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LETTER OF TRANSMITTAL
November 29, 2611

Retirement Board of the Federated City
Employees’ Retirement System

1737 Notth. 18 Street, Siite 580

San Jose, California 95112

Dear Members of the Board:

The purpose of this tepott is to present the June 30, 2011 actuarial valoation of the City
of Sdn Jose Federated City Employees® Retiterent Systern (“System”) This report is for
the use of the Retirement Board and its auditors in preparing financial reperts in

accordance with applicable lws anid accounting 1equnements Amny other user of this

reportis notan intended user and is-considered a third party.

The table below presents the key results of the 2()}1 Valuahon compared to the 2010
valuation.

Suminary -D:'f..Kéy Valuation Resulis
6/30/2011 ' 6/30/2016

Discotint Rate | 7.50% 195%
Actuarial Liability (AL) | $ 2,770,227  § 2,510,358
Actuarial Value of Assets (AVA) 1,788,660 1,729413
Unfunded Actuarial Liability (UAL) $ 981,567  $ 780,945
Funding Ratio - AVA 65% 69%

Market Value of Assets (MVA) $ 1760:617 & 1,512,802
Funding Ratio - MVA 64% 60%

Fiscal Year Ending 63072013 6/30/2012
Meémber Conttibution Rate 5.74% 4.68%
{City Contribution Rate

Notial Cost Rate 18.08% 12.76%

UAL Rate : 26.37% 15.58%

Total City Rate - T 4EAs% 2834%

‘Total Coontribution Rate ' 50.190% T3.00%

Total .Cﬁontiji[‘)uiion Amount
-il paid at the beginning of the year
-if'paid at the -end'thr

102,972 & - 86,888

1750 Tysong Boulevard, Suite 1100, MELean VA 22102 1 Tel 7038031456 Faki 703.893.0006 - wnwehelfonius

110,694 $ 93,795
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Board of Administration
. November 29, 2011
Page ii

At-its October 2011 meeting, the Board adopted a number of assumption changes based
on recommendations from our experience stody report. In particular, the Board reduced
its investment retin assumption from the 7.95% that was used in the prior valaation and
the. 7.75% that had been previously adopted for this valuation to 7:50%: The: wage
growth assumption was also reduced from 3.90% in the prior valuation to 3.25% in this
valuation. Administrative expenses and the Supplemental Retirec Benefit Reserve
(SRBR), which had been implicitly- valued as patt of the invesiment reéfurn assumption,
ate now explicitly valued ag an addition to normal eost (0.70% of. payroll for
administrative ‘expenses and 0.35% of the market value of ‘assets for the SRBR). The
changes in assumptions are summarized in Appendix B of this report, and more detail is
prowdaé n our experience study report.

During the vear, there were also very significant changes due to-the experience of the
System mcludmg a 14% reduction in ihe numbct of active members and a 24% 1educt10n
dssei f,moothmg, przor mvestment losscs aré: still Bémg phascd in and agas resuit the return
on the act_u.ar:.al value of assets was only 5.5%.

s Unfunded Actuarial Liability. (UAL)/S’z:rpfus The: UAL increased by approximately
$200 million primarily dus to the assumption changes ($188 mrihon}

o Funding Ratio; The rativ of the acmartal value -of assets fo actuarial liabilities
declined since the last valuation from 69% to 65% due to the assumption. changes.
The actuarial valie of assets is smoothed in order to mitigate the impact of investment
perfoimance volatility on empioyer contribufion rates. 'Without the asset: smooth'ing,

LT

_ ‘4% EVEn wlth the 1mpact of _t__he as_sumptlon chan g_es‘

& Member Contribution Rate: ‘The member contribution vate is a proportion (3/11™) of

{he setvice normal cost rate. The Member contribution rate increased from 4.68% io

- 4.82% due to demographic experierice and from 4.82% to 5.74% due to'the changes
in.assumptions.

o Cify Contributions: City- contnbutlons are a proportion. (8/1 1"} of the service no;mal
cost rafe pius the reciprocity normal cost rate plus an amortization payment on “the
UAL. City contributions asa percent of payroll increased significantly-from 28.34%
of payroll to 44.45% of payroll. Hewever, the decrease in payroll gkaggerates the
mcreased cost to the City. The beginning of year contribution amount increased from
$87 million to $103 million due primarily to the assumption changes ‘Based on. the
prior valuation, the contribution -amount had been expected to increase to $105
million withouot all of the assumption changes

More details on the plan experience for the past year, including the changes listed above
and their impact on these June 30, 2011 valuation results can be found in our report
which follows.
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Board of Administration
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In prepating our report, we relied without: audit; on information (some oral and somie
:wmten) supphed by the C;f:y of San jase Department si Retucment Serwces This

fi nanc:al mfmmatmn

We hereby certify that, to the best of our knowledge, this report and its contents, which
dre. based on the information and data Supplied by the City of San. Jose Depactment of
Retirement Services, are work products' of Cheiron, Inc, These work. products are
complete and acourate and have been ‘prepared in accordance with generally 1ecogmzed
and accepted actuarial paznclpics and practices which ar¢ consistent with the Code of
Professional Conduct and applicable Actuarial Standards of Practice set -ont by the
Actuarial Standards Board. Purthermore, as credentialed actiaries, we meet the
Qualification Standards of the American Academy of Actuaties to render the opinion
contained in this report. This report does nof address any contiactual or legal issues. Wi
are-not attorneys and our firm dogs rot provide any legal services or advice:

This actuarial valuation report was prepared solely for the System for the ‘putposes
described herein, except that the plan auditor may rely on this report solely for the -
purpose‘of completing: an audit related fo the matters herein. This actuarial valuation
report is not intended to benefit any third party, and Cheiron assumes 1o duty or liability
to any such party.

Finally, it’s important to note that this valeation, which was prepared using census data
and financial information as.of June 30, 2011, does not reflect any’ subsequent chariges in
the membership profile and the investment markets.

Sineerely,
Cheiron.

Il o bl

& 1warsm FSA, FCA, EA, MAAA William R. Hallmark, ASA, FCA, EA, MAAA
Prmcxpal Ccnsultmg Actuary. : Consulting Actuary
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FEDERATED EITY EMPLOVELS RETIREMENT SYSTRM
JUNE 30,2011 ACTUARIAL VALUATION

SECTION I
BOARD SUMMARY
The primary purpose of this ‘actuarial valuation is to report, as of the valuation date, on the
following:
e The financial condition of the Federated City Employees” Retirement System,
» Pastand expected trends in the financial condition of the System ,
s The Eraployer’s contribution rate for the Fiscal Year Ending June 30, 2013, and

. Information required by the Governmental Accounting Standards Boatrd (GASB).

In thxs Secticm we: present a summary of the pr’mmpai valuaticim resulis 'Fhls in’ciudes the basis

fi n:ancmE.condmon _of the System In additmn___ we pmsent a-teview c}f the key historical hends-
followed by the projected financial outlook for the System,

A, Valation Basis

TheSystem’s funding policy sets City contributions equal to the sum.of:

]

A pottion (8/1 1%) of the Service Normal Rate (Regular Cureent Serviee Rate).
The Reciprocity Rate, which is the prefunding of the:liability for reciprocal benefity with

certain other California public pension plans: _

'The Deficiency Rate; which is the.amortization of the finding da'ﬁﬁiency

The Golden Handshake Rate, which is the cost for funding ths addltlonal béricfits granted
i the past to certain retiring employees.

The unfinded actuarial liability as of June 30, 2009 (including the Golden Handshake) is
amortized over 30 years from that date, and any subsequent gains or losses or assumpfuon
changes are amortized -as part of the Deficiency Rafe over 20 years from the valuation in
which they aré first recognized.

Member contributions equal 3/1

1™ of the Service Normal Rate.

{HEiRoN 1




FEDERATED CITY EMPLOYEES RETIREMENT SYSTEM
JUNE 30, 2011 ACFUARIAL: VALUATION
SECTIONI
BOARD SUMMARY

B. CirrentFinancial Con.difi(m

On the following pages, we summarize the key results: of the June.30, 2611 valuation and
how they compare to the results from the June 30, 2010 valuation,

I.

MemberShip :

As shown in Table 1-1 below; total membership in Feéerated declined shghﬂy from 2010
to 2011, but the chinges between cafégeries of membership were. significant. Active
membership decreased 14.2%,; terminated vested membership increased [8.7%, and
retiree. membership (mcludmg beneficiaries) increased 10.2%. Total paytoll decreased
by 23.9%; and the average pay per acfive member decreased by 11.2%.

