
















































Exhibit A 



COMPREHENSIVE 
A N N U A L  FINANCIAL 

REPORT 
For the Year Ended D ecember 3 1, 2002 

Orange County Employees Retirement System 
Orange County, California 

Keith Bozarth 
Chief Executive Officer 



Orange County Employees Retirement System 
Required Supplementary Information - Trend Information 

Schedule of Funding Progress for the Years Ended December 33 
(in thousands) 

Valuation Year 
2002 2001 2000 1999 1998 1997 - 

Actuarial Value ofAssetsl (a) 

Actuarial Accrued Liability (b) 

Total Unfunded Actuarial 
Accrued Liability 
(U AAL) (b-a=c) 

Funded Ratio (ah) 

Covered Payroll (d) 

UAAL as a Percentage 
of Covered Payroll (dd) 

Notes: 

1. The 1213 1/97, 1213 1/98,12/31/99,12/3 1/00, 1213 1/01, and 12/31/02 actuarial value of assets exclude $322,333,000, 
$302,909,000, $286,139,000, $272,789,000, $22 1,643,000 and $143,675,000 respectively. Effective December 
3 1,2002, the Retirement Board elected to change the amortization period for the General Member and Probation 
Officer unfunded actuarial accrued liability (UAAL) to 30 years. The amortization is a level dollar amount. 

The amortization of the Safety Member UAAL has not changed. That UAAL is amortized in pieces as follows. 
The UAAL as of December 3 1, 1995, is amortized as a level dollar amount over 28 years. Actuarial gains and 
losses for each year are amortized over separate 15-year periods on a level dollar basis. Changes in the UAAL 
arising from assumption changes and plan amendments are amortized over periods determined by the Board. 
All amortization periods are considered closed (i.e., level dollar amortization with a fixed end date). 

The accompanying notes are an integral part of the Required Supplementary Information. 
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Attachment A 

MEMOKMWUM OF UNDERSTANDING 

1999 - 2002 
COUNTY OF ORANGE 

AND 

ASSOCIATION OF O W G E  COUNTY DEPUTY SIIERIFFS 

FOR THE 

PEACE OFFICER UNIT 

SUPERVISING PEACE OFF1 CER 'mIT 

This Memorandum of Understanding sets forth the terms of 
. - - - -- agxeement reached- between- - the County of Ckange and- the -- 

Association Of Orange County Deputy Sheriffs as the 
Exclusively Eecognized Employee Organization for the Peace 
Officer Unit and Supervising. Peace Officer U ~ i t  for the 
period beginning October 22, 1999 through October 17, 2002. 
Unless otherwise indicated herein, all provisions shall 
become effective October 22, 1999. 

BOS 000218 



ARTICLE XXI 

Section 1. 

Eligible em?loyees of this Unit are included in the Orange 
County Employees Retirement System as determined by their 
date of entry into eligible County service. 

Section 2. 

The County will pay toward general and safety member 
employees' total retirement contribution the statutory 
maximum allowable of one-half (1/2) under the provisions of 
Government Code Section 31581.1. 

Section 3. 

Memberst normal and cost-of-living contributions shall be 
adjusted subsequent, to and in accordance with actuarial 
recommendations adopted by the Retirement Board and the 
Board of Supergvisors . 

. .. . .  Section 4. ... . - . . - -- . - -- 

Effective October 19, 2001, the County will pay any 
remaining contributions normally required of the safety 
members f n  C h e  Peace Officer aiid Supervising Peace Officer 
Units, pursuant to Government Code Section 32581.2. 

The County shall continue the tax-deferred retirement plan ,  
known as 414H(2) for the duration of the Memorandum (unless 
the Internal Revenue Service rules that 414B(2) is no longer 
applicable) . 

BOS 000302 
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Orange County Employees Retirement 
systkm 

Results of 'AB 1937 
Analysis 

November 2,2000 

November 2.2000 
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Orange County Employees Retirement System - 1 

Overview of the Study 

Currendy, Safety Members of the Orange County Employees Rctircment System 

(OCERS) mrn benefits based on a "nvo percent of paf formula. Safety Mcmbers for this 

purpose are Iaw enforcement oficers and firefighters. Bcncfits are provided under borh a 

. Tier 1 and a Tier 2 structure as explained below. AB 1937 ~llowvs for an increase in 
I 

retirement benefits for Safety Members effective as early as January 1,2001. AB 1937 also 

, allows for a cost-of-living adjustment for certain retirees based on year of retirement. 

Towers Perrin w ~ s  asked to determine the change in employer and nlemkr conuibutions if 

the benefits undcr ;iB 1937 are adopted. At the direcrion of the Bo.rril of Rctircment, 

these results are bein2 provided to the County of Orange, thc =\ssochcion of Oranzc 

County Deputy Sheriffs, the Orange County Profession.d Fircfigl~tcrs Associntion and thc 

Orangc County Fire Authorir)~. 

In addition to the above overview, this report provides: 

r A rcfreshcr on ilow contriburions under OCERScs funding policy arc dctcrrnincd, 

R An ovemicw of thc retirement benefits currendy providcd to Safcm  members, 

m A summary of thc changes allowed under AB 1937, 

A summary of the actuarial assumptions used for thc study, 2nd 

r Results using different phn provisions and assumptions. 

OCERS Funding Policy 

Employer contributions for benefits under the Retirement System are developed in nvo 

normal cost and amortization of any unfunded actuarial accrued liability ( U r n ) .  

Changes in UAAL from one valuation date to the nest are amortized over time periods 

esrablished by the Board of Retirement. In particular, changes in TjAAL thar result from 

plan improvements are amortized over 30 pars. 

November 2,2000 



-- 
Orange County Employees Retirement System 2 

Normd Cost . . 

