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RETIREMENT BOARD AGENDA
Friday March 1, 2019
Black Eyed Susan Room
9:00am-11:30am
I.

Approval of Minutes November 30, 2018
Attachment(s):
Staff Memo

(9:00-9:05)

II.

RFP # 43-18 Deferred Compensation and Defined Benefit Pension Plan
Attachment(s):
Staff Memo

(9:05-9:15)

III.

Investment Performance Review quarter end December 30, 2018
(9:15-10:15)
Attachment(s):
Analysis of Investment Performance
Pension Fund, Thrift Plan, Retiree Benefit
Trust, and 457 deferred Compensation Plan
S3 Rating Scoring System 401a/457
Presented by Ryen Sherman, Segal Marco Advisors

IV.

Supplemental Employee Contributions (SEC)
Attachment(s):
Staff Memo

(10:15-10:45)

V.

Retiree Benefit Trust
Attachment(s):

(10:45-11:15)
Staff Memo

Future Agendas
Attachment(s):

Staff Memo

VI.

(11:15-11:30)

NEXT MEETING DATE: FRIDAY MAY 10, 2019
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RETIREMENT BOARD MEETING
MARCH 30, 2019

AGENDA ITEM I

APPROVAL OF MINUTES
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MEMORANDUM
March 1, 2019
TO:

Retirement Board

FROM:

Gavin Cohen, Executive Secretary

SUBJECT:

Minutes Approval

Recommendation
Staff recommends that the Board approve minutes from the meeting held on November 30, 2018.
Background and Discussion
The minutes once approved serve as the official record of proceedings of the Board meetings.
This is an important aspect of the administration of the City’s Pension Plans and Retiree Benefit
Trust.
The minutes once approved are posted to the City’s web site.
The draft minutes are circulated to Board members for their review and comment prior to the
meeting. The attached minutes reflect any input suggested by Board members.

Attachment:
➢ Minutes from Board meeting November 30, 2018
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Board Meeting
November 30, 2018
PRESENT:

PRESENT: John Rodgers, Chairperson; Mark Pierzchala, Councilmember; Stan
Seemann, Citizen Representative; Susan Straus, AAME Representative; Karen
Marshall, Human Resources representing the City Manager; Sgt. Chris Peck, FOP
Representative, and Derrick Pierson, Union Representative. Also, in attendance
were Gavin Cohen, Executive Secretary to the Board; Daisy Harley, Human
Resources; Tim Peifer, Finance; Anita McCombs, Ex- Board Member, as well as
Ryen Sherman, Segal Marco Advisors, Jim Ritchie and Michael Spadaro, Bolton
Partners, Keir Richter, Mass Mutual.
Mr. Richter attended for item number III.
Ms. McCombs left after item number II.
Mr. Seemann left at 1:05pm

ABSENT:

None

The meeting commenced at 9:00AM.
I.

Approval of minutes September 7, 2018:
Mr. Rodgers asked the Board if they had any changes or comments to the minutes. Ms.
Straus suggested a change to a sentence in item IV. Plan Access. Mr. Pierson made a
motion to approve the minutes from the September 7, Board meeting, including the
change from Ms. Straus. Ms. Marshall seconded the motion. The Board voted
unanimously in favor of the motion.

II.

FY 2020 Actuarial Valuation Report as of July 1, 2018:
Mr. Ritchie, the plan actuary from Bolton Partners, presented his report “Actuarial
Valuation as of July 1, 2018 to determine the City’s contribution for the Fiscal Year
Ending June 30, 2020.” He explained to the Board the purpose of the report, the
calculation of the Actuarially Determined Contribution (ADC), the plan funded ratio,
changes from the City’s prior valuation and he briefed the Board on some current topics
prevalent in the pension industry.
He then summarized the results. The total ADC went down slightly from $3,675,598 to
$3,592,613 which represents 9.04% of payroll with a funded status of 85.8%. He went
over the calculation and smoothing of the asset value and mentioned that the Market
value of assets at $102,043,279 was close to the Actuarial Value of assets at
$101,999,637. The plan’s unfunded liability is $16,235,251. The future City’s future
ADC were stable in a range from $3.71million to $3.82million through FY 2025.
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He showed the calculation that triggered the Supplemental Employee Contributions that
showed the potential additional contribution for Union and Administrative employees of
1.50% and 0% for Police employees. Mr. Cohen remarked that he has tried since 2009 for
the City to implement this provision and that as plan fiduciaries he suggested that the
Board submit a written recommendation from the Board to the Mayor and Council to
implement this plan provision. He mentioned that the provision is there to share the risk
of the plan between employees and taxpayers, and that by not implementing it, the plan
has lost out on millions of dollars over the years in supplemental contributions and
earnings on those contributions. A robust discussion then ensued amongst the Board of
the Board’s role and responsibility with this. Mr. Seemann asked if the Mayor and
Council receive the actuarial report, which they do, and then suggested that instead of a
Board recommendation, that the Board just highlight this provision to the Mayor and
Council.
The Board requested that additional information regarding this provision be provided by
staff at the next Board meeting, including the impact to the employees and overall impact
to the plan.
Mr. Ritchie continued with his presentation. The cost to the City to provide a 1% retiree
COLA would be $554,867. He summarized his overall presentation with the following
highlights: A decreased ADC as a percentage of payroll, a modest gain on liabilities,
favorable asset returns, improved funding status, and a change in allocation of costs for
service purchases.
The Board thanked Mr. Ritchie for his presentation. The Board directed staff to bring
back additional information at its next meeting.
III.

2019 Mass Mutual Employee Education Plan:
Mr. Cohen introduced Keir Richter from Mass Mutual to the Board. He explained that
Mass Mutual had made a change whereby now Mr. Richter would be the City’s point of
contact and trainer, a change that will benefit the City.
Mr. Richter presented the 2019 educational plan that was put together with City staff. He
explained that attendance was down for the group sessions but that individual meetings
were full and that the online reservation for appointments was helpful. A discussion
ensued about whether more individual time is warranted. Mr. Richter said he would
accommodate individuals that needed assistance by adding time if needed. He mentioned
that Mass Mutual offers group on-site sessions, individual on-site sessions and online
education through Brainshark video clips.
Ms. Straus mentioned to the Board that her members are really interested in the City’s
entire retirement system - the pension, thrift, and 457. Mr. Cohen responded that is why
the Board has a current RFP to find a provider that will provide holistic education about
all aspects of the retirement system.
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Mr. Rodgers asked if any Board members had any additional questions in regard to the
2019 educational offerings from Mr. Richter. Mr. Pierzchala mentioned that we’re not
hearing any complaints from participants and that the Board appreciates Mass Mutual
flexibility with their programs. There were no additional questions from the Board. The
item concluded with direction to staff to ensure that the topics covered were those that
participants needed, and that sufficient time would be allowed for employees to attend
any educational meetings.
The Board thank Mr. Richter for his presentation.
IV.

RFP for Combined Defined Benefit and Deferred Compensation Plans:
Mr. Cohen introduced this item. He mentioned that the RFP 43-18 had been posted on
Wednesday November the 29th and directly solicited to the vendors contacted by Segal
Marco Advisors, namely Transamerica, Voya, Mass Mutual, Lincoln Financial, and
Prudential. He handed out the RFP projected timetable for the RFP. Mr. Cohen asked if
any of the Board members would like to volunteer to be on the review panel. Mr.
Rodgers volunteered to serve on the committee and possibly Ms. Straus depending on the
number of proposals the City receives. The timetable showed the RFP closing on January
23, 2019, and Mr. Cohen will follow up with Board at its meeting in March 2019 as to
the status.

V.

Investment Performance Review quarter ended September 30, 2018:
Mr. Sherman from Segal Marco Advisors presented this report. He began with a general
overview of economic conditions including market performances and asset class
performances from around the world. He then reviewed the Pension Fund performance
report. The Pension Fund returned 2.4% for the third quarter performing in line with the
benchmark return. The fund returned 7.5% over the five-year period, outperforming the
benchmark which amounted to approximately $33 million in investment gains. The asset
allocation is in compliance with the Board guidelines, although slightly underweight in
International Equity and Fixed Income. An employer contribution was made in October
of $535K that was invested in October and helped rebalance to the target allocation. Fund
managers are performing in line with expectations. In addition, the Plan’s overall risk
profile was less than its peers over the three and five-year periods.
Mr. Sherman noted that investment grade fixed income has produced negative returns
this year as interest rates have increased. He noted that diversifying the fund’s fixed
income exposure into unconstrained bonds and Global Tactical Asset Allocation has
helped protect the fund in the current rising rate environment.
Mr. Sherman reminded the Board about the analysis performed by Segal Marco Advisors
of the State Street Small Cap Equity Fund, and due to concerns in regard to this fund
have recommended a search for an alternative manager.
Mr. Sherman then reviewed the Thrift Plan performance report. The total assets ended the
quarter were at $37.1 million. The American Funds target date series is the most utilized
investment option at 36.8% of assets. The stable value fund has the second highest
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allocation accounting for 15.1 % of the assets. Mr. Sherman reported that most of the
Thrift Plan investments are performing in line with expectations. He noted that the
Harbor International Equity Fund had recently replaced the prior sub-advisor, Northern
Cross with Marathon. The poor third quarter performance has negatively impacted the
long-term returns. After a discussion, the Board decided to place the fund on the watch
list.
Mr. Sherman then reviewed the City’s 457 Plan performance report. The total assets with
Mass Mutual ended the quarter at $29.1 million. The American Funds target date series
are the most utilized investment options with 27% of assets followed by the stable value
fund with 22.9% of assets. He noted that 46.4% of new contributions are going into the
target date funds so that allocation should increase over time. There were no
recommendations for the Board to make any changes, other than the Harbor International
Equity Fund being placed on the watch list.
Mr. Sherman then reviewed the Retiree Benefit Trust performance report. The fund
returned 1.7% for the third quarter which lagged the benchmark return of 2.9%. Since
inception the return is 9% which is in line with the benchmark.
Mr. Sherman reminded the Board about his firm’s analysis of Manning & Napier in
regard to the team turnover, decline in assets under management, failed acquisitions,
decreased stock price and lack of succession plan. Given this current instability, the
Board will later review two manager searches conducted by Segal to replace Manning &
Napier.
VI.

US Small Cap Core Equity Fund Search:
Mr. Sherman reminded the Board about the current RFP which could lead to a change in
funds, and accordingly suggested delaying this search until the conclusion of the RFP.
The Board without further discussion unanimously concurred with waiting for the
conclusion of the RFP.

VII.

Retiree Benefit Trust – Manager Searches: Equity and Fixed Income:
Mr. Sherman introduced this item. He mentioned to the Board that the firm Newton
Capital Management no longer offered an appropriate mutual fund for the Board and
accordingly they are excluded from consideration.
Mr. Sherman then proceeded to brief the Board on the global all caps search and the two
other candidates in their firms search, namely Harding Loevner and Walter Scott &
Partners. He went on to describe each firm’s organization, skill of the team responsible
for the investment mandate, the team’s philosophy and investment strategy, their
investment process, any operational risk management approaches, performance over
various time periods, and the product and pricing that would be available to the Board.
The Board had a thorough discussion in regard to each of these items, reviewed various
statistics relative to the manager performance over time, and after robust questions and

PACKET PAGE 8

answers from Mr. Sherman concluded that the firm of Harding Loevner would be the
most appropriate firm for the Board. Specifically, the Board liked their better risk/reward
metrics, high level of consistency, and low fee.
A Motion was made by Ms. Straus and seconded by Ms. Marshall to replace the equity
portion of the Manning & Napier portfolio by awarding a contract to Harding Loevner
LP. The Board voted unanimously in support of the motion.
Mr. Sherman then proceed with the core plus manager search performed by Segal Marco.
He presented the Board with three candidates namely DoubleLine Capital, Pimco, and
Western Asset Management Company.
Mr. Sherman described each firm’s organization, skill of the team responsible for the
investment mandate, the team’s philosophy and investment strategy, their investment
process, any operational risk management approaches, performance over various time
periods, and the product and pricing that would be available to the Board. The Board had
a thorough discussion regarding each of these items, reviewed various statistics relative
to the manager performance over time, and after robust questions and answers from Mr.
Sherman concluded that the firm of Western Asset Management Company would best fit
the Board’s needs in this area. Specifically, the Board liked Western’s better risk/reward
metrics, consistency of performance and low fee.
A Motion was made by Ms. Straus and seconded by Mr. Pierson to replace the bond
portion of the Manning & Napier portfolio by awarding a contract to Western Asset
Management Company. The motion was adopted by the Board with six affirmative votes
in support of the motion and one abstention.
VIII.

Pension Plan Amendments – Section 4.5 and Section 4.6:
Mr. Cohen introduced this item. He mentioned that these two sections of the pension plan
had not been reviewed for several years. He stated that staff wanted to change these
sections so that they meet the intent of offering the benefit by not costing the pension
plan. The cost of the benefit is supposed to be borne by the employee. He explained that
staff were not taking the benefit away, but rather by having an actuarial calculation
performed with each application, it would ensure that the benefit was neutral to the plan
and it would be more accurate for every application over using an average formula to
calculate the cost. He summarized staff’s recommendations for Section 4.5 in the
following 5 bullet points:

1. No longer utilizing an average formula, but rather having the actuary perform an actual
calculation for each application that the City gets. This will assist in ensuring that the
Plan doesn’t bear the cost any more of an employee wishing to purchase service credit in
the Plan.
2. Removing a five-year payback and limiting the payback to three years which is the
maximum time that can be purchased.
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3. Removing any finance charge to the employee that chooses to pay for the benefit over
time.
4. Clarifying that an employee payment can be made in one lump sum from a pre-tax plan
or over time through payroll deductions.
5. Clarifying that the payments over time will be treated as pre-tax payments.
Following Mr. Cohen’s presentation, the Board had a discussion surrounding whether
supporting these changes and/or making recommendations on these changes was part of
their fiduciary responsibilities.
A motion was made by Ms. Straus and seconded by Mr. Seemann to recommend to the
Mayor and Council the 5 bullet points changes for Section 4.5 that summarized the
changes being recommended by staff. The Board voted unanimously, 7-0 in favor of the
motion.
Mr. Cohen proceeded to summarize the changes for Section 4.6. He articulated that staff
were only recommending that each application for a service transfer be calculated at the
time by the actuary so that any transfer was cost neutral to the plan. He summarized staff
recommendations as follows:
1. The City should continue to accept transfers from newly hired Police and that the
transferred time should count towards vesting as it currently does; but that an actuarial
adjustment should be made based on the amount of contribution that will be transferring
from the other plan. The purpose of this adjustment would be to ensure that the City’s
Plan is neutral from a cost perspective.
2. Similar to the purchase of service credit, each application for transfer would involve an
actuary doing the calculation of cost, and then the employee can make a decision whether
they want to transfer their funds into the City Plan.
3. Clarified that an employee can only utilize section 4.5 or 4.6 and not both for the same
service.
A motion was made by Councilmember Pierzchala and seconded by Sgt. Peck to
recommend to the Mayor and Council the 3 bullet points changes for Section 4.6 that
summarized the changes being recommended by staff. The Board voted unanimously 6-0
in favor of the motion.
IX.

2019 Board Meeting Schedule:
The Board selected the following meeting dates for calendar 2019:
Friday March 1, 2019
Friday May 10, 2019
Friday September 6, 2019
Friday November 22, 2019
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V.

Future Agendas:
Mr. Cohen reviewed several agenda items for the Board meeting in March 2019 as listed
below:
➢ Status Update on the Board RFP
➢ Investment Policy Statement for the Retiree Benefit Trust
➢ Supplemental Employee Contributions (SEC)

Mr. Pierzchala made a motion to adjourn the meeting at 1:10 PM. Ms. Marshall seconded the
motion.
All Board Members voted in favor of the motion.

THE NEXT REGULAR MEETING IS FRIDAY MARCH 1, 2019
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RETIREMENT BOARD MEETING
MARCH 30, 2019

AGENDA ITEM II

RFP FOR COMBINED DEFINED
BENEFIT AND DEFERRED
COMPENSATION PLANS
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MEMORANDUM
March 1, 2019
TO:

Retirement Board

FROM:

Gavin Cohen, Executive Secretary

SUBJECT:

RFP # 43-18 Deferred Compensation and Defined Benefit Pension Plan Services

Recommendation:
Staff will provide the Board with an update of the status of the RFP # 43-18.
Staff recommends that the Board:
1. Provide direction on the number of finalists that they would like to interview.
2. Provide a date in April or May to hold finalist interviews.

Background:
Following direction from the Board, RFP # 43-18 was posted publicly on Wednesday November
the 7th 2018. In addition to the public posting, firms were contacted directly by Segal Marco
Advisors.
A Prebid conference was held with potential proposers on Wednesday December the 12th 2018.
An addendum responding to written questions from proposers was published on January 8, 2019.
The solicitation closed on Wednesday January the 23rd 2019.
The review committee is composed of Gavin Cohen, Tim Peifer, Daisy Harley and Jack
Rodgers. Technical consulting is being provided by Craig Chaikin of Segal Marco Advisors.
Segal Marco Advisors will be providing the Board with a full analysis of all the proposals
received.
The review committee is set to meet on Thursday March 21st, 2019.
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RETIREMENT BOARD MEETING
MARCH 30, 2019

AGENDA ITEM III

INVESTMENT PERFORMANCE
REVIEW
DECEMBER 30, 2018
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City of Rockville

ANALYSIS OF INVESTMENT PERFORMANCE
Pension Fund, Thrift/457(b) Plan, and Retiree Benefit Trust
December 31, 2018

Ryen Sherman, CFA
Vice President

Copyright © 2019 by The Segal Group, Inc. All rights reserved.
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Ta b l e o f C o n t e n t s
ANALYSIS OF INVESTMENT PERFORMANCE

Section
Financial Market Conditions ............................................................................................................................................................. 1
Pension Plan..................................................................................................................................................................................... 2
Thrift/457(b) Plan .............................................................................................................................................................................. 3
Retiree Benefit Trust......................................................................................................................................................................... 4

This performance report ("Report") is based upon information obtained by Segal RogersCasey ("SRC") from third parties over which SRC does not exercise any control. Although the information collected by SRC is believed to be
reliable, SRC cannot verify or guarantee the accuracy or validity of such information or the uniformity of the manner in which such information was prepared. The rates of return reflected herein are time weighted and geometrically
linked on a monthly basis using a modified Dietz method. Monthly valuations and returns are calculated based on the assumptions that all transactions and prices are accurate from the custodian and /or investment manager. The client
to whom Segal RogersCasey delivers this Report ("Client") agrees and acknowledges that this Report has been prepared solely for the benefit of Client. SRC disclaims any and all liability that may arise in connection with Client’s
conveyance (whether or not consented to by SRC) of the this Report (in whole or in part) to any third party. Client further agrees and acknowledges that SRC shall have no liability, whatsoever, resulting from, or with respect to, errors
in, or incompleteness of, the information obtained from third parties. Client understands that the prior performance of an investment and /or investment manager is not indicative of such investment 's and/or investment manager's future performance.
This Report does not constitute an offer or a solicitation of an offer for the purchase or sale of any security nor is it an endorsement of any custodian , investment and/or investment manager.
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Financial Market Conditions
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Q4 2018 In Review
Summary of Investment Returns
QTD
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World Equities*

-5.2%
-14.3%
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-7.5%
-12.5%
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International
Equities*

-9.4%
-11.3%

-14.6%
EM
Equities*

-4.9%

U.S. Fixed
Income

International
Fixed Income

Commodities

Real Estate

Private Equity** Funds of Hedge
Funds

Quarterly Synopsis
• World equity markets fell in Q4. Concerns about slowing global economic growth and trade tension stung markets.
• U.S. equity declined in the quarter. Fears about weaker economic growth and future corporate earnings hurt stocks.
• International equities were lower due to nervousness about decelerating growth, trade disagreements and Brexit.
• Emerging market equity declined in Q4 with worries over slowing growth in China and global trade.
• U.S. fixed income rose in the quarter. Investors flocked to safe assets like U.S. Treasuries in a period of high market volatility.
• Non-U.S. fixed income also gained in Q4, reflecting investors’ risk aversion.
• Hedge funds fell during the quarter. Equity hedge and macro strategies posted declines.

* Net of Dividends
** Performance as of Q2

2018 because Q3 2018 and Q4 2018 performance data is not yet available.
Sources: Investment Metrics, Thomson One, FactSet

-3.9%
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Q4 2018 Index Returns

Asset Class

Indices

QTD

YTD

1-Year

3-Year

5-Year

10-Year

World Equity

MSCI World1

-13.42

-8.71

-8.71

6.30

4.56

9.67

U.S. Equity

Russell 3000

-14.30

-5.24

-5.24

8.97

7.91

13.18

Non-U.S. Equity

MSCI EAFE1

-12.54

-13.79

-13.79

2.87

0.53

6.32

Emerging Market
Equity

MSCI EM1

-7.47

-14.58

-14.58

9.25

1.65

8.02

U.S. Fixed Income

Bloomberg Barclays U.S.
Aggregate

1.64

0.01

0.01

2.06

2.52

3.48

Non-U.S. Fixed Income

FTSE2 Non-U.S. WGBI
(Unhedged)

1.31

-1.82

-1.82

3.32

0.28

1.27

Commodities

Bloomberg Commodity
Index

-9.41

-11.25

-11.25

0.30

-8.80

-3.78

Private Real Estate

NFI-ODCE3

1.76

8.35

8.35

8.24

10.41

7.00

Private Equity

Thomson Reuters Private
Equity 4

4.50

7.71

18.01

12.11

14.42

10.09

Hedge Funds

HFRI Fund of Funds
Composite

-4.85

-3.92

-3.92

1.34

1.42

3.13

Net of Dividends
Formerly Citigroup Non-U.S. WGBI. Citigroup’s fixed income indices were purchased by London Stock Exchange Group (LSEG) and were all rebranded to FTSE by July 31, 2018.
FTSE Russell is a unit of LSEG’s Information Services Division and a wholly owned subsidiary of LSEG.
3 NCREIF Fund Index (NFI) – Open End Diversified Core Equity (ODCE)
4 Performance as of Q2 2018 because Q3 2018 and Q4 2018 performance data is not yet available.
Sources: Investment Metrics, Thomson One, FactSet
1
2
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Q4 2018 In Review: U.S. Economy
U.S. Real GDP Growth

GDP Growth
4

• In the BEA’s third revision to Q3 GDP, it noted that personal
consumption expenditures and exports were revised down, and
private inventory investment was revised up.

N/A

2
0
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• The unemployment rate rose to 3.9% in December. Nonfarm
payrolls rose by 762,000 over the quarter.
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• Employment gains were led by health care, food services and
drinking places, construction, manufacturing and retail.

Unemployment Rate (Right)
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Source this page: FactSet

Jun-11

U.S Nonfarm Payrolls and Unemployment Rate

Employment Picture

• Employment in industries such as mining, wholesale trade,
transportation and warehousing, information, financial activities,
and government, showed little change.

Sep-10

Mar-09

-6

Dec-09

-4

Dec-09

• Real GDP grew at a rate of 3.4% in Q3 2018, which is 0.1%
lower than previously reported, according to the BEA’s third
estimate of economic growth for that quarter.

6

% change QoQ

• The release of Q4 2018 GDP data has been delayed due to the
partial U.S. government shutdown. Although the government has
reopened, the Bureau of Economic Analysis (BEA) is awaiting
the underlying data it needs from other government agencies to
assess GDP growth during the quarter.
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Q4 2018 In Review: U.S. Economy
Consumer Confidence and Spending
Consumer Confidence Index (Left)

Consumer Confidence and Spending

• Personal consumption expenditures increased during the
quarter.
• Consumer confidence fell as global trade tensions persisted and
worries grew about the state of the global economy.
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• Sentiment declined in Q4, as the Conference Board’s Consumer
Confidence Index decreased from 135.3 at the end of
September to 128.1 at the end of December.

Personal Consumption Expenditures (Right)
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U.S. Retail Sales

• Retail sales ended November* up 4% from one year ago.

(% 1YR) Retail Sales

• Online retail sales, furniture and electronics sales gained most in
November.

10.0

• November’s relatively strong retail sales data followed a solid
October, keeping expectations in place for strong results overall
for Q4.
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*The most recent data available.
Source this page: FactSet
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Q4 2018 In Review: Global Economy
World GDP Growth

Japan

USA

China*

2.0
0.0
-2.0

Dec-18

Mar-18

Jun-17

Sep-16

Dec-15
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• The U.S. Q4 GDP report from the BEA is delayed in the wake
of the partial government shutdown.

Jun-11

-4.0
Sep-10

• Japan’s GDP was negative QoQ in Q3**, coming in at -0.6%.
The Japanese economy’s annual growth rate is now flat at
0%.

Real GDP (QoQ%)

4.0

Dec-09

• China’s GDP growth declined by 0.1% QoQ to 1.5% in Q4.
The country’s annual growth rate slowed to 6.4%.

6.0

% change QoQ

• Eurozone GDP growth remained weak in Q4, gaining 0.2%
quarter over quarter (QoQ). The Eurozone’s annual growth
rate fell to 1.2% at the end of 2018.

Eurozone

Note that the figures in the graph abov e represent the percent change in real GDP from the
prev ious quarter, not the annual grow th rate of these economies.

International Unemployment Rates

Global Employment Picture
• Eurozone unemployment fell to 7.9% in November 2018**, the
region’s lowest-recorded rate since October 2008. The
Eurozone’s recent economic strength has led to this reduction
in unemployment, although economic momentum has slowed
there this year.
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• Japan’s unemployment rate ticked up to 2.5% in November.
While higher than its earlier historic low of 2.2%,
unemployment remained quite modest in Japan.
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*Quarter ov er quarter data calculations began in 2011.
**Most recent data av ailable.
Source this page: FactSet
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Q4 2018 In Review: Global Equity Overview
Equity Indices

QTD

YTD

1-Year

3-Year

5-Year

10-Year

S&P 500

-13.52

-4.38

-4.38

9.26

8.49

13.12

MSCI Europe, Australasia and Far East
(EAFE)*

-12.54

-13.79

-13.79

2.87

0.53

6.32

-7.47

-14.58

-14.58

9.25

1.65

8.02

MSCI Emerging Markets (EM)*
All data in the table are percentages.
* Net of dividends

Price to Earnings

Global Equity Performance and Valuations

• On a positive note, U.S., non-U.S. developed, and EM equities are
all in positive territory over the 3-, 5-, and 10-year periods.
• The P/E multiple for U.S. large cap fell below median in Q4,
indicating relative cheapness. U.S. small and mid caps now look
very attractive versus their medians.

Median

30.0
Forward Price to Earnings (x)

• Equity markets declined across the globe in Q4, but the U.S. fared
the worst. Concerns about a slowing economy, weaker earnings
growth and rising interest rates weighed heavily on returns. The
strength of the U.S. dollar (USD) continued to be a headwind to
international and emerging market (EM) equities, although USD
appreciation moderated throughout the quarter.

25.0

Current

27.2

24.1
20.6

20.0

19.9
14.4

15.0
10.0
5.0
0.0

10.3

11.1

12.6

9.4

8.3

S&P 500

S&P 400

S&P 600

MSCI EAFE

MSCI EM

• The MSCI EAFE P/E multiple is 2x lower than its median. As such,
international equities appear to be undervalued according to this
measure.

High

24.1

20.6

19.9

27.2

14.4

Low

10.3

11.1

12.6

9.4

8.3

Median

15.0

16.2

16.6

13.9

10.9

• The MSCI EM P/E multiple ended Q4 just south of its median. EM
equities appear close to fairly valued by this measure.

Current

14.4

13.4

14.3

11.9

10.6

10-Year Av.

14.6

15.9

17.0

13.2

11.2

Data range is from 12/31/99-12/31/18. P/E ratios are forward 12 months.
Source this page: FactSet
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Q4 2018
In Review: U.S. Equity
U.S.
Equity
U.S. Equity Indices

QTD

YTD

1-Year

3-Year

5-Year

10-Year

S&P 500

-13.52

-4.38

-4.38

9.26

8.49

13.12

Russell 1000

-13.82

-4.78

-4.78

9.09

8.21

13.28

Russell 1000 Growth

-15.89

-1.51

-1.51

11.15

10.40

15.29

Russell 1000 Value

-11.72

-8.27

-8.27

6.95

5.95

11.18

Russell 2000

-20.20

-11.01

-11.01

7.36

4.41

11.97

Russell 2000 Growth

-21.65

-9.31

-9.31

7.24

5.13

13.52

Russell 2000 Value

-18.67

-12.86

-12.86

7.37

3.61

10.40

Russell 3000

-14.30

-5.24

-5.24

8.97

7.91

13.18

All data in the tables are percentages.

