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Re: Segal's Reconciliation of the June 30, 2005 Retiree Medical and Dental Valuation
Results With Those Calculated By Mercer

Dear Ed:

In our Jetter to the System dated October 4,2006, we documented Segal's reconciliation of our
June 30, 2005 pension valuation results with those calculated by Mercer in their actuariaJ report
dated March 28, 2006. In this letter, we have provided the reconciliation results for thc retiree
medical and dental programs.

Board's Funding Policy

LInder the Board's cun-ent funding policy, the City and the members share in the funding of the
projected cashflows for the next 10 plan years. For the medical program, the City and the
members share equally in the projected cashflows not covered by assets available for the
medical program. For the dental program, the City pays 75% and the members pay 25% of the
unfunded cashflows.

Cashflows and Associated Contribution Rates

Based on the cashflows underlying the liabilities for our June 30, 2006 GASB 43/45 study
presented to the Board last month, we have summarized in the attached Table A the
contribution rates under the CUlTent funding policy. Since our GASB 43/45 study detemlines
thc liability ofthe plan effective July J, 2006, for the 2005/2006 plan year, we have used the
projected cashflows calculated by Mercer.
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As you can see in the attached table, our total conttibution rates for the medical and dental
programs for the City and the members are 3.46% and 3.13%, respectively. The rates calculated
by Mercer for the City and the members are 4.19% and 3.78%, respectively.

We believe the primary reason that our rates are lower than those calculated by Mercer is that
in determining the ShOli term cashflows, Mercer applied a simplifying assumption of7% to
predict the ammal increase in the number of insured members in the medical and dental
programs. Since GASB 43/45 requires a long term projection of the liability, we have applied a
more accurate technique to determine the number of insured members based on the actual
demographics of the active and retired members. The cashflows we provide in Table A utilize
that projection. They anticipate fewer insured retirees, and hence a lower cost, over the next 10
years.

If you have any questions, please let us know.

Sincerely,

~
Paul Angelo, FSA, EA, MAAA
Senior Vice President & Actuary

AYY/bqb
Enclosure
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fj~p}v., L\ E'M_'j_
Andy Yeung, ASA, EA, MAN\
Associate Actuary
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Table A - Determination of Contribution Rates for the Medical and Dental Programs

Projected Cashflows and Payroll Calculated by Mercer Projected Cashflows' and Payroll Calculated by Segal

Plan Year Medical Dental Projected Medical Dental Projected
Beginning July 1 Only Only Total Payroll Only Only Total Payroll

2005 10,989,000 1,525,000 12,514,000 210,018,000 10,989,000 1,525,000 12,514,000 210,116,000
2006 13,165,000 1,746,000 14,911,000 218,419,000 12,856,000 1,710,000 14,566,000 218,521,000
2007 15,632,000 1,990,000 17,622,000 227,156,000 14,891,000 1,864,000 16,755,000 227,261,000
2008 18,395,000 2,257,000 20,652,000 236,242,000 17,075,000 2,028,000 19,103,000 236,352,000
2009 21,450,000 2,547,000 23,997,000 245,692,000 19,341,000 2,200,000 21,541,000 245,806,000
2010 24,785,000 2,861,000 27,646,000 255,520,000 21,639,000 2,382,000 24,021,000 255,638,000
2011 28,375,000 3,215,000 31,590,000 265,741,000 23,949,000 2,575,000 26,524,000 265,864,000
2012 32,183,000 3,613,000 35,796,000 276,371,000 26,212,000 2,778,000 28,990,000 276,498,000
2013 36,159,000 4,060,000 40,219,000 287,426,000 28,307,000 2,986,000 31,293,000 287,558,000
2014 40,627,000 4,561,000 45,188,000 298,923,000 30,240,000 3,205,000 33,445,000 299,061,000

Present Value As of June 30, 2005 154,283,000 18,350,000 172,633,000 1,715,290,000 133,719,000 15,410,000 149,129,000 1,716,085,000

Assets As of June 30, 2005 31,701,917 4,294,355 35,996,272 31,701,917 4,294,355 35,996,272

Unfunded Present Value of Benefits 122,581,083 14,055,645 136,636,728 102,017,083 11,115,645 113,132,728
As of June 30, 2005

Present Value of 10-Year Future 1,715,290,000 1,715,290,000 1,716,085,000 1,716,085,000
Payroll As of June 30, 2005

Unfunded Present Value of Future 7.15% 0.82% 7.97% 5,94% 0.65% 6.59%
Benefits As of June 30, 2005

City's Contribution Rate 3.58% 0.61% 4.19% 2.97% 0.49% 3.46%

Members' Contribution Rate 3.57% 0.21% 3.78% 2.97% 0.16% 3.13%

, For the 2005/2006 plan year, Segal has used the projected cashflows calculated by Mercer.

J:ISJPF.CLllvaI2006IreporlICashFlow.xlsWithoutlmplicISubsidy
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Re: Segal's Reconciliation of the June 30, 2005 Pension Valuation Results with those
Calculated by Mercer

Dear Ed:

Pursuant to your request, we have documented Segal's reconciliation of the June 30, 2005
Pension valuation results with those calculated by Mercer in their actuarial report dated
March 28,2006 and revision in their letter dated June 29, 2006. This reconciliation was
carried out as part of the transition of actuarial services to Segal to ensure that we could
independently replicate the actuarial values and contribution requirements as detelmined by
Mercer for the employer and the members using the plan provisions and actuarial assumptions
adopted by the Board for the June 30, 2005 valuation.

As we discussed previously with the System, the reconciliation included in this letter is only
limited to the results of the pension valuation. We anticipate the reconciliation of the retiree
health valuation to be completed at the same time we complete the GASB 43/45 valuation and
we anticipate delivering those results to the Board at the November Board meeting.

Salaries Used in tile June 30, 2005 Reconciliation

We understand that because the bargaining groups did not reach agreement with the City on
the active member salary increases after February 29, 2004, salaries reported by the System to
Mercer for the June 30, 2005 valuation did not reflect any general wage increases after
February 29,2004. In order to estimate the individual active member salaries for plan year
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2005-2006, Mercer made an adjustment equal to one year of the assumed wage inflation (i.e.,
4%) for the plan year 2004-2005 and additional one-half year of the assumed wage inflation
plus merit and longevity increase for the plan year 2005-2006. For consistency, we have
continued to apply that adjustment in our reconciliation. Also, any change in benefit that
became effective after June 30, 2005 has been excluded fi'om our reconciliation.

Please note that, as instructed by your office, we have ignored the improvements to the Police
member pension benefits granted as part of the December 7, 2005 negotiations, as well as any
salary increase adjustments that occurred during those negotiations.

Membership Data

Membership data was provided by Mercer which corresponded almost exactly to that reported
by Mercer in their June 30, 2005 valuation. We did note that there were some minor
differences between the automatic continuance benefits reported by Mercer and by the System.
The review of the continuance benefits was the only attempt we made to reconcile the Mercer
data back to the source data supplied by the your office. A summary of the number of
members included in the valuation is set fOlih in the table below.

Segal Mercer Segal /Mercer

Membership Count

Active Members 2,003 2,003 100.0%

Inactive Members 69 69 100.0%

Service Retired 439 439 100.0%

Disability Retired 750 750 100.0%

Beneficiaries 196 196 100.0%

Total 3,457 3,457 100.0%

Statistical Information

The statistical information was reproduced on the Segal system and compares to that presented
in the actuarial report dated March 28,2006 and letter dated June 29, 2006 letter as shown in
the table below.

200552vl/09381.1 01
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Segal Mercer SegaJlMercer

Active Members

Average Attained Age 41.0 41.0 100.0%

Average Service 13.4 13.4 100.0%

Estimated Payroll- For Plan $210,116,000 $210,018,000 100.0%
Year 2005-2006

Estimated Payroll - For Plan $218,521,000 $222,117,000 98.4%
Year 2006-2007(1)

Annual Benefits in Pay Status $76,071,000 $76,071,000 100.0%

(1) Segal's estimated payroll for plan year 2006-2007 was calculated by adjusting the aggregate
payroll for plan year 2005-2006 by the assumed wage inflation (i.e., 4%); while Mercer's
estimate was calculated by adjusting the payroll for plan year 2005-2006 by the total ofthe
assumed wage inflation and melit and longevity increase.

Actuarial Valuation Results

In our reconciliation, we compared the following actuarial values:

> The total actuarial accrued liabilities for active members (the equivalent of the
accumulated normal costs allocated to the years before the valuation date) and inactive
members (the single sum value of the lifetime benefits to current pensioners,
beneficiaries and deferred vested members);

> The unfunded actuarial accrued liability; and

> The nOlmal cost (the amount of future contributions required to fund the level percent
of payroll cost allocated to the CUlTent years of service) for the employer and the
employee.

The valuation programs used by two different actuaries rarely produce identical results. This
can be due to differences in decrement timing (such as, exactly when will a member expected
to retire at a given age actually retire: beginning, middle or end of that year?) or other
differences in methodology. Even though there is no generally accepted actuarial principle
that provides guidance on what is considered an acceptable difference, a variance of 5% or
less is generally considered acceptable. The comparison ofthese results are set forth in the
table on the following page.

200552v 1/09381.101
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Segal Mercer SegallMercer

Actuarial Accrued Liability $2,017,024,000 $2,010,966,000 100.3%

Actuarial Value of Assets $1,983,090,000 $1,983,090,000 100.0%

Unfunded Actuarial Accrued
Liability (UAAL) $33,934,000 $27,876,000 121.7%(3)

Employer UAAL Rate
126.5%(3)(% of Payroll) 1.29% 1.02%

Employer Normal Cost
(% ofPayroll) 20.46% 19.81% 103.3%

Total Employer Rate
(% of Payroll) - Before

20.83%(1)SRBR Credit 21.75% 104.4%

Employee UAAL Rate
(% ofPayroll) 0.06% 0.06% 100.0%

Employee Nonnal Cost
(% ofPayroll) 7.67% 7.43% 103.2%

Total Employee Rate
7.49%(2)(% ofPayroll) 7.73% 103.2%

(I)This revised rate was provided in the Mercer letter dated June 29, 2006. The original rate
that was calculated by Mercer in their June 30, 2005 actuarial valuation and adopted by the
Board was 21.42%.

(2)This revised rate was provided in the Mercer letter dated June 29, 2006. The original rate
that was calculated by Mercer in their June 30, 2005 actuarial valuation and adopted by the
Board was 7.48%.

(3) These percentages are much bigger than the percentage difference in the Actuarial Accrued
Liability. Leveragecauses a plan with a funded ratio close to 100% to exhibit a large
percentage swing in the UAAL contribution rate from a relatively small change in the
Actuarial Accrued Liability.

Our actuarial valuation process produced a slightly higher UAAL rate (0.27% ofpayroll) and a
higher total nomlal cost rate (0.89% of payroll) when compared to Mercer. However, since
our results were within 5% ofthose produced by Mercer, we believe that the liabilities and
contribution rates calculated by Mercer in the June 30, 2005 valuation were reasonable,
accurate and in accordance with generally accepted actuarial principles. They reasonably

200552v lf09381.1 0I
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reflected the plan provisions and actuarial assumptions adopted by the Board for the June 30,
2005 valuation.