, Normal cost is the value of benefits expected to be earned bv aaive members in the coming 

year. For example, consider an active member with 20 yms of servicc ar the beginnins of 

the year. Ar the end of h e  year, chis member will have 21 vars of scrvice resulting in an 

increase in retirement benefits. Normal cost is rhe actuxid value of that increase in 

beneb .  

Acruarid Accrued LiabiIity 

Actuarial accrued liability is the value of the benefits already c x x d  to the date of thc 

valuation. It is essentially the accumulated value of prior normal costs. The unfunded 

actuarial accrued liabiliry (UAAL) is the differencc bcnve.cn the actuarial xcrucd liability 

(AAL) and the actuarial d u e  of assets (AVA). The AVA is a "smoothed" assct value that 

attempts to dampen, market volariliry. 

Actuarial. value 

Actuarial value as used in this case is simply the prescnt nluc of a future stream of bcncfit 

payments. Because h e  payments are contingent, among other things, on the recipient's .. 

survival, the present value is "actuarial". 

Change in benefit levels 

The change in benefit levels contemplated fur active members undcr AB 1931 will increase 

both the normal cost and the actuarial accrued liability (AAL). Tlx cost of living 

adjustment for retirees will increase only the AAL. Any increase in AAL will obviously 

increase rhe UAAL. This additional UAAL will be amortized 3s a level dollar amount over 

30 years. 

November 2.2000 
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- - 
Orange County Employees Retirement System 3 .  

Member contributions 

It should be remembered that members coixribute toward the cost of their pension 

benefits. A change in benefits for active members will chmgc the member contribution 

1 
Member conuibutiom are determined in nvo pieces: 3 normal or basic contribution rate 

, and a cost-of-livihg contribution rate. The rates vary by nge at entry to the system and 

Tier. The normal conuibution rates are based on a formula providcd by tile 1937 Act 

(County Employees Retirement Law or CERL) and do not sary hscd on the bcncfits 

provided. Tlxse rates are determined using thc interest, salnry incrcnsc and mortalin. 

assumptions. The normal contribution rate is: 

R Tier'l - A level percent of pay from entry age to agc 50 sufficient to proyidc an annuiry 

of 1/200h (one avo-hundredth) of the member's final compensntion pcr year of scrvicc. 

n Tier 2 - A level percent of pay from entry age to 313 50 sutEcicnt TO provide an annuit). 

of l / lOOth  (one one-hundredrh) of the member's final compensation per ?car of semicc. 

Essenaally, Tier 2 members pay a normal contribution rare chx is double the rate paid by a 

Tier 1 member who entered the system at rhe same age. 

The member's cost-of-living conuibution rate is determined as n level percent of pay 

necessary to provide one-half of the cost of a cost-of-living incrcasc on tllc rctiremcnt 

benefit. This portion of the member's contribution rate is bascd on tlx actual benefit 

provided. Ail actuarial assumptions, including retirement, termination and disability rates, 

are used for determining this pomon of the member contribution rate. If the benefit 

provided by the system changes, the member's cost-of-living contriburion nte  will'change. 

In particular, if a three-percent of pay formula is adopted then the cost-of-living portion of 

al l  future member contributions must increase. If the three-percent formula is adopred for 

all service then, arguably, members have not contributed enough during their prior years of 

service. Recall, their cost-of-living contributions during prior years of service were based 

on a two-percenr of pay formula. We refer to this under-contribution for prior periods as 

. the "shodall" in member contributions. 
November 2.2000 
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Orange County Employees Retirement System 4 

E-xhibit 15 shows rhe current and proposed cost-of-living "load". This is the percent that is 

multiplied by the bsic member contribution rate to dctcrmine the cost-of-living 

conuibution rate. 

In Exhibits 2 and 3, we show the results if the shodali is added to the unfundcd actuarial 

accrued liability md amortized through employer contributions. In Eshibits h n d  5 ,  we 

show results assunling that the members pay th= si~ortfdl. It should be' noted that having 

members pay the shortfall may be administntively difficult. 

Participant Data Used 

' ~sh ib i t  1 summarizes the data used for this analysis. The d m  is the same data uscd for the 

Deccrnber 31,1999 actuarid valuation. 

Benefits Valued for This Analysis 

AB f 937 allows for nvo possible levels of benefits: 

r Three percent of pay multiplied by years of service multiplied by an "qcn factor that is f- 
1 .O for retirements at age 50 and older. For retirements bcforc age 50, the age factors 

are less than 1.0. This formula will be referred to in the remainder of this report 3s 

''3941 at 50". L 
r Three percent of pay multiplied by years of service multiplied by an "agen factor that is 

l.0'for reuremenrs at age 53 and older. For reurements before age 55, the age factors 

are less than 1.0. This formula will be referred. to in the remainder of this report as 

The &mnt benefits provided to Safety Members are based on a formula equal to nvo 

percent of pay multiplied by years of service multiplied by an "age" factor that is 1.0 for 

retirements at age 50. Examples of dre current benefit formula as well as both the 3% at 50 

and 3% at 55 formulae are provided below. 

Pay.used to determined benefits for Tier 1 members is based on the menlber's final c)zze1ve 

consecutive months of pensiomblc pap, unless the member requests that another nvklw- 

L--- 
November 2,2000 
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Orange County Employees Retirement System 5 

month period be used. Benefik for Tier 2 nlembers arc bascd on an n\7crag of the find 56 

consecutive months, uniess chcmember requests that another 36:month period be used. 

Example 1 

.Consider a Tier 1 Safe* Member retiring at age 50 with 25 yean of service and fiml pay of 
I $80,000. The current formula produces a benefit equal to 29'0 mutriplied by 2s years 

. . multiplied by S80,000 multiplied by a; age factor of 1.00. This producna lxnefir of 

$40,000 per year. The 3% a t  50 forn~ula produccs a bencfir cqud to 3% multiplied by 25 

years muitiplied by SS0,000 mutriplied . .. by an agc, F~ctor of 1.00. This produccs a bcncfit of 

S60,000 per year. 

