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SECTION |
EXECUTIVE SUMMARY

Fairfax County engaged Aon Hewitt in November 2010 to undertake a comprehensive review of
the County Government’s postretirement income and health benefits. Included were benefits
for general County Employees, Police Officers, and Uniformed Services. Briefly we found the
following:

e Aon Hewitt reviewed Fairfax County’s Retirement Policy and Mission statement.
We made some comments on certain aspects of the policy but, in general, we
believe the statement is sound and provides a useful guide for making decisions
about the County’s Retirement Plans.

e The program structure — defined benefit pensions and postretirement medical —
supports the principal goal of the program — financial security in retirement for
career employees —and is consistent with the Fairfax County Retirement Policy
and Mission Statement.

e The current program specific provisions support the Fairfax County Retirement
Policy and Mission Statement. However, there are opportunities for
modifications in the area of eligibility for retirement and the Supplement paid
prior to Social Security retirement age.

e The County Employees’ Retirement System benefit plans are very strong, being
more generous than those of your competitor group. This is primarily driven by
the defined benefit plan where benefits exceed those of most competitors.

e The County Employees’ Retirement System benefits exceed the minimum
retirement income needed to support the employee’s current lifestyle in
retirement.

e The Police Officers Retirement System provides benefits that are comparable to,
though slightly lower in value than, the average of the competitor group.

e The Uniformed Retirement System provides benefits that are comparable to,
though slightly greater in value than, the average of the competitor group.

e Governance of the plans is strong and consistent with sound practices for
pension plan governance.
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Details of our results are included in this study.
The study was completed in six phases.

Phase 1 was a series of discussions with Fairfax County management to discover the County’s
philosophy with regard to employee benefits in general and retirement benefits in particular.
There was a discussion of alternative benefit structures and some general analysis of the
current benefit structure versus employee income needs.

During Phase 1 we identified the types of employees covered and the pattern of retirement for
each of the groups under review and reviewed plan documents, actuarial reports, retirement
handbooks and prior plan studies.

Finally in Phase 1 we identified the employer groups that would be comparators for purposes of
benchmarking the Fairfax County Benefit plans. These were:

e Fairfax County Public Schools (Fairfax PS)
e Commonwealth of Virginia (VRS)

e City of Alexandria (Alex)

e Arlington County (Arling)

e Loudoun County (Loudoun)

e Montgomery County (Mont)

e Prince George’s County (PG)

e Prince William County (PW)

e Federal Government (Fed)

In Phase 2 we benchmarked the Fairfax County plans for each of the three groups (Employee,
Police Officers, and Uniformed) against the benefits of the comparators identified in Phase 1.
These benefits were assessed on a present value basis that allowed for comparison of disparate
plan provisions.

Phase 3 was a discussion of our preliminary results with Fairfax County management. This
allowed a discussion of possible plan changes in both pension and medical benefits. Phase 4
was a refinement of our results and the evaluation of our recommendations by the Plan’s
actuary. Phase 5 was a presentation of our final results for Fairfax County review. Phase 6 was
the preparation of this report. We have identified at the conclusion of our report a number of
options which the County might consider, with respect to both the retirement income and
retiree health care plans. We also identify those broader issues which will affect the
consideration of those options.
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We respectfully submit this report as the result of our efforts. The report presents our findings
and conclusions, as well as documents the basis for the conclusions we have reached and our
recommendations of options for consideration by Fairfax County’s management and elected

leadership. We would be pleased to answer any questions you have regarding the substance of
this report.
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SECTION I

THE FAIRFAX COUNTY RETIREMENT POLICY AND THE
STATUTORY FRAMEWORK FOR RETIREMENT PLANS
IN THE COMMONWEALTH OF VIRGINIA

The Fairfax County Retirement Policy

The Fairfax County Retirement Policy (the Retirement Policy) was promulgated in January,
2001, and is a two-part document addressing retirement income as well as retiree medical
benefits. We reviewed the Retirement Policy and in our judgment, it continues to provide a
sound basis for guiding the County’s leadership in considering in what form to maintain
retirement benefits. The Retirement Policy supports the key goal of maintaining a competitive
retirement program as a necessary component of competitive total compensation. That goal in
turn requires periodic review as the competitive framework changes, both among
governmental employers and in the private sector where the County must compete for people
with the talent and skills to serve the County’s citizens and taxpayers.

It is instructive to emphasize at the outset that the current Retirement Policy is grounded in the
assumption that a defined benefit plan will continue to be the cornerstone of County programs
to assure that career employees have adequate replacement of income at retirement. We have
included a copy of that Retirement Policy in its entirety at Appendix A of this review. We quote
immediately below key excerpts from the policy:

Mission

As a progressive employer, Fairfax County strives to provide a responsible, tax
efficient, competitive retirement program as a significant source of financial
security for career employees as well as valuable benefits for all employees as

recognition of their employment with the County.

Career Employee

A career employee is an employee eligible for career benefits. The term does not
necessarily reflect the full working career of an employee in our society, but more
the full and sufficient contribution of service to the County for full-career benefits.
Career benefits mean the level of retirement income the County supports as
appropriate to meet the financial security needs of its career employees.
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Public safety employees — including police, fire, other uniformed employees and
support employees — are targeted for a career defined as completion of 25 years
of service with the County. Public safety employees’ careers reflect the physical
demands of the job.

Benefit Levels

The goal for income replacement at retirement is to replace disposable income —
otherwise considered net take home pay. Usually this means replacing between
60% and 80% of final pay. General public policy is that retirement benefits not be
designed to exceed 100% of final pay at any point during retirement, including
when Social Security benefits become payable.

Maintaining Purchasing Power

Provisions should be made to protect benefit purchasing power through periodic
increases in retirement benefits to reflect inflation. This should be done equally
among retirees of the three plans.

Attraction and Retention

While some jobs within the County may be highly competitive, the retirement
program is not a critical component to meet retention and attraction needs.
However, this can become an issue and the opportunity to add some defined
contribution benefit alternatives should be addressed from time to time when
other benefit enhancements are considered to enhance benefits for
shorter-service participants if needed because of retention issues.

Aon Hewitt reviewed the Policy to assure it has value in the current environment. We note that
a Retirement Policy has to be consistent with the workforce planning of the County. It also must
result in acceptable costs and be within the County budget. We do not make judgments in
those areas.

In general terms the Policy is very sound. One of the nation’s larger counties by population,
Fairfax has the third highest median income in the country. It has a Retirement Policy that is
designed to provide strong retirement programs — both income and medical — to its employee
group, and plans in place that support the key goal of providing financial security in retirement
for career employees.

The definition of a career employee as one with 25 years of service is generally consistent with
other public sector employers, especially in the public safety (police and fire) group. The
targeted service tends to be somewhat short for the general employee population, as
governments have begun to move retirement ages to later ages. We are also likely to see higher
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retirement ages in federal programs as Social Security and Medicare are modified in the future,
just as we have already seen higher retirement ages for Social Security. The earliest retirement
age of 50 and the general target of age 55 with 25 years of service were quite common at one
time. The movement at all levels, public and private, has been to require later ages and longer
periods of service for full retirement.

As to the plan structure, the policy does not seem to require a defined benefit plan but its
targets (early retirement ages, a broad range of retirement ages, purchasing power protection)
require that approach. We also believe defined benefit plans to be the most financially efficient
way to provide retirement income.

Overall and subject to the workforce consistency and affordability, we believe the Retirement
Policy remains a good guideline for designing a retirement program.

In addition to the County’s sound Retirement Policy, there are other reasons that we believe
that a defined benefit plan should continue as the foundation of the County’s retirement
programs. These include:

e At least with respect to the peer group comparators with whom the County
compares its benefits and compensation programs periodically to assess their
competitiveness, a defined benefit plan as the cornerstone of the retirement
programs remains the norm. Of all the jurisdictions in the metropolitan area of
which Fairfax County is a part, only the District of Columbia does not have a
defined benefit plan.

e To achieve any given level of income replacement that is intended, which is and
we believe should be an explicit goal of Fairfax County’s Retirement Policy for
career employees, a defined benefit plan is the most efficient way to create that
intended outcome. We discuss this subject in more depth in Section X of this
report, Defined Benefit and Defined Contribution Plans.

e Along with pay and other benefits and the work environment, properly designed
retirement plans provide incentives to help recruit and retain the people that
Fairfax County will need; and

e For some employers, an additional consideration is to assure that employees
who have served the employer over a career will have adequate resources when
it is time to retire. A defined benefit plan provides the best vehicle for providing
income to both incent and enable employees who are at the end of their
productive careers to retire.

e A defined benefit plan can act as a convenient and efficient vehicle to execute
workforce management strategies.
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The Statutory Framework in the Commonwealth of Virginia

There is a key additional consideration that applies to all local government jurisdictions in
Virginia that arises from the requirements of the 1950 Code of Virginia, Title 51.1 Pensions,
Benefits, and Retirement (the Code).

The Code, in § 51.1-800, sets forth the requirement that local governmental jurisdictions
maintain a retirement plan for employees, as follows:

$ 51.1-800. Counties, cities, and certain towns to establish local systems or
participate in Virginia Retirement System

A. Every county and city, and every town having a population of 5,000 or more,
shall provide a retirement system for those officers and employees listed in
subsection B either (i) by establishing and maintaining a local retirement
system which provides a service retirement allowance to each employee who
retires at age sixty-five or older which equals or exceeds two-thirds of the
service retirement allowance to which the employee would have been
entitled had the allowance been computed under the provisions of the
Virginia Retirement System or (ii) by participating directly in the Virginia
Retirement System.

B. The following persons shall be covered by a retirement system as provided in
subsection A:

1. Officers and employees who are regularly employed full time on a
salaried basis, whose tenure is not restricted to temporary or
provisional employment.

2. Officers and employees who are regularly employed full time on a
salaried basis, whose tenure is not restricted to temporary or
provisional employment by an organization other than a public school
board that functions solely within the boundaries of a county, city, or
town, unless the cost of the organization’s operation is borne by
(i) users of services, (ii) more than one county, city or town, or (iii) an
entity other than a county, city, or town.

It is our understanding that the County’s counsel has interpreted the statute to mean that the
maintenance of a defined benefit plan that meets the test set forth in the statutory language
above is required. Stated another way—this section would preclude the County’s substituting a
defined contribution plan for the current defined benefit plan as the sole retirement income
vehicle of employees.
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While we are not authorized to engage in the practice of law, we should note that we agree
with this conclusion for a simple mathematical reason. The Code sets forth in this section the
requirement that the service retirement allowance for “each employee” be at least two-thirds
of the service retirement allowance to which the employee would have been entitled under
VRS (referred to in this report as the “two thirds requirement”). While it is theoretically
possible that a defined contribution plan could be designed with contributions sufficiently high
to achieve this result in virtually every case, there is simply no way mathematically to assure
that the result would be achieved for each and every employee, which is what the statute
requires.

The problem is that the test must be met for each employee, and at every age and service
combination that might apply. And even if contributions were set at levels that provided, on
average, a significant cushion above the threshold set forth in the statute—two-thirds of the
VRS service allowance—there is no way to control for unforeseen events that might adversely
affect the outcome, including:

e The investment choices that the employee will have made over a career
(including short careers that would still qualify for a service allowance under
VRS) and particularly those choices in place at retirement;

e Annuity prices that might pertain at the point at which the statutory test applies;

e The questions that might arise from the consequences of future investment
decisions or from longevity that exceeded expectations if the participant did not
elect to annuitize at retirement; and

e Variables associated with popular features in 2012 in defined contribution plans
such as in service distributions, loans, broad employee-directed investments, etc.
to the extent that such a plan incorporates them.

Even if this theoretical defined contribution plan required the participant to purchase an
annuity at retirement (which would be an extremely unusual feature in such a plan), it is
mathematically impossible to achieve 100% certainty that the two thirds requirement set forth
in the statute will be met for every retiring employee.
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We should note that we are aware of two jurisdictions in Virginia that have reached a contrary
conclusion. The City of Richmond since July 1, 2006 has required all newly hired general
employees (with the exception of senior executives) to participate in a defined contribution
plan with a city contribution based on years of service as follows:

Years Employer
of Service Contribution

Less than 5 years 5% of pay

5to 9years 6%
10 to 14 years 8%
15 or more years 10%

This plan is also an option available to police officers and firefighters, in lieu of participating in
the defined benefit plan.

In addition, the City of Charlottesville established a defined contribution plan effective July 1,
2001 and offered employees a one-time opportunity to elect that plan in lieu of continuing to
participate in the Charlottesville Supplemental Retirement Fund (City Pension Plan), a defined
benefit plan. In addition, new hires since that time are given a one-time opportunity to elect
either the defined contribution plan or the City Pension Plan.

While the City Pension Plan continues to be available to both current participants and new hires
and meets the statutory standard under the Virginia Code, for those participants who elect the
defined contribution plan the questions we raise above still pertain, in light of the requirement
that the service allowance at retirement must meet the statutory test for each employee.

We do not make any definitive judgment as to whether these plans meet the Virginia Code
requirements but we do believe there is sufficient uncertainty in this area to cause us some
concern.

So, both to achieve the County’s goal of sufficient retirement income and to comply with the
requirements of the Virginia Code, we believe that the defined benefit plan should continue to
be the cornerstone of the County’s retirement programs for employees. We do, however,
discuss options for the plans that might be considered in Section XllI of this report.
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SECTION I

BENCHMARKING — HOW DO FAIRFAX'S PLANS
COMPARE?

Phase 2 of the Statement of Work is a competitive benchmarking of the Fairfax County
retirement plans against comparators agreed to in Phase |. Provisions to be reviewed include
retirement benefit designs, retirement eligibility and early retirement provisions, and employee
contribution requirements. Benefits that were valued included:

e Benefits that provide retirement income. This included both defined benefit
plans and defined contribution plans. These were combined in the manner
noted later in this section.

e Benefits that provide retiree healthcare coverage. These included medical plans
and prescription drug plans.

County retirees are also eligible for life insurance benefits. This study does not include an
analysis of this benefit as our focus is on benefits provided to retirees while living.

Fairfax Plans Included
Fairfax County Plans included in our analysis are:

e Fairfax County Employees’ Retirement System (Plans A & B)

e Fairfax County Police Officers Retirement System

e Fairfax County Uniformed Retirement System (Plan D)

e Fairfax County CIGNA Open Access Plus (OAP) High Option Health Plan with
Prescription Drugs

There is a retirement income plan that covers full-time teachers and related educational
personnel, instructional assistants, administrators, administrative support and technical staff
members of the Fairfax County Public Schools (FCPS). However, the bulk of the plan’s benefits
are provided through the Virginia Retirement System (VRS) and the FCPS plan is not treated as a
primary plan. The Educational Employees’ Supplementary Retirement System of Fairfax County
(ERFC), together with the main program, VRS, is included as a comparator to the Employees’
Retirement System.

In addition, retirees are eligible to choose from several options for health coverage — CIGNA
OAP High, CIGNA OAP Low, CareFirst Point-of-Service (POS), and Kaiser (for pre-Medicare
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retirees only). We chose to benchmark the CIGNA OAP High Option as it is the option with the
most retiree enrollments at the time of this study.

Comparators

A significant element of this review is a comparison of the benefits against those of various
governmental entities. These governmental units were chosen in discussions with the County
and they represent employers competing in the same local labor market as Fairfax County for
similar types of employees.

The plans of the following jurisdictions were valued:

e Fairfax County Public Schools (Fairfax PS)
e Commonwealth of Virginia (VRS)

e City of Alexandria (Alex)

e Arlington County (Arling)

e Loudoun County (Loudoun)

e Montgomery County (Mont)

e Prince George’s County (PG)

e Prince William County (PW)

e Federal Government (Fed)

In valuing comparator retirement income plans, we chose the plan most appropriate for the
Fairfax employee class. General employees were valued against the plans for the general
employees of each comparator. Police plans were valued against police plans and the
Uniformed Plan D was valued against plans covering uniformed employees or fire employees
where they were specified.

In valuing comparator retiree health plans, we chose the plan most similar in structure to the
County’s CIGNA OAP High Option.

The Employee Examples

In order to make our examples meaningful to Fairfax County, we selected retirement examples
that reflected the Plans’ experience and the likely future retirement patterns of employees. We
looked to three sources for selecting our examples. These were:

e The actuarial valuation of each plan;

e Supplemental average retirement age and service information provided by the
County;
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e Discussions with the County as to the appropriate age/service/salary
combinations

Based on these sources we adopted the following examples.

Employees’ Plan — Each of the employee examples meets the “Rule of 80.” The “Rule of 80”
means that a retiree has reached the point when his or her age plus service is at least 80, and
he or she is then eligible for an unreduced pension benefit. This selected condition for
examples is based on the data but also on the obvious incentive career employees have to work
until that condition is met.

The average non-school employee retires at age 61 with 21 years of service. Based on
discussions with Fairfax County staff we used a salary at retirement of $65,000. It should be
noted that employees tend to retire at the end of long careers and will normally have a higher
salary than the average employee.

County employees working at the Fairfax County Public Schools and not covered by the plans
for educational employees (school employees) retire on average at age 63 with 18 years of
service. Using the same approach as for the non-school employees we settled on a salary at
retirement of $35,000.

We chose the following age/service combinations for other examples: Age 55 with 25 years of
service, age 57 with 23 years of service, age 65 with 25 years of service.

Police Officers Plan — Based on the valuation and data provided by the County, police retire on
average at age 51 with 26 years of service. We used an average salary of $90,000. Because
police officers typically retire early, we limited the analysis to that single example.

Uniformed Plan — Based on the valuation and data provided by the County, uniformed
personnel retire on average at age 52 with 26 years of service. There were some indications
that some uniformed personnel retired at rather high salaries. This may be attributed to large
sick leave banks, and the accumulation of unused sick time, that are converted to salary at the
time of retirement. We used an average salary of $90,000 to be consistent with the police
group. Because uniformed staff personnel typically retire early, we limited the analysis to that
single example.

Valuing Benefits

There is a more complete discussion of pension benefit values and retiree health care benefit
values in Sections IV and V, respectively. As an overview, we provide Fairfax with two
comparisons — one for the current year and one measuring the value of the benefit over the
retiree lifetime.
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In the first case, we show the pension benefit at retirement or the health care plan in the year
of retirement. This gives an initial look at how benefits compare. However, benefits vary in
many ways, in form and over time. Some examples of how such differences arise include the
following:

The Fairfax Employees’ Plan provides supplemental benefits when the employee
retires before the Social Security Normal Retirement Date. This extra benefit is
referred to as a Social Security supplement and is identified in the Fairfax
Employees’ Plan as the Pre-Social Security Benefit. The Employees’ Plan provides
a higher benefit before the employee’s eligibility for Social Security normal
retirement age — age 66-67 for unreduced benefits as defined by Social
Security — and a lesser benefit after full Social Security eligibility.

The cost-of-living escalator may differ among plans, increasing benefits at
differing rates in the future.

Defined contribution plans do not provide a fixed level of income after
retirement. This could be measured by the annuitized value (in theory, how
much an insurance company would provide in an annual benefit for the sum of
money in the defined contribution plan, if the assumed discount rate were
available.)

In the case of retiree health care benefits, a different level of benefit is paid from
the plan before Medicare eligibility and after becoming eligible for Medicare.

To overcome these differences and to get a quantitative measure of the value of benefits, we
calculated the “present value” of those benefits over the life of the retiree under each plan.
Conceptually, the present value is the total amount of money needed to provide the benefit
over the retiree’s lifetime if it were invested at a specified annual rate of return, generally
called the discount rate.

There are other methods for valuing and comparing benefits but most of them are flawed. The
principal alternative would be the use of cost — what the plan costs each jurisdiction for the
current year or some relatively short period. However, cost can vary for many reasons, and
therefore we did not compare plans on a cost basis. Cost variations include, for example:

Demographic differences — each jurisdiction’s population could have a different
make-up, leading to cost comparison issues. For example, a younger employee
population generally has a lower benefit cost than an older employee
population, because there is more interest discounting in the determination of
their liability and because younger populations will have lower claims costs. The
make-up by gender of the participants in the various employers’ plans will have
an effect on costs. For example, a heavier concentration of females in a group
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will increase the cost of that group due to their longer life expectancy. The
percentage of employees married in a population will also impact the
comparison of costs, if one group has more married lives than another. A higher
percentage of married retirees in a group will certainly lead to higher retiree
health benefit costs relative to a group with less married retirees.

e The availability of benefits from other employers (via an employed spouse, or
prior employment). Especially for groups near Washington, DC where the
Federal Government has a large workforce, we often find costs to be distorted
when comparing groups with greater or lesser access to two plans. This can be
especially problematic in the area of health care costs, where the percentage of
participants covering family members can vary greatly.

e For funded benefits, the level of current funding, past investment returns, how
long the plan has been in existence and the pattern of benefit changes would
have significant impact on current cost and the comparison across employer
plans.