Performance
• U.S. equities fell sharply in Q4. The decline was largely driven by
slowing economic growth and uncertainty surrounding Fed interest
rate policy.
• Small cap stocks were more sensitive to weakening market
sentiment and underperformed large cap stocks during Q4.
• The more defensive sectors of the S&P 500 offered some
protection in Q4. Utilities posted the only positive return of the
quarter. Consumer Staples and Healthcare experienced losses that
were less steep than the more cyclical sectors of the index. Of
those cyclical sectors, Energy, IT and Industrials fared the worst.
• In a reversal of the trend seen in previous quarters, value stocks
performed better than growth stocks, as higher-priced growth
companies sold off amid fears of a global slowdown in economic
growth.
Sources this page: Investment Metrics, FactSet

S&P 500 Sector Returns

QTD

1-Year

Consumer Discretionary

-16.50

0.43

-5.44

-9.22

Energy

-23.97

-18.82

Financials

-13.26

-13.52

Healthcare

-8.83

5.93

Industrials

-17.42

-13.81

Information Technology

-17.44

-0.69

Materials

-12.46

-15.23

Communications Services

-13.30

-13.72

1.10

3.00

Consumer Staples

Utilities
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Q4 2018
In Review: International Equity
U.S.
Equity
MSCI International Equity Indices

QTD

YTD

1-Year

3-Year

5-Year

10-Year

World ex. U.S.

-12.78

-14.09

-14.09

3.11

0.34

6.24

EAFE

-12.54

-13.79

-13.79

2.87

0.53

6.32

EAFE Local Currency

-12.20

-10.99

-10.99

2.62

3.81

7.50

Europe

-12.72

-14.86

-14.86

2.10

-0.61

6.15

Europe ex U.K.

-13.08

-15.14

-15.14

2.29

-0.13

5.79

U.K.

-11.78

-14.15

-14.15

1.60

-1.71

6.84

-7.94

-10.30

-10.30

6.79

2.10

9.89

-14.23

-12.88

-12.88

3.41

3.06

5.33

Pacific ex Japan
Japan
All data in the tables are percentages and net of dividends.

Performance
• Despite posting double-digit negative absolute returns in Q4,
international equities fared better than the U.S. for the first time all year.
The unresolved tariff dispute between the U.S. and China, the
tightening Fed, Brexit concerns, Italian politics and the slowing global
economy put pressure on developed markets.
• The ongoing uncertainty surrounding the Brexit negotiations weighed on
UK market performance in addition to business and consumer
confidence. Against this backdrop, the Bank of England maintained
rates at 0.75%.
• Sector returns were all negative in Q4, with defensive stocks performing
the best in a relative sense. Utilities, Telecom and Staples declined the
least of all sectors as the market returned to a risk-off environment
during the quarter. The best performers over the past 12-18 months
(Tech and Energy) sold off despite solid earnings. Cyclical sectors such
as Financials, Materials and Industrials struggled due to the impact of
rising interest rates in the U.S. and tariffs.

Sources this page: Investment Metrics, FactSet

MSCI EAFE Sector Returns

QTD

1-Year

-14.19

-16.11

-8.36

-10.83

Energy

-17.54

-7.18

Financials

-13.69

-20.10

Healthcare

-10.26

-4.32

Industrials

-14.63

-15.69

Information Technology

-16.72

-15.64

Materials

-15.22

-17.50

Telecommunications Services

-7.68

-12.08

Utilities

-0.08

1.10

Consumer Discretionary
Consumer Staples
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Q4 2018
In Review: Emerging Market Equity
U.S.
Equity
MSCI EM Equity Indices

QTD

YTD

1-Year

3-Year

5-Year

10-Year

Emerging Markets

-7.47

-14.58

-14.58

9.25

1.65

8.02

EM Local Currency

-7.43

-10.08

-10.08

8.79

5.00

9.58

Asia

-9.29

-15.45

-15.45

8.63

3.94

9.81

EMEA

-4.14

-16.11

-16.11

7.81

-3.20

4.94

Latin America

0.36

-6.57

-6.57

14.85

-1.73

4.98

All data in the tables are percentages and net of dividends.

Performance
• Emerging markets, which suffered for much of 2018, dropped 7.5%
in Q4. EM fell less than the U.S. and developed markets during the
quarter.
• Fears of a slowdown in global growth and uncertainty around
continuing trade tensions contributed to EM’s Q4 decline.
• The standout performer in EM in Q4 was Brazil, which climbed
nearly 14% on prospects for a more business-friendly government
from newly elected president Jair Bolsonaro.
• Sector returns were primarily negative in Q4. Utilities posted the
only gain while Healthcare, Consumer Discretionary, Tech, Energy
and Materials fell sharply.

Sources this page: Investment Metrics, FactSet

MSCI EM Sector Returns

QTD

1-Year

-13.52

-32.50

-4.59

-13.65

-10.60

4.67

Financials

-0.88

-8.68

Healthcare

-16.17

-20.89

Industrials

-3.78

-12.58

Information Technology

-12.71

-19.29

Materials

-10.75

-11.58

Telecommunications Services

-3.72

-14.93

Utilities

3.62

-3.79

Consumer Discretionary
Consumer Staples
Energy
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Q4 2018 In Review: Fixed Income Overview
Yield Curve
12/31/2018

2.0
1.5
1.0
0.5
0.0

1M

3M

6M

Monetary Policies/Global Interest Rates

3Y

5Y

7Y

10Y

30Y

Fed Fund Target Rate
Eurozone Deposit Facility Rate
Japan Uncollateralized O/N Call Target Rate

• The U.S. is the exception—the Federal Reserve (Fed) raised
rates again in December, the fourth hike of 2018.

3.0

• The Fed indicated that its plans for future rate increases are less
clear now than previously stated due to concerns about market
volatility and economic growth.

2.0

2.5
1.5
1.0

Fed Funds Rate

EZ Deposit Facility Rate

Average

5.69% (1971-2018)

1.28% (1999-2018)

Max

20.0% (Mar. 1980)

3.75% (Oct. 2000)

-0.5

Min

0.25% (Dec. 2008)

-0.40% (Mar. 2016)

-1.0

Source this page: FactSet

2Y

Central Bank Target Rates

• Central bank deposit rates remained negative in the Eurozone
and Japan.

0.5

Dec-18

Sep-18

Jun-18

Mar-18

Dec-17

Sep-17

Jun-17

Mar-17

Dec-15

Sep-15

Jun-15

Mar-15

0.0

Dec-14

Interest Rates

1Y

Dec-16

• The 30-year Treasury ended the quarter yielding 3.02%, which
was 17 basis points (bps) lower than it was at the end of Q3.
The 2-year Treasury ended the quarter at 2.48%, which was 42
bps lower than the prior quarter.

2.5

Sep-16

• Global demand accentuated the yield curve’s flattening
trajectory, as long-term Treasury yields fell and the very front
end of the curve moved up modestly.

12/31/2016

3.0

Jun-16

• Treasury yields rose across the short end of the curve in Q4 with
the Fed continuing to tighten its monetary policy. Yields
compressed across maturities greater than 1 year.

12/31/2017

3.5

Mar-16

Yield Curve
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Q4 2018 In Review: U.S. Fixed Income
U.S. Fixed Income Indices*

QTD

YTD

1-Year

3-Year

5-Year

10-Year

U.S. Aggregate

1.64

0.01

0.01

2.06

2.52

3.48

Government/Credit

1.46

-0.42

-0.42

2.19

2.53

3.46

Government

2.54

0.88

0.88

1.41

1.99

2.12

Investment Grade Corporate

-0.18

-2.51

-2.51

3.26

3.28

5.92

Investment Grade CMBS

1.66

1.01

1.01

2.67

2.63

7.54

U.S. Corporate High Yield

-4.53

-2.08

-2.08

7.23

3.83

11.12

FTSE** 3-Month T-Bill

0.57

1.86

1.86

0.99

0.60

0.35

Hueler Stable Value

0.59

2.23

2.23

1.99

1.89

2.24

* Bloomberg Barclays Indices, unless otherwise noted.
** Formerly Citigroup. Citigroup’s fixed income indices were purchased by London Stock Exchange Group (LSEG) and were rebranded to FTSE by July 31, 2018. FTSE Russell is a unit of LSEG’s Information Services Division and a
wholly owned subsidiary of LSEG.
All data in the table are percentages.

• The U.S. Aggregate Index was positive in Q4.
Performance was driven by Treasuries and Agency MBS,
which both returned over 2.0%.
• High yield experienced a -4.50% return in Q4 as market
stress impacted higher yielding credits.
• Several domestic fixed income spreads are back near
historical medians due to the broad credit market selloff.

Sources this page: Investment Metrics, Hueler Analytics, FactSet

Spread (bps)

Performance and Spreads

1800
1600
1400
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0
-200

Fixed Income Spreads
Median

1669

Current
955

1090
555

213

115

145

33
Aggregate

23
Agency

11
MBS

51
ABS

64
CMBS

81
IG

HY

Max

213

115

145

955

1090

555

1669

Min

33

23

11

51

64

81

275

Median

59

35

49

94

113

157

601

Current

54

16

35

53

95

153

526

10-Year Av.

59

21

37

85

219

161

544

Data range is from 9/30/00-12/31/18

275
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Q4 2018 In Review: International Fixed Income
Global Fixed Income Indices

QTD

YTD

1-Year

3-Year

5-Year

10-Year

Bloomberg Barclays Global Aggregate

1.20

-1.19

-1.19

2.70

1.08

2.49

Bloomberg Barclays Global Aggregate (Hgd)

1.74

1.77

1.77

2.91

3.45

3.78

FTSE Non-U.S. WGBI*

1.31

-1.82

-1.82

3.32

0.28

1.27

FTSE Non-U.S. WGBI (Hgd)

2.29

3.49

3.49

3.55

4.36

3.76

JPM EMBI Global Diversified**

-1.26

-4.26

-4.26

5.15

4.80

8.20

JPM GBI-EM Global Diversified***

2.11

-6.21

-6.21

5.91

-0.96

3.45

All data in the table are percentages.
* Formerly Citigroup. The FTSE Non-U.S. World Government Bond Index (WGBI) measures the performance of fixed-rate, local currency, investment grade sovereign bonds excluding the U.S.
** The JP Morgan Emerging Market Bond Index (EMBI) Global Diversified index measures government bonds in hard currencies.
*** The JP Morgan Government Bond Index – Emerging Markets (GBI-EM) Global Diversified index measures government bonds in local currencies.

Global 10-Year Treasury Yields

Global Performance and Yields
• The euro and British pound depreciated relative to the U.S. dollar,
while the Japanese yen appreciated. In emerging markets,
currency depreciation was particularly pronounced in commodity
exporting countries like Russia, as well as select Latin American
countries such as Mexico and Colombia.
• In Q4, central banks continued to adjust policy away from
accommodation. The ECB ended its bond purchase program in
Q4 and the BoJ continued to reduce its bond buying as well.
However, extreme market conditions caused the Fed to have a
slightly more dovish tone at the end of the quarter.

5

Japan

UK

Germany

Canada

4
3
2
1
0
-1

Sources this page: FactSet, Investment Metrics
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• Government yields fell in Q4 across developed markets.

PACKET PAGE 29

Q4 2018 In Review: Absolute Return Strategies
HFRI Indices

QTD

YTD

1-Year

3-Year

5-Year

10-Year

Fund of Funds Composite

-4.85

-3.92

-3.92

1.34

1.42

3.13

Fund Weighted Composite

-5.76

-4.49

-4.49

3.03

2.17

4.94

Event Driven

-5.03

-2.35

-2.35

5.12

2.52

6.50

Equity Hedge

-8.31

-6.94

-6.94

3.60

2.31

5.66

Macro

-1.86

-3.63

-3.63

-0.16

0.74

1.10

Emerging Markets

-4.28

-11.14

-11.14

4.32

1.36

5.29

Relative Value

-3.22

-0.24

-0.24

4.14

3.21

6.89

All data in the table are percentages.
Returns for periods greater than one year are annualized.

Hedge Fund Performance
• The HFRI Fund Weighted Composite declined 5.8% during Q4. All
of the major hedge fund strategies fell during the quarter. Macro
lost the least due to contributions from currency and discretionary
thematic managers that were defensively positioned.
• Equity Hedge declined the most in Q4. Volatility spiked early in the
quarter following sharp declines in crude oil. Managers with
exposure to energy and basic materials were the most adversely
affected, followed not too distantly by managers with significant
positioning in the technology sector.
• The Fund Weighted Composite and Fund of Funds Composite
indices also experienced losses in Q4, but they outperformed the
60/40 Balanced MSCI ACWI/Bloomberg Barclays Global
Aggregate index, which decreased 7.2% during the quarter.

Sources this page: FactSet, eVestment

HFR Hedge Fund and Fund of Fund Weighted Composite Growth of $1000
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Q4 2018 In Review: Private Equity
Private Equity Performance by Investment Horizon and
Vintage Year: All Regions

Performance
• The total return for private equity funds, comprising
performance across all regions and strategies, was 4.5% in
Q2 2018* and 18.0% over the 1-year period ending Q2.
• The 5-, 10-, and 20-year returns for private equity funds were
14.4%, 10.1% and 12.7%, respectively, at the end of Q2.
• Fund performance has been strong across all recent vintage
years.

Total PE

30.0%
25.0%
20.0%
15.0%
10.0%
5.0%
0.0%

1 Yr.
5 Yr.
10 Yr.
Inv estment Horizon

Venture Capital

20 Yr.

Buyouts

2016

2015

2014
2013
Vintage Year

2012

“ Vintage year” refers to the first year that capital was committed in a particular fund. Vintage-year performance is
calculated as the median percentile returns of all funds reporting as pooled IRRs.

Private Equity Commitments: United States

Fundraising

400,000
300,000
200,000

*The most recent data available.
Sources this page: Thomson Reuters, Private Equity Analyst, Preqin
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• The largest private equity-backed exits in 2018 included
Flipkart ($16.0 billion), AveXis ($8.7 billion), BMC Software
($8.3 billion), Qualtrics ($8.0 billion), Blue Buffalo
($7.9 billion), and GitHub ($7.5 billion).

2005

Private Equity Exit: All Regions

Exit Activity
• There were 1,582 private equity-backed exit deals completed
in 2018, roughly the same number as in 2017. Due to the
active IPO windows in major markets globally, aggregate IPO
deal value increased from $33.8 billion in 2017 to $52.9 billion
in 2018.

2004

2003

2002

0

2001

100,000
2000

• On a global basis, private equity fundraising dropped $140
billion from 2017 to 2018. The 10 largest funds accounted for
nearly one-quarter of the total capital raised in 2018 as many
investors consolidated their investments with managers with
proven track records.

Other (Includes fund of funds, mezzanine, and secondaries)
Venture
Buyout/Corporate Finance

500,000
$ Millions

• U.S. private equity funds raised approximately $392.1 billion
across 1,136 funds through December 17, 2018*, which is on
par with 2017’s annual fundraising data.
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Q4 2018 In Review: Real Estate
Real Estate Performance
• Comparing the most recent performance of core real estate, as
measured by the NFI-ODCE index (Q4 2018), and value add real
estate, as measured by the CEVA index (Q3 2018), the CEVA
outperformed the ODCE by 436 bps.

20%

• With the exception of the 10-year rolling period, the CEVA has
outperformed the ODCE by an average of 692 bps.

10%

• Public real estate, as measured by the FTSE EPRA/NAREIT
Developed Real Estate Index*, returned -5.5% in Q4.

15%

5%
0%

QTD

• Prevailing cap rates have been buoyed by historically wide
spreads versus financing costs and persistent demand for real
estate.
• Further compounding the cap rate spread issue, there is a record
level of capital available to invest in real estate.
* The FTSE EPRA Nareit Developed Index is designed to track the performance of listed real estate companies and
REITS worldwide.
** A cap rate is the potential rate of return on a real estate investment. Assuming no change in net operating income, real
estate valuations rise when cap rates fall. Comparin g cap rates to the10-year U.S. Treasury provides investors with an
estimated spread for expected returns from real estate (higher risk) vs. fixed rate bond (lower risk) investments.
Sources this page: NCREIF, Bloomberg

1-Year

3-Year

5-Year

10-Year

The NFI-ODCE (Open-end Diversified Core Equity) is defined by NCREIF as a fund-le vel cap-weighted,
gross of fee, time-weighted return index with an inception date of December 31, 1977.
The NFI-CEVA Index, which is a quarter lagged in performance reporting, is defined by NCREIF as a
capitalization-weighted, gross of fees, time-weighted return index. Funds included in the index must be
closed-end with a value-add strategy operated for U.S. institutional investors and must comply with
NCREIF’s data collection and reporting standards.

Capitalization Rates & 10-Year U.S. Treasury

Real Estate Capitalization Rates* vs. Treasuries
• Prime assets have seen strong capital flow, which has kept
investment values generally stable. However, there are concerns
that values may have peaked or are even poised to fall due to
significant appreciation and higher interest rates. Lower quality
assets are at the greatest risk of price declines.

ODCE CEVA ODCE CEVA ODCE CEVA ODCE CEVA ODCE CEVA

12.0%

Transaction Cap Rate

10-Year Treasury

10.0%
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6.0%
4.0%
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0.0%
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2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
Q4/2018

• Over the QTD, 1, 3, 5, and 10-year periods, the ODCE has had a
gross rolling return standard deviation of 2.9% compared to the
CEVA’s at 5.1%.

NCREIF Fund Index (NFI) Open-End Diversified Core
(ODCE) and Closed End Value-Add (CEVA) Real Estate
Performance
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Q4 2018 In Review: Infrastructure
Preqin Infrastructure Annualized Return as of
6/30/2018*

Infrastructure Performance
• Private infrastructure gained 3.9% in Q2 2018* and 11.8% over
the 1-year period ending June 30, 2018.

14%

• The 1-, 3-, and 5-year results exceeded the since-inception return,
indicating the asset class has recovered well from the global
financial crisis. The strong Q2 2018 return is a good sign for
investors after a weak Q1(1.4%).

12%

• The average deal size in 2018 ($412.7 million) was significantly
higher relative to history ($329.3 million), which could be a sign of
elevated valuations.

4%

11.8%
9.7%

10%
8%
6%

3.9%

11.1%
8.4%

5.4%

2%
0%

• Public infrastructure registered a -2.4% return in Q4 2018, as per
the FTSE Global Infrastructure 50/50 Index.

QTD

YTD

1 Year

3 Year

5-year

Since
Inception
(12/31/2007)

According to Preqin, the Preqin Infrastructure Index captures the average returns earned by investors in
their infrastructure portfolios, based on the actual amount of money invested. The Preqin Infrastructure
index is calculated on a quarterly basis using data from Preqin’s Infrastructure Online services.

Dry Powder and Fundraising

Dry Powder and Fundraising

• Infrastructure fundraising fell from a record high of $43.9 billion in
Q3 to $13.2 billion in Q4. The average fund size on a quarterly
basis was $1.1 billion in Q4, which is greater than the historical
average quarterly fund size of $883.8 million.

• The average deal size increased from $334.9 million in 2017 to
$412.7 million in 2018, which helped managers deploy more
capital and offload dry powder. Despite this fact, dry powder stood
at $173 billion at the end of 2018.

*The most recent data available.
**Dry powder is capital raised that hasn’t yet been invested.
Sources this page: Preqin

$USD Billions

• Dry powder** decreased slightly in Q4 as fundraising declined.
Funds raised $13.2 billion during the quarter and dry powder fell
by $3 billion.

Dry Powder
$200
$180
$160
$140
$120
$100
$80
$60
$40
$20
$0

Capital Raised

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
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Q4 2018 In Review: Commodities and Currencies
BCOM Indices

QTD

YTD

1-Year

3-Year

5-Year

10-Year

Bloomberg Commodity Index (BCOM)

-9.41

-11.25

-11.25

0.30

-8.80

-3.78

-25.78

-12.70

-12.70

-0.97

-18.47

-13.14

Agriculture

0.15

-10.79

-10.79

-6.78

-9.10

-2.88

Industrial Metals

-8.69

-19.48

-19.48

7.69

-3.19

1.60

Precious Metals

6.82

-4.57

-4.57

5.05

-0.86

3.10

Livestock

0.69

-1.71

-1.71

-0.45

-2.23

-2.79

Major World Currencies Indexed to Zero

Commodity and Currency Highlights
• The Bloomberg Commodity Index fell during Q4. Performance
across the underlying sectors varied significantly.

20
15
10

• Precious metals gained in Q4. Gold and silver rose amid worries of
continuing global trade tensions and slowing growth in China, a
major consumer of gold.

5

• The USD continued to rise against most major currencies in Q4,
though its strength moderated.

-5

Source this page: FactSet

12/31/18

10/31/18

08/31/18

06/30/18

04/30/18

02/28/18

12/31/17

10/31/17

08/31/17

-15
06/30/17

• The yen’s appreciation may hurt exports, which could continue to
drag on Japan’s GDP growth.

-10
02/28/17

• The euro decreased slightly versus the USD, while the yen
appreciated.

0

12/30/16

• Energy fell 25.8% in Q4, erasing a 17.6% YTD gain through Q3.
West Texas Intermediate crude oil, gasoline, and Brent crude oil
prices all declined more than 30% during the quarter. Concerns
about oversupply entered the market with stronger-than-expected
oil exports from Saudi Arabia and OPEC, coupled with decreased
demand expectations amid a weakening global economy.

US Trade-Weighted Dollar Exchange Rate Index
USD per Euro
USD per Japanese Yen
USD per China Yuan Renminbi
USD per Canadian Dollar

04/30/17

Energy
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Team RSW

Best
5

6
Worst

Russell
1000
Index

Annual Asset Class Performance

2004

2005

2006

2007

31.47

34.54

35.93

39.78

25.95

14.02

32.59

22.25

12.11

20.70

2009

2010

2011

2012

2013

2014

5.24

79.02

29.09

13.56

18.64

43.30

30.38

5.67

31.74

37.75

1.86

11.81

1.80

58.21

28.47

8.68

18.53

38.82

13.45

2.52

21.31

30.21

0.67

26.86

11.63

-2.35

37.21

26.85

8.46

18.05

34.52

13.24

1.23

17.34

25.62

0.01

10.74

23.48

11.63

-10.91

34.47

24.50

7.84

17.90

33.48

13.05

0.92

17.13

22.17

-1.26

18.33

7.05

22.25

7.05

-20.30

32.46

19.20

4.98

17.78

33.11

5.97

0.65

12.05

21.69

-1.51

16.49

6.27

18.37

6.97

-26.16

28.61

16.71

2.64

17.51

32.53

5.60

0.55

11.60

14.65

-2.08

14.31

5.66

15.46

6.28

-28.92

28.43

16.10

1.50

16.42

23.29

5.53

0.03

11.32

13.66

-4.57

11.75

5.26

13.35

5.77

-33.79

28.19

15.51

0.39

16.35

7.90

4.89

-0.39

10.19

9.32

-4.61

11.40

4.71

11.86

4.74

-36.85

27.17

15.12

0.06

15.81

7.44

4.22

-1.38

8.60

7.84

-4.78

11.14

4.55

9.86

1.87

-37.60

24.67

13.16

-2.44

15.26

2.47

3.64

-1.44

7.08

7.50

-8.27

8.46

4.15

9.07

1.81

-37.98

20.58

12.06

-2.91

14.59

0.06

3.40

-3.83

6.36

5.07

-9.31

8.20

3.01

8.99

-0.17

-38.44

19.69

8.21

-4.18

8.18

-2.02

2.45

-4.41

4.68

4.09

-11.01

6.30

2.84

4.76

-1.57

-38.54

11.41

6.54

-5.50

6.98

-2.27

0.02

-4.47

2.65

3.54

-12.86

4.34

2.74

4.34

-9.78

-43.06

5.93

6.31

-11.73

4.21

-6.58

-1.82

-7.47

1.51

3.01

-13.36

1.24

2.43

0.49

-16.81

-53.18

0.16

0.10

-18.17

0.09

-8.61

-4.48

-14.60

0.27

0.84

-14.25

MSCI
Blmbg.
MSCI
Blmbg.
Barclays
Emerging
Barc. U.S.
U.S. REIT
Barc. U.S.
Agg.
Markets
Corp:
Index
TIPS
Index
High Yield

JPM
EMBI
Global
(USD)

Russell
1000
Value
Index

Russell
1000
Growth
Index

Russell
2000
Index

Russell
2000
Value
Index

2008

Russell
2000
Growth
Index

MSCI
EAFE
Index

2015

As of December 31, 2018
2016
2017
2018

HFRI RV:
FTSE 3
MultiMonth TStrategy
Bill
Index

PACKET PAGE 35

Pension Plan
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Composite

City of Rockville DB

As of December 31, 2018

Segments
Domestic Equity
Domestic Fixed Income
International Equity
Real Estate
Global Other
Alternative Investment
Cash

Market Value
($)
27,312,782
19,820,285
16,325,902
14,456,006
10,568,686
7,135,950
1,103,970

Performance Bar Chart
Allocation
(%)
28.24
20.49
16.88
14.95
10.93
7.38
1.14

30.00
20.00
14.24

Return

Asset Allocation by Segment

12.14

10.00

8.11
5.38 4.88

6.87

4.61 4.34
0.96 1.73

0.00
-5.26

-10.00

-3.74

-5.26

-3.74

-8.41 -7.47

-20.00
1 Qtr

YTD

Composite

1 Yr

3 Yrs

5 Yrs

2017

2016

2015

Policy Index

Gain / Loss
Composite
Beginning Market Value
Net Cash Flows
Income
Gain/Loss
Ending Market Value

1 Qtr

YTD

1 Yr

3 Yrs

5 Yrs

105,566,710
67,915
391,480
-9,302,525
96,723,581

99,701,028
2,472,999
836,936
-6,287,382
96,723,581

99,701,028
2,472,999
836,936
-6,287,382
96,723,581

86,518,999
-4,000,376
1,987,469
12,217,489
96,723,581

81,269,377
-4,628,095
3,036,665
17,045,635
96,723,581
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City of Rockville DB

Composite

As of December 31, 2018
Large Cap Equity Composite
$17,071,721
Small Cap Equity Composite
$10,241,061
International Equity Composite
$16,325,902
Bond Composite
$19,820,285
Real Estate Composite
$14,456,006
Global Balanced/TAA Composite
$10,568,686
Real Assets Composite
$7,135,950
Cash Composite
$1,103,970

12.0%
10.6%

-1.4 %

16.9%

-3.1 %

20.0%
20.0%
20.5%

0.5%
12.5%

14.9%

2.4%
10.0%
10.9%

0.9%
7.5%
7.4%

-0.1 %
0.0%
1.1%
1.1%

-16.0 %

-8.0 %
Target Allocation

Composite
Large Cap Equity Composite
Small Cap Equity Composite
International Equity Composite
Bond Composite
Real Estate Composite
Global Balanced/TAA Composite
Real Assets Composite
Cash Composite

18.0%
17.7%

-0.3 %

Asset
Allocation
($)
96,723,581
17,071,721
10,241,061
16,325,902
19,820,285
14,456,006
10,568,686
7,135,950
1,103,970

0.0%

8.0%

Actual Allocation

Asset
Allocation
(%)
100.00
17.65
10.59
16.88
20.49
14.95
10.93
7.38
1.14

Target
Allocation
(%)
100.00
18.00
12.00
20.00
20.00
12.50
10.00
7.50
0.00

16.0%

24.0%

32.0%

Allocation Differences

Differences
(%)
0.00
-0.35
-1.41
-3.12
0.49
2.45
0.93
-0.12
1.14

Minimum
Allocation
(%)
N/A
13.00
7.00
15.00
15.00
7.50
5.00
2.50
0.00

Maximum
Allocation
(%)
N/A
23.00
17.00
25.00
25.00
15.00
15.00
10.00
5.00
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City of Rockville DB