If you have any questions, please let us know.

Sincerely,

Paul Angelo, FSA, EA, MAAA
Senior Vice President & Actuary

AYY/dvb

200552v1109381.1 01



March 28, 2006

City of San Jose
Police and Fire Department
Retirement Plan
Actuarial Valuation as of June 30, 2005

MERCER
Human Resource Consulting

The information contained in this document (including any
attachments) is not intended by Mercer to be used, and it cannot be
used, for the purpose of avoiding penalties under the Internal
Revenue Code that may be imposed OJ; the taxpayer.

~ Marsh & McLennan Companies





Actuarial Valuation Report

Contents

City of San Jose Police and Fire L.......-Jrtment Retirement Plan

I

I

1

1
j

Executive Summary 1

Funded Status 1

Recommended Contribution Rates 1

Principal Valuation Results : 1

Effect of Changes andExperience 3
• Asset Experience 3
• Liability Experience 3
• Changes in Economic Assumptions 3
• Changes in Demographic Assumptions 3
• Amortization method change 4

Certification 6

Plan Assets 8

Statement of Net Assets Available to Pay Plan Benefits 8

Statement of Net Assets Available to Pay Plan Benefits 9

Statement of Changes in Net Assets 10

Development of the Actuarial Value ofAssets, June 30, 2004 11

Development of the Actuarial Value of Assets, June 30, 2005 12

Calculation of Supplemental Retiree Benefits Reserve (SRBR) 13

Breakdown ofActuarial Value of Assets as of June 30, 2005 14

Development of Costs 16

Pension Plan 16
• Unfunded Accrued Liability 16
• Development of Actuarial Gain/(Loss) 17
• Amortization Schedule 18
• Nonnal Cost 19

Postemployment Healthcare 20
• Postemployment Health Insurance 10-Year Cost Projection - Dental Benefit 20
• Postemployment Health Insurance 10-Year Cost Projection - Medical Benefit 21

City and Member Contribution Rates 22

Determination of Charge to SRBR 23

Participant Data 24

System Membership and Benefit Statistics 24

Schedule of Active Member Valuation Data 25

Retirees and Beneficiaries Added to and Removed from Retiree Payroll 26

Active Members 27

Service Retirement 28

Disabled Retirees 29

Beneficiaries 30

Mercer Human Resource Consulting
g:\"1J\retir,,1,200<;\:;jpbaa\'ut""'cl rpt.d~



Actuarial Valuation Report

Contents (continued)

CIty of San Jose Pollee and rice Department Retirement Plan

, ,
Methods and Assumptions 32

Actuarial Cost Method 32

Amortization Method 33

Asset Valuation Method 33

Retiree Healthcare Funding Method 34

Valuation Procedures 35

Assumptions - Pension 36

Assumptions - Postemployment Healthcare 38

Summary of Plan Provisions .40

Pension 40

Supplemental Retiree Benefits Reserve (SRBR) 43

Postretirement Health and Dentai 43

Appendix A 44

Measures of Pension Pian Funded Status 44

-

, 1

, I
I

1 •

, ,

, I

• 1

• I

Mercer Human Resource Consulting
9:i-h1J\re-tile-12000\sjrbaa·,va~.act rpt.do(:

ii



Actuarial Valuation Report

Executive Summary

CIty of San Jose Pollee and Fire Lu...~rtment Retirement Plan

I

)

1

J

I

1

Mercer Human Resource Consulting has prepared this report for the City of San Jose Police and Fire
Department Retirement Plan to repOlt the results of the June 30, 2005 actuarial valuation. These results
are intended to be used to set contribution rates and to prepare the disclosures required under Govemment
Accounting Standards Board Statement No. 25 (GASB 25).

Funded Status

The funded ratio of the pension plan based on the actuarial value of assets has fallen below 100 percent
for the first time since the June 30, 1993 actuarial valuation. However, based on the market value of
assets the plan is 101 percent funded. Compared to other public sector retirement plans, this plan is well
funded. However, with assets equal to approximately 10 times payroll, changes in funded status can
create significant volatility in contribution rates.

Recommended Contribution Rates

As a result of the June 30,2005 actuarial valuation, we are recommending slight increases in both the
member and city contribution rates as sununarized in the table below.

Contribution Rates City Member Total

Pension 21.42% 7.48% 28.90%

Retiree Medical 3.58% 3.57% 7.15%

- Retiree Dental 0.61% 0.21% 0.82%

Total 25.61% 11.26% 36.87%

Prior Valuation Total 25.04% 11.16% 36.20%

Net Change 0.57% 0.10% 0.67%

In addition, the return on the actumial value of assets was less than the assumed 8.0 percent per year
during the two-year period ending on the valuation date, increasing the city contribution rate.
Consequently, the Supplemental Retirement Benefit Reserve (SRBR) is charged a portion of its reserve to
reduce the increase to the city's conttibution rate. The charge to the SRBR reduces the city's pension
contribution rate by 0.39 percent (to 21.03 percent) for the 12-month period beginning Jnly I, 2006. This
reduction compares to a similar reduction of 0.45 percent for the 12-month period begirnung July I, 2004.

Mercer Human Resource Consulting
g:\wplretirel2006',sjpbaa\val\act rptdoc
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Actuarial Valuation Report· City of San Jose Police and rl(e Department Retirement Plan

Executive Summary (continued)

Principal Valuation Results

A summary ofprincipal valuation results from the current valuation and the prior valuation follows. The
changes in actuarial methods and assumptions between the two valuations are described after the
summary.

Actuarial Valuation as of

June 30, 2005 June 30, 2003

Pension Valuation

Assets, excluding the SRBR

• Market value $ 2,043,430,021 $ 1,631,511,694

• Actuarial value 1,983,090,069 1,826,287,000

• Ratio of actuarial value to market value 97% 112%

Accrued liability 2,027,432,021 1,823,200,000

Unfunded accrued liability 44,341,952 (3,087,000)

Funded status

• Market value 101% 89% ~

• Actuarial value 98% 100%

Normal cost at the end ofyear 57,137,982 60,909,266

Valuation payroll 210,018,219 202,222,000

Normal cost percentage ofpayroll 27.2% 30.1%

Contribution Rates

• Member 7.48% 8.27%

• City 21.42% 21.77%

• Total 28.90% 30.04%

Supplemental Retiree Benefits Reserve (SRBR)

SRBR balance $ 19,266,979 $ 19,695,306

SRBR excess interest 0 0

SRBRcharge 963,349 849,227

Reduction in city rate due to SRBR charge 0.44% 0.39%

Mercer Human Resource Consulting
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City of San Jose Police and Fire t.h:;:fJ~rtment RetIrement Plan

Executive Summary (continued)

Principal Valuation Results (continued)

Actuarial Valuation as of

Retiree Healthcare

Assets

• Market value

• Actuarial value

- Retiree medical

- Retiree dental

Present value of IO-year projected benefits

• Retiree medical

• Retiree dental

Present value of lO-year projected payroll

June 30, 2005

37,081,000

31,701,917

4,294,355

154,283,000

18,350,000

1,715,290,000

June 30, 2003

29,524,000

28,824,693

4,181,941

119,836,000

16,859,000

1,685,290,000

Contribution Rates

• Retiree medical
- Member

- City

- Total

• Retiree dental

- Member

- City

- Total

3.57% 2.70%

3.58% 2.70%

7.15% 5.40%

0.21% 0.19%

0.61% 0.57%

0.82% 0.76%

Member Data

Number ofmembers in valuation

Active members

Members with deferred benefits

Service retirees

Disab!ed retirees

Beneficiaries

Total

Active Member Statistics

Average age

Average years of service

Average salary

Mercer Human Resource Consulting
g:l-.',p',retira'2000lsjpbaa\yaf\act Ipt.doc

2,003

69

439

750

196

3,457

40.98

13.42

103,058

2,104

58

364

729

178

3,433

40.00

12.52

96,113
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City of San Jose Police and hre Department Retirement Plan

Executive Summary (continued)

Effect of Changes and Experience

Asset Experience

From June 30, 2003 to June 30, 2005, the fund eamed an average atmual retum on the market value of
assets of approximately 13 percent producing approximately $173 million more in eamings than
expected. However, because gains and losses on investment experience are recognized over five years and
the prior losses have not been fully recognized, the average annual retum on the actuarial value of assets
was approximately 5 percent.

Investment experience on the actuarial value ofassets combined with the one year delay between the
valuation date and the date contribution rates are changed resulted the actuarial value of assets being
approximately $136 million less than expected for the pension plan.

Liability Experience

While the actuarial value of assets did not grow as fast as expected, neither did liabilities. From June 30,
2003 to June 30, 2005 liabilities increased from $1.8 billion to $2.0 billion. However, this increase was
approximately $89 million less than expected. As ofJune 30, 2005, there were 101 fewer active members
than expected and payroll had only grown at an average annual rate of approximately 1,0 percent
compared to an assumed alUlUal rate of growth of 4.5 percent. Average pay per member increased at an
annual rate of 3.6 percent compared to an assumed annual rate of approximately 6.5 percent.

Changes in Economic Assumptions

Real Wage Growlh

The real wage growth assumption represents the expected increase in wages in excess of inflation that is
attributable to general productivity improvement and other factors that apply to all memoers. The
assumption was reduced from 1.5 percent to 1.0 percent.

Merit and Longevity Wage Growth

The merit and longevity wage growth assumption was restructured to make it consistent with the pay step
structure. Instead ofbasing the assumption primarily on age, the recommended assumption is based on
service.

The change in economic assumptions reduced liabilities by approximately $3.9 million and reduced the
nomlal cost by approximately $3.1 million.

Changes in Demographic Assumptions

Member Turnover

The expected tennination rates of members were reduced to more closely match the experience of the last
four years.

, '

Mercer Human Resource Consulting
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Executive Summary (continued)

Effect of Changes and Experience (continued)

Disability Incidence

The rates of service-connected and non-service-connected disability were combined into a single
disability incidence assumption. Overall, the expected number of disabilities was reduced.

Service Retirement

The experience study shows that the vast majority ofmembers do not retire until they are eligible for
unreduced benefits. Consequently, retirement rates at the earlier ages were increased, retirement rates at
the older ages were decreased, and retirement rates were extended from age 65 to age 70, but the rates
were only applied to members who are eligible for unreduced benefits.

Disabled Retiree Mortality

The disability retiree mortality assumption was improved to create a margin for future improvements in
mortality.

The changein demographic assumptions increased liabilities by approximately $16.9 million and reduced
the normal cost by approximately $2.6 million.

Amortization method change

In prior valuations, all unfunded liabilities have been amortized over the period extending from the
valuation date to June 30, 2017. When this method was initially established, the period was 40 years. The
period is now only 12 years, and as the period grows shorter, new gains and losses can create tremendous
swings in the contribution rate for unfunded liabilities. In order to stabilize contribution rates while
maintaining a prudent plan to amortize any gains and losses, any new gains or losses experienced between
valuation dates are now amortized over 16 years Jl'om the valuation date.