For these reasons we believe the use of present values of the benefit earned at retirement
gives the best measure of the comparative worth of differing plans.

Assumptions Used to Value Benefits

In order to value the benefits, we need to make assumptions about the future, and the past
where we do not have actual information available. We elected to use the assumptions
selected by the various Fairfax County plans’ actuary and reviewed the recent experience study
results that the actuary performed. No one has analyzed the retirement experience of the
plans in more detail. Use of these common actuarial assumptions is critical to producing an
apples-to-apples comparison. A brief summary of the principal assumptions is as follows:

Assumption Use Value
Interest rate Discounting present values of defined 7.5%
benefits, accumulating employee
contributions, and accumulating
defined contribution plans

Salary scale Used to estimate salaries back to hire 4%
or to a future retirement date
Inflation Used to increase benefits after 3%

retirement in conformance with the
plan provisions
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Assumption Use Value
Trend The rate of increase in the cost of From the FAIRFAX
medical benefits in the future COUNTY GOVERNMENT
Post-Employment Benefits
(Other than Pension)
Actuarial Valuation as of July 1, 2010:
Currently 9.25% for pre-65 benefits
and 7.25% for post-65. Rates decline
over time, with a long term
assumption of 5%.

In valuing retirement income benefits we used the terms of the plans as they exist on July 1,
2011. In valuing retiree health benefits, we used the terms of the plan in effect during spring
2011.

Employee and Employer Contributions

In valuing the various employer plans, we broke out the portion of the value funded by
employees (or retirees in the case of health care benefits) and the portion funded by the
jurisdiction. This split was based on the level of employee/retiree contribution required by the
plan.

In public plans, employers are permitted to “pick up” employee contributions under IRS code
414(h)(2). Due to the tax-deferral aspect of this “pick up” for employees, it is near universal for
governmental plan sponsors to structure their plans with an employer “pick up.” Some believe
the resulting contribution is now an employer contribution rather than an employee
contribution. However, in some cases the employee’s salary was actually reduced when picked
up or the employee made a trade off in wages or future increased wages.

The way that the Virginia Retirement System (VRS) determines and accounts for employee
contributions presents a particular challenge analytically, revolving around the question of
whether and when those contributions should be viewed as employee contributions made by
participants, or employer contributions made on behalf of plan participants by the participating
employer.

The VRS requires a 5% of pay contribution by employees. In December 2011 the Joint
Legislative Audit and Review Commission (JLARC) did a review of retirement benefits for
Virginia employees that shines some light on the subject.

That report (page 8) states:

Several aspects of the State’s retirement plans contributed to their
competiveness. The clearest contributor was the fact that, at the time, employees
did not have to pay for any portion of the cost of their benefits. While the Code of
Virginia required an employee contribution of five percent of salary, the State
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paid this on employees’ behalf. In 2008, Virginia was one of only four states that
did not require public employees to contribute to the cost of their retirement
benefits.

Page 66 of the JLARC report states (emphasis added):

In 1983, the General Assembly altered the cost-sharing arrangement between
members of the plans for State employees and the State by choosing to pay the
member contribution on behalf of employees in lieu of a salary increase. Since
that time, State employees have not been required to contribute to the cost of
their defined benefit plans.

It could be argued that the almost 30 years of time since the change had mitigated the pay
reduction. However, for employees of the Commonwealth of Virginia, from Page 21 of the
JLARC report:

As shown in Figure 3, in jts 2011 total compensation analysis, Mercer
benchmarked the value of VRS Plan 1 employees’ total compensation package at
94 percent of the market median.

In any event, an analysis of the current total compensation for Fairfax County and for the
comparator group, including the Commonwealth of Virginia employees is beyond the scope of
this project.

Additionally,

e The contributions are accounted for separately in an employee contribution
account.

e The account accrues interest at 4% (irrespective of the investment return earned
by VRS on assets which back the system) compounded annually on the balance
as of the previous June 30.

e A participant who is not vested is entitled to a refund of the contribution
account including interest when separating from service.

e Vested participants may elect to take their contribution account (including
interest) or to leave those contributions in the plan to be eligible for a deferred
benefit at retirement.

Thus, while the treatment of “picked up” contributions may be open to debate, a pick up of
employee contributions, together with a reduction in salary (or a non-increase) is equivalent to
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an employee contribution. In addition, the picked up contributions are treated in all ways as if
they were made by the employee.

If this plan were implemented de novo at Fairfax for its employees, the plan would call for a 5%
contribution. If Fairfax elected to pick up the contributions in full, it is reasonable to suggest
Fairfax would adjust pay, either a pay decrease or no pay increase for some period of time.

Individual jurisdictions within the VRS may elect to pick up employee contributions. We
identified three other comparator jurisdictions where there is a pick up of employee
contributions that are treated (and communicated) as employer contributions. These are
Fairfax Public Schools, Loudoun County, and Prince William County.

In the Report of the City of Alexandria Ad Hoc Retirement Benefit Advisory Group to the City
Council and City Manager (November 9, 2011) there was the following comment. The footnote
applied to the total Alexandria VRS contribution but would also specifically apply to employee
contributions that were picked up by the City.

The City’s “employer contributions” to VRS are really substitute salary. If the City
did not pay contributions to VRS, all or at least some portion of this money would
have been paid to employees as salary. If paid as salary, this money would have
been subject to income taxes and payroll taxes. Provisions of the Federal and
State tax codes exclude employer contributions to qualified pension plans from
the employees’ taxable income and exclude the contributions from payroll tax
obligations of both the employer and the employee, reflecting a public policy of
encouraging retirement savings over current consumption.

In the Maryland jurisdictions, where the Counties pick up the employee contribution, they are
all communicated as employee contributions.

For purposes of this study, we elected to use the terms of the plan when deciding if there is an
employee contribution required. If the plan called for an employee contribution, it was treated
as such, whether or not picked up by the governmental body. However, we should emphasize
that in making judgments about the relative strength of the plans provided by Fairfax County it
is certainly arguable that for those jurisdictions that have communicated that the employer is
making the contributions on the employees’ behalf, all the contributions could be viewed as
employer contributions. In Appendix C, to illustrate this point, we include results of selected
Employees’ Plan examples showing the outcomes if all defined benefit contributions under VRS
were treated as employer contributions.
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SECTION IV

BENCHMARKING RESULTS:
GENERAL EMPLOYEES — RETIREMENT INCOME PLANS

This section reviews the approach and results of our competitive benchmarking of the Fairfax
County retirement plans for general employees. Each of the comparators chosen maintains
plans similar to those sponsored by Fairfax County. The comparators are (retirement income
plans in parentheses):

e Fairfax County Public Schools (ERFC and VRS)

e Commonwealth of Virginia — VRS (pre and post 7/1/10)
e City of Alexandria (VRS and supplement)

e Arlington County (Employees’ Retirement System)

e Loudoun County (VRS)

e Montgomery County (RSP)

e Prince George’s County (Maryland EPS and supplement)
e Prince William County (VRS)

e Federal (FERS and TSP)

Comparing Benefits

A summary of each plan benefit as we valued it is included in Appendix B. There were some
special issues in comparing retirement income benefits.

e Several of the plans are defined contribution or provide benefits that mimic a
defined contribution plan.

e Many of the plans have provisions that trigger at various ages. For example, the
Fairfax County plan has a supplemental benefit payable from early retirement to
the Social Security Normal Retirement Age. That is currently age 66 for those
employees who retire today and will gradually rise to age 67.

e The Federal program provides a supplement to age 62 under certain eligibility
conditions.

e The plans have differing averaging periods for the salary portion of the benefit
and cost-of-living provisions vary.

To provide apples-to-apples comparisons, we used a lump-sum present value approach. In
basic terms, a present value converts a number of payments in the future to a value today.
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That amount of money, invested at a rate of return called the discount rate, would provide all
those payments in the future with nothing left at the end.

We also used the current plan benefit in our comparisons. Over time the benefits at Fairfax
County have changed, and there have been changes at most comparators. The impact of those
changes (in benefit levels and contribution rates, for example) is not captured in these values.
The results, while based on employees retiring in the current year, should be thought of as the
value of the current plan structure and the relative values as a benefit payable to an employee
retiring today having worked under the current plan terms for the employee’s entire career.

The following is a description of the values shown for the Fairfax Plans and for each comparator
plan.

Basic Benefit This is the benefit calculated under the main formula of the plan in question. In the
case of Fairfax, for example, it is the benefit payable without regard to any
temporary supplement. In a few cases, the benefit is not shown. These are
generally defined contribution plans that do not provide for a fixed benefit amount.

Value of the Basic | This is the present value of the benefit. It is important to note that this is the basic

Benefit benefit — there are no cost-of-living increases assumed nor is the value of the
supplement included.

Value of the If a plan provides a temporary supplement (as does the Fairfax Employees’ Plan),

Supplement this is the present value of that benefit, without the value of cost-of-living increases.

Value of C-O-L This is the present value of future increases in benefit due to increases associated

Provisions with a cost-of-living provision.

Total Value of The sum of the above pieces, this represents the amount of money needed,

Benefit invested at the discount rate to provide the benefits noted, including the
supplement and cost-of-living increases.

Value of This assumes employee contributions are accumulated at the discount rate (not the

Employee rate provided for in the plan) to retirement. It is the employee paid portion of the

Contributions value.

Employer This is the difference between the Total Value and the Value of Employee

Provided Value of | Contributions. It represents the portion of the benefit provided by the employer.

Benefit

It would be of value to describe in more detail what the results mean.

For example, from the illustration for Fairfax Plan A below, assume a retiree is age 61 and is
getting an annual lifetime benefit of $24,346, or a monthly benefit of $2,028.83. The present
value of that benefit is $251,352 using a discount rate of 7.5% and a specified mortality table. If
that $251,352 is invested at 7.5% we will be able to take each of the retiree’s payments out of
the fund and have nothing left after the retiree receives his last payment.

By valuing benefits in this manner we can compare benefits that might be different in timing or
type. As a side note, the present value of a defined contribution plan is the account value at
the time of retirement.
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Here is a sample of the charts included in each benefit comparison.

Reference Employee
Age 61
Past Senice 21
Retirement Age 61
Base Salary 65,000
Total Salary 65,000
Results
Fairfax A Fairfax B
Basic Benefit 24,346 27,051
Value of Basic Benefit 251,352 279,280
Value of the Supplement 55,818 55,818
Value of C-O-L Provisions 76,433 84,573
Total Value of Benefit 383,602 419,671
Value of Employee Contributions 80,467 107,223
Employer Provided Value of Benefit 303,135 312,448

The top portion of the chart lists the specifics on the retiree we are valuing — in this case the
employee is age 61 with 21 years of past service. The employee earned $65,000 in his last year
of employment — this is not his final average earnings. That is determined in the various
calculations by assuming a 4% back salary scale, resulting in a final average earnings rate of
$62,532 in the Fairfax plan, for example.

The County Plan

We looked at both Employees’ Plan A and Plan B. It is interesting to note that Plan B provides a
benefit that is about 9% higher than the Plan A benefit. However, just under 75% of this added
value is bought by higher employee contributions. The employer provided benefit under Plan B
is about 3% higher than Plan A.

We compared these benefits to the comparator group on a present value basis, using the
assumptions noted above and salaries of $65,000 and $35,000. The full results are in
Appendix C. However, here are the graphical results for an employee who is age 61 with 21
years of service and a salary of $65,000. We are showing the value of employee contributions
in red and the value of employer provided benefits in blue.
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Age 61 with 21 Years of Service / Salary $65,000

Employee DB Plan - Employer Value of Benefit at Retirement

(employee contribution value inred)
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As can be seen, the Fairfax benefits are very strong. In fact, the Plan B benefits are the highest
shown and the Plan A benefits are larger than all but the Federal Government (though
Arlington is very close.)

The Plan A benefits, with an employee value of $81,000 and an employer value of $303,000,
exceed the average of the comparator group by 35%. Plan B, with an employee value of
$107,000 and an employer value of $312,000, exceeds the average of the comparator group by
38%. When we focus on the split between the Fairfax-provided piece and the employee
provided piece, the results are:

Age 61 with 21 Years of Service / Salary $65,000

Employee DB Plan - Employer Value of Benefit at Retirement
(employee contribution value in red)

$400 -
$300 1 Average Non-Fairfax
$200 -
$100 -

$- 4

$(100) +

$(200) +

$(300) -

Fairfax Fairfax Fairfax VRSI VRSIl Alex Arling Loudoun Mont PG PW Fed
A B PS

FAIRFAX COUNTY POST-RETIREMENT BENEFITS REVIEW 21

P rim sgusyine AON Hewit



Plan B has the highest employer provided value and Plan A falls in line with the Arlington
benefit. Plan B, at employer provided value of $312,000, exceeds the average employer value
by 75% and Plan A, at employer provided value of $303,000, by 71%. Plan B has employee
contributions at $107,000 that are just about equal to the comparator group while Plan A, at
$81,000, requires contributions about 20% less than the average for the other comparators.

Other Age and Salary Combinations

The relative results are almost the same for a $35,000 salary, reflecting the experience of a
School system employee covered by these plans. Plans A and B are very strong and the same
general relationship holds for the employer portion of the benefit and the employee
contribution requirement.

It can be noted that the temporary supplement payable to Social Security Normal Retirement
Age under the Fairfax Employees’ Plans provides a significant portion of the added plan value.
At age 55 it shows up strongest. Here are the graphical values for an employee at age 55 with
25 years of service and a $65,000 salary.

Age 55 with 25 Years of Service / Salary $65,000

Employee DB Plan - Employer Value of Benefit at Retirement
(employee contribution value in red)
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At this age and service combination, both Plans A and B are well above the comparator group.
Plan A, with an employee value of about $100,000 and an employer value of about $480,000,
is 50% higher and Plan B, with an employee value of about $130,000 and an employer value of
about $490,000, is 84% higher than the average of the comparator group. The employer
portion is leveraged and both plans more than double the value of the comparator employer
value.
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However, at age 65 when the supplement is minimized (payable for one more year to age 66),

the graphical value is:

Age 65 with 25 Years of Service / Salary $65,000
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Here Plan A is just about average and Plan B exceeds the average by about 10%. Both Plans
exceed the employer provided value, but only by 13% and 15% respectively.

Overall

The Fairfax Employees’ Plans provide generous benefits when compared to the comparator
group. Besides the overall level of benefit provided, a significant portion of the added value
comes from the temporary supplement available for those who retire on a normal service
retirement before they are eligible to receive full Social Security benefits. That added value
erodes as a participant approaches Social Security normal retirement age and disappears
entirely when that age is reached.
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SECTION V

BENCHMARKING RESULTS:
GENERAL EMPLOYEES—RETIREE HEALTH CARE PLANS

This section reviews the approach and results of our competitive benchmarking of the Fairfax
County retiree health care plans for all employees. Although Fairfax County offers several
choices to retirees for health coverage, we benchmarked the CIGNA OAP High option since it
had the largest retiree enrollment at the time of the study. Each of the comparators chosen
maintains retiree health care plans and subsidies to those plans similar to the CIGNA OAP High
Option plan sponsored by Fairfax County. The comparators, and the health plan option we
used in benchmarking, are:

e Fairfax County Public Schools (CareFirst Blue Preferred PPO)

e Commonwealth of Virginia — (Anthem PPO)

e City of Alexandria (UnitedHealthcare POS)

e Arlington County (CIGNA PQOS)

e Loudoun County (CIGNA PPO)

e Montgomery County (CareFirst High Option POS with Standard Rx)
e Prince George’s County (CIGNA PPO)

e Prince William County (Anthem KeyCare Enhanced PPO)

e Federal (BCBS Standard PPQ)

Comparing Benefits

A summary of each jurisdiction’s key benefit features as we valued it is included in Appendix D.
These features include a retiree’s out-of-pocket costs for specific, and highly utilized, health
services, and the jurisdiction’s explicit subsidy provided to a retiree to purchase coverage.

Unlike retirement income plans, Fairfax County provides the same benefits and explicit subsidy
to all employee groups, with no distinction between general employees, police, and uniformed
employees. With the exception of Prince George’s County, all comparators provide the same
retiree health care benefits to all employee groups. The only distinction that Prince George’s
County makes in its retiree health care program is to charge Public Safety retirees a lower rate
for prescription drug (Rx) coverage.

In retiree health care, the age of a retiree (and their covered dependents) plays a significant
role in benefits provided and in the cost of those benefits. All comparators recognize Medicare
as the first and primary payer of health costs, starting generally at age 65. With Medicare as
the first payer for medical services, each employer’s plan pays second on a medical claim which
results in lower costs to retirees and to the employer for a person entitled to Medicare.
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We are illustrating the costs for a retiree and the comparator jurisdictions on a 2011 basis.
And, similar to the retirement income comparisons, we also used a lump-sum present value
approach, separately identifying the value of coverage for retirees prior to age 65, and after age
65. In basic terms, a present value converts a number of payments in the future to a value
today. That amount of money, invested at a rate of return called the discount rate, would
provide all those payments in the future with nothing left at the end.

We also used the current plan benefit in our comparisons. Over time, the benefits at Fairfax
County have changed and there have been changes at most comparators. The impact of those
changes (in benefit levels and contribution rates, for example) is not captured in these values.
The results, while based on employees retiring in 2011, should be thought of as the value of the
current plan structure and the relative values as a benefit payable to an employee who will
retire with coverage under the current plan for all their retirement years.

A current year (2011) example is as follows. Assume a Fairfax County employee retires with 21
years of service. In one illustration the retiree is age 61 at retirement. In the other illustration,
the retiree is age 65 at retirement.

Reference Employee Pre-Medicare Medicare
Age at Retirement 61 65
Years of Service at Retirement 21 21

Total Cost of Coverage in 2011 $9,204 $6,091
Retiree Cost of Coverage $4,166 S2,124
County’s Explicit Cost of Coverage $2,280 $2,280
County’s Implicit Cost of Coverage $2,758 $1,687

The following is a description of the values shown for the Fairfax Plans and for each comparator
plan.

Total Cost of Total annual cost of benefits provided, determined on an actuarial basis for 2011, using the
Coverage actual average costs for the retirees enrolled in the Fairfax County Government benefit
option during the 12-month period ending June 30, 2010, adjusted by Aon Hewitt’s
proprietary rate manual to account for changes in benefit provisions from the actual cost
experience period to the 2011 calendar year for Fairfax County Government, and for each
benefit studied for the comparator group employer.

Retiree Cost of Portion of the total cost paid for by retirees through monthly contributions, based on the
Coverage premium strategy of the employer, and the published premium rates used to determine
retiree contributions.

County’s Explicit Portion of the published premium paid by the employer, based on the premium strategy of
Cost of Coverage the employer, and the published premium rates used to determine retiree contributions.
County’s Implicit Portion of total cost that is paid 100% by the employer that is in excess of the published
Cost of Coverage premium rate used to determine retiree contributions.
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The County Plan vs. Comparator Plans — Pre-65 (Pre-Medicare) Retiree Coverage

We compared the cost of these current year benefits to the comparator group for a retiree with
Retiree Only coverage, using the assumptions noted in Section Ill. The full results are in
Appendix E. However, here are the graphical results for an employee who is age 61 at
retirement with 21 years of service.

Age 61 with 21 Years of Service
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In comparison, Fairfax County’s medical benefits for pre-65 retirees are fairly rich providing
100% coverage for the most costly services (inpatient hospital) and low copays and cost sharing
for other medical services. For prescription drug coverage, Fairfax County charges retirees
copays for drugs that are generally lower than most employers in the group for brand name
drugs and on par with these employers for generic drugs. Fairfax County’s total cost, for the
benefits studied, are about 5% higher than the average for the comparator group. Fairfax does
not have the richest benefits in the group, as that distinction rests currently with Montgomery
County Government, but it is near the top for rich benefits. It is important to note that many
jurisdictions, including Montgomery County Government, are looking at changes in retiree
health benefits as they face the budget pressures to reduce costs.

An additional comparison to consider is the portion of the costs for coverage paid by Fairfax
County Government. The graph below shows the Explicit and Implicit Subsidy for the County in
relation to the subsidies provided by comparator group employers.
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Age 61 with 21 Years of Service
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Similar to Fairfax County Government, several of the Virginia employers provide a fixed dollar
explicit subsidy to retirees for coverage. The County’s explicit subsidy is one of the lower
subsidies in the comparator group, with the lowest belonging to the Commonwealth of Virginia
(labeled as VRS). However, when the implicit subsidy is considered, in addition to the explicit
subsidy, the County’s share of the total cost moves it up in the comparator group, to just below
average for the group.