Asset Allocation

As of December 31, 2018

Composite
Large Cap Equity Composite
Principal Large Cap Stock Index
Small Cap Equity Composite
State Street Small Cap Equity
International Equity Composite
Principal International Stock
Bond Composite
Mellon Capital Bond Market Index Fund
BlackRock Strategic Income Opportunities
Real Estate Composite
Prudential Real Estate Investors
Global Balanced/TAA Composite
Invesco Balanced-Risk Allocation Trust
Real Assets Composite
Principal Diversified Real Asset Fund
Cash Composite
Prudential Short-Term

Total Fund
%
($)
96,723,581 100.00
17,071,721 17.65
17,071,721 17.65
10,241,061 10.59
10,241,061 10.59
16,325,902 16.88
16,325,902 16.88
19,820,285 20.49
9,510,330
9.83
10,309,955 10.66
14,456,006 14.95
14,456,006 14.95
10,568,686 10.93
10,568,686 10.93
7,135,950
7.38
7,135,950
7.38
1,103,970
1.14
1,103,970
1.14
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City of Rockville DB

Comparative Performance
As of December 31, 2018

Allocation

Performance (%)
1
Quarter
-8.41
-7.47

Jul-2018
To
Dec-2018
-6.25
-5.22

1
Year
-5.26
-3.74

3
Years
5.38
4.88

Market Value
($000)
96,724

%
100.00

5
Years
4.61
4.34

7
Years
7.16
7.02

10
Years
8.24
7.66

Since
Inception
5.11
5.27

Inception
Date
01/01/2002

Large Cap Equity Composite
S&P 500

17,072

17.65

-13.51
-13.52

-6.87
-6.85

-4.43
-4.38

9.14
9.26

8.38
8.49

12.54
12.70

12.93
13.12

9.36
9.41

01/01/1995

Principal Large Cap Stock Index
S&P 500

17,072

17.65

-13.51
-13.52

-6.87
-6.85

-4.43
-4.38

9.19
9.26

8.41
8.49

12.56
12.70

12.94
13.12

9.37
9.41

01/01/1995

Small Cap Equity Composite
Russell 2000 Index

10,241

10.59

-19.70
-20.20

-16.35
-17.35

-9.64
-11.01

8.26
7.36

5.84
4.41

11.10
10.44

13.37
11.97

6.80
7.95

04/01/2008

State Street Small Cap Equity
Russell 2000 Index

10,241

10.59

-19.70
-20.20

-16.35
-17.35

-9.64
-11.01

8.26
7.36

N/A
4.41

N/A
10.44

N/A
11.97

5.50
5.37

05/01/2014

International Equity Composite
MSCI EAFE (Net)

16,326

16.88

-14.95
-12.54

-14.01
-11.35

-17.31
-13.79

2.37
2.87

0.80
0.53

5.61
5.75

6.62
6.32

7.61
4.50

01/01/1995

Principal International Stock
MSCI EAFE (Net)

16,326

16.88

-14.95
-12.54

-14.11
-11.35

-17.36
-13.79

2.35
2.87

0.79
0.53

5.60
5.75

6.61
6.32

7.61
4.50

01/01/1995

Bond Composite
Blmbg. Barc. U.S. Aggregate

19,820

20.49

0.43
1.64

0.70
1.66

0.26
0.01

2.47
2.06

2.25
2.52

2.57
2.10

5.71
3.48

5.91
5.44

01/01/1995

9,510

9.83

1.54
1.64

1.43
1.66

0.25
0.01

1.88
2.06

N/A
2.52

N/A
2.10

N/A
3.48

1.57
1.76

11/01/2015

BlackRock Strategic Income Opportunities
ICE BofAML LIBOR 3-month Constant Maturity

10,310

10.66

-0.58
0.57

-0.02
1.15

0.03
2.08

2.91
1.28

N/A
0.86

N/A
0.73

N/A
0.67

2.61
1.22

11/01/2015

Real Estate Composite
NCREIF ODCE Equal Weighted

14,456

14.95

1.83
1.62

4.27
3.74

8.72
8.25

8.33
8.44

10.70
10.54

11.11
11.01

6.84
6.85

4.92
5.14

04/01/2008

Prudential Real Estate Investors
NCREIF ODCE Equal Weighted

14,456

14.95

1.83
1.62

4.27
3.74

8.72
8.25

8.33
8.44

10.70
10.54

11.11
11.01

6.84
6.85

4.92
5.14

04/01/2008

Composite
Policy Index

Mellon Capital Bond Market Index Fund
Blmbg. Barc. U.S. Aggregate
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City of Rockville DB

Comparative Performance
As of December 31, 2018

Allocation

Performance (%)
1
Quarter
-4.88
0.56
-7.46

Jul-2018
To
Dec-2018
-5.61
1.06
-4.64

1
Year
-5.48
1.87
-4.76

3
Years
5.70
0.99
5.10

10.93

-4.88
0.56
-7.46

-5.61
1.06
-4.64

-5.48
1.87
-4.76

7,136

7.38

-8.60
-5.93

-8.84
-6.28

Principal Diversified Real Asset Fund
Principal Diversified Real Asset Strategic Index

7,136

7.38

-8.60
-5.93

Cash Composite
90 Day U.S. Treasury Bill

1,104

1.14

Prudential Short-Term
90 Day U.S. Treasury Bill

1,104

1.14

Market Value
($000)
10,569

%
10.93

10,569

Real Assets Composite
Principal Diversified Real Asset Strategic Index

Global Balanced/TAA Composite
90 Day U.S. Treasury Bill
Invesco Policy Index
Invesco Balanced-Risk Allocation Trust
90 Day U.S. Treasury Bill
Invesco Policy Index

5
Years
N/A
0.61
N/A

7
Years
N/A
0.45
N/A

10
Years
N/A
0.35
N/A

Since
Inception
3.74
0.65
3.98

Inception
Date
05/01/2014

5.70
0.99
5.10

N/A
0.61
N/A

N/A
0.45
N/A

N/A
0.35
N/A

3.74
0.65
3.98

05/01/2014

N/A
N/A

N/A
N/A

N/A
N/A

N/A
N/A

N/A
N/A

-8.53
-6.01

04/01/2018

-8.84
-6.28

N/A
N/A

N/A
N/A

N/A
N/A

N/A
N/A

N/A
N/A

-8.53
-6.01

04/01/2018

0.50
0.56

0.97
1.06

1.68
1.87

0.91
0.99

0.58
0.61

0.43
0.45

N/A
0.35

0.39
0.41

01/01/2011

0.50
0.56

0.97
1.06

1.68
1.87

0.91
0.99

0.58
0.61

0.43
0.45

N/A
0.35

0.39
0.41

01/01/2011
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City of Rockville DB

Comparative Performance
As of December 31, 2018

Performance (%)
2013 2012 2011 2010
14.57 13.06
0.21 16.04
15.69 12.41
1.14 13.93

Composite
Policy Index

2017
14.24
12.14

2016
8.11
6.87

2015
0.96
1.73

2014
6.07
5.38

2009 2008
16.96 -32.49
12.85 -24.92

Large Cap Equity Composite
S&P 500

21.77
21.83

11.73
11.96

1.32
1.38

13.50
13.69

32.19
32.39

15.67
16.00

1.82 14.70
2.11 15.06

26.33 -37.22
26.46 -37.00

Principal Large Cap Stock Index
S&P 500

21.77
21.83

11.88
11.96

1.32
1.38

13.50
13.69

32.19
32.39

15.66
16.00

1.83 14.70
2.11 15.06

26.33 -37.22
26.46 -37.00

Small Cap Equity Composite
Russell 2000 Index

13.04
14.65

24.22
21.31

-3.80
-4.41

8.82
4.89

32.59
38.82

18.66 -10.01 25.71
16.35
-4.18 26.85

48.39
N/A
27.17 -33.79

State Street Small Cap Equity
Russell 2000 Index

13.04
14.65

24.22
21.31

-3.80
-4.41

N/A
4.89

N/A
38.82

N/A
16.35

N/A
N/A
-4.18 26.85

N/A
N/A
27.17 -33.79

International Equity Composite
MSCI EAFE (Net)

28.98
25.03

0.58
1.00

-0.09
-0.81

-2.92
-4.90

18.89
22.78

18.43 -11.11 14.07
17.32 -12.14 7.75

27.74 -45.89
31.78 -43.38

Principal International Stock
MSCI EAFE (Net)

28.98
25.03

0.58
1.00

-0.09
-0.81

-2.92
-4.90

18.89
22.78

18.43 -11.11 14.07
17.32 -12.14 7.75

27.74 -45.89
31.78 -43.38

Bond Composite
Blmbg. Barc. U.S. Aggregate

4.09
3.54

3.12
2.65

-0.48
0.55

4.38
5.97

-0.82
-2.02

7.75
4.21

7.01 11.88
7.84 6.54

Mellon Capital Bond Market Index Fund
Blmbg. Barc. U.S. Aggregate

3.10
3.54

2.32
2.65

N/A
0.55

N/A
5.97

N/A
-2.02

N/A
4.21

N/A
7.84

N/A
6.54

N/A
5.93

N/A
5.24

BlackRock Strategic Income Opportunities
ICE Libor (3 month)

4.83
1.14

3.94
0.74

N/A
0.32

N/A
0.23

N/A
0.27

N/A
0.42

N/A
0.34

N/A
0.34

N/A
0.69

N/A
2.92

US TIPS Composite
Blmbg. Barc. U.S. TIPS

2.96
3.01

3.78
4.68

-2.18
-1.44

3.14
3.64

-8.42
-8.61

6.90
6.98

N/A
13.56

N/A
6.31

N/A
11.41

N/A
-2.35

BlackRock Inflation Protected Bond
Blmbg. Barc. U.S. TIPS

2.96
3.01

3.78
4.68

-2.18
-1.44

3.14
3.64

-8.42
-8.61

6.90
6.98

N/A
13.56

N/A
6.31

N/A
11.41

N/A
-2.35

21.89 -13.06
5.93
5.24
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City of Rockville DB

Comparative Performance
As of December 31, 2018

Performance (%)
2013 2012 2011 2010 2009 2008
14.69
9.67 19.08 18.42 -34.24
N/A
13.36 11.03 15.96 16.14 -30.65 -10.37

Real Estate Composite
NCREIF ODCE Equal Weighted

2017
7.46
7.80

2016
8.80
9.27

2015
15.36
15.17

2014
13.34
12.38

Prudential Real Estate Investors
NCREIF ODCE Equal Weighted

7.46
7.80

8.80
9.27

15.36
15.17

13.34
12.38

14.69
13.36

9.67
11.03

Global Balanced/TAA Composite
90 Day U.S. Treasury Bill
Invesco Policy Index

10.95
0.86
14.90

12.62
0.25
6.09

-3.15
0.03
0.26

N/A
0.04
N/A

N/A
0.05
N/A

N/A
0.08
N/A

N/A
0.08
N/A

N/A
0.13
N/A

N/A
0.17
N/A

N/A
2.10
N/A

Invesco Balanced-Risk Allocation Trust
90 Day U.S. Treasury Bill
Invesco Policy Index

10.95
0.86
14.90

12.62
0.25
6.09

-3.15
0.03
0.26

N/A
0.04
N/A

N/A
0.05
N/A

N/A
0.08
N/A

N/A
0.08
N/A

N/A
0.13
N/A

N/A
0.17
N/A

N/A
2.10
N/A

Cash Composite
90 Day U.S. Treasury Bill

0.77
0.86

0.29
0.25

0.10
0.03

0.08
0.04

0.03
0.05

0.06
0.08

0.10
0.08

N/A
0.13

N/A
0.17

N/A
2.10

Prudential Short-Term
90 Day U.S. Treasury Bill

0.77
0.86

0.29
0.25

0.10
0.03

0.08
0.04

0.03
0.05

0.06
0.08

0.10
0.08

N/A
0.13

N/A
0.17

N/A
2.10

19.08 18.42 -34.24
N/A
15.96 16.14 -30.65 -10.37
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City of Rockville DB

Total Fund Attribution

1 Quarter Ending December 31, 2018
Total Fund Performance

Total Value Added:-1.0 %

-1.0 %

Total Value Added

Total Fund Benchmark

Total Fund

Manager Value Added

-7.4 %

-1.3 %

Other

-8.4 %

-12.0 %

0.2%

Asset Allocation

-8.0 %

-4.0 %

0.0%

0.1%

-2.4 %

Total Asset Allocation:0.2%

-0.8 %

0.0%

0.8%

Total Manager Value Added:-1.3 %
0.0%

0.5%

Large Cap Equity Composite

0.0%
0.0%

-0.4 %

Small Cap Equity Composite

W eight (%)

-1.6 %

0.1%

-2.5 %

International Equity Composite

0.1%
-0.4 %

-0.1 %

Bond Composite

-0.2 %

-0.7 %
0.1%

Real Estate Composite

1.4%

Global Balanced/TAA Composite

0.0%

0.6%

Real Assets Composite
-3.0 %

0.0%

-0.6 %

0.0%

-0.1 %

-6.0 %

0.0%

-0.4 %
3.0%

-0.2 %

0.0%

Asset Allocation Value Added

-0.2 %

0.2% -1.2 %

-0.8 %

-0.4 %

Manager Value Added

0.0%

0.4%
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City of Rockville DB

Public Plans < $250 M & 40-70% EQ
As of December 31, 2018

20.0

16.0

12.0

8.0

Return

4.0

0.0

-4.0

-8.0

-12.0

-16.0

-20.0

¢ Composite
£

 Policy Index
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile

1 Qtr
-8.41 (49)
-7.47 (15)
-6.71
-7.74
-8.45
-9.08
-10.70

Parentheses contain percentile rankings.
Calculation based on monthly periodicity.

YTD
-5.26 (61)
-3.74 (23)

1 Yr
-5.26 (61)
-3.74 (23)

3 Yrs
5.38 (57)
4.88 (84)

5 Yrs
4.61 (36)
4.34 (49)

7 Yrs
7.16 (56)
7.02 (61)

10 Yrs
8.24 (57)
7.66 (85)

-3.00
-3.98
-4.92
-5.84
-7.21

-3.00
-3.98
-4.92
-5.84
-7.21

6.34
5.89
5.45
5.17
4.60

5.44
4.88
4.31
3.96
2.90

8.49
7.78
7.20
6.63
5.66

9.43
8.89
8.29
7.75
7.09
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City of Rockville DB

Public Plans < $250 M & 40-70% EQ
As of December 31, 2018

35.0

30.0

25.0

20.0

Return

15.0

10.0

5.0

0.0

-5.0

-10.0

-15.0

¢ Composite
£

 Policy Index
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile

2017
14.24 (64)
12.14 (97)

2016
8.11 (30)
6.87 (72)

18.15
15.99
14.77
13.66
12.70

9.96
8.17
7.41
6.76
5.88

Parentheses contain percentile rankings.
Calculation based on monthly periodicity.

2015
0.96 (13)
1.73 (5)
1.61
0.33
-0.70
-1.71
-3.14

2014
6.07 (53)
5.38 (66)

2013
14.57 (68)
15.69 (60)

2012
13.06 (57)
12.41 (71)

8.96
7.30
6.15
4.77
3.16

21.84
18.69
16.68
14.14
11.28

15.32
14.29
13.17
12.20
9.93

2011
0.21 (40)
1.14 (17)
3.77
0.69
0.08
-1.40
-2.37

PACKET PAGE 46
City of Rockville DB

Total Composite
As of December 31, 2018

Risk & Return Plan Sponsor — 3 Years

Risk & Return Plan Sponsor — 5 Years
8.0

Return (%)

Return (%)

8.0

6.0

4.0

2.0

6.0
4.0
2.0
0.0

3.2

4.0

4.8

5.6
6.4
7.2
Risk (Standard Deviation %)

£ Composite
¢

 Policy Index
¾ Median

Return
5.38
4.88
5.49

8.0

8.8

9.6

3.2

Standard
Deviation
6.43
5.68
6.41

4.0

4.8
5.6
6.4
7.2
Risk (Standard Deviation %)

£ Composite
¢

 Policy Index
¾ Median

Return
4.61
4.34
4.36

8.0

8.8

12/17

12/18

Standard
Deviation
5.97
5.35
6.11

Rolling Return and Tracking Error

Active Return (%)

6.0

3.0

0.0

-3.0

-6.0
3/02

12/02

9/03

6/04

3/05

Rolling 3 Yrs Active Return

12/05

9/06

6/07

3/08

Rolling Tracking Error

12/08

9/09

6/10

Active Return

3/11

12/11

9/12

6/13

3/14

12/14

9/15

6/16

3/17
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City of Rockville DB
Policy Index

Policy Index

Weight (%)

Jan-1976
S&P 500
Blmbg. Barc. U.S. Aggregate
MSCI EAFE (Net)

50.00
35.00
15.00

Apr-2008
S&P 500
Blmbg. Barc. U.S. Aggregate
MSCI EAFE (Net)
Russell 2000 Index
NCREIF ODCE Equal Weighted

25.00
25.00
20.00
15.00
15.00

Jan-2011
S&P 500
Russell 2000 Index
MSCI EAFE (Net)
Blmbg. Barc. U.S. Aggregate
NCREIF ODCE Equal Weighted

27.50
17.50
20.00
25.00
10.00

Jan-2012
S&P 500
Russell 2000 Index
MSCI EAFE (Net)
Blmbg. Barc. U.S. Aggregate
NCREIF ODCE Equal Weighted
Blmbg. Barc. U.S. TIPS

18.00
12.00
25.00
22.50
12.50
10.00

May-2014
S&P 500
Russell 2000 Index
MSCI EAFE (Net)
Blmbg. Barc. U.S. Aggregate
NCREIF ODCE Equal Weighted
Blmbg. Barc. U.S. TIPS
90 Day U.S. Treasury Bill

18.00
12.00
20.00
20.00
12.50
7.50
10.00

Policy Index

As of December 31, 2018
Weight (%)

Nov-2015
S&P 500
Russell 2000 Index
MSCI EAFE (Net)
Blmbg. Barc. U.S. Aggregate
NCREIF ODCE Equal Weighted
Blmbg. Barc. U.S. TIPS
90 Day U.S. Treasury Bill
ICE BofAML LIBOR 3-month Constant Maturity

18.00
12.00
20.00
10.00
12.50
7.50
10.00
10.00

Apr-2018
S&P 500
Russell 2000 Index
MSCI EAFE (Net)
Blmbg. Barc. U.S. Aggregate
NCREIF ODCE Equal Weighted
Principal Diversified Real Asset Strategic Index
90 Day U.S. Treasury Bill
ICE BofAML LIBOR 3-month Constant Maturity

18.00
12.00
20.00
10.00
12.50
7.50
10.00
10.00
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City of Rockville DB

Schedule of Investable Assets
Since Inception Ending December 31, 2018

Periods Ending
From 06/2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

Beginning
Market Value
($)
41,225,900
39,233,833
46,080,036
50,876,311
53,896,652
60,929,022
64,380,522
42,990,157
49,750,357
56,773,162
62,647,306
67,355,892
81,269,377
86,635,709
86,518,999
92,437,231
99,701,028
41,225,900

Gain/Loss includes income received and change in accrued income for the period.

Net
Cash Flow
($)
-398,198
-324,056
-580,112
-1,062,417
-266,329
-945,702
5,980,598
-3,272,990
3,833,098
433,596
-1,061,315
-963,813
-5,509,562
2,472,999
-1,664,204

Gain/Loss
($)
-1,992,067
6,846,203
4,796,275
3,418,539
7,356,426
4,031,612
-20,327,948
7,026,529
7,968,508
-106,454
7,981,576
10,080,387
4,932,736
944,605
6,882,046
12,773,358
-5,450,446
57,161,885

Ending
Market Value
($)
39,233,833
46,080,036
50,876,311
53,896,652
60,929,022
64,380,522
42,990,157
49,750,357
56,773,162
62,647,306
67,355,892
81,269,377
86,635,709
86,518,999
92,437,231
99,701,028
96,723,581
96,723,581

%Return
-2.87
17.89
9.71
6.44
13.66
6.53
-32.49
16.96
16.04
0.21
13.06
14.57
6.07
0.96
8.11
14.24
-5.26
141.27
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Fee Analysis
Market Value

Estimated
Annual Fee ($)

Annual Fee
(%)

Investment Manager

Asset Class

Principal Global Investor S&P 500 Index Account

US Large Cap Core

$17,071,721

$10,243

0.06

GE Asset Management Institutional Small-Cap Equity Fund

US Small Cap Core

$10,241,061

$102,411

1.00

Principal Global Investor Diversified International Equity

Intl Large Cap Core

$16,325,902

$112,649

0.69

Principal Global Investor Principal Bond Index - Mellon

US Fixed Income

$9,510,330

$28,531

0.30

BlackRock Strategic Income Opportunities

US Fixed Income

$10,309,955

$56,705

0.55

PGIM Real Estate PRISA

Real Estate

$14,456,006

$144,560

1.00

Invesco Balanced Risk Allocation

GTAA

$10,568,686

$40,161

0.38

PGIM Fixed Income Short Term

Cash

$1,103,970

$3,864

0.35

Principal Global Investor Diversified Real Asset Fund

Real Assets

$7,135,950

$62,796

0.88

$96,723,581

$561,919

0.58
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Thrift/457(b) Plan
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City of Rockville Thrift Plan

PLAN ACTIVITY
October 1, 2018 through December 31, 2018
Beginning
Balance
October 1, 2018

Funds
Diversified SAGIC II

$

Withdrawals/
Distributions

Contributions

5,591,288.21 $

58,033.68

$

Net
Exchanges

Forfeitures

(32,510.30) $

-

$

Expenses /
Fees

259,401.95 $
26,567.59

Investment
Gains/Losses

(2,053.84) $

53,750.98

Ending
Balance
December 31, 2018
$

5,927,911

Vanguard Total Bond Mrkt

$

381,874.96 $

6,358.56

$

-

$

-

$

$

(80.12) $

7,036.61

$

421,758

Western Asset Cr Plus Bond

$

1,975,357.66 $

27,103.51

$

(13,593.54) $

-

$

126,929.59 $

(581.58) $

17,959.40

$

2,133,175

Brandywine Global Intl Opportunities Bond

$

63,265.33

$

1,150.28

$

-

$

-

$

4,507.70

(25.67) $

(956.53) $

67,941

$

Principal Diversified Real Asset Inst

$

37,274.12

$

316.70

$

-

$

-

$

-

$

(9.34) $

(3,195.39) $

34,386

T. Rowe Price Equity Income

$

2,311,954.81 $

23,254.69

$

(21,818.74) $

-

$

(26,888.84) $

(619.06) $

(283,825.75) $

2,002,057

Vanguard 500 Index Admiral

$

4,869,140.89 $

37,505.10

$

(16,981.85) $

-

$

(46,914.29) $

(1,186.88) $

(659,943.94) $

4,181,619

Fidelity Contrafund

$

2,261,113.75 $

19,114.97

$

(19,248.87) $

-

$

(24,819.51) $

(568.87) $

(366,512.50) $

1,869,079

Vanguard Mid Cap Index Fund

$

306,415.61 $

4,865.25

$

-

$

-

$

(7,089.94) $

(73.25) $

(48,120.94) $

255,997

JP Morgan Intrepid Mid Cap

$

379,263.57 $

5,130.81

$

-

$

-

$

3,376.12

$

(105.44) $

(63,918.77) $

323,746

Vanguard Small Cap Index Fund

$

682,803.74 $

6,392.23

$

(10,000.00) $

-

$

2,917.89

$

(130.23) $

(125,703.54) $

556,280

Voya Small Company Fund

$

2,118,595.00 $

17,143.72

$

(27,190.58) $

-

$

655.85

$

(684.24) $

(405,527.24) $

1,702,993

(21,404.72) $

Harbor International Fund

$

1,853,231.45 $

21,827.90

$

(16,001.18) $

-

$

Vanguard Total Intl Stock Indx

$

290,458.28 $

6,350.98

$

-

$

-

$

(547.98) $

(250,850.38) $

1,586,255

$

(106.52) $

(35,177.22) $

265,753

Oppenheimer Developing Markets

$

172,771.69 $

2,950.54

$

-

$

-

$

(1,673.59) $

(58.35) $

(13,534.65) $

160,456

Nuveen Real Estate Secur Fund

$

148,296.89

$

2,891.83

$

-

$

American Funds 2010 Retirement

$

15,001.01

$

262.09

$

-

$

-

$

(2,387.86) $

(40.42) $

(9,985.81) $

138,775

-

$

-

$

(25.17) $

(1,136.66) $

14,101

American Funds 2015 Retirement

$

221,936.19 $

477.84

$

(55,000.00) $

-

$

$

(50.57) $

(14,477.75) $

247,483

4,227.67

94,597.10

American Funds 2020 Retirement

$

1,365,705.25 $

15,444.66

$

-

$

(1,715.15) $

-

$

(360.00) $

(123,465.36) $

1,255,609

American Funds 2025 Retirement

$

2,769,752.78 $

51,961.51

$

-

$

-

$

(5,556.28) $

(804.62) $

(287,614.86) $

2,527,739

American Funds 2030 Retirement

$

2,707,049.19 $

34,870.44

$

-

$

-

$

(361,211.57) $

(781.20) $

(304,531.25) $

2,075,396

American Funds 2035 Retirement

$

1,888,402.90 $

33,839.80

$

(9,250.00) $

(6,960.20) $

151,972.28 $

(825.83) $

(278,485.12) $

1,778,694

American Funds 2040 Retirement

$

1,788,452.48 $

31,574.34

$

-

-

$

(82,610.04) $

(625.04) $

(266,103.20) $

1,470,689

American Funds 2045 Retirement

$

1,961,639.07 $

44,563.12

$

(126.03) $

(553.35) $

(94,597.10) $

(1,157.66) $

(299,738.34) $

1,610,030

$

American Funds 2050 Retirement

$

673,897.95 $

31,364.21

$

(256.66) $

(1,674.09) $

-

$

(916.60) $

(104,469.88) $

597,945

American Funds 2055 Retirement

$

226,185.09 $

16,656.63

$

(602.76) $

(230.36) $

-

$

(570.00) $

(34,946.47) $

206,492

$

(344.40) $

(7,362.14) $

49,103

$

(13,333) $

(3,910,837) $

33,461,459

American Funds 2060 Retirement
Total

$

48,539.52

$

8,269.56

$

-

$

37,109,667

$

509,675

$

(222,581) $

$

-

$

(11,133) $

-
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Asset Allocation Summary
As of December 31, 2018
Fund

Plan Assets

% of Total

Diversified SAGIC II

$

5,927,911

17.7%

Vanguard Total Bond Mrkt

$

421,758

1.3%

Western Asset Cr Plus Bond

$

2,133,175

6.4%

Brandywine Global Intl Opportunities Bond

$

67,941

0.2%

Principal Diversified Real Asset Inst

$

34,386

0.1%

T. Rowe Price Equity Income

$

2,002,057

6.0%

Vanguard 500 Index Admiral

$

4,181,619

12.5%

Fidelity Contrafund

$

1,869,079

5.6%

Vanguard Mid Cap Index Fund

$

255,997

0.8%

JP Morgan Intrepid Mid Cap

$

323,746

1.0%

Vanguard Small Cap Index Fund

$

556,280

1.7%

Voya Small Company Fund

$

1,702,993

5.1%

Harbor International Fund

$

1,586,255

4.7%

Vanguard Total Intl Stock Indx

$

265,753

0.8%

Oppenheimer Developing Markets

$

160,456

0.5%

Nuveen Real Estate Secur Fund

$

138,775

0.4%

American Funds 2010 Retirement

$

14,101

0.0%

American Funds 2015 Retirement

$

247,483

0.7%

American Funds 2020 Retirement

$

1,255,609

3.8%

American Funds 2025 Retirement

$

2,527,739

7.6%

American Funds 2030 Retirement

$

2,075,396

6.2%

American Funds 2035 Retirement

$

1,778,694

5.3%

American Funds 2040 Retirement

$

1,470,689

4.4%

American Funds 2045 Retirement

$

1,610,030

4.8%

American Funds 2050 Retirement

$

597,945

1.8%

American Funds 2055 Retirement

$

206,492

0.6%

American Funds 2060 Retirement

$

49,103

0.1%

$

33,461,459

Total Assets

100.0%
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Asset Allocation as of December 31, 2018
Large Cap Value 6.0%
Inflation Hedged 0.1%
Global Fixed Income 0.2%