Example 2 

Consider tile same demopphic data as assumed in Esample 1. Obviously, the current 

benefit is unchanged. The 3% at 55 formula produces a bcncfit of 3% multiplied by 25 

years of service multiplied by S30,000 mulriplied bv 0.7634, rhc ngc 50 "age" factor. Thc 

resulting benefit is $45,804. 

At ages below age 50, the 3% at 50 formula provides benefirs that arc 50% grcatcr than thc 

current benefits. Age factors under rhe current formula conrinue co increase after age 50 to 

a maximum of 1.3099 for retirements at age 55 and older. The 3% at 50 age factors, 

however, are 1.0 for retirements at ages 50 and older. This means that the difference 

benveen the 3% at 50 .beriefits ai~d the c-urrent benefits narrows after age 50. At age 53, 

the 3% at 50 formula produces a benefit that is 14.5% greater d ~ s n  the benefit q d e r  the 

current formuIa. 

The 3% a t  55 formula age factors are 1.0 for retirements at ages 55 and older. Hence, the 

difference between the 3% at 55 benefit and the current benefit is not as large before age 5.0 

and narrows more quickly for retirements above age 50. 

Alternative Benefits 

: In addition to the above, we were asked to dcterminc the increase in contributions if AB 

1937 was adopted for future service only. In other words, a member's benefit would be 

November 2.2000 
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calcuiatcd in two picca: a wo percent of pay benefit for scr;icc up to the effective date 

(e-g, Jufy f, 2001) md a rhrec pcrccnr of pay ben:t"rr for service on and afitcr L!C effective 

date. For both picccs of the bcncfit, pay wodd bc based on pay at r:armenc. The 

foilowing example uill hdp clari@ &is approach. 
> 

Consjdcr chc s a c  denopphic.ciata ai for Example 1 excepr ~ ! r  20 :?&n of thc rncnber's 

service were earned bcforc the dfecdve date (LC., under the two pcrccnt of pay formda) 

md five years were earned diet- the & i v c  date. Under thc 3% at  50 h ~ ~ c  service 

formufa; the m b c r ' s  benefit would bc calculated as: 

I Two pcrccnt (the current formula) muitiplicd by 20 years multiplied by SS0,000 
, 

(532,000) PIUS / 

I Three percent rnuitiplid by 5 yars multiplied by ~80,060 ($l2,000) for c iowl mnli  

benefit of 544,000. 

In &c above exarnplc, thc age factors for borh picccs of rhc benefit arc 1.0 since we 

assumed that thc rncmbcr retircd at age 50. For the purpose of Ehis snaiysis, we assurncd 

thzt the two-pcrccnt piece of the bcncfit would be mukiplied by the current age facxon and 

the hcc-perccnt piccc would be rnuiriplicd by the appropriate hB 1937 age kcor.  

Exhibic~ 6 and 7 show the incruse in contributions for the 3% at SO and 3% at 55 

formulae~ rcspcctivciy if &c change is applied m hturc service oniy. 

Cost-of-living Adjustment 

A3 1937 allows for a cost-of-living (COL] incrcasc to be g n n t d  to cernin retirees. The 

.amount ofthc incrwsc will vary based on date of retircmcnt. Thc COL schedde is as 

follows: 

BOS 000813 



Orange County Employees Retiramcnt Sysrsm 7 
I 

period during which retixuncnt 
or death OCCIUTC~: 

8 

January 1,1998 or latcr 

12 monrhs d i n g  December 31,1997 
. ' 24 months d i n g  Dc~embcr 31,1996 

60 months d i n g  Dcccrnk 3 1,1994 

60 rnonrbs cnding Dccmbcr 31,1989 

120 months cnding Dcccrntxc 31,1984 

12 mocths ending Dcccmbcr 3 1,1974, or cariicr 

Percentage: 

0.0% 

1.0% 

2.0% 

3 .O% 

4.0% 

5 .O% 

6.0% 

Two commcnrs are imponant: 

r The r ~ u l n  arc shown xparatcly for Ticr 1 2nd I'ir: 2 and Gcncrd trcrsus Satcq. It is 

nor dur NI us whcchcr thc pctcntial COL incrcse applies only yo Saky  Mzmben. 

a Whik ir is not clur, the CCOL wiU fikriy rcduce c rcrircc's cox-of-fiving "bank". This 

would havc two cffms: 

- STAR COLA bcncfits, for 3ny rctircc receiving STAR, sadd  dccrtasc by cxactI!. 

the same amount that their bcncfit increased because of this COL. This w d d  !ease ,. 
all rrdrcts who rcrired bcforc April 2, 1980 with no nct change in their benefi:. 

- Lcss bank would bc aMilable to be used to increase a rcurcc's benefit in years when 

thc a d  CPI is I= than thrcc percent. 

The incrcasc in conniburions for providing this cost-of-living incrcax is shown in Exhibit 

An actuarial valuation is an estimation process that relics on many assumptions. One of tfic 

impolf="r assumptions used in this AB 1937 analysis is the retirement decrcmcnt, i.c., he 

p e r c a g e  of active mcrnbcrs cxptktcd to rrtire at cach a g  cfigiblc. Thc 3ssumpciims uscd A 

in thc annual acn;ariid vaiuadon havc bccn developed over rirnc ming the resulrs ofrhc 

triennial invcsrigations. 

Nowmb8r 2 2000 
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-- 
Orange C o u w  Ern~loyees Retirement System 8 

/' 
If AB 1937 is adoptcd, however, it is expecred that Safety members retire earlier than 

they do now. In order to reflect this expectation, we have valued the bcncfirs using 

different retirement decrements. The table M o w  shows the current rctircmcnr decrements 

and nvo sets of ahernatives, one for the 3% at 50 benefits and one for the 396 at 55 

.'benefits. The alternatives are intended to tesc the sensitivity of the cost for increases in 
I benefits to changes in retirement patterns. ResuIts for the dtermrive assumptions are 

, . shown in Eshibitts 8 through 13. 