As a result of this change, the loss of $47 million experienced between the June 30, 2003 and June 30,
2005 actuatial valuations is now amortized over 16 years instead of 12 years resulting in an initial
reduction in the amortization payment of approximately $1.0 million.

The changes made in this valuation are refinements intended to more accurately anticipate and manage
future experience.

Mercer Human Resource ConSUlting
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Certification

City of San Jose Police and Fire Department Retirement Plan

1

1
]

We have prepared an actuarial valuation of the City of San Jose Police and Fire Department Retirement
Plan as of June 30, 2005 to enable the Board to set future contribution rates for members and the City of
San Jose and to satisfy accounting requirements under Government Accounting Standards Board
Statement No. 25. The results of the valuation are set forth in this repOlt, which reflects the provisions of
the plan in effect on June 30, 2005.

The valuation is based on employee and financial data provided by the City of San Jose Police and Fire
Depaltment Retirement Plan and summarized in this repOlt.

All costs, liabilities and other factors under the plan were detennined in accordance with generally
accepted actuarial principles and procedures. Funding calculations reflect the provisions of current
federal, state and local statutes and regulations issued thereunder. Accounting calculations reported herein
are consistent with our understanding of GASB Statement No. 25.

The actuarial methods and assumptions were selected by the Board. In our opinion, the actuarial methods
and assumptions are reasonable and represent our best estimate of the anticipated experience under the
plan. This repOlt fully and fairly discloses the actuarial position of the plan on an ongoing basis.

There have been changes in methods and actuarial assumptions since the last valuation of the plan. A
description of those changes and their financial effects are incorporated in the repOlt.

The trend assumptions were developed by Julie Mark, FSA, MAAA, a health actuary of Mercer Human
-.J Resource Consulting's San Francisco office.

This report has been prepared exclusively for the City of San Jose Police and Fire Department Retirement
Plan to meet accounting requirements and to set contribution rates. Mercer Human Resource Consulting
is not responsible for consequences arising from the use of this repOlt for any other purposes.

We are available to answer any questions on the material contained in the report, or to provide
explanations or fmther details as may be appropriate. Each of the undersigned credentialed actuaties meet
the Qualification Standards of the American Academy of Actuaties to render the actuarial opinion
contained in this repOlt.

Michelle L. Rathbun, EA, MAAA
EA No. 05-6321

William R. Hallmark, ASA, EA, MAAA
EA No. 05-5656

Mercer Human Resource ConSUlting
111 SW Fifth Avenue, Suite 2800
Portland, OR 97204

5032735900

Mercer Human Resource Consulting
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Plan Assets

Statement of Net Assets Available to Pay Plan Benefits

The market value of assets is sUllunarized below. This infonnation was provided by the City of San Jose
Police and Fire Department Retirement Plan, and we did not audit or otherwise verify the infOlmation.
These figures represent assets available to pay both pension and retiree healthcare benefits.

Market Value as of

Asset Categories July 1, 2005 July 1, 2003

l. General investments

- Cash and cash equivalents $ 182,869,000 $ 236,492,000

- Fixed income

" Governmental 315,020,000 179,044,000

" Corporate 199,205,000 288,592,000

- Domestic equities 802,826,000 563,695,000

- International equities 536,210,000 335,506,000

- Real estate 113,150,000 152,204,000

2. Receivables

- Employee contributions 745,000 454,000

- Employer contributions 1,641,000 789,000

- Brokers and others (55,810,000) (81,564,000)

- Accrued income/other liabilities 3,922,000 5,519,000

3. Net assets $ 2,099,778,000 $ 1,680,731,000

Mercer Human Resource Consulting
g:\"''P\r6~r6\2006\sjpbaa\Yarl<lct rpldoo
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Actuarial Valuation Report

Plan Assets (continued)

, i
City of San Jose Police and bre Department Retirement Plan

Statement of Net Assets Available to Pay Plan Benefits

The market value of assets is summarized below, This information was provided by the City of San Jose
Police and Fire Department Retirement Plan, and we did not audit or otherwise verify the infonuation,
These figures represent assets available to pay both pension and retiree healthcare benefits,

Market Value as of July 1, 2005
Postemployment

Pension Healthcare Total

Income

L General investments

- Cash and cash equivalents $ 179,686,000 $ 3,183,000 $ 182,869,000

- Fixed income

" Govenunental 309,537,000 5,483,000 315,020,000

" Corporate 195,738,000 3,467,000 199,205,000

- Domestic equities 788,852,000 13,974,000 802,826,000

- Intemational equities 526,877,000 9,333,000 536,210,000

- Real estate 111,012,000 2,138,000 113,150,000

2, Receivables

- Employee contributions 552,000 193,000 745,000

- Employer conttibutions 1,423,000 218,000 1,641,000

- Brokers and others (54,837,000) (973,000) (55,810,000)

- Accrued income/other
liabilities 3,857,000 65,000 3,922,000

3, Net assets $ 2,062,697,000 $ 37,081,000 $ 2,099,778,000

Mercer Human Resource Consulting
g:\v.1",fAira12006lsjpb",,\vallact rptuoe
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City of San Jose Police and Fire Department Retirement Plan

Plan Assets (continued)

. Statement of Changes in Net Assets

The following table smmnarizes the change in the market value assets over the two-year period ending
June 30, 2005. During this period, the fund earned an average annual retum of approximately 13 percent.

July 1, 2003 to June 30, 2005

Postemployment
Pension Healthcare Total

Income

1. Contributions received

- Employee $ 33,473,000 $ 9,369,000 $ 42,842,000

- Employer 66,247,000 10,910,000 77,157,000

2. Investment eamings 454,751,000 7,968,000 462,719,000

3. Total income $ 554,471,000 $ 28,247,000 $ 582,718,000

Disbursements

4. Benefit payments

- Retirement benefits $ 130,551,000 $ 0 $ 130,551,000

- Healthcare insurance
premiums 20,621,000 20,621,000

- Death benefits 8,202,000 0 8,202,000

- Refund of contributions 558,000 0 558,000

5. Administrative expenses and
other 3,670,000 69,000 3,739,000

6. Total disbursements $ 142,981,000 $ 20,690,000 $ 163,671,000

7. Net income 411,490,000 7,557,000 419,047,000

8, Net assets at beginning of year 1,651,207,000 29,524,000 1,680,731,000

9. Net assets at end ofyear $ 2,062,697,000 $ 37,081,000 $ 2,099,778,000

Mercer Human Resource Consulting
g:\',vp'J&tlls\2006\sjpbaa\val\act rpl-doc
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Plan Assets (continued)

Development of the Actuarial Value of Assets, June 30,2004 j ,

Investment returns greater than or less than 8.0 percent are recognized over a five-year period for
purposes of determining the actuarial value of assets, While the fund earned approximately 15.3 percent
on a market value basis for the year ending June 30, 2004, the return on the actuarial value of assets was ' 1

only approximately 6,0 percent.

Plan Year Ending

June 30, 2001 June 30, 2002 June 30, 2003 June 30, 2004

1. Asset Gain/(Loss) for
Prior 4 Years

a. Market value, BOY $ 1,691,332,000 $ 1,671,430,000 $ 1,620,129,000 $ 1,680,731,000

b. Contributions 40,214,000 45,966,000 47,699,000 49,833,000

c. Benefit payments (53,771,000) (63,142,000) (67,122,000) (75,085,000)

d. Expected earnings
(8% x (a. + (b. + c.) + 2)) 134,764,280 133,027,360 128,833,400 133,448,400

e. Expected market value,
EOY
(a. + b. + c. + d.) 1,812,539,280 1,787,281,360 1,729,539,400 1,788,927,400

f. Actual market value,
EOY 1,671,430,000 1,620,129,000 1,680,731,000 1,910,235,000

g, Gain/(loss) (f. - e.) $ (141,109,280) $ (167,152,360) $ (48,808,400) $ 121,307,600

2. Unrecognized Asset GainJ(Loss) as ofJune 30, 2005

a. June 30, 2001 unrecognized gainJ(loss) (20% x l.g.)

b. June 30, 2002 umecognized gainJ(loss) (40% x l.g.)

c. June 30,2003 unrecognized gain/(loss) (60% x l.g.)

d. June 30, 2004 unrecognized gainJ(loss) (80% x l.g.)

e. Total unrecognized gain/(loss) (a.+ b.+ c.+ d.)

3. Determine Actuarial Value ofAssets

a. Market value, June 30, 2004

b. Total unrecognized gain/(loss)

c. Preliminary actuarial value of assets (a. - b.)

d. Minimum actuarial value of assets (80% x a.)

e. Maximum actuarial value of assets (120% x a.)

f. Actuarial value of assets, June 30, 2004 (c., but not less than d. or more than e.)

Mercer Human Resource Consulting
g:\wp'.relira\2006\<jpha,,\vaI\act rpldoc

$ (28,221,856)

(66,860,944)

(29,285,040)

97,046,080

$ (27,321,760)

$ 1,910,235,000

(27,321,760)

1,937,556,760

1,528,188,000

2,292,282,000

$ 1,937,556,760
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Plan Assets (continued)

Development of the Actuarial Value of Assets, June 30, 2005

Investment returns greater than or less than 8.0 percent are recognized over a five-year period for
pnrposes of detennining the actuarial value of assets. While the fund earned approximately 10.7 percent
on a market value basis for the year ending June 30, 2005, the return on the actuarial value ofassets was
only approximately 6.0 percent.

Plan Year Ending

June 30, 2002 June 30, 2003 June 30, 2004 June 30, 2005

I. Asset Gain/(Loss) for
Prior 4 Years

a. Market value, BOY $ 1,671,430,000 $ 1,620,129,000 $ 1,680,731,000 $ 1,910,235,000

b. Contributions 45,966,000 47,699,000 49,833,000 70,166,000

c. Benefit payments (63,142,000) (67,122,000) (75,085,000) (84,847,000)

d. Expected earnings
(8% x (a. + (b. + c.) + 2)) 133,027,360 128,833,400 133,448,400 152,231,560

e. Expected market value,
EOY (a. + b. + c. + d.) 1,787,281,360 1,729,539,400 1,788,927,400 2,047,785,560

f. Actual market value,
EOY 1,620,129,000 1,680,731,000 1,910,235,000 2,099,778,000

g. Gain/(loss) (g. -f) $ (167,152,360) $ (48,808,400) $ 121,307,600 $ 51,992,440

2. Unrecognized Assct Gain/(Loss) as ofJune 30, 2005

a. June 30, 2002 unrecognized gain/(loss) (20% x l.g.)

b. June 30, 2003 unrecognized gain/(loss) (40% x l.g.)

c. Jnne 30, 2004 unrecognized gain/(loss) (60% x l.g.)

d. June 30, 2005 umecognized gain/(Ioss) (80% x l.g.)

e. Total unrecognized gain/(loss) (a. + b. + c. + d.)

