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Introduction 

I would first like to voice my appreciation to David Dominguez who served on the 

Retirement Board since March of 1995 and retired from AC Transit this month. David 

served as Chair of the Board for over 10 years, and his leadership will be missed. The 

Board would like to thank David for his dedicated service to the Retirement System. 

The primary focus of this report will be the recently completed Actuarial Valuation and 

Experience Study. I will also present a brief update on the financial markets for the year 

to date. The report will conclude with a brief comment on the Governor's Commission 

on Other Post Employment Benefits. We look forward to our joint meeting at the end of 

April, where we can discuss many of the points addressed in this report. 

Summary 

The District contribution to the Retirement System will increase from roughly $23 

million (06/07 fiscal year) to $26.9 million (for its 07/08 fiscal year), of which $17.7 

million will be "normal cost" and $9.2 million will be the amortization of the unfunded 

liability. The funded ratio of the plan decreased from 78.5% to 75.9% (on actuarial value 

of assets) during this period. 

Change in District Contribution 

The recently completed Actuarial Valuation sets the District contribution for its 07/08 

fiscal year at $26,904,935. In the prior fiscal year, the contribution was $23,069,205. The 

increase is roughly $3.8 million, or 16.5%. In addition to an annual Actuarial Valuation, 

every three years our actuary performs an Experience Study. This study takes an in-

depth look at mortality, disability, retirement rates and other related issues. Typically, an 

experience study will lead to a more in-depth look at most of the assumptions used in the 

actuarial valuation. 

The primary factors for the roughly $3.8 million increase are outlined on the next page: 
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The following summarizes the items in the box. 

Demographic Gains/Losses and New Entrants 

The $1,100,000 increase in plan costs that are lumped into this category is in some 

regards a catch-all for all of the components of an actuarial valuation that do not fit into 

the other categories. In our valuation, the actuarial cost of new hires falls into this 

category, as does the increase in the payment of the unfunded liability that results from 

our method of amortizing the unfunded liability as a percentage of payroll. Our actuary 

pointed out that the age of our new hires is increasing and this increase will result in 

slightly higher plan costs. 

Salary Gains/losses in 2006 

Salary increases were slightly below those assumed (50,000 decrease in Plan Costs). 

Investment Gains in 2006 (Smoothed) 

Plan assets returned 12.7% on market value during 2006, producing over $17 million in 

earnings in excess of our assumed rate of return. In computing the actuarial value of 

assets using the 5-year smoothing method, a $40 million loss in 2002 was replaced by the 

$17 million gain in 2006. Therefore, the return on the actuarial value of assets was 8.9%, 

which is above the actuarial assumption of 7.7%. This resulted in an actuarial gain, and a 

decrease in Plan cost of 0.23% of payroll. There are still some unrealized gains in the 

actuarial value of Plan assets. The actuarial value of assets is currently 94.1% of market 

value. 

Benefit Improvement in 2006 

The benefit formulas for JBEW, AFSCME and non-represented employees were 

improved in 2006. This resulted in an $800,000 increase in plan costs. 

The following changes were a result of the Experience Study: 

2007 semi final # 2jcfT.doc 



Retirement Board Semi-Annual Report - December 2007 

Mortality Assumptions 

The Experience Study indicated that male employees and retirees were living longer than 

anticipated. This resulted in an increase of plan costs by roughly $1.1 million. 

ATU Wage Scale 

An extension in the period of relatively higher pay increases for ATU employees in their 

early years of employment resulted in an increase in plan costs by $300,000. 

Other 

This is a balancing entry that lumps together numerous minor changes. 

Funded Ratio and Amortization 

The Retirement Board spent a good deal of time discussing the funded ratio of the Plan 

with our actuary. Board members were concerned about the steady decline in the figure. 

Since the last valuation, the funded ratio on actuarial value of assets declined from 78.5% 

to 75.9%. The funded ratio on market value of assets declined from 80.9% to 78.2%. The 

funded ratio has declined from 104.3% at the January 2000 valuation to its current level 

of 75.9%. This level is below that of most other public retirement systems in California. 

The Board discussed various actions that it could take to improve the funded ratio of the 

plan and it reviewed projections of where the funded ratio would be headed in the future 

under various assumptions. 

The Board decided to take several steps that would increase the funded ratio of the Plan 

over time. The Board voted to modify the method used to amortize the unfunded actuarial 

accrued liability. The 23-year period was previously scheduled to decrease by one year 

with each passing year until a 15-year amortization period was achieved. The Board 

voted that the unfunded liability will now be amortized over 21 years (a decrease of 2 

years) and that every passing year the period will decrease by two years until an 

amortization period of 12 years is achieved. These changes will accelerate the funding 

of the unfunded liability. This change increased Plan costs by roughly $490,000. A 

portion of this increase in costs was mitigated by a District "prepayment" of roughly 

$360,000 last year. 

Investment Performance for 2007 

Even though negatives associated with the subprime mortgage market and the U.S. 

housing market have dominated the press, the U.S. stock market is still up for the year. 

As of the writing of this report, the broad U.S. stock market is up by roughly 4%, and the 

U.S bond market has increased by close to 5%. Assuming things remain more or less as 

they are through the end of the year, the Plan will fall a bit short of its actuarial rate of 

return (7.7%). 

Public Employee Post-Employment Benefits Commission 

The most recent meeting of this commission was held in Oakland on November 2. The 

commission is now discussing what will be in the final report. The commission is 

looking at both post-employment health care liabilities and pension liabilities of public 

entities. This report is expected around the end of the year. It would not be 
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unreasonable to anticipate the press playing up some of the findings of the commission's 

report and additional attention being paid to the funded status of public pension plans. 

If you have any questions on this report, the actuarial valuation or the experience study 

please feel free to call me, Jeffrey Lewis (510-839-6824), or Hugo Wildmann (891-

4889). 
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