Table I-1

Total Membership
Ttem : June 30,2001 June 30,2010 % Change
Active Counnts 3274 3,818 (14.2%)
Terminated Vesteds : 869 732 18.7%
Retirees _ 2,769 . 2,472 12.0%
{ Beneficiaries 449G . 428 4.9%

Disabled. ‘ 210 211 (0.5%)
Total City Memmbers: 7571 7,661 (1:2%)
Active' Member Payroll $ 228936398 § 300,811,165 (23.9%)
Average Pay per Active Member 69,924 78,788 (13.2%)

Assets-and Liabilitics:

Table 1:2 on the following page pxcsents a comparison between: the June 30, 2011 and
June 30, 2010 assets, liabilities, UAL, and funding ratios.

The: key resulis shown in Table 12 indicate that the. total actudrial liability increased
10.4% and the market value of assets increased. by 16:4%. The System omploys an asset
smoothing methed which dampens investment. market volatility. For -this year the
smoothéd valiie of assets (called the actuarfal value of assets) increased by 3.4%. The
ratio of the actudrial value of assets to the market value of assets-decreased from 1 14% to
102%, indicating that the deferred losses are now only shghtly gredter: than the defefred
gains. Tinally, the UAL increased from $780.9 million to $981.6 million, resulting in a
decrease in the funding ratio from 68.9% to 64.6%. Based on the market value of-assets,
the funding ratio inéroased from 60.3% to 63.6%.

A HEiRON | | - 2




TEDERATED CITY, EMPLOYERS RETIREMENT SYSTEM
JUNE 30, 2611 ACTUARIAY, VALUATION

SECTIONT
BOARD SUMMARY,
Table1-2
_ Assety & Liabilities

Jtem (EAN) ~ June 30,2011 June30, 2010 % Change
Actives " $ 878864 § 1,005,660 (12:6%)
Terminated Vesteds P11,225 85,904 29.3%
Retirees 1,570,604 1,271,308 23.5%
Beneficiaries 93,751 81,931 14.4%
Disabled . 72674 65,554 10.9%
SRBE Balance 43,109 : 3 4
“Total Attuarial Liability 2,770,227 2,516,358 10.4%
Market Value Assets % I ?76)0?6 17 1,512,802 16.4%
Actuarial Value Assets $ 1,788,660 % 1,729,413 B34%
Unfiinded Actuarial Liability $ 981,567 § 780,944 25.7%
Funding Ratio~ Market Value 636% © o 60.3% 3.3%
Funding Ratio = Actuaiial Value 64.6% 68 .9% (4.3%%0)

Aborings in thowsaidy
3. Contributions:

Tabie I —3 a.hows sources fot the change in the et con’tribut‘ioh rates ancf City eontribution
Me_mber, cont;:lbutlon rate 1 pnmaniy d_u_c _t_o the.;;s_sur_np_tlon .chang_es__ The mcx_cas_e in the
City’s contribution rate: is also primarily due to the assumption changes, but is further
exaggerated by the decreased payroll over which the UAL s spread. The City’s
eontribution amount would have actually been lower than the prior valuation except for
the assumption changes.

«G—igs ROM 3




FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 38, 2011 ACTUARIAL VALUATION

SECTIONT
BOARD SUMMARY
Table B3
Condvibufion: Reconcifiation .
C“Y . Tetal
Tiem . . . Meinbér | Norimal UAL Total City §
1; RFYE2012 Contribution Rate 468%  1276%  1558%  2834% § 869
3, Plan Experiejﬁce
@) Chapize dugito invistiment loss 0:00% 0.00% 2.69% 2.69% 62
b) Change duie to démographic experience 0I4%  042% . (279%)  (237%) (5.5)
¢) Change dué (o apgregaie payrofl décreasing 0.00% 0.00% 416% 4.16% (11.6)
3. Assumption Changes .
a) Change due to demographic assumption chithges 0.57% 145% 2.09% 3.54%: 82
b) Change due (o explicit expense assumption 019%. (1:51%. 0.00% D.51% 1.2
cyChange ducto explicit-SRBR assummption 0:006% 257% 0.00% 2.57% 60
d} Chanpe dic fo ceondmicassumpiion changss (,16% 0.37% 4.64% S.01% 116
4, PYE2013 Contiibution Rate  Sma%  1808%  2637%  4445%  § 10301

Ih Seetion 1V of this feport, we provide imore detail ofi the development of this contribution
rate.

-{HEIRON - 4



FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEN{
JUNE 30, 2001 ACTUARIAL VALUATION:

SECTION Y
‘BOARD SUMMARY

C. Historical Trends

Dcsplte the fact that most of the attention given to the valuation is with: rcspcct to-the most.
recently computed unfunded actuarial Hability, funding ratio,.and the System’s contribution
rates, it is ;mportant to réfnernber that éach valuation is merely a snapshot of the long-term
progréss of a penision fund. It is more important to judge a corrent year’s valuation résult
relative to historical trends, as well as frends expeeted into the future. In the following
charts, we present the historical trends based on prior actuarial valuations. Please note-that
prior to June 30, 2009, valvations were performed. every other vear. Beginning June 30,

2009, valuations are performed every year. '

In the chart below, we present the histotical trefids for assets (both market and smoothed).
versus. actuarial liabilities; and:also show ‘t:he..pr(_)gre-_ss of the funding ratios sinee. 1997,

Federited Assets and Liabilities 1997-2011

The City of San Jose Federated Tmployees' Retirement System

. $3 S N
g sevs Actiarial Liability ‘As&ets-SmuuthﬂI g A ooty at MAﬂcetValuc
= ‘
L
41
1997 1999 2001 2003 2005 2607, 26609 2010 2011

FuidedRatio | o23%)  waaw]  wsow|  orenl  soowd simw|  veawd  esdnl  cdéw
WABASwrphis) ¥ sesis s74ls dzzls 3als ;esls 3MAls T9e6is mosis 9sLe
it iR |

* farker e aff!we Is priie to J00% were mot vepotted sepavately for fine Retivenent Benefits
The chart above indicates that fiom 1997 to 2001, the System’s funding ratio improved, but

was still in deficit status. Then, from 2001 to 2011 (with the exception of 2007), the funding
ratjo steadily declined. The decline is due primarily to.investment expeticnce.

(heron 5



FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE38, 201 LACTUARIAL VALUATION

SECTION I
BOARD SUMMARY

In-the chart below; we present the historical frends for the System’s. contribution rates since
- the Fiscal Year Ending Jine 30, 1999, All information showna piior to thel Fiscal Year
Ending June 30; 2012 was calculated by the: prior actuary. Also, please note that the Fiscal
Year Ending 2011 rates shown do nof reflect the phase-in of contrlbutlon fates that Wwas
adopted for Members, The phased-in rate was 4. 54%

Employver and Member Cﬂ'n'tri'bilﬁqn' Rates 1999-2013

The City of San Jose Felderated Employees’ Retivernent System

jzj; M g Employér Rate ¥ Meinbei's Rate: _ AR 45%

: 4{;%_
 35%,
) 30
g 25%
£ 0%
15% .
10% -
5%
4% -

% of Pavr

75 5.33%

8% 1496%

Cont‘rih

199% 2001 2003 2005 2007 2409 2011 2012 2013
Fiseal Year Bod

The key information i this chart is the increase in the Employer contribution rate since 2003.

The increase schieduled for the Fiscal Year Ending in 2013 is primarily due ‘o the assumption

changes and the reduction in payroll.

Tha feﬂowing Chdt‘t mp:esents the: pa‘ttem of the 'Sys’tem' s actuariai gains and losses, b’erEzl

Sysfem’s c_issets and £1_ab.1.ht_1es attx_fbut_able to__ {_;h_an__ges_ 10 methods pI_OC_C_d_EH‘C?S ot assumpuons

A HEIRON 6




Millions

FEDERATED CETY EMPLOYEES' RETIREMENT SYSTEM
JUNE 34, 2011 ACTUARIAL VALUATION

SECTION I
BOARD SUMMARY

SIFCERS Historic‘gl-@ain?_{iioss) 2005-2011

The Cily of San Jose Federated Employees' Retirement System

mvestment G/(LY  E3vildability GHI) = Net Expericneé GHLY

Slﬂ‘a S S

50

B

{$50) +

(5108) -

{5150y

Plan Year Ending

(5200)
Thekey insights-from this chart are;

a Investment [osses: (gold bars) in 2003 are partially offset by investment gains from 2006
and 2007. From. 2008 to 2011, there were additional investment losses. Since the.
actuatial value of assets only tecognizes a portion of the recent market fosses, additional
investment losses on the aciuarial value: of assets are expected over thé next two years
followed by investment gains as the most reeent market retuins are fully recognized.

s On the Hability side; three of the four valuations showed actuarial losses with 2010 and
2011 as:the only exceptions. The actuarial gains in 2010 and 2011 are primarily due to
actual salaries being less than expected. We expect the new demographic assumptions
adopted with this valuation to more acciirately reflect future demographic experience
resulting in a balance between future gairis and future logses.