Retirees do pay a fairly sizeable portion of the cost for pre-65 retiree health coverage at the
County, at about 45% of the total cost. Of the comparator group employers with fixed dollar
subsidies, the County’s retiree contribution is about 6% less than the average for those
employers.

The County Plan vs. Comparator Plans — Post-65 (Medicare) Retiree Coverage
To illustrate the current year comparison of benefit costs for a retiree eligible for Medicare

(post-65 retiree), here are the graphical results for an employee who is age 65 at retirement
with 21 years of service
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Age 65 with 21 Years of Service
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There is a lot of variation in benefit design, and therefore total cost, for the post-65 retiree
health coverage. As stated previously for medical benefits, an employer’s plan pays second
after the primary payer, Medicare, makes its payments for services. Fairfax County
Government, and we believe only Fairfax County Schools, use a secondary payment method
that results in the lowest costs to the plan (that is, retirees pay a portion of the cost of services).
This approach is usually referred to as “carveout” coordination. It results in a total benefit from
Medicare and the employer’s secondary plan that pays the same level of benefit for post-65
retirees as it does for pre-65 retirees and active employees. Other employers use a more
standard secondary payment method (Coordination of Benefits) that results in the highest cost
to the plan (that is, retirees generally pay little to nothing for the cost of medical services).

For prescription drug benefits, most of the employers in the comparator group, plus the
County, use the same prescription drug plan as provided to pre-65 retirees and active
employees. On a combined basis, the cost of the Fairfax County Government plan is lower than
half of the employers of the group.

One employer in the comparator group (Loudoun County) has chosen to contract with an
insurer to provide a Medicare Advantage plan, an alternative to traditional Medicare that in
recent years has resulted in lower costs for coverage. Medicare Advantage plans have received
favorable subsidies from the federal government to provide the Medicare benefits,
supplemental benefits and lower premiums in an effort to increase market share and to provide
a lower cost alternative to Medicare eligible retirees. We expect the cost of the Medicare
Advantage plans to increase, or the benefits provided to diminish, dramatically over the next
several years as health care reform has lowered the amount of subsidies these plans will
receive in the future. Therefore, while the Loudoun costs appear very low, that may not be
sustained in the future.
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For prescription drugs, two of the comparator group employers, Loudoun County and
Commonwealth of Virginia, provide a Medicare Part D drug benefit to their retirees over age
65. These employers, through their contracts with insurers, are receiving subsidies from the
federal government to provide a drug benefit to retirees. That subsidy flows through the
premium charged to retirees, and reduces the cost of coverage. It is important to note that
Fairfax County Government, along with most of the employers (if not all, with the exception of
the FEHB) with coverage the same as pre-65 retirees, also receives a subsidy from the federal
government to provide prescription drug coverage to Medicare retirees. Fairfax County
Government uses this subsidy to enhance the explicit subsidy provided to retirees to purchase
health coverage. Other employers use this subsidy to reduce the employer’s cost, or for other
purposes.

Prince William County is the outlier with regard to post-65 retiree health benefits. They only
provide a fixed subsidy to their retirees to purchase Medicare supplemental coverage on the
individual market, a market that does provide a good deal of choice in benefits and premium.

The following graph shows the portion of the costs for post-65 coverage paid by Fairfax County
Government, and each of the comparator group employers. The graph also shows the Explicit
and Implicit Subsidy for the County in relation to the subsidies provided by comparator group
employers.
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The costs paid by Fairfax County Government for post-65 retiree health coverage are not the
highest, and certainly not the lowest. They are just about equal to the average for the other
employers in the group.
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The County Plan vs. Comparator Plans — Pre-65 and Post-65 Retiree Coverage Combined

Similar to the retirement income Section IV, we compared the Fairfax County Government
retiree health care benefits, over a retiree’s lifetime, to the comparator group on a present
value basis, using the assumptions noted in Section Ill. The full results are in Appendix E. Our
graphical results are for the same hypothetical employee who is age 61 at retirement, with 21
years of service.
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Over this retiree’s lifetime, the Fairfax retiree will pay more than 50% of the value of health
coverage. The Fairfax-provided portion of the value is slightly less than the average for the
comparator, recognizing there is significant variation in employer-provided value among the
comparators.

Overall

Fairfax County provides average retiree health care benefits when benchmarked to the
comparator group. The Benefits Division at the County is conducting a study and market
research for its retiree health care benefits, to look for other solutions in the marketplace that
provide similar quality of benefits offered on the most financially efficient basis.

We are aware of several design features that have been requested by employee groups, as well
as other interested parties, for consideration by the Benefits Division. These features include:

e the ability for former employees to come back to the County for retiree health
coverage if it is not selected at the point of retirement,
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e the use of Health Savings Accounts (HSAs) for the delivery of retiree health
benefits, and
e the use of savings account in a Voluntary Employee Benefit Association (VEBA).

Former Employees Returning for Retiree Health Coverage

With respect to allowing former employees to come back for retiree health coverage, this is not
a common practice in retiree health plans, in both the private sector and public sector. Most
employers require employees at the point of retirement to elect retiree health coverage, or to
forego it. The most compelling reason to have this immediate coverage provision in place is to
avoid the potential for anti-selection against the plan. Group health plans operate best when
they have a risk pool that spans the need for coverage — from lower need for basic health
coverage to higher need for catastrophic health coverage. With a mix of health care needs in a
plan, costs can be maintained at a reasonable level with reasonable health trend increases each
year. If an employer allows retirees, pre-Medicare retirees in particular, to select coverage
when desired, they will enroll at a time when the need for health coverage is high, and/or
because they cannot obtain it elsewhere at an affordable price. This could lead to unstable
costs in the group health plan. While the actual impact on costs cannot be determined until the
event of returning for coverage occurs, we can discuss it at a macro level with regard to the
GASB OPEB liability.

Currently, the County pays a fixed (explicit) subsidy for coverage and also pays the difference
between the actual costs for pre-Medicare retirees and the premium rate used to charge
retirees (implicit subsidy). The premium rate is developed based on a blend of active and
retiree cost experience. From an Other Postemployment Benefits (OPEB) liability standpoint,
the implicit subsidy represents approximately 70% of the County’s Annual Required
Contribution (ARC). As former employees needing coverage return to the County with their
higher health care costs, the premiums used to charge retirees and actives will be increased to
a small extent as the returning individual’s costs will be blended with costs of the entire group
covered under the plan. By blending in this higher claim experience, it becomes minimized in
the rate charged to retirees. However, the actual cost incurred for these returning individuals
will be absorbed by the County to a much larger extent in the implicit subsidy, thereby
increasing the 70% portion of the ARC.

From an access to coverage standpoint, and the need for coverage by a former employee, as
the State exchanges for health coverage come into being in a few years, the need for employer
group retiree health coverage becomes less. Former employees needing coverage will be able
to purchase coverage from the exchange, and in the process they may qualify for some
premium subsidies that might produce a premium which is less than what the County would
charge retirees for similar coverage. Therefore, with the potential for more affordable
coverage through State exchanges, and with the impact from anti-selection that comes with the
option to return for coverage, we recommend that the County not consider an option for
former employees to come back to the County for health care coverage.
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Health Savings Accounts

Health Savings Accounts (HSAs) are linked to high deductible health plans (HDHPs) and are a tax
efficient vehicle for enrollees in those high deductible plans to set aside funds on a tax-
advantaged basis to cover out-of-pocket health care expenses. Since the employer cannot
control what is paid from the HSA, it cannot direct the use of the HSA for retiree health
expenses. There may be little, if any, funds left in the HSA to carry over into retirement to
offset health expenses incurred at that time. Therefore, we do not view HSAs as a viable
vehicle for prefunding retiree health care expenses while an employee is active. In addition,
any HSA amount carried over into retirement cannot be used to purchase coverage for a pre-
Medicare retiree or for a spouse of a pre-Medicare retiree, and also cannot be used to pay
Medi-gap (Medicare supplement policy) premiums for over age 65 retirees. So, as a prefunding
vehicle for retiree health expenses or premiums, HSAs are not an ideal choice. However, as a
benefit option for pre-Medicare retirees to purchase, a high deductible health plan with an HSA
makes sense. Note, Medicare eligible retirees are not permitted to contribute to HSAs,
therefore, the HDHP with HSA does not make sense for this retiree group. The HDHP with HSA
option would offer a lower cost alternative to a pre-Medicare retiree who might be looking to
take risk on the cost of health services, in exchange for a lower premium each month, and for
the right to put some funds into the HSA on a tax free basis to be used tax free to pay health
expenses. The County might consider seeding some of the funding of the HSA provided the
premium for coverage (including the seed money) does not exceed the premiums for plans in
place prior to introduction of the HDHP.

Savings Account in a Voluntary Employee Benefit Association (VEBA)

Currently, the County contributes its OPEB ARC to a trust fund in order to pay its share of
current retiree health benefits and to prefund the payment of benefits in the future to current
and future retirees. Once in the trust, these funds are locked in and earmarked for the
payment of retiree health expenses. Given that a trust fund currently exists for the payment of
benefits, we do not see a need for the County to establish another trust fund (VEBA) to provide
benefits to retirees. If the County were to redesign its program into a pure financial
commitment, defined contribution approach, with account balances made available to retirees
for the purchase of health care coverage, then a VEBA may be a viable solution. The VEBA
would allow employees to contribute on an after-tax basis, and the County to also contribute,
to individual accounts to be used in the future at retirement for the purchase of coverage. The
contributions would grow with earnings on a tax-free basis and would be disbursed tax-free for
the payment of qualified health expenses and/or premiums. We believe the County would
need to first undertake an evaluation of its retiree health care delivery system, and if it chooses
to convert its system to a pure defined contribution approach for future retirees, then the VEBA
would be a vehicle to explore as part of this defined contribution solution.
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The retiree health care market is expected to change dramatically over the next several years as
health care reform initiatives take root. We anticipate that most employers, including
employers in the comparator group, will be undertaking similar studies of their program and
potentially making changes in the near future. Therefore, the designs benchmarked in this
report are a snapshot at the time the study was conducted in 2011. We are aware that the
County is revisiting its retiree health care strategy in light of the rapidly changing landscape to
make its plans more usable and cost effective for both participants and the County. We
encourage the County to continue to evaluate alternatives, including additional programs for
pre- Medicare and Medicare retirees, alternatives for prescription drug coverage, and more
effective funding and saving vehicles participants can use to cover the cost of their healthcare.
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SECTION VI
TOTAL RETIREMENT BENCHMARKING

To compare the benefits provided to Fairfax County retirees we combine the postretirement
income benefit with the retiree health benefit. We continue the use of a present value
approach as this provides a way of combining disparate benefit structures. We present results
purely on an employer paid/employee paid basis as the total benefit for health is always the
health care the retiree needs. The difference in value of the total retirement benefit is well
reflected in Section Ill where we review the Retirement Income Plans.

As noted in the earlier sections, Fairfax provides strong retirement income benefits compared
to the comparator group. The County provides fairly average retiree health benefits.

The baseline individual examples for the Fairfax Employees’ Plan are age 61, 21 years of service,
$65,000 salary for non-school employees and age 63, 18 years of service, $35,000 for school
employees. These are the average of employees retiring over the past three or four years from
the Fairfax County retirement plans. Here are the relative value graphs for those two
age/service/salary combinations.
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For the non-school employee example, the Fairfax provided benefit trails only the Arlington
package and is just about as generous as the federal program. It is about 50% over the average
of the other jurisdictions, including the Fairfax Public Schools Plan.
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For the school employee example:

Age 63 with 18 Years of Service / Salary $35,000
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The Fairfax Employees’ Plans trail the Arlington, Prince George’s and Federal packages and are
close to the Montgomery package. However the plan still exceeds the average of the other
plans by about 23%.

In each case, the employee contribution to these benefits is about on par with other
jurisdictions, though slightly higher for school employees.

Total Retirement for Other Sample Employees

With the supplemental income provided to early retirees in the Fairfax plans, the value of the
benefit to employees who retire early is much superior to the comparator group.
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Age 55 with 25 Years of Service / Salary $65,000

Combined Employee DB and Medical Plan
Age 55 with 25 Years, $65,000
(employee contribution below line)

] $600 1 B Eee Medical

é 5500 i W Eee Pensvion

= M Eer Medical

$400 A H Eer Pension

Average Non-Fairfax
$300 -
$200 -
$100 -
$_ o
$(100) 1
$(200) -
$(300) A
$(400) -
Fairfax Fairfax Fairfax VRS| VRSIl Alex Arling Loudoun Mont PG PW Fed
A B PS

The Fairfax Employees’ Plans value for retirement income and retiree health care benefits is
better than all competitors with the benefits provided by Fairfax County being approximately
double the average benefit.

At ages where the supplement plays a lesser role, such as at age 65 retirement, the value of
Fairfax provided coverage is much closer to the average for the comparator group.

Age 65 with 25 Years of Service / Salary $65,000

Combined Employee DB and Medical Plan
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There are a number of plans that exceed the employer value of the Fairfax Plan — Arlington,
Prince George’s, and the Federal Plan. The average benefit provided by Fairfax County for
retirement income and retiree health care is about 6-8% higher than the comparator average
and the employee contributions are very near the average.

The results for the school employee example, $35,000 in pay, are shown in Appendix F and
basically follow the same pattern.
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SECTION VII

BENCHMARKING RESULTS:
POLICE OFFICERS—RETIREMENT PLANS

This section reviews the approach and results of our competitive benchmarking of the Fairfax
County retirement plans for police officers. Each of the comparators has chosen to maintain
plans similar to those sponsored by Fairfax County. The comparators are (retirement income
plan in parentheses):

Commonwealth of Virginia (VRS SPORS [pre and post 7/1/10])

City of Alexandria (Firefighters and Police Officer’s)

Arlington County (Employees’ Retirement System)

Loudoun County (VRS plus Hazardous Duty Supplement)

Montgomery County (Mandatory Integrated Sworn Police Personnel)

Prince George’s County (Police Pension Plan)

Prince William County (VRS, Hazardous Duty Supplement, and County
Supplemental Plan)

Federal (FERS and TSP)

Comparing Benefits

A summary of each plan benefit as we valued it is included in Appendix G. There were some
special issues in comparing retirement income benefits. We handled these as follows:

Several of the plans are defined contribution or provide benefits that mimic a
defined contribution plan.

Not all police officers are covered by the Social Security system. All of the
systems evaluated with the exception of Fairfax County and Prince George’s
County participate in the Social Security System. We compensated for this by
treating Social Security benefits provided by other counties as an additional
pension plan. Since there is not a clear link between contributions that an
employer or employee make to the Social Security system and the benefits that
the employee receives, we have based the values shown on the estimated
benefit payable by the Social Security system. Since employers and employees
pay equally into the system, we treated 50% of the total benefit value as an
employer-provided benefits and the other 50% as paid for by the employee.

Social Security itself can be evaluated in differing ways. Benefits under the
system are based on the average covered wages over a 35 year period. Typically,

FAIRFAX COUNTY POST-RETIREMENT BENEFITS REVIEW

CONSULTING Am .
GROUP Hewitt

38



police officers have a significantly shorter work history in their primary job. We
used the benefit that would be earned only with the salary earned over the
period of employment with Fairfax (26 years) so the average salary is somewhat
lower than what we would assume for a career employee with similar earnings
in a non-police job.

Many police officers continue working, most often in Social Security covered
employment after their police careers are over. Some also have Social Security
covered employment prior to their police careers. Social Security benefits are
front loaded, providing higher benefits for low wage earners and proportionately
lower benefits for higher wage earners. We did not account for any Social
Security benefits earned by Fairfax employees after they worked for the County
and have not adjusted the benefits paid under the other systems to reflect Social
Security-covered employment before or after the modeled 26-year period. In
that way we have been relatively conservative in the evaluation of Social Security
benefit paid.

Finally, police officers generally retire at younger ages so any employee retiring
now will likely be born in 1960 or later and have age 67 as their Social Security
normal retirement age. Since age 62 is the most common age to begin receipt of
Social Security benefits, we assumed the benefit would be paid at that age.
Benefits payable before age 67 are reduced so that benefits payable between 62
and 67 would not have a significantly different value.

We used a salary of $90,000 for Police Officers calculations. This is significantly
higher than that used for the General Employee calculation, $65,000. This is
qguite common in governmental groups that have public safety plans. The
general population covers a wide range of job positions with considerable
variation in salary, while the police plans tend to have more uniform and more
highly paid participants.

In general police officers retire at significantly earlier ages than their general
employee counterparts. Benefit levels and designed retirement eligibility reflect
this, as does the reference employee whose benefit is illustrated below.

Most of the programs whose members are also covered by Social Security
provide temporary payments between retirement age and Social Security
eligibility (either earliest age or full age). While such “bridging” payments are
uncommon among the comparator group for general employees, they are the
norm for plans covering police officers due to their younger retirement ages.
This temporary payment is referred to under the VRS system as the hazardous
duty supplement when applied to police officers working as employees of
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participating jurisdictions. Note that the separate SPORS plan is only available to
State employees.

e The plans covering police officers have differing averaging periods for the salary
portion of the benefit and cost-of-living provisions vary. In particular the Prince
George’s County plan has a different cost-of-living provision, based on an
increasing fixed dollar amount rather than a percentage increase.

To provide apples-to-apples comparisons, we continue to use a lump-sum present value
approach. In basic terms, a present value converts a number of payments in the future to a
value today. That amount of money, invested at a rate of return called the discount rate, would
provide all those payments in the future with nothing left at the end.

We also continue to use the current plan benefit in our comparisons. Over time the benefits at
Fairfax County have changed, and there have been changes at most comparators. The impact
of those changes (in benefit levels and contribution rates, for example) is not captured in these
values. The results, while based on employees retiring in the current year, should be thought of
as the value of the current plan structure and the relative values as a benefit payable to an
employee who will retire in the future having worked under the current plan the entire time.

The approach taken in this section is the same as described in Section IV — the General
Employees’ Plan. The only addition is the row showing the value of Social Security for those
comparators who provide Social Security to their police officers.

The Fairfax County Retirement Plan
We compared Fairfax County benefits for police officers to the comparator group on a present

value basis, using the assumptions noted in Section Ill and a salary of $90,000. Here are the
graphical results for an employee who is age 51 with 26 years of service and a salary of $90,000.
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Age 51 with 26 Years of Service / Salary $90,000

Police DB Plan - Employer Value of Benefit at Retirement
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As can be seen, the Fairfax County benefits are competitive with a total value of $1,050,000,
essentially equivalent to VRS/SPORS | and lower than the Federal Plans, valued at $1,210,000.
The Fairfax County plan is within approximately $50,000 or 5% of the average of the
comparator group. Note that this is most similar to the comparison for Fairfax Employees’ Plan
at age 65 when the Social Security bridging payments were at their lowest value. This is
reflective of such bridging payments being common among plans covering police officers.

Note that the value of Social Security benefits as shown are relatively small in comparison to
employer-sponsored plans. This is in part due to the deferred nature of these benefits. The
reference employee retires at age 51 but may not begin to collect Social Security payments
until age 62 at the earliest. For example, the basic VRS Il benefit will pay approximately
$40,000 per year, without regard to the hazardous duty supplement, while the estimated Social
Security benefit is approximately $25,000 per year beginning at age 62. The employer-funded
Social Security payments are $12,500, or about 31% of the basic benefit. Due to the hazardous
duty supplement in VRS and the eleven-year delay in Social Security, the current value of the
Social Security payment is significantly less than 31% of the value of the total benefit.
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When we focus on the values broken into the Fairfax County provided piece and the employee
provided piece, the results are:

Age 51 with 26 Years of Service / Salary $90,000

Police DB Plan - Employer Value of Benefit at Retirement
(employee contribution value in red)
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Arlington County and the Federal Plans have the highest employer-provided benefits at
$765,000 and $905,000, respectively. Fairfax County, with value of $670,000 is 3% below the
$690,000 average. Note that the benefit values are much more consistent for police officers
than for general employees.

The highest value comparator is the Federal Government’s Law Enforcement Officers and the
additional value is largely because in addition to a competitive defined benefit pension plan,
those employees are eligible for a rich matching contribution in the Federal Thrift Savings Plan
(TSP). The TSP represents $190,000 in employer-paid value to the Federal retiree so the
defined benefit portion of the benefit package by itself is slightly below average.