November 2.2000 
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TABLE OF RETlREMENT DECREMELVTS 

Current Assumptions 

6.6% 

5.4 

6.5 

9.3 

18.0' 

26.6 

16.5 

19.5 

16.6 

18.5 

5 7.7 

60.4 

100.0 

Assumed Assumptions Alternative Assumptions 

All orher assumptions arc thc same as used for the Decerabcr 31,1999 amaria1 ~ l u a d o n  

BOS 000816 



Orange County t n p l o ~ s t  Retirement System . 10 

I As stated earlier, the acrachcd tablcsdmw the results under the various k d i c  formdx 

I including the fume scnicc only altcrativc. Resuh are prcsentcd for 50th tiic ,issumcd 

. Decrcrncnts and chc Altcrnative Decrcmenw. It should bc noted that rhc find set of  
I 

I clrcrcmencs t b t  would be used for rhr: annual valuauon havc not been cbosca or approw! 

by the Bmrd of Retiremen:. It is cxpcacd that those dccrcmcnrs will bc simiiar co d;: 

I Assumed Dccrcmcnts. Of co-me, rhcre dccrunenrs will 'be reviovcd with futurc tricr.nid 

invcsdgations and wid1 5c sdjuted as needed. 

Summary 

Benefits for S3fcr)l mmbers are funcentlf calNfatcd using 3 nvo-perccn; of p3y fort~.Ufa. 

AB 1937 adowvs ;br benefits to be calculated under a t h r cc -~ccn t  of p.ry formula. The 

incrmcd bcnefitj n a y  be calculated with an agc factor of 1.0 h r  rcdrements zt znd x-wr 

age 50 or 1.0 for recircmenna at and h c r  age 55. Thc miscd formulae may be basc-l on all 

servicc or jusr f u m ~  smite. AB 1937 &a allow for ;l sox-of-living incresc for ccrtzin 

rtrirccs. This report shows the increased cost of adopring thcsc differnr plan provisions 

undcr diffccrcnt assumptions. 

BOS 000817 
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Orangs County Emp1oya.m~ Rstiremsnt System 11 

Exhibit 1 

Orange County Employees Retirement System 
Summary of participant Data Used for Analysis 

Firefishten Law Enforcement T a  

Active member count 754 1,802 ' 2,556 

Active payrdf 47,991,264 125,543,541 173,534,805 

BOS 00081 8 



Exhibit. 2 

I 

Orange County Employees Retirement System 

3% at 50 
All Service 

Assuming Shortfall Paid by County 

Firefio hters taw Enforcement Total ' - 
Increase in 
Normal Cost 

Change in 
Actuarial Accrued 
Liability 41,778,000 99,030,000 140,808,OOG 

Increase in 
Amortization 3.71 1,000 8,796,OOQ 7 2,507,000 

Total Increase 6,555,000 15,160,000 21,71 5,000 

Percent of Pay 

S : W F 4 C O E B N I ~  193hREPORT DOC 
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Orange County Employees Retirement System 1 3  

Exhibit 3 

Orange County Emptoyees Retirement System 

3% at 55 
All Service 

Assuming Shortfalt Paid by County 

I 

Firefiq hters 

Increase in 
Normal Cost 

Change in 
Actuarial Accrued 
Lia b iiity 22,567,090 

increase in 
Am ortiration 

Total increase 3,438,000 

Percent of Pay 7.1 6% 

Law EnforcemenJ - Total 
. - 

November 2.2000 
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.Orange County Empkyecs Retirement System 1 4  

I 

Exhibit 4 

Increase in 
Normal Cost 

Change in 
Actuarial Accrued 
Liability 

Increase in 
Amorlilation 

Total increase 

Percent of Pay 

Orange County Employees Retirement System 

3% at 50 
All Service 

Assuming Shartfall Paid by Memb- 

Firefiq hters 
f ,  . 

kaw Enforcement 

November 2.2000 
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Exhibit 6 

Orange County Employees Retirement System 

3% at 50 
Future Service Only 

I 

I Firefip htdrs Law Enforcement - Total 

Increase in 
Normal Cost 2,305.000 . 5,902,000 8,207,000 

Change in 
Actuarial Accrued 
Liability (1,031,000) (4,140,000) (5,171,000) 

increase in 
Arnortr2ation (92,000) (368,000) 1460,OQO] 

Total lncrease 2.21 3,000 5,534,000 7,747,000 

Percent of Pay 4.61 % 4.41 % 4.46% 

BOS 000822 
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Exhibit- 7 
Orange County Employees Retirement System 

3% at55 
Future Service Only 

Increase in 
Normal Cost' 

Change in 
Actuarial Accrued 
Liability 

Increase in 
Amortkation 

Total Increase 

Percent of Pay 

Firefiq hters Law Enforcement 

BOS 000823 
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Exhibit 8 
Ahrnative Assumptions 

Orange County Employees Retirement System 

lncrease in 
Norma/ Cost 

Change in 
Actuarial Accrued 
Liabi/;ty 

Increase in 
Amortization 

Total Increase 

Percenr of Pay 

3%at50 * 

All Service 
Assuming Shortfall Paid by County 

Firefic hters Law Enforcement 
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Orange County Employees Retirement System 19 

Alternative Assumptions 
Orange County Employees Retirement System 

3% at 55 
All Service 

I 
Assuming Shortfail Paid b y  County 

I 

Firefiqhters Law Enforcement Total 

Increase in 
Normal Cost 

Change in 
'Actuarial Accrued 
Liabgity 

Increase in 
Amortization 

Total In crease 

Percent of Pay 

November 2.2000 
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Exhibit 10 
Alternative Assumptions 

Orange County Employees Retirement System 

Increase in 
Normal Cost 

Change in 
Actuaria/ Accrued 
L iabi/ity 

lncrease in 
Amortization 

Total lncrease 

Percent of Pay 

3% at 50 
Ail Service 

Assuming Shortfall 

Firefiq hters Law Enforcement / a 

November 2.2000 
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Orange County Employees Retirement System 2 1 

Exhibit 11 

Alternative Assumptions 
Orange County Employees Retirement System 

Increase in 
Normal Cost 

Change in 
Actuarial Accrued 
Liability 

lncrease in 
Amortization 

Total Increase 

Percent of Pay 

3% at 55 
All Service 

Assuming Shortfall Paid by Member 

Firefiqhters Law Enforcement 

November 2.2000 
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Exhibit 13 
Alternative Assumptions 

Orange County Employees Retirement System 

3% at  55 
Future. Service Only 

I I .  