3. Determine Actuarial Valne ofAssets

a. Market value, June 30, 2005

b. Total unrecognized gain/(Ioss)

c. Preliminary actuarial value of assets (a. - b.)

d. Minimum actumial value of assets (80% x a.)

e. Maximum actuarial value of assets (120% x a.)

f. Actuarial value of assets, June 30, 2005 (c., but not less than d. or more than e.)

Mercer Human Resource Consulting
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$ (33,430,472)

(19,523,360)

72,784,560

41,593,952

$ 61,424,680

$ 2,099,778,000

61,424,680

2,038,353,320

1,679,822,400

2,519,733,600

$ 2,038,353,320
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Plan Assets (continued)

City of San Jose Police and\-lre Department Retirement Plan

Calculation of Supplemental Retiree Benefits Reserve (SRBR)

When earnings on the actuarial value of assets exceed the assumed earnings rate of 8.0 percent, 10
percent ofthe excess eamings are transferred to the SRBR to provide additional benefits to retirees and
beneficiaries. When the City's contribution rate increases due to investment experience, the SRBR is
charged to offset a pOltion ofthe increase.

1. Calculate Rate of Return on Actuarial Value of Assets

, 1

1 •

, ,

a. Actuarial value of assets as ofJune 30, 2004

b. Contributions during plan year

c. Benefit payments during plan year

d. Actuarial value of assets as ofJune 30, 2005

e. Investment income on actuarial value of assets (d. - a. - b. + e.)

f. Rate of return - actuarial value of assets (2 x e. .,. (a. + d. - e.))

2. Calculate Interest on SRBR Balance at Actuarial Rate ofReturn

a. SRBR balance as ofJune 30, 2004

b. SRBR benefits distributed during plan year

c. SRBR average montWy balance during the plan year (a. - b. + 2)

d. SRBR "regular interest" (c. x ma.x(1!, 0))

3. Calculate 10% of System's "Excess" Earnings

a. lnvestment income on actuarial value ofassets assuming an 8% return
(8% x (l.a. + (l.b. -1.e.) + 2.)

b. SRBRinterest credited in excess of8% (2.d. -2.e. x 8%)

c. Excess interest of actuarial value of assets (l.e. - 3.a. - 3.b.)

d. SRBR "excess interest" (10% of3.e., bllt no less than $0)

4. Reconciliation of SRBR

a. SRBR balance as of June 30, 2004

b. SRBR benefits distributed during plan year

c. SRBR "regular interest"

d. SRBR "excess interest"

e. SRBR balance as ofJune 30, 2005 before distribution (a. - b. + e. + d.)

$

$

$

$

$

$

$

1,937,556,760

70,166,000

84,847,000

2,038,353,320

115,477,560

5.9826%

19,026,184

871,399

18,590,485

1,112,194

154,417,301

(375,044)

(38,564,696)

o

19,026,184

871,399

1,112,194

o
19,266,979

Year Ending
June 30

Charge Due to
Increased City

Contribution Rate
Total SRBR

Interest Credits

SRBR Benefit
Distributed
During Year

SRBR Balance
as of June 30

Before Distribution

2000

2001

2002

2003

2004

2005

$ 849,227

$ 1,498,840

1,265,731

827,383

585,006

871,399

1,112,194

$ 2,762,713

829,241

585,006

871,399

$ 20,609,140

21,874,871

19,939,541

19,695,306

19,026,184

19,266,979

Mercer Human Resource Consulting
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City of San Jose Pollee and Fire DE;partment Retirement Plan

Plan Assets (continued)

Breakdown of Actuarial Value of Assets as of June 30, 2005

37,081,000

35,996,272

8,376

1,135

9,511

31,701,917

4,294,355

2,099,778,000

2,038,353,320

2,062,697,000

2,002,357,048

19,266,979

1,983,090,069

Value as of
June 30, 2005

$

$

3. Postemployment Healthcare

a. Market value of assets $

b. Actuarial value of assets (3.a. x J.b. + J.a.)

c. Annual cost per retiree - medical benefit

d. Annual cost per retiree - dental benefit

e. Annual cost per retiree - postemployment healthcare (3. e. + 3.d.) $

f. Actuarial value of assets - medical benefits $

g. Actuarial value of assets - dental benefits $

2. Pension and SRBR

a. Market value of assets

b. Actuarial value of assets (2.a. x J.b. + J.a.)

c. SRBR

d. Actuarial value of pension assets (2.b. - 2.e) $

1. Total Assets

a. Market value of assets

b. Actuarial value of assets

1

I

I

I

]

1
]

1

I

1

I

Mercer Human Resource Consulting
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Actuarial Valuation Report

Development of Costs

Pension Plan

Unfunded Accrued Liability

, )
City of San Jose Police and Fire De-.,:artment Retirement Plan

The accrued liability is the present value ofbenefits attributable to past service by the actuarial funding
method. The acclUed liability is compared to the actuarial value of assets and any difference is amortized
as part of the contribution rate.

1

!

]

]

1
]

I

I

1

]

1. Accrued Liability

a. Active members

• Retirement benefits

• Withdrawal benefits

• Disability benefits

• Death benefits

• Total active

b. Members with deferred benefits

c. Members and beneficiaries receiving benefits

d. Total

2. Actuarial value of assets

3. Funded ratio (2. -0- I.d.)

4. Unfunded accrued liability (I.d. - 2.)

Mercer Human Resource Consulting
g:\·...'P',retiI6\2006\s)pb<la\vaflact rpldoc

$

$

July 1, 2005

598,070,888

9,830,950

344,043,499

2,732,539

954,677,876

10,507,312

1,062,246,833

2,027,432,021

1,983,090,069

97.81%

44,341,952
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City of San Jose Police arid'rlre Department Retirement Plan

Development of Costs (continued)

Pension Plan (continued)

Development of Actuarial Gain/(Loss)

The difference between the actual values as of the valuation date and the expected values based on the
prior valuation is a gain or (loss) that is amOltized over 16 years. The following exhibit develops the gain
or loss since the last valuation. It also identifies the major components ofthe gain or loss including
changes in plan provisions or assumptions.

1. Expected accrued liability

a. Actuarial accrued liability at July 1, 2003 $ 1,823,200,000

b. Normal cost at July 1,2003 and July 1, 2004 124,559,449

c. Interest at 8.0% compounded annually on a. + b. to July 1,2005 318,607,797

d. Benefit payments for biannual period ending July 1,2005, with interest at
8.0% compounded annually 150,226,545

e. Expected actuarial accrued liability before change (a. + b. + c. - d.) 2,116,140,701

2. Actuarial accrued liability at July 1, 2005 2,027,432,021

3. Liability gain/(loss) (J.e. - 2.) $ 88,708,680

4. Expected actuarial asset value

a. Actuarial asset value at July 1, 2003 1,826,287,108

b. Interest at 8.0% compounded annually on a. to July 1, 2005 303,894,175

c. Expected contributions made for biannual period ending July 1,2005,
with interest at 8.0% compounded annually 139,148,933

d. Actual benefit payments for biannual period ending July 1, 2005, with
interest at 8.0% compounded annually 150,226,545

e. Expected actuarial asset value at July 1, 2005 (a. + b. + c. - d.) $ 2,119,103,671

5. Actuarial asset value as ofJuly 1, 2005 1,983,090,069

6. Actuarial asset gain/(loss) (5. - 4.e.) $ (136,013,602)

7. Actuarial gain/(loss) from July 1, 2003, to June 30, 2005 (3. + 6.) $ (47,304,922)

, ,

I I
, j

I ,
, I

I !
j ,

, ,, .

Gain/(loss) due to:

• Change in economic assumptions

• Change in demographic assumptions

• Asset experience

• Liability experience

• Total

Mercer Human Resource Consulting
g:\v''P'.retlre\2006\sjpbaa\vaflact rpldoe

$

$

3,932,000

(16,892,000)

(136,013,602)

101,668,680

(47,304,922)
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City of San Jose Pollee and Fire Department Retirement Plan

Development of Costs (continued)

Pension Plan (continued)

Amortization Schedule

The cost of the plan amendment effective July I, 1996 increasing prior service benefits is amortized over
the period ending June 30, 2017, and is a part of the member contribution rate. All other gains and losses
through June 30,2003, are also amortized over the period ending June 30, 2017 and are a pmt of the city
contribution rate. Gains or losses between each valuation following the July I, 2003 valuation are
amOltized over a 16-year period.

Years Outstanding Amortization
Name Left Balance Factor Payment

Unfunded accrued liability at
July 1,2003 12 $ (4,213,703) 10.346% $ (435,950)

Prior service cost for February 4,
1996 benefit improvement 12 1,250,733 10.346% 129,401

Plan experience from July 1, 2003
to June 30, 2005 16 47,304,922 8.171% 3,865,285

Total $ 44,341,952 $ 3,558,736

Mercer Human Resource ConsuW'ng
g;\'I>p'/etire\2006\Sjpbaa\va1\act rpt.doe
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City of San Jose Police and ~"e Department Retirement Pian

Development of Costs (continued)

Pension Plan (continued)

Normal Cost

The normal cost represents the present value of the benefits attributable to the next year of service by the
actuarial cost method. The normal cost and the amortization payment on the unfunded accrued liability
are the primary components of the annual required contribution. The components ofnormal cost are as
follows:

Component

1. Retirement benefits

2. Withdrawal benefits

3. Disability benefits

4. Death benefits

5. Total normal cost at beginning of year (1. + 2. + 3. + 4.)

6. Interest to end ofyear (5. x 0.08)

7. Total normal cost at end of year (5. + 6.)

Mercer Human Resource Consulting
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$

$

$

July 1, 2005

27,526.583

3,468.161

21,410.308

500,487

52,905,539

4.232.443

57,137,982
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Postemployment Health Insurance 10·Year Cost Projection ~ Dental Benefit

Development of Costs (continued)

Postemployment Healthcare

Retiree healthcare benefits are funded based on a 10-year cash flow projection. These calculations are not
intended to comply with the requirements of GASB Statement No. 43 and should not be used as such.
Instead, these calculations compare CUll'ent assets to the present value of the projected cash flow over the
next ten years. The difference is amortized as a level percentage ofprojected payroll over the 10-year
period.

