worry about retirement
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PENSIONS

• Rome’s problem
– Under the Republic, old soldiers were mustered out of the army and hired 

(i.e., bribed) to work for whichever nobleman had the most money
– This created significant turmoil

• So, in 13 BC, Augustus created the Roman military pension
– In AD 5, they set up a way to pay for it

• The basic plan was
– Retire after 25 years of service
– With about 66-75% of pay annually 

(a little less than 3% per year accrual)

Caesar Augustus Solves a Roman Problem

Augustus’ plan is eerily similar to military and public safety plans of today
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PENSIONS

• About AD 476, Rome fell
– And with that its pension system went away
– Hard to keep up a system when 

your country no longer exists
• Western society was now 

thrown into the “Dark Ages”

The Dark Ages

For a thousand years, it was all quiet on the old people’s front—
But then a new generation of problems developed
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PENSIONS

• In western society, as more people lived longer, society’s 
resources (and jobs) were kept by the wealthy (i.e., old)

• This made them very unpopular with their middle-aged children, 
leading to a rise in patricide

• Cotton Mather suggested forced retirement—“Be wise to 
disappear of your own accord, be glad of dismission, be pleased 
with the retirement which you are dismissed into.”

• Anthony Trollope suggested retiring the large numbers of old 
men to a pleasant place of contemplation, followed by a peaceful 
chloroforming

What to Do With All These Old People?

None of these ideas caught on
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PENSIONS

• In 1883, Bismarck was facing a rising tide of Marxists 
threatening to take over Europe

• So as any self-respecting politician would do, he made 
the people an offer they could not refuse

• The government would provide a pension to anyone 
over age 70 if they would stop work—In 1916, the 
Germans changed this to age 65

• Thus ushering in the modern era of retirement

German Innovation

Bismarck—“Whoever has a pension for his old age is far more content and far easier to 
handle than one who has no such prospect.”
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PENSIONS

 Workforce attitudes and demographics
 Trustee and administrator tools
 Hot topics

– Funding policy
– GASB and bond ratings
– Recovery and redesign strategies
– Pension obligation bonds
– State-sponsored private sector plans
– Risk
– Proposed ASOPs

 What does this all mean?

Agenda
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PENSIONS

Workforce Attitudes
and Demographics
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PENSIONS

• 1950s—Growth of employer-sponsored and financial benefits 
following World War II price and wage controls

• 1990s—Strong markets—High funding levels—Expanded benefits
– Has led to issues for multiemployer (Taft-Hartley) plans

• 2000s—Volatile capital markets and growing retirement benefits 
obligations create struggle for balance in managing program costs 
while meeting tight budget constraints

• 2010s and beyond—Plan redesign and partnership approach to 
financing benefits 

• 2020s—Boomers placing unprecedented pressure on retirement 
systems

Evolution of Retirement Benefits 
in America
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PENSIONS

• Cease working at age 65 (or earlier)
• Live out lives in leisure and financial security 

(maintaining same standard of living)
• Support came from the three-legged stool 

(pension, Social Security, savings)

Traditional View of Retirement
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PENSIONS

• For an individual to maintain their standard of living in 
retirement, they will need to replace 75-90% of income

• The traditional model (at least since about 1980) 
is roughly:
– One-third from Social Security
– One-third from pension plans
– One-third from savings

The Traditional American Model
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PENSIONS

• Social Security and employer retirement arrangements 
expected to replace less postretirement income

• Employment may continue after retirement
• Changes in lifestyles and working patterns are redefining 

expectations about retirement
• Changes in life expectancy and medical care have extended 

retirement—And concerns about retirement savings/benefits 
adequacy and medical care costs

Reality of the 21st Century
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PENSIONS

Who Has a Pension?
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PENSIONS

Shift to DC Plans

Source: U.S. Department of Labor, Employee Benefits Security Administration

4-14



PENSIONS

• Individual retirement is becoming a more dynamic, self-
managed system

• All employees are assuming greater responsibility for 
their retirement income

• Public sector retirement benefit design is under rapid 
change 

• Many individuals are not saving for retirement or 
adequately prepared to self-manage their retirement 
resources

A Broad View
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PENSIONS

Retirement SecurityWages Health Benefits

Personal Savings

Pension

Retirement Security—The Individual View
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PENSIONS

• Top concerns—Health issues and costs—Medicare/Medicaid solvency
• Outliving retirement income
• Social Security reductions or elimination
• Redefining lifestyle to be meaningful without work
• Finding work to supplement retirement income

– Employees see double digit inflation for health care
– Employees experience cost shifting on their active coverage

• Recovery of retirement assets following the Great Recession and 
future market volatility on retirement income

Employee Concerns
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PENSIONS

• Based on the 2022 Social Security and Medicare Trustees Reports
– Old-Age and Survivors Insurance (OASI) Trust Fund is projected to be 

able to pay scheduled benefits until 2034; beginning in 2034, 77% of 
scheduled benefits

– Disability Insurance (DI) Trust Fund no longer projected to be depleted 
within 75-year projection period

– Hospital Insurance (HI) Trust Fund, Medicare Part A, is projected to be 
able to pay scheduled benefits until 2028; beginning in 2028, 90% of 
scheduled benefits