Large Cap Core 12.5%
Large Cap Growth 5.6%
Mid Cap Core 1.7%

US Fixed Income 7.6%

Small Cap Core 6.8%

Stable Value 17.7%

International 5.5%
Emerging Markets 0.5%
Real Estate 0.4%

Lifecycle 35.4%

Asset Allocation as of October 1, 2018
Large Cap Value 6.2%
Inflation Hedged 0.1%
Global Fixed Income 0.2%

Large Cap Core 13.1%
Large Cap Growth 6.1%
Mid Cap Core 1.8%

US Fixed Income 6.4%
Small Cap Core 7.5%

International 5.8%

Stable Value 15.1%

Emerging Markets 0.5%
Real Estate 0.4%

Lifecycle 36.8%
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City of Rockville Thrift Plan
Plan Contributions - 4th Quarter 2018
Large Cap Value 4.6%

Large Cap Core 7.4%
Large Cap Growth 3.8%
Mid Cap Core 2.0%
Small Cap Core 4.6%

Inflation Hedged 0.1%
Global Fixed Income 0.2%
US Fixed Income 6.6%

International 5.5%
Emerging Markets 0.6%

Stable Value 11.4%

Real Estate 0.6%

Lifecycle 52.8%

Plan Contributions - 3rd Quarter 2018
Large Cap Value 4.6%
Inflation Hedged 0.1%
Global Fixed Income 0.3%
US Fixed Income 6.8%

Large Cap Core 7.4%
Large Cap Growth 3.8%
Mid Cap Core 2.0%
Small Cap Core 4.7%

Stable Value 11.6%

International 5.6%
Emerging Markets 0.6%
Real Estate 0.6%

Lifecycle 52.2%
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PLAN ACTIVITY
October 1, 2018 through December 31, 2018

City of Rockville 457(b) Plan

Beginning
Balance
October 1, 2018

Funds

Withdrawals/
Distributions

Contributions

Diversified SAGIC II

$

6,670,082.14 $

Vanguard Total Bond Mrkt

$

Western Asset Cr Plus Bond

$

Brandywine Global Intl Opportunities Bond

$

Net
Exchanges

Expenses /
Fees

46,496.30

$

(215,273.49) $

262,913.03 $

(1,028.43) $

640,280.95 $

8,575.09

$

(5,243.54) $

(10,591.63) $

(128.92) $

847,270.85 $

10,652.14

$

(131.01) $

(7,685.60) $

(147.33) $

1,005.92

$

(43.74) $

(1,233.52) $

(14.84) $

22,274.86

$

425.38

$

Principal Diversified Real Asset Inst

$

$

-

$

(0.19) $

T. Rowe Price Equity Income

$

1,479,162.67 $

15,038.80

-

$

(84,939.29) $

$

(10,669.27) $

-

(303.61) $

Vanguard 500 Index Admiral

$

2,467,705.50 $

37,725.27

$

(58,001.59) $

(56,683.46) $

(606.95) $

Other
Activity

Investment
Gains/Losses

74,224.72

$

63,596.17

-

$

-

$

-

$

-

Ending
Balance
December 31, 2018
$

6,901,010

10,260.25

$

643,152

6,604.26

$

856,563

(338.40) $

21,650

$

(36.33) $

389

$

(179,580.75) $

1,258,635

-

$

(337,107.41) $

2,053,031

39,926.27

Fidelity Contrafund

$

5,378,241.63 $

32,735.90

$

(207,203.25) $

(31,261.32) $

(778.00) $

-

$

(878,722.90) $

4,293,012

Vanguard Mid Cap Index Fund

$

681,552.07 $

11,077.80

$

(103.16) $

(23,969.61) $

(187.32) $

-

$

(105,850.13) $

562,520

150.99

JP Morgan Intrepid Mid Cap

$

1,082,559.28 $

6,966.21

$

(50,204.64) $

$

(194.64) $

-

$

(180,893.81) $

858,383

Vanguard Small Cap Index Fund

$

394,868.84 $

7,905.67

$

(120.79) $

(13,560.91) $

(93.89) $

-

$

(73,444.82) $

315,554

Voya Small Company Fund

$

281,629.00 $

4,376.26

$

(458.12) $

(1,480.14) $

(87.10) $

-

$

(54,679.08) $

229,301

Harbor International Fund

$

339,166.87 $

7,284.61

$

(143.85) $

(5,146.40) $

(100.23) $

-

$

(46,263.01) $

294,798

Vanguard Total Intl Stock Indx

$

785,902.60 $

10,793.11

$

(8,710.92) $

(18,664.08) $

(203.26) $

-

$

(92,338.30) $

676,779

Oppenheimer Developing Markets

$

$

2,284.16

$

(62.34) $

(7,912.75) $

(45.80) $

-

$

(5,121.22) $

54,317

Nuveen Real Estate Secur Fund

$

107,935.50 $

3,305.51

$

(88.43) $

(9,675.04) $

(56.91) $

-

$

(6,981.50) $

94,439

American Funds 2010 Retirement

$

214,331.82 $

99.00

$

(1,982.36) $

67,198.73

$

(50.18) $

-

$

(15,753.43) $

263,844

American Funds 2015 Retirement

$

342,404.14 $

388.98

$

-

$

(77.45) $

-

$

(29,058.15) $

313,658

65,174.94

$

American Funds 2020 Retirement

$

1,401,642.62 $

16,924.80

$

435.94

$

(205.58) $

-

$

(122,604.33) $

1,165,553

American Funds 2025 Retirement

$

1,553,205.03 $

30,607.46

$

-

$

-

$

(602.71) $

-

$

(161,532.33) $

1,421,677

American Funds 2030 Retirement

$

595,321.56 $

12,374.36

$

-

$

(1,989.99) $

(232.31) $

-

$

(72,773.94) $

532,700

American Funds 2035 Retirement

$

854,359.84 $

-

$

18,470.94 $

(388.96) $

-

$

(136,024.43) $

881,238

American Funds 2040 Retirement

$

894,619.16 $

11,821.76

$

-

$

(62,167.19) $

(312.25) $

-

$

(132,022.65) $

711,939

American Funds 2045 Retirement

$

451,882.30 $

12,826.00

$

(10,000.00) $

(85,669.67) $

(365.95) $

-

$

(66,843.30) $

301,829

American Funds 2050 Retirement

$

222,657.80 $

3,258.00

$

-

$

-

$

(156.22) $

-

$

(34,079.40) $

191,680

American Funds 2055 Retirement

$

8,148.05

$

4,975.37

$

-

$

-

$

(120.13) $

-

$

(1,618.93) $

11,384

$

1,307,644.46 $

4,009.37

$

(8,245.75) $

(809.05) $

(302.24) $

-

$

(184,933.93) $

1,117,363

448,329

$

(781,597) $

$

(6,791) $

$

(2,838,142) $

26,026,399

American Funds 2060 Retirement
Total

$

29,090,450

$

144,820.82 $

(130,640.63) $

-

-

114,151
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City of Rockville 457(b) Plan

Asset Allocation Summary
As of December 31, 2018
Fund

Plan Assets

% of Total

Diversified SAGIC II

$

6,901,010

26.5%

Vanguard Total Bond Mrkt

$

643,152

2.5%

Western Asset Cr Plus Bond

$

856,563

3.3%

Brandywine Global Intl Opportunities Bond

$

21,650

0.1%

Principal Diversified Real Asset Inst

$

389

0.0%

T. Rowe Price Equity Income

$

1,258,635

4.8%

Vanguard 500 Index Admiral

$

2,053,031

7.9%

Fidelity Contrafund

$

4,293,012

16.5%

Vanguard Mid Cap Index Fund

$

562,520

2.2%

JP Morgan Intrepid Mid Cap

$

858,383

3.3%

Vanguard Small Cap Index Fund

$

315,554

1.2%

Voya Small Company Fund

$

229,301

0.9%

Harbor International Fund

$

294,798

1.1%

Vanguard Total Intl Stock Indx

$

676,779

2.6%

Oppenheimer Developing Markets

$

54,317

0.2%

Nuveen Real Estate Secur Fund

$

94,439

0.4%

American Funds 2010 Retirement

$

263,844

1.0%

American Funds 2015 Retirement

$

313,658

1.2%

American Funds 2020 Retirement

$

1,165,553

4.5%

American Funds 2025 Retirement

$

1,421,677

5.5%

American Funds 2030 Retirement

$

532,700

2.0%

American Funds 2035 Retirement

$

881,238

3.4%

American Funds 2040 Retirement

$

711,939

2.7%

American Funds 2045 Retirement

$

301,829

1.2%

American Funds 2050 Retirement

$

191,680

0.7%

American Funds 2055 Retirement

$

11,384

0.0%

American Funds 2060 Retirement

$

1,117,363

4.3%

$

26,026,399

100.0%

Total Assets
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City of Rockville 457(b) Plan
Asset Allocation as of December 31, 2018
Large Cap Core 7.9%

Large Cap Growth 16.5%

Large Cap Value 4.8%
Global Fixed Income 0.1%

Mid Cap Core 5.5%

Inflation Hedged 0.0%

Small Cap Core 2.1%

US Fixed Income 5.8%

International 3.7%
Emerging Markets 0.2%
Real Estate 0.4%
Stable Value 26.5%
Lifecycle 26.6%

Asset Allocation as of October 1, 2018
Large Cap Core 8.5%
Large Cap Value 5.1%
Global Fixed Income 0.1%
Inflation Hedged 0.0%
US Fixed Income 5.1%

Large Cap Growth 18.5%
Mid Cap Core 6.1%
Small Cap Core 2.3%
International 3.9%
Emerging Markets 0.2%
Real Estate 0.4%

Stable Value 22.9%

Lifecycle 27.0%
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City of Rockville 457(b) Plan
Plan Contributions - 4th Quarter 2018
Large Cap Core 8.4%
Large Cap Value 3.4%
Inflation Hedged 0.0%
Global Fixed Income 0.2%
US Fixed Income 4.3%

Large Cap Growth 7.3%
Mid Cap Core 4.0%
Small Cap Core 2.7%
International 4.0%

Stable Value 10.4%

Emerging Markets 0.5%
Real Estate 0.7%

Lifecycle 54.0%

Plan Contributions - 3rd Quarter 2018
Large Cap Core 12.8%
Large Cap Value 2.6%
Inflation Hedged 0.0%
Global Fixed Income 0.2%
US Fixed Income 3.6%

Large Cap Growth 8.9%
Mid Cap Core 3.4%
Small Cap Core 2.5%
International 3.7%
Emerging Markets 0.4%
Real Estate 0.6%

Stable Value 14.9%

Lifecycle 46.4%
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City of Rockville DC

Comparative Performance
As of December 31, 2018

City of Rockville

Allocation
Market Value
($000)
%
59,487,859
100.00

1
Quarter

Performance (%)
Year To
1
3
Date
Year
Years

5
Years

Expense Ratio

12,828,921

21.57

0.97
0.60

3.95
2.26

3.95
2.26

N/A
2.00

N/A
1.89

Vanguard Total Bond Market Index Adm
Blmbg. Barc. U.S. Aggregate
Vanguard Total Bond Market Index Adm Rank

1,064,910

1.79

1.61
1.64
14

-0.03
0.01
20

-0.03
0.01
20

2.03
2.06
47

2.46
2.52
33

0.05

Western Asset Core Plus Bond
Blmbg. Barc. U.S. Aggregate
Western Asset Core Plus Bond Rank

2,989,738

5.03

0.78
1.64
25

-1.47
0.01
72

-1.47
0.01
72

3.35
2.06
27

3.80
2.52
5

0.43

Brandywine Global International Opps Bond
FTSE Non-U.S. World Government Bond
Brandywine Global International Opps Bond Rank

89,591

0.15

-1.49
1.31
86

-5.44
-1.82
82

-5.44
-1.82
82

3.55
3.32
24

0.92
0.28
46

0.65

Principal Diversified Real Asset R6
Principal Diversified Real Asset Custom Index
Principal Diversified Real Asset R6 Rank

34,775

0.06

-8.54
-8.27
59

-7.84
-6.94
78

-7.84
-6.94
78

2.46
3.96
90

N/A
0.32
N/A

0.79

T. Rowe Price Equity Income
Russell 1000 Value Index
T. Rowe Price Equity Income Rank

3,260,692

5.48

-12.34
-11.72
41

-9.21
-8.27
55

-9.21
-8.27
55

8.03
6.95
16

N/A
5.95
N/A

0.55

Vanguard 500 Index Admiral
S&P 500
Vanguard 500 Index Admiral Rank

6,234,650

10.48

-13.53
-13.52
45

-4.43
-4.38
31

-4.43
-4.38
31

9.22
9.26
20

8.46
8.49
12

0.04

Fidelity Contrafund
Russell 1000 Growth Index
Fidelity Contrafund Rank

6,162,091

10.36

-16.24
-15.89
62

-2.13
-1.51
66

-2.13
-1.51
66

10.18
11.15
35

9.30
10.40
44

0.74

818,516

1.38

-15.46
-15.46
43

-9.23
-9.22
21

-9.23
-9.22
21

6.38
6.40
32

6.21
6.24
14

0.05

Diversified SAGIC II
Hueler Stable Value

Vanguard MidCap Index Admiral
Vanguard MidCap Policy Index
Vanguard MidCap Index Admiral Rank

PACKET PAGE 61

City of Rockville DC

Comparative Performance
As of December 31, 2018

JPMorgan Intrepid Mid Cap Select
Russell Midcap Index
JPMorgan Intrepid Mid Cap Select Rank
Vanguard Small Cap Index Adm
Vanguard Small Cap Policy Index
Vanguard Small Cap Index Adm Rank

Allocation
Market Value
($000)
%
1,182,130
1.99

1
Quarter
-16.60
-15.37
56

Performance (%)
Year To
1
3
Date
Year
Years
-11.62
-11.62
5.04
-9.06
-9.06
7.04
48
48
45

5
Years
4.75
6.26
29

Expense Ratio
0.89

871,834

1.47

-18.33
-18.33
18

-9.31
-9.33
27

-9.31
-9.33
27

7.64
7.62
45

5.25
5.24
28

0.05

Voya Small Company R6
Russell 2000 Index
Voya Small Company R6 Rank

1,932,293

3.25

-19.17
-20.20
29

-16.03
-11.01
79

-16.03
-11.01
79

5.00
7.36
72

3.94
4.41
47

0.96

Harbor International Instl
MSCI AC World ex USA (Net)
Harbor International Instl Rank

1,881,053

3.16

-13.55
-11.46
45

-17.96
-14.20
81

-17.96
-14.20
81

0.36
4.48
85

-1.96
0.68
98

0.72

Vanguard Total International Stock Adm
FTSE Global ex USA All Cap Index (USD)
Vanguard Total International Stock Adm Rank

942,532

1.58

-11.68
-11.75
78

-14.43
-14.36
69

-14.43
-14.36
69

4.54
4.75
28

0.94
1.34
20

0.11

Oppenheimer Developing Markets I
MSCI Emerging Markets Index
Oppenheimer Developing Markets I Rank

214,773

0.36

-7.78
-7.40
53

-11.79
-14.25
11

-11.79
-14.25
11

8.63
9.65
25

1.13
2.03
41

0.87

Nuveen Real Estate Securities R6
Wilshire US REIT Index
Nuveen Real Estate Securities R6 Rank

233,214

0.39

-6.40
-6.93
30

-5.39
-4.84
44

-5.39
-4.84
44

2.32
2.06
39

7.86
7.87
22

0.93

American Funds 2010 Target Date
AF 2010 Custom Index
American Funds 2010 Target Date Rank

277,945

0.47

-3.64
-4.41
19

-2.49
-2.85
9

-2.49
-2.85
9

4.97
4.73
1

4.14
4.27
1

0.34

American Funds 2015 Target Date
AF 2015 Custom Index
American Funds 2015 Target Date Rank

561,140

0.94

-4.21
-5.00
13

-2.72
-3.16
5

-2.72
-3.16
5

5.17
4.86
6

4.28
4.39
1

0.33
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City of Rockville DC

Comparative Performance
As of December 31, 2018

American Funds 2020 Target Date
AF 2020 Custom Index
American Funds 2020 Target Date Rank

Allocation
Market Value
($000)
%
2,421,162
4.07

1
Quarter
-4.88
-5.58
20

Performance (%)
Year To
1
3
Date
Year
Years
-2.69
-2.69
5.55
-3.43
-3.43
5.25
4
4
5

5
Years
4.69
4.55
1

Expense Ratio
0.35

American Funds 2025 Target Date
AF 2025 Custom Index
American Funds 2025 Target Date Rank

3,949,416

6.64

-6.32
-6.99
18

-3.47
-4.35
7

-3.47
-4.35
7

6.12
5.74
2

5.00
4.80
1

0.37

American Funds 2030 Target Date
AF 2030 Custom Index
American Funds 2030 Target Date Rank

2,608,095

4.38

-7.86
-8.41
22

-4.16
-5.22
5

-4.16
-5.22
5

6.92
6.39
1

5.63
5.03
1

0.39

American Funds 2035 Target Date
AF 2035 Custom Index
American Funds 2035 Target Date Rank

2,659,932

4.47

-9.75
-10.08
30

-5.14
-6.31
4

-5.14
-6.31
4

7.43
6.81
1

5.95
5.28
1

0.40

American Funds 2040 Target Date
AF 2040 Custom Index
American Funds 2040 Target Date Rank

2,182,627

3.67

-10.40
-10.78
22

-5.52
-6.85
3

-5.52
-6.85
3

7.62
6.83
1

6.05
5.26
1

0.41

American Funds 2045 Target Date
AF 2045 Custom Index
American Funds 2045 Target Date Rank

1,911,859

3.21

-10.66
-10.92
11

-5.58
-6.90
3

-5.58
-6.90
3

7.77
6.90
1

6.17
5.31
1

0.41

American Funds 2050 Target Date
AF 2050 Custom Index
American Funds 2050 Target Date Rank

789,625

1.33

-10.84
-11.07
10

-5.61
-6.95
2

-5.61
-6.95
2

7.83
6.96
1

6.19
5.34
1

0.42

American Funds 2055 Target Date
AF 2055 Custom Index
American Funds 2055 Target Date Rank

217,876

0.37

-10.88
-11.07
7

-5.65
-6.95
3

-5.65
-6.95
3

7.81
6.96
1

6.17
5.34
1

0.42

American Funds 2060 Target Date
AF 2060 Custom Index
American Funds 2060 Target Date Rank

1,166,465

1.96

-10.88
-11.07
7

-5.64
-6.95
2

-5.64
-6.95
2

7.81
6.96
1

N/A
N/A
N/A

0.45
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Retiree Benefit Trust
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Total Fund

City of Rockville Retiree Benefit Trust

As of December 31, 2018

Asset Allocation by Segment
Market Value
($)
4,193,249
3,671,352
226,017

Allocation
(%)
51.83
45.38
2.79

30.00
20.00
15.30

Return

Segments
Domestic Fixed Income
Global Equity
Cash Equivalent

Performance Bar Chart

13.77

10.00
5.41 5.35

7.09
3.83 4.56

4.25

0.00

-0.18
-2.56

-10.00

-4.03

-2.56

-2.80

-4.03

-6.25 -6.82

-20.00
1 Qtr

YTD

Total Fund

1 Yr

3 Yrs

5 Yrs

2017

2016

2015

Policy Index

Gain / Loss
Total Fund
Beginning Market Value
Net Cash Flows
Income
Gain/Loss
Ending Market Value

1 Qtr

YTD

1 Yr

3 Yrs

5 Yrs

8,637,711
-7,622
55,870
-595,341
8,090,618

8,064,262
251,629
164,795
-390,069
8,090,618

8,064,262
251,629
164,795
-390,069
8,090,618

6,132,603
920,224
410,348
627,444
8,090,618

5,163,647
1,709,341
654,593
563,037
8,090,618
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City of Rockville Retiree Benefit Trust

Total Fund

As of December 31, 2018

55.0%

Equity
$3,671,352

45.4%
-9.6 %

45.0%

Fixed Income
$4,193,249

51.8%
6.8%

-40.0 %

-20.0 %
Target Allocation

Equity
Fixed Income
Total Fund

Asset
Allocation
($)
3,671,352
4,193,249
8,090,618

0.0%
Actual Allocation

Asset
Allocation
(%)
45.38
51.83
100.00

20.0%

40.0%

60.0%

80.0%

100.0%

Allocation Differences

Target
Allocation
(%)
55.00
45.00
100.00

Differences
(%)
-9.62
6.83
0.00

Minimum
Allocation
(%)
30.00
20.00
N/A

Maximum
Allocation
(%)
80.00
70.00
N/A

PACKET PAGE 66

City of Rockville Retiree Benefit Trust

Asset Allocation

As of December 31, 2018

Total Fund
Manning & Napier

Total Fund
%
($)
8,090,618 100.00
8,090,618 100.00
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City of Rockville Retiree Benefit Trust

Comparative Performance
As of December 31, 2018

Total Fund
Policy Index

Allocation
Market Value
($000)
%
8,091
100.00

1
Quarter
-6.25
-6.82

Year To
Date
-2.56
-4.03

1
Year
-2.56
-4.03

3
Years
5.41
5.35

Performance (%)
5
7
Years
Years
3.83
6.83
4.56
6.76

10
Years
N/A
N/A

Since
Inception
7.97
7.94

Inception
Date
07/01/2009

Manning & Napier
Policy Index

8,091

100.00

-6.25
-6.82

-2.56
-4.03

-2.56
-4.03

5.41
5.35

3.83
4.56

6.83
6.76

N/A
N/A

7.97
7.94

07/01/2009

Global Equity Segment
Equity Policy Index

3,671

45.38

-13.91
-13.58

-5.45
-7.48

-5.45
-7.48

8.47
7.89

5.54
6.12

10.71
10.58

N/A
N/A

11.79
11.45

07/01/2009

Manning & Napier Global Equity Segment
Equity Policy Index

3,671

45.38

-13.91
-13.58

-5.45
-7.48

-5.45
-7.48

8.47
7.89

5.54
6.12

10.71
10.58

N/A
N/A

11.79
11.45

07/01/2009

Bond Segment
Blmbg. Barc. U.S. Aggregate

4,193

51.83

1.49
1.64

0.43
0.01

0.43
0.01

1.49
2.06

1.29
2.52

1.78
2.10

N/A
3.48

3.35
3.46

07/01/2009

Manning & Napier Bond Segment
Blmbg. Barc. U.S. Aggregate

4,193

51.83

1.49
1.64

0.43
0.01

0.43
0.01

1.49
2.06

1.29
2.52

1.78
2.10

N/A
3.48

3.35
3.46

07/01/2009
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City of Rockville Retiree Benefit Trust

Comparative Performance
As of December 31, 2018

Total Fund
Policy Index

Performance (%)
2017 2016 2015 2014 2013 2012 2011 2010 2009 2008
15.30 4.25 -2.80 6.02 15.65 13.73 0.58 13.13 N/A N/A
13.77 7.09 -0.18 7.10 13.85 11.09 2.05 11.94 N/A N/A

Manning & Napier
Policy Index

15.30
13.77

N/A
N/A

N/A
N/A

Global Equity Segment
Equity Policy Index

27.82 5.59 -4.98 7.99 30.49 19.27 -2.77 15.46 N/A
22.65 10.69 -1.04 8.26 28.83 16.60 -2.82 15.55 N/A

N/A
N/A

Manning & Napier Global Equity Segment
Equity Policy Index

27.82 5.59 -4.98 7.99 30.49 19.27 -2.77 15.46
22.65 10.69 -1.04 8.26 28.83 16.60 -2.82 15.55

N/A
N/A

N/A
N/A

4.25 -2.80 6.02 15.65 13.73 0.58 13.13
7.09 -0.18 7.10 13.85 11.09 2.05 11.94

Bond Segment
Blmbg. Barc. U.S. Aggregate

1.77
3.54

2.28 -0.27 2.27
2.65 0.55 5.97

-0.53
-2.02

6.68 6.44
4.21 7.84

8.96 N/A
6.54 5.93

N/A
5.24

Manning & Napier Bond Segment
Blmbg. Barc. U.S. Aggregate

1.77
3.54

2.28 -0.27 2.27
2.65 0.55 5.97

-0.53
-2.02

6.68 6.44
4.21 7.84

8.96 N/A
6.54 5.93

N/A
5.24
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City of Rockville Retiree Benefit Trust

IM U.S. Balanced (SA+CF)
As of December 31, 2018

25.0

20.0

15.0

10.0

Return

5.0

0.0

-5.0

-10.0

-15.0

-20.0

-25.0

¢ Total Fund
£

 Policy Index
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile

1 Qtr
-6.25 (21)
-6.82 (25)
-3.93
-6.86
-8.53
-10.06
-14.60

Parentheses contain percentile rankings.
Calculation based on quarterly periodicity.

YTD
-2.56 (29)
-4.03 (53)
1.76
-1.66
-3.99
-7.23
-10.01

1 Yr
-2.56 (29)
-4.03 (53)
1.76
-1.66
-3.99
-7.23
-10.01

3 Yrs
5.41 (57)
5.35 (58)
9.21
7.11
5.59
4.55
3.56

5 Yrs
3.83 (74)
4.56 (59)
7.43
5.91
4.91
3.77
-0.09

7 Yrs
6.83 (74)
6.76 (75)
10.31
8.97
7.89
6.69
0.42

10 Yrs
N/A
N/A
11.21
10.38
8.88
8.10
4.00
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City of Rockville Retiree Benefit Trust

IM U.S. Balanced (SA+CF)
As of December 31, 2018

44.0

36.0

28.0

Return

20.0

12.0

4.0

-4.0

-12.0

-20.0

-28.0

¢ Total Fund
£

 Policy Index
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile

2017
15.30 (35)
13.77 (49)
19.79
16.17
13.69
10.62
8.14

Parentheses contain percentile rankings.
Calculation based on quarterly periodicity.

2016
4.25 (96)
7.09 (70)
16.74
11.01
8.49
6.77
4.34

2015
-2.80 (72)
-0.18 (35)
4.16
0.72
-1.48
-3.16
-12.04

2014
6.02 (61)
7.10 (46)
16.09
9.56
6.92
4.74
-0.81

2013
15.65 (76)
13.85 (79)

2012
13.73 (31)
11.09 (55)

26.52
21.85
19.40
15.65
-2.05

16.61
13.91
11.33
9.62
3.97

2011
0.58 (61)
2.05 (41)
6.88
3.34
1.32
-0.51
-3.71
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Total Composite
As of December 31, 2018

Risk & Return — 3 Years

Risk & Return — 5 Years

6.0

4.2

5.8
4.0

Return (%)

Return (%)

5.6
Total Fund

5.4

Total Fund

3.8

5.2
3.6
5.0
3.4
5.6

5.8

6.0

6.2

6.4

6.6

6.8

6.0

6.2

6.4

Risk (Standard Deviation %)

6.6

6.8

7.0

7.2

7.4

7.6

Risk (Standard Deviation %)

Rolling Return and Tracking Error
6.0

Active Return (%)

4.0
2.0
0.0
-2.0
-4.0
-6.0
9/09

3/10

9/10

3/11

Rolling 3 Yrs Active Return

9/11

3/12

9/12

Rolling Tracking Error

3/13

9/13

3/14

Active Return

9/14

3/15

9/15

3/16

9/16

3/17

9/17

3/18

12/18
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Total Composite
As of December 31, 2018

Risk & Return Plan Sponsor — 3 Years

Risk & Return Plan Sponsor — 5 Years
12.0

10.0

Return (%)

Return (%)

12.5

7.5
5.0
2.5
0.0

8.0
4.0
0.0
-4.0

0.0

2.0

4.0
6.0
8.0
10.0
Risk (Standard Deviation %)

£ Total Fund
¢

 Policy Index
¾ Median

Return
5.41
5.35
5.59

12.0

14.0

0.0

2.0

Standard
Deviation
6.41
5.63
7.41

4.0
6.0
8.0
10.0
Risk (Standard Deviation %)

£ Total Fund
¢

 Policy Index
¾ Median

Return
3.83
4.56
4.91

12.0

14.0

Standard
Deviation
6.52
5.34
7.07

Rolling Return and Tracking Error
6.0

Active Return (%)

4.0
2.0
0.0
-2.0
-4.0
-6.0
9/09

3/10

9/10

3/11

Rolling 3 Yrs Active Return

9/11

3/12

9/12

Rolling Tracking Error

3/13

9/13

3/14

Active Return

9/14

3/15

9/15

3/16

9/16

3/17

9/17

3/18

12/18
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City of Rockville Retiree Benefit Trust

Policy Index

As of December 31, 2018
Policy Index
Jul-2009
Russell 3000 Index
MSCI AC World ex USA (Net)
Blmbg. Barc. U.S. Aggregate

Weight (%)
40.00
15.00
45.00
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City of Rockville Retiree Benefit Trust

IM Global Equity (SA+CF)
As of December 31, 2018

28.0

20.0

12.0

Return

4.0

-4.0

-12.0

-20.0

-28.0

-36.0

¢ Global Equity Segment
£

 Equity Policy Index
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile

1 Qtr
-13.91 (63)
-13.58 (59)
-5.03
-10.03
-12.85
-15.05
-18.49

Parentheses contain percentile rankings.
Calculation based on monthly periodicity.