{HEmON o 7



FEDERATED CITY EMPLOYEES! RETIREMENT SYSTEM
JUNE 30,2011 ACTUARIAL VALUATION

SECTION 1
BOARD SUMMARY

D. Projected Financial Trends

Our analysis of projected financial trends is an important part of this valuation. Inthis
Section, we present our assessment of the implications of the June 30, 2011 valuation results
on the futuis outlook for the System in terms of benefit security (asscts Gver hablhtms) and’
the expected cost progression.

I the charts that follow, we project assets and liabilities, the pay down of UAL, and the
Employer contributions as.a percent of payroll on two diffevent bases:

1) Assuming 7.5% return for 2011-12 and each and ew;:_y"ycaf‘that follows, and

2) Assuming returns shown in the table below: These are rates of return that vary each year
but over the projection period equals on average the assumied 7.5% return. We do this'in
order fo itldstrate the impact.of volatility because the System’s returns will never be fevel
each and gvery year.

FYE 0z 2003 204 2015 20016 2007 2018 2009 2020 2021
Retuvn ~ 20.6%  BO% 3.0% 200% iy 18.8%  130% 90% (ha%i 160%
CFYE 3022 2m3 2624 2ies 2626 227 2028 2020 2030 2031

Return:  9.0%  (B0%) B0%  13.0% 160%  (80%)  £I60%)  300%  23.0% 0%

Please note that the investment returns shown above were. selected solely to illustrate
“ihe impact of investment volatility on the patters of funded status and employer

contribution rates. They aremnot intended to. be predictive of actual future contribution

rates or funded status or even to repreésent a realistic pattern of investment returss.

“{ HERON 8



FEDERATED CITY EMPLOYEES RUETIREMENT SYSTEM
JUNE 30,2011 ACTUARTAL YALUATION

SECTION1
BOARD SUMMARY
Projection Set 1: Assets and Liabilities

The chart below shows-asset mcasures (srech and pold lines) compared to labilitics (gray bars).
At the top of each chart is the progression of funding ratios. The key insight from this:chart.is
the steady projected imptovement in funded ratios in the first chart, and how varying investment
retutns can impact the progression of funding ratios. '

Chart 1; Projection of Assets and Liabilities, 7.53% return each year

- 84%

36,{)9{] ~ . : . - : o . e . e e .....WT_,..,,W h 86%‘3':15;;
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e
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&0 - B i) 33 i el % L 7 O 1)
2011 2013 2015 2047 2819 A2 2833

Chart2: Projection of Assefs and Liabilities, varying returns averaging7.5% over time
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FEDERATED €ITY EMPLOYEES! RETIREMENT SYSTEM'
JUINE 30, 2081 ACTUARIAL VALUATION

SECTION I
BOARD SUMMARY

Projection Set 2: Projected Employer Contribution Rate

As shown in Chart 1 below; empioyer contribution rates aré expected to increase over the next
two years as the 2008-09 investment losses are fully recognized, and then decline as the
subsequent investment gains are realized. These contribution rates are significantly greater than
those projected in the prior valuation (ved ling). However, much of the Increase is due to the
reduction in payroll. As shown in Chait 2 below, the projécted amount of the contribation is less
than what was prajected in the prior valuation. Varying investment returns, as shown in Charts 3
and:,:can significantly alter the projected contributioh rates and amounts.

Chart 1: 7.5% veturn each vear — Percentage of Pay

FA| L R ——— . - - N SE— : e e
- ~B—~Member Rate S 20 18 Vb Baseline City Y%

50%:

"ayTGI[

4%

S30% -

Peréent uf P

Zﬂ%. -

iM%

0% 3 : : i
Z0EY 2013 2015 2617 2029 2921 2023 2025 207 2020 2031

Chart 2: 7.5% return each vear — Dollar Contributions
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$25l)

5200,

§150
$100: -

§50;

bl T i ¥ 1 T ey
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FEDERATED.CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 36, 201 ACTUARIAL VALUATION
SECTION X
BOARD SUMMARY

Chart3: Varying returns averaging 7.5% over time — Percentage of Pay

—FMember Rate

LA 201 205 207 2029 208

Ve

Chart 4: Varying returns averaging 7.5% over time — Dollar Contributions
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FEDERATED CITY EMPLOYERS  RETIREMENT SYSTEM
JUNE30; 2001 ACTUARIAL VALUATION

SECTION I
ASSETS

Thc System uses: and dtscleses two d:ff‘erent aqset measuaements whtch are presented in this

vaiue of the assets zf they were hqu;dated on the vaiuduon date The actuaual VdEUG of assets is a-
value that attetripts to. smooth annual investment retusn pérformance. over multiple years fo -
teduce the Impact of shovt-term investment volatility on employer contribution rates.

On the following pages we present defajled information on the System’s assets:

A. Statericnt of cash flows duing g the year,
B. Development of the actuarial value of assets, and
C. Discussion of investment performance for-the year.

A. CashFlows

Table -1 shows soutces for the change in the market value of assets.

Table H-1 _
Change bir Market Vilue'of Assets
June 30,2011 June:30,2010
Basie* . CostofLiviag Toial Reficement  Total Retivement

Market Yalue, Beginnidg of ¥ear 5 LI08322. % T 404480 % 1L512802 § 1,356,638
Contribnstivns

Mernber 21,313 3,089 24,602 13,396

City 42180 17,000 39,180 54,566

Total $ 63,693 & SI0,089 8 83,782 § 67,962
Net Investment Eaynings™ 3 213,159 § 71,153 3§ 2843i2 % 195,114
Beiedit Pay meits 3 93,689 % 26589 % 126,278 § 106,912
Marlet Value, End of Year: 3 1201485 % 469,133 8 1760,618 5 1,512.802
+ Tocfides SRBR of $13,100 dhd $28,53 | dsof End of Yeac and B :‘ ing of Yoar specsively Anwints i ewemands

*¥ Gross Investmend carmings less investuent snd admiisirative sxpenyes

iz




FEDERATED (.ITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 36, 2011 ACTUARIAT- VALUATION

SECTION It
ASSETS

Table I[-2 shows the development of excess earnings.

Fable II-2
Development-of Excess Earaings as of Jume 30,2011
“Retirement Fund Resérve

‘Ewmployee SRBR General Total
1. Total Earnings ' ) 213,159
2. Batance, July T, 2610 $ 200,066 § 28331 § 878824 $ 1,108,322
3. NetCashflow 8§ (13907 8 0.8 (16089 §  (29,996)
4. Crediting Rate. 3.00% 7.95% 795%
5. Primary Interest Crediting % 5,562 § 2,252 § 80,084 % 87,899
6. Balance, June 30, 2011 $ 192,822 $ 30,583 $ 942,820 § 1,166,225
7, Broess Barniags ' $ 12,526 § 1i2,734 § 125,260
8. Balange, July 1, 2011 $ 192,822. § 43,109 § 1055554 & 1,291,485 |

Anrounis i housands
B. Actuarial Value of Assefs

To deterimifie on-going funding requirements, mast pension funds utilize an actyarial value of
assets that differs from the market value of assets. The actuarial value of assets is based on
averaging or smooihmg year-{o-year ‘matket valué returns for purposes of reducmg the
resulting volatility on contributions.

The actuarial valie is calculated by recognizing 2 20% of each of the prior four years of dctial
investment experience relative to the expected return on the actuarial asset value (7.95% for
2010-2011, 7.75%. for 2009-2010; 8.25% for prior years). The expected. return on the
actuarial vaius of assets Is determined using the Fund’s actual cash flows and the actuarial
rate of interest. The balance of the. actual investment experience is recogrized in a similar
fashion i future yeats, (See Appendix B for further explanation. of the- asset valuation
methad).