The lowest value comparator is the Prince George’s County plan and the lower value is largely
due to that plan’s fixed dollar cost of living adjustment rather than the more common annual
percentage increase. The basic annual benefit is very comparable (about 2% larger) to that
offered by Fairfax County. However, the Fairfax County plan cost of living adjustment has a
value which is more than $200,000 greater than that offered by the Prince George’s County
plan.

Aside from those two outliers, all plans have a value within 12% of the average.
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Other Age and Salary Combinations

Police officers tend to retire in a relatively narrow band of age and service combinations. The
retirement assumption used in Fairfax County’s actuarial valuation of the Police Officers
Retirement System is completely based on service. The percentage varies after 25 years of
service, but approximately two-thirds of officers are assumed to retire during either their 25"
or 26" year and less than 1% are assumed to remain past their 30" year. Also, as mentioned
elsewhere, most of the plans covering police officers offer Social Security bridging payments.
For these reasons we have not prepared illustrations showing other combinations of age and
service.

Retiree Health Care Plans

We have followed the methods laid out in Section V for benchmarking retiree health care plans
for police officers. In all cases but one, police officers receive the same benefits and pay the
same contributions as retirees who were former general employees. As indicated in Section V,
Prince George’s County charges retired police officers a lower rate than retired general
employees for pharmacy benefits.

Age 51 with 26 Years of Service

Present Value - Age 51 - 26 Years of Service - Retiree Only
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The value of retiree health care for police retirees differs more in employer contributions than
the underlying benefit structure itself. For reasons more fully described in Section V, the
benefits provided by the Commonwealth of Virginia, Loudoun County and Prince William
County are not directly comparable in total due to their structure, although they are definitely
comparable in employer cost.

Aside from those three, the remaining seven comparators have total value of benefits all within
10% of the $175,000 average. In particular, Fairfax County’s plan and the Federal plan have a
total plan value within 0.2% of each other but the results clearly show a difference in
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contribution strategy. While the overall benefit available to Fairfax County police retirees is
very similar to the comparator group, the $76,000 portion of that cost that Fairfax County pays
is approximately 81% of the $93,500 that the comparator group pays.

Overall
Age 51 with 26 Years of Service / Salary $90,000
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When both retirement income and retiree health benefits for police officers are combined, the
results are in a relatively narrow band across the comparator group. The retirement income
portion of the analysis is a dominant feature and the combined results show a similar result to
the retirement income plans alone.

The Federal plans continue to have the highest value, again due to the robust Thrift Savings
defined contribution plan that supplements the Federal Employees Retirement System. Fairfax
County’s police retirees have an employer-provided benefit value of $745,000 that is slightly
below the $780,000 average of the comparator group.
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SECTION Vi
BENCHMARKING RESULTS:
UNIFORMED EMPLOYEES—RETIREMENT PLANS

This section reviews the approach and results of our competitive benchmarking of the Fairfax
County retirement plan for uniformed employees (Plan D). Each of the comparators has chosen
to maintain plans similar to those sponsored by Fairfax County. The comparators are
(retirement income plan in parentheses):

Commonwealth of Virginia — (VRS SPORS [pre and post 7/1/10])

City of Alexandria (Firefighters and Police Officer’s)

Arlington County (Employees’ Retirement System)

Loudoun County (VRS plus Hazardous Duty Supplement)

Montgomery County (Mandatory Integrated Sworn Fire Personnel)

Prince George’s County (Fire Service Pension Plan)

Prince William County (VRS, Hazardous Duty Supplement, and County
Supplemental Plan)

Federal (FERS and TSP)

Comparing Benefits

A summary of each plan benefit as we valued it is included in Appendix H. There were some
special issues in comparing retirement income benefits. We handled these as follows:

Many of the plans covering uniformed employees are the same as plans covering
police officers. Other than Fairfax County, only Montgomery County and Prince
George’s County in the comparator group differentiate between police and
uniformed personnel.

We have not attempted to account for every class of employee and every job
category. Different comparator jurisdictions may treat subsections of the
members of Fairfax County’s uniformed population differently than presented
here. These results should be thought of as primarily applicable to the Fire and
Rescue Department which represents the largest group covered by the Fairfax
County Uniformed Retirement System.

Several of the plans are defined contribution or provide benefits that mimic a
defined contribution plan.

FAIRFAX COUNTY POST-RETIREMENT BENEFITS REVIEW 45

CONSULTING Aw .
GROUP Hewitt



e In general uniformed employees retire at significantly earlier ages than their
general employee counterparts. Benefit levels and designed retirement
eligibility reflect this, as does the reference employee whose benefit is illustrated
below.

e We used a salary of $90,000 for the Uniformed calculations. This salary was
chosen to be consistent with the Police Officers calculation as we were told that
the pay structures were reasonably consistent. We note, however, that the
actual Uniformed salary we calculated for recent retirees was about $7,000
higher than the corresponding Police Officers salaries. While our results would
not change (the benefits would all be proportional across all plans), this might be
an area for the County to review.

e Most of the programs provide temporary payments between retirement age and
Social Security eligibility (either earliest age or full age). While such “bridging”
payments are uncommon among the comparator group for general employees,
they are the norm for plans covering uniformed employees due to their younger
retirement ages.

To provide apples-to-apples comparisons, we continue to use a lump-sum present value
approach. In basic terms, a present value converts a number of payments in the future to a
value today. That amount of money, invested at a rate of return called the discount rate, would
provide all those payments in the future with nothing left at the end.

We also continue to use the current plan benefit in our comparisons. Over time the benefits at
Fairfax County have changed, and there have been changes at most comparators. The impact
of those changes (in benefit levels and contribution rates, for example) is not captured in these
values. The results, while based on employees retiring in the current year, should be thought of
as the value of the current plan structure and the relative values as a benefit payable to an
employee who will retire in the future having worked under the current plan the entire time.

The approach taken in this section is the same as described in Section IV — the Fairfax
Employees’ Plan.

The Fairfax County Retirement Plan

We compared Fairfax County benefits for uniformed employees to the comparator group on a
present value basis, using the assumptions noted in Section lll and a salary of $90,000. Here
are the graphical results for an employee who is age 52 with 26 years of service and a salary of
$90,000.
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Age 52 with 26 Years of Service / Salary $90,000

Uniformed DB Plan - Employer Value of Benefit at Retirement
(employee contribution value in red)
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As can be seen, the Fairfax County benefits are again strong with a total value of $995,000, only
lower than the Federal Plans, valued at $1,135,000. The Fairfax County plan exceeds the
$865,000 average of the comparator group by 15%. Note that this percentage, while slightly
higher than for the police officers, is still similar to the comparison for General Employees at
age 65 when the Social Security bridging payments were at their lowest value.

When we focus on the values broken into the Fairfax County provided piece and the employee
provided piece, the results are:
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The Federal Plans have the highest employer-provided benefits at $895,000. Fairfax County,
with value of $725,000 is 15% above the $620,000 average and represents the highest value
benefits aside from the Federal Plans. Note that while the benefit values are much more
consistent for uniformed employees than for general employees, they are not quite as
consistent as for police officers. Also note, when comparing to the police officers analysis in the
previous section, all of the uniformed employees participate in Social Security so we have
removed that as a variable in the analysis.

The highest value comparator remains the Federal Government’s Law Enforcement Officers,
again due to the matching contribution in the Federal Thrift Savings Plan (TSP).

The lowest value comparator is the Prince William County plan. While that plan is similar to
VRS and Loudoun County, the additional supplement provided is offset by larger employee
contributions. The Prince George’s County plan continues to show a low value due to the lack
of a percentage-based cost of living adjustment.

Other Age and Salary Combinations

Uniformed employees tend to retire in a relatively narrow band of age and service
combinations. The retirement assumption used in Fairfax County’s actuarial valuation of the
Uniformed Retirement System is completely based on service. The percentage varies after 24
years of service, but approximately 58% of uniformed employees are assumed to retire during
by the end of their 25t year and less than 5% are assumed to remain past their 30t year. Also,
as mentioned elsewhere, most of the plans covering uniformed personnel offer Social Security
bridging payments. For these reasons we have not prepared illustrations showing other
combinations of age and service.

Retiree Health Care Plans

We have followed the methods laid out in Section V for benchmarking retiree health care plans
for uniformed employees. In all cases but one, uniformed employees receive the same benefits
and pay the same contributions as retirees who were former general employees. As indicated
in Section V, Prince George’s County charges retired uniformed employees a lower rate than
retired general employees for pharmacy benefits.
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Age 52 with 26 Years of Service

Present Value - Age 52 - 26 Years of Service - Retiree Only
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The value of retiree health care for uniformed retirees is very close to the value presented in
the previous section for police retirees. In each case the underlying plan and contribution
structure is identical. Values are slightly lower in total due to the reference uniformed retiree
being one year older than the reference police retiree.

Aside from those Commonwealth of Virginia, Loudoun and Prince William outliers, the
remaining comparators have total value of benefits all within 10% of the $170,000 average.
Contrasting Fairfax County with the Federal plan again gives a good example of the differing
contribution policies. The Fairfax county retiree contribution is approximately 82% of the
average for the comparator group.

Overall
Age 52 with 26 Years of Service / Salary $90,000
Combined Uniformed DB and Medical Plan
Age 52 with 26 Years, $90,000
(employee contribution below line)
g 1,200 7 B Eee Medical
£ 1,000 ] coencs
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When both retirement income and retiree health benefits for uniformed employees are
combined, similar to the police officers, the results are in a relatively narrow band across the
comparator group. The retirement income portion of the analysis is still the dominant feature
and the combined results show a similar result to the retirement income plans alone.

The Federal plans continue to have the highest value, again due to the robust Thrift Savings
defined contribution plan that supplements the Federal Employees Retirement System. Fairfax
County’s uniformed retirees come in at the second-highest employer-provided benefit value of
$805,000 that is about 15% higher than the $700,000 average of the comparator group.
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SECTION IX
INCOME NEEDS AT RETIREMENT

When an employee retires, pay stops and the employee must begin using the financial
resources accumulated during active work. These resources include pension plans, defined
contribution accounts such as 401(k), 457, 403(b) or IRAs; Social Security; and personal savings
including inheritances.

A person’s financial needs decrease at retirement. Broadly speaking, need here is defined as
the amount of income a retiree needs to maintain his or her preretirement standard of living
after retirement. Several of the factors that might affect a change in financial needs at
retirement include:

e Work related expenses are reduced

e Taxes, particularly payroll taxes for FICA/FUTA, are not paid from retirement
income

e Taxes paid from a lower income are less and there are post-65 added deductions

e The cost of raising a family should diminish

e Savings plans are completed (or abandoned)

e Medical costs may change — over 65 the employee will be covered by Medicare

e There may be some added costs due to travel in retirement, etc.

Obviously, the amount of income a person needs is going to vary by individual. However, we
can get a target income from the analysis of a large group of individuals. Over the past 25 years
Aon Hewitt has produced an analysis of postretirement income needs. The latest iteration of
this is the 2008 Replacement Ratio Study, a copy of which is in Appendix I.

The underlying data source for this Aon Hewitt report is the U.S. Department of Labor’s Bureau
of Labor Statistics’ Consumer Expenditure Survey (CES). This is essentially the same database
that is used to construct the Consumer Price Index and provides a broad look at income needs.

Note that we do not feel that this analysis is directly applicable to the police and uniformed
County employees. A separate analysis for those types of employees was not performed in the
broader Aon Hewitt Replacement Ratio Study and it is beyond the scope of this engagement to
identify the separate needs of that population. Examples of those separate needs are:

e Different tax situation, particularly with regard to payroll taxes
e Different family situations

e Broadly younger initial retirement ages

e Significantly higher likelihood of multiple careers
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The “Replacement Ratio” is the percentage of an employee’s salary that is needed after
retirement. Thus, if an employee has a needed replacement ratio of 85%, the employee will
need 85% of his pre-retirement income after he retires. For what is called the “Base Case” in
the Aon Hewitt report, the following are the needed replacement income levels at age 65.

Income Before From Private and | Replacement
Retirement | Social Security | Employer Plan Needed
$30,000 59% 31% 90%
$40,000 54% 31% 85%
$50,000 51% 30% 81%
$60,000 46% 32% 78%
$70,000 42% 35% 77%
$80,000 39% 38% 77%
$90,000 36% 42% 78%
$150,000 23% 61% 84%

These results are for a married individual as a sole wage earner. However, other family
situations required only minor adjustments to the replacement ratios so the single wage earner
table is used for analysis. Further adjustments can be made to these results, the primary of
which are for savings rates and medical costs.

Medical benefits — The County provides retiree health care medical benefits, though the
County contribution is capped. Over time there could be a need for employees to pay a larger
percentage of their retiree health premium (though for a pre-65 retiree there would be a
reduced cost at age 65.)

For this analysis we elected to use the Aon Hewitt Base Case results.

How the Fairfax County Employees’ Plan Meets Employee Need

We looked at a 25 year employee who retires at ages 55, 57, 60, 62, and 65. The Fairfax
Employees’ Plan provides for a supplemental benefit for early retirees equal to 1% of pay (up to
Social Security Covered Compensation) times service. This is paid until the employee’s Social
Security Normal Retirement Age (SSNRA). SSNRA is age 66 for those born in 1943 through 1954
and age 67 for those born in 1960 or later; a phase-in exists for years of birth between 1954
and 1960. We assumed that the supplemental benefits would be paid to age 66.

Based on the above table, an employee who earns $65,000 per year would have an income
need of approximately 78% of that salary, or $50,700. Similarly, an employee who earns
$35,000 would have an income need of approximately 88% of that salary, or $30,800. Let’s see
how the Fairfax plans meet that need.
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For the $65,000 employee with 25 years of service:
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The Plans provide a substantial, but not a full portion, of the need prior to age 66, but provide
benefits well in excess of need once Social Security Normal Retirement Age is met and Social
Security benefits begin.

It should be noted that this is true for any retirement age prior to age 66 as long as the
employee has 25 years of service. The Social Security benefit will be slightly higher as the
retirement date approaches age 66, but the general pattern will hold.

The employee could take Social Security benefits at age 62 to cover some of the shortfall prior
to 66 though that Social Security benefit will be lower for the employee’s lifetime. This option
is illustrated as follows, and shows that the benefits are still in excess of need once Social

Security begins:
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The story is similar for the employee who earns a $35,000 salary. The benefit structure for a 25
year employee, earning $35,000, and retiring prior to age 66 is illustrated as follows:

45,000

Plan B Plan A
40,000

35,000

Employee Need - $30,800

30,000

25,000 -
M Social Security
20,000 - H Supplement
H Benefit
15,000 -
10,000 -
5,000 -

Payable Payable Payable Payable
to 66 at 66 to 66 at 66

In each case the benefit is less than need prior to 66 and is greater after Social Security begins.
It should be noted that the value of the Fairfax benefit is in excess of the retirement need of the
employee on _a present value basis. This result is sensitive to the age selected — for this
example we use age 57.

For a $65,000 employee, the lifetime need of $50,700 annually is worth $739,000 based on a
7.5% discount rate and a 3% inflation rate. The value of the income benefits, including Fairfax
Plans is:

At age 57, 25 YOS, $65,000 salary Plan B Plan A
Present Value of the Social Security benefit $188,000 | $188,000
Present Value of the Supplement $116,000 | $116,000
Present Value of the Basic Benefit S469,000 | $422,000
Total Present Value $773,000 | $726,000
% of lifetime need provided 104.6% 98.2%

Thus Plan B meets and exceeds the need; Plan A provides 98% of the need. Note that these
numbers differ from our comparison chart because inflation is valued in each piece.
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At age 62 the lifetime need has a present value of $659,000. The Plans provide:

At age 62, 25 YOS, $65,000 salary Plan B Plan A
Present Value of the Social Security benefit | $279,000 | $279,000
Present Value of the Supplement $57,000 $57,000
Present Value of the Basic Benefit $419,000 | $377,000
Total Present Value $755,000 | $713,000
% of lifetime need provided 114.6% 108.2%

There may be some question of income timing but the Fairfax County Plans provide a benefit

that fully meets the employee income need if the employee has 25 years of service or more.
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SECTION X
DEFINED BENEFIT AND DEFINED CONTRIBUTION PLANS

The November, 2010 statement of work for the post-retirement benefits review for Fairfax
County included the requirement that we discuss among other potential changes to pension
programs whether the County should consider changing the current defined benefit (DB) plan
structure for new hires to either:

e A defined contribution (DC) structure, or
e A hybrid DB/DC structure.

As we discussed in some depth in Section Ill of this report, we do not believe that replacing the
defined benefit plan entirely with a defined contribution plan only, even for new hires, is a
viable option. The County might consider at some point making changes to the defined benefit
plan, however, freeing up resources to make the County’s current defined contribution plan
more attractive to employees.

The County currently maintains a defined contribution plan (the 457(b) plan) which allows
employees to save for their retirement on a tax-deferred basis. All contributions to that plan
are made by the employees out of their current income.

We discuss this option in more depth in Section XllI of this report, Options for Consideration. It
is useful here, however, to provide some background on some of the factors that would
influence the County’s consideration of such an option.

The Private Sector Contrasted with the Public Sector

While defined benefit plans remain largely the norm for state and local government employees
not only in the Commonwealth of Virginia but throughout the country that is not the case in the
private sector. In the private sector today there are virtually no new defined benefit plans
being formed, particularly among large employers. As the data we present below reflects,
many plans have also been terminated over the recent past. In addition, many of the plans
which remain have been frozen, so that there are no further benefit accruals for participants in
those plans.

So it is increasingly the norm in the private sector that a defined contribution plan is the
principal and often the only plan available to employees to save for their retirement.
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Why Maintain Retirement Plans At All?

The conventional reasons historically that have been cited for maintaining a retirement plan or
plans include these:

e Along with pay and other benefits and the work environment, properly
designed retirement plans provide incentives to help recruit and retain the
people that the employer needs;

e The objective is to maintain a competitive (i.e. market based) benefits and
pay package, taken as a whole;

e For some employers, an additional consideration is to assure that employees
who have served the employer over a career will have adequate resources
when it is time to retire. A defined benefit plan provides the best vehicle for
providing income to incent employees who are at the end of their productive
careers to retire, without raising age discrimination issues.

All three of these reasons apply if the proper comparators are other public sector employers.
Defined benefit plans remain the norm in the public sector, and are in place with all the public
employers with which we are comparing the value of Fairfax County pension benefits in this
report. As we pointed out earlier, only the District of Columbia maintains a defined
contribution plan only for its general employees, among governmental employers in the
Metropolitan area of which Fairfax County is a part. Montgomery County has a hybrid defined
benefit/defined contribution cash balance plan for its general employees. Both the District of
Columbia and Montgomery County have defined benefit plans for their police and uniformed
employees.

In the private sector however, the picture is very different. Twenty-five years ago, about a
third of working Americans in the private sector were covered under a defined benefit plan and
most of those also had access to a defined contribution plan, most commonly a 401(k) plan in
the private sector.

Both the rapid growth in defined contribution plans and the decline in defined benefit plans in
the private sector are illustrated in the graph below, representing data for large private sector
employers.
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Percentage of employers offering new hires each type of retirement income plan
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According to the March 2011 National Compensation Survey conducted by the Bureau of Labor
Statistics, one in five private sector workers have access to a defined benefit plan, and
McKinsey & Company has predicted that about half of defined benefit plans still in place will be
either frozen or terminated over the next five years. (While we agree that that is a likely
outcome in the private sector, we think that such a trend is far less likely in the public sector
where defined benefit plans remain the norm.)

Conversely, more than half of American private sector workers have access to defined
contribution plans and that proportion has grown steadily since the passage of IRC Section
401(k) in 1978. So a defined contribution plan is the only retirement plan available to
supplement Social Security for a large and growing proportion of American workers in the
private sector.

How Do Defined Benefit and Defined Contribution Plans Perform, in Meeting the
Income Replacement Needs of Career Employees?

We take as appropriate and sound the stated goal of Fairfax County’s Retirement Policy — 123
to produce adequate income at retirement to meet the financial security needs of career
employees. While it is possible to produce such an outcome under either a defined benefit
plan or defined contribution plan, or a combination of the two, the most efficient, least costly
way to assure a given level of income at retirement remains a defined benefit plan.

A defined benefit plan and a defined contribution plan will contribute to this eventual
outcome — adequate replacement of income at retirement —for career employees at very
different paces. The cost associated with the accumulating pension benefits under a defined
benefit plan is very low in the early years of an employee’s career but builds rapidly at the end
of that career. This effect is created both by the time value of money and the inflation
protection that is built into the final pay formula commonly used under defined benefit plans.