YTD
-5.45 (24)
-7.48 (40)
-0.16
-5.69
-8.70
-12.14
-17.14

1 Yr
-5.45 (24)
-7.48 (40)
-0.16
-5.69
-8.70
-12.14
-17.14

3 Yrs
8.47 (20)
7.89 (26)
11.62
7.92
6.55
5.14
2.21

5 Yrs
5.54 (39)
6.12 (32)
9.96
6.66
4.98
3.35
-0.34

7 Yrs
10.71 (29)
10.58 (32)
14.43
10.92
9.69
8.22
4.71

10 Yrs
N/A
N/A
15.73
12.37
10.59
9.49
6.19
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City of Rockville Retiree Benefit Trust

IM Global Equity (SA+CF)
As of December 31, 2018

65.0

50.0

35.0

Return

20.0

5.0

-10.0

-25.0

-40.0

¢ Global Equity Segment
£

 Equity Policy Index
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile

2017
27.82 (26)
22.65 (55)

2016
5.59 (63)
10.69 (23)

37.60
27.96
23.25
19.37
11.02

20.63
10.18
7.11
3.86
-1.44

Parentheses contain percentile rankings.
Calculation based on monthly periodicity.

2015
-4.98 (83)
-1.04 (63)
11.79
3.77
0.24
-2.92
-14.97

2014
7.99 (23)
8.26 (21)
14.19
7.55
4.53
1.66
-6.46

2013
30.49 (33)
28.83 (42)

2012
19.27 (27)
16.60 (52)

42.36
32.08
27.43
21.75
9.95

25.23
19.54
16.73
13.55
6.70

2011
-2.77 (32)
-2.82 (32)
7.58
-1.55
-6.35
-10.21
-17.56
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Equity Policy Index

As of December 31, 2018
Policy Index
Jul-2009
Russell 3000 Index
MSCI AC World ex USA (Net)

Weight (%)
75.00
25.00
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City of Rockville Retiree Benefit Trust

IM U.S. Broad Market Core Fixed Income (SA+CF)
As of December 31, 2018

10.0

8.0

6.0

Return

4.0

2.0

0.0

-2.0

-4.0

¢ Bond Segment
£

 Blmbg. Barc. U.S. Aggregate
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile
Parentheses contain percentile rankings.
Calculation based on quarterly periodicity.

1 Qtr
1.49 (42)
1.64 (24)
2.17
1.63
1.40
1.12
0.30

YTD
0.43 (22)
0.01 (62)
1.31
0.39
0.07
-0.10
-0.53

1 Yr
0.43 (22)
0.01 (62)
1.31
0.39
0.07
-0.10
-0.53

3 Yrs
1.49 (100)
2.06 (85)

5 Yrs
1.29 (100)
2.52 (84)

7 Yrs
1.78 (100)
2.10 (94)

10 Yrs
N/A
3.48 (93)

3.47
2.81
2.48
2.15
1.85

3.74
3.18
2.86
2.63
2.39

3.72
2.98
2.63
2.31
2.07

5.82
5.04
4.41
3.92
3.44
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City of Rockville Retiree Benefit Trust

IM U.S. Broad Market Core Fixed Income (SA+CF)
As of December 31, 2018

14.0

11.0

8.0

Return

5.0

2.0

-1.0

-4.0

-7.0

¢ Bond Segment
£

 Blmbg. Barc. U.S. Aggregate
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile
Parentheses contain percentile rankings.
Calculation based on monthly periodicity.

2017
1.77 (100)
3.54 (84)

2016
2.28 (95)
2.65 (77)

2015
-0.27 (98)
0.55 (74)

2014
2.27 (100)
5.97 (67)

2013
-0.53 (14)
-2.02 (74)

2012
6.68 (28)
4.21 (91)

2011
6.44 (91)
7.84 (51)

5.30
4.52
4.05
3.64
3.06

5.62
3.83
3.11
2.65
2.23

1.68
1.09
0.82
0.53
-0.07

7.91
6.79
6.17
5.79
4.63

0.21
-1.01
-1.56
-2.04
-2.62

8.85
6.96
5.92
5.09
3.85

9.13
8.26
7.84
7.25
5.74
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City of Rockville Retiree Benefit Trust

Schedule of Investable Assets
Since Inception Ending December 31, 2018

Periods Ending
From 07/2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

Beginning
Market Value
($)
1,323,956
1,522,340
1,986,296
2,704,785
3,346,273
5,163,647
5,890,485
6,132,603
6,672,756
8,064,262
1,323,956

Gain/Loss includes income received and change in accrued income for the period.

Net
Cash Flow
($)
-806
233,661
722,914
250,673
1,198,721
408,388
380,730
297,794
370,800
251,629
4,114,504

Gain/Loss
($)
199,190
230,295
-4,425
390,815
618,653
318,451
-138,612
242,359
1,020,706
-225,274
2,652,158

Ending
Market Value
($)
1,522,340
1,986,296
2,704,785
3,346,273
5,163,647
5,890,485
6,132,603
6,672,756
8,064,262
8,090,618
8,090,618

%Return
14.65
13.13
0.58
13.73
15.65
6.02
-2.80
4.25
15.30
-2.56
107.11
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Manning & Napier
As of December 31, 2018

Gain / Loss
Manning & Napier
Beginning Market Value
Net Cash Flows
Income
Gain/Loss
Ending Market Value

1 Qtr

YTD

1 Yr

3 Yrs

5 Yrs

8,637,711
-7,622
55,870
-595,341
8,090,618

8,064,262
251,629
164,795
-390,069
8,090,618

8,064,262
251,629
164,795
-390,069
8,090,618

6,132,603
920,224
410,348
627,444
8,090,618

5,163,647
1,709,341
654,593
563,037
8,090,618

Rolling Return and Tracking Error
6.0

Active Return (%)

4.0
2.0
0.0
-2.0
-4.0
-6.0
9/09

3/10

9/10

3/11

9/11

Rolling 3 Yrs Active Return

3/12

9/12

Rolling Tracking Error

3/13

9/13

3/14

9/14

3/15

9/15

3/16

9/16

3/17

9/17

3/18

12/18

Active Return

Performance
Manning & Napier
Policy Index
Difference

1 Qtr
-6.25
-6.82
0.57

YTD
-2.56
-4.03
1.47

1 Yr
-2.56
-4.03
1.47

3 Yrs
5.41
5.35
0.06

5 Yrs
3.83
4.56
-0.73

7 Yrs
6.83
6.76
0.07

10 Yrs
N/A
N/A
N/A
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City of Rockville Retiree Benefit Trust

Manning & Napier

As of December 31, 2018
Segments
Global Equity
Domestic Fixed Income
Cash Equivalent

Market Value
($)
3,671,352
4,193,249
226,017

Allocation
(%)
45.38
51.83
2.79

PACKET PAGE 82

City of Rockville Retiree Benefit Trust

IM U.S. Balanced (SA+CF)
As of December 31, 2018

25.0

20.0

15.0

10.0

Return

5.0

0.0

-5.0

-10.0

-15.0

-20.0

-25.0

¢ Manning & Napier
£

 Policy Index
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile

1 Qtr
-6.25 (21)
-6.82 (25)
-3.93
-6.86
-8.53
-10.06
-14.60

Parentheses contain percentile rankings.
Calculation based on quarterly periodicity.

YTD
-2.56 (29)
-4.03 (53)
1.76
-1.66
-3.99
-7.23
-10.01

1 Yr
-2.56 (29)
-4.03 (53)
1.76
-1.66
-3.99
-7.23
-10.01

3 Yrs
5.41 (57)
5.35 (58)
9.21
7.11
5.59
4.55
3.56

5 Yrs
3.83 (74)
4.56 (59)
7.43
5.91
4.91
3.77
-0.09

7 Yrs
6.83 (74)
6.76 (75)
10.31
8.97
7.89
6.69
0.42

10 Yrs
N/A
N/A
11.21
10.38
8.88
8.10
4.00
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City of Rockville Retiree Benefit Trust

IM U.S. Balanced (SA+CF)
As of December 31, 2018

44.0

36.0

28.0

Return

20.0

12.0

4.0

-4.0

-12.0

-20.0

-28.0

¢ Manning & Napier
£

 Policy Index
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile

2017
15.30 (35)
13.77 (49)
19.79
16.17
13.69
10.62
8.14

Parentheses contain percentile rankings.
Calculation based on quarterly periodicity.

2016
4.25 (96)
7.09 (70)
16.74
11.01
8.49
6.77
4.34

2015
-2.80 (72)
-0.18 (35)
4.16
0.72
-1.48
-3.16
-12.04

2014
6.02 (61)
7.10 (46)
16.09
9.56
6.92
4.74
-0.81

2013
15.65 (76)
13.85 (79)

2012
13.73 (31)
11.09 (55)

26.52
21.85
19.40
15.65
-2.05

16.61
13.91
11.33
9.62
3.97

2011
0.58 (61)
2.05 (41)
6.88
3.34
1.32
-0.51
-3.71
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City of Rockville Retiree Benefit Trust

IM Global Equity (SA+CF)
As of December 31, 2018

28.0

20.0

12.0

Return

4.0

-4.0

-12.0

-20.0

-28.0

-36.0

¢ Manning & Napier
£

 Equity Policy Index
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile

1 Qtr
-13.91 (63)
-13.58 (59)
-5.03
-10.03
-12.85
-15.05
-18.49

Parentheses contain percentile rankings.
Calculation based on monthly periodicity.

YTD
-5.45 (24)
-7.48 (40)
-0.16
-5.69
-8.70
-12.14
-17.14

1 Yr
-5.45 (24)
-7.48 (40)
-0.16
-5.69
-8.70
-12.14
-17.14

3 Yrs
8.47 (20)
7.89 (26)
11.62
7.92
6.55
5.14
2.21

5 Yrs
5.54 (39)
6.12 (32)
9.96
6.66
4.98
3.35
-0.34

7 Yrs
10.71 (29)
10.58 (32)
14.43
10.92
9.69
8.22
4.71

10 Yrs
N/A
N/A
15.73
12.37
10.59
9.49
6.19
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City of Rockville Retiree Benefit Trust

IM Global Equity (SA+CF)
As of December 31, 2018

65.0

50.0

35.0

Return

20.0

5.0

-10.0

-25.0

-40.0

¢ Manning & Napier
£

 Equity Policy Index
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile

2017
27.82 (26)
22.65 (55)

2016
5.59 (63)
10.69 (23)

37.60
27.96
23.25
19.37
11.02

20.63
10.18
7.11
3.86
-1.44

Parentheses contain percentile rankings.
Calculation based on monthly periodicity.

2015
-4.98 (83)
-1.04 (63)
11.79
3.77
0.24
-2.92
-14.97

2014
7.99 (23)
8.26 (21)
14.19
7.55
4.53
1.66
-6.46

2013
30.49 (33)
28.83 (42)

2012
19.27 (27)
16.60 (52)

42.36
32.08
27.43
21.75
9.95

25.23
19.54
16.73
13.55
6.70

2011
-2.77 (32)
-2.82 (32)
7.58
-1.55
-6.35
-10.21
-17.56
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City of Rockville Retiree Benefit Trust

IM U.S. Broad Market Core Fixed Income (SA+CF)
As of December 31, 2018

10.0

8.0

6.0

Return

4.0

2.0

0.0

-2.0

-4.0

¢ Manning & Napier
£

 Blmbg. Barc. U.S. Aggregate
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile
Parentheses contain percentile rankings.
Calculation based on quarterly periodicity.

1 Qtr
1.49 (42)
1.64 (24)
2.17
1.63
1.40
1.12
0.30

YTD
0.43 (22)
0.01 (62)
1.31
0.39
0.07
-0.10
-0.53

1 Yr
0.43 (22)
0.01 (62)
1.31
0.39
0.07
-0.10
-0.53

3 Yrs
1.49 (100)
2.06 (85)

5 Yrs
1.29 (100)
2.52 (84)

7 Yrs
1.78 (100)
2.10 (94)

10 Yrs
N/A
3.48 (93)

3.47
2.81
2.48
2.15
1.85

3.74
3.18
2.86
2.63
2.39

3.72
2.98
2.63
2.31
2.07

5.82
5.04
4.41
3.92
3.44

PACKET PAGE 87

City of Rockville Retiree Benefit Trust

IM U.S. Broad Market Core Fixed Income (SA+CF)
As of December 31, 2018

14.0

11.0

8.0

Return

5.0

2.0

-1.0

-4.0

-7.0

¢ Manning & Napier
£

 Blmbg. Barc. U.S. Aggregate
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile
Parentheses contain percentile rankings.
Calculation based on monthly periodicity.

2017
1.77 (100)
3.54 (84)

2016
2.28 (95)
2.65 (77)

2015
-0.27 (98)
0.55 (74)

2014
2.27 (100)
5.97 (67)

2013
-0.53 (14)
-2.02 (74)

2012
6.68 (28)
4.21 (91)

2011
6.44 (91)
7.84 (51)

5.30
4.52
4.05
3.64
3.06

5.62
3.83
3.11
2.65
2.23

1.68
1.09
0.82
0.53
-0.07

7.91
6.79
6.17
5.79
4.63

0.21
-1.01
-1.56
-2.04
-2.62

8.85
6.96
5.92
5.09
3.85

9.13
8.26
7.84
7.25
5.74
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Fee Analysis
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Fee Analysis
Investment Manager

Asset Class

Manning & Napier Long-Term Growth

Balanced

Market Value

Estimated
Annual Fee ($)

Annual Fee
(%)

$8,090,618

$60,680

0.75

$8,090,618

$60,680

0.75
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City of Rockville

S3 RATING™ SCORING SYSTEM
Thrift/457(b) Plans
December 2018

Ryen Sherman, CFA
Vice President

Copyright © 2019 by The Segal Group, Inc. All rights reserved.
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Scoring System Summary
Ticker
Ticker

Fund
FundName
Name

FundCategory
Category
Fund

LMOTX

BrandywineGLOBAL Intl Opp Bond IS

World Bond

B

B

C

C

FCNTX

Fidelity® Contrafund®

Large Growth

B

B

B

B

HAINX

Harbor International Institutional

Foreign Large Blend

C

C

D

D

WOOPX

JPMorgan Intrepid Mid Cap I

Mid-Cap Blend

B

B

C

C

ODVIX

Oppenheimer Developing Markets I

Diversified Emerging Mkts

A

A

A

A

REIPX

T. Rowe Price Equity Income I

Large Value

C

C

C

C

VFIAX

Vanguard 500 Index Admiral

Large Blend

C

C

C

C

VIMAX

Vanguard Mid Cap Index Admiral

Mid-Cap Blend

A

A

A

A

VSMAX

Vanguard Small Cap Index Adm

Small Blend

B

B

C

B

VBTLX

Vanguard Total Bond Market Index Adm

Intermediate-Term Bond

C

C

C

C

VTIAX

Vanguard Total Intl Stock Index Admiral

Foreign Large Blend

B

B

B

A

ISMZX

Voya Small Company R6

Small Blend

B

B

B

B

WAPSX

Western Asset Core Plus Bond IS

Intermediate-Term Bond

B

B

B

B

Mar 2018

1

Mar2018
2018
Jun

Jun2018
2018
Sep

Sep2018
2018
Dec

Dec 2018
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Fidelity® Contrafund®
Ticker: FCNTX

Category: Large Growth
Benchmark: Russell 1000 Growth

Expense Ratio: 0.74

Organization: A
Portfolio Characteristics

Inception Date: 05/17/1967

Performance: B

Style/Portfolio Characteristics: C

Fees: B

B

Subcategory: Large Core Growth

Style

Risk: A

Returns
16

Fund AUM ($mil):

108,263

No. of Stocks:

281

12

% Assets in Top 10:

33.47

8

Avg Market Cap ($mil):

136,800.30

P/E Ratio (TTM)(Long):

22.41

2

P/B Ratio (TTM)(Long):

6.04

-2

Turnover Ratio %:

46.00

-4

14
10
6
4
0

1 Year

3 Year
FCNTX

For EQ

Risk Metrics
Actual

Median

Standard Deviation

Basic Materials

3 Year:

12.68

12.68

Consumer Cyclical

5 Year:

11.92

12.35

Consumer Defensive

10 Year:

12.99

14.64

Communication Services

Energy

Information Ratio

Financial Services
Healthcare

3 Year:

-0.31

-0.48

Industrials

5 Year:

-0.41

-0.47

89.35

Technology

10 Year:

-0.44

-0.33

Utilities

3 Year:

101.24

105.08

5 Year:
10 Year:

95.73
93.97

104.92
107.05

Non-US Equity

4.74

Bond

0.17

Other

1.30

Cash

4.45

As of 02/05/2019

10 Year

Benchmark

Sector Allocation

Asset Allocation

US Equity

5 Year

Downside Capture
0

5

10

15

FCNTX

2

20

25

Benchmark

30

35
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Segal Score

Nuveen Real Estate Securities R6
Ticker: FREGX

Category: Real Estate
Benchmark: MSCI US REIT GR USD

Expense Ratio: 0.87

Organization: B

Inception Date: 06/30/1995

Performance: A

Style/Portfolio Characteristics: C

Fees: B

Portfolio Characteristics

B

Subcategory: Domestic Real Estate

Style

Risk: A

Returns
14

Fund AUM ($mil):

2,991

No. of Stocks:

93

10

% Assets in Top 10:

36.14

6

Avg Market Cap ($mil):

11,408.98

P/E Ratio (TTM)(Long):

26.81

P/B Ratio (TTM)(Long):

2.04

-4

Turnover Ratio %:

89.00

-6

12
8
4
2
0
-2

1 Year

3 Year
FREGX

For EQ

Risk Metrics
Actual

Median

Standard Deviation

Basic Materials

3 Year:

13.03

13.06

Consumer Cyclical

5 Year:

13.50

13.59

Consumer Defensive

10 Year:

19.81

20.35

Communication Services

Energy

Information Ratio

Financial Services
Healthcare

3 Year:

-0.29

-0.52

Industrials

5 Year:

0.04

-0.32

97.23

Technology

10 Year:

0.11

-0.22

Utilities

3 Year:

96.42

97.34

5 Year:
10 Year:

95.16
94.66

96.26
97.16

Non-US Equity

0.19

Bond

0.00

Other

0.00

Cash

2.58

As of 02/05/2019

10 Year

Benchmark

Sector Allocation

Asset Allocation

US Equity

5 Year

Downside Capture
0

0.0

0.1

0.1

0.2
FREGX

3

0.2

0.2

0.3

0.3
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Segal Score

Harbor International Institutional
Ticker: HAINX

Category: Foreign Large Blend
Benchmark: MSCI EAFE

Expense Ratio: 0.72

Organization: F

Inception Date: 12/29/1987

Performance: D

Style/Portfolio Characteristics: C

Fees: B

Portfolio Characteristics

D

Subcategory: Foreign Giant

Style

Risk: F

Returns
8

Fund AUM ($mil):

7,846

No. of Stocks:

411

% Assets in Top 10:

12.04

Avg Market Cap ($mil):

20,596.21

-8

P/E Ratio (TTM)(Long):

12.40

-12

P/B Ratio (TTM)(Long):

1.41

-16

Turnover Ratio %:

10.00

-20

4
0
-4

1 Year

3 Year
HAINX

For EQ

Risk Metrics
Median

3 Year:

11.85

11.34

Consumer Cyclical

5 Year:

12.65

11.50

Consumer Defensive

10 Year:

17.75

16.34

Energy

Information Ratio

Financial Services
Healthcare

3 Year:

-0.52

-0.23

Industrials

5 Year:

-0.64

-0.22

4.47

Technology

10 Year:

-0.11

-0.13

88.79

Utilities

3 Year:

99.83

95.32

5 Year:
10 Year:

105.40
103.14

94.37
97.92

Bond

0.00

Other

2.04

Cash

4.71

As of 02/05/2019

Actual
Standard Deviation

Basic Materials
Communication Services

Non-US Equity

10 Year

Benchmark

Sector Allocation

Asset Allocation

US Equity

5 Year

Downside Capture
0

4

8
HAINX

4

12
Benchmark

16

20
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Segal Score

Voya Small Company R6
Ticker: ISMZX

Category: Small Blend
Benchmark: Russell 2000

Expense Ratio: 0.98

Organization: B

Inception Date: 01/04/1994

Performance: D

Style/Portfolio Characteristics: B

Fees: B

Portfolio Characteristics

Style
12

523

No. of Stocks:

137

4

% Assets in Top 10:

2.81

0

Avg Market Cap ($mil):

2,601.53

P/E Ratio (TTM)(Long):

14.11

-12

P/B Ratio (TTM)(Long):

1.79

-16

Turnover Ratio %:

55.00

-20

8

-4
-8

1 Year

3 Year
ISMZX

10 Year

Benchmark

Risk Metrics
Actual

Median

Standard Deviation

Basic Materials

3 Year:

15.49

15.34

Consumer Cyclical

5 Year:

14.47

14.76

Consumer Defensive

10 Year:

17.08

17.90

Communication Services

Energy

Information Ratio

Financial Services
Healthcare

3 Year:

-0.61

-0.40

Industrials

5 Year:

-0.15

-0.23

97.68

Technology

10 Year:

-0.23

-0.07

Utilities

3 Year:

99.43

94.24

5 Year:
10 Year:

91.67
89.83

91.94
92.41

Non-US Equity

0.56

Bond

0.00

Other

0.00

Cash

1.76

As of 02/05/2019

5 Year

Sector Allocation

Asset Allocation
For EQ

Risk: C

Returns

Fund AUM ($mil):

US Equity

B

Subcategory: Small Core

Downside Capture
0

4

8
ISMZX

5

12

16
Benchmark

20

24
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Segal Score

BrandywineGLOBAL Intl Opp Bond IS
Ticker: LMOTX

Category: World Bond
Benchmark: BBgBarc Global Aggregate

Expense Ratio: 0.65

Organization: B

Inception Date: 12/28/2009

Performance: C

Style/Portfolio Characteristics: B

Fees: B

Portfolio Characteristics

Style

Fund AUM ($mil):

95

No. of Bonds:

39.00

C

Subcategory: Foreign Bond

Risk: D

Returns
4
2

% Assets in Top 10:

0

Avg Eff Duration:

3.21

Avg Eff Maturity:

6.92

Yield to Maturity:

4.58

Turnover Ratio %:

81.00

-2
-4
-6

1 Year

3 Year
LMOTX

5 Year
Benchmark

Sector Allocation

Asset Allocation

10 Year

Risk Metrics

For FI

Actual

Median

3 Year:

8.83

5.16

5 Year:

7.84

4.61

Standard Deviation

AAA
AA

6.02

10 Year:

A

Information Ratio
BBB
BB

US Bond
Non-US Bond

17.90
80.91

Equity

0.00

Other

0.00

Cash

1.19

As of 02/05/2019

3 Year:

0.16

0.00

5 Year:

-0.03

0.01
0.33

10 Year:

B

Downside Capture
0

5

10

15

20
LMOTX

6

25

30

35

40

3 Year:

140.48

73.18

5 Year:
10 Year:

125.96

79.71
90.20

PACKET PAGE 97
Segal Score

Oppenheimer Developing Markets I
Ticker: ODVIX

Category: Diversified Emerging Mkts
Benchmark: MSCI EM

Expense Ratio: 0.87

Organization: A

Inception Date: 11/18/1996

Performance: B

Style/Portfolio Characteristics: B

Fees: A

Portfolio Characteristics

A

Subcategory: Diversified Emerging Markets

Style

Risk: A

Returns
12

Fund AUM ($mil):

35,471

No. of Stocks:

86

% Assets in Top 10:

23.35

Avg Market Cap ($mil):

35,804.13

-4

P/E Ratio (TTM)(Long):

11.23

-8

P/B Ratio (TTM)(Long):

1.50

-12

Turnover Ratio %:

29.00

-16

8
4
0

1 Year

3 Year
ODVIX

For EQ

Risk Metrics
Median

3 Year:

13.41

14.41

Consumer Cyclical

5 Year:

14.45

14.46

Consumer Defensive

10 Year:

18.67

19.39

Energy

Information Ratio

Financial Services
Healthcare

3 Year:

-0.16

-0.40

Industrials

5 Year:

-0.13

-0.19

0.42

Technology

10 Year:

0.51

-0.09

91.25

Utilities

3 Year:

84.41

99.20

5 Year:
10 Year:

90.28
86.14

95.31
98.30

Bond

0.00

Other

4.84

Cash

3.49

As of 02/05/2019

Actual
Standard Deviation

Basic Materials
Communication Services

Non-US Equity

10 Year

Benchmark

Sector Allocation

Asset Allocation

US Equity

5 Year

Downside Capture
0

4

8

12

ODVIX

7

16

20

Benchmark

24

28
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Segal Score

T. Rowe Price Equity Income I
Ticker: REIPX

Category: Large Value
Benchmark: Russell 1000 Value

Expense Ratio: 0.55

Organization: F

Inception Date: 10/31/1985

Performance: C

Style/Portfolio Characteristics: B

Fees: A

Portfolio Characteristics

Style

Fund AUM ($mil):

18,417

No. of Stocks:

107

% Assets in Top 10:

22.08

Avg Market Cap ($mil):

61,147.41

P/E Ratio (TTM)(Long):

13.44

P/B Ratio (TTM)(Long):

1.82

12
8
4
0
-4
-8
-12

1 Year

3 Year
REIPX

10 Year

Benchmark

Risk Metrics
Actual

Median

Standard Deviation

Basic Materials

3 Year:

11.39

11.33

Consumer Cyclical

5 Year:

11.30

11.13

Consumer Defensive

10 Year:

14.70

14.32

Communication Services

Energy

Information Ratio

Financial Services
Healthcare

3 Year:

0.59

-0.13

Industrials

5 Year:

-0.52

-0.24

88.83

Technology

10 Year:

-0.22

-0.11

Utilities

3 Year:

91.62

99.66

5 Year:
10 Year:

101.53
98.18

99.88
97.35

Non-US Equity

7.21

Bond

0.36

Other

1.69

Cash

1.92

As of 02/05/2019

5 Year

Sector Allocation

Asset Allocation
For EQ

Risk: D

Returns

Turnover Ratio %:

US Equity

C

Subcategory: Large Deep Value

Downside Capture
0

4

8
REIPX

8

12

16
Benchmark

20

24
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Segal Score

Vanguard Total Bond Market Index Adm
Ticker: VBTLX

Category: Intermediate-Term Bond
Benchmark: BBgBarc US Agg Bond

Expense Ratio: 0.05

Organization: D
Portfolio Characteristics

Inception Date: 12/11/1986

Performance: C

Style/Portfolio Characteristics: B

Fees: A
Style

Fund AUM ($mil):

203,989

No. of Bonds:

17,225.00

C

Subcategory: Intermediate Investment Grade (4-6)

Risk: F

Returns
3.5
3
2.5
2

% Assets in Top 10:

1.5

Avg Eff Duration:

6.24

Avg Eff Maturity:

8.60

0.5

Yield to Maturity:

3.30

0

Turnover Ratio %:

73.00

-0.5

1

1 Year

3 Year
VBTLX

5 Year
Benchmark

Sector Allocation

Asset Allocation

10 Year

Risk Metrics

For FI

Actual

Median

3 Year:

2.97

2.72

5 Year:

2.90

2.66

10 Year:

2.93

3.09

3 Year:

-0.14

0.04

5 Year:

-0.37

-0.25

10 Year:

-0.28

0.45

3 Year:

101.19

86.85

5 Year:
10 Year:

104.49
104.45

92.30
87.34

Standard Deviation

AAA
AA
A

Information Ratio
BBB
BB

US Bond

90.53

Non-US Bond

8.08

Equity

0.00

Other

0.20

Cash

1.19

As of 02/05/2019

B

Downside Capture
0

10

20

30

40
VBTLX

9

50

60

70
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Segal Score

Vanguard 500 Index Admiral
Ticker: VFIAX

Category: Large Blend
Benchmark: S&P 500

Expense Ratio: 0.04

Organization: D

Inception Date: 08/31/1976

Performance: A

Style/Portfolio Characteristics: B

Fees: A

Portfolio Characteristics

C

Subcategory: S&P 500 Tracking

Style

Risk: C

Returns
14

Fund AUM ($mil):

400,587

No. of Stocks:

509

10

% Assets in Top 10:

21.00

6

Avg Market Cap ($mil):

93,916.95

P/E Ratio (TTM)(Long):

17.19

P/B Ratio (TTM)(Long):

2.86

-4

Turnover Ratio %:

3.00

-6

12
8
4
2
0
-2

1 Year

3 Year
VFIAX

For EQ

Risk Metrics
Actual

Median

Standard Deviation

Basic Materials

3 Year:

10.96

11.19

Consumer Cyclical

5 Year:

10.94

11.12

Consumer Defensive

10 Year:

13.61

13.81

Communication Services

Energy

Information Ratio

Financial Services
Healthcare

3 Year:

-5.53

-0.56

Industrials

5 Year:

-3.95

-0.66

98.61

Technology

10 Year:

-0.55

-0.37

Utilities

3 Year:

100.09

102.13

5 Year:
10 Year:

100.08
100.05

103.30
102.07

Non-US Equity

0.84

Bond

0.01

Other

0.00

Cash

0.55

As of 02/05/2019

10 Year

Benchmark

Sector Allocation

Asset Allocation

US Equity

5 Year

Downside Capture
0

4

8
VFIAX

10

12

16
Benchmark

20

24
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Segal Score

Vanguard Mid Cap Index Admiral
Ticker: VIMAX
Expense Ratio: 0.05

Organization: A

Category: Mid-Cap Blend

Subcategory: Mid Core

Benchmark: Russell Mid Cap

Inception Date: 05/21/1998

Portfolio Characteristics

Performance: A

Style/Portfolio Characteristics: C

Fees: A

A

Style

Risk: A

Returns
16

Fund AUM ($mil):

86,953

No. of Stocks:

365

% Assets in Top 10:

4.82

Avg Market Cap ($mil):

13,035.13

0

P/E Ratio (TTM)(Long):

15.40

-4

P/B Ratio (TTM)(Long):

2.27

-8

Turnover Ratio %:

32.00

-12

12
8
4

1 Year

3 Year
VIMAX

For EQ

Risk Metrics
Actual

Median

Standard Deviation

Basic Materials

3 Year:

12.21

13.05

Consumer Cyclical

5 Year:

11.69

12.52

Consumer Defensive

10 Year:

15.25

15.76

Communication Services

Energy

Information Ratio

Financial Services
Healthcare

3 Year:

-0.47

-0.53

Industrials

5 Year:

-0.04

-0.59

98.29

Technology

10 Year:

-0.11

-0.43

Utilities

3 Year:

99.60

102.25

5 Year:
10 Year:

99.08
100.22

106.86
104.61

Non-US Equity

1.23

Bond

0.00

Other

0.00

Cash

0.48

As of 02/05/2019

10 Year

Benchmark

Sector Allocation

Asset Allocation

US Equity

5 Year

Downside Capture
0

4

8
VIMAX

11

12
Benchmark

16

20
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Segal Score

Vanguard Small Cap Index Adm
Ticker: VSMAX

Category: Small Blend
Benchmark: Russell 2000

Expense Ratio: 0.05

Organization: F

Inception Date: 10/03/1960

Performance: B

Style/Portfolio Characteristics: D

Fees: A

Portfolio Characteristics

B

Subcategory: Small Core

Style

Risk: A

Returns
16

Fund AUM ($mil):

77,891

No. of Stocks:

1411

% Assets in Top 10:

2.81

Avg Market Cap ($mil):

3,338.72

0

P/E Ratio (TTM)(Long):

14.11

-4

P/B Ratio (TTM)(Long):

1.79

-8

Turnover Ratio %:

29.00

-12

12
8
4

1 Year

3 Year
VSMAX

For EQ

Risk Metrics
Actual

Median

Standard Deviation

Basic Materials

3 Year:

14.30

15.34

Consumer Cyclical

5 Year:

13.65

14.76

Consumer Defensive

10 Year:

17.78

17.90

Communication Services

Energy

Information Ratio

Financial Services
Healthcare

3 Year:

0.07

-0.40

Industrials

5 Year:

0.23

-0.23

96.72

Technology

10 Year:

0.50

-0.07

Utilities

3 Year:

84.48

94.24

5 Year:
10 Year:

81.88
88.39

91.94
92.41

Non-US Equity

1.02

Bond

0.00

Other

0.00

Cash

2.27

As of 02/05/2019

10 Year

Benchmark

Sector Allocation

Asset Allocation

US Equity

5 Year

Downside Capture
0

4

8
VSMAX

12

12
Benchmark

16

20
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Segal Score

Vanguard Total Intl Stock Index Admiral
Ticker: VTIAX

Category: Foreign Large Blend
Benchmark: MSCI EAFE

Expense Ratio: 0.11

Organization: B

Inception Date: 04/29/1996

Performance: B

Style/Portfolio Characteristics: B

Fees: A

Portfolio Characteristics

Style

Fund AUM ($mil):

326,952

No. of Stocks:

6255

% Assets in Top 10:

12.04

Avg Market Cap ($mil):

20,613.55

P/E Ratio (TTM)(Long):

12.40

P/B Ratio (TTM)(Long):

1.41

Turnover Ratio %:

5.00

8
4
0
-4
-8
-12
-16

1 Year

3 Year

Benchmark

Actual

Median

Standard Deviation

Basic Materials

3 Year:

11.34

11.34

Consumer Cyclical

5 Year:

11.61

11.50

Consumer Defensive

10 Year:

16.79

16.34

Energy

Information Ratio

Financial Services
Healthcare

3 Year:

0.61

-0.23

Industrials

5 Year:

0.17

-0.22

0.93

Technology

10 Year:

0.01

-0.13

96.69

Utilities

3 Year:

86.58

95.32

5 Year:
10 Year:

89.91
97.59

94.37
97.92

Bond

0.03

Other

0.18

Cash

2.18

As of 02/05/2019

10 Year

Risk Metrics

Communication Services

Non-US Equity

5 Year

Sector Allocation

Asset Allocation
For EQ

Risk: A

Returns

VTIAX

US Equity

A

Subcategory: Foreign Large Core

Downside Capture
0

4

8
VTIAX

13

12
Benchmark

16

20
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Segal Score

Western Asset Core Plus Bond IS
Ticker: WAPSX

Category: Intermediate-Term Bond
Benchmark: BBgBarc US Agg Bond

Expense Ratio: 0.43

Organization: A
Portfolio Characteristics

Inception Date: 07/08/1998

Performance: A

Style/Portfolio Characteristics: F

Fees: B
Style

Fund AUM ($mil):

23,530

No. of Bonds:

2,030.00

B

Subcategory: Intermediate Investment Grade (4-6)

Risk: B

Returns
8
6

% Assets in Top 10:

4

Avg Eff Duration:

6.30

Avg Eff Maturity:

10.79

Yield to Maturity:

4.61

Turnover Ratio %:

109.00

2
0
-2

1 Year

3 Year
WAPSX

5 Year
Benchmark

Sector Allocation

Asset Allocation

10 Year

Risk Metrics

For FI

Actual

Median

3 Year:

3.43

2.72

5 Year:

3.24

2.66

10 Year:

4.38

3.09

3 Year:

0.76

0.04

5 Year:

0.88

-0.25

10 Year:

0.84

0.45

3 Year:

88.13

86.85

5 Year:
10 Year:

88.61
85.11

92.30
87.34

Standard Deviation

AAA
AA
A

Information Ratio
BBB
BB

US Bond
Non-US Bond

83.22
17.07

Equity

0.00

Other

1.19

Cash

-1.48

As of 02/05/2019

B

Downside Capture
0

10

20

30
WAPSX

14

40

50

60
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Segal Score

JPMorgan Intrepid Mid Cap I
Ticker: WOOPX

Category: Mid-Cap Blend
Benchmark: Russell Mid Cap

Expense Ratio: 0.89

Organization: B
Portfolio Characteristics

Inception Date: 05/31/1991

Performance: D

Style/Portfolio Characteristics: B

Fees: C

C

Subcategory: Mid Relative Value

Style

Risk: C

Returns
16

Fund AUM ($mil):

528

No. of Stocks:

183

% Assets in Top 10:

4.82

Avg Market Cap ($mil):

9,937.76

0

P/E Ratio (TTM)(Long):

15.40

-4

P/B Ratio (TTM)(Long):

2.27

-8

Turnover Ratio %:

52.00

-12

12
8
4

1 Year

3 Year
WOOPX

For EQ

Risk Metrics
Actual

Median

Standard Deviation

Basic Materials

3 Year:

11.88

13.05

Consumer Cyclical

5 Year:

11.72

12.52

Consumer Defensive

10 Year:

15.01

15.76

Communication Services

Energy

Information Ratio

Financial Services
Healthcare

3 Year:

-1.50

-0.53

Industrials

5 Year:

-0.81

-0.59

94.79

Technology

10 Year:

-0.51

-0.43

Utilities

3 Year:

94.11

102.25

5 Year:
10 Year:

100.54
101.64

106.86
104.61

Non-US Equity

4.64

Bond

0.00

Other

0.00

Cash

0.57

As of 02/05/2019

10 Year

Benchmark

Sector Allocation

Asset Allocation

US Equity

5 Year

Downside Capture
0

2

4

6

8

WOOPX

15

10

12

14

Benchmark

16

18
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As of 02/05/2019

16
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RETIREMENT BOARD MEETING
MARCH 30, 2019

AGENDA ITEM IV

SUPPLEMENTAL EMPLOYEE
CONTRIBUTIONS (SEC)
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MEMORANDUM
March 1, 2019
TO:

Retirement Board

FROM:

Gavin Cohen, Executive Secretary

SUBJECT:

Supplemental Employee Contributions (SEC)

There is a provision in the City’s Pension Plan (Plan) that allows the City to impose a
supplemental employee contribution (SEC) if a certain threshold is met. Section 3.1 of the Plan
states,
“As of any July 1, if the City contribution to the Defined Benefit Option of the Plan
exceeds 6.5% of the Earnings of the Employees who are participating under the Defined
Benefit Option as of such July 1, the City, in its discretion, reserves the right to impose a
“Supplemental Employee Contribution” for the applicable fiscal year. This Supplemental
Employee Contribution shall be no more than 50% of the excess of such City contribution
over 6.5% of such Earnings and shall be treated as a contribution to the Defined Benefit
Option.”
As fiduciaries to the City’s Pension Plan, the Board has a responsibility to remind the Mayor and
Council of this provision, and to provide a recommendation related to implementation of SEC.
The topic of SEC has been discussed numerous times over the years by the Mayor and Council,
the Retirement Board, and the Financial Advisory Board. Most recently, staffed raised the topic
at the Retirement Board meeting held on November 30, 2018, when the latest actuarial report
was presented.
The Mayor and Council have defined their policy for risk sharing in the Plan (as stated above);
yet their policy has not been implemented. This lack of implementation has cost the Plan
millions of dollars over the years in contributions and is a contributing factor as to why the
Plan’s funding is below 100 percent.
Attached are several documents, including: what implementing SEC means to the Plan as
calculated by the actuary; what implementing SEC means to a sample employee; previous Mayor
and Council and Retirement Board agendas, report on SEC by the Financial Advisory Board
(FAB); and two informative articles produced by the National Association of State Retirement
Administrators (NASRA) that address some trends in employee contributions and changes that
many Plans have made in this regard since the last recession.
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Staff recommends the Retirement Board remind the Mayor and Council of this Plan provision
and/or provide a recommendation to the Mayor and Council on SEC. Based on the Board’s
previous discussion, staff has drafted sample correspondence to the Mayor and Council for the
Board’s consideration.

Attachments:
• SEC Projection Study 2019 – Bolton Partners
• Supplemental Employee Contributions for the City’s Pension Plan
• Sample Correspondence for the Mayor and Council
• Cost Sharing – Supplemental Employee Contributions February 19, 2010- Retirement Board
• Pension Plan (Plan) Amendments June 14, 2010 Mayor and Council
• Pension Plan Amendments April 25, 2011 Mayor and Council
• Pension Plan – Employee Supplemental Contributions May 2, 2011 Mayor and Council
• Employee Supplemental Contributions June 10, 2011- Retirement Board
• Pension Discussion -Supplemental Employee Contributions (SEC) September 10, 2013 FAB
• FAB Annual Report September 16, 2014
• NASRA – Employee Contributions to Public Pension Plans
• NASRA – Risk Sharing in Public Retirement Plans
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February 20, 2019
Gavin Cohen
Chief Financial Officer
City of Rockville
111 Maryland Avenue
Rockville, MD 20850
RE: City of Rockville Pension Plan - Supplemental Employee Contribution projections study
Dear Gavin:
We projected the funded status and 10-year contribution requirements for the City of Rockville Pension Plan,
(Plan), to measure the impact of implementing the Supplemental Employee Contribution provision of the
pension plan. As documented in the provisions of the Plan, the City of Rockville maintains the right to enforce a
Supplemental Employee Contribution as it pertains to the defined benefit portion of the pension plan.
Specifically, as of any July 1, if the City contribution to the Defined Benefit Option of the plan made on behalf of
employees exceeds 6.50% of the earnings of the employees, then the City reserves the right to impose a
Supplemental Employee Contribution for the following fiscal year.
We projected the City’s ADC and the supplemental contribution using two methods. The first method reflects
the additional supplemental benefit as a gain which reduces the total ADC over the next 10 years compared to
not making the supplemental contributions. The second method subtracts the accumulation of the
supplemental contribution from the assets which results in the total ADC being the same as it would have been
if the supplemental contribution was not made. We labeled the first method “No Accumulation Account” and the
second method “With Accumulation Account.” Under both methods, the supplemental contribution is made in
addition to the total ADC and the City’s contribution is equal to the total ADC minus normal employee
contributions. In other words, the City’s contribution is not directly reduced because of the supplemental
contributions.
The results are provided in the attached exhibits. The funded status is expected to improve from 94.7% to
either 96.9% or 98.0% (depending on the method selected) as of July 1, 2027 if the supplemental contribution is
made for the next 10 years. This funding percentage is measured using the market value of assets.
Data, Assumptions and Methods
This analysis is based on the data, assumptions and methods contained in the 2018 actuarial valuation report,
dated November 13, 2018, for the pension plan. We assumed the discount rate would remain the same in the
next 10 years and we assumed a 7% return on the assets for all future years. We also assumed that future pay
would increase 2.5% per year and that the normal cost would remain a level percentage of payroll for all years
in the projection period. We determined the supplemental contribution to be 50% of the excess of the ADC over
6.5% of pay. We assumed the city would contribute the entire ADC (minus the normal employee contributions).
Under Method 1, the additional supplemental contribution was treated as a gain on contributions and effectively
reduces the total ADC in future years. Under Method 2, the additional supplemental contribution was
accumulated and subtracted from the actuarial value of assets to make the city’s portion of the ADC the same
that it would have been had the supplemental contributions not been made.
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Actuarial Certification
This letter has been prepared for the City of Rockville for the purpose of estimating the effect of implementing
the Plan’s supplemental employee contribution provision. It is neither intended nor necessarily suitable for
other purposes. Bolton is not responsible for the consequences of any other use or the reliance on this
information by any other party.
This analysis assumes the plan’s investments will earn 7.0% per year for both plans. If the plans’ investments
earn less than 7.0% per year, the City’s contributions will increase. The 2018 actuarial valuation report for the
pension plan contains important information that is necessary to understanding the results of this analysis. The
undersigned credentialed actuary meets the Qualification Standards of the American Academy of Actuaries to
render the actuarial opinion contained in this letter. He is currently compliant with the Continuing Professional
Development Requirement of the Society of Actuaries. We are not aware of any direct or material indirect
conflict of interest that would impair the objectivity of this analysis.
We are available to answer questions or provide additional information upon request.
Sincerely,

James Ritchie, ASA, EA, FCA, MAAA
Senior Consulting Actuary
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City of Rockville
Estimated Annual Required Contribution for Fiscal Years 2020 through 2029
Method 1 ‐ No Accumulation Account

Actuarial Accrued Liability
Actuarial Value of Assets
Market Value of Assets
Unfunded Liability
Funded Percent

Annual Required Contribution
Employee Contribution
Total Contribution

Actuarial Accrued Liability
Actuarial Value of Assets
Market Value of Assets
Unfunded Liability
Funded Percent

Annual Required Contribution
Employee Contribution
Employee Supplemental
Contribution
Total Contribution
Discount Rate
Return on Assets

Baseline Annual Required Contribution Projection ($000's)
7/1/2020
7/1/2021
7/1/2022
7/1/2023
7/1/2024
128,653
133,437
138,183
142,795
147,365
112,429
118,827
124,591
130,078
135,577
113,345
118,954
124,591
130,078
135,577
15,308
14,483
13,592
12,717
11,788
88.1%
89.1%
90.2%
91.1%
92.0%

7/1/2018
118,855
102,000
101,409
17,446
85.3%

7/1/2019
123,744
106,889
107,721
16,023
87.1%

7/1/2025
151,854
141,065
141,065
10,789
92.9%

7/1/2026
156,333
146,619
146,619
9,714
93.8%

7/1/2027
160,693
152,136
152,136
8,557
94.7%

FY2020
3,593
823
4,416

FY2021
3,696
844
4,540

FY2027
3,930
979
4,909

FY2028
3,989
1,003
4,992

FY2029
4,049
1,028
5,077

7/1/2018
118,855
102,000
102,043
16,812
85.9%

7/1/2019
123,744
106,889
107,721
16,023
87.1%

Including Discretionary Supplemental Contribution ($000's)
7/1/2020
7/1/2021
7/1/2022
7/1/2023
7/1/2024
7/1/2025
128,653
133,437
138,183
142,795
147,365
151,854
112,962
119,951
126,267
132,219
138,127
143,982
113,878
120,078
126,267
132,219
138,127
143,982
14,775
13,359
11,916
10,576
9,238
7,872
88.5%
90.0%
91.4%
92.6%
93.7%
94.8%

7/1/2026
156,333
149,864
149,864
6,469
95.9%

7/1/2027
160,693
155,668
155,668
5,025
96.9%

FY2020
3,593
823

FY2021
3,696
844

FY2022
3,698
865

FY2023
3,616
887

FY2024
3,606
909

FY2025
3,617
932

FY2026
3,633
955

FY2027
3,652
979

FY2028
3,675
1,003

FY2029
3,702
1,028

515
4,931

535
5,075

509
5,072

440
4,943

406
4,921

381
4,930

359
4,947

335
4,966

310
4,988

288
5,018

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

FY2022
3,750
865
4,615

FY2023
3,720
887
4,607

FY2024
3,761
909
4,670

FY2025
3,816
932
4,748

FY2026
3,872
955
4,827
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City of Rockville
Estimated Annual Required Contribution for Fiscal Years 2020 through 2029
Method 2 ‐ With Accumulation Account

Actuarial Accrued Liability
Actuarial Value of Assets
Market Value of Assets
Unfunded Liability
Funded Percentage

Annual Required Contribution
Employee Contribution
Total Contribution

Actuarial Accrued Liability
Actuarial Value of Assets
Market Value of Assets
Unfunded Liability
Funded Percentage

Annual Required Contribution
Employee Contribution
Employee Supplemental
Contribution
Total Contribution
Discount Rate
Return on Assets

Baseline Annual Required Contribution Projection ($000's)
7/1/2020
7/1/2021
7/1/2022
7/1/2023
7/1/2024
128,653
133,437
138,183
142,795
147,365
112,429
118,827
124,591
130,078
135,577
113,345
118,954
124,591
130,078
135,577
15,308
14,483
13,592
12,717
11,788
88.1%
89.1%
90.2%
91.1%
92.0%

7/1/2018
118,855
102,000
102,043
16,812
85.9%

7/1/2019
123,744
106,889
107,721
16,023
87.1%

7/1/2025
151,854
141,065
141,065
10,789
92.9%

7/1/2026
156,333
146,619
146,619
9,714
93.8%

7/1/2027
160,693
152,136
152,136
8,557
94.7%

FY2020
3,593
823
4,416

FY2021
3,696
844
4,540

FY2027
3,930
979
4,909

FY2028
3,989
1,003
4,992

FY2029
4,049
1,028
5,077

7/1/2018
118,855
102,000
102,043
16,812
85.9%

7/1/2019
123,744
106,889
107,721
16,023
87.1%

Including Discretionary Supplemental Contribution ($000's)
7/1/2020
7/1/2021
7/1/2022
7/1/2023
7/1/2024
7/1/2025
128,653
133,437
138,183
142,795
147,365
151,854
112,429
118,827
124,591
130,078
135,577
141,065
113,878
120,078
126,343
132,458
138,617
144,805
14,775
13,359
11,840
10,337
8,748
7,049
88.5%
90.0%
91.4%
92.8%
94.1%
95.4%

7/1/2026
156,333
146,619
151,103
5,230
96.7%

7/1/2027
160,693
152,136
157,408
3,285
98.0%

FY2020
3,593
823

FY2021
3,696
844

FY2022
3,750
865

FY2023
3,720
887

FY2024
3,761
909

FY2025
3,816
932

FY2026
3,872
955

FY2027
3,930
979

FY2028
3,989
1,003

FY2029
4,049
1,028

515
4,931

535
5,075

531
5,146

488
5,095

478
5,148

470
5,218

466
5,293

457
5,366

452
5,444

446
5,523

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

7.00%
7.00%

FY2022
3,750
865
4,615

FY2023
3,720
887
4,607

FY2024
3,761
909
4,670

FY2025
3,816
932
4,748

FY2026
3,872
955
4,827
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Supplemental Employee Contributions for the City's Pension Plan
Current Plan Language (Article 3.1):
As of any July 1, if the City contribution to the Defined Benefit Option of the Plan exceeds 6.5% of the Earnings of the Employees who are participating under the
Defined Benefit Option as of such July 1, the City, in its discretion, reserves the right to impose a “Supplemental Employee Contribution” for the applicable fiscal
year. This Supplemental Employee Contribution shall be no more than 50% of the excess of such City contribution over 6.5% of such Earnings and shall be treated
as a contribution to the Defined Benefit Option.
Current Plan Supplemental Calculation (Page 11; Valuation Report, July 1, 2018):
Total Compensation (millions)
$34.36
ADC (millions)
$3.27
ADC as a Percentage of Payroll
9.50%
Excess Over 6.5%
3.00%
50% of Excess
1.50%
Value of Supplemental Employee Contribution (millions)
$0.52
Impact of Supplemental Calculation on Sample Employees:
Administrative Employees
Current Employee Contribution
Supplemental Employee Contribution
Total Employee Contribution

Union Employees
Current Employee Contribution
Supplemental Employee Contribution
Total Employee Contribution

1.00%
1.50%
2.50%

0.00%
1.50%
1.50%

Administrative Assistant (Grade 106)
Current Employee Contribution per Pay Period
Supplemental Employee Contribution per Pay Period
Total Employee Contribution per Pay Period

Min
$18
$27
$45

Max
$27
$40
$67

Maintenance Worker I (Grade 103)
Current Employee Contribution per Pay Period
Supplemental Employee Contribution per Pay Period
Total Employee Contribution per Pay Period

Min
$0
$21
$21

Max
$0
$32
$32

Recreation Program Coordinator (Grade 110)
Current Employee Contribution per Pay Period
Supplemental Employee Contribution per Pay Period
Total Employee Contribution per Pay Period

Min
$23
$34
$57

Max
$36
$53
$89

Maintenance Worker II (Grade 104)
Current Employee Contribution per Pay Period
Supplemental Employee Contribution per Pay Period
Total Employee Contribution per Pay Period

Min
$0
$23
$23

Max
$0
$34
$34

Deputy Director (Grade 120)
Current Employee Contribution per Pay Period
Supplemental Employee Contribution per Pay Period
Total Employee Contribution per Pay Period

Min
$38
$57
$95

Max
$63
$94
$157

Sanitation Operator (Grade 105)
Current Employee Contribution per Pay Period
Supplemental Employee Contribution per Pay Period
Total Employee Contribution per Pay Period

Min
$0
$25
$25

Max
$0
$37
$37
12/11/2018
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March 1, 2019

Dear Mayor and Council:
Supplemental Employee Contributions (SEC)
City of Rockville Pension Plan, Article III Employee Contributions, Section 3.1
The Retirement Board would like to thank you for your continued support as we address challenges
inherent in funding a public supported pension plan. These challenges are not unique to Rockville, but
rather are being faced by defined benefit pension plans all over the country. As a reminder, the City’s
pension plan is funded by contributions from the employer, contributions from the employees, and
investment earnings. In funding such a defined benefit plan, the employer retains most of the funding
risk, but through the plan design, can share this risk with the employees.
The City’s pension plan has a provision for Supplemental Employee Contributions. The SEC is the Mayor
and Council’s policy for sharing the funding risk between the City and its employees.
The Board at its meeting held on November 30, 2018, received the latest actuarial valuation report. The
Board wants to highlight to the Mayor and Council that on pages 11-12 of this report it shows the
calculation that reflects that the employees should be sharing more of the risk, by contributing more
into the plan. This reflects the Mayor and Council policy.
The Board feels that its important that the Mayor and Council be reminded of its policy towards the
funding of the City’s pension plan as the policy is what allows the risk of funding to be shared more
equitably between the City taxpayers and employees.
Every year that the Mayor and Council policy is not implemented is a loss of thousands of dollars that
should be benefitting the plan and its participants. Over time, this has been millions of dollars that the
plan has not received. As plan fiduciaries we want to highlight this for the Mayor and Council.