L HERON | 13




FEDERATED CITY EMPLOYEES' REITREMENT-SYSTEM
JUNE 30,2001 ACTUARIAL VALUATION

SECTION I1
ASSETS
" Table I1-3
Developmentof Actuarial Value of Assets
June 30, 2011
e _ Basi¢ Cest of Living Total Retireient
Market Vatuae of Assets 5 1,201,485 & 469,133 § 1,760,617
Gains/(Losses)
Current Year 125,205 38,797 164,003
Prior Year 72,529 18,926 91,456
2nd Prier Year (343,206) (89,559) (432,764}
3rd Price Yeu (162,624) (42,436) (205,061
Deferred Gains/(Losses) J |
Cuifrent Year (80% deferfed) 100,164 31,038 131,202
! Prior Year (00% deferred) 43,518 T} 356 54- 873
2ad Prior Year (40% deferred) (137,282) (35.823) (173,106)
3ed Prior Year (20% deferred) (32,525) _ (848D _(41,012)
Total 5 (26,125) § (£917) % (28,042)
Actuarial Value of Assefls S 1317610 % 471,050 § 1,788,660

Aprnts ik thonsnds
. Investment Performance

The market value of assets internal rate of return, net of investment and administrative
éxpenses, was 18:8% for the year endmg June 30, 2011. This is compared to. an assymed
return of 7.95%.

On an dctuarial value of assets basis; the return for the year ending June 30, 2011 was 5.5%..
The difference s largely due to the tecognition of deferred losses ffom prior years while 80%.
of the. gain for 2010 is defetred to future years, This return produced an overall investment
losg of $82.2-million for the year ending June 30, 2011.

(HERON o



FEDERATED CITY EMPLOYEES! RETIREMENT SYSTEM
JUNE-38, 2011 ACTUARIAL VAT, UATION

SECTIONIIT
LIABILITIES

In this section, we present detailed information on liabilities for the System,-;ineiudmg:'

Disclosure of liabilities at June 30, 2010 and June 30, 2011, and
Statement of changes in the.unfunded actuarial liabilities during the year.

A, Thselosure

Two types of liabilities are ¢aloulated and presented inthis report, Each type is distinguished
by the purpose for which the figures are ulfimiately used. :

@

Present Value of All Future Benefits: Used for measuring all fulure obligations,
represents. the expected ampunt of money ‘teeded today to fu]iy pay off all benefits both:
earned .as of the valuation date and those to be eamned in the futine by cuirent plan
participants, under the cuitent Plan provisions.

Actuarial Liability ~ Enitry Age Normal (EAN): Used for détermining employer

gontiibutions, and ‘GASB accounting dis¢losures. This Hability is calculated taking the

present value of all future benefits and subtracting the: present value of future member
contributions: and future: employer nermal costs as determined under the EAN actuarial
funding method. Tt represents the expected amount of money needed today to pay for
benefits attributed to service prior to the valuatior date.

Table 111-1 and Table 111-2.0n the-following page disclose these liabilities for the current and
priot year valuations. By subtractinig the actuarial value of asséts fron the actuarial Ilabzhty,
the net surplus.or an unfunded actuarial liability (UAL) is detetmined.

Table I11-3 shows the Entry- Age Normal Cost as a percentage of pay. The Entry Age Normal
Cost represents the expected amount of money needed to fund the benefits attributed to the
tiext year of service under the EAN -actuarial funding method, Administrative expenses and
the SRBR, which had been innplicitly valued as part of the investment retusn assumiption, ate
now explicitly valued as an addition to. normal. cost (0.70% of payl,oll for adiingstrative
expenses and 0.35% of the matket value of assets for the SRBR)..
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,E?EDE;{{ATE}) CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30,2011 ACTUARTAL VALUATION
SECTION T
LIABILITIES

Fable 115-1
Present'Value of Future Benefits:

Fune 30,2011 Juri¢ 30,200
Basic Costof Eiving Tota]l Refirement -~ Tolal' letirement
Attives ' ’
© Retiremont § 00561 § 282729 § 1,083,290 1,189,282
Termination: 61,551 2.803 82,354 97699
Death 17.878 5,904 23782 34:360
Disabifity 30,142 10,576 40,718 66216
Tofal Actives 910132 § 320,012 § 1,230,144 1,387,557
“Retirees 1,198,186 372418 1,570,604 1,271,308
Tiencliciarios 73.604 20,057 93751 81,931
Disdbled 55785 16,389 72,674 65,554
Treleired Vesied 31988 29,337 111,225 85,904
SRBR Balance: 43,189 g 43,109 !
Total 3 2362894 3 758,613 § 3,121,507 2,892,755
Amouits i thorsaids
Tuble HE-2
Actuariaf Liability
Fane 30,2011 _ Juine 30, 2010
N Basic. Costof Living Toinl Retirement Tokal Retirement
Adctives T i
Retirement $ 602387 3 212,919 § 815306 906,339
Teminaticn’ 21,786 9,217 31,003 42318
Death 10,476 3319 13,195 20,440
Disability _ 142068 4554 18,760 36,562
Total Actives § 648855 230,008 § 878,864 1,005,660
Retifecs 1,198,186 372,418 1,576,604, {271,308
Beneficiaries 73,694 20,057 93,751 81,831 |
Disabled 55785 16,889 72,674 65,554
Deferred Vested 81,988 29,237 111,225 85,504
"SRBR Balance . 43,109 4 43,100 i}
Total $ 2101617 $ 668,610 § 2770227 § 2.510:358

A HERON

U Awiotnis i Hionsirids
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FEDERATED CITY EMPLOYRES® REFIREMENT SYSTEM
JUNE 30,2011 ACTUARIAL VALUATION

SECTION IH

LIABILITIES

Table -3,

Norinal Cost

~ Juiie 36,2011 . Juine 30, 2810
S Basic Castof Living Total Total

Retirenent 1179% 0 4ll% 15.90%. 13:08%
Terinination 1.99% - (56% 2,55% 2.06%
Death _ 0.45% 0.16% 6.61% 0.66%
Disubility 0.93% 0.35% 1.28% 1.38%
Regiprocity 0.15% 0.06% 0.21% 0.27%
| Sub-Total 15.31% . 524% 20:55% 17:44%,
* Adinin Expense 0:70% 0.00% - ¢.770% 0.00%
SRBR: 2.57% 0.00% 2.57% 0:00%
“Fotal N 18.58% 5.24% 23.82% 17.44%

B. Changes in Unfinded Actuarial Liabilities

The UAL. of any retiretignt plam is expected to change at each subsequent valyation for a
variety-of reasoiis. In each valuation; we report-on those elements of change in the UAL that
have particular significance or could potentially affect the long-terin financial outlook of a

tetitement plan. Below we piesent key changes i liabilities since the last valuation.

. ‘Table I11-4
Development of 2011 Experichee Gain/(Loss)
lem o _ . Amount
1. Unfiinded Actuarial Liabilityat fune 30, 2010 o o $ 780,945
- 2. Expecfedunfunded acered lighility payinent. © 42490
3. Interest accried ' : 58,566
4. Inerease dué to change il assumptions. : _ 187,548
5. Expected Unfunded Actuarial Liability at Tune 30, 2011 (1-243+4) 3 984,569
6. Actual Unfunded Tiability at June 30, 2011 $ 981567
7. Difference: (5-6) ' 3,002
4. Portionof (6).due to investment gain or {loss) ¥ (82.160)
b. Portionof (6) due to'salary decréases - 127,350
¢. Portion of (8 due to carlier than expected retiremients (34.778)
d. Porlion of (6) due to mortality exparience less than expected (10,568}
¢, Portion of (6) due to other experience 3,164
i, Total | ' _ - $ 3,002 _
’ . . Amounts inthousands .
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
TONE 36, 2011 ACTUARIAL-VALUATION

SECTION IV
CONTRIBUTIONS

Itk the process of evaluating the financial condition of any pension plan; the actoary analyzes the
assets-and Habilities to determine what level (if any). of confributions are needéd fo achieve and
maintain an appropriate funded status of a plan, Typically, the actuarial process will uge an
actuarial finding method that will result in 4@ pattern. of contributions that are both stable. and
predictable.

The actuarial f undmg methodology employed is the Entry: Age Normal agtuatial fundmg method.

Under this method, there-are two’ comiponents 1o the total contribution: the normal cost, and the
unifunded actuarial liability contribution, The normal cost rate-is determined by taking the valte,

as of entry age into the plan, of each membeér’s plo}ected future benefits. This value is then
divided. by the valug, also at entry age, of'the each member’s expected future salary. The normat
cost rafe {s'multiplied by current salary to determine each member’s normal cost. Administrative
expenses and the expected net fransfer to the SRBR are added to the entry age normal cost.

Finally, the normal cost is reduced by the member confribution to produce the employer nofmal
cost. The difference between the. actuarial Hability and the actuarial value of assets is the
unfunded actoarial Hability. The UAL is made up of the unamottized UAL -as of June 30, 2010
plus the impact of the 2011 experience, assumption changes and the 2010 UAL payment that is
miade on July 1,201 1.