• The HI Trust Fund has faced a projected shortfall since its inception in 1966
– Supplementary Medical Insurance (SMI) Trust Fund, Medicare Part B, is 

sufficiently financed based on how financing required by current law

Social Security/Medicare Update
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PENSIONS

Still Concerned
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PENSIONS

• Many workers do not know how much money it takes 
to live comfortably in retirement

• Many workers plan to postpone retirement and/or 
save more

• Job security for many public sector workers has been 
affected by economic downturns impacting 
retirement security

• Most workers plan to work in retirement
• Many workers are not factoring in the cost of health 

care or long-term care in the retirement equation 
• Participants need and want more information and 

guidance concerning retirement readiness

Are We Planning Properly?
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PENSIONS

Worker Confidence

18% 20% 22% 24% 25%

13%
22% 21% 18% 17%

23%
27%

29% 28%

74%
64% 69% 68%

64%
54% 59%

64%
60%

64% 67% 69% 72% 73%

1993 1994 1999 2004 2005 2009 2015 2016 2017 2018 2019 2020 2021 2022

Overall, how confident are you that you (and your spouse) will have enough money to
live comfortably throughout your retirement years?

2022 Workers n=1,545

Very confident Very or somewhat confident

First year 
asked

Source: Employee Benefits Research Institute and Greenwald Research: 2022 Retirement Confidence Survey

Worker Confidence In Financial Security Through Retirement

Very confident

Very or somewhat  confident
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PENSIONS

Retiree Confidence

28% 27%
31%

42% 40%

20%

37% 39%
32% 32% 35%

30%
34% 33%

76%
64%

70% 70%

80%

67%
71%

75%
79%

75%
82%

77% 80% 77%

1993 1994 1999 2004 2005 2009 2015 2016 2017 2018 2019 2020 2021 2022

Overall, how confident are you that you (and your spouse) will have enough money to
live comfortably throughout your retirement years?

2022 Retirees n=1,132

Very confident Very or somewhat confident

First year 
asked

Source: Employee Benefits Research Institute and Greenwald Research: 2022 Retirement Confidence Survey

Retiree Confidence In Financial Security Through Retirement

Very confident

Very or somewhat  confident
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PENSIONS

How confident are you (and your spouse) about the following aspects related to retirement?
Workers n=1,545

Very confident Somewhat confident

You will have enough money to
take care of your basic expenses 29% 45% 74%

during your retirement

You (are doing/did) a good job of
preparing financially for your 26% 43% 69%

retirement

You will have enough money to
keep up with the cost of 21% 47% 67%

living/inflation

22% 43%

21%

You will have enough money to 
take care of your medical 

expenses during your retirement

You will have enough money to
last your entire life

Planning Concerns

44%
(vs. 40% in 2021)

65%

65%

Source: Employee Benefits Research Institute and Greenwald Research: 2022 Retirement Confidence Survey
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PENSIONS

Still Concerned

Source: BlackRock People & Money Report

n = 26,814

4-24



PENSIONS

Consider the following
• According to PwC’s “Retirement in America” report, 1/4 of all 

Americans are saving nothing for retirement
• If these employees retire at age 65 with only Social Security, many 

may be eligible for low-income social services
• They will be potentially eligible for various social subsidies including 

housing, food, transportation and Medicaid
• They will not be able to maintain their standard of living

This Confidence May Be Misplaced for Many
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PENSIONS

Median retirement savings account 
by age cohort

45 to 59

60+

55 to 64

Percentage of Americans who have no 
retirement savings by age cohort

$12,300

How Much Are We Really Saving?

Sources: PwC Market Research Centre, U.S. Federal Reserve data
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PENSIONS

Lack of Savings
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PENSIONS

$0
$10,000
$20,000
$30,000
$40,000
$50,000

2001 2004 2007 2010 2013 2016 2019
Median account balance $5,690 $5,150 $4,960 $4,120 $4,500 $4,790 $5,300
Mean account balance $35,170 $36,860 $32,720 $38,000 $39,690 $42,580 $41,600

Median account balance Mean account balance

Median and Average Bank Account Balance

Source: 2019 Survey of Consumer Finances by the U.S. Federal Reserve
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PENSIONS

Savings/year (%) 5% 10% 15% 20%

To
da

y’s
 In

co
m

e

$25,000 101% 96% 92% 86%
$50,000 91 87 82 78
$75,000 91 85 80 74
$100,000 91 86 81 75
$125,000 89 85 80 75
$150,000 88 83 79 74

Replacement Ratio Based on 
Preretirement Spending Level

Percentages indicate the replacement ratio needed to maintain the same spending level of 
preretirement income based on % of personal savings

Source: Vanguard, Vanguard Research, April 2019

Married filing jointly
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PENSIONS

Workforce Demographics
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PENSIONS

Workforce Demographics

As the largest generation in U.S. history, 
the baby boomers’ birth, education and 
development dominated American 
politics, business and culture during the 
last half of the 20th century . . .

. . . their aging and retirement will shape 
American life, especially the workplace, 
during the first decades of the 21st 
century
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PENSIONS

• The workforce of the future
– Between now and 2030, every eight seconds or so, a 

baby boomer will turn 65
– This is 10,000 people per day

Workforce Demographics

4-32



PENSIONS

• Workforce dynamics 
– Increase in median age

• In 2000—39.3
• In 2010—41.7
• In 2020—42.0
• In 2030—42.8

– Shortfall of younger workers
– Increased competition for workers
– Currently dealing with the “Great Resignation”

Workforce Demographics
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PENSIONS

Population by Generations
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PENSIONS

Who Is Working?