FAIRFAX COUNTY POST-RETIREMENT BENEFITS REVIEW 58

CONSULTING Am ;
GROUP Hewitt



For example — in one of our earlier illustrations we used an employee retiring at age 61 with 21
years of past service. When that employee was first hired, the value of the benefit earned in
his first year was worth 6.6% of pay (though his pay at that point was just about $30,000.) In
the year just prior to retirement — at age 60 — the benefit earned in that year was worth 52% of

pay.

While the cost of the retirement plan may appear relatively modest compared with these
individual costs that occurs because:

e the actuary spreads the cost of the fraction of the county’s workforce that
actually reach retirement over the pay of the whole workforce, and
e the employees are paying a portion of the cost.

In a defined contribution plan, on the other hand, generally 10% of pay is 10% of pay is 10% of
pay, regardless of the employee’s age or tenure.

There are various techniques in defined contribution plan design which can produce cost and
benefit outcomes closer to those of a defined benefit plan, such as increasing contributions
based on an employee’s age and/or service. However, none of those techniques are as efficient
in directing the bulk of the plan’s cost and ultimate benefit value to long term, career
employees as is the case with a defined benefit plan. These efficiencies come primarily from
two sources:

e More money is paid out in a defined contribution plan costing the same as a
defined benefit plan for employees who leave short of retirement, and especially
after relatively short service—that additional cost must come at the expense of
career employees, for any given level of cost assumed; and

e On average, employees in defined contribution plans earn about 1% less on their
invested funds than pension plan sponsors.® That doesn’t always reflect worse
choices on the part of participants generally, but does reflect the different time
horizon for investing for the pension plan sponsor versus that same
consideration for an individual participant in a defined contribution plan,
particularly as the participant nears retirement.

Of course, in a defined contribution plan participants will earn very different rates of return,
based both on the investment choices they make and change over time, and the particular time
frame over which they will make those choices. Making the right choices can be especially
problematic at and after retirement, when the individual still may have twenty or more years
over which the accumulated savings must last but is still at a point at which preservation of
principal becomes much more important.

! Please see the following link: http://www.towerswatson.com/united-states/newsletters/insider/3955
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In addition, opportunities for withdrawals and loans within these plans, and opportunities to
take lump sum payments on termination of employment, can interfere with the accumulation
of sufficient funds when they are needed at retirement to maintain the participant’s income
needs.

There are thus inevitable variations in securing adequate retirement income at the individual
participant level where a defined contribution plan is concerned, regardless of the plan
sponsor’s and the participants’ intentions, just because of the wide range of investment results
participants will realize. In a defined benefit plan, however, whatever replacement rate is
desired by the plan sponsor is exactly what is provided.

Moreover, in a defined contribution plan even if the amount contributed could on average
produce exactly the desired result relative to need for retirees, in practice half would retire
with more than they need and half with less, since the volatility associated with investment
results (good and bad) and other variables is absorbed by the participant rather than the plan
sponsor. The plan sponsor can amortize actuarial losses created by poor results, and reduce
contributions to take advantage of gains. That’s a luxury the participant does not have.

And finally, the value of a defined contribution plan to the participant is much more dependent
on when the employee decides to retire than in the case of a defined benefit plan. If the
participant decides to retire too early, he doesn’t have enough. If he retires later he can receive
much more than is needed. This effect is much more muted in a defined benefit plan.

An article which explores this subject in more depth is available at the following link:
http://www.contingencies.org/septoct07/trade.pdf

Thus, if an employer terminates a defined benefit plan (or makes the plan available only to
current participants) and moves the same level of contributions to a defined contribution plan,
the net effect will be to provide richer benefits to younger, short service employees (many of
whom will leave the employer far short of retirement) and lesser benefits to older, long service
employees. So the former would be winners in this reallocation of the employer’s commitment
to retirement income needs, and the latter would be losers.

If a replacement defined contribution plan were considered not just for new hires but for all
participants for Fairfax County or for any employer, this different pace of funding would
particularly harm participants approaching the end of their careers, and benefit employees with
short service and new participants by an offsetting amount.

Stated more simply and directly—to achieve any given level of income replacement at
retirement that the County wants to achieve for career employees will cost more in a purely
defined contribution approach than under the present defined benefit plans.
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Cash Balance Plans

The County also asked that we address the subject of hybrid plans in this report. The most
common form of such plans is a so-called cash balance plan. A cash balance plan is technically a
defined benefit plan, but a plan which expresses the benefit in terms that are more commonly
associated with defined contribution plans. As an example, such a plan might provide that the
employee’s benefit at retirement is the value of a hypothetical account which is the sum of:

e 5% of pay for each year of service for the employee; plus
e Interest credited at the one-year Treasury bill rate to the value of the account
each year.

While that value is expressed commonly as a lump sum amount, in fact it is a defined benefit
(whether or not the lump sum value is annuitized at retirement). As with all defined benefit
plans the plan sponsor makes the investment decisions with respect to plan assets and is
responsible for all the variables that affect plan cost, including actual investment results versus
assumed returns (and the stipulated return promised participants), mortality and turnover. In a
defined contribution plan, on the other hand, the employer cost is fixed as defined and those
elements of risk are assumed entirely by the participant.

Since a cash balance plan is a defined benefit plan, such a plan could be structured around any
schedule the employer desires with respect to the annual growth and interest crediting rate in
the value of participants’ accounts, but with a minimum benefit equal to the statutory standard
in the Virginia Code. That would ordinarily produce cost outcomes very similar to those of a
defined contribution plan with the same contribution schedule described as the addition to
account balances for each year of service, so long as those additions were sufficient to achieve
the income level required by the statute. Note that Montgomery County has adopted a hybrid
plan for county general employees.
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SECTION XI
THE DEFERRED RETIREMENT OPTION PROGRAM (DROP)

What is a DROP and what are the features of Fairfax County’s version?

Each of the three retirement systems that Fairfax County sponsors offer a Deferred Retirement
Option Program (DROP). The DROP features in each system are similar, with the differences
reflecting each system’s normal retirement date for unreduced pension benefits. The following
is a general description of the DROP in Fairfax County’s systems.

When an employee is eligible to retire with a normal unreduced pension benefit the employee
has three choices:

(1) retiring immediately or
(2) continuing in full regular employment, or
(3) electing the DROP.

By electing the DROP, an employee makes an irrevocable commitment to end his/her
employment no later than three years after the effective date of DROP election. This three year
period is referred to as the DROP period.

During the DROP period, for all purposes other than the retirement system, an employee is
treated as an active employee. However, further contributions to the Retirement System cease
and an employee ceases to earn additional service credit. During the DROP period the
retirement system treats the employee the same as any other retiree with two exceptions.
First, no deductions for benefits or taxes are withheld from the monthly benefit payment.
Second, rather than paying the benefit directly to the employee the plan credits the payment to
a DROP account on behalf of the employee. This account is credited with interest at 5% during
the DROP period.

At the beginning of the DROP period the employee is required to choose any Joint and Last
Survivor benefit option just as if electing a regular normal retirement. Any calculation or
adjustment of temporary additional Pre-Social Security Benefits that would have occurred
under a regular normal retirement is unaffected by DROP participation and is included in the
amount credited to the employee’s DROP account. For DROP periods beginning prior to age 62,
a DROP participant will receive the full amount of the available Pre-Social Security Benefit for
the entire 3-year period. Similarly, any cost-of-living adjustment that would have been paid
under a normal retirement is credited to the employee’s DROP account.
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In general, the DROP election is irrevocable. Only in the case of service-related death or
disability during the DROP period may an employee or employee’s beneficiary elect to cancel
the DROP retroactively. In addition, any sick leave that is carried into the DROP period (not
converted to service at the beginning of the DROP period) and any sick leave that is accrued
during the DROP period is not allowed to be converted into service credit for retirement
benefits.

An employee who elected the DROP may choose to end the DROP period prior to the
prescribed three-year period. The DROP period may also end early if the employee is
terminated during the DROP period. At the end of the DROP period, whether it lasts the full
three-year period or is ended early, monthly plan benefits will begin to be paid directly to the
employee, reflecting appropriate deductions.

The accumulated DROP account balance may be paid in full as a lump sum, either directly to the
retiree or as a rollover to a qualified plan or Individual Retirement Arrangement (IRA). The
retiree also has the option of converting the full DROP account balance or 50% of the balance
into an actuarially equivalent increase to the monthly benefit he/she receives. In the latter
case the remaining 50% is payable as a lump sum, again either directly to the retiree or as a
rollover.

Do Fairfax County Retirement System members use the DROP?

As of July 1, 2009 there were 342 members of the Fairfax Employees’ Plan who had elected the
DROP provision. Based on five-year age and service categories, among active employees, 184
were age 65 or older and an additional 162 were eligible for the DROP. Four hundred five more
are in age and service categories which may qualify them for the DROP. Thus, somewhere
between 688 and 1,093 employees were eligible for the DROP and between 31% and 50% had
chosen to participate.

As of July 1, 2009 there were 56 members of the Police Officer’s Retirement System who had
elected the DROP provision. Based on five-year age and service categories, among active
officers, 39 had more than 25 years of service and an additional 10 were at least age 55 with at
least 5 years of service. Thus, of 105 officers who were eligible for the DROP, 53% had chosen
to participate.

As of July 1, 2009 there were 94 members of the Uniformed Retirement System who had
elected into DROP. Based on five-year age and service categories, among active uniformed
employees, 106 had more than 25 years of service and an additional 23 were at least age 55
with at least 5 years of service. Thus, of 223 employees who are eligible for the DROP, 42%
have chosen to participate.
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What does it cost Fairfax County to provide the DROP?

It is difficult to establish the cost of a DROP due to many interconnected factors. While a full
analysis of the economic variables in a DROP is beyond the scope of this report, a discussion of
some ideas and factors such an analysis would consider is presented below.

Fairfax County’s program, based on its design alone, does not appear to have a large actuarial
imbalance between the cost of providing benefits under the DROP and the benefits that the
program pays. There are a number of typical sources of actuarial gains and losses, all of which
are relatively minor.

e Actuarial equivalence factors used to adjust DROP account balances to increased
annuity benefits may diverge over time from the plan’s valuation assumptions.

e The difference in the systems’ cash flow requirements may affect the
investments’ ability to achieve the assumed return.

e The investment results achieved by the system may be higher or lower than the
5% credited to DROP accounts.

e Retirees’ elections regarding receiving their DROP accounts as lump sum
payments or as increased annuity benefits may produce gains or losses over
time.

e Salary increase patterns may be different for those who have elected the DROP.

From the perspective of the retirement system, in its simplest form the DROP does not
generate an additional cost if the employee who enters the program would have retired under
the same circumstances on the same date in the absence of a DROP. If the employee would
have continued to work until the end of the DROP period regardless, then the System is likely to
have paid more in benefits under the program than it otherwise would have. This is particularly
true in the case of Pre-Social Security benefits under the Fairfax Employees’ Plan and the
Uniformed Retirement System.

From the perspective of the employer’s budget for active employees, if a fixed number of job
skills are required to perform the employer’s required function then ideally it would be cost
neutral to perform those functions with an existing employee compared to promoting or hiring
from outside the organization. In practice, hiring and promotion patterns are much more
complex. When employees enter DROP rather than retiring immediately, job skills are retained
and recruiting and training costs are diminished. At the same time, promotions, pay increases
and job growth for other staff are delayed and increased turnover among that group may
result. Also, employees who have entered their DROP period may not continue to show the
same level of job commitment if they have been enticed to stay on solely for financial reward.
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From the perspective of an employee/retiree the DROP may serve as an enticement to continue
service to the County. If the employee would otherwise have retired as of the beginning of the
DROP period, then the pay earned during the additional three years of work is significant. Even
if the employee would have retired and found similar employment elsewhere for three years,
avoiding a job search and other life disruptions has value. If the employee would otherwise
have retired as of the end of the DROP period, then there is value in the additional flexibility in
the benefit received from DROP payment options. The specifics of whether the net economic
value of three years of additional benefit accrual compared to three years of benefit payments
will vary based on individual circumstances.

All parties accrue some benefit from a DROP feature in the form of enhanced certainty in
retirement patterns. Employees can plan for their retirement with more certainty with
additional time and resources available to them. Employers can perform succession planning,
schedule training and recruitment and conduct staffing projections with more certainty. The
system will have more certainty regarding when payments from the plan must be made, but
will accrue less benefit than the other parties since uncertainty will emerge regarding entry into
the DROP and the form of DROP payment selected.

Is Fairfax County’s DROP benefit feature common?

While it is beyond the scope of this report to compile broad statistical information on the
prevalence of DROP features around the country, it is clear from a cursory review of the
available studies that DROP benefits are much more common among public safety and
uniformed employee plans than for general employee populations.

For example, in the study presented elsewhere in this report, of the local comparators selected
by Fairfax County, only one offers a DROP benefit to its general employees. By contrast, of the
three comparators with completely stand-alone plans for uniformed employees, all three offer
a DROP. The federal government’s plan does not have a similar feature for general or public
safety employees.

The Virginia Retirement System (VRS), and the two other comparators whose employees are
covered by it, offers a Partial Lump-sum Option Payment (PLOP) benefit feature. While similar
in appearance to a DROP, the PLOP feature is much less likely to result in economic variability
since the benefits paid at the end of the PLOP period are reduced by the actuarial equivalent of
the accumulated payments during the period. The VRS PLOP feature applies to both general
and public safety employees.
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SECTION XII
PLAN GOVERNANCE, OVERSIGHT INVESTMENT ISSUES

The management and governance of public retirement plans has drawn steadily increasing
scrutiny in recent years. Numerous studies, surveys, articles and reports have been published.
There is a great deal of consensus and in general these documents discuss plan management
and oversight, the structure of the body responsible for those functions and some methods
used for carrying out those functions. We will refer to this body here as the board or the
trustees, in keeping with the way this function is defined in Fairfax County.

Several entities have created documents with guidelines for effective governance. We have
specifically examined two such documents which we feel to be representative. The first was
published by the Government Finance Officers Association (GFOA) in 2010 titled GFOA Best
Practice, Governance of Public Employee Post-Retirement Benefit Systems. The second was
published by the Organisation for Economic Co-operation and Development (OECD) in 2009
titled OECD Guidelines for Pension Fund Governance. Both documents have been included in
Appendix J.

Historically, much of the thinking regarding plan governance has been focused on pension plans
and other retirement income plans. In general, the practices that have evolved for pension
plans are equally applicable to other (non-pension) post-employment benefits such as retiree
health care. Certain aspects of trustee education and the type of expert advice required are
different but the overarching principals are very similar and other than in certain specific
instances, we do not differentiate between pension and non-pension benefits in this section.
Similarly, to avoid repetition, unless specifically identified separately, the comments apply
equally to the separate retirement plans sponsored by Fairfax County.

The best practices and elements of effective plan governance relate to three primary functions.
The three are connected and must occur together to be at their best.

Documentation

Documentation begins with a firm understanding of the plan’s authority and
function, often found in authorizing legislation and plan documents, if separate.
The authority of the board itself may be separate and should be documented
along with any specifications or regulations regarding board membership and
trustee selection as well as any specific roles that individual trustees must
conform to. The operation of the plan itself should be well documented,
including any administrative procedures that are not explicit in more formal
documents. Procedures adopted as to the operation of the board, including the
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makeup and function of any subcommittees should be documented. There
should be stand-alone documents related to certain critical areas of board
responsibility such as the plan’s investment policy. Finally the actions of the
board should be documented fully through meeting minutes.

Action

Beginning with the selection of a trustee, certain principles must flow through all
board and individual trustee action. There is a primary duty to act prudently and
in the interest of plan participants and beneficiaries. That duty is best served by
knowledgeable trustees. The plan should offer and require robust orientation,
training and education programs for trustees. Such programs should include
knowledge specific to the plan and its particular situation but also general
knowledge about investments and other issues affecting plan management such
as new accounting initiatives. The selection of professional service providers
(investment advisors, accountants, actuaries, attorneys, etc.) must be performed
in an open and robust manner with ongoing monitoring of the quality and
efficiency of those services. It is also important to note that in some situations
inaction can be just as contrary to effective management as improper action and
trustees must be prepared to respond to emerging circumstances.

Reporting

In the United States there are robust reporting requirements for private
retirement plans as required by various pieces of legislation and regulation.
Public retirement plans have less specific requirements, but have a group of
interested parties and/or stakeholders that is at least as diverse as private plans.
Retirement plans should have open operations and robust reporting of
operational and financial dealings of the board. Examples of the type of
information that should be reported are:

e plan participant demographics (age, service, pay, pension benefits,
etc.)
e plan investment policy
e actual plan investments
e plan investment performance
e plan expenses
e members of plan governance bodies (boards, committees, etc.)
e employees of the plan
e any significant changes or actions by:
- the board/plan
- overseeing legislators and regulators
- participating employers
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- guidelines affecting supporting professionals (accountants,
attorneys, actuaries, investment professionals, etc.)

Governance procedures in place at Fairfax County’s plans meet the qualifications of good
governance outlined above. Documents and reports exist which provide thorough
documentation.

e Each system has a diverse board of trustees.
e Each system has adopted a robust Investment Policy Statement.

e There is periodic reporting of major plan news to both active and retired
participants.

e The reporting of plan operations in the Consolidated Annual Financial
Reports (CAFR) is broad and thorough, with particularly strong actuarial
reporting available.

It is our understanding that the operations of the plan have not had any significant deficiencies
identified. Such deficiencies often are identified at other plans through annual audits of the
CAFR, stand-alone operational audits or participant complaints/legal action.

The performance and management of the various plan’s investment portfolios has been well
managed by the trustees. There is significant transparency regarding the systems’ policies and
actions regarding plan investments. The performance of the portfolios relative to benchmarks
and peers has recently been among the leaders nationwide.

It is particularly notable that Investment results have been strong over the long term, with compound
annual returns over the last 30 years ranging from 9.5% to 10.3% for the three County retirement
systems.

For the 10 year period ending June 30, 2011, in the face of very difficult markets, annual compound
returns for all three systems were in the top 15% of the public fund universe. These results added $750
million in value over what would have been achieved with median public fund returns.

We should also note that the three plans are managed as completely separate entities and have
distinctly different needs in terms of their appropriate risk portfolio and corresponding asset
allocation decisions. These differences are important to recognize and it is necessary that each
system has the ability to manage its risk in the manner that its board recommends. There are,
however, additional economies of scale that can be achieved by the systems working more
closely together.
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In particular, the investment advisory role in which specific investment managers are selected
and monitored can be consolidated across the plans. This will allow the systems to take full
advantage of their combined size in leveraging that expertise. Once best in class managers
have been identified in the various asset classes that the systems’ investment policies indicate,
the three systems will retain the freedom to allocate among those managers according to
policies as their trustees see fit. This approach would be an additional enhancement to an
already well-run and critical function of the boards.
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SECTION Xl
OPTIONS FOR CONSIDERATION

Issues that Will Frame the Decision to Make Changes in the Retirement Plans

Before we proceed to a discussion of options that might be considered by Fairfax County to
make structural changes in the retirement plans (both retirement income and retiree health
benefit plans) we should note that such decisions require analysis and consideration in the
context of a number of fiscal and employee relations factors. Such factors include:

e What are the current and future fiscal requirements for the County? Is there an
immediate or impending need to reduce or re-allocate costs?

e Is the County’s total compensation program —wages plus benefits — where it
needs or should be, to remain competitive in the marketplace?

e Are there any current or expected recruitment and retention problems that
might be exacerbated by benefit reductions, or improved by a restructuring that
could make the plans more attractive over time?

e What is the current situation regarding relations between the County and the
organizations which represent employees?

e Are there current employee morale issues that must be taken into account?

e What has been the recent history with respect to wage adjustments, and is that
changing?

e How will the requirements of Virginia Code continue to be met with respect to
pension benefits?

With this background, we note below certain areas where we believe the County might at this
time consider making changes, and some additional factors that will bear on that consideration.
After further discussion with the County’s executive leadership, we can make more definitive
recommendations with the assurance that those recommendations are informed by a better
understanding of the overall fiscal and employee relations environment. That will help assure a
better outcome both for the County and employees, and the taxpayers whom you serve.
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The Retirement Plan Generally

We do not recommend that the County move toward reliance on either a defined contribution
plan or a cash balance plan as the cornerstone of providing for career employees’ income needs
at retirement. The reason, simply stated, is that the current approach is the most efficient way
to achieve the key results that are intended, as documented in the Retirement Policy, and to
comply most clearly with the requirements of the Virginia Code.