Table V-1 provides the payment schedules o amortize the wnfunded liability as of June 30, -
2009 over 30 years, and any additional actuarial gams,i(labses) assumption or method changes
after June 30, 2009 over 20 years:

Table 1V-2 shows how the Employer’s conttibution rate for FYE. 2013 is devcioped “The
methodology and ‘assumptions used are in full compliance with the: parameters set in GASB
Statement Neo. 25 for purposes of determining the:annuaf required contcibution (ARE).

Table IV-3 shows _t?)é En.’ip’.lo_yﬁer-é contribution dollar amiounts for FYE 2013 assuming
contributions are made at the beginning of the fiscal year. To the extent contributions are made
after the beginning of the fiscal year, the. amounts should be increased at an annual rate of 7.50
percent. '

{:ﬁiﬁiﬁi}m 18




FEDERATED CITYEMPLOYEERS! RISTIREMENT §YSTEM:
JUNE 30, 2011 ACEUARIAL VALUATION

SECTION IV

CONTRIBUTIONS

Table IVl
TAL Amortization

‘Outstanding
Balance

Remaining
Period

.P-aym'ent

$ Amount

%% of Pay

Hasic Refivement Benefit

‘Golden Handshake $ 16,525
2009 UAL 592,115
2010(Gain) or Loss 47,696
2010 Assumption Change (38,315)
2011 (Gain) or Loss 9,372
2011 Assumption Changes 117,018
© 7/1/2011 Payment 39,596
Total $ 784,007

1 Cost of Living Benefit

‘Golden Handshake $ 4,018
2009 VAL 145,001
2010 (Gain) of Loss 3,476
2010 Assuiiption Change. (21,270)
2011 (Gain) or Loss (12,373)
2011 Assumption Changes 70,530
T/LP0TT Payment 8,178
Total $ 197,560

8.

28
19
i9

26

20

28

28
19

19

20

$

1,038
37,183
3,787
{3,042}
719
8,982
0
48,667

252
9,106
276
(1,689)
(950)
5414
0
12,409

61.076

045%
1605%
1.63%
(13%)
0.31%
3.88%
0.08%:
21.01%

6.11%
393%
0.12%%
©0.7%)
(0:4%)
2.34%

0.00%
5.36%.

26.36%

Total ' $ 981,567

{HEIRON

Amomnts.in frousands.
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FEDERATED C€ITY EMPLOYEES’ RETIREMENT SYSTEM
JUNE 30,2011 ACTUARIAL VALUATION

SECTION IV
CONTRIBUTIONS

Table IV
Contribution Rafes

_ Fiscal Year 201112 ~ Fiscal Year 2610-11
. _ Basic COLA. Tetal Basie COLA Total
Member Contribution Rate 4.32%. 1.42% 574%  3.56% 112%, 4.68%:
City Servics Normal Rt 14:11% 3.776% 17.87% 9.51%: 2,98% 12.49%
City Recijprocity Normal Ratg 0,15% 0.06% 0:21% 0:20%. 0.0%% 0.27%
Total City Normal Rate 14.26% 3.82% 1808% 970% 3.05% 12.76%
City Deficieney Rate 2056%  525%  2581%  1259% 250% 1S18%
City Gelden Handshake Rate L 0.45% 0.11% _0.56% . 032%, G:08% 0.46%
Total City UAL Rate: 2101 % 536% 26.37% 2% 2.67% 15.58%
ICity ARC Rate 3507% . BA8% . 4445%  22.62% 572% 28.34%
Table IV-3

i ty Contribution Ameints (BU Y)

July 1, 2611 Juby 1, 2010
Basie. COLA Totsd Basit COLA. Total
City:Serviee Normsal Cost § 32687 § 8716 3 41397 § 29148 § 9146 § 38204
City Reeiprocity Normat Cost 34?_' _ 139 486 508 212 820
Total City Normal Cost $ o34 s %849 § 41884 & 29756 § 5358 § 39,114
City Deficiency Cost $ 47620 % 1E162 5. 5979 $ 38616 % 7,940 % 46,535
§City Gofden Handshake Cost 1,042 A %0 238 1,218 )
Total City UAL Cosf 3 48671 § 12417 & 61088 §  395% § 179 % ALTTA
City Annial Requived Contribution . 81705 8 21266 102972 8., 69352 8 17,536 8 _ 86358

Antpinits in dronsangdy
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FEDERATED CITY EMPLOYEES RETIREMENT SYSTEM
JUNE 38, 2011 ACTUARIAL VALUATION
SECTION V
ACCOUNTING STATEMENT INFORMATION

Statement No. 235 of the Governmental Accounting Standards Board (GASB) establishes
standards for accounting and financial réporting of pension information by public- employee
tetirement systems,

The GASB No. 25 disclosure compaies the agciuarial ligbility compuied for funding purposes to
the actuarial value of ‘assets to determine 4 funded ratio. The actuarial Tiability is determined
assuming that members continue to ferminate employment, retire, étc., in accordance with the
actuarial assumptions, Liabilities are discounted at the assuinied valuation interest rate of 7.5%
per annum as'of June 30, 2010 and 7.95% per annum as of Juhie 30,2011,

GASB Statement No. 25 requires the actuarial liability be compared with the actuarial value of
assets: for funding purposés. The télevant smounts as of June 30, 2010 and June 30, 2011 are
presented in Table V-1.

“Table V-1
Federated {:ﬁit_y‘ _Emplqye_cS‘ Retirement Systém

Ktem. ' ' o June 30,2001 Juue 30,2010 % Change
GASB No. 25 Basis . ' '
L. Actuatial Lisbilities

a. Members Currently Recelving Payments ‘ 3 1,780,139 % TALS, 794 25.5%

b. Vested Teminated and Inactive Members 111,225 - 85,904 29.5%

e. Active Members : 878863 1,005,660 (12:6%)

4. Total Actuarial Liability $ 2710227 -$ 2,510,358 £0.4%:
2. Actuanrial Value of Assefs ’ % '}._;783,6'60 5 © 1,729,413 3.4%
3. Unfunided Actuatial Liability $ 981,567 % 780,945 25.7%

4, TRatioof Actyarial Y'aiu_e of Asséts ‘
to Actuarial Liability ()(1)(d) 64.57% 68:89% . (4.3%)

Amountsin thousgnds

{HEIRON 21




FEDERATED CITY EMPLOYEES’ RETIREMENT SYSTEM-
JUNE3¢; 2011 ACTUARIAL VALUATION

 SECTIONV
ACCOUNTING STATEMENT INFORMATION

Tables V-2 through V-5 are exhibits for use. in the: System’s Comprehensive Aninual Financial
‘Report (CAFR). The Government Finance Officers Association (GFOA) fecomimends showing:
at least 6 years of experience in each:of these exhibits. Table V-2 shows the Notes to Required.
Supplementary Information, Table V-3 presents an analysis of financial experienice: for the
valuation year; Table Vo4 presenis the Solvency Test which shows the porfion of actuarial
liability covered by assets, and Table V-5 presents the Schedule of Funding Progress,

Table V—2
_ Federated City Employees’ Retirement System,
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

The:information: pfes'a_n}:éd in 'thﬁ':reqﬁui_réd, sﬁpplemsn’f_ary schedules to the Financial Section of the
CAFR was determined. as part of the actuarigl valuation at the date indicated. Additional
information as.of the latést actuaiial valuation follows. :

Valuation date ' | June 30,2011
Actuarial fundiag method ' Entry Age Normal
Amortization method _ Level percent of pay; elosed, layered
Equivalent singlé amortization pexiod ' ‘ 25.2 Years
Asset valuation method 5 year smoothing of retirn over of under expected returhs
.Act&ariai'assumpﬁons:' S
Investment rate of vefurh - : 7.50% |
Projected salary increases due 3.25%.
“to wage inflation - . '
Cost-of-living-adjustments: - - _ : : 3.0% per year

The actuarial assumptions used have beetl recommended by the. actuary and adopted by the
Fedetated Board in October2011 based on:the mest recént review of Federated experience.

The rate of employer contributions. to Federated is composed -of ‘the normal cost, reciprogity
notmal cost, amortization -of the unfunded actuarial liability and the golden handshake rate. The
normal cost is-alevel percent of payroll cost which, along with the member contributions, will pay
for projected benefits af retirement for thie average plan participant. The actuarial liability is that.
. portion of the present value of projected benefits that will niot be paid by future employer normal,
costs or member contributions. The differerice between this liability and the funds accumulated as
of the same date is the unfunded actuarial liability. :

T Addrivonal merit salary Toroases Of 0,257 1n 4. 507% bascd On # DUIGIPANT S YRATS OF SErvibe 8 aisq Aasumed; 1 Hese _!.n.c_rea,sfes' are notwsed in the amortrentionof the DAL,
+ Cogicof-living adjustments bre fixod et 3% by the plan grovisions and do not fluctuste \sgil]\ actual inflaticn,.