25-29

16-24

55 and over

45-54
30-34
35-44

4-35



PENSIONS

Workforce Demographics
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PENSIONS

Working Longer

4-37



PENSIONS

Growing Older
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PENSIONS

Declining Birthrates

4-39



PENSIONS

Birthrate Has Dropped 20% Since 2007
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PENSIONS

Life Expectancy
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PENSIONS

• What are the demographics of our group?
• What does it look like for the future?
• How can benefits be adapted to meet workforce and workplace 

needs?
• How will lower rates of employment impact funding?
• How will changing economic conditions impact the plan?
• Are benefits helping to attract and retain skilled workers?
• Are benefits providing “retirement” security?
• What is the impact of health care costs and benefits on the plan?

Questions Boards and Plan Sponsors 
Need Answers Too
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PENSIONS

 Workforce attitudes and demographics
 Trustee and administrator tools
 Hot topics

– Funding policy
– GASB and bond ratings
– Recovery and redesign strategies
– Pension obligation bonds
– State-sponsored private sector plans
– Risk
– Proposed ASOPs

 What does this all mean?

Agenda
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PENSIONS

• Strategic
– Retirement security 

policy
– Communications

• Technical
– Volatility management
– Actuarial audits

• Administrative
– Compliance reviews
– System/operations
– Security audits

• Reviews
– Trustee checklist

Trustee and Administrator Tools
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PENSIONS

• Retirement security policy
• Communications

Strategic
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PENSIONS

• What is included in a 
retirement security policy? 
– Ask questions—Survey 

stakeholders
– Level of replacement—

Replacement ratio
– Funding policy
– Retention/rehire/policies
– Plan design
– Health benefits
– Education 
– Communication

• How does health benefit design 
influence an individual’s 
retirement decision? 
– Eligibility age
– Service/requirements
– Spousal coverage
– Coverage rates
– Postretirement prescription drug 

benefits

Strategic—Components of a Retirement 
Security Policy

What are the design elements
that encourage desired behavior?
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PENSIONS

Strategic—Benefit Adequacy

Income replacement rate

Changes in expenditures, taxes and
preretirement savings

Social Security benefit

Amount required from private and
employer sources

$30k $40k $50k $60k $70k $80k $90k $100k $125k $150k $175k $200k  $250k $300k 
Preretirement income

73%       66%        61%       58%        55%       50%       47%        44%       37%        33%       28%        25%       20% 16%

25%       30%        33%       35%       37%        39%       41%        42%       46%        47%       50%       51%        53% 56%   

2%
6%          7%          8%       11%        12%       14%        17%       20%       22%        24%       27%        28% 

4%

Source: J.P. Morgan Asset Management Guide to Retirement 2022

98% 96% 94% 93% 92% 89% 88% 86% 83% 80% 78% 76% 73% 72%

100%

80%

60%

0%

20%

40%
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PENSIONS

• Identify key audiences
• Develop key messages
• Manage messages and messengers 
• Target materials by audience

• Total value approach
• Vary media
• Provide mechanism for questions and 

feedback
• Develop tools to educate and enhance 

understanding
• Align internal messaging with media and 

community outreach
• Make communications personal, simple, 

clear and consistent
• Audit effectiveness of communications

Strategic—Communicating Value
Communicating with Actives, Retirees and the Public

How does the Board communicate
“What’s In It for Me” to all stakeholders?
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PENSIONS

• Volatility management
• Asset-liability modeling
• Actuarial audit

Technical Reviews
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PENSIONS

• Volatility can be mitigated through action in 
three arenas:
– Funding strategies/methods
– Plan design strategies
– Investment/asset allocation 

strategies

Technical Reviews—
Can Volatility Be Mitigated?
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PENSIONS

Technical Reviews—
How to Assess Volatility?

By making definitive changes on the left, 
plan sponsors then look to the right to 

assess the impact that those changes may 
have on the volatility of annual 

contributions and funded status.

Controllable by Board

Asset-Oriented
1. Investment Policy
2. Funding Policy

Inflation

Liability-Oriented
3. Plan Design

Return 
Portfolio

Liabilities

Interest 
Rates

Correlation

Duration

Salary 
Increases

Discount
Rate

Contributions
Funded Status

Not Controllable by Board 

Volatility
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PENSIONS

ALM Studies Look Forward
• Allows a view of the long-term financing of the plan that a single year of 

actuarial valuation cannot provide
• Provides a platform for decision making including choice of contribution 

policy and documentation of prudent, thorough process 
• Measures actuarial funding risks, as opposed to asset allocation 

studies, which only measure the variability of portfolio returns
• Allows the plan sponsor to maintain the pension plan at a more 

predictable/sustainable level of cost
• Enables the system to reduce variability of pension contributions, target a 

specific funded status by a certain date, and plan for cash flow needs
• Provides all stakeholders with a deeper understanding of pension issues

Technical Reviews—
Why Asset Liability Modeling? 
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PENSIONS

1. Reasonableness
– Reviews conformance with or alignment of:

• Applicable standards of practice and 
governmental reporting

• Appropriateness of assumptions
• Adequate disclosure of all 

assumptions and methods
• Accurate summary of all plan provisions
• Sufficient detail of calculation of 

contribution rate
• Disclosure of any changes 

from prior valuations

2. Reconciliation
– Tests accuracy of actuarial 

determination of:
• Participants age and service
• Salary scale
• Termination
• Benefit calculations

3. Replication
– Parallel valuation or 

“Do over”

Technical Reviews—
Actuarial Audits

How do we validate our 
existing calculations?