A B C D E F

Projected Projected Present Present Value
Plan Year Projected Number of Projected Total Value of of Projected
Beginning Annual Cost Insured Annual Cost Covered Projected Total Covered

July 1 Per Retiree Retirees (A XB) Payroll' Annual Cost Payroll

2005 $ 1,135 1,344 $ 1,525,000 $210,018,219 $ 1,467,000 $ 202,090,000

2006 1,214 1,438 1,746,000 218,419,000 1,556,000 194,605,000

2007 1,293 1,539 1,990,000 227,156,000 1,642,000 187,398,000

2008 1,371 1,646 2,257,000 236,242,000 1,724,000 180,457,000
2009 1,446 1,762 2,547,000 245,692,000 1,801,000 173,774,000
2010 1,518 1,885 2,861,000 255,520,000 1,874,000 167,338,000

2011 1,594 2,017 3,215,000 265,741,000 1,950,000 161,140,000

2012 1,674 2,158 3,613,000 276,371,000 2,029,000 155,172,000

2013 1,758 2,309 4,060,000 287,426,000 2,111,000 149,425,000

2014 $ 1,846 2,471 $ 4,561,000 $298,923,000 $ 2,196,000 $ 143,891,000
Total $18,350,000 $1,715,290,000

~ j
City of San Jose Police and Fire Ubpartment Retirement PlanActuarial Valuation Report
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I

I

]
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1

1

I

1

I

1

J

I. Present value ofprojected annual cost

2. Actuarial value of assets - dental benefit

3. Unfunded present value of projected annual cost (1.- 2.)

$18,350,000

4,294,355

$14,055,645

I Covered payrollforplan year beginning July J, 2005 is the payroll as 0/June 30, 2005 increased by haifa yearsalmy scale.

Mercer Human Resource Consulting
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City of San Jose Police and bre Department Retirement Plan

Development of Costs (continued)

Postemployment Healthcare (continued)

Postemployment Health Insurance 10·Year Cost Projection - Medical Benefit

A B C D E F

Projected Projected Present Present Value
Plan Year Projected Number of Projected Total Value of of Projected
Beginning Annual Cost Insured Annual Cost Covered Projected Total Covered

July 1 Per Retiree Retirees (A XB) Payroll' Annual Cost Payroll

2005 $ 8,376 1,312 $10,989,000 $210,018,219 $10,574,000 $202,090,000

2006 9,378 1,404 13,165,000 218,419,000 11,730,000 194,605,000

2007 10,407 1,502 15,632,000 227,156,000 12,896,000 187,398,000

2008 11,445 1,607 18,395,000 236,242,000 14,051,000 180,457,000

2009 12,473 1,720 21,450,000 245,692,000 15,171,000 173,774,000

2010 13,469 1,840 24,785,000 255,520,000 16,231,000 167,338,000

2011 14,411 1,969 28,375,000 265,741,000 17,206,000 161,140,000

2012 15,276 2,107 32,183,000 276,371,000 18,070,000 155,172,000

2013 16,041 2,254 36,159,000 287,426,000 18,798,000 149,425,000

2014 $ 16,843 2,412 $40,627,000 $298,923,000 $19,556,000 $143,891,000

Total $154,283,000 $1,715,290,000

1. Present value ofprojected mmual cost

2. Actuarial value of assets - medical benefit

3. Unfunded present value of projected annual cost (1.- 2.)

$154,283,000

31,701,917

$122,581,083

I Covered payrolljorplan year beginning July 1, 2005 is the payroll as ojJune 30, 2005 increased by halfa year 8alm). scale.

Mercer Human Resource Consulting
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City of San Jose Police and Fire uopartment Retirement Plan

City and Member Contribution Rates

The Annual Required Contribution under GASB Statement No. 25 consists of the nOlmal cost plus the
amortization payment on the unfunded accrued liability. Based on the City of San Jose Municipal Code,
for pension benefits the members pay 3/11ths of the nOlmal cost and the amortization payment on the
amendment increasing prior service benefits as of July 1, 1996. The city pays 8/llths of the nonnal cost
and the remaining amortization payment on the unfunded acclUed liability.

For retiree medical benefits, the contribution based on the 1O-year projected cash flow is divided evenly
between members and the city. For retiree dental benefits, the city pays 75 percent of the contribution
based on the 10-year projected cash flow and members pay the other 25 percent.

Pension

1. Nonnal Cost $

2. Amortization payment

a. Unfunded accrued liability at
July 1, 2003

b. Prior service cost for FeblUalY 4,
1996 benefit improvement

c. Plan experience from July 1, 2003
to June 30, 2005

d. Total (a. + b. + c.)

3. Annual required contribution
(1. + 2.d.) $

4. Covered Payroll' $

5. Pension contribution rate - pension
(3. + 4.)

City

41,554,896 $

(435,950)

3,865,285

3,429,335

44,984,231 $

210,018,219 $

21.42%

Member

15,583,086 $

129,401

129,401

15,712,487 $

210,018,219 $

7.48%

Total

57,137,982

(435,950)

129,401

3,865,285

3,558,736

60,696,718

210,018,219

28.90%

Postemployment Health Insurance­
1O-Year Cost Projection

6. Unfunded present value ofprojected
annual cost - medical benefit

7. Unfunded present value ofprojected
annual cost - dental benefit

8. Present value of covered payroll

9. Medical contribntion rate (6. + 8.)

10. Dental contribution rate (7. + 8.)

11. Total contribution rate at July I, 2005
(5. + 9. + 10.)

12. Total contribution rate at July 1, 2003

13. Net change (11. -12.)

$ 61,290,542 $

10,541,734

1,715,290,000

3.58%

0.61%

25.61%

25.04%

0.57%

61,290,541 $

3,513,911

1,715,290,000

3.57%

0.21%

11.26%

11.16%

0.10%

122,581,083

14,055,645

1,715,290,000

7.15%

0.82%

36.87%

36.20%

0.67%

I Covered payroll/or plan year beginning July 1, 2005 is the payroll as ofJune 30, 2005 increased by halfa year salmy scale.
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Actuarial Valuation Report \ City of San Jose Police and rice Department Retirement Plan

City and Member Contribution Rates (continued)

Determination of Charge to SRBR

I. Calculation of investment gain/(loss) fi'om July 1, 2003 to June 30, 2005

a. Actuarial value ofassets for pension after allowing for the SRBR
program at June 30, 2003

b. Contributions for 12 inonths ending Jnne 30, 2004

c. Benefits for 12 months ending June 30, 2004

d. Expected investment income for 12 months ending June 30, 2004
(8% x (l.a. + (l.b. + I.e) + 2))

e. Expected actuarial value of assets for pension after allowing for the
SRBRprogramat June 30, 2004 (l.a. + l.b. + I.e. + l.d.)

f. Contributions for 12 months ending June 30, 2005

g. Benefits for 12 months ending June 30, 2005

h. Expected investment income for 12 months ending June 30,2005
(8% x (I.e. + (lj. + l.g.) + 2))

i. Expected actuarial value of asset for pension after allowing for the
SRBR program at June 30, 2005 (I.e. + lj. + l.g. + l.h.)

j. Actuarial value of assets for pension after allowing for the SRBR
program at June 30, 2005

k. Investment gain/(Joss) for the period June 30, 2003 to June 30, 2005
(1 j. -I.i.)

, ,

$ $1,826,287,000

41,645,000 , '

(67,610,000)

145,064,360

1,945,386,360

58,075,000

(75,371,000)

154,939,069

2,083,029,429

1,983,090,069

(99,939,360)

2. Calculation of Charge to SRBR

a. Increase in Unfunded Accrued Liability due to investment loss for the
period June 30, 2003 to June 30, 2005

b. Amortization factor

c. Covered payroll as ofJuly I, 20051

d. Increase in City contribution rate effective July 1, 2005 due to
investment loss (2.a. x 2.b. + 2.c.)

e. Projected covered payroll as of July I, 2006 (2.c. x 1.04)

f. Proj ected dollar amount of the City's increased contribution rate for 12
months effective July I, 2006 (2.d. x 2.e.)

g. SRBR Principal as of July I, 2005

h. Charge to SRBR (minimum of2j. x 10% and 2.g. x 5%) $

i. Decrease in the City's contribution for 12 months effective
July 1, 2006 (2.h. -;- 2.e.)

99,939,360

8.171%

, 210,018,000

3.888%

218,418,720

8,492,271

19,266,979

$849,227

0.39%

I Coveredpayrollforplanyear beginning July 1, 2005 is the payroll as ofJune 30, 2005 increased by haifa year salmy scale.
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Actuarial Valuation Report
; )

City of San Jose Police and Fire LJ~j)artment Retirement Plan

Participant Data

System Membership and Benefit Statistics

Active Members

Percent
June 30, 2005 June 30, 2003 Change

A. Number 2,003 2,104 (4.8%)

B. Average Age 40.98 40.00 2.5%

C. Average Years of Service 13.42 12.52 7.2%

D. Annual Salary

i. Total $ ,.2Q!M29,OOO, $ 202,222,000 2.1%

ii. Average 103,058 96,113 7.2%

Retired and Inactive Vested Members

June 30, 2005 June 30, 2003 Percent Change

Retired Members

A. Service Retirement

i. Number 439 364 20.6%

j' ii. Annual Allowance
)

Basic Only $ 25,698,228 $ 18,934,837 35.7%
I, 0 COLA 4,657,692 3,276,025 42.2%)

Total 30,355,920 22,210,862 36.7%

Average MontWy Amount 5,762 5,085 13.3%

B. Disability Retirement

i. Number 750 729 2.9%

ii. Annual Allowance

Basic Only $ 30,468,459 $ 27,411,246 11.2%

COLA 10,317,724 8,488,478 21.5%
0 Total 40,786,183 35,899,724 13.6%

Average Monthly Amount 4,532 4,104 10.4%

C. Beneficiaries

i. Number 196 178 10.1%

ii. Annual Allowance

Basic Only $ 2,933,103 $ 2,566,012 14.3%

COLA 1,995,677 1,637,427 21.9%

Total 4,928,780 4,203,439 17.3%

Average Monthly Amount 2,096 1,968 6.5%

Inactive Vested Members

A. Service Retirement 69 58 19.0%

Mercer Human Resource Consulting 24
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Actuarial Valuation Report ~

i
City of San Jose Police and l-lre Department Retirement Plan

! '

Participant Data (continued)

Schedule of Active Member Valuation Data

Monthly % Increase in
Valuation Date Number Annual Payroll Average Pay Average Pay' , !

June 30, 1993 1,785 $ 98,831,000 $ 4,614 Not calculated

June 30, 1995 1,812 109,196,000 5,022 8,84%

June 30, 1997 1,954 129,850,000 5,538 10,27% , 1
j ,

June 30, 1999 1,953 144,125,000 6,150 11,05%

June 30, 2001
T '

2,107 171,799,000 6,795 10.49%

June 30, 2003 2,104 202,222,000 8,009 17,88%

June 30, 2005 2,003 206,426,000 8,588 7.20%
! ,

I Reflects the increase in average sa/my for members at the beginning ofthe period versus those at the end ofthe period; it
does lIot reflect the average 8alm)! increases received by members ...vho worked the full period. .