{HERON | 22




FEDERATED €YTY EMPLOYEES RETIREMENT SYSTEM,
AUNE 36,2011 ACTUARIAL VALUATION
S SECTION V |
ACCOUNTING STATEMENT INFORMATION

TﬁbIe V—3
City of San Jose Federated City Employees” Retirement System

ANALYSYIS OF FINANCIAL EXPERIENCE
Gain (or Loss)in Actuarial Liability During Years Ended June 30
Resulting from Differences Between Assumed Experience
and Actual Experience:
Gain (or Loss) for

Year Ending
|Type of Activity B o June 30,2011
Investirient Thoome: | ¥ (62,166)
Cérﬁbin_e,d Liabi fity Bxperience §3.403
Gain (or Loss) Duting Year from Financial Experience  ~ § © 1,237
Non-Recurting Gain (or Loss) liems _ (187,548)
Com p’osité Gain (or Loss) Duriag Year : $ | (186,311}

Anrous i thottsands

Table V-4
City of San Jose Federated City Employees’ Rétivement System.
: GASB SOLVENCY TEST
_ - Adtuarial Liphilities Foy
(A} ®) ©
Refiress, Rennaiing Portion of Actuarial
“Valuation Active Beneficianies Adtive ‘Liabilitics Covered
Pate Member and Other Members® Reported by Reported Assets
June30,%  Contributions.  Inpctives Liabilities -Assets®® Ay (B (C),
2011 5 234574 5 1848254 § 687400 5 L788:660  100%:  84% 0%
2010 | 242,944 1,504,698 762,716 - 1,799,413 100%  99% 0%
2009 228,967 1,393,114 864,074 1;756;558  100%.  100%  16%
2007 214,527 1,003,001 143,415 1,622,851 100%  100%  155%
2005 230,027 824,043 657,300 1,384,454  100%.  100% 50%
2003 224,875 635,002 451,124 12800719 100%  i00%  93%
2001 210,377 539,853 332,103 1,060,144 100% -  100%  96%
* Resylts prior to 630/2010 calcufafed by prioractimey ) ' D —re

**Actinrial Vale of Assets:
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FEDERATED CITY EMPLOYELS! RETIREMENT SYSTEM
JENE 30, 2011 ACTUARIAL VALUATION

SECTION VY
ACCOUNTING STATEMENT INFORMATION |
Table' V-3
Schedule-of Funding Progress :
' ' Unfunded AL
Actuarial: Actuarial Value: Actuarial Unfunded  Founded Covered: as a % of
Valuation Date of Assets _Liability {AL) AL Rafic  Payrell- Covered Payroll
Jane-30,2011 % 1,788,660 £ 2,770,227 $:981,567 65%  $228936 429%
Juine 30,2010 1,729,413 - 2,510,358 780,045 69% 3003811 260%
June 30,2009 1,756,558 2,486,155 729,597 71% 323,020 226%
June- 3¢, 2007 1,622,851 1,960,943 338,092 33% 291,405 116%
Fune 30, 2005 1,384,454 1,711,370 326,918 81% 286,446 114%
June 30, 2003 1,280,719 1,311,601 30,972 98% 292,961 119%
June 30, 2001 1,060,144. 1,072,333 12;189 99%  232.69% 5% -

Note: Results prioris 630201 were calculaléd-'bj th prior. astuary

gﬁﬁﬁzmm

Ampipits ip tharsciids
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FEDERATED CITY EMPLOYEES RETIREMENT SYSTEM
JUNE 30,2011 ACTUARIAL VALUATION

| APPENDIX A
MEMBERSHIP INFORMATION

San-Jose Federated City Employees' Retirement System
Active Member Data

June 30,2011 June 30_,--231_&] Y% Chjange
1Total _
Count 3,274 3818 (14:2%)
Average Current Age 459 459 0.0%
Average Ssivice 123 121 17%
Annual Expected Pensionable Eamings & 228,936,398 $ 300,811,165, {23.9%)
Avorage Expected Pensionable Bamings 5 89,926 & 78,788 (11.2%)
Talile A2
San Jose Federated City Employges' Retirement:System
Nou-Active Meiibéi Data
Count . Average Age -

o June30;2011  June30,2010  %Change  June30,2011  June30,20610 %Change
Total L ‘
Retired & Disabled 297 2,683 11.0% 67.9 682 (0.4%).
Beneficiaties 449 428 49% 730 72.7 0.4%
Payee Total 3428 3,111 10.2% - 68.5 689 {0:6%)
Thactives 849 734 FRA4% 45,67 456 0.0%

Table A-3
San Jose Fedginated City Bmployees' Retiremeiit System
Non-Active Member Data
“Total Annual Beaefif* _ ~ Average Annual Bengfit*
Jume 3t 2011 Juneé3d, 2010 %Cliange June30,2011  June30,2010. % Chanpe
Refired & Disabled  § 121366008 § 104841445  158% § 40741 § 39076 43%
Deneficiaries 8,501,980 7,818,660  8.7% 18,935 18268 37%
Payee: Tofal § 129868888 § 112660114  153% % 37,885, % 36213 46%
Inactiveg®* $ 11,556900 §$ 9,611,703 202% & 13299 § 13095 1.6%
¥ Benefits provided in-Tone 30 valudtion data ] '
**+ For lnaotives, benefits calculaied based on the data assun_lg%ibns and methads-outhined in Appendix A.
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FEDERATED CITY EMELOYEES! RETTREMENT SYSTEM
JUNE 30, 2011 ACTUARIAL, VALUATION
APPENDIX A
MEMBERSHIP INFORMATION

Table A4 _
San:Jose Federated Cify Employees” Retivesient Systew
" Distiibution 6f Avtive Members g3 of June 30,2011

134012 2o 24 254 24 30ts34 33139

[Toial Count 23 ] 500 1,024 286 47 i85 : ) 13 rm

Table A-%
Ban Jose Folerated City Employees' Retirement System
Distribition of A¢fve Members 26 of Jané 30,2011

20 to 34 254029 30kedd 354039 40 and up)

72633

Ave, Salary 14 5§ 61,137 § 70,523 3.
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FEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 38,2001 ACTUARIAL VALUATION
APPENDIX A
MEMBERSHIP INFORMATION

Tuble A-6
San Jose Federated City Employees' Retirement System

[ Boneit
| Lfféetive |} Under58  S04e54  S5t05% 604064 651669 7. : 7 : 84 85 tp 89- 50 and up
iy : .- = = - . = — %3

Ayerage Age af Retiveinent/Disability 376
Averpge Curreat Age ’ 679
'Average Annual Pension F 40,741
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FEDERATED CITY EMPLOYEES’ RETIREMENT SYSTEM
JUNE.30, 2011 ACTUARIAL VALUATION
APPENDIX A
MEMBERSHIP INFORMATION

Table: AT
‘San Jose Federated City Employees' Retirement System
Distribation of Retirees; Disabled Members,
and Beneficiaries as of June 30, 2011

Age _ Count
Under 50 o , 48
50t0 54 100
5510 59 530
60to 64 714
6510 69 ) 60%
70to 74 ‘ 485
7510 79. 343
8010 84 268
8510 89 220
90 and up 101

Total 3,428

Chart A-1

'iCo;m't' Distyribution!
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FEDERATED CITY WMPLOYEES RETIREMENT SYSTEM
SUNE 30, 2011 ACTUARIAL VALUATION

APPENDIX A
MEMBERSHIP INFORMATION

Table A-8 .
San Jose Federated City Employees' Retiement System
Distribution of Retirecs, Disabled Members,
and Beneficiaries as of Jume 30, 2011

Age ' Annuaal Benefit

Unders) . o $ 1,043,249
50 to 54 5,252,461
55 1059 23,569,188
60 to 64 32,208,477
651069 . 24,377,769
7010 74 : 18,178,539
751079 . 10,539,603
80 to 84 7,451,831
85 10 89 5,277,507
90 andup ' 1,970,263
Total _ 129,868,888 -

Chart A-2
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TEDERATED CITY EMPLOYEES' RETIREMENT SYSTEM
JUNE 30,2011 ACTUARIAL VALUATION

o APPENDIX A
MEMBERSHIP INFORMATYION

Data Assumiptions and Methods

In preparing our data, we relied without audtt on information supplied by the Department of
Retirement Services. This information ingludes, but is net limited to, plan provisions, employee
data, and financial information. Our methodology for obtammg the data used for the valuation is
based upon the foliowmg assumptions and practices:

L

Records on the “Aétive” data file are considered to be Active if they do not have areason for
termination: '

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

Records on the “Retivee” and “Beneficiary/QDRO” files are considered in pay status if they
do-not have a date of death, are notinactive and have not withdrawn from the plan.