Actuarial Audits Look Back—Three Levels
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PENSIONS

• Compliance reviews
• System/operations
• Security audits

Administrative Reviews
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PENSIONS

Compliance Reviews—“Check Under the Hood”
• Policy—Assesses that the plan is following appropriate federal, 

state and/or local laws
• Practices—Reviews current administrative practices for 

consistent application and accuracy of outcomes
• Participant—Validates benefit accuracy
• Reporting—Findings are delivered to the system’s attorney to assure that the 

findings can be shared with Board under “attorney-client privilege”
• Remedy—Should federal noncompliance be discovered, resolution can be sought, 

and fines and penalties negotiated using the IRS’s Voluntary Correction Program 
(VCP)

Strategic + Technical + Administrative—
Compliance Reviews

Are we best serving participants while managing risk?
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PENSIONS

• Operational
– Current service 

demand
– Review of core 

processes
– Documentation of 

processes
– Workflow patterns

• Report generation
• Position responsibilities

• Technology
– Current levels of 

technology
– Support of current 

services/processes
– Benchmark status

• Cost
• Turnaround
• Utilization

• Security
– Assesses organizational 

vulnerability
– External and internal 

network vulnerability
– Cyber insurance

Strategic + Technical + Administrative—
Operational/Technology/
Security Reviews

What are we doing that we could 
either do better or stop doing?

4-56



PENSIONS

STAR Trustee Checklist
Strategic Technical Administrative Reviews

 Set retirement 
security policy

 Design benefits to 
encourage desired 
behavior

 Communicate value 
to all stakeholders

 Know your audiences
 Manage the message 

and messenger(s)
 Assess outreach and 

feedback

 Set funding policy to 
support benefit structure

 Master the relationship 
between funding and 
contributions

 Understand the 
contribution volatility 
factors

 Looking forward—Use 
ALM to assess future 
impact of today’s actions 
on volatility

 Looking back—Use 
actuarial audits to 
assess past accuracy

 Measure compliance 
adherence

 Validate benefit 
accuracy

 Identify/consider 
remedies

 Determine 
technology capacity

 Identify future 
technology capacity 
and capability 
needs

 Assess external and 
internal security 
vulnerability

 Know what question 
you want answered 

 Determine which 
review will get those 
answers

 Consider outcomes 
 Consider actions
 Make measured 

changes
 Monitor results
 Start again—It’s a 

marathon, not a 
sprint!
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PENSIONS

 Workforce attitudes and demographics
 Trustee and administrator tools
 Hot topics

– Funding policy
– GASB and bond ratings
– Recovery and redesign strategies
– Pension obligation bonds
– State-sponsored private sector plans
– Risk
– Proposed ASOPs

 What does this all mean?

Agenda
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PENSIONS

Hot Topics—
Funding Policy
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PENSIONS

• Supports retirement security policy—
Annual contributions that meet the 
actuarially determined amount support 
liability management—Although actuarial 
gains and losses will impact the level of 
liability, consistent funding over time results 
in accruing the assets to pay promised 
benefits

• Security of future accruals—Plans fund 
to provide systematic recognition of liabilities 
and so governments can better enforce 
budgetary controls—This is good governance 
and government best practice

• Production of investment income
– Funded plans earn investment income—Better-

funded plans earn more investment income
– The benefits and expenses are paid for from two 

sources—contributions and investment income
– The higher the investment income, the lower the 

required contributions
– As the pension fund is likely to earn a higher rate of 

return than the governmental cost of capital, this 
represents a true savings to the taxpayers

• Proper consideration of plan changes—
Actuarial advance funding leads to proper 
allocation of costs to working generations 
and the taxpayers they serve

Hot Topics—Why Do Plans Fund?

What is the cost?
(Contributions + Interest) = (Benefits + Expenses)
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PENSIONS

Hot Topics—
What Are the Main Funding Inputs?

Investment 
Income

Total Cost of 
Pension Plan

Actuarial Funding 
Method   

Annual Share of 
Total Cost   

Benefit Design Contributions

How does the interaction 
among these components 
drive funding levels?
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PENSIONS

Portrait of a Pension Valuation
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PENSIONS

• GFOA Best Practices
– Core elements of a funding policy

• Center for State and Local 
Government Excellence

– Pension funding—A guide for 
elected officials

• California Actuarial Advisory Panel
– Actuarial funding policies and 

practice for public pension and 
OPEB plans and level cost 
allocation model

• Conference of Consulting Actuaries
– Ongoing review and development of 

funding policy guidelines
• American Academy of Actuaries

– AGES

Hot Topics—
Funding Policy Activities

The CCA white paper on this subject has 
the most comprehensive information 

available

4-63



PENSIONS

• Alignment
– A retirement system should align 

stakeholder roles with their skills 
• Governance

– Good governance provides a 
balance framework for making and 
implementing good decisions