Mercer Human Resource Consulting
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Actuarial Valuation Report City of San Jose Police and Fire Department Retirement Plan

Participant Data (continued)

Retirees and Beneficiaries Added to and Removed from Retiree Payroll

Annual Annual Annual %
Retiree Retiree Retiree Annual Increase in

At Added Removed Payroll as of Payroll Added Payroll Retiree Annual Average
Beginning During During At End of Beginning of During Removed Payroll as of Retiree Annual

Time Period of Period Period Period Period Period Period' During Period End of Period Payroll Allowance

6/30/1993 - ~._,

6/30/1995 700 157 33 824 $ 18,958,000 $ 7,264,000 $ 639,000 $ 25,583,000 31.94% $31,047

6/30/1995 -
6/30/1997 824 145 29 940 25,583,000 7,059,000 652,000 31,990,000 25.04% 34,032

6/30/1997 -
6/30/1999 940 156 36 1,060 31,990,000 9,962,000 880,000 41,072,000 28.39% 38,747

6/30/1999 -
6/30/2001 1,060 145 41 1,164 41,072,000 10,272,000 1,351,000 49,993,000 21.72% 42,949

6/30/2001-
6/30/2003 1,164 159 52 1,271 49,993,000 13,806,000 1,485,000 62,314,000 24.65% 49,028

6/30/2003 -
6/30/2005 1,271 161 47 1,385 62,314,000 15,619,000 1,862,000 76,071,000 22.08% 54,925

I Includes the Plan's annual cost-aI-living adjustment as well as payrollfOr new retirees.
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Actuarial Valuation Report
; 1

City of San Jose Police and ruB Department Retirement Plan

Participant Data (continued)

Active Members

Years of Service

Age 0-4 5-9 10-14 15-19 20-24 25-29 30-34 35-39 40+ Total

0
0-19

3 3
20-24 • *

25-29
97 33 130

76,143 91,587 80,063

96 184 57 2 339
30-34

86,252 98,530 102,594 * 95,696

49 181 209 50 489
35-39

92,212 99,258 103,419 103,315 100,746

18 55 106 170 36 385
40-44

* 101,319 103,280 109,057 .110,094 105,190

1 14 31 91 144 29 1 311
45-49 • • 103,703 109,939 113,310 118,730 • 111,247

1 8 41 82 93 4 229
50-54

* * *110,846 113,395 114,454 112,415

2 11 22 43 25 1 105
55-59

** * 116,167 111,488 119,763 * 113,568

2 2 3 3 10
60-64 • * • * *

1 1 2
65-69

* * *
0

70-74

0
75+

265 468 413 365 286 167 33 5 1 2,003
Total

82,889 98,570 103,249 108,597 113,062 114,704 118,015 * * 103,058

Total Salary

Average Age

Average Service

$206,426,000

40.98

13.42

Note: cells with fewer than 20 participants (indicated with an asterisk (*» have salary infOlmation
withheld for confidentiality purposes.
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Actuarial Valuation Report

Total Retired Benefit

Average Age

Average Years Retired

$30,355,920

61.35

7.14

, i
City of San Jose Police and Fire lJepartment Retirement Plan

Note: cells with fewer than 20 participants (indicated with an asterisk (*» have salary information
withheld for confidentiality purposes.
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Actuarial Valuation Report
\ }

City of San Jose Police and hra Department Retirement Plan

Participant Data (continued)

Disabled Retirees

Years of Retirement

Age 0-4 5-9 10-14 15·19 20-24 25-29 30-34 35-39 40+ Total

<30

30-34

2 2
35-39

* *
7 4 2 14

40-44
* * ** *

6 2 6 1 16
45-49

* * * * * *
21 10 3 3 1 38

50-54
* * * *75,390 59,741

65 49 11 10 2 4 142
55-59

* * * * *83,532 62,039 66,445

28 85 55 8 10 11 4 1 202
60-64

* * * * *77,126 65,301 54,201 57,774

3 23 62 28 16 4 4 140
65-69

* * ** 66;143 59,239 49,094 54,437

3 13 40 15 5 8 5 89
70-74

* * * * * *51,363 46,556

1 16 26 17 2 1 64
75-79

* * * * * *44,381 42,870

1 4 20 16 1 1 43
80+

* * * * *35,441 37,478

132 176 154 107 74 62 35 8 2 750
Total

76,527 62,701 55,178 47,583 38,470 31,417 30,458 * * 54,382

Total Retired Benefit

Average Age

Average Years Retired

40,786,182

64.46

13.31

Note: cells with fewer than 20 participants (indicated with an asterisk (*)) have salary infOlmation
withheld for confidentiality purposes.
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Actuarial Valuation Report
t }

City of San Jose PoUce and Fire Department Retirement Plan

I
Participant Data (continued)

] Beneficiaries

) Years of Retirement

Age 0-4 5-9 10-14 15-19 20-24 25·29 30-34 35-39 40+ Total
1 7 1 3 2 13

0-19
* * * * *]

1 1 2
20-24

* * *
0

25-29

0
30-34

1
35-39

* *
3

40-44
* * * *
1 2 3

45-49c,
* * *
2 2 2 1 7

50-54 • * * * *
8 6 5 5 1 1 26

55-59 • * • •• 30,988
4 7 6 7 24

60-64 • • * • 26,449

7 3 6 1 3 2 22
65-69

* • * * * * 23,762

9 9 7 8 2 35
70-74

* * * * * 26,362

7 3 4 4 1 4 23
75-79

* * * * * * 23,154

9 9 6 3 3 5 2 37
80+

* * * • * * * 21,837
56 41 40 34 9 14 2 0 0 196

Total
* * *29,029 25,233 24,622 23,761 25,147

Total Retired Benefit

Average Age

Average Years Retired

$4,928,779

65AO

10.51

Note: cells with fewer than 20 pmticipants (indicated with an asterisk (*)) have salary information
withheld for confidentiality purposes.
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Actuarial Valuation Report

Methods and Assumptions

Actuarial Cost Method

Individual Entry Age Normal Method

\ )
City of San Jose Police and FIre Department Retirement Plan

Pension liabilities and contributions shown in this report are computed using the individual entry age
nonnal method of funding as specified in the Municipal Code. The objective under this method is to fund
each member's benefits under the plan as payments that are a level percentage ofpay, starting at Oliginal
participation date (or employment date), and continuing until the assumed retirement, tennination,
disability or death.

A detailed description ofthe calculation follows:

• The normal cost for each active participant under the assumed retirement age is the level percentage
ofpay which, if contributed each year from date of entry into the plan until the assumed retirement
(tennination, disability or death) date, is sufficient to provide the full value ofthe benefits expected to
be payable.

• The present value of future normal costs is the total of the discounted values ofall active
participants' nonnal costs, assuming these to be paid in each case from the valuation date until
retirement (tennination, disability or death) date.

• The present value of projected benefits is calculated as the value ofall benefit payments expected .
to be paid to the plan's CWTent participants, including active and retired members, beneficiaries, and
terminated members with vested rights.

• The accrued liability is the excess ofthe present value ofprojected benefits over the present value of
future nOimal costs.

• The unfunded liability is the excess ofthe accrued liability over the actuarial value ofassets, and
represents that part of the accrued liability which has not been funded by accumulated past
contributions.

Changes Since Prior Valuation

None.

Mercer Human Resource Consulting
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j j

CIty of San Jose Police and 'bra Department Retirement Plan

Methods and Assumptions (continued)

Amortization Method

The payment required on the unfunded pension liability is calculated as a level percentage of future active
member payroll (including payroll ofnew members) assuming a stable active membership over a
specified period. To remain a level percentage ofpayroll, payments (in dollars) are assumed to increase
each year for inflation and real wage growth. The length of the amortization period is defmed as follows:

• For unfunded liabilities calcnlated through the June 30, 2003 actuarial valuation, the amortization
period extends to June 30, 2017.

• For the prior service cost of the benefit improvement effective July I, 1996, the amOliization period
extends to June 30, 2017.

• For gains and losses between each valuation, the amortization period will be 16 years fi'om the
valuation date in which the gains or losses are first recognized.

Changes Since Prior Valuation

In the prior valuation, all unfunded pension liabilities were amortized over the period extending from the
valnation date to June 30, 2017.

Asset Valuation Method

The actuarial value of assets is a five-year smoothed market value of assets. This method recognizes 20
percent ofthe year's investment earnings in.excess of (or less than) expected investment eamings in the
current year and each of the four prior years.

The expected value of assets for the year is the market value of assets at the beginning of the prior year
brought forward with interest at the assumed rate of retum to the end of the CUlTent year plus
contributions minus benefit disbursements, all adjusted with interest at the assumed rate of return to the
end of the current yeaI'.

Changes Since Prior Valuation

None.
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Actuarial Valuation Report
1 )

City of San Jose Police and Fire ut.'partment Retirement Plan

Methods and Assumptions (continued)

Retiree Healthcare Funding Method

The objective of the funding method for retiree healthcare benefits is to fund the next 10 years of
expected payments to retirees as a level percentage of active member payroll over that 1O-year period.
This method is not intended to comply with GASB 43 or to fully fund a member's retiree healthcare
benefits over the period of the member's active service.

The basic details of the calculation are as follows:

•

•

•

•

Projected benefit payments to retirees are estimated for the next 10 years based on healthcare cost
trend assumptions and an assumption as to the net growth in the retiree population.

An unfunded liability is calculated equal to the present value of the projected benefit payments less
the actuarial value of assets.

Projected payroll for active members is estimated for the next 10 years assuming a stable active
membership.

The unfunded liability is divided by the present value of the projected payroll to determine the current
contribution rate.

Changes Since Prior Valuation

None.
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Actuarial Valuation Report -

I )
City of San Jose Pollee and hf8 Department Retirement Plan

Methods and Assumptions (continued)

Valuation Procedures

• Financial and census data: We used financial and member data submitted by the City of San Jose
Retirement Services Department without further audit. This infonnation would customarily not be
verified by a plan's actuary. We have reviewed the information for internal consistency and we have
no reason to doubt its substantial accuracy.

• Benefits not included in liabilities: We are not aware of any benefits that have not been included.

The limitations offuternal Revenue Code Sections 415(b) and 401(a)(17) have been incorporated into our
calculations.

No actuarial liability is included for participants who tenninated nonvested prior to the valuation date.
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Actuarial Valuation Report
I )

City of San Jose Police and FIre Lt:partment Retirement Plan

Methods and Assumptions (continued)

Assumptions - Pension

Economic Assumptions

Inflation

Real Wage Growth

3.0%

1.0%

Merit and Longevity Wage Growth

Investment Return

Demographic Assumptions

The following service based rates apply:

Years of Service

0--5

6-7
8+

8.0%

Rate

6.00%

3.00%

0.75%

Healthy Postretirement Mortality

Disabled Retiree Mortality

Service-Connected
Preretirement Mortality

Males: 1994 Male Group Atmuity Mortality Table (set
back 4 years)

Females: 1994 Female Group Atmuity Mortality Table (set
forward 1 year)

RP-2000 combined healthy male with no collar adjustment,
projected 10 years

Rates developed from experience. Sample rates are as follows:

Age Mortality Rate

25

35

45

55

0.000100

0.000200

0.000300

0.000600

Non-Service-Connected
Preretirement Mortality

Member Turnover

Rates developed from expetience. Sample rates are as follows:

Age Mortality Rate

25 0.000125

35 0.000150

45 0.000250

55 0.000525

Rates developed from experience. Rates are as follows:

Years of Service Rate

Mercer Human Resource Consulting
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<1

1-4

5-9

10+

0.050

0.Q15

0.005

0.006
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Actuarial Valuation Report" City of San Jose Pollce andru Department Retirement Plan

Methods and Assumptions (continued)

Assumptions - Pension (continued)

Service-Connected
Disability Incidence

Service Retirement Rates

Prior to age 50, 1985 Pension Disability Table for Class 2
employees, published by the Society ofActuaries. From age
49 to age 60 rates increase on a linear slope to a rate of O. I 5
and remain level thereafter.