We want to thank you for your consideration.
Sincerely,

Jack Rodgers, Chairman on behalf of the Retirement Board.
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March 1, 2019

Dear Mayor and Council:
Supplemental Employee Contributions (SEC)
City of Rockville Pension Plan, Article III Employee Contributions, Section 3.1
The Retirement Board would like to thank you for your continued support as we address challenges
inherent in funding a public supported pension plan. These challenges are not unique to Rockville, but
rather are being faced by defined benefit pension plans all over the country. As a reminder, the City’s
pension plan is funded by contributions from the employer, contributions from the employees, and
investment earnings. In funding such a defined benefit plan, the employer retains most of the funding
risk, but through the plan design, can share this risk with the employees.
The City’s pension plan has a provision for Supplemental Employee Contributions. The SEC is the Mayor
and Council’s policy for sharing the funding risk between the City and its employees.
The Board at its meeting held on November 30, 2018, received the latest actuarial valuation report. The
Board wants to highlight to the Mayor and Council that on pages 11-12 of this report it shows the
calculation that reflects that the employees should be sharing more of the risk, by contributing more
into the plan. This reflects the Mayor and Council policy.
The Board is recommending that the SEC provision of the City’s plan be implemented with immediate
effect. This is implementing the Mayor and Council policy that is in the plan and shares the risk more
equitably between taxpayers and employees. Not implementing this provision is costing the plan
millions of dollars in contributions over time.
We want to thank you for your consideration of this recommendation:
Sincerely,

Jack Rodgers, Chairman on behalf of the Retirement Board.
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March 1, 2019

Dear Mayor and Council:
Supplemental Employee Contributions (SEC)
City of Rockville Pension Plan, Article III Employee Contributions, Section 3.1
The Retirement Board would like to thank you for your continued support as we address challenges
inherent in funding a public supported pension plan. These challenges are not unique to Rockville, but
rather are being faced by defined benefit pension plans all over the country. As a reminder, the City’s
pension plan is funded by contributions from the employer, contributions from the employees, and
investment earnings. In funding such a defined benefit plan, the employer retains most of the funding
risk, but through the plan design, can share this risk with the employees.
The Board at its meeting held on November 30, 2018, received the latest actuarial valuation report. The
Board wants to highlight to the Mayor and Council that on pages 11-12 of this report it shows the
calculation that reflects that the employees should be sharing more of the risk, by contributing more
into the plan.
We want to thank you for your consideration.
Sincerely,

Jack Rodgers, Chairman on behalf of the Retirement Board.
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NASRA Issue Brief:

Employee Contributions to Public Pension Plans
October 2018
Unlike in the private sector, nearly all employees of state and local government are required to share in the
cost of their retirement benefit. Employee contributions typically are set as a percentage of salary by
statute or by the retirement board. Although investment earnings and employer contributions account for a
larger portion of total public pension fund revenues (see Figure 1), by providing a consistent and predictable
stream of revenue to public pension funds, contributions from employees fill a vital role in financing
pension benefits.i Reforms made in the wake of the 2008-09 market decline included higher employee
contribution rates in many states. This issue brief examines employee contribution plan designs, policies
and recent trends.
Figure 1: Public pension sources of revenue, 1988-2017

Mandatory Participation & Shared Financing
For the vast majority of employees of state and local government,
both participation in a public pension plan and contributing toward
the cost of the pension are mandatory terms of employment.
Requiring employees to contribute distributes some of the risk of
the plan between employers and employees. The primary types of
risk in a pension plan pertain to investment, longevity, and
inflation. Employees who are required to contribute toward the
cost of their pension assume a portion of one or more of these
risks, depending on the design of the plan.ii
The prevailing model for employees to contribute to their pension
plan is for state and local governments to collect contributions as a
deduction from employee pay. This amount usually is established
Source: Compiled by NASRA based on U.S. Census Bureau data
as a percentage of an employee’s salary and is collected each pay
period. As shown in Appendix A, employee contribution rates to pension benefits typically are between four and eight
percent of pay, and are outside these levels for some plans. In some cases, required employee contributions are
subject to change depending on the condition of the plan, the fund’s investment performance, or other factors. In
some plans, the employee contribution is actually paid by the employer in lieu of a negotiated salary increase or other
fiscal offset.
Figure 2: States that increased employee contributions in
at least one public pension plan since 2009

Some 25 to 30 percent of employees of state and local
government do not participate in Social Security. In most cases,
the pension benefit—and required contribution—for those
outside of Social Security is greater both than the typical benefit
and the required contribution for those who do participate in
Social Securityiii. Appendix A identifies whether or not most plan
members participate in Social Security.

Trends in Employee Contributions
Many states in recent years made changes requiring employees to
contribute more toward their retirement benefits: since 2009,
more than 35 states increased required employee contribution
rates (see Figure 2). As a result of these changes, the median
contribution rate paid by employees has increased. Figure 3 shows
that the median contribution rate has risen, to 6.0 percent of pay,
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for employees who also participate in Social Security, and has remained steady at 8.0 percent for those who do not
participate in Social Security.
Figure 3: Median employee contribution rate by Social
Security eligibility, FY 02 to FY 17 (non-public safety)

New Contributions
Contribution requirements for certain employee groups in some
states, such as Missouri and Florida, which previously did not require
some employees to make pension contributions, were established in
recent years for newly hired employees, existing workers, or both.
Employees hired in Utah since July 1, 2011 must contribute toward
the cost of their plan if that cost exceeds 10 percent of pay (12
percent for public safety workers). Because the cost of the plan
remains below those thresholds, the Utah Retirement System
remains non-contributory for most plan participants.

Variable Contributions
Some states, such as Arizona, Iowa, Kansas, Nevada, and
Pennsylvania maintain an employee contribution rate that varies depending on the pension plan’s actuarial condition.
Because of the effect investment returns have on a pension plan’s actuarial condition, the cost of a pension plan
generally will rise following periods of sub-par investment returns and fall when investment returns exceed
expectations. Changes approved in recent years in Arizona and California require some workers to pay at least one-half
of the normal cost of the benefit, which can result in a variable contribution rate. Similarly, recent reforms in Michigan
require newly hired school teachers to pay one-half of the full cost of the plan. And, as described previously, the Utah
plan affecting new hires since July 2011 could become variable, depending on the plan’s actuarial experience.

Increased Contributions for Current Plan Participants
Most employee contribution rate increases approved in recent years affected all workers-current and future. In some
states, such as Virginia and Wisconsin, new and existing employees are now required to pay the contributions that
previously were made by employers in lieu of a salary increase.

Hybrid Plans
A growing number of public employees now participate in hybrid retirement plans, which combine elements of defined
benefit and defined contribution plans, and that transfer some risk from the employer to the employee. In one type of
hybrid plan, known as a combination defined benefit-defined contribution plan, employees in most cases are
responsible for contributing all or most of the cost of the defined contribution portion of the plan.
Contribution requirements to the DB component of combination plans vary: some are funded solely by employer
contributions, while others require contributions from both employees and employers. In most of these cases,
employees are also required to contribute toward the cost of the defined contribution portion of their hybrid plan
benefit.iv

Collective Bargaining
Employee contributions in some cases are set by collective bargaining, and can be changed when labor agreements are
negotiated. For example, required employee contribution rates for employee groups in California and Connecticut
increased in recent years as a result of labor agreements in those states.

Legal Landscape
The legality of increasing contributions for current plan participants varies. Some states prohibit an increase in
contributions for existing plan participants. For example, a 2012 ruling in Arizona found that legislative efforts to
increase contributions for existing workers violated a state constitutional protection against impairment of benefits. In
other states, however, such as in Minnesota and Mississippi, higher employee contributions either did not produce a
legal challenge, or withstood legal challenges (such as in New Hampshire and New Mexico).
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Conclusion

Employee contributions are a key component of public pension funding policies. The vast majority of employees of state
and local government are required to contribute to the cost of their pension benefit, and this number has grown in
recent years as most states that previously administered non-contributory plans now require worker contributions.
Many employees also are being required to contribute more toward the cost of their retirement benefit. In some cases,
this requirement applies to both current and new workers; in other cases, only to new hires.
A growing number of states are exposing employee contributions to risk – either by tying the rate directly to the plan’s
investment return, or by requiring hybrid or 401k-type plans as a larger component of the employee’s retirement
benefit.

See Also
Information is available on public pension contributions at
 Contributions @NASRA.org
 Selected Approved Changes to State and Selected Local Pensions, August 2018
 Significant Reforms to State Retirement Systems, NASRA, June 2016
 Contribution Rates and Funding Issues @NASRA.org
 Public Fund Survey Summary of Findings, NASRA

Contact
Keith Brainard, Research Director, keith@nasra.org
Alex Brown, Research Manager, alex@nasra.org
National Association of State Retirement Administrators, www.nasra.org

i

NASRA Issue Brief: Public Pension Plan Investment Return Assumptions
http://www.nasra.org/returnassumptionsbrief
ii
NASRA Issue Brief: Shared Risk in Public Retirement Systems
http://www.nasra.org/sharedriskbrief
iii
Social Security@NASRA.org
iv
NASRA Issue Brief: State Hybrid Retirement Plans
http://www.nasra.org/hybridbrief

October 2018 |

NASRA ISSUE BRIEF: Employee Contributions

| Page 3

PACKET PAGE 151

Appendix A: Employee pension contribution rates
State

Plan

Employee Contribution Rate (Percent of Pay)

Social Security Coverage

AK

Alaska PERS

6.75% for general employees; 7.5% for police and fire

No

AK

Alaska Teachers

8.65%

No

AL

Alabama ERS

6.0% to 7.5% depending on date of hire; state police contribute 10.0%;
other law enforcement officers, correctional officers, and firefighters
contribute 7.0% to 8.5% depending on date of hire

Yes

AL

Alabama Teachers

6.0% to 7.5%, depending on date of hire

Yes

AR

Arkansas PERS

5.0% for those hired since 7/1/05

Yes

AR

Arkansas State
Highway Employees
Retirement Plan

6.0%

Yes

AR

Arkansas Teachers

Most teachers contribute 6.0%. Legislation enacted in 2013 authorizes
the TRS board to set the employee contribution rate between 6.0% and
7.0%, depending on actuarial need.

Yes

AZ

Arizona Public
Safety Personnel

11.65%; newly hired public safety officers since 7/1/17 may elect to
participate in a DC plan with an employee contribution of 9.0%, or a
reduced DB plan with a member contribution equal to one-half of the
total plan contribution rate, and participation in a DC plan with an
employee contribution of 3.0%. Correctional officers hired beginning
7/1/18 participate in a defined contribution plan only, to which they
contribute 7.0%; officers may make a one-time election to contribute
less than 7.0%, but must contribute at least 5.0%.

Yes

AZ

Arizona SRS

11.28%; 11.58% for FY 18, excluding contributions for retiree health
benefit

Yes

CA

California PERF

Most state employees contribute 8.0%; state safety, firefighters, and
police contribute 9% to 11%, depending on the benefits offered; school
employees contribute 7.0%; most local agency miscellaneous,
firefighters and police officers contribute between 7% and 9%
depending on the benefits offered. Members hired since 1/1/13
contribute between 4.0% and 15.25%, depending on the employee
classification and benefits offered.

Both

CA

California Teachers

For members first hired before 2013, 10.25%. For members first hired
after 2012, 9.20%, increasing to 10.205% for FY 18.

No

CA

Los Angeles City
Employees

11.0%

No

CA

Orange County
Employees

Rates are based on the entry age of the member to the system and the
plan. 6.14% to 12.8% for general employees at average age of entry;
12.75% to 17.85% for public safety employees at average age of entry.

No
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State

Plan

Employee Contribution Rate (Percent of Pay)

Social Security Coverage

CA

University of
California

8%, minus $19/month, for those hired before 7/1/13; 7% for those
hired between 7/1/13 and 6/30/16; 9% for those hired as of 7/1/16;
9% for safety members

Yes (except safety
members)

CO

Colorado Affiliated
Local

Varies by plan; most employees contribute between 5% and 10% of
pay

No

CO

Colorado Fire &
Police Statewide

10.5%, rising by 0.5% annually until reaching 12.0% in 2022. This
increase was approved by employee members via a 2014 election.

No

CO

Colorado Municipal

CO

Colorado School

No

CO

Colorado State

Contribution rates for Municipal, School, and State plan members will
increase from 8.0% on 7/1/19 to 8.75%; to 9.5% on 7/1/20, and to
10.0% on 7/1/21. The contribution rate for state troopers will increase
from 10.0% on 7/1/19 to 10.75%; to 11.5% on 7/1/20, and to 12.0% on
7/1/21.

Yes

CT

Connecticut SERS

3.5%, rising to 4.0% beginning 7/1/19; 6.5% for public safety personnel,
rising to 7.0% in FY 20. If the plan’s investment returns fall below the
assumed rate of 6.9%, and the employer normal cost increases,
employees may be required to make an additional contribution of onehalf of the amount of the normal cost increase, not to exceed 2.0%.
Employees hired after 6/30/17 participate in a new hybrid plan that
requires employees to contribute 5.0% and potentially more, based on
the risk-sharing provision described above.

CT

Connecticut
Teachers

7.0%

No

DC

DC Police & Fire

7.0% if hired before 11/1/96; 8.0% if hired on or after 11/1/96

No

DC

DC Teachers

7.0% if hired before 11/1/96; 8.0% if hired on or after 11/1/96

No

DE

Delaware State
Employees

3.0% of pay above $6,000; employees hired since 1/1/12 contribute
5.0% of pay above $6,000

Yes

FL

Florida RS

3.0%

Yes

GA

Georgia ERS

1.25% to the DB plan. Workers hired since 2009 participate in a hybrid
plan. The default employee contribution to the DC component of the
hybrid plan for those hired from 2009 until 6/30/14 is 1.0%, and 5.0%
for those hired since 7/1/14. All hybrid plan participants may increase
or decrease their level of contribution to the DC plan, including to zero.

Yes

GA

Georgia Teachers

6.0%

HI

Hawaii ERS

7.8% for general employees and teachers; 12.2% for public safety
officers; those hired after 6/30/12 pay 9.8% and 14.2%, respectively.
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State

Plan

Employee Contribution Rate (Percent of Pay)

Social Security Coverage

IA

Iowa PERS

5.95% for regular employees, increasing to 6.29% for FY 19; 6.56% for
protection occupations, increasing to 6.81% for FY 19; 9.63% for
sheriffs, increasing to 9.76% for FY 19. The IPERS board has authority to
adjust rates by up to one percent in a given year.

ID

Idaho PERS

6.79%; 8.36% for public safety personnel

Yes

Illinois Municipal

3.75% for general employees; 6.75% for law enforcement personnel.
All members contribute an additional 0.75% for survivor’s pension, for
total contribution rates of 4.50% and 7.50%, respectively

Yes

Illinois SERS

3.5% for those covered by Social Security, plus 0.5% for survivor’s
pension benefit, 7.0% for those not covered, plus 1.0% for survivor’s
pension benefit; public safety members contribute 8.5%

Yes

Illinois Teachers

9.0%, allocated as follows: 7.5% for retirement; 0.5% for postretirement increases; and 1% for death benefits

No

IL

Illinois Universities

8.0%; public safety personnel contribute 9.5%

No

IN

Indiana PERF

3.0%

Yes

IN

Indiana Teachers

3.0%

Yes

KS

Kansas PERS

6.0%

Yes

Kentucky County

5.0%, and 8.0% for public safety workers; those hired since 9/1/08
must contribute an additional 1.0% for retiree health care

Yes

Kentucky ERS

5.0%, and 8.0% for public safety workers; those hired since 9/1/08
must contribute an additional 1.0% for retiree health care

Yes

Kentucky Teachers

Non-university members contribute 12.855%; University members
contribute 10.4%

No

LA

Louisiana Parochial
Employees

9.5% for members covered by Social Security; 3.0% for members not
covered by Social Security

LA

Louisiana SERS

8.0% for regular employees hired as of 7/1/06; hazardous duty
members contribute 9.5%; different contribution rates apply for other
specialty plans

No

LA

Louisiana Teachers

8.0%

No

MA

Massachusetts SERS

5% - 9% of annual compensation depending on date of membership.
State police contribute 12%.

No

IL

IL

IL

KY

KY
KY
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State

Plan

Employee Contribution Rate (Percent of Pay)

Social Security Coverage

MA

Massachusetts
Teachers

5% to 11%, depending on member's date of entry; those hired after
6/30/01 and participants in Retirement Plus benefit tier pay 11.0%;
average rate is 10.0%.

No

MD

Maryland PERS

7.0%

Yes

MD

Maryland Teachers

7.0%

Yes

ME

Maine Local

4.5% to 9.5%, depending on employer election; effective 7/1/19,
contribution rates for employers and members of the Participating
Local District (PLD) Consolidated Retirement Plan are determined by a
new methodology that shares risk between employers and members of
the plan. Contribution rates will be subject to change each year based
on a 55%/45% employer/member split. The employer rate will be
capped at 12.5% and the member rate will be capped at 9.0%.

ME

Maine State and
Teacher

7.65%; 8.65% for law enforcement officers

MI

Michigan Municipal

Participating employers may elect to require employee contributions of
0% to 20%

Both; varies by plan

MI

Michigan Public
Schools

Employees hired from 7/1/10 until 1/31/18 choose between a hybrid
plan with a graded contribution structure (3.0% of first $5,000, 3.6% of
next $10,000, and 6.4% over $15,000) for the DB component and a
zero to 2.0% optional contribution to the DC component (employees
may contribute more, but receive only a 1:2 employer match on the
first 2%), or a DC plan with a zero to 6.0% optional contribution
(employees may contribute more, but are matched only 1:2 on the first
6.0%). Active DB members hired prior to 7/1/10 contribute based on
their designated plan type, ranging from zero to 7.0%. New hires on or
after 2/1/18 choose from either: a) a default defined contribution plan
with required employee contributions of 4.0% (with matching
employer contributions up to another 3.0% of optional employee
contributions (for a maximum employer contribution of 7.0%; or b) a
hybrid plan with required employee contributions equal to 50% of the
total plan contribution rate. A contribution rate of 12.4% is shared
equally by employees and employers.

Yes

MI

Michigan SERS

Employees hired since 3/1/97 are enrolled in a DC plan with an
optional contribution rate of zero to 3.0%; (active DB plan members,
who are those hired before 3/1/97, contribute 4.0%)

Yes

MN

Minnesota PERA

6.5%; 10.8% for police and fire; 5.83% for correctional officers. These
rates will increase by 1.0% over two years beginning 1/1/19.

Yes, except police and
fire

MN

Minnesota State
Employees

5.75%, increasing to 6.0% effective 7/1/19; 14.9% for state patrol
officers, increasing to 15.4% effective 7/1/19; 9.6% for correctional
officers

Yes

MN

Minnesota Teachers

7.5%, increasing to 7.75% effective 7/1/23

Yes
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State

Plan

Employee Contribution Rate (Percent of Pay)

Social Security Coverage

MO

Missouri DOT and
Highway Patrol

4.0% for those hired after 12/31/10

Yes

MO

Missouri Local

Participating employers may elect to require employee contributions of
0% or 4%; most plans do not require employees to contribute

Yes

MO

Missouri PEERS

6.86%

Yes

MO

Missouri State
Employees

4.0% for those hired after 12/31/10; non-contributory for those hired
previously

Yes

MO

Missouri Teachers

14.50%

No

MS

Mississippi PERS

9.0%; Highway Patrol Officers contribute 7.25%

Yes

MT

Montana PERS

7.90%

Yes

MT

Montana Teachers

8.15%,which can be increased by the board by up to 1.0% based on
designated triggers

Yes

NC

North Carolina Local
Government

6.0%

Yes

NC

North Carolina
Teachers and State
Employees

6.0%

Yes

ND

North Dakota PERS

7.0%; 5.5% for law enforcement

Yes

ND

North Dakota
Teachers

11.75%

Yes

NE

Nebraska County

4.5%

Yes

NE

Nebraska Schools

9.78%

Yes

NE

Nebraska State

4.8%

Yes

NH

New Hampshire
Retirement System

7.0% for general employees and teachers; 11.8% for firefighters;
11.55% for police officers.

NJ

New Jersey PERS

7.35%, rising to 7.50% by 2019

Yes

NJ

New Jersey Police &
Fire

10.0%

Yes

NJ

New Jersey
Teachers

7.35%, rising to 7.50% by 2019

Yes
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Appendix A: Employee pension contribution rates
State

Plan

Employee Contribution Rate (Percent of Pay)

Social Security Coverage

NM

New Mexico PERA

For state general members with a salary above $20,000, 8.92%; 7.42%
for state general members with a salary below $20,000; rates vary for
other employee groups

NM

New Mexico
Teachers

7.9% for those with a salary of $20,000 or less; 10.7% for those with a
salary above $20,000

Yes

NV

Nevada Police
Officer and
Firefighter

20.75%

No

NV

Nevada Regular
Employees

14.50%

No

NY

New York State
Teachers

Those hired before 1/1/10 contribute 3.0% if <10 years of service, 0% if
10+ years of service; those hired on or after 1/1/10 but before 4/1/12
contribute 3.5% throughout membership; those hired on or after
4/1/12 contribute 3.0% to 6.0% salary, throughout membership

Yes

Those hired before 1/1/10 contribute 3.0% if <10 years of service, 0% if
10+ years of service; Those hired on or after 1/1/10 but before 4/1/12
contribute 3.5%; Those hired on or after 4/1/12 contribute 3.0% to
6.0% depending on date of hire and salary

Yes

NY

NY State & Local
ERS

NY

NY State & Local
Police & Fire

OH

Ohio PERS

10% for general members; public safety division members contribute
12% and law enforcement members contribute 13%

No

OH

Ohio Police & Fire

12.25%

No

OH

Ohio School
Employees

10.0%

No

OH

Ohio Teachers

14.0%

No

OK

Oklahoma PERS

3.5% for state employees; 3.5% to 8.5% for employees of county and
local agencies; hazardous duty members pay 8.0%. State employees
hired since 1/1/15 participate only in a DC plan to which they are
required to contribute a minimum of 4.5%, and may contribute more
to increase the employer matching contribution.

Yes

OK

Oklahoma Teachers

7.0%

Yes

OR

Oregon PERS

Effective 1/1/04, non‐contributory for the DB plan for all employees
except Judges; 6.0% for individual accounts, which is the defined
contribution component of the hybrid plan.
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State

Plan

Employee Contribution Rate (Percent of Pay)

Social Security Coverage

Pennsylvania School
Employees

Between 7.5% and 12.3%, depending on date of hire and plan
selection. Rates for participants hired since 7/1/11 are subject to a
limited graduating scale (within a window of 200 basis points) based on
investment performance and the plan's funding level. New hires on or
after 7/1/19 are required to select from one of three plan options: a) a
default hybrid plan with employee contributions of 5.5% to the DB plan
and 2.75% to the DC plan; an alternative hybrid plan with employee
contributions of 4.5% to the DB plan and 3.0% to the DC plan; or a
defined contribution plan with employee contributions of 7.5%. Hybrid
plan members also are subject to “shared-risk” or “shared-gain”
provision to be calculated every 3 years comparing PSERS’ actual and
assumed rate of return for the past 10 years. For each percentage
point in earnings realized in excess of or below the assumed rate of
return, the EE contribution rate will be increased or reduced by 0.75%,
not to exceed a maximum of 3.0% above or below the basic
contribution rate.

Yes

PA

Pennsylvania State
ERS

Between 6.25% and 9.3%, depending on date of hire and plan
selection. Rates for those hired since 1/1/11 are subject to a limited
graduating scale based on investment performance and the plan's
funding level. New hires on or after 1/1/19 are required to select from
one of three plan options: a) a default hybrid plan with employee
contributions of 5.0% to the DB plan and 3.25% to the DC plan; b) an
alternative hybrid plan with employee contributions of 4.0% to the DB
plan and 3.5% to the DC plan; or c) a defined contribution plan with
employee contributions of 7.5%. Hybrid plan members are subject to
“shared-risk” or “shared-gain” provision to be calculated every 3 years
comparing PSERS’ actual and assumed rate of return for the past 10
years. For each percentage point in earnings realized in excess of or
below the assumed rate or return, the EE contribution rate will be
increased or reduced by 0.75%, not to exceed a maximum of 3.0%
above or below the basic contribution rate.

Yes (except state police
officers)

PR

Puerto Rico
Government
Employees

10% (except members selecting the Coordination Plan contribute
5.775% up to $6,600 plus 8.275% of compensation in excess of $6,600)

Yes (except police)

PR

Puerto Rico
Teachers

9.0%

RI

Rhode Island ERS

State employees and teachers contribute 3.75% to the DB plan plus 5%
to the DC plan; teachers who do not participate in Social Security
contribute 7% to the DC plan (approximately one-half of teachers do
not participate in Social Security)

RI

Rhode Island
Municipal

1.0 to 2.0% for general employees; 7.0% to 10.0% for public safety
personnel; 5% for general employees to the DC plan; 7% for public
safety personnel (non-SS) to the DC plan

PA
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Plan

Employee Contribution Rate (Percent of Pay)

Social Security Coverage

SC

South Carolina
Police

9.75%

Yes

SC

South Carolina RS

9.0%

Yes

SD

South Dakota PERS

6.0%; public safety personnel contribute 8.0%

Yes

TN

TN Political
Subdivisions

Participating employers may elect to require employee contributions of
0% or 5%; Local government employees of employers that have
selected the hybrid plan hired since 7/1/14 contribute 5% to the DB
plan and 2% to the DC plan; participants may opt out of DC plan
contributions.

Yes

TN

TN State and
Teachers

Non-contributory for most state and higher education employees; 5%
for teachers. Employees hired since 7/1/14 participate in a hybrid plan
with mandatory contribution rates of 5% to the DB plan and 2% to the
DC plan; participants may opt out of DC plan contributions.

Yes

TX

Texas County &
District

Employers set the employee contribution rate in a range from 4.0% to
7.0%

Both; varies by plan

TX

Texas ERS

9.5%

Yes

TX

Texas LECOS

LECOS is a supplementary plan to the Texas ERS, for law enforcement
and custodial officers; participants contribute 0.5% plus the ERS
contribution.

Yes

TX

Texas Municipal

5%, 6%, or 7%, depending on ER election

Both; varies by plan

TX

Texas Teachers

7.7%

No, for 80% of TRS
members

Non-contributory for employees hired before 7/1/11; employees hired
after that date may elect to participate in a hybrid plan or a DC plan.
Employee contributions in the hybrid plan are required when the costs
of the DB portion of the plan exceed 10% (12% for public safety).
Currently there are no employee contributions required. DC plan
contributions are optional.

Yes

UT

Utah
Noncontributory

VA

City of Richmond
Retirement System

1.0% for general employees, and 1.5% for sworn public safety officers
hired since 7/1/07

Yes

VA

Virginia Retirement
System

5.0% for participants other than judges who were first appointed prior
to 7/1/10; employees hired since 1/1/14 participate in a hybrid plan
with mandatory contributions of 4% to the DB plan and 1% to the DC
plan.

Yes

VT

Vermont State
Employees

5.0%

Yes
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Plan

Employee Contribution Rate (Percent of Pay)

Social Security Coverage

VT

Vermont Teachers

5.0%

Yes

WA

Washington LEOFF
Plan 1

0%

Yes

WA

Washington LEOFF
Plan 2

8.75%

Yes

WA

Washington PERS 1

6.0%

Yes

WA

Washington PERS
2/3

7.41% for Plan 2 members; Plan 3 members contribute only to their
defined contribution plan at between 5% and 15%

Yes

WA

Washington School
Employees Plan 2/3

7.27% for Plan 2 members; Plan 3 members contribute only to their
defined contribution plan at between 5% and 15%

Yes

WA

Washington
Teachers Plan 1

6.0%

Yes

WA

Washington
Teachers Plan 2/3

7.06% for Plan 2 members; Plan 3 members contribute only to their
defined contribution plan at between 5% and 15%

Yes

WA

Washington Public
Safety Employees
Plan

7.07%

Yes

WI

Wisconsin
Retirement System

6.7%, decreasing to 6.55% for 2019

Yes

WV

West Virginia PERS

4.5% for those hired before 7/1/15; 6.0% for those hired on or after
7/1/15

Yes

WV

West Virginia
Teachers

4.5% for those hired before 7/1/15; 6.0% for those hired on or after
7/1/15

Yes

WY

Wyoming Public
Employees

8.25%, rising incrementally to 9.25% by FY 22; law enforcement
personnel contribute 8.6%

Yes
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Introduction
One of the primary objectives of a retirement plan
is to generate an adequate
source of retirement income
by allocating a portion of
employees’ compensation from their working
to their retired years. Multiple factors affect
the successful achievement of this objective,
but certain factors are particularly important:
the adequacy of contributions and investment
returns, successfully anticipating the rate of
inflation and how long plan participants will
live. Each of these factors presents a risk,
defined as the possibility of an event resulting
in a financial loss compared to what is anticipated. For example, if investment returns fall
short of expectations over a sustained period, a
loss will ensue that must be recovered, either in
the form of lower retirement income or higher
required contributions, or both. In retirement
plans, most risk comes in one of three forms:

O

▶▶ Investment risk, which is the possibility
that investment returns will fall short of
expectations
▶▶ Longevity risk, or the chance that the
plan participant will live longer than
projected or outlive their assets; and
▶▶ Inflation risk, or the risk that prices for
goods and services will erode the value
of a retirement benefit.
Defined benefit (DB) plans are the most common type of retirement plan, serving as the primary retirement benefit for the vast majority
of public employees. DB plans typically assign
most risk to the employer. By contrast, defined
contribution (DC) plans, which are predominant outside of the public sector, place most
risk on employees. A third type of retirement
plan—hybrid plans—are intended to distribute
risk among employees and employers, by combining elements of both plan types.