• Efficiency
– Systems should maximize 

retirement income while avoiding 
excessive risk

• Sustainability
– The system should be designed to 

support retirement income over all 
generations of participants while 
being able to withstand financial 
shocks such as recession or 
prolonged inflation

Hot Topics—American Academy of Actuaries—
AGES Principles
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PENSIONS

• Actuarial cost method
– Level method
– Method by which total present value 

of all future benefits for current 
active and retired participants is 
allocated to each year of service

• Asset smoothing method
– Reduce the effect of short-term 

market volatility
– Setting the smoothing period

• Amortization policy
– Balance between contribution 

volatility and ensuring a fair 
allocation of cost among generation

– Setting the appropriate time period

Hot Topics—Core Funding Elements
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PENSIONS

Hot Topics—
GASB and Rating Agencies
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PENSIONS

• The GASB rules represent a shift of focus from the long-term commitment
to fund to a short-term snapshot of funded status based on market assets 
and a blended discount rate

• Putting the net pension liability (NPL) on the balance sheet can add a large 
and unstable element to an employer’s net financial position on its basic 
financial statements

• Having two different “cost” numbers (funding and expense) can present a 
communications challenge around what is the “true cost” of the plan

• Cost-sharing plans in particular have expense and liability reporting that 
may be difficult both to produce and to interpret

Key Implications of the
GASB 67 and 68
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PENSIONS

• Both the timing and the scope of the reporting requires greater coordination 
between the plan and employer, as well as between the actuary and the 
auditor

• Having the NPL on the balance sheet can mean more involvement by the 
auditor in actuarial results—For some systems this has changed the roles of 
the auditor and actuary

• Under prior GASB rules, the annual required contribution (ARC) served as a 
de facto contribution standard—With pension expense no longer a basis for 
funding, public plans may need to update their guidelines for setting 
funding policies

Key Implications of the 
GASB Statements (continued)
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PENSIONS

• The underlying financial position of the entity has not 
changed—Accounting numbers have been rearranged in 
the financial statement

• The GASB pension expense is not intended and is not 
appropriate for use in determining plan funding—
Contribution requirements will be determined in 
compliance with the entity’s adopted funding policy 
and any applicable state requirements

Two Key Points Regarding the 
GASB Disclosures
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PENSIONS

• The following graphs are based on:
– The plan is open and ongoing
– The funding percentage on an actuarial asset basis is 92%
– The city has a funding policy that amortizes its unfunded actuarial accrued liability over a 

rolling 10 years as a level dollar
– The current investment return assumption is 7.75% and inflation is assumed at 3.50%
– The projected cash flow will allow the city to use the long-term expected rate of return on 

assets
• The following graph compares the GASB 25/27 ARC and the GASB 67/68 expense
• It is assumed for this graph that all assumptions are met except that for investment 

return the first 10 years are like the 1990s and the next 10 years are like the 2000s
• ARC and expense are shown as a percentage of covered payroll
• The graph emphasizes the annual volatility of expense under GASB 67/68

GASB 67/68 Challenges and Risks
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GASB 67/68 Challenges and Risks
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• Remember, the GASB standards are NOT designed to be used for funding
• Unfortunately, some bond rating entities seem to ignore this fact
• Some raters focus more on the GASB funding percent and not the ongoing 

funding targets
• Remember that GASB projections do not allow you to include the impact of 

new hires
• Therefore, funding projections and GASB projections will differ

Bond Rating Issues

So be prepared when dealing with the rating agencies 
and be ready to explain any differences between GASB numbers and funding policies
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Hot Topics—
Recovery and Redesign Strategies
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PENSIONS

Fiscal Stress Measures—
What Stakeholders Should Know
• Ratio of required contributions to the total budget of 

the sponsoring entity
• Required contributions as a percentage of payroll
• Ratio of market value of assets to total general fund 

revenue of the sponsoring entity
• Ratio of unfunded actuarial accrued liability (UAAL) to sponsoring 

jurisdiction population (UAAL per Capita)
• Ratio of actuarial determined contribution (ADC) to sponsoring jurisdiction 

population (ADC per Capita)

Recovery and Redesign Strategies—
Public Pension Environment

Why should you care?

4-74



PENSIONS

Stable contributions
Equalize risk
Committed funding
Universal retirement plan coverage
Replace adequate income
Efficient and transparent governance

Recovery and Redesign Strategies—
Principles of Retirement Security

When time allows, cooler heads prevail, resulting in better outcomes
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PENSIONS

Review all Elements of the Current Benefit Plan
• Identify designs that encourage a retirement strategy 

that supports the delivery of services
• Review eligibility, contributions and 

service requirements to improve 
funding status

• Forecast how design changes will 
impact funding requirements to help 
position the plan for recovery

Recovery and Redesign Strategies—
Actions Retirement Plans Can Take
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PENSIONS

Assess the Comprehensive Cost 
of a Plan Redesign
• Measure program cost and the operational 

costs of the alternative designs
• Along with cost determine the “value” 

of benefit derived from alternative plans
• Recognize that a new design for the 

primary retirement plan, such as lower-
formula DB plan or hybrid plan, impacts the 
entire retirement program

Recovery and Redesign Strategies—
Actions Retirement Plans Can Take (continued)

4-77



PENSIONS

• In January 2022, the NIRS* released A Better Bang for 
the Buck 3.0, the latest update of their 2008 study 
Better Bang for the Buck.