However, there are a number of factors that make the following worth considering—modifying
some features of the retirement income plan that make that plan generous relative to the
comparator jurisdictions with which Fairfax County competes for talent, and using some or all
of the savings to improve other elements of the retirement plan package taken as a whole.

Fairfax County currently maintains a defined contribution plan in the form of the 457 plan,
which is available to all County employees. If at some point the County wished to restructure
the retirement program in recognition of the relative generosity of the present defined benefit
plans — or in response to the changing competitive landscape for retirement programs in the
future — such a restructuring could potentially revolve around either or both of the following
options:

e Increasing the visibility and participation in the 457 plan through a matching
contribution and/or a basic contribution which would not be contingent on
employee contributions; and

e Increasing the County’s explicit subsidy toward the cost of retiree health
benefits. The latter option would also create greater tax efficiency, in that
County contributions toward the cost of retiree health care are never taxed,
which is not the case with benefits from the defined benefit plan or the 457 plan,
which are subject to tax.

Either or both options could be structured to create a cost neutral outcome or to create a
reduction in the County’s overall costs. Interestingly the most prominent example of such a
restructuring is provided by the Federal Government, in the phasing out of the Civil Service
Retirement System (CSRS) and the phasing in of the Federal Employees Retirement System
(FERS) which took place beginning January 1, 1984,

That restructuring involved the following elements:
e Federal employees for the first time were included in the Social Security system,

with the contributions required of all other participants in the system a central
part of the Social Security reforms adopted in 1983.
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e The Civil Service Retirement System was retained for employees and retirees
previously covered under that system, though employees were given the option
to join the new FERS plans.

e The defined benefit plan offered under FERS was a less generous plan than CSRS,
but also required no employee contributions, compared with the contributions
of 7% of pay or more under CSRS.

The Thrift Savings Plan (TSP) was added, and that plan provided both a basic (automatic)
contribution of 1% of pay, and a matching contribution formula that yields an additional 4% of
pay contribution for employees who contribute 5% of pay or more. Many employers in the
private sector who have retained a defined benefit plan have followed a similar approach,
restructuring the defined benefit plan to reduce the commitment to that plan, and taking a
portion (or all) of the savings to enhance the employer’s contributions to the defined
contribution plan, usually a 401(k) plan.

The prevalence of defined contribution plans in the private sector compared with defined
benefit plans has emerged for very good reasons, which benefit the employer as well as
employees. These include:

1. Defined contribution plans can be an effective vehicle for encouraging
employees to save for their own retirement. Such encouragement
includes typically a matching contribution (with the most common match
being 50% of the employee’s contributions up to a maximum percentage
of pay). In addition, some plans provide for a basic contribution of some
modest percentage of pay (similar to the automatic and matching
contributions under TSP).

2. Employees understand defined contribution plans better and many
employees simply like them better. Thus, for any given level of
contribution the employer makes to a defined contribution plan, a
common perception is that the employer gets a better return in
employee relations than for contributions to a defined benefit plan. That
is especially likely among younger employees, who are often more
mobile and who will benefit more relative to older, long service
employees under a defined contribution plan.

3. Under the withdrawal and loan rules that apply to defined contribution
plans, employees can tap their account balances for financial needs short
of retirement. This has two sides, of course, enhancing the popularity of
such plans but potentially detracting from their effectiveness in
accumulating the savings necessary for the employee to retire in
reasonable circumstances.
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4. Finally, the costs associated with defined contribution plans are highly
predictable and easy to budget with confidence. As we have pointed out
and the County has experienced, costs of a defined benefit plan are
volatile. While the objective is usually to fund the plan at a level
percentage of pay over time, and some smoothing techniques are
available to mitigate fluctuations in cost, fluctuations are to some degree
inevitable. Additionally there is a strong trend towards linking the
investment of the plan’s assets to the structure of the liabilities;
commonly referred to as Liability Driven Investment to further mitigate
volatility.

5. One other advantage commonly cited for defined contribution plans
versus defined benefit plans is their lower administrative costs. This
advantage is illusory. Both types of plans involve significant
administrative requirements and costs, and numerous studies have
shown that the administrative costs of defined contribution plans are
higher per participant and as a percentage of assets than the costs of
defined benefit plans. The cost of administering defined contribution
plans is often passed along to plan participants in asset charges and other
fees, however, which results in a kind of progressive taxation on the
accumulating savings of plan participants. That is the case currently with
respect to the County’s 457 plan, where the participant bears the cost
through asset charges and other fees levied against participant accounts.

If a restructuring along the lines described above were to be considered, the retirement
systems already in place could accommodate that restructuring, since they are already a
combination of the current defined benefit plan, the 457 plan and the post-retirement health
benefits plan available now to County employees. We have shown that the existing defined
benefit plans are of similar or greater value than the VRS, so there is capacity for some
structural change while still meeting the two-thirds statutory requirement.

Specific Areas where Costs of the Defined Benefit Plan Might be Reduced

As we have noted, the Fairfax County Retirement Plan for general employees is especially
generous when compared with the plans provided in the other jurisdictions selected for that
purpose. It is also interesting that the plan contains two particular unusual or more generous
features (compared with the other plans) that are essentially in tension:

e The Social Security supplement feature, which provides more generous benefits
for employees retiring before they are eligible for full Social Security benefits;
and
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e The DROP feature, which is not common in the plans for general employees in
the other jurisdictions.

The first feature encourages early retirement, and rewards generously those employees who do
retire early. The second feature is designed to offer an incentive for an employee not to retire
early, but to stay on beyond the point they otherwise would have intended to retire.

Since the first feature is a major contributor to the relative generosity of the general employees
plan compared with the plans of the other jurisdictions, it might well be considered for paring
back to reduce the costs (and the relative generosity) of that plan. If the County wished to
make that change in a way that was cost neutral, and did not involve in the aggregate reducing
benefits to County employees, that savings could then be redirected into matching and/or
automatic County contributions to the 457(b) plan.

This type of change could also be phased in, by maintaining the current Social Security
supplement for employees within a few years of retirement, and reducing it in stages for
employees who are further away from retirement. We are working with the County’s actuary
in refining these related suggestions around particular cost estimates, after further discussion
with the County’s executive leadership.

Such a change would ultimately eliminate the tension between the effects of the Social Security
supplement and the DROP feature, and have several other salutary effects:

e The combination plans would be more appealing to employees generally, and
especially to younger employees;

e This approach would reduce the relative generosity of the core defined benefit
plan compared with the peer group of public employers, without reducing the
County’s total commitment to retirement savings;

e The phasing in of the reduction produces a desirable symmetry between the
effect on employees near retirement, who would have little or no time to build
up meaningful balances in the enhanced 457(b) plan, and those with many more
years until retirement who would have ample time to replace the value of the
reduced Social Security supplement through their and the County’s contribution
to the 457(b) plan.

e A matching contribution would increase participation in the defined contribution
plan, which ultimately benefits both the County and the employees through
encouraging more employee savings for retirement income need (given the fiscal
strains that are ahead for Social Security, this is an especially important
consideration);
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e Those costs shifted to the defined contribution plan will be more predictable and
less volatile than if they remained within the current defined benefit plan.

e These changes would retain consistency with both the County’s Retirement
Income Policy and the requirements of the Virginia Code.

We also note that there is some exposure to the County in the way that the County’s sick leave
policy interacts with the defined benefit plan. In some cases, since the County does not limit
the amount of sick leave that can accumulate over a career, significant sick leave balances can
accrue. These significant balances can skew retirement benefits upwards for certain
individuals. Note that we do not see this as a problem with the plans themselves but rather as
a potential problem with the sick leave policy that impacts the defined benefit plan.

Practices at comparator jurisdictions vary, but in general they each have some limit to the
impact that sick leave accrual can have on pension benefits. Those limits range from not
recognizing accumulated sick leave at all (Federal government) to the VRS approach of allowing
retirees to purchase an actuarially equivalent annuity with a cash payout of their sick leave.

The defined benefit plans can be amended to eliminate or limit the sick leave that can be
applied to pension benefits. A best practice solution may involve some changes to the defined
benefit plan but would more properly focus on sick leave accumulation. There are a number of
innovative and integrated paid time off solutions that limit the accrual of extremely large time
off balances while balancing aspects of overall employee compensation, time off needs of
employees, health and disability management and other joint employee/employer concerns.

We believe that an integrated approach to paid time off and absence management will
significantly reduce the County’s retirement plan exposure to extremely large sick leave
balances but will also benefit the County and its employees in other ways.

Retiree Health Benefits

As we have noted in the body of this report, the retiree health benefits are not as generous
relative to the comparator employers as is the case with the County’s defined benefit plan. If
cost neutrality is in order, as we have pointed out another alternative would be to take any
savings generated from modifying benefits under the defined benefit plan, and apply those to
increasing the County’s share of contributions toward the cost of health benefits after
retirement.

As discussed, the principal advantage of this approach relative to improving the 457(b) plan is
that it creates the tax efficiency associated with the fact that the participant never pays taxes
on employer contributions to the health benefit plans.
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On balance, we would favor using any savings from modifications to the defined benefit plan to
improve the 457(b) plan. Part of the reason for this preference is that many public sector
employers have reduced (or are planning to reduce) their level of commitment to
post-retirement health benefits. We believe this trend is certain to continue, reflecting both
fiscal pressures on state and local governments and the provisions of the Affordable Care Act,
especially with respect to prescription drug benefits for Medicare eligible Americans. So
improving the County’s contributions to retiree health benefits would be moving against this
trend, which we would not recommend.

The Dynamics of Retirement Benefits in the Public Sector Going Forward

All of our public sector clients and public sector entities generally are facing budget challenges.
These challenges have been greatly compounded in the recent past by developments in the
retirement benefits arena, both with respect to defined benefit plans and retiree health
coverage. Those developments include challenging demographic changes, investment markets,
the increase in pension liabilities that have resulted from the continued decline in interest rates
in recent years, and the advent of GASB 45 State and local government employers generally,
including those whom we serve as clients within the greater metropolitan area, continue to
look for ways to reduce those costs while providing a meaningful and competitive benefit
package to their retirees. So, while we have prepared benchmarking on the basis of plans as
we know them to be for 2011, we also know that most employers — including state and local
government employers--are considering changes to these benefits and benchmarking results
may be very different in the future. A notable example of this trend is the recent decision by
the Maryland legislature to make significant changes in both the State’s defined benefit plan
and the retiree health benefit plan, including phasing out prescription drug coverage entirely by
2020 for Medicare eligible retirees.

With respect to retiree health benefits, most entities, including Fairfax County’s Benefits
Division, should consider over time:

e tighter eligibility for benefits, by increasing the age and service conditions
required for coverage, if the County finds that employees are not retiring as early
as they used to retire, or they are retiring from the County yet moving on to
other employment while continuing to draw on County benefits;

e increased cost share for services, including the consideration of lower premium,
high deductible health plans that provide more incentive for individuals to seek
the most appropriate treatment in the most appropriate setting at the best cost
for that treatment and provide partial funding for a Health Savings Account
(HSA) for individuals to spend on those costs of services;

e increases or changes in contributions for coverage, including the removal or
phase-out of the implicit subsidy in the rates charged to retirees for coverage;
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e alternatives for Medicare retiree drug benefits, to take advantage of increasing
subsidies from the Federal Government and manufacturer discounts on certain
brand name drugs; and

e how employer programs might mesh with the upcoming State health care
exchanges to provide coverage to pre-Medicare retirees to provide more choice
in benefit offerings and to allow pre-Medicare retirees to take advantage of
federal government subsidies for which they may qualify. Coordinating benefit
delivery through State exchanges would involve the use of health
reimbursement arrangements (HRAs) to reimburse retirees for purchase of
health coverage on the individual market.

We will continue to monitor developments in this area on behalf of Fairfax County and our
other state and local government clients, and to keep the County apprised as these factors in
the competitive environment influence the County’s future benefit considerations for both
active and retired employees. We look forward to refining our recommendations and the
options for the County’s plans after further discussion with the County’s executive leadership.
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Fairfax County Retirement Policy — January 2001

Retiree Medical Benefits

For most employees, the decision to retire is influenced by the availability of an appropriate level of income replacement
and affordable health care coverage. To support the notion of targeted benefits for career em ployees, the retiree medical
program should:

* Allow eligibility and commencement of some level of retiree medical benefits after 25 years of service for public safety
employees and starting at age 55 with at least 25 years of service for general employees.

* Provide a reduced subsidy once Medicare-eligibility age is reached.
= Continue to maintain the flat-dollar monthly subsidy design to retain cost control.

However, future additional subsidies should be designed to account for different levels of service (with the maximum subsidy
provided after 25 years of service) and for different levels of cost based on Medicare eligibility.

To be competitive among your peer group, matertal increases in the subsidy for pre-Medicare cligible benefits should be considered
for career employees, with significant reductions for employces retiring with less than 25 years of service.

Financial Balance

The County’s limiting factors in providing retirement benefits is the impact on the County’s financial resources and ability of
employees to contribute more. The target benefit Jevels should be measured against a normal cost of benefits without regard to
offsetting gains and losses. A relationship between the employer normal cost and the employee contribution should be identified and
maintained. Benefits should then be considered based on the aceeptable financial burden defined by the employer and employec
normal cost as well as the funded status to compare the long-term cost to short-term funded status when cost may be artificially low
due to recent favorable experience.

Improving retiree medical benefits could significantly increase the County’s financial obligation. The funding obligation for
retirement bepefits should include the future improvement in retiree medical benefits in aggregate to balance the commitment of
resources for cach program. Also, retiree medical benefit cost should be measured as a long-term liability rather than as a pay-as-you-
£o item.

Policy Committee

A Policy Commuittee made up of employee and employer representatives will be assembled to carry out the objectives of this policy.
The committee’s responsibilities include:

s Receive and consider requests for benefit changes.
= Achicve and maintain equal benefit levels at target career employment,
» Coordinate studics and analyze measurements defined in the policy to ensure periodic review of the policy objectives and practice.

= Balance the financial obligation of the retireraent plans with the long-term retiree medical obligations and maintain their alignment
with the policy objectives.

= Present recommendations to the County Executive and Board of Supervisors.

The Committee could include representatives from each of the boards, employee representation, human resources, fund administrator,
finance department and County management.
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Fairfax County Retirement Policy — January 2001
REVISED

Mission

As a progressive employer, Fairfax County strives to provide a responsible, tax efficient, competitive retirement program
as a significant source of financial security during retirement for career employees as well as valuable benefits for all
employces as recognition of their employment with the County.

Career Employee

A career employee is an employee eligible for career benefits. The term does not necessarily reflect the full working
career of an employee in our society, but more the full and sufficient contribution of service to the County for full-career
benefits. Carcer benefits means the level of retirement income the County supports as appropriate to meet the financial
security needs of its” career employees.

Public safety employees — including police, fire, other uniformed employees and support employecs — are targeted for a
career defined as completion of 25 years of service with the County. Public safety employees’ careers reflect the physical
demands of the job,

While a Supplemental Plan participant can retire as early as age 50, the target benefits for the Supplemental Plan at age 55
and 25 years of service will be used to address benefit comparability.

Benefit Levels

he goal for income placement at retirement is to replace disposable income — otherwisc considered net take home pay.
Usually this means replacing between 60 to 80% of final pay.

Current benefit levels targeted as take home pay for a single taxpayer after deductions for federal taxes, FICA taxes, and
employee contributions average 67% of final pay for all three groups of employees covered by the Supplemental Plan,
Uniformed Plan, and Police Plan. !t would make seuse for this to be the minimum target. General public policy is that
retirement benefits not be designed to exceed 100% of final pay at any point during retirement, including when Social
Security bencfits becoime payable.

Maintaining Purchasing Power

Provisions should be made to protect benefit purchasing power through periodic increases in retiree benefits to reflect
inflation. This should be done equally among retirees of the three plans.

Portability

Portability of benefits for people from other jurisdictions in Virginia typically results in very low service credits. This is a
particular issue with Supplemental Plan participants. Similar issues are not experienced to the same degree among most of
the employees covered by the Uniformed and Police Plans. Due to limitations under Virginia faw and the higher value of
Fairfax County benefits to other jurisdictions, new cmployees from other jurisdictions do not get much in terms of benefit
credits by transferring benefit credits.

The value of addressing portability appears to be limited under the current structure. The opportunity to provide more
favorable portability rules should be reviewed from time to time,

Attraction and Retention

While some jobs within the County may be highly competitive, the retirement program is not a critical component to meet
retention and attraction needs. However, this can become an issue and the opportunity to add some defined contribution
benefit alternatives should be addressed from tinie to time when other benefit enhancements are considered to enhance
benefits for shorter-service participants if needed because of retention issues.



Appendix B - Summary of General Employees Retirement Income Plans

Fairfax County

Fairfax County VRS VRS

Plan A Plan B Schools - ERFC Pre 7-1-10 Post 7-1-10

Basic Plan Formula Plan A - 1.8% x FAE-3 to Plan B - 2% x FAE-3 x VRS + .017 x FAE-3 x .017 x FAE-3 x
covered comp + 2% X FAE-3 service. Total then 0.8% x FAE x service service service

over cc. X serv. Final total
then increased by 3%.

Pre SSNRD benefit - 1% x
FAE-3 up to cc times service.
The total is then increased by

increased by 3%.

Pre SSNRD benefit - 1% x
FAE-3 up to cc times
service. The total is then
increased by 3%.

Plus $240 per year in
the 403b Plan

Plus $240 per year in
the 403b Plan

3%.
Maximum service counted Unlimited Unlimited Unlimited Unlimited Unlimited
Earnings include Base pay - no overtime Base pay - no overtime Base pay Base pay, no Base pay, no
overtime overtime
Averaging period 36 consecutive month 36 consecutive month High three years 36 consecutive 60 consecutive
average average months months
When full benefits paid 65/5 or A+S=80 years if age [65/5 or A+S=80 years if age|Age 60 with 5 years service, 65/5 or 50/30 SSNRA/5 or

50 or over

50 or over

or
30 years of service

age+service=90

ER Reductions

Age 50 and A+S =75
1/15, 1/30 prior to age 65

No pre SS benefit for ER

Age 50 and A+S=75
1/15, 1/30 prior to age 65

No pre SS benefit for ER

None - must reach age 60

At 55/5 = 6% per year
for the first 5 years,
then 4.8% per year
At 50/10, actuarially
reduced from 55/5

benefit

60/5, benefit is
reduced

Employee contributions

4.00% up to the Social
Security taxable wage base
and 5.33% above the SSWB

5.33% of compensation

4% of compensation

5% of pay, picked up
by employer
$480 per year for the
403b

5% of pay, picked up
by employer
$480 per year for the
403b

Cost-of-living increases

100% up to 4% (added 1%
possible with surplus)

100% up to 4% (added 1%
possible with surplus)

3%, regardless of actual
inflation (added 1% possible
with surplus)

First 3%, plus 1/2 of
the excess to a
maximum COLA of
5%

First 2%, plus 1/2 of
the excess to a
maximum COLA of
6%

Sick Leave Unused counts as service | Unused counts as service | Unused counts as service |Paid as cash. May be | Paid as cash. May be
(see Regulations 1.06C) used to purchase used to purchase
actuarial equivalent | actuarial equivalent
Source SPD SPD Plan Document SPD SPD
Vesti ng 5years 5 years 5 years 5 years 5 years

AMI Tewilt



Appendix B - Summary of General Employees Retirement Income Plans

Fairfax County

Alexandria
Supplemental to Arlington Loudoun County
Plan A Plan B VRS Chapter 46 Use VRS
Basic Plan Formula Plan A - 1.8% x FAE-3 to Plan B - 2% x FAE-3 x 0.80 x FAE-3 x service 1.7% x FAE-3 - maximum .017 x FAE-3 x
covered comp + 2% X FAE-3 service. Total then of 51% of FAE service
over cc. X serv. Final total increased by 3%. Plus, 4.2% defined contribution
then increased by 3%.
Pre SSNRD benefit - 1% x
Pre SSNRD benefit - 1% x FAE-3 up to cc times
FAE-3 up to cc times service.| service. The total is then
The total is then increased by increased by 3%.
3%.
Maximum service counted Unlimited Unlimited Unlimited 30 years Unlimited
Earnings include Base pay - no overtime Base pay - no overtime Annual Base Base pay as of 7/1/10 Base pay, no overtime
Compensation
Averaging period 36 consecutive month 36 consecutive month 3 Year 3 Year 36 consecutive
average average months
When full benefits paid 65/5 or A+S=80 years if age [65/5 or A+S=80 years if age 65, or 50/30 Age 62, Age + Service = 80 65/5 or 50/30

50 or over

50 or over

30 years service

ER Reductions

Age 50 and A+S =75
1/15, 1/30 prior to age 65

No pre SS benefit for ER

Age 50 and A+S=75
1/15, 1/30 prior to age 65

No pre SS benefit for ER

At 55/5, reduction is 1/15,

1/30

« Age 55 with 5 years of service
« Age 54 with 17 years of service
« Age 53 with 19 years of service
« Age 52 with 21 years of service
« Age 51 with 23 years of service
« Age 50 with 25 years of service
Reduced 6% per year before 62

At 55/5 = 6% per year
for the first 5 years,
then 4.8% per year
At 50/10, actuarially
reduced from 55/5

benefit

Employee contributions

4.00% up to the Social
Security taxable wage base
and 5.33% above the SSWB

5.33% of compensation

None - Considering 2%
contribution for
Supplemental

4% of pay

5% of pay, picked up
by employer

Cost-of-living increases 100% up to 4% (added 1% | 100% up to 4% (added 1% None First 3% of CPI-Urban plus half of First 3%, plus 1/2 of
possible with surplus) possible with surplus) increase from 3% to 12% up to the excess to a
maximum of 7.5%. maximum COLA of
5%

Sick Leave Unused counts as service Unused counts as service None Employees hired after 1/1/2001 only May be used to
receive service credit for purchase actuarial
accumulated sick leave equivalent

Source SPD SPD SPD Valuation Report, SPD SPD

Vesting 5years 5 years 5 years or age 60 5years 5years

AMI Tewilt




Appendix B - Summary of General Employees Retirement Income Plans

Fairfax County

Plan A

Plan B

Montgomery

Prince Georges
MD EPS

Prince William
Use VRS

Basic Plan Formula

Plan A - 1.8% x FAE-3 to
covered comp + 2% X FAE-3
over cc. X serv. Final total
then increased by 3%.