Service for actives that have no service amount is ¢a feulated to be the Hime From date of hire
to the valuatxon date,

Service for inactives that Have no service amount is caicuiated to be the time from date-of
hire to date of termination.

The mqsf recent annual salaty for actives is set to be “earnable income,” If “earnable
mcome was not provided, ‘then the most recent annual salary is calculated to be
“compensation fate 27 multiplied by 26.

The annual benefit for inactives is: cqual to 2.5% of final compensation per year of serviée,
up to & maximum of 75% of final compensation. Members who terminated prior to.June 30,
2001 have their final compensation adjusted fm a three-year average rather than a 12-month
average.

We assume any member found in last year’s “Retiree” fils and not in this vear’s file hag
deceased without 4 beneficiary.and should be removed from the-valuation data.

 We assume all deceased members with payments continuing to a beneficiary have already
* been accounted for in the “Retiree™ file.
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ACTUARIAL ASSUMPTIONS AND METHODS

A, Actuarial Assumptions
t. Hvestwent Return Asswmption
Assets are:assumed to earn 7.5% net-of investment,
2. .Iﬁte'rést Credited to Mém_ber- Contribufions:
3.00%, compounded annually.
3. Administrative Expensés

0.70% of payroll is added {6 the normal cost.of the Sysfem for expected administrative
expenses. '

4:. Futnre SRBR transfers

0.35% of the Market Value of Assets is added to the employer normiaf cost o estimate the
average net transfer to the SRBR. :
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ACTUARIAL ASSUMPTIONS AND METHODS

5. Salary Increasé Rate
Wage inflation component: 3.25%

- In addition, the following merit component is added based on an individual metmber’s.
years of service:

Table B-1

- Salary Merit Increases

Years of Service:  Merit/ Longevity
' 0 - 4.50%

1 3.50

2 250

3 1.85

4 1.40

5 1.15

6 0.95

7 0.75

3 6.60

9 .50

10. (.45

11 . 0.40

12 0.35

13 0.30

14 0.25

154 025

6. Family Composition

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 their partner.

Table B-2
Peicentage ‘Married
Gender . Percentage
Males 80%
Females 60%. .
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7. Rates of Termination

Sample rates of termination are shown in the following Table B-3.

Table B-3
Rates of Termination
- 5.0r more
- 0 Years of 1-4 Yearsof Yearsof
Age Service Service Service
20 20% 10:00% 5,50%
25 20 10.00 5.30
30 20 9.50 4.85
35 20 7.20 420
40 ‘ 20 5.60 3.00
45 20 4.60 1.85
50 20 4.00 1.75
83 20 4,00 0.00
60 20 4.00 0.00
G5 0 0.00 0.00

* Withdrawatfiemxmmlm rates do tiot app]y once s member is eligible for retirement

20% of terminating employees are assumed to. subsequently work fob 4 reciprocal
employer and feceive 3.25% pay increases per year,

8. Ratesof Refund

Samp}e rates of vested terminated emp!oyees electing a-réfund of contributions ate shown
in the foliowmg Table B-4.

Table B-4
Rates of Refund.
Age Refund
20 40:0%
25 30.0
30 2540
‘35 20.0
46 15.0
45 10.0
50 4.0
55 0.0
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9. Rates. of Disability

~ Sample disability rates of active participants are _pl_‘oﬁdEd, in Table B-5.

Table B-5
.Rates of Disability at Selected Ages

___é_ge ﬁisabilig' '
20 0.030%
25 , 0.033
30 : 0,056
40 0.162
45 0.232
50 0302
55 ’ . 0.376
60 0:455
65 0.504
70 0.000

50% of disabilities are assumed to be duty related, and 50% are:assumed to be non-~duty.
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APPENDIX B -
ACTUARITAL ASSUMPTIONS AND METHODS

10. Rates of Mortality for Healthy Lives

Mortality rates for actives, retirees, beneficiaries, terminated vested and reciprocals are
based on the male and female RP-2000 combined employee and annuitatit'tables. To'
teflect mortality imptovements since the date of the table and to project future mortality
improvements, the tables aie projected to 2015 using scale AA and setback two years;
The resulting rates are used for all age cohorts.

‘TableB-6 _
Rates.of Mortality for Active and Retired
Healthy Lives at Selected Ages
_ Age Male  Female
20 0.0237% 0.0152%
25 0.0297 o 00155
30 6:0365 00196
35 €.0585 00344
40 0.0881 0.0484
45 0:1100 0.0747
50 0.1460 0.1092.
55 02154 0.1841
60 04140 0.3639
65 0:8104 0.70%4-
70 1.4464 1.2471
75 2.4223 20673
80 43489 13,3835
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11. Rates of Morfality for -Retil"ed.DiSabled Lives

Mortality- rates. for disabled retirees are based on the CALPERS ordinary disability
mortality fablés from their 2000-04-study for miscellancous employees. '

‘Table B-7 o
Rates of Mortality for Disabled Lives at Selected
Ages
L Age Male ; _Fem
20 0.664% 0.478%
25 0.719 0.492
30 0.:750 0512
35 0.984 _ 0:548
40 1.666. 0.674
45 1.646 0.985
50 1.632 - 1.245
55 1.936 1.580:
60 2293 1.628
65 3.174 1969
70 3.870 - 3019
75 6.001 3.915.
80 8.388 5555
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12, Rates.of Retirement

Rates of retirement are based on age according to the following Table B-8.

© "Table B-8
Rates.of Retirement by Age and Service

Less than 30 Years of 30 or more Yearsof

50 O 0.0% T 60.0%
51 0.0 60.0
52 0.0 60.0
53 0.0 60.0
54 0.0 60:0
55 17.5 50.0
56 : 8.5 50.0
57 \ 8.5 50.0
58 85 50.0
59 9.5 50.0
60 9.5 50.0
6} 16.0 50.0
&2 160 : - 50.0
63 16.0 50.0.
64 160 50:0
65 25.0 60.0
a6 . 25.0 60.0
67 25.0 - 600
68 25.0 60.0
69 25.0 60.0-
70.8& over.. L 100.0 i0nos

13. Deferred Member Benefit

The ‘benefit was estimated based on information provided by the Depaitment of
Retirement Services. The data used to value the estimated deferred henefit were eredited
setvice, date of termination, and last pay rate. Based on the data provided, highest
average salary was estimated.

14. Other
The: contribution requirements and benefit values of a plan. are calculated by appiying

actuagial ;ﬁssi_xmptians to the benefit provisions and member Jnformation, using the
actuarial funding methods described 1n the following section.
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ACTUARIAL ASSUMPTIONS AND METHODS

Actual experience of Federated will not ceincide eiactly with assumed experiences,
regardless of the choice of the assumptions, the skifl of the actvary or the precision of the:
many calculations made: Each valuation proyides a compilete recalculation of assumed
future expétieice and takes into account all past differences between assumed and actual
experience.. The resultis a continual series of adjustments to the computed contribution
rate. Fromy limie to time it bBecbmes appropijate to modlfy oné or more of the
assumptions, to reflect experience frends, but not random year-to-year fluctuations.

Changes Since Last Valuation

Aectuarial dss'umptlons have been changed, based upon recommendations from the 2011
actuarial experience study that were adopted by the Board in October 2011, The changes:
affected the investinient teturn, wags inflation, salary merit increase, family eomposition,
termination rate, disability rate, retirement rate; healthy and disabled mortality, recipracal
tate, and refund rate assumptions. For.a completé description of these changes, please
refer to the experience study report dated May 12,2011,
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ACTUARIAL ASSUMPTIONS AND METHODS

B. Actnarial Methods

1.

4.

Actuarial Funding Method

The Entry Age Notmial actuarial funding method was used for active employees, whereby
the normal cost is computed as the level annual percentage of pay requived to fund the
retirement benefits between each meniber’s date of hire and assumeéd rétirement, The:
actuarial Liability is the difference between the present value of future benefits and the:
present-value-of future normal costs and represents the target amount of assets the Systerm.
should Have as of the valustion date to fund the benefits as a level percentage of payroll,

Asset Valuation Method

For the purpose of detetmining the Employer*s contribution, an actuarial value of assets
is used. The asset smoothing method. dampens the velatility -in asset values that occur
because of fluctuations in market. conditions, fésulting in a smoother pattern of
comiribution rates. ' '

The actuasial value of assets is caletlated by recognizing 20%.0f thq..difference: in each of
the prior four years of actual investment returns compared fo the expected returii on the.
matket value of assets.