• In spite of some discussions proposing to use DC plans 
as the base retirement in the public sector, this study 
shows that the DB model is inherently more cost-
efficient than DC plans

Plan Design—
NIRS, Better Bang Part Three

*NIRS = National Institute on Retirement Security
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• These efficiencies in delivering benefits are due to three 
structural advantages:
1. Longevity risk pooling
2. Higher net investment returns
3. Optimally-balanced investment portfolios

• Consequently, any savings from shifting from a DB plan 
to a DC plan results from decreasing retirement income

Plan Design—
NIRS, Better Bang Part Three
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• Since 2008, improvements have been made in benefit 
delivery for some DC plans

• The Better Bang paper refers to these as “ideal DC” 
plans, also known as pooled DC plans

• These plans remove asset allocation and selection from 
the individual to a professional manager

• Even with this improvement, DB plans are 27% 
more efficient than an “ideal” DC plan

Plan Design—
NIRS, Better Bang Part Three
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• The chart* on the following page from A Better Bang for 
the Buck 3.0 illustrates the impact of these structural 
efficiencies inherent in DB plans

• For an individually managed DC plan, a DB plan is 49% 
more cost effective in delivering benefits

• As noted on the prior slide, the efficiency is 27% better 
than an “ideal” DC plan 

Plan Design—
NIRS, Better Bang Part Three

*The formatting of the chart has been altered to better fit the page.
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Plan Design—
NIRS, Better Bang Part Three

Cost of DB and DC 
plan as a percentage 
of payroll
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• But only IF
– We have learned the following lessons

• Fund required contributions
• Use reasonable and fact-based assumptions
• Beware retroactive benefit expansions
• Flexible COLA programs

– Tied to actual performance
– Prefund formulaic “ad hocs”

Plan Design—
NIRS, Better Bang Part Three
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Model Assets and Liabilities
• Determine if the current investment 

strategy matches the future liabilities 
and cash flow necessary to pay benefits

• Identify the possible outcomes and 
probabilities of different investment scenarios 
on future funding levels and ratios

• Employ asset-liability modeling to help 
determine a course of action related to 
funding, design and investment policy 

Recovery and Redesign Strategies
Actions Retirement Plans Can Take (continued)
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Determine the Impact of a Reduced Workforce
• Assess how workforce reductions, reduced work hour programs or early 

retirement incentives will affect contributions and overall funding
• Estimate the full cost of these changes at the outset to provide 

transparency when approximating longer-term costs
Track Asset Value Relationships
• Define relationship between the current and projected actuarial value of 

assets and the market value of assets
• Determine the spread between these measures and how future contribution 

levels may be affected, irrespective of the asset-smoothing period

Recovery and Redesign Strategies
Actions Retirement Plans Can Take (continued)
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Review Actuarial Assumptions
• Track the differences between actual results 

and the assumptions
• If they are significant enough, determine if 

changes should be made before the next 
scheduled experience study

• Adjust actuarial assumptions if prudent in 
this rapidly shifting economy

Recovery and Redesign Strategies
Actions Retirement Plans Can Take (continued)
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Communicate With Stakeholders 
• Communicate what actions are being taken to 

best manage through this downturn
• Keep stakeholders (participants, beneficiaries, 

policymakers and taxpayers) informed about 
cost-containment activities and why the plan is 
undertaking forecasting, modeling and 
reassessments

• Communication will build a greater 
understanding of the recovery efforts

Recovery and Redesign Strategies
Actions Retirement Plans Can Take (continued)
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Defined Benefit Plan Designs

Risk and Features of 
Different Defined Benefit Plans

Type Example Pros Cons
1. Final Average 

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

Benefit linked to salary 
growth; Keeps pace with 
inflation

Back-loaded accrual 
pattern

2. Career Average 
Salary

1.5% x Career Average 
Salary x Years of 
Service

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

Does not keep pace with 
inflation; Increased 
administration

3. Flat Dollar $60 x Years of Service Simple and uniform; Level 
accrual/cost pattern

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

4. Cash Balance 
(Hybrid)

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

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

Lack of familiarity;  
Administrative complexity
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Employer and Employee Risks of Different Designs

Risks and Features of 
Different Retirement Plans

Defined Benefit 
Defined 

Contribution

Flat Dollar
Career 

Average 
Final 

Average Hybrid

Lump
Sum 

Options
401(a), 

401(k), 403(b)
ER EE ER EE ER EE ER EE ER EE ER EE

Plan Risks
Investment Risk 4 1 4 1 4 1 3 2 3 3 0 4
Inflation Risk 0 4 1 3 3 2 2 2 2 2 1 3
Payroll Risk 3 1 4 1 4 1 3 1 3 1 1 1
Longevity Risk 4 0 4 0 4 0 3 2 3 4 0 4
Retirement Risk 3 0 3 0 3 0 2 2 3 2 0 2
Demographic Risk 2 0 2 0 2 0 2 2 2 0 0 0
Features
Rewards 
older/longer service 
employees

4 3 3 2 2 1

Planning Tool 2 2 2 1 1 1
Hiring 
Attractiveness

2 2 2 3 3 3

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

4 High Very Important
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• No funding holidays
– First principle

• Set policy to capture and hold gains
– Establish reserve funds
– Review gain sharing programs
– Look at longer smoothing periods

• Benefit increase discipline
– Retroactive increases
– Prospective increases
– Intergenerational equity

Recovery and Redesign Strategies

“The cost of promised benefits should be fully identified, known and paid for
within the working career of those receiving the benefit.”