I 

' .  
Firefiqhters L& Enforcement' Total 

Increase in 
Normal Cost 

Change in 
Actuarial Accrued 
Liability 

Increase in 
Amortliation 

Total Increase 

Percent of Pay 

November 2,2000 
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Orange County Employees ~ ~ r e r n e n t  System 24 

Exhibit 14 
Orange County Employees Retirement System 

Cost-of-Living fncrease for Retired Members 

Change in Accrued Liability as of December 31,1999 

$ General ~ e r n b i r s  

Tier Before Ad Hoc After Ad Hoc Net Chancre 

1 1 ,I 21,855,000 1,153,505,000 31,650,000 

2 175,334,000 i 78,248,050 2,914,000 

Total 1,297,189,000 1'33 1,753,000 34,564,000 

Annual Increase in Contribution 3,070,000 . 

Percent of Pay 0.42% 

Safety Members 

Tier - Before Ad Hoc 

1 276,820,000 

2 67,483,000 

Total 344,303,000 

Annual lncrease in Contribution 

Percent of Pay 

Before Ad Hoc 

1 1,398,675,000 

2 242,817,000 

. Total 1,641,492,000 

Annual lncrease in Contribution 

Percent of Pay 

After Ad Hoc 

284.1 14,000 

68,842,000 

352,956,000 

Total System 

After Ad Hoc. 

lr437,619,000 

247,090,000 

1,684,709,000 

Net Chanse 

7,294;OOO 

1,359,000 

8,653,000 

769,000 

0.44% 

Net Chanse 

38,944,000 

4,273,000 

43,217,000 

3,839,000 

0.42% 

November 2,2000 
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Exhibit 15 
Orange County Employees Retirement System 

Current load 

3% at 50 

3% at 55 

Member Contribution 
Cost of Living Load Factors 

Tier 1 Tier 2 

75.35% 38.47% 

November 2.2000 
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RESOLUTION OF THE BOARD OF SUPERVISORS OF 

ORANGE COUNTY, CALIFORNIA 

DECEMBER 4,200 1 

WHEREAS, the Board of Supervisors has the authority to adopt certain provisions o f  the Counl 

Employees Retirement Law of 1937 for calculating the benefits available to safety members of the 

Zounty and other retirement plan sponsors of the Orange County Employees Retirement System within 

he County; and 

WHEREAS, Government Code section 3 1664.1 establishes an alternative "3% at 50" formula 

Ibr calculating the benefits of safety members of retirement systems governed by the County Employee 

Xetirement Law of 1937; and 

WHEREAS, by making such benefits available, this Board does not mandate such benefits for 

tny employees or employer; and 

WHEREAS, implementation of such benefits is properly the subject o f  collective bargainingys 

:et out in the Meyers - Milias - Brown-Act (Government Code section 3500 et seq.); and 

WHEREAS, the County of Orange ("County") has conciuded meeting and conferring with the 

issociation of Orange County Deputy Sheriffs representing certain classifications designated as safety 

nembers of the Orange County Employees Retirement Systems; and 

WHEREAS, this Board does not wish to mandate the costs and benefits of Government Code 

ection 3 1664.1 on County and non-County members of the Orange Cpunty Employees Retirement 

kystem prior to completion of their respective meet and confer requirements; and 

WHEREAS, as required by Government Code section 7507, the County has provided an 

ctuarial study showing the potential cost of the impIementation of such benefits. 

'/ 

:esoiution No. 0 1 -4 10 
rpprove amended MOU for Association of Orange County 
)eputy Sheriffs; Government Code Section 3 1664.1 
VSF:azs 



and 

I 

NOW, THEREFORE, BE IT RESOLVED that the Board of Supervisors hereby resolves that 

Government Code section 3 1664.1 shall become applicable in Orange County effective June 28; 2002. 

BE IT FURTHER RESOLVED that on June 28, 2002 this Resolution is applicable to employee 

and officials of the Orange County  hir riff s Department and Orange County District AttorneyFs Office 

in classifications designated as safety members of the Orange County Employees Retirement System. 

BE IT FURTHER RESOLVED that the Board of Supervisors requests, to the extent permitted 

by law, that the Orange County Employees Retirement System implement the retirement allowance 

provided in Government Code section 3 1664. I as to County and non-County members of the Retireme: 

System only after the completion of any meet and confer requirements applicable to those member 

agencies 

1 

I 

/ 

employees. 



The foregoing was passed and adopted by the following vote of the Orange County Board of 
Supervisors, on December 04, 2001, to wit: 

AYES: Supervisors: TODD SPITZER, CYNTHIA P. COAD, CHARLES V. SMITH 
JAMES W. SILVA. THOMAS W. WILSON 

NOES: Supervisor(s): 
EXCUSED: Superv~sor(s): 
ABSTAINED: Supcrvisor(s): 

STATE OF CALIFORNIA ) 
) 

COUNTY OF ORANGE ) 

I, DARLENE J. BLOOM, Clerk of the Board of Orange County, California, hereby 
certify that a copy of this document has been delivered to the Chair of the Board and that the 
above and foregoing Resolution was duly and regularly adopted by the Orange County Board of 
Supervisors . 