Pre SSNRD benefit - 1% x
FAE-3 up to cc times service.
The total is then increased by

Plan B - 2% x FAE-3 x
service. Total then
increased by 3%.

Pre SSNRD benefit - 1% x
FAE-3 up to cc times
service. The total is then
increased by 3%.

Defined contribution -
8% of pay with fixed
7.25% return

0.8% x FAE-3 up to CC,
1.5% over, times
service.
Supplemental = 1% of
FAE-3 times service

.017 x FAE-3 x service

3%.
Maximum service counted Unlimited Unlimited Unlimited Supplemental cap is 30 Unlimited
years
Earnings include Base pay - no overtime Base pay - no overtime Base Salary Base Salary Base pay, no overtime
Averaging period 36 consecutive month 36 consecutive month NA Three highest 36 consecutive months
average average consecutive
annual salaries

When full benefits paid 65/5 or A+S=80 years if age | 65/5 or A+S=80 years if age NA Age 62-65 with A+S=67 65/5 or 50/30

50 or over 50 or over or 30 years
ER Reductions Age 50 and A+S =75 Age 50 and A+S=75 NA 55/15, Reduced At 55/5 = 6% per year

1/15, 1/30 prior to age 65

No pre SS benefit for ER

1/15, 1/30 prior to age 65

No pre SS benefit for ER

6%lyear before age 62.
Max reduction is 42%

for the first 5 years,
then 4.8% per year
At 50/10, actuarially
reduced from 55/5
benefit

Employee contributions

4.00% up to the Social
Security taxable wage base
and 5.33% above the SSWB

5.33% of compensation

4% of regular earnings
up to the maximum
SSWB, plus 8% of
earnings above that

5% earnable
compensation
that exceeds SSWB +
50% cost of
supplemental (with
some exclusions)

5% of pay, picked up by
employer

Cost-of-living increases 100% up to 4% (added 1% | 100% up to 4% (added 1% NA 100% up to 3% of initial | First 3%, plus 1/2 of the
possible with surplus) possible with surplus) benefit, not excess to a maximum
compounded - COLA of 5%
Supplement - none
Sick Leave Unused counts as service Unused counts as service NA Unused counts as May be used to
service if direct purchase actuarial
retirement, does not equivalent
reduce ER factor
Source SPD SPD SPD SPD SPD
Vesti ng 5years 5 years 3 years 5 years 5 years

AMI Tewilt



Appendix B - Summary of General Employees Retirement Income Plans

Fairfax County

Plan A

Plan B

Federal Program - Defined
Benefit

Federal Program - Defined
Contribution

Basic Plan Formula

Plan A - 1.8% x FAE-3 to
covered comp + 2% X FAE-3
over cc. X serv. Final total
then increased by 3%.

Pre SSNRD benefit - 1% x
FAE-3 up to cc times service.
The total is then increased by

3%.

Plan B - 2% x FAE-3 x
service. Total then
increased by 3%.

Pre SSNRD benefit - 1% x
FAE-3 up to cc times
service. The total is then
increased by 3%.

1% of High-3 times service
If over 62/20, 1.1% time service
Supplement to 62 if any/30, 60/20 = SS
payable at age 62

Unmatched 1% of basic pay
Match is 100% first 3%, 50% next 2%

Maximum service counted

Unlimited

Unlimited

Unlimited

Unlimited

Earnings include

Base pay - no overtime

Base pay - no overtime

Basic pay only

Basic pay only

Averaging period 36 consecutive month 36 consecutive month High-3 Average Pay NA
average average
When full benefits paid 65/5 or A+S=80 years if age [65/5 or A+S=80 years if age 62/5, 60/20, any/30 NA
50 or over 50 or over
ER Reductions Age 50 and A+S =75 Age 50 and A+S=75 Variable between 55 and 57 (using 55) NA

1/15, 1/30 prior to age 65

No pre SS benefit for ER

1/15, 1/30 prior to age 65

No pre SS benefit for ER

with 10 years of service

Employee contributions

4.00% up to the Social
Security taxable wage base
and 5.33% above the SSWB

5.33% of compensation

The difference between 7% of basic pay
and Social Security’s OASDI tax rate, or
0.80%.

5% to get maximum match

Cost-of-living increases 100% up to 4% (added 1% | 100% up to 4% (added 1% Based on CPI, 100% of the first NA
possible with surplus) possible with surplus) 2%+amount above 2% less 1%
Sick Leave Unused counts as service Unused counts as service None NA
Source SPD SPD SPD SPD
Vesting 5 years 5 years 5 years 3 year for 1%, immediate for matching

AMI Tewilt



Appendix C — Numerical Results for Retirement Income Plans
Assumptions used for lllustrations

Assumption Use Value
Age/service/salary at retirement | As listed in each section Per Section
Interest rate Discounting present values of defined benefits, 7.5%

accumulating employee contributions, and
accumulating defined contribution plans
Salary scale Used to estimate salaries back to hire orto a 4%
future retirement date
Inflation Used to increase benefits after retirement in 3%
conformance with the plan provisions
Trend The rate of increase in the cost of medical Currently 9.25%
benefits in the future for pre-65
benefits and
7.25% for post-65.
Rates decline over
time, with a long
term assumption
of 5%.
CONSULTING
GROUP

AON tiewitt




Appendix C — Numerical Results for Retirement Income Plans
Assumptions used for lllustrations, continued

Here is a sample of the charts included in each benefit comparison.

Reference Employee

Age 61
Past Senice 21
Retirement Age 61

Base Salary 65,000

Total Salary 65,000

Results
Fairfax A Fairfax B
Basic Benefit 24,346 27,051
Value of Basic Benefit 251,352 279,280
Value of the Supplement 55,818 55,818
Value of C-O-L Provisions 76,433 84,573
Total Value of Benefit 383,602 419,671
Value of Employee Contributions 80,467 107,223
Employer Provided Value of Benefit 303,135 312,448

The top portion of the chart lists the specifics on the employee we are valuing — in this case the employee is age 61
with 21 years of past service. The employee earned $65,000 in his last year of employment — this is not his final
average earnings. That is determined in the various calculations by assuming a 4% back salary scale, resulting in a final
average earnings rate of $62,532 in the Fairfax plan, for example.

AON tiewitt



Appendix C — Numerical Results for Retirement Income Plans
Assumptions used for lllustrations, continued

The following is a description of the values shown for the Fairfax Plans and for each comparator.

Basic Benefit

This is the benefit calculated under the main formula of the plan in question.
In the case of Fairfax, for example, it is the benefit payable without regard to
any temporary supplement. In a few cases, the benefit is not shown. These
are generally defined contribution plans that do not provide for a fixed
benefit amount.

Value of the
Basic Benefit

This is the present value of the benefit. Itis important to note that this is the
basic benefit — there are no cost-of-living increases assumed nor is the value
of the supplement included.

Value of the If a plan provides a temporary supplement (as does the Fairfax employee

Supplement plan), this is the present value of that benefit, without the value of cost-of-
living increases.

Vale of C-O-L This is the present value of future increases in benefit due to increases

Provisions associated with a cost-of-living provision.

Total Value of
Benefit

The sum of the above pieces, this represents the amount of money needed,
invested at the discount rate to provide the benefits noted, including the
supplement and cost-of-living increases.

Value of This assumes employee contributions are accumulated at the discount rate
Employee (not the rate provided for in the plan) to retirement. It is the employee paid
Contributions portion of the value.

Employer This is the difference between the Total Value and the Value of Employee
Provided Value | Contributions. It represents the portion of the benefit provided by the

of Benefit employer.




Appendix C — Numerical Results for Retirement Income Plans

. $65,000 $35,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 61/21/$65,000

Reference Employee Economic Assumptions
Age 61 Discount rate - Pre Retirement - DB 7.50%
Past Senice 21 DC Investment Return 7.50%
Retirement Age 61 Salary Scale 4.00%
Base Salary 65,000 Inflation 3.00%
Total Salary 65,000 Lump Sum Conversions 7.50%
Results
Fairfax VRS VRS Prince Prince
Fairfax A | Fairfax B [ Schools** | Pre 7/1/10" [ Post 7/1/10"| Alexandria ** | Arlington * | Loudoun ** [ Montgomery [Georges ***| William ** | Federal
Basic Benefit 24,346 27,051 27,472 16,966 16,330 22,569 22,324 16,966 Def Cont 23,007 16,966 13,132
Value of Basic Benefit 251,352 279,280 283,618 210,682 204,117 233,001 314,964 175,160 241,402 237,523 175,160 | 336,741
Value of the Supplement 55,818 55,818 - - - - - - - - - 13,183
Value of C-O-L Provisions 76,433 84,573 72,647 41,033 39,495 41,033 67,180 [ 41,033 - 26,093 41,033 31,759
Total Value of Benefit 383,602 | 419,671 356,265 251,714 243,612 274,033 382,145 216,193 241,402 263,617 216,193 | 381,684
Value of Employee Contributions 80,467 107,223 181,052 124,266 124,266 100,584 80,467 100,584 80,467 45,191 100,584 | 116,678
Employer Provided Value of Benefit 303,135 312,448 175,213 127,449 119,347 173,449 301,677 115,608 160,935 218,426 115,608 | 265,006
* Note: the Arlington Value of Basic Benefit includes the value of a 4.2% defined contribution benefit. Non-Fairfax group
** Pre-7/1/10 VRS Benefit used - without 403(b) Average employer value 177,272
** Employee contributions for supplement assumed to be 1/3 of supplement value (PG) Average employee contribution 105,414
AVRS includes the 403b employer and employee contributions Average total Value 282,686

CONSULTING
GROUP 5 :H] it



Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 61/21/$65,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 61/21/$65,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 61/21/$35,000

Reference Employee

Economic Assumptions

Age 61 Discount rate - Pre Retirement - DB 7.50%
Past Senice 21 DC Investment Return 7.50%
Retirement Age 61 Salary Scale 4.00%
Base Salary 35,000 Inflation 3.00%
Total Salary 35,000 Lump Sum Conwersions 7.50%
Results
Fairfax VRS VRS Prince Prince
Fairfax A | Fairfax B | Schools** | Pre 7/1/10" | Post 7/1/10"| Alexandria ** | Arlington * | Loudoun ** Montgomery | Georges ***| William ** | Federal
Basic Benefit 13,110 14,566 14,792 9,136 8,793 12,152 12,021 9,136 Def Cont 12,388 9,136 7,071
Value of Basic Benefit 135,343 150,381 152,717 129,839 126,304 125,462 169,596 94,317 129,986 127,897 94,317 | 181,322
Value of the Supplement 30,056 30,056 - - - - - - - - - 8,948
Value of C-O-L Provisions 41,156 45,539 39,118 22,095 21,267 22,095 36,174 [ 22,095 - 14,050 22,095 17,101
Total Value of Benefit 206,555 225,977 191,835 151,933 147,571 147,556 205,770 116,411 129,986 141,947 116,411 | 207,371
Value of Employee Contributions 43,329 57,735 97,489 77,842 77,842 54,161 43,329 54,161 43,329 24,334 54,161 62,827
Employer Provided Value of Benefit 163,226 168,241 94,346 74,091 69,729 93,396 162,442 62,251 86,657 117,614 62,251 | 144,545
* Note: the Arlington Value of Basic Benefit includes the value of a 4.2% defined contribution benefit. Non-Fairfax group
** Pre-7/1/10 VRS Benefit used - without 403(b) Awverage employer value 96,732
** Employee contributions for supplement assumed to be 1/3 of supplement value (PG) Average employee contribution 58,947
Average total Value 155,679

AVRS includes the 403b employer and employee contributions




Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 61/21/$35,000
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Appendix C — Numerical Results for Retirement Income Plans

Employee Plan 61/21/$35,000
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Appendix C — Numerical Results for Retirement Income Plans

Employee Plan 63/18/$65,000

Reference Employee

Economic Assumptions

Age 63 Discount rate - Pre Retirement - DB 7.50%
Past Senice 18 DC Investment Return 7.50%
Retirement Age 63 Salary Scale 4.00%
Base Salary 65,000 Inflation 3.00%
Total Salary 65,000 Lump Sum Conversions 7.50%
Results
Fairfax VRS VRS Prince Prince
Fairfax A | Fairfax B | Schools** | Pre 7/1/10" | Post 7/1/10"| Alexandria ** | Arlington * | Loudoun ** Montgomery | Georges ***| William ** | Federal
Basic Benefit 20,868 23,187 25,843 16,839 15,103 20,740 19,135 16,839 Def Cont 20,260 16,839 11,256
Value of Basic Benefit 207,516 230,573 256,988 194,096 187,821 206,244 258,827 167,445 195,852 201,472 167,445 | 275,139
Value of the Supplement 30,932 30,932 - - - - - - - - - -
Value of C-O-L Provisions 57,856 64,186 61,605 37,022 35,635 37,022 52,238 [ 37,022 - 21,441 37,022 24,748
Total Value of Benefit 296,304 | 325,691 318,593 231,119 223,456 243,267 311,065 204,468 195,852 222,913 204,468 | 299,886
Value of Employee Contributions 65,284 86,991 146,889 99,372 99,372 81,605 65,284 81,605 65,284 37,310 81,605 94,662
Employer Provided Value of Benefit 231,020 | 238,700 171,704 131,746 124,084 161,662 245,781 122,863 130,568 185,604 122,863 | 205,225
* Note: the Arlington Value of Basic Benefit includes the value of a 4.2% defined contribution benefit. Non-Fairfax group
** Pre-7/1/10 VRS Benefit used - without 403(b) Awerage employer value 160,210
** Employee contributions for supplement assumed to be 1/3 of supplement value (PG) Average employee contribution 85,299
~AVRS includes the 403b employer and employee contributions Average total Value 245,509
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 63/18/$65,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 63/18/$65,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 63/18/$35,000

Reference Employee

Economic Assumptions

Age 63 Discount rate - Pre Retirement - DB 7.50%
Past Senice 18 DC Investment Return 7.50%
Retirement Age 63 Salary Scale 4.00%
Base Salary 35,000 Inflation 3.00%
Total Salary 35,000 Lump Sum Conversions 7.50%
Results
Fairfax VRS VRS Prince Prince
Fairfax A | Fairfax B | Schools** | Pre 7/1/10" | Post 7/1/10"| Alexandria ** | Arlington * | Loudoun ** Montgomery | Georges ***| William ** | Federal
Basic Benefit 11,237 12,485 13,916 9,067 8,132 11,168 10,303 9,067 Def Cont 10,909 9,067 6,061
Value of Basic Benefit 111,739 124,155 138,378 116,814 113,435 111,055 139,368 90,163 105,459 108,485 90,163 | 148,152
Value of the Supplement 16,656 16,656 - - - - - - - - - -
Value of C-O-L Provisions 31,153 34,561 33,172 19,935 19,188 19,935 28,128 [ 19,935 - 11,545 19,935 13,326
Total Value of Benefit 159,548 175,372 171,550 136,749 132,623 130,990 167,497 110,098 105,459 120,030 110,098 | 161,477
Value of Employee Contributions 35,153 46,841 79,094 61,709 61,709 43,941 35,153 43,941 35,153 20,090 43,941 50,972
Employer Provided Value of Benefit 124,395 128,531 92,456 75,040 70,914 87,049 132,344 66,157 70,306 99,940 66,157 | 110,506
* Note: the Arlington Value of Basic Benefit includes the value of a 4.2% defined contribution benefit. Non-Fairfax group
** Pre-7/1/10 VRS Benefit used - without 403(b) Awerage employer value 87,087
** Employee contributions for supplement assumed to be 1/3 of supplement value (PG) Average employee contribution 47,570
~AVRS includes the 403b employer and employee contributions Average total Value 134,657
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 63/18/$35,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 63/18/$35,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 55/25/$65,000

Reference Employee Economic Assumptions
Age 55 Discount rate - Pre Retirement - DB 7.50%
Past Senice 25 DC Investment Return 7.50%
Retirement Age 55 Salary Scale 4.00%
Base Salary 65,000 Inflation 3.00%
Total Salary 65,000 Lump Sum Conversions 7.50%
Results
Fairfax VRS VRS Prince Prince
Fairfax A | Fairfax B [ Schools** | Pre 7/1/10" [ Post 7/1/10"| Alexandria ** | Arlington * [ Loudoun ** [ Montgomery [Georges ***| William ** | Federal
Basic Benefit 28,984 32,204 18,603 18,603 - 26,941 26,576 18,603 Def Cont 22,887 18,603 9,067
Value of Basic Benefit 327,020 | 363,355 298,982 260,679 252,813 303,976 408,222 209,899 309,617 258,229 209,899 | 360,318
Value of the Supplement 121,364 121,364 - - - - - - - - - -
Value of C-O-L Provisions 128,772 141,164 83,883 57,166 55,024 57,166 102,264 [ 57,166 - 24,891 57,166 27,863
Total Value of Benefit 577,156 625,883 382,865 317,845 307,837 361,143 510,486 267,066 309,617 283,120 267,066 | 388,181
Value of Employee Contributions 103,206 137,522 232,213 162,860 162,860 129,007 103,206 129,007 103,206 58,795 129,007 | 149,648
Employer Provided Value of Benefit 473,950 | 488,362 150,652 154,985 144,977 232,136 407,281 138,058 206,412 224,325 138,058 | 238,533
* Note: the Arlington Value of Basic Benefit includes the value of a 4.2% defined contribution benefit. Non-Fairfax group
** Pre-7/1/10 VRS Benefit used - without 403(b) Average employer value 203,542
** Employee contributions for supplement assumed to be 1/3 of supplement value (PG) Average employee contribution 135,981
AVRS includes the 403b employer and employee contributions Average total Value 339,523

CONSULTING
GROUP 17 :H] it



Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 55/25/$65,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 55/25/$65,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 55/25/$35,000

Reference Employee Economic Assumptions
Age 55 Discount rate - Pre Retirement - DB 7.50%
Past Senice 25 DC Investment Return 7.50%
Retirement Age 55 Salary Scale 4.00%
Base Salary 35,000 Inflation 3.00%
Total Salary 35,000 Lump Sum Conwersions 7.50%
Results
Fairfax VRS VRS Prince Prince
Fairfax A | Fairfax B | Schools** | Pre 7/1/10" | Post 7/1/10"| Alexandria ** | Arlington * | Loudoun ** Montgomery | Georges ***| William ** | Federal
Basic Benefit 15,607 17,341 10,017 10,017 - 14,507 14,310 10,017 Def Cont 12,324 10,017 4,882
Value of Basic Benefit 176,087 195,653 160,990 163,802 159,567 163,680 219,812 113,023 166,717 139,046 113,023 | 194,018
Value of the Supplement 65,350 65,350 - - - - - - - - - -
Value of C-O-L Provisions 69,339 76,011 45,168 30,782 29,628 30,782 55,065 [ 30,782 - 13,403 30,782 15,003
Total Value of Benefit 310,776 337,014 206,158 194,584 189,195 194,462 274,877 143,805 166,717 152,449 143,805 | 209,021
Value of Employee Contributions 55,572 74,050 125,038 103,318 103,318 69,465 55,572 69,465 55,572 31,659 69,465 80,580
Employer Provided Value of Benefit 255,204 262,964 81,120 91,266 85,877 124,996 219,305 74,339 111,145 120,790 74,339 | 128,441
* Note: the Arlington Value of Basic Benefit includes the value of a 4.2% defined contribution benefit. Non-Fairfax group
** Pre-7/1/10 VRS Benefit used - without 403(b) Awverage employer value 111,162
*** Employee contributions for supplement assumed to be 1/3 of supplement value (PG) Average employee contribution 76,345
AVRS includes the 403b employer and employee contributions Average total Value 187,507
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 55/25/$35,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 55/25/$35,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 57/23/$65,000