– California Public Employee Post-Employment Benefits Commission, January 2008

4-90



PENSIONS

Recovery and Redesign Strategies—
Trustee Checklists 
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Recovery and Redesign Strategies—
Shared Responsibility

Individual Plan Sponsor Trustee
• Participate in employer-

sponsored plans
• Increase individual savings
• Gain knowledge about the 

components of retirement 
security

• Determine retirement 
lifestyle

• Calculate required savings
• Reduce debt
• Save

• Educate participants about 
the value of their benefit 
package

• Educate participants on 
what they need to retire 
with financial security

• Encourage retirement 
savings

• Calculate economic benefit 
of DB plan to sponsor to 
support funding

• Assess federal drug benefit 
program

• Develop a retirement policy
• Consider all sources of 

retirement benefit
• Review existing plan
• Consider design options
• Review retiree health 

funding options
• Consider providing access 

to retirement security 
programs (long-term care, 
etc.)
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Hot Topics—
Pension Obligation Bonds

4-93



PENSIONS

• Historically used to retire all or 
part of UAL

– Recently has been used to 
make normal cost contributions

• Taxable municipal bonds
• Possible economic benefits to the 

employer
– “Contribution Arbitrage” and gains on 

investments
– Issuer “hopes” to invest proceeds at a 

higher rate than the total cost of 
borrowing

– Few issuances have worked to the 
advantage of the issuing entity

• When assumed earnings are:
– Less than cost of bond—

Economic and actuarial loss
– Greater than cost of bond but less than 

the actuarial assumption—Economic 
gain and actuarial loss

– Greater than actuarial assumption—
Economic and actuarial gain

Pension Obligation Bonds—
A General Overview
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• Investment market issues
– Is period long enough to 

achieve return?
– Level of risk too tolerable 

for the funds
– Short-term volatility—

Handling further cost increases
– Asset/liability analysis

• Credit rating
– Distress signal
– Impact to debt capacity

• Are other alternatives available?
– Amortization schedule
– Longer asset smoothing period 
– Benefit redesign

• Would a higher funded position 
create a higher demand for 
benefits?

Pension Obligation Bonds—
Considerations
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Hot Topics—
State-Sponsored 

Private-Sector Plans
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• Flexibility
• Portability
• Predictability
• Simplicity
• Sustainability
• Manage and share risk

Common Aspects of Proposed Approaches

Lifetime Retirement Security Component
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• Lifetime retirement security
• Flexibility, portability and preservation
• Carefully manage and share risk
• Effectively use the investment power of public 

plans
• Augment (and not replace) existing pension 

programs

The Secure Choice Pension
Guiding Principles of Plan Design
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State Retirement Plans for the Private Sector

Legislation active Legislation passed Legislation introduced No recent efforts

Source: The Human Interest Team at www.humaninterest.com
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• Public sector retirement plans generate significant 
economic stimulus for local economies
– It is estimated that every $1 of pension benefits paid will 

generate approximately $2.19 in economic output
– Over a 30-year period, estimates show that every $1 of 

contribution to a public sector pension system will return about 
$9 of economic output

• This reflects the fact that taxpayer contributions are a relatively 
minor source of financing for retirement benefits—The bulk of 
financing comes from investment returns

Estimated Economic Impact 
of Retirement Payments

Source: NIRS, Pensionomics 2021
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Estimated Economic Impact 
of Retirement Payments

Nationally, state and 
local pensions support 
~3.7 million jobs and 

$675 billion in 
economic output

Source: NIRS, Pensionomics 2021
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• Actuarial Standard of Practice (ASOP) 51 requires actuaries to identify potential risks, and 
assess them through scenario-testing, stress-testing and/or sensitivity-testing

• Intention is to provide additional information to intended users of the risks of future 
experience differing from the assumptions

Identification of Risks

These risks are 
challenging to manage 

effectively

Risks related to 
demographic events
• Mortality
• Payroll and/or 

population growth
• Retirement, disability, 

termination               

Risks related to 
external forces

• Governance risk
• Regulatory risk
• Litigation risk
• Political risk

Risks related to 
economic variables
• Investment return 
• Inflation

– Price inflation
– Wage inflation
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Adding passive return building blocks expands the 
opportunity set, but it does not clear the 7% hurdle 
EXHIBIT 5: PASSIVE RETURN PORTFOLIO BUILDING BLOCKS 
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Creating a 7.0% Return Portfolio