Clerk of the Board 
County o r  Orange. Stotc ofCalifornia 

Resolution No: 01 -41 0 

Agenda Date: 12/04/200 1 

Item No: 4 8 

I ccnify that the foregoing is a true and c o m a  copy of the Resolution 
adopted by (he Board of Supervisors. Orange County. Steta oTCalifomia 

DARLENE J .  BLOOM. Clerk of the Board of Supervisors 

By: - 
Deputy 
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Robert J. Franz 
Chef Financial Officer 
County of Orange 
10 Civic Center Plaza, 3rd Floor 
Santa Ana, CA 92701Name 

Re: Law Enforcement 3%@50 

Dear Mr. Franz: 

We reviewed the historical information related to the implementation of the Law Enforcement 
3%@50 benefit improvement. Towers Perrin's November 2,2000 report indicates the Actuarial 
Accrued Liability (prior service cost) increase was $99.0 million. Using an 8% interest rate and a 
level dollar payment amortization method (the assumption and method used at the time of the 
benefit improvement) results in an amortization of 7.01% of pay. This result appears consistent 
with similar benefit improvements calculated by actuaries for other California public sector 
entities. 

We also reviewed the more recent February 3,2005 reconciliation of valuation results between 
Towers Perrin and Segal. This reconciliation indicates no problems or inconsistencies between 
results calculated by Towers Perrin and Segal. This further indicates the results calculated by 
Towers Perrin in their November 2000 report are reasonable. 

Please call me with any questions about this letter. 

Sincerely, - 

John E. Bartel 
President 
jb: JEB: 
c:'&cumenD andsettin&iohn bartelhy documenDLlienBbm~ of nange\ocasba l~07-07-20 emaildoc 
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I ' . OCT-17-2001 1@:12 TRQNSIT POLICE 
? 

-tq 

. - I  

Association of Orange County Deputy Sheriffs 
1314 West Fifth Sueet. Suite A Santa Ana, CA 92703 

(71 4) 285-2800 Fax (7 1 4) 954-1 1 56 

3O/o @ 50 AGREEMENT 
October 17,2001 

AOCDf 3ached a tentative agreement with County Nqotiabrs et 12:37 a.m. taday 
which H iniplement the 3% @ 50 retirement formula. Our fully paid retirement 
benefit iU go into effect Friday, Oclober 19 withoot modification. 

Haw ;' 
forrnul. 
retiren 
retiren 
IYXEivE 
atop: 
would 
have t 
=law 
least z 

o @ SO Works - Our c u m t  retirement fwmula Is 2% @, 50. Under that 
3n employee who retires at age 56 with 25 years senrice would receive a 
It benefi approximately equal to 50% of salary. Under the 3% @ 50 
~t farmula an employee who retires at age 50 with 25 yean service will 
retirement benefii approximately equal to 75% of salary. AS an example, 

p DS Il who retired at age 50 with 25 years service, at today's salary rate, 
ceive a retirement W l R  of at last $1500 per month higher than would 
!n received under a 20h @ 50 retirement formula, Assuming a four-pemt 
crease each year for the next ten years, a top step DSXI wwld realize at 
2200 higher monthly retirement benefit than under the 2% @ 50 fbrmula- 

7he 1 ltative Agmement - Then are three major compnents to our agreement 

Im~le! Mation Da& - The 3% @ 50 retirement brrnula will be effective for 
retirer nts which take place on or after June 28,2002. 

Cam m - sim and Salan Increase - Our &tract with the County will be , 
&em j for a period of one year. Our mntract is scheduled to W r e  on October 
17, 21 !. Instead it will expire on October 16, 2003. All members of our bargaining c 

units 1 receive a 4% salary increase Mective October 17,2002. 

Cost r the - An actuarial study by the Orange County Retirement System 
actua determined that the a t  of applyfng the benefit tn all service and-# , 
futur~ is 12.5% of payroll (approximately 21 million dollars). The County, 
the 5. riffs Department and the Ofiice of the District Attorney are absorbing that 
cost Ere is an additional short term cost of appmimately 6 million dollars which 
repre. ~ t s  the d i i e m a  in the cost of fully paid retirement at our current 2% @I SO 
fbrmi and at the new 3% O 50 foCmuIaa. We have a g d  to share that cust with 
the C nty on a Mty-Wty basis. All 0.1 peace officers will share the cost \ 
E m  ? on June, 28,2002, the same d'& the 3% @ 50 benefrt beams eR8bve, 
all ac t employees will begin to pay an amount equal to 1.78% of their base salary 
to w r one half of the six million dollar shorthll. That 1.78% payment will be in 
effect & from 3une 28,2002 until the end of tbe contract. 



ZZPOOO 03s 
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Purpose 
I asked to speak today to ensure that the men and women of 
my department and those who would be affected b 
Supervisor Moorlach's proposal continue to get the Y acts 

Toda the Board was scheduled to reconvene on Supervisor Y Moor ach's proposal to void and rescind the 3% @ 50 
retirement provision - a formula that was negotiated in good 
faith 

The Board continues to pursue Civilian Oversi ht 'to create 
transparency." Yet this process has been anyt ing but 
transparent. 