The following retirement rates apply to actives eligible for
unreduced benefits:

Years of Service Rate

Percentage of Members Married 85%

50-64

65-69

70+

0.17

0.35

1.00

Reciprocity

Changes Since Prior Valuation

Mercer Human Resource ConSUlting
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75% of all tenninated vested members are assumed to be
employed by a reciprocal entity.

The following assumptions were revised since the prior
valuation. For a complete analysis of the changes, please refer
to the expelience study report dated October 27, 2005.

• The real wage growth assumption decreased from 1.5% to
1.0%.

• Merit and longevity wage growth assumption was
restructured from a primarily age-based structure to a
service-based structure to be consistent with the pay step
structure used by the city.

• Member turnover rates decreased from the prior rates.

• Retirement assumptions for those ineligible for unreduced
benefits were eliminated. The retirement rates increased at
younger ages, decreased at older ages, and were extended
from age 65 to age 70.

• Non-service-connected disability incidence rates were
eliminated. Service-connected disability incidence was
updated to a standard table prior to age 50 with rates
increasing linearly from age 50 to 15% at age 60.

• The disabled retiree m011ality assumption was updated
from the PERS Industrial Disability Table 88-92 (set back
5 years) to RP-2000 male combined m011ality with no
collar adjustment projected 10 years.
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City of San Jose Police and Fireut::lpartment Retirement Plan

Methods and Assumptions (continued)

Assumptions - Postemployment Healthcare

Economic Assumptions

Investment yield

Growth in Covered Payroll

Growth in Retiree Rolls

Annual Cost Per Retiree - Medical

Annual Cost Per Retiree - Dental

Annual Cost Per Retiree - Medicare
Part B

Medicare Part B Trend Rate

8.0%

4.0%

7.0%

The total medical premiums paid by the City divided by
participating retirees, brought forward with half a year trend rate

The total dental premiums paid by the City divided by
participating retirees, brought forward with half a year trend rate

The weighted average of the Medicare Part B premiums for
retirees patticipating in the postemployment medical benefit plan,
brought forward with half of the percentage increase in Patt B
premium published by Medicare.

6.0%

Medical Trend Rates

Dental Trend Rates

Trend rates are as follows:
Plan Year

2006-7

2007-8

2008-9

2009-10

2010-11

2011-12

2012-13

2013-14 and following years

Trend rates are as follows:

Plan Year

Rate

12%

11%

10%

9%

8%

7%

6%

5%

Rate

Changes Since Prior Valuation

Mercer Human Resource Consulting
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2006-7 7.0%

2007-8 6.5%

2008-9 6.0%

2009-10 5.5%

20 I0-11 and following years 5.0%

The following assumptions were revised since the prior
valuation.

• The medical trend rates changed in 2006-07 plan year from
13.0% to 12.0% and in 2007-08 plan year from 11.5% to
11.0%.

• The dental trend rates changed from a constant 5.5% to 7.0%
in 2006-07 plan year then decreasing 50 basis points each
plan year to 5.0% in 20 I0-11 plan year.
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Actuarial Valuation Report

,
I i )

City of San Jose Police and Fire L",}iartment Retirement Plan

Summary of Plan Provisions

Following is a sununalY of the major provisions ofthe 1961 San Jose Police and Fire Department
Retirement Plan. The sununalY is not intended to provide sufficient information to determine individual
benefits, but should solely be used as an overview of the benefit structure and an aid in understanding and
interpreting the remaining sections of the report.

Pension

Plan Year

Eligibility

Members' Retirement Contributions

City's Retirement Contributions

Final Average Salary (FAS)

Return of Contributions

Service Retirement Benefit

Early Service Retirement Benefit

Mercer Human Resource Consulting
g:\'Np\refua\2006\sjpbaa\val\acl rpl.<k>c

July I to June 30

Any person employed as a police officer or fire fighter in the City
of San Jose, except the following:

• Independent contractors

• Person in city service for training/educational purposes

• Auxiliary or voluntary police officers or fire fighters

• Part-time or non-salaried employees

• Receiving credit in any other retirement or pension system

The members' contribution rate equals 3/11 ofthe normal cost plus
the amortization payment on the prior service cost for a February 4,
1996 benefit improvement.

The City's contribution rate equals 8/11 of the normal cost plus any
amortization payments or credits on the unfunded liability.

The highest 12 consecutive months of compensation eamable, not
to exceed 108% of compensation paid to the member during the 12
months immediately preceding the last 12 months of service. FAS
excludes overtime pay and expense allowances.

Ifa member should resign or die before becoming eligible for
retirement, his or her contributions plus 2% interest per annum will
be refunded.

Eligibility

The earlier of age 55 with 20 years of service, age 50 with 25 years
of service, age 70 with no service requirement, or 30 years of
service regardless of age.

Benefit

The normal service retirement benefit is 2.5% of FAS per year of
service up to 20 years ofservice, 3.0% ofFAS per year of service
for the next 5 years of service, and 4.0% ofFAS per year ofservice
over 25, not to exceed 85% ofFAS.

Eligibility

Age 50 with 20 years of service.

Benefit

The Service Retirement Benefit acclUed to date of tennination, then
reduced pursuant to Municipal Code 3.36.810.
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Summary of Plan Provisions (continued)

Pension (continued)

Deferred Vested Benefit

Disability Benefit­
Non-Service-Connected

Disability Benefit­
Service-Connected

Mercer Human Resource Consulting
g:\",p'Jetlre\2006"sjpbaa\va,~ad rpldoc

Eligibility

Age 55 with 10 years of service and 20 years have elapsed from
date of membership.

Benefit

The Service Retirement Benefit acclUed to date of tennination.

Eligibility

Members deemed to have incurred a non-service-connected
disability after completing 2 years of service, regardless of age.

Benefit

32% ofFAS for the first 2 years of service plus 1% ofFAS for each
successive year. The maximum benefit is 50% ofFAS.

Eligibility

Members deemed to have incurred a service-connected disability
regardless of length of service or age.

Benefit

50% ofFAS for the first 20 years of service, 3.0% ofFAS per year
of service for the next 5 years ofservice, and 4.0% ofFAS per year
of service over 25 years, not to exceed 85% ofFAS.
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Summary of Plan Provisions (continued)

• Non-Service-Connected Death ­
Members Eiigibie for Service
Retirement

• Non-Service-Connected Death ­
Disabied Retirees or Members
ineiigibie for Service Retirement

Death Benefit

• Non-Service-Connected Death ­
with Less than 2 Years of Service

, '
City of San Jose Police and Fire u~ I ,rtment Retirement Plan

Eligibility

Death prior to 2 years of service.

Benefit

The greater of return on contributions, plus interest, or $1,000.

Eligibility

Death after 2 years of service, regardless of age.

Benefit

The spouse receives 24% ofFAS for the first 2 years ofservice plus
0.75% ofFAS for each successive year, not to exceed 37.5% ofFAS.

If a member has eligible dependent children (under age 18, or age
22 ifa full time student), the benefits are as follows:

1 child 25% ofFAS

2 children , 37.5% ofFAS

3 or more children 50% ofFAS

The total benefits payable to a family shall not exceed 75% ofFAS.

If a member does not have a spouse nor dependent children at
death, a lump sum equal to the greater of the member's
contributions with interest or $1,000 is paid to the estate.

Eligibility

Death after 2 years ofservice who was eligible for Service Retirement.

Benefit

The spouse receives the greater of 37.5% ofFAS or 50% of the
member's Service Retirement Benefit.

The eligible dependent children will receive the same benefit as
defined in Non-Service-Connected Death who was a disabled
retiree or was Ineligible for Service Retirement. The total benefits
payable to a family shall not exceed 75% ofFAS.

Eligibility

Death in the course of employment with the city.

Benefit

The spouse receives the greater of 50% of the member's benefit and
37.5% ofFAS. Eligible dependent children receive 25% ofFAS per
child. The total benefits payable to a family shall not exceed 75%
ofFAS.

I'

• Service-Connected Death

Pension (continued)

Actuarial Valuation Report
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Cost of Living The increase in retirement allowance is subject to a maximum of
3% a year.

Optional Forms of Benefit Retiree may elect a reduced pension in order to provide a 50% to
100% (in multiples of5) survivorship benefit to the surviving spouse.

Changes Since Prior Valuation None.

Mercer Human Resource Consulting
g:\"I>p\,re'.ira\2006\sjpbaa\vallacl rpl.doc
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Summary of Plan Provisions (continued)

Supplemental Retiree Benefits Reserve (SRBR)

Annual Transfer

Benefit

Charge to Principal

10% of earnings in excess of the actuarially assumed rate on the
actuarial value of assets

Interest on the plincipal equal to the rate of earnings on the
actuarial value of assets (but not less than 0) distributed by the
Board to retirees and beneficiaries to provide supplemental
benefits.

If the City's contribution rate increases due to poor investment
retums, 10% of the increased contribution for a one-year period is
deducted from the SRBR principal. However, this deduction cannot
be more than 5% of the total SRBRprincipal.

Postretirement Health and Dental

Eligibiiity

Medicai Pian Choices

Dental Pian

Medical Premiums

Dental Premiums

Benefit

Member's Contribution

City's Contribution

Changes Since Prior Vaiuation

Mercer Human Resource Consulting
g:\·....p\re(jre\2006\Sjpbaa\val\acl rpl.doc

Retired for disability or service from active service with 15 years of
service, or receiving a benefit of at least 37.5% ofFAS. Also, ifa
member separates from service after July 5, I992,with 20 years of
service leaving contributions in the retirement plan until he applies
for retirement benefits.

Kaiser, BlueShield and PacifiCare

Delta Dental and Enhanced Delta Dental

The Plan pays the cost ofMedicare Part B up to the difference
between the health plan selected by the retiree and the lowest cost
health plan. In addition, the plan pays an amount equal to the
premium for the lowest cost health plan.

The Plan pays the entire premium.

The same medical and dental coverage that the City provides an
active member.

Contribute 50% ofthe health cost and 25% ofthe dental cost as
detemlined at each biannual actuarial valuation.

Contribute 50% ofthe health cost and 75% of the dental cost as
determined at each biannual actuarial valuation.

None.
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City of San Jose Pollce and Fire uc:p'artment Retirement Plan

I
J.