Amortization Method

The unfunded actuarial Hability is the difference between the actuarial liability and the
actuarial value of assets. The unfinded. actiarial Ilablhty as of June 30, 2009 is
amortized as-a level ‘percentage of pay overa closed 30-yearper iod cominencing June 30,
2009. Actuarial gains and losses, assumption ehanges, and plan changes are amortized as
a level percentage of pay over 20~year petiods beginning with the valuation date in which
they firstarise.

Supplemental Retiree Benefit Reserve (SRBR)

}Begmnmg thh this valﬁation the SRBR'baiancc is adde:d to the ac’tuar’ial Ia'b'ihty and the

was excluded from both the actuarial l;ablhty and the actuamal Vaiue of assets
Contributions

At its November 2010 meeting, the Board adopted a policy settmg the City*s contribution
to be the greater of the dollar amount reported in tho actuarial valuation (adjusted for
infergst bascd on the time of the contubutlon) and the dollar amount determined by
applying the percent of payroll reported in the actuarial valuation to the actual payroll for
the fiscal year; The City and Meritber contributions determined by & valuation become
effective for the fiscal year commencing otie year after the valuation date.
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APPENDIX €
SUMMARY OF PLAN PROVISIONS

Membership Requirement
Participation i the Plan is immediate upon the first day of fuli-time employment,

Final Compensation

.Memher.s who separated from city service prior %o.Jm;e'Sﬂ, 2001

The h:ghest average -annual -compensation eamablc during any period of three consecutive
years:

Members who separated from cify service on.or after June 30, 2001

Eli

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

Credited Service

One year of service credit is given for 1,739 or more hours of Federated city service rendéred
mn any calendar year. A partial year (fractii)n with the numgiator 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,

. Member Contributions

Mesber

The -amount needed to fund 3/11 of benefits accminfg' for the current year. These
contributions are credited with interest at 3.0% per year, compounded annually.

Emplover

“The Employer contributes the remaining amounts necessary to maintain the soundness of the: ‘
. Retirement System.

. Service Retirement.

ibility

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

Benefit - Member

2.5% of Final Compensation for cach year of credited service, subject 16 a.maximum of 75%
of Final Comipensation.
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50% of the service retivement 'beneﬁt.?a‘id 1o a q;xaii-ﬁed -sﬂiwévof.

. Service-Connecied Disahility Retirement

Eligibitity

No age or setvice requirement,

Benefit - Member

2.5%.of Final Compensation for cach year of eredited service, subject 1o & miniimtmm of 40%.
and g maximum of 75% of Final Compeénsation.  Workers’ Compensation benefits are.

generally offset from the service-connected benefits under this systent.

Benelit - Survivoy

50% of the disability retirement benefit p__a‘id,_'tc- a qualified survivor.

. Non-Bervice Connected Disability Retirement

Eligibility

Five years of service,

RBepefit - Member

Mentbers who were hived prior to September 1, 1998:

The amount of the service-connected benefit reduced by 0.5% for each year that the
disability age preceded 55.

Members who were hived on or qfter September 1, 1998: _ |

20% of Final Compensation, plus 2% of Final Compensation for each year of credited
service between six-and 16 years, plus 2.5% of Final Compensation for cach year of credited

sefvice m excess of 16 yeais, subject to a maximum of 75%: of Final Compensation.

Benefit - Survivor

50% of the disability reﬁreﬁ"aent benefit paid to a gualified survivor.
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Death While an Active Employee

Less thin five Years of Service, or No Qualified Survivor

~ TLump sum benefit equa) to the acoumulated refund of all employee contributions with

11

12

interest, plus one month of salary for each year-of service, up to a maximum of six years,

Five or miore Years of Service

2.5%of Final Compensation for edch year of credited service; subject to g minimum of 40%
and :a maximurm: of 75% of I'inal Compensation. The benefit is payable until the spouse or
registered domiestic partricr marties of establishés a domiestic partnership. If the member was
age.-55 with 20 years of service af death; the benefit is payable for the lifetime of the
member’s spouse or registered domestic partner.

Wi-thdm‘wal Benefits

Lump sui benefit equal to the accumﬁiated employee contributions with interest,

Five or more vears of erédited service

The ‘amount of the seérvice retireinerit benefit, payable'at age 55.
Additional Post-retirement Death Benefit

A death benefit payable as a' lump sum equal to $500 will be: paid fo a qualified surviver
upon the member’s death.

. Post-retirement Cost-of-Living Benefif

Benefits are increased every April 1 by 3.0%; regardless.of actua]-inﬂaﬁcn. -
Supplemental Retiree Benefit Reserve (SRBR)

Bach year, 10% of Excess Barnings, if any, ate transferred to the SRBR; and the SRBR.
balance is ‘credited with interest equal to the actual rate of return up to the actuatially
assumed ifivestiment retutn, but fiot less than $0. The interest credited to thé SRBR balance is
distributed to retirees and beneficiaries along with any balance (before interest crediting) in -
excess of the minimum balanee established by the Board ($7,000 per retitee/beneficiary).

Note: The summary of major plan provisions is designed to outline principal plan
benefits. If the Department of Retivement Services should find the plan summary not in
accordance with the actual provisions, the actuary shonld immediately be alerted so the.
proper provisions are valued.
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APPENDIX D
GLOSSARY OF TERMS

- Actuarial Liability

The Actuarial Liability fs the difference between the present value of all future system
benefits and the present vahie of total futare normal costs. This i also referred to by some
actuaries as the “accrued liability” or “actuarial Hability.”

Actuarial Assuinptions

Estimates of futtre expeuence with respect to- iates of miortality, disabiixty, HiFnover,
retirement tate -or rates of investment income and salary increases: Actuarial assumptions
{rates of moriality, disability, turnover and Ietlrement) are generally based on past
expenence ofien modified for projected changes in conditions. Econoiiic assimptions
(salary increases and investment income) consist- of an underlying rate in an inflation-fiee
environment plus a provision fora long-term average rate of inflation.

Avccrued Service

Service credited under the System which was. rendered before the date -of the acwarial
valuation.

Actuarial Equivalent

A smgle amonnt or series of amounts of cqual actuarial value o another single amount or
series of dmounts, computed on thie basis of appropriate actnarial assamptiors,

Actuarial Funding Method

A mathematical budgeting procedure for allocating the dollar amount of the acinarial present:

value of a retitement system bencﬁt between future norinal cost ‘and actvarial acerued

liability. Sometimes referred to as the “actuarial funding method.”
'Actuafiz}l Gain (Loss)

The difference between actiial éxpérience and actiarial assumption anticipated experience
during the peried between two actuarial valuation dates:

Actuarial Present Value
The amouit of flinds currenﬂy requited to provide a payment or series of payments: in the

future. It is determined by discounting future paymients at predefermined rates: of inferest;
and by probabilitics of payment.
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8. Amortization

Paying-off"an inferest-discounted amount with periodic paymerits of interest and principal—
as.opposed to paylng off with-a lump-sum payment.

9. Asviual Régunired Contribution (ARC) under GASE 25

The Governmental Accounting Standards Board (GASB) Statement No. 25 defines the Plan
Sponsor’s “Annoal Required Contribution” (ARC) that must be disclosed annually. The
System Employer computed contribution rate for FYIE 2013 miects the parameters of GASB
25. :

10. Normal Cost

The:actuarial present value of retirement system benefits allocated to the current-year by the
actuarial funding miethod.

11, Set. back/Set forward

Set-back is a period of years that a.standard-published table (i.e., mortality) is referenced
backwaids in age. Forinstance; if the set back period is two years and the participant’s age is:
currently 40, then the iable value for age 38 isused from the standard publishied table. If is
the opposite for set forward. A system would use set backs or set forwards to compensate for
mortality experience i their work force.

12. Untunded Actuarial Liability (UALY
The tnfunded actuarial fiability represents the difference between actuarial lability and.

valyation assets. This value is sometimes referred to 'ds “unfunded actuarial accrued

liabi'l-ity..”-

Hew beneﬁts are added and each time: cxpm ience: iesses are reahzcd

The ex;stence 01' unfunded actuarla] accrued liabliity 1s not in 1tself an mdlcatm Df poot

What is important is the abthty of the plan sponsor to amortlze the unfunded actuarlai
liability and the trend fn its amount (after due aIIowemce for devatuation of the dollar).
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