?I 







Road to 3% @ 50 
Towers-Perrin Cost Analysis 
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Exhibit 4 

Orange County Employees Retirement System 

3% at 50 
All Service 

Assumlng Shortfall Paid by Member 

lncrease in 
Normal Cost 

Firefiqhters Law Enforcement 

Change in 
Actuarial Accrued 
Liability 36,239,000 91,830.000 

Increase in 
Amortization 

Total increase 6,24 1,000 14,521,000 

Percent of Pay 13.00% 11.57% 

Total 

9.208.000 

130,069,000 

1 1,554,000 

20,762,000 

1 1.96% 

Incr'ease in 
Normal Cost 

!85 Whrment Sk-.am -. .. . ..... .--- 18 --- ..-" ..- 

Exhibit 6 

Orange County Employees Retirement System 

3% at  50 
Future Service Only 

Firefiq hters Law Enforcement m.4 

2,305,000 5,902,000 8.207.000 

Change in 
Actuarial Accrued 
Liability (1.031,OOO) (4,140,000) (5,171,000) 

Increase in 
Amortization (92,000) (368,000) (460,000) 

Total Increase 2.21 3,000 5.534.000 7,747,000 

Percet~ t of Pay 4.61% 4.41% 4.46% 



Road to 3% @ 50 
Towers-Perrin Cost Analysis 

Exhibit 8 
Aiternative Assumptions 

Orange County Emptoyeea Retirement System 

3% a t  60 
All Service 

Assuming Shortfall Paid by County 

Increase in 
Normal Cast 

Change in 
Actuarial Accrued 
L iebilfty 

Total Increase 

Percent of Pay 

Firefia hter~ Law Enf,orcement md 
mnty  employe*^ Ratirtrnrnt Syrram - 20 

Exhibit 10 
Alternative Assumptions 

Orange County Employees Retirement System 

3% a t  50 
All Service 

Assuming Shortfall Peid by Member 

14.08% 72.50% 12.94% Law Enforcement T- 

lncreose in 
Normal Cost 

Change in 
Actuarial Accrued 
Liability 39.31 8,000 94,315,000 133,633,000 

increase in 
Amoriization 

Total increase 6,425,000 15,019,000 2 1 ,444,000 

Percent of Pay 13.39% 11,96% 12.36% 
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T H E  S E G A L  C O M P A N Y  
1 2 0  M o n t g o m e r y  Street ,  Su i te  5 0 0  S a n  Francisco.  C A  94104-4308  
T 415.263.8200 F 41 5.263.8290 www.segalco.com 

VIA EMAIL AND USPS 

September 6,2007 

Ms. Julie Wyne 
Interim CEOIGeneral Counsel 
Orange County Employees Retirement System 
2223 Wellington Avenue 
Santa Ana, California 9270 1-3 10 1 

Re: Past Service Liabilities for the 3% at 50 Benefit Improvement for Law Enforcement 

Dear Julie: 

You have asked us to evaluate the liability impact of the past service portion (i.e., pre June 28, 
2002) of the 3% at 50 Law Enforcement benefit improvement granted in 2002. The total 

- actuarial accrued liability (AAL) impact, measured based on the October 1,2007 date 
- 

requested by OCERS, amounts to about $187 million under the Entry Age Normal Method. 
Details on the estimated AAL impact by retired and active plus deferred vested membership 
status as of December 3 1,2006 are provided later in this letter. 

As part of this study, we were asked to verifjr whether the retirement age assumptions used in 
the calculation of the current employer contribution rates include the impact of earlier 
retirements of Law Enforcement members that are likely to occur as a result of the benefit 
increase. After reviewing the available experience, we have concluded that the retirement age 
assumptions used by Segal in the December 3 1,2006 valuation are reasonably reflective of the 
post-improvement retirement experience of the Law Enforcement members. We provide the 
details later in this letter. 

Results and Discussions 

There are a few points worthy of mention regarding the above two results: 

> The AAL of about $187 million reflects the impact of the retroactive portion of the increase 
calculated based on the retirement age assumptions used by Segal in the December 3 1, 
2006 valuation. If the past service portion of the 3% at 50 benefit were to be reduced back 
to the 2% at 50 pre-improvement level, members might not retire as early as predicted by 
the current retirement age assuniptions used in the December 3 1,2006 valuation. The AAL 
of $187 million does not include any impact that receiving the past service portion might 
have on future retirement age patterns. 

Benefits, Compensation and HR Consulting ATLANTA BOSTON CALGARY CHICAGO CLEVELAND DENVER HARTFORD HOUSTON LOS ANGELES 
MINNEAPOLIS NEW ORLEANS NEW YORK PHILADELPHIA PHOENIX PRINCETON RALEIGH SAN FRANCISCO TORONTO WASHINGTON, D.C. 

Multinational Group of Actuaries and Con~ultantS BARCELONA BRUSSELS DUBLIN GENEVA HAMBURG JOHANNESBURG LONDON MELBOURNE 
MEXICO CITY OSLO PARIS 



Ms. Julie Wyne 
September 6, 2007 
Page 2 

> The AAL of $187 million also does not take into account the higher benefit payments that 
have been paid by OCERS fiom the date of the benefit improvement on June 28,2002 to the 
date of this calculation as of October 1,2007. 

> Some contributions would have been made since the 2002-2003 fiscal year to pay off part of 
the cost of the past service improvement; however, just as we have not calculated the benefit 
payments made by OCERS on the past service improvement fiom June 28,2002, we have 
also not determined how much of the AAL is remaining unfunded as of October 1,2007. 

> In the original 2000 study of the 3% at 50 benefit improvement completed by OCERS' prior 
actuary, they included two alternative sets of retirement age assumptions to anticipate earlier 
retirements under the 3% at 50 benefit. The first set of alternative assumptions predicted 
earlier retirements at every age when compared to the then-current retirement age 
assumptions. The second set of alternative assumptions assumed an acceleration of 
retirements through about age 54. 

The Segal assumptions used in the December 3 1,2006 valuation and applied in this study 
are somewhat in between the then-current assumptions and either of the prior actuary's 
alternative assumptions at 50 and 51 but higher than either of the prior actuary's alternative 
assumptions at most other ages. 

- 

Liability Calculation 

The following table provides a breakdown of the past service portion of the 3% at 50 
improvement for Law Enforcement members measured as of October 1,2007. 