Source: Bloomberg, J.P. Morgan Asset Management Multi-Asset Solutions; data as of June 2021. Forecasts refer to our 2021 LTCMA projections.
Real Assets include Real Estate and Infrastructure. Private Assets include Private Equity and Direct Lending.
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Additional levels of active decision-making can help reach 
the 7% return target 
EXHIBIT 6: PORTFOLIO BUILDING BLOCKS WITH ACTIVE ALPHA 
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• NASRA Survey, 
March 2022
– Median has 

decreased to 7.00% 
(was 7.50% four 
years ago and 
8.00% in 2010)

– Average assumption 
is 6.99%

Investment Return Assumption 
Continues to Be Lowered

Source: NASRA, Public Fund Survey, March 2022

NASRA Issue Brief—Public Pension 
Plan Investment Return Assumptions 
March 2022
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Continued improvements in mortality = 
Longer periods of payment and higher costs

Mortality/Longevity Risk

• Lump sum payment = Increased chances of retirees outliving their benefits
• Is the actuary accurately projecting the future increases in lifespan? 

– If not, losses will be created

Life Expectancy of 
a  Male Retiree

Life Expectancy of a 
Female Retiree

Age 65 75 85 65 75 85

PubG-2010 General Healthy 
Retiree, Amount-weighted 

w/Scale MP2021
86.4 88.2 91.9 89.9 90.1 93.1
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• First effective for measurements on or after November 1, 2018
• The actuary needs to:

– Identify potential risks that may reasonably be anticipated to affect the plan’s future financial 
condition 

– Assess the possible impact of potential risks 
• The assessment need not be based on numerical calculations
• The assessment should account for applicable plan circumstances—Funding policy, investment policy, 

funded status, demographics, etc.
• The actuary will recommend a more detailed assessment if circumstances indicate this is appropriate

• Additional wording required in the valuation disclosing the risks of future experience 
differing from the assumptions

• Applies when performing an actuarial funding valuation or a pricing valuation of a 
proposed change

– Similar wording should be included in benefit studies

ASOP 51
Assessment and Disclosure of Risk
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• Valuation Reports and Presentations Must Include Risk Assessment
• Examples of Risk:

– Investment return risk—The risk that returns will be different than expected
– Contribution risk—The risk that actual contributions will grow faster than the Member’s revenue, but not 

the likelihood of actual payment
– Longevity risk—The risk that mortality experience will be different than expected
– Other demographic risk—The risk that participant experience will be different than assumed

• Examples of measuring risk as warranted:
– Investment return risk—Sensitivity test—Demonstrate the impact on projected actuarially determined 

contribution requirements of lowering the return assumption by 25 and 50 basis points—Currently GASB 
includes a sensitivity measure

– Contribution risk—Deterministic and/or stochastic projections—Calculate the probability 
that future contributions will exceed (or be short of) projections

– Longevity risk—Stress test—For example, demonstrate the impact on the unfunded liability if 
all retirees live one year longer than expected under the current assumption

ASOP 51
Assessment and Disclosure of Risk
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• Effective date—February 15, 2023
• Plans will be required to calculate and 

disclose a reasonable “actuarially 
determined contribution” (ADC)

– Based on a “contribution allocation 
procedure”

– Could be new for plans with “fixed” 
employer contribution rates

• Constraints on “contribution allocation 
procedure”

– Cost method based on each member’s 
benefit 

• No “ultimate entry age” cost method

– UAAL amortization must either cover 
interest on UAAL OR fully amortize UAAL 
over a reasonable period

• That is—No rolling negative 
amortization

• Disclose how long any negative 
amortization will persist

• Other requirements for actuary to 
comment on the basis and 
reasonableness of prescribed 
assumptions and methods

ASOP 4 Revision Approved

The changes and concerns of the proposed ASOP changes
should be reviewed and funding policies modified as appropriate
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• It is unlikely that any 
plan will fund based on 
this amount

• The different 
measurements will likely 
lead to confusion

• Beware that some will 
say the “true” cost is 
finally disclosed

ASOP 4
“LDROM” (MVL) Disclosure

§3.11 Low-Default Risk Obligation Measure—When performing a funding valuation, the 
actuary should calculate and disclose a low-default-risk obligation of the benefits earned as of 
the measurement date

• Every funding valuation would be required to disclose what is 
commonly called a “Market Value of Liability” (MVL)

– Examples of rates are included in the ASOP
• Not the expected return as used for funding

– Liability measured as the present value of accrued benefits
• Not the level cost of projected benefits as used for funding

• Supposedly, this would “resolve” a controversy between 
financial economists and public pension actuaries

– Spoiler alert—No it won’t
– NOTE—IRDM = MVL = Solvency value, more or less
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 Workforce attitudes and demographics
 Trustee and administrator tools
 Hot topics

– Funding policy
– GASB and bond ratings
– Recovery and redesign strategies
– Pension obligation bonds
– State-sponsored private sector plans
– Risk
– Proposed ASOPs

 What does this all mean?

Agenda
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What Does This All Mean?
More CHANGE!
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 Increased communication challenges related to funding statues—Which will 
lead to additional redesign of public pension plans

 More scrutiny of state and local governments’ fiscal condition—Attention to 
high profile municipal bankruptcy 

 Need to better understand sponsors’ fiscal condition and the impact on the 
pension plan

 More significant plan redesign and revamping of funding policy
 Increased focus on retirement security
 Oh . . . Federal tax reform

What to Look For . . .

Have Courage
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Questions?
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