Measures of Pension Plan Funded Status

Solvency (in thousands)

Portion of Accrued liabilities Covered by
Aggregate Accrued liabilities for Reported Assets

Active
Active Members Members

(Employer Retired I (Employer
Valuation Active Member RetiredNested Financed Actuarial Value Active Member Vested Financed

Date Contributions Members Portion) Total of Assets Contrlbutlons1 Members2
Portlonf

6/30/1993 $ 85,915 $ 260,326 $ 369,882 $ 716,123 $ 714,592 100% 100% 100%
6/30/1995 100,010 351,327 377,402 828,739 854,414 100% 100% 107%
6/30/1997 115,995 434,292 479,881 1,030,168 1,124,294 100% 100% 120%
6/30/1999 117,755 595,196 563,413 1,276,364 1,440,117 100% 100% 129%
6/30/2001 145,166 699,082 648,484 1,492,732 1,713,812 100% 100% 134%
6/30/2003 167,203 881,064 774,934 1,823,200 1,826,287 100% 100% 100%
6/30/2005 $ 194,434 $ 1,072,754 $ 760,244 $ 2,027,432 $ 1,983,090 100% 100% 94%

1 Accumulated from member contribution account balances provided by the Retirement System
2 Calculated based on assumptions adopted by the Board
3 Calculated based on assumptions adopted by the Board and offset with Active member contribution account balances

Derived: .(Actuarial Value of Assets - Active Member Contributions Liabilities - Retired and Vested Members Liabilities)
I (Employer Financed Portion of Liabilllles)

Mercer Human Resource Consulting
g:\'i>p',retire\2006\s)pbaa',val',acl rpl,doc
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Appendix A

Measures of Pension Plan Funded Status (continued)

Schedule of Funding Progress (in thousands)

Entry Age UAAL as a
Actuarial Percentage of

Actuarial Actuarial Value of Accrued Liability Unfunded AAL Covered Covered
Valuation Assets (AAL) (UAAL) Funded Ratio Payroll Payroll

Date (a) (b) (b-a) (a/b) (c) ((b-a)/c) f ~

6/30/1993 $ 714,592 $ 716,123 $ 1,531 99.8% $ 98,831 1.5%
j ,

6/30/1995 854,414 828,739 (25,675) 103.1% 109,196 (23.5%)

6/30/1997 1,124,294 1,030,168 (94,126) 109.1% 129,850 (72.0%)

6/30/1999 1,440,117 1,276,364 (163,753) 112.8% 144,125 (113.6%)

6/30/2001 1,713,812 1,492,732 (221,080) 114.8% 171,779 (128.7%)

6/30/2003 1,826,287 1,823,200 (3,087) 100.2% 202,222 (1.5%)
1

6/30/2005 $ 1,983,090 $ 2,027,432 $ 44,342 97.8% $ 210,018 21.1% i ,

Mercer Human Resource Consulting
g:\·...1'\retirl>I2OD6',sjpbaa\'13I\acl rptdo~
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Development of Costs

Calculation of Separate Rates for Basic and COLA Benefits

July 1,2005
Basic Benefit COLA Benefit Total Benefit

1. Nonnal Cost 41,367,479 15,770,503 57,137,982

2 Accrued Liability
a. Active members 690,206,512 264,471,364 954,677,876
b. Members with deferred benefits 6,869,423 3,637,889 10,507,312
c. Members and. beneficiaries receiving benefits 630,145,044 432,101,789 1,062,246,833
d. Total 1,327,220,979 700,211,042 2,027,432,021

3. Assets
a. Market Value 1,468,012,000 594,685,000 2,062,697,000
b. Actuarial Value 1,411,356,112 571,733,957 1,983,090,069

4 Unfunded accrued liability (2.d - 3. b.) (84,135,133) 128,477,085 44,341,952

5. Total Amortization Payment (6,752,403) 10,311,139 3,558,736

6. Total Contribution 34,615,076 26,081,642 60,696,718

4/5/20063:34 PM G:\RETIRE\2006\SJPBAA\val\basic cola\conlrib rale COLA & Basic.xlsBasic YS. COLA $



Development of Costs

Summary of Contribution Rates

July 1, 2005
City Member Total

Pension

1. Normal Cost
a. Basic 14.33% 5.37% 19,70%
b. COLA 5.46% 2.05% 7.51%
c. Total 19.79% 7.42% 27.21%

2. Unfunded Accrued Liability
a. Basic -3.10% -0.12% -3.22%

b. COLA 4.73% OJ8% 4.91%
c. Total 1.63% 0.06% 1.69%

3. Pension Total
a. Basic 11.23% 5.25% 16.48%
b. COLA 10.19% 2.23% 12.42%
c. Total 21.42% 7.48% 28.90%

Postemployment Health Insurance -10-Year Cost Projection
4. Medical contribution rate 3.58%
5. Dental contribution rate 0.61 %

3.57%
0.21%

7.15%
0.82%

6. Total Contribution Rate (3.c. +4. + 5.) 25.62% 11.26% 36.87%

G:\RETIRE\2006ISJPBM\val\basic colalcontrib rate COLA & Basic,xlsContrib Rate Summary
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Pension Plan

11II Valuation results

11II Recommended assumption changes

- Prior meeting recap

11II Recommended method changes

Retiree Health Plan

11II Valuation results

11II Recommended assumption changes

Summary of Results

Next Steps
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Ian Valuation Results
Highlights

Actuarial Value of Assets $1,826 $1,983 $1,983

Actuarial Value Funded % 100% 98% 98%

Normal Cost $61 $63 $57

Member Contribution Rate 8.27% . 8.16% 7.42%

Mercer Human Resource Consulting 3



Ian Valuation Results
ribution by Age
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Ian Valuation Results

Member Counts

6%

El Active II Deferred

IIlI Disability Retired El Service Retired

El Beneficiary

Mercer Human Resource Consulting

Actuarial Accrued Liability
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El Active II Deferred

IIlI Disability Retired El Service Retired

El Beneficiary
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Ian Valuation Results
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Ian Valuation Results

II Even though the market value of
assets earned substantially more
than expected since the last
valuation, because of the 5-year
smoothing method, the actuarial
value of assets earned less than
the assumed 8% return.

III While assets did not grow as fast
as expected, salaries also grew
at a slower pace than expected
tempering the growth of liabilities.

Actual
Value,
6/30/2003

Actual
Value,
6/30/2005

$1,823

$2,014

$1,826

$1,983

($3)

$31

Mercer Human Resource Consulting 8



ded Pension Plan Assumption

9 Recap

III Recommended Changes to Economic Assumptions

- Real wage growth

o Reduce assumption from 1.5% to 1.0%

- Merit & longevity wage growth

o Change assumption to be based on length of service.

- 6.00% for 0-5 years of service

- 3.00% for 6-7 years of service

- 0.75% for 8 or more years of service

III Maintain the Following Economic Assumptions
- Inflation at 3.00%

- Investment return at 8.00%

III These assumption changes reduce member and City contribution
rates by 0.39% and 1.230/0 of payroll respectively

Mercer Human Resource Consulting 9



.."......ded Pension Plan Assumption

(:Ii~,~~ll.mg Recap
III Recommended Changes to Demographic Assumptions

- Turnover rates
D Reduce turnover rates
D Assume all vested terminations elect a deferred annuity

- Retirement rates
D Apply assumption only to members eligible for unreduced benefits
D Extend assumption to age 70
D Increase rates at younger ages and decrease rates at older ages

- Disability incidence
D Assume all disabilities are service connected
D Adopt standard table to age 50
D Increase rates linearly from 2% at age 50 to 15% at age 60

- Disabled retiree mortality
D Improve mortality assumption to RP 2000 male combined non-collar adjusted

mortality table projected 10 years.

III These assumption changes reduce member and City contribution rates by
0.35% and 0.11 % of payroll respectively

Mercer Human Resource Consulting 10



ded Pension Plan Assumption

to CalPERS

Asset Valuation Method 15-Year Smoothing 5-Year Smoothing

Amortization Method
30-Year Rolling

Level % of Payroll

12-Year Closed

Level % of Payroll

Real Wage Growth 0.25% 1.00%

Mercer Human Resource Consulting 11



lII1l!'Il:lII:lIlll'lllded Pension Plan Method Change
Method

Payment ofUnfunded Accrued Liability
(Assuming Assumptions are Met)

-Current Method

-CALPERS - Rolling 30 Year

01234567891011UDM1516U18UW21nnM~unUD~

Year

.. The current method pays off the unfunded accrued liability (UAL) by June 30, 2017 with
payments scheduled to be a level percentage of payroll.

.. Gains and losses as the end of the amortization period approaches are amortized over
shorter and shorter periods, leading to increased contribution volatility.

.. The CalPERS methodology makes payments less than the interest on the UAL, and
relies on investment and demographic gains in order to payoff the UAL. If all
assumptions are met, the UAL continues to grow every year.

Mercer Human Resource Consulting 12



ded Pension Plan Method Change
Method

Payment ofUnfnnded Accrued Liability
(Assuming Assumptions are Met)

-Current Method

-20 Year Le,..l Percent ofPay

~~,'~"~~"30 Year Le,..l Dollar Amount

-CALPERS . Rolling 30 Year

o 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30

Year

.. Alternative methods to consider include the 20-year level percentage of payroll and the
30-year level dollar amount.

.. We recommend applying a 20-year level percentage of payroll amortization to new
gains and losses as of each valuation date. Prior gains and losses would continue to be
amortized on their prior schedule.

.. With valuations every 2 years, there would ultimately be 10 different amortizations.

.. In the current valuation, this change reduces the City's contribution rate by 0.75% of
payroll.

Mercer Human Resource Consulting 13



Ith Plan Valuation Results

Assets $29 $4 $32 $4

Present Value of 10-Year
Projected Payroll

$1,685 $1,685 $1,715 $1,715

Member Contribution Rate 2.70% 0.19% 3.57% 0.21%

The increases in cost are primarily due to the higher than expected premium increases since 2003 and the rolling 10­
year period used for this valuation.

Mercer Human Resource Consulting 14
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ded Assumption Changes
Dental Trend Rates

.. Contribution rates are calculated
to pre-fund for the next 10 years
expected premiums for retiree
benefits. 2006 13.0% 5.5% 12.0% 7.0%

.. After consulting with our health
care actuaries, we modified the
medical and dental premium 2008 10.0% 5.5% 10.0% 6.0%

trend assumptions from the
assumptions used in the 2003
valuation as shown in the table. 2010 8.0% 5.5% 8.0% 5.0%

.. The outlook for medical trend is
slightly more favorable than two

2012 6.0% 5.5% 6.0% 5.0%
years ago. The dental trend is
higher in the short-term and
lower in the long-term.

Mercer Human Resource Consulting 15



of Results

• Pension 8.27% 8.16% 7.42%

• Dental 0.19% 0.20% 0.21%

• Pension *21.77% 23.31% 21.22%

• Dental 0.57% 0.60% 0.61%

* After adjustment for SRBR contribution.

Mercer Human Resource Consulting 16



III Board adoption of actuarial assumptions

III Board adoption of actuarial methods

III Final valuation report

Mercer Human Resource Consulting G:\WP\Aetire\2005\SjpbaaWaI\Prellminary Valuation Results.ppt 17