For this table, the liability is broken down by membership status as of December 3 1, 2006, For 
instance, the past service portion of the liability for a member who has retired since January 1, 
2007 is included under the "Active and Deferred Vested" membership category. For members in 
the "Retiree" category, we have included the past service liability for all service retirements 
fiom June 28,2002 plus those disability retirements indicated by the System as those whose 
benefits determined under the service retirement formula are greater than the disability 
retirement formula (e.g., 50% of final average salary for duty disability). 

Also, this calculation is based on the same actuarial assumptions and demographic data used in 
preparing the December 3 1,2006 actuarial valuation, except we have supplemented the data 
with the amount of past service that the Law Enforcement members have accrued under the 2% 
at 50 formula. Due to the lack of past service data for deferred vested members, we have 
estimated the liability for deferred vested members based on information provided for the 
December 3 1,2006 valuation. 



Ms. Julie Wyne 
t\ p September 6,  2007 

Page 3 

Membership Type 
Past Service Liability for Service Before June 28,2002 

Determined As of October 1,2007 

I Active and Deferred Vested 

Review of Retirement Experience 

$120 million 

Retiree 

We have reviewed the retirement age assumptions by examining the number of Law 
Enforcement member retirements over the 2003 to 2006 calendar years. Experience for the 2002 
calendar year (the first year the improvement was adopted for Law Enforcement) was not 
included to avoid reflecting the surge in retirements caused by members who may have delayed 
retiring in previous years in anticipation of the upcoming improvement. Following are the actual 
versus expected retirements for the four calendar years. Expected retirements are based on the 
same retirement age assumptions Segal used in the December 3 1,2006 valuation. 

$67 million 

Calendar Year + 
Total F- 

Based on these results, our conclusion is that the current Segal retirement assumptions 
reasonably anticipate future retirement experience under the 3% at 50 formula for Law 

Actual Law Enforcement 
Retirements 

Enforcement members. The retirement age assumptions will be reviewed in more detail at our 
December 3 1,2007 triennial experience study. 

Expected Law 
Enforcement Retirements 

Please let us know if you need any additional information. 

Sincerely, 

Paul Angelo, FSA, EA, MAAA, FSA Andy Yeung, ASA, EA, MAAA 
Senior Vice President and Actuary Vice President and Associate Actuary 
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RESOLUTION OF THE BOARD OF SUPERVISORS OF 
ORANGE COUNTY, CALIFORNIA 

January 29,2008 

WHEREAS, the members of the Board of Supervisors (the "Board") are sworn to uphold 

the California Constitution and the laws of California. 

WHEREAS, after an extensive investigation and legal assessment, the Board has 

determined that the retroactive compensation awarded by Resolution No. 01-410 to Orange 

County peace officers was unconstitutional at the time of its adoption and remains 

unconstitutional today. 

WHEREAS, the investigation conducted on behalf of the Board has ascertained that the 

County of Orange has incurred a large additional liability that The Segal Company, actuarial 

consultants retained by the Orange County Employment Retirement System ("OCERS"), 

estimated as totaling some $187 million as of September 2007, as a result of the retroactive 

compensation awarded by Resolution No. 01 -41 0. 

NOW, THEREFORE, BE IT RESOLVED that this Board hereby authorizes Kirkland & 

Ellis LLP, as outside counsel to the County, to seek to obtain a declaration of unconstitutionality 

and an injunction against OCERS prohibiting it from paying out any benefit increases arising 

from Board Resolution 01-410 and based on years of service rendered before June 28,2002, the 

effective date of that Resolution. 

BE IT FURTHER RESOLVED, to ensure that the rights and interests of the affected 

active-duty and retired peace officers are protected to the greatest extent possible, the Board 

hereby directs: 

1. That the contemplated litigation be brought under an initial complaint that seeks 

only declaratory relief and an injunction, solely against OCERS as a single named 

defendant; 

Resolution No. 08-005, Item No. 22 
Authorizing Litigation Seeking To Obtain A Declaration Against Paying Out Unconstitutional Benefits 

Page 1 of 2 



2. That counsel for the County not object to the participation in the contemplated 

litigation of appropriate representatives of the affected active-duty and retired peace 

officers, including the Association of Orange County Deputy Sheriffs ("AOCDS"); 

3. That counsel for the County recommend to the Court that the Court appoint a 

special master to provide added protection against the occurrence of computational 

or other errors in any re-computation, resulting from the contemplated litigation, of 

benefits to be prospectively paid by OCERS to those active-duty and retired peace 

officers affected by the litigation contemplated by this Resolution; and 

4. That counsel for the County in the contemplated litigation not seek the repayment 

or any other recovery of monies paid out by OCERS to retired peace officers and 

received by those peace officers prior to an initial judicial declaration of the 

constitutional invalidity of the challenged portions of Board Resolution 01-410. 

Resolution No. 08-005, Item No. 22 
Authorizing Litigation Seeking To Obtain A Declaration Against Paying Out Unconstitutional Benefits 

Page 2 of 2 



The foregoing was passed and adopted by the following vote of the Orange County Board of 
Supervisors, on January 29,2008, to wit: 

AYES: Supervisors: JOHN M. W. MOORLACH, CHRIS NORBY, JANET NGUYEN 
BILL CAMPBELL, PATRICIA BATES 

NOES: Supervisor(s): 
EXCUSED: Supervisor(s): 
ABSTAINED: Supervisor(s): 

STATE OF CALIFORNIA ) 
1 

COUNTY OF ORANGE ) 

I, DARLENE J. BLOOM, Clerk of the Board of Orange County, California, hereby 
certify that a copy of this document has been delivered to the Chairman of the Board and that 
the above and foregoing Resolution was duly and regularly adopted by the Orange County 
Board of Supervisors . 

IN WITNESS WHEREOF, I have hereto set my hand and seal. 

Clerk of the Board I/ 
County of Orange, State of California 

Resolution No: 08-005 

Agenda Date: 0 1/29/2008 

Item No: 3 7 

I certify that the foregoing is a true and correct copy of the Resolution 
adopted by the Board of Supervisors , Orange County, State of California 
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