Reference Employee

Economic Assumptions

Age 57 Discount rate - Pre Retirement - DB 7.50%
Past Senice 23 DC Investment Return 7.50%
Retirement Age 57 Salary Scale 4.00%
Base Salary 65,000 Inflation 3.00%
Total Salary 65,000 Lump Sum Conversions 7.50%
Results
Fairfax VRS VRS Prince Prince
Fairfax A | Fairfax B | Schools** | Pre 7/1/10" | Post 7/1/10"| Alexandria ** | Arlington * [ Loudoun ** | Montgomery | Georges ***| William ** | Federal
Basic Benefit 26,665 29,628 14,768 14,768 - 21,671 24,450 14,768 Def Cont 22,437 14,768 10,068
Value of Basic Benefit 293,194 | 325,771 258,007 204,979 198,894 238,287 364,873 162,379 274,381 246,700 162,379 | 339,350
Value of the Supplement 95,767 95,767 - - - - - - - - - -
Value of C-O-L Provisions 105,887 116,468 70,888 42,208 40,627 42,208 87,322 [ 42,208 - 25,536 42,208 28,775
Total Value of Benefit 494,847 538,005 328,895 247,187 239,520 280,495 452,196 204,588 274,381 272,236 204,588 | 368,125
Value of Employee Contributions 91,460 121,871 205,786 142,725 142,725 114,326 91,460 114,326 91,460 52,714 114,326 | 132,618
Employer Provided Value of Benefit 403,386 | 416,134 123,109 104,462 96,795 166,170 360,735 90,262 182,921 219,522 90,262 | 235,507
* Note: the Arlington Value of Basic Benefit includes the value of a 4.2% defined contribution benefit. Non-Fairfax group
** Pre-7/1/10 VRS Benefit used - without 403(b) Average employer value 166,975
*** Employee contributions for supplement assumed to be 1/3 of supplement value (PG) Average employee contribution 120,247
AVRS includes the 403b employer and employee contributions Average total Value 287,221
CONSULTING
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 57/23/$65,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 57/23/$65,000
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Appendix C — Numerical Results for Retirement Income Plans

Employee Plan 57/23/$35,000

Reference Employee

Economic Assumptions

Age 57 Discount rate - Pre Retirement - DB 7.50%
Past Senice 23 DC Investment Return 7.50%
Retirement Age 57 Salary Scale 4.00%
Base Salary 35,000 Inflation 3.00%
Total Salary 35,000 Lump Sum Conversions 7.50%
Results
Fairfax VRS VRS Prince Prince
Fairfax A | Fairfax B [ Schools** | Pre 7/1/10" [ Post 7/1/10"| Alexandria ** | Arlington * | Loudoun ** [ Montgomery [Georges ***| William ** | Federal
Basic Benefit 14,358 15,953 7,952 7,952 - 11,669 13,165 7,952 Def Cont 12,081 7,952 5,421
Value of Basic Benefit 157,873 175,415 138,927 130,035 126,758 128,308 196,470 87,435 147,744 132,839 87,435 | 182,727
Value of the Supplement 51,567 51,567 - - - - - - - - - -
Value of C-O-L Provisions 57,016 62,714 38,170 22,728 21,876 22,728 47,020 [ 22,728 - 13,750 22,728 15,494
Total Value of Benefit 266,456 289,695 177,097 152,762 148,634 151,036 243,490 110,163 147,744 146,589 110,163 | 198,221
Value of Employee Contributions 49,248 65,623 110,808 89,960 89,960 61,560 49,248 61,560 49,248 28,384 61,560 71,410
Employer Provided Value of Benefit 217,208 224,072 66,289 62,803 58,674 89,476 194,242 48,603 98,496 118,204 48,603 | 126,811
* Note: the Arlington Value of Basic Benefit includes the value of a 4.2% defined contribution benefit. Non-Fairfax group
** Pre-7/1/10 VRS Benefit used - without 403(b) Average employer value 91,220
** Employee contributions for supplement assumed to be 1/3 of supplement value (PG) Average employee contribution 67,370
AVRS includes the 403b employer and employee contributions Average total Value 158,590
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 57/23/$35,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 57/23/$35,000

$250

Thousands

$200

$150

$100

$50

Employee DB Plan - Employer Value of Benefit at Retirement
(employee contribution value inred)

Fairfax Fairfax Fairfax VRSI VRSIl Alex Arling Loudoun Mont PG

A B PS

P rm gaisyme

28



Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 65/25/$65,000

Reference Employee Economic Assumptions
Age 65 Discount rate - Pre Retirement - DB 7.50%
Past Senice 25 DC Investment Return 7.50%
Retirement Age 65 Salary Scale 4.00%
Base Salary 65,000 Inflation 3.00%
Total Salary 65,000 Lump Sum Conversions 7.50%
Results
Fairfax VRS VRS Prince Prince
Fairfax A | Fairfax B [ Schools** | Pre 7/1/10" [ Post 7/1/10"| Alexandria ** | Arlington * | Loudoun ** [ Montgomery [Georges ***| William ** | Federal
Basic Benefit 28,984 32,204 39,083 26,576 25,580 34,914 26,576 26,576 Def Cont 28,139 26,576 17,196
Value of Basic Benefit 276,423 307,137 372,739 304,242 294,744 332,984 361,829 253,463 309,617 268,372 253,463 | 422,020
Value of the Supplement 15,501 15,501 - - - - - - - - - -
Value of C-O-L Provisions 71,169 79,076 83,376 52,667 50,693 52,667 65,257 [ 52,667 - 26,581 52,667 34,079
Total Value of Benefit 363,092 | 401,714 456,115 356,909 345,437 385,651 427,086 306,130 309,617 294,953 306,130 | 456,098
Value of Employee Contributions 103,206 137,522 232,213 162,860 162,860 129,007 103,206 129,007 103,206 49,699 129,007 | 149,648
Employer Provided Value of Benefit 259,887 264,192 223,902 194,049 182,577 256,644 323,880 177,122 206,412 245,255 177,122 | 306,450
* Note: the Arlington Value of Basic Benefit includes the value of a 4.2% defined contribution benefit. Non-Fairfax group
** Pre-7/1/10 VRS Benefit used - without 403(b) Average employer value 229,341
** Employee contributions for supplement assumed to be 1/3 of supplement value (PG) Average employee contribution 135,071
AVRS includes the 403b employer and employee contributions Average total Value 364,413
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 65/25/$65,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 65/25/$65,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 65/25/$35,000

Reference Employee

Economic Assumptions

Age 65 Discount rate - Pre Retirement - DB 7.50%
Past Senice 25 DC Investment Return 7.50%
Retirement Age 65 Salary Scale 4.00%
Base Salary 35,000 Inflation 3.00%
Total Salary 35,000 Lump Sum Conversions 7.50%
Results
Fairfax VRS VRS Prince Prince
Fairfax A | Fairfax B [ Schools** | Pre 7/1/10" [ Post 7/1/10"| Alexandria ** | Arlington * | Loudoun ** [ Montgomery [Georges ***| William ** | Federal
Basic Benefit 15,607 17,341 21,044 14,310 13,774 18,800 14,310 14,310 Def Cont 15,152 14,310 9,260
Value of Basic Benefit 148,843 165,382 200,706 187,259 182,145 179,299 194,831 136,480 166,717 144,508 136,480 | 227,241
Value of the Supplement 8,346 8,346 - - - - - - - - - -
Value of C-O-L Provisions 38,322 42,579 44,895 28,359 27,296 28,359 35,138 [ 28,359 - 14,313 28,359 18,350
Total Value of Benefit 195,511 216,307 245,601 215,619 209,441 207,658 229,969 164,839 166,717 158,821 164,839 | 245,591
Value of Employee Contributions 55,572 74,050 125,038 103,318 103,318 69,465 55,572 69,465 55,572 26,761 69,465 80,580
Employer Provided Value of Benefit 139,939 142,257 120,563 112,300 106,123 138,193 174,397 95,374 111,145 132,060 95,374 | 165,012
* Note: the Arlington Value of Basic Benefit includes the value of a 4.2% defined contribution benefit. Non-Fairfax group
** Pre-7/1/10 VRS Benefit used - without 403(b) Average employer value 125,054
** Employee contributions for supplement assumed to be 1/3 of supplement value (PG) Average employee contribution 75,856
AVRS includes the 403b employer and employee contributions Average total Value 200,910
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 65/25/$35,000
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Appendix C — Numerical Results for Retirement Income Plans
Employee Plan 65/25/$35,000
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Appendix C — Pick Up Contribution Treated as Employer Contribution
Employee Plan 61/21/$65,000 — For lllustration Only

Reference Employee Economic Assumptions
Age 61 Discount rate - Pre Retirement - DB 7.50%
Past Senice 21 DC Investment Return 7.50%
Retirement Age 61 Salary Scale 4.00%
Base Salary 65,000 Inflation 3.00%
Total Salary 65,000 Lump Sum Conversions 7.50%
Results
Fairfax VRS VRS Prince Prince
Fairfax A | Fairfax B [ Schools** | Pre 7/1/10" [ Post 7/1/10"| Alexandria ** | Arlington * | Loudoun ** [ Montgomery [Georges ***| William ** | Federal
Basic Benefit 24,346 27,051 27,472 16,966 16,330 22,569 22,324 16,966 Def Cont 23,007 16,966 13,132
Value of Basic Benefit 251,352 279,280 283,618 210,682 204,117 233,001 314,964 175,160 241,402 237,523 175,160 | 336,741
Value of the Supplement 55,818 55,818 - - - - - - - - - 13,183
Value of C-O-L Provisions 76,433 84,573 72,647 41,033 39,495 41,033 67,180 [ 41,033 - 26,093 41,033 31,759
Total Value of Benefit 383,602 | 419,671 356,265 251,714 243,612 274,033 382,145 216,193 241,402 263,617 216,193 | 381,684
Value of Employee Contributions 80,467 107,223 80,467 23,681 23,681 - 80,467 - 80,467 45,191 - 116,678
Employer Provided Value of Benefit 303,135 | 312,448 275,798 228,033 219,931 274,033 301,677 216,193 160,935 218,426 216,193 | 265,006
* Note: the Arlington Value of Basic Benefit includes the value of a 4.2% defined contribution benefit. Non-Fairfax group
** Pre-7/1/10 VRS Benefit used - without 403(b) Average employer value 237,622
*** Employee contributions for supplement assumed to be 1/3 of supplement value (PG) Average employee contribution 45,063
AVRS includes the 403b employer and employee contributions Average total Value 282,686

This chart assumes all VRS defined benefit contributions are
treated as employer contributions.
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Appendix C — Pick Up Contribution Treated as Employer Contribution
Employee Plan 61/21/$65,000 — For lllustration Only
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Appendix C — Pick Up Contribution Treated as Employer Contribution
Employee Plan 61/21/$65,000 — For lllustration Only
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Appendix C — Pick Up Contribution Treated as Employer Contribution
Employee Plan 65/25/$65,000 — For lllustration Only

Reference Employee Economic Assumptions
Age 65 Discount rate - Pre Retirement - DB 7.50%
Past Senice 25 DC Investment Return 7.50%
Retirement Age 65 Salary Scale 4.00%
Base Salary 65,000 Inflation 3.00%
Total Salary 65,000 Lump Sum Conversions 7.50%
Results
Fairfax VRS VRS Prince Prince
Fairfax A | Fairfax B [ Schools** | Pre 7/1/10" [ Post 7/1/10"| Alexandria ** | Arlington * | Loudoun ** [ Montgomery [Georges ***| William ** | Federal
Basic Benefit 28,984 32,204 39,083 26,576 25,580 34,914 26,576 26,576 Def Cont 28,139 26,576 17,196
Value of Basic Benefit 276,423 307,137 372,739 304,242 294,744 332,984 361,829 253,463 309,617 268,372 253,463 | 422,020
Value of the Supplement 15,501 15,501 - - - - - - - - - -
Value of C-O-L Provisions 71,169 79,076 83,376 52,667 50,693 52,667 65,257 [ 52,667 - 26,581 52,667 34,079
Total Value of Benefit 363,092 | 401,714 456,115 356,909 345,437 385,651 427,086 306,130 309,617 294,953 306,130 | 456,098
Value of Employee Contributions 103,206 137,522 103,206 33,853 33,853 - 103,206 - 103,206 49,699 - 149,648
Employer Provided Value of Benefit 259,887 264,192 352,910 323,056 311,584 385,651 323,880 306,130 206,412 245,255 306,130 | 306,450
* Note: the Arlington Value of Basic Benefit includes the value of a 4.2% defined contribution benefit. Non-Fairfax group
** Pre-7/1/10 VRS Benefit used - without 403(b) Average employer value 306,746
*** Employee contributions for supplement assumed to be 1/3 of supplement value (PG) Average employee contribution 57,667
AVRS includes the 403b employer and employee contributions Average total Value 364,413

This chart assumes all VRS defined benefit contributions are
treated as employer contributions.
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Appendix C — Pick Up Contribution Treated as Employer Contribution
Employee Plan 65/25/$65,000 — For lllustration Only
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Appendix C — Pick Up Contribution Treated as Employer Contribution
Employee Plan 65/25/$65,000 — For lllustration Only
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Appendix D - Fairfax County Government Retiree Medical and Prescription Drug
Key Feature Comparison - Benefits in Effect Spring 2011

Alexandria City Government

Deductible or Copay

contribute to OOM No, except for ER copay Unknown N/A No No
Individual None $3,000 $2,800 $1,800 $500 $1,500
None

Family None $6,000 $8,600 $3,600 $1,000 $3,000
Office Visit co-pay PCP $10 30% after Ded $15 20% $15 30% after Ded $15 30% after Ded
Office Visit co-pay Spec $15 30% after Ded $25 20% $30 30% after Ded $15 30% after Ded

) . . $250 per admission,| $100 per admission, | $100 per admission,
0, 0, 0, 0,

Inpatient Hospital 0% 30% after Ded 0% 20% $ 100 per admission plus 30% then 10% then 30%
Outpatient Hospital Visit $25 30% after Ded $100 20% $50 $125 gﬁjrsfg‘gl'/zy visit, 10% 30% after Ded

Benefits provided in-
network for true

Emeraency Room $150 (waived if emergency. $75 20% $150 (waived if $150 (waived if $75 (waived if $50, then 10% of plan
gency admitted) Otherwise, 30% of 0 admitted) admitted) admitted) allowance
allowed benefit after
deductible.
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Appendix D - Fairfax County Government Retiree Medical and Prescription Drug
Key Feature Comparison - Benefits in Effect Spring 2011

Fairfax County Government

Commonwealth of Virginia

Co-insurance %

0% 30%

Out-of-Pocket Maximum
(O0OM)

Deductible or Copay

0%

25%

15%

35%

In-network benefit less a
25% reduction in the

Emergency Room

Benefits provided in-
network for true
$150 (waived if emergency.
admitted) Otherwise, 30% of
allowed benefit after

deductible.

$125 (waived if
admitted)

contribute to OOM No, except for ER copay Yes, Ded and copays Unknown

Individual None $3,000 $1,500 $5,000 $7,000

Family None $6,000 $3,000 $5,000 $7,000
Office Visit co-pay PCP $10 30% after Ded $25 $20 35%
Office Visit co-pay Spec $15 30% after Ded $40 $30 35%
Inpatient Hospital 0% 30% after Ded $300 per admission $250 per admission $350p':|)§; Z(;lessmn
Outpatient Hospital Visit $25 30% after Ded $125 15% 35%

amount paid by the Health|
Plan

15%

15% of Plan allowance

NNNNNNNNNN
GGGGG
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Appendix D - Fairfax County Government Retiree Medical and Prescription Drug
Key Feature Comparison - Benefits in Effect Spring 2011

Deductible

Fairfax County Government

In-Network

Out-of-Network

Loudoun County Government

In-Network

Out-of-Network

Montgomery County Government

CIGNA OAP High Plan CIGNA Open Access Plus (PPO) CareFirst Blue ﬁ{g;so?;i‘lf'“e Shield POS

In-Network

Out-of-Network

Individual

Family

None

$250

$200

$500

$500

$600

$1,500

None

$300

$600

Co-insurance %

0%

Out-of-Pocket Maximum
(O0OM)

Deductible or Copay

30%

10%

30%

&\\\\\\\\\\\\\\\\N

0%

20%

contribute to OOM No, except for ER copay Yes, Ded Yes, Ded Yes, Ded
Individual None $3,000 $1,000 $2,500
$1,000 per individual | $1,000 per individual

Family None $6,000 $2,000 $5,000
Office Visit co-pay PCP $10 30% after Ded $15 30% after Ded $10 20% after Ded
Office Visit co-pay Spec $15 30% after Ded $30 30% after Ded $10 20% after Ded

) . $ 200 per admission, $400 per admission,
0, 0, 0, 0,

Inpatient Hospital 0% 30% after Ded then 10% then 30% 0% 20% after Ded
Outpatient Hospital Visit $25 30% after Ded $ 100, then 10% $200, then 30% 0% 20% after Ded

Emergency Room

$150 (waived if
admitted)

Benefits provided in-
network for true
emergency.
Otherwise, 30% of
allowed benefit after
deductible.

$100 (waived if
admitted)

$100 (waived if admitted

$25 (waived if
admitted)

20% after Ded
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Appendix D - Fairfax County Government Retiree Medical and Prescription Drug
Key Feature Comparison - Benefits in Effect Spring 2011

Fairfax County Government

CIGNA OAP High Plan

Prince George's County Government

CIGNA Open Access Plus plan PPO

Prince William County Government

Anthem KeyCare Enhanced PPO

In-Netiork | Outof-Network - OuciNework  inNework | OutobNework

Out-of-Pocket Maximum
(O0OM)

Deductible or Copay

contribute to OOM No, except for ER copay Yes Unknown

Individual None $3,000 $2,000 $2,000 $1,000 $2,500

Family None $6,000 $4,000 $4,000 $3,000 $5,000
Office Visit co-pay PCP $10 30% after Ded $30 20% after Ded $20 30% after Ded
Office Visit co-pay Spec $15 30% after Ded $35 20% after Ded $20 30% after Ded
Inpatient Hospital 0% 30% after Ded $250 per admission 20% after Ded $350 per admission 30% after Ded
Outpatient Hospital Visit $25 30% after Ded $100 20% after Ded $200 30% after Ded

Benefits provided in- In-network levels if it
network for true meets the “prudent
$150 (waived if emergency. . . . layperson” definition off

Emergency Room $150 (waived if admitted $200 30% after Ded

admitted)

Otherwise, 30% of
allowed benefit after

deductible.

an emergency.

Otherwise 20% after

Ded
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Appendix D - Fairfax County Government Retiree Medical and Prescription Drug
Key Feature Comparison - Benefits in Effect Spring 2011

Alexandria City Government
(July 1)

Arlington County Government Fairfax County Public Schools

Fairfax County Government

Plans Offered

Same Plan offered to

Actives? Yes Yes Yes Yes

UHC HMO, Kaiser HMO, Kaiser
POS, Kaiser >65 HMO and
individual market offerings

Care First POS, CIGNA OAP Low
Option (POS), Kaiser HMO

CIGNA HMO (same In-Network design),

Kaiser HMO Kaiser HMO

Other Plans Offered

Medicare | | | |

Yes, except for Kaiser plans No, except the Kaiser HMO plan. Medicarg Yes, except Kaiser plan for >65 retirees is a
(different HMO > 65, no POS for > eligibles can also enroll in the CIGNA Medicare Cost plan with Part D EGWP Rx
65) Medicare Surround Plus Rx Plan. plan

Are the above plans
offered to Medicare
retirees?

Yes, except for Kaiser plans (different
HMO > 65)

If yes, type of Medicare
Coordination (COB, Carve Carve-out Unknown N/A Carve-out
out or Medicare Exclusion
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