Within each of the three common types of retirement plan—DB, DC, and hybrid—risk may
be assigned to employers and employees differently. How risk is distributed is a function of
the retirement plan design, i.e., the framework
of a retirement plan, including such characteristics as required contributions, the age and
length of service need to qualify for benefits,
the level of benefits, vesting periods, and who
bears each of the plan’s different types of risk.
For any retirement plan, a fundamental
equation underlies its long-term ability to pay
benefits:

C+I=B+E
Contributions plus investment earnings
equals benefits plus expenses.
The revenue a retirement plan receives must,
over time, equal the cost of the benefits and
expenses the plan pays. Complying with this
mathematical reality requires actuarial balance:
the many assumptions and expectations used
to estimate the required cost of a pension plan
must be approximately correct over time. If
(and in most cases, when) the plan’s actuarial
experience strays from assumptions, balance
must be restored. If actuarial experience is
worse than expected, balance must be restored
through higher revenues, lower payments, or
both. Who bears these costs, how, and when
are questions that the retirement plan design
must address.
Nearly every state in recent years enacted
reforms to pension plans within their purview.
As a result, although most public employers
in the U.S. have retained DB plans, in many
plans, more risk has shifted from employers to
employees.
In some cases, these reforms reduced benefit
Introduction
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levels or increased contributions, or both, for
participants who already were participating in
the plan. For example, in certain states, retirees’
future cost-of-living adjustments have been
lowered, even though state statutes and the
plan’s benefit policy did not previously anticipate these reductions in benefits. Future costof-living adjustments were
also reduced for some active,
working public employees,
and they were required to
work longer, or until a higher
age, before they would
qualify for a retirement
benefit. Some public employees also had higher
contributions imposed upon them, and, in
many cases, public employers were required to
pay higher costs to make up for public pension
fund investment and other shortfalls.
Changes like these might be thought of as de
facto risk-sharing: plan participants learned
that they were bearing some of the plan’s risk,
even though those risks were unknown and
perhaps not understood previously.
Risk-sharing plans, as described in this paper,
are different from traditional retirement plans
in two important ways: first, compared to traditional DB and DC plans, they distribute risk
among employees and employers; and second,
they articulate who bears what risks and how,
before the loss or gain actually transpires.
This type of retirement plan design allows
plan stakeholders to understand the rules in
advance. Instead of retroactively applying the
consequences of retirement plan risk after the
negative outcomes are already experienced,
shared-risk plans allow participants to understand and to anticipate the outcomes of risky
events before they happen. Shared risk plans
are intended to increase the predictability of
financial outcomes resulting from both positive
and negative events affecting plans, sponsors
and beneficiaries.

2

NASRA believes that certain elements of
retirement plan design promote the achievement of core stakeholder retirement plan
objectives. These features are:
▶▶ Mandatory participation in the employer-sponsored retirement plan
▶▶ Cost-sharing of the plan between employers and employees
▶▶ Retirement assets that are pooled and
professionally invested
▶▶ A plan that is designed to replace a
targeted level of income
▶▶ Lifetime benefit payouts, i.e., a benefit
that cannot be outlived
▶▶ Survivor and disability benefits that
accompany the retirement benefit
▶▶ Access to a supplemental, voluntary
retirement savings plan
A primary consideration for any retirement
plan sponsor is which types of risk, and in what
proportion, are most appropriately borne by
individuals, and which risks are best borne collectively, by institutions. Some of the features of
retirement plan design supported by NASRA
are specifically intended to address matters of
retirement plan risk. For example:
▶▶ Cost-sharing of the plan between employees and employers ensures that both
parties will bear some portion of the
plan cost.
▶▶ Pooling and investing assets professionally function as a form of insurance in
which individuals transfer their risk to a
group, effectively lowering overall plan
risk. Shifting investment risk from individuals to the group optimizes the plan’s
risk and reward profile, as the group is
better positioned to produce lower plan
costs, higher benefits, or both, through
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lower investment expenses and higher
overall investment returns.
▶▶ Maintaining a plan that is designed to
target a certain level of income reduces
the risk of uncertainty for plan participants by informing them of what level of
benefit the employer is providing. This
enables individual plan participants to
make decisions regarding any additional retirement income, which may be
addressed partly or wholly through another recommended plan design feature,
i.e., access to a supplemental, voluntary
retirement savings plan.
▶▶ Lifetime benefit payouts address longevity risk: as with an insurance product,
pooling the risk of how long participants
will live produces lower costs and higher
benefits than would be available were
each participant left to manage their
own individual retirement account.1
Because of economies of scale, their
long—effectively perpetual—investment
horizon, and the lack of a profit motive,
states and local governments generally
are able to provide an annuity at a lower
cost than financial services firms in the
private sector.
These examples illustrate a fundamental premise underlying the concept of insurance: some
forms of risk are better borne by a group, while
others may be left to individuals. Indeed, manifold retirement plan outcomes present lessons
into how to optimize retirement plan costs and
benefits. Plans in which either employers or
employees bear all, or substantially all, risk can
lead to bad outcomes for plan stakeholders.
Plans in which risks are strategically and
optimally assigned to stakeholders that are best
positioned to bear those risks may be found
to be more sustainable than plans that assign a
disproportionate share of risk to stakeholders

that are not in a position to bear those risks.
The elements listed above reflect NASRA’s position on retirement plan design for employees
of state and local government. Each state and
political subdivision that
sponsors or participates
in a retirement plan
for its employees must
make a determination as
to the type of retirement
plan and plan design
that best enable the
employer to achieve the
objectives of its many
stakeholders. NASRA
endorses:

The purpose of this paper
is to increase knowledge
and awareness of the wide
variety of options that
are currently being used
to design and finance
retirement benefits

▶▶ Participation of all relevant stakeholders, including government employers,
their plans, their employees, plan
beneficiaries and retirement and other
taxpayers in discussions and processes
pertain to the design and financing
arrangements of public retirement plans.
▶▶ Policy-driven decision-making that
recognizes the retirement security and
workforce management purposes of
public employee retirement systems and
that is based on objective and pertinent
information that fairly reflects the longterm horizon and economic effects of
public plan financing, benefit adequacy
and benefit distributions.
The purpose of this paper is to increase
knowledge and awareness of the wide variety
of options that are currently being used to
design and finance retirement benefits; it is not
an endorsement of any particular plan design
or feature. This paper describes risk-sharing
features that are incorporated into public pension plans and provides case studies of specific
Introduction
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plans that employ risk-sharing structures.
NASRA acknowledges the assistance of each of
the retirement systems highlighted in the case
studies for the information provided to make
this paper possible.
The shared-risk case studies are intended to
identify and describe retirement plans and
features embedded in retirement plans that
comply with the recommended elements of
retirement plan design described above, and
that distribute risk among employees and
employers according to a specific plan. In
addition, the array of examples of risk sharing
plan design also demonstrate that states can,
and do, seek tailored solutions to pension plan
benefit obligations that best meet the needs of
their stakeholders.
1
Nari Rhee and Flick Fornia, “Still a Better Bang
for the Buck: An Update on the Economic Efficiencies of Defined Benefit Pensions,” National Institute
on Retirement Security, December 2014
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Variable Employee Contribution Rates
Risk-sharing plan design features
Required employee contribution rates that may change based on the plan’s actuarial
experience.

As discussed in the NASRA
Issue Brief: Employee Contributions to Public Pension
Plans, nearly all public
employees are required to
contribute toward the cost of their retirement
benefit. Employee contributions typically are
established as a fixed percentage of salary in
statute or by retirement board policy. In such
cases, the employee contribution rate may be
raised or lowered only by an act of legislation
or change in policy. By contrast, some public
pension plans maintain an employee contribution rate that varies, depending on the plan’s
investment performance or actuarial condition.
In these cases, the employee contribution rate
can be increased or decreased automatically
depending on predetermined factors.

A

Compared to a fixed contribution rate, a
variable employee contribution rate exposes
employees to risk, especially investment, longevity, and inflation risk. A pension plan’s condition is affected by investment performance,
longevity experience, and other actuarial
factors; actuarial experience pertaining to these
factors drives changes in the plan’s required
cost. Plans with variable employee contribution
rates expose employees to a portion of the risk
associated with adverse investment or actuarial
events that might cause the plan’s funding condition to decline and required cost to increase.
In most cases, this arrangement also enables
employees to benefit from any improvements
in the plan’s funding condition and commensurate decrease in required cost through lower

employee contribution rates.
Variable contribution rates are longstanding
features of some plans, while other plans
more recently adopted variable rates. Below
are different types of variable contribution
rates and examples.

Total Actuarially Determined
Cost Driven
Some states set employee contribution rates
in relation to the total actuarially-determined
contribution rate. This variable contribution
rate approach for employees represents the
most direct exposure to total plan experience
among those states using this risk sharing
mechanism. Some states share equally, while
others provide some ratio to risk exposure:
▶▶ Total required contribution rates for
the Arizona State Retirement System,
Nevada Public Employees Retirement
System, and Wisconsin Retirement
System are actuarially determined and
shared equally by employees and employers. If actuarial experience requires
an adjustment to the total contribution
rate, in either direction, the increase or
decrease is shared in equal amount by
each group. This risk sharing approach
exposes both the employer and the
employee to the same financing risk for
the plan.
▶▶ Public safety officers who first participate in the Arizona Public Safety PerVariable Employee Contribution Rates
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sonnel Retirement System beginning
July 1, 2017, and who elect or default
into a combination hybrid plan, are required to contribute one-half of the total
defined benefit plan contribution rate.
▶▶ 2018 legislation established
a risk-sharing
cost management
mechanism for the
Colorado Public
Employees’ Retirement Association (PERA) that
is based on the relationship between
PERA’s blended total statutory contribution rate and the actuarially-determined
contribution (ADC) rate, which reflects
the plans’ required cost and can change
depending on actuarial experience
affecting the plans’ funding condition.
When the blended total PERA required
contribution rate is less than 98 percent
of the ADC, employer and employee
contribution rates are increased by 0.5
percent and 0.25 percent, respectively,
with total increases capped at 2.0 percent. When the PERA contribution rate
is equal to or greater than 120 percent
of the ADC, the employer and employee
rates are commensurately reduced, but
not below the current contribution rates.

Compared to a fixed
contribution rate, a variable
employee contribution
rate exposes employees to
risk, especially investment,
longevity, and inflation risk

▶▶ The Public Employee Retirement
System of Idaho board may increase the
total contribution rate, with the amount
of the increase shared between employees and employers.
▶▶ The total contribution rate for the Iowa
Public Employees’ Retirement System
is actuarially determined for each membership class within the system. Statute
directs employees to pay 40 percent of
the total rate, with employers responsi-
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ble for the remaining 60 percent. Also,
the IPERS board has authority to adjust
the total contribution rate up, or down,
by one percent annually.
▶▶ Effective in fiscal year 2020, contribution rates for the Maine Public Employees’ Retirement System Participating
Local District (PLD) Consolidated
Retirement Plan are determined by
a new methodology that shares risk
between employees and employers.
Contribution rates will be subject to
annual change based on a 55/45 percent
employer/employee split. Contribution
rates are capped at 12.5 percent and 9.0
percent for employers and employees,
respectively.
▶▶ Members of the Michigan Public
School Employees’ Retirement System
(MPSERS) hired on or after February
1, 2018, are required to select from one
of two plan options: a default defined
contribution plan, or a combination
defined benefit/defined contribution
hybrid plan. Those who elect to participate in the hybrid plan must contribute
50 percent of the total plan contribution
rate, which changes to reflect actuarial experience gains and losses. Any
unfunded liability created as a result of
the employers’ failure to pay their share
of the required cost does not result in a
corresponding increase to the employee
rate. This plan design is described more
fully in the MPSERS case study (see
page 33).
▶▶ Members of the Pennsylvania State
Employees’ (SERS) and Public School
Employees’ (PSERS) Retirement
Systems hired beginning January 1,
2011, and July 1, 2011, respectively, are
subject to a “shared-risk/shared-gain”
provision that could result in a higher
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or lower employee contribution rate
depending on fund investment performance. The shared-risk (gain) portion
of the rate is equal to 0.5 percent of
salary for every 1.0 percent that the
SERS or PSERS investment return is
less (greater) than the assumed rate, for
a 3-year period, capped at 2.0 percent
above (below) the basic contribution
rate. Legislation in 2017 established the
shared-gain provision for these members and raised the shared-risk/sharedgain contribution rate to 0.75 percent of
salary, not to exceed 3.0 percent above
or below the basic contribution rate, for
SERS and PSERS members hired on or
after January 1, 2019, and July 1, 2019,
respectively.
▶▶ Employees participating in the Utah Retirement Systems first hired on or after
July 1, 2011, may elect to participate in
a hybrid plan or a defined contribution
plan. For those electing or defaulting
into the hybrid plan, employee contributions are required when the cost of
the defined benefit portion of the plan
exceeds 10 percent of covered pay (12
percent for public safety). No employee
contributions are required if the plan’s
cost is below that threshold; and to-date,
no employee contributions have been
required. This plan design is described
more fully in the URS case study (see
page 51).

Normal Cost Driven
Employee contribution rates for some plans
are established in relation to the normal cost or
the cost of the benefit accrued by participants
of the plan each year, which can result in a
variable rate. The risk exposure to employees is
less under this arrangement than one in which

the total plan contribution rate is shared because changes in the size of the plan’s unfunded
liability do not affect the normal cost.
▶▶ Members of the Connecticut State
Employees’ Retirement System hired
beginning July 1, 2019, are required to
make additional contributions of up to
one-half of any increase in the normal
cost rate resulting from the plan’s investment return falling below the plan’s 6.9
percent assumed rate of return, with the
total increase capped at 2.0 percent. This
provision does not account for smoothing or other actuarial methods that limit
recognition of an actuarial loss. In the
event that changes to actuarial assumptions produce an increase in the normal
cost, stakeholders must consider whether or not an increase to the employee
contribution rate is appropriate.
▶▶ Members of the California Public
Employees’ Retirement System, the
California State Teachers’ Retirement
System, and many other local government employees California hired since
January 1, 2013, are required to contribute at least one-half of the annual
normal cost of their pension benefit.

Milestone Driven
In some cases, employee contribution rates are
maintained until such time as specified funding or actuarial developments are achieved. For
example:
▶▶ Members of the Montana Public
Employees Retirement System contribute 7.9 percent of salary, which will be
reduced to 6.9 percent when the plan’s
actuarial valuation determines that the
amortization period is below 25 years.

Variable Employee Contribution Rates
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▶▶ Members of the Montana Teachers’
Retirement System contribute 8.15
percent of salary, which reflects a base
contribution rate of 7.15 percent plus
a 1.0 percent supplemental contribution rate which can be reduced by their
board when certain criteria are met for
improving the plan’s actuarial condition.
▶▶ The employee contribution rate for
the North Dakota Teachers’ Fund for
Retirement has increased from 7.75
percent in fiscal year 1998 to 11.75 percent as of fiscal year 2015, and state law
directs the rate to return to 7.75 percent
once the plan attains 100 percent-funded status.
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Contingent or Limited Cost-of-Living Adjustments
Risk-sharing plan design features
A retirement benefit adjustment contingent upon or whose level is affected by external
factors, such as the funding level of the plan or its fund’s investment performance; or
that is dependent on the retiree’s age or length of retirement.

A cost-of-living adjustment
(COLA)1 is a retirement plan
feature whose purpose is to
reduce or offset the effect of
inflation on the purchasing
power of a retirement benefit. Many public
pension plans include a COLA that is automatic, meaning the increase is provided without
required action by the pension plan sponsor,
such as a legislature, city council, or retirement
board. This type of benefit is calculated as part
of the normal cost and is typically prefunded as
part of the actuarial contribution rate.

A

The NASRA Issue Brief: Cost-of-Living Adjustments discusses how, in most cases, automatic
COLAs are linked to some external factor,
typically the rate of inflation. Appendix A of
the Issue Brief lists COLA provisions that are
in place for statewide and other public pension plans, including those with risk-sharing
features. Most automatic COLAs are capped
or limited in the annual amount of the adjustment; for example, some automatic COLAs
provide an annual increase of the rate of actual
inflation, not to exceed two percent. By contrast, other COLAs are simply a fixed percentage increase, such as two percent, regardless of
the actual rate of inflation.
By providing an automatic COLA tied to
the rate of inflation, the cost of the COLA
is included as part of the cost of the plan, a
cost that typically is shared by employers and
employees. When actual inflation exceeds the

amount of the COLA, employees bear the risk
of inflation above the amount provided by the
COLA through reduced purchasing power
of their retirement benefit. A COLA shares
risk between plan participants and employers
when it protects a retirement benefit against
only a portion of the full rate of inflation or
when the COLA protects only a portion of the
retirement benefit against inflation. Each of
the variations of public pension COLAs discussed below is a form of risk-sharing between
employees and employers. For example, in the
case of a pension plan that provides a COLA
tied to the rate of inflation up to two percent,
if inflation is three percent, the risk and cost of
the first two percent of inflation is part of the
cost of the plan, typically shared by and employees and employers, and employees alone
bear the risk—and cost—of the additional one
percent.
Some public pension plan sponsors do not
provide an automatic COLA, and others eliminated COLAs in recent years. For example,
the Florida Legislature in 2010 eliminated all
future COLA service credits for plan participants, meaning that service accrued after
that date will not qualify for a COLA benefit.
Similarly, in 2012, the Wyoming Legislature
approved a bill prohibiting payment of any
COLA until the plan reaches full funding, “plus
the additional percentage the retirement board
determines is reasonably necessary to withstand market fluctuations.”2 Plans such as these
Contingent or Limited Cost-of-Living Adjustments
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When actual inflation
exceeds the amount of the
COLA, employees bear the
risk of inflation above the
amount provided by the
COLA through reduced
purchasing power of their
retirement benefit

that do not provide
a COLA effectively
expose participants to
all inflation risk.

Delayed
Onset/
Minimum Age
of Eligibility

In the case of a COLA
that requires retirees
to wait a certain period of time or to attain
a certain age, employees bear the risk of inflation for the duration of
the waiting period. Once the employee qualifies for the COLA, the employer bears the risk,
up to the limit of the benefit, if applicable. As
an example, participants in the New York State
& Local Retirement System and the New York
State Teachers’ Retirement System qualify for a
COLA at age 62 with five years retirement or at
age 55 and retired 10 years. This COLA creates
an incentive for participants to work longer
and reduces the length of time employers must
protect retirees against the effects of inflation.
Employees working longer and receiving a
COLA for a shorter period each are plan provisions that reduce the cost of the plan.

Applied to Only a Portion of
the Benefit
Although most automatic COLAs for public
employees apply to the full retirement benefit,
COLAs in several states are applied to only
a portion of the benefit. Massachusetts, for
example, limits COLAs for state employees
and teachers to the rate of inflation, not to
exceed 3 percent annually, applied to only the
first $13,000 of benefits. Retirees with benefits above this threshold bear all inflation risk
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for that portion of their benefit, as well as all
inflation risk when inflation exceeds 3 percent.
Employers are not responsible for bearing
the risk—and cost—of inflation above these
thresholds.

Tied to Investment
Performance
A variety of approaches are in place among
public pension plans to link investment returns
to COLA provisions. Because a pension plan’s
funding condition often is significantly affected
by its fund’s investment performance, linking
the provision of a COLA or the size of the
COLA to a plan’s investment performance can
foster risk-sharing between the employer and
plan participants. Strong investment returns
can be shared with retirees via a benefit adjustment and also can serve to reduce employer
plan costs. A COLA whose provision is based
on the achievement of a specific investment return, or threshold, effectively distributes some
portion of both inflation and investment risk to
retired participants.
Similarly, some plans provide a COLA only
if investment performance reaches a certain
threshold, such as the plan’s actuarial investment return assumption. For example, many
retired members of the Maryland State Retirement & Pension System are eligible for an
automatic annual COLA of 2.5 percent as long
as the fund’s investment return in the previous
year was greater than or equal to the system’s
assumed rate of investment return (which
is presently 7.45 percent). If the prior year’s
assumed rate of return was not achieved, then
the COLA is equal to the lesser of 1.0 percent
or the increase in CPI.
As discussed in the Wisconsin Retirement System (WRS) case study (see page 55), the WRS
administers a post-retirement cost-of-living
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benefit for retirees that the plan refers to not
as a “COLA” but as a “benefit adjustment.” The
amount of retirees’ benefit can rise or fall in a
given year depending on the fund’s investment
performance, smoothed over a five-year period. The retirement benefit can never fall below
a floor established as the initial retirement
benefit level. Wisconsin’s risk-sharing post-retirement benefit feature is credited as a key
factor contributing to the plan’s solid funding
level and relatively low and stable costs over
many years. This feature works as a relief valve
reducing pressure on plan benefit payments
following periods of relatively poor investment
performance and rewarding retirees only after
periods of strong investment performance.
The Louisiana State Employees’ Retirement
System provides a COLA based on both the
plan’s funding level and the plan’s investment
return. For the plan to provide a COLA, its
funding level must be at least 55 percent and
the fund’s investment return must be positive.
When the investment return exceeds the plan’s
investment return assumption and the plan’s
funding level is above 55 percent, a COLA is
paid based on the actual rate of inflation and
limited depending on the plan’s funding level.

Contingent Upon Actuarial
Soundness of the Plan
As discussed in the South Dakota Retirement
System (SDRS) case study (see page 41), the
SDRS COLA is based on the actual rate of
inflation, with a minimum annual increase of
0.5 percent and a maximum of 3.5 percent. The
maximum is further limited to the percentage
that, if assumed to be paid in all future years, is
projected to result in a funded ratio of at least
100 percent. The first COLA paid in 2018 under this new provision was 1.89 percent, based
on the June 30, 2017, actuarial valuation. With
future COLAs assumed to equal 1.89 percent,

the plan’s funded ratio is 100.1 percent, indicating that SDRS has sufficient assets to afford
an ongoing COLA at this rate while remaining
fully funded. This calculation will be performed
anew each year using updated factors of the
plan’s funding level and the actual rate of inflation. The design of this COLA helps the SDRS
meet several important policy objectives,
including paying some COLA each year,
minimizing the negative effect a COLA might
have on the plan’s funding level, and maintaining the plan’s fixed contribution rates.

Employee-funded
Upon retirement, participants in the Nebraska
State Employees’ Retirement System may elect
to take an actuarial reduction in their benefit to
fund a permanent, annual 2.5 percent COLA.
Retirees who select this option are taking
on longevity risk: those who die before their
actuarially-assumed age will receive lifetime
benefits that are lower than projected, and the
employer will experience an actuarial gain.
Conversely, retirees who outlive their actuarially-assumed age will receive more in lifetime
benefits than projected, creating an actuarial
loss for the employer. In either case, by providing a COLA that is paid for only by plan participants, the employer shifts all inflation risk to
retirees. Retirees in the Nebraska plan who do
not elect the COLA are bearing inflation risk:
these retirees accept a higher initial benefit that
is likely never to change, exposing the retiree to
whatever inflation ensues during the remainder of their life.
1
The term “cost-of-living adjustment” (COLA)
is used here to refer to post-retirement benefit
adjustments whose chief or sole purpose is to offset
the effects of inflation on a retirement benefit. Some
public retirement systems that administer post-retirement benefit adjustments refer to this benefit
using terms other than as a COLA.
2

WY Stat § 9-3-453 (2014)
Contingent or Limited Cost-of-Living Adjustments
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Cash Balance Hybrid Plans
Risk-sharing plan design feature
A retirement benefit based on an account balance with a credited investment return
that is lower than the plan’s expected investment return, determined actuarially based
on the retiree’s age at retirement, and that may share positive investment experience
with plan participants.

A cash balance (CB) plan
is an employer-sponsored
retirement benefit combining elements of both defined
benefit (DB) and defined
contribution (DC) plans. Compared to DB
plans, CB plans place more risk—especially investment and longevity risk—with plan participants. As with DB-DC hybrid plans (discussed
on page 21), CB plans also provide a fixed level
of retirement income, combined with a level of
retirement income that is variable. Unlike DBDC plans, which are made up of two distinct
plans, CB plans provide retirement income
from a single source, i.e., the cash balance plan
itself.

A

As with DB plans, CB plans require participants to reach a designated age, years of
service, or both, in order to qualify for a retirement benefit. CB plans also provide a lifetime
retirement benefit once the plan participant
qualifies and retires, and—like DB plans—cash
balance plan assets are pooled and professionally invested in diversified portfolios. CB plan
participants do not manage or invest their
assets, and their lifetime benefits are ultimately
based on investment credits and actuarial assumptions and methods used to annuitize the
cash balance at retirement.
CB plan retirement benefits are determined
by the value of the participant’s retirement

account (their cash balance) and their age at
retirement. By contrast, DB plans use a formula that includes the plan participant’s years
of service, average salary, and a multiplier.
The benefit from a CB plan is determined by
annuitizing the participant’s cash balance at retirement. The older the participant, the higher
the benefit or annuity will be. This manner of
determining the benefit level in a CB plan is
more consistent with that of a DC plan in cases
when a DC plan is annuitized. In practice, few
DC plans are actually annuitized.
CB plans feature hypothetical participant
accounts, also known as notional accounts,
whose balance is based on the sum of contributions paid into the account, typically by
employees and employers, and the annual
investment credits applied to those contributions. A CB plan normally provides a guaranteed minimum annual rate of interest credit,
such as 4.0 percent, which is specified as part
of the plan’s design, and can be changed only
by its governing authority.

CB plan
retirement
benefits are
determined
by the
value of the
participant’s
retirement
account
(their cash
balance) and
their age at
retirement

The annual interest credit is the amount that
CB accounts are increased each year (beyond
contributions by employers and employees),
regardless of the plan’s actual investment
return. Among CB plans in the public sector,
annual account balance credit rates range from
less than 3.0 percent up to 7.0 percent. CB
plans may apply a higher credit rate to acCash Balance Hybrid Plans
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counts when the plan’s investment experience
is strong, and as shown below, some public
sector CB plans regularly do so.
A cash balance plan reduces the employer’s
investment risk by promising a retirement
benefit that relies on an investment credit that
is characteristically lower than the expected
investment return of a typical defined benefit
plan. Compared to a DB plan, a CB plan
places more longevity risk on plan participants by providing a retirement benefit that
is based on the employee’s age at retirement.
For example, an employee who retires at age
65 will receive a larger benefit than one who
retires at age 55 with the same cash balance
amount: actuarially, the younger retiree is expected to live longer and therefore will receive
more benefit payments, making the actual
cost to the plan identical for each retiree. By
contrast, a typical DB plan may reduce benefit
payments for early retirement but otherwise
places longevity risk on the employer, as the
amount of a DB plan benefit is not based on
the employee’s age at retirement. The exception
is when the retiree selects some type of joint
annuity option.
Relatively few states and cities sponsor CB
plans for their employees, but this number
is growing: since 2002, three states—Kansas,
Kentucky, and Nebraska—have added new CB
plans. A listing of statewide CB plans, with information describing their terms and benefits,
is provided below.

CB plans in use among states
The following discussion briefly describes the
statewide cash balance plans that are currently
in place for broad employee groups, and the
accompanying table, Key Characteristics of
Cash Balance Plans, presents key facts about
each plan.
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Texas
The two oldest active CB plans in the public
sector are the Texas Municipal Retirement System (created in 1947) and the Texas County &
District Retirement System (created in 1967).
These are large statewide retirement plans
covering tens of thousands of plan participants.
As of fiscal year 2017, the TMRS funding level
is approximately 87 percent, with an average
employer contribution rate of 13.5 percent.
The TCDRS has an actuarial funding level of
89 percent and an average employer contribution rate of 12.3 percent. As with a typical
DB plan, the funding shortfall in these plans is
caused by actuarial experience that differs from
expectations. Although each plan has a unique
actuarial experience, these shortfalls are due
chiefly to variances in each plan’s demographic
and financial experience relative to actuarial
assumptions.
The TMRS and TCDRS are structured to
give employers flexibility in the design of
their retirement plan, to help employers meet
their individual human resources management needs. The systems administer agent
plans, meaning that each of their hundreds of
employer members have their own actuarial
experience and plan cost, rather than sharing
an actuarial experience and costs with other
employers. TMRS and TCDRS also permit
their employer members to select benefit levels
from a prescribed range of choices, including
the normal retirement age, vesting period, and
years of service needed to qualify for a normal
retirement benefit. Employers may also select
from a range of options for employee contribution rates, and employers may elect whether or
not provide a COLA, and if so, at what level.

California
In addition to its primary DB retirement plan,
the California State Teachers’ Retirement System (CalSTRS) administers two cash balance
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plans: one for part-time community college
employees and one that supplements the DB
plan for full-time educators.
The CB plan for community college employees
was created in the 1990s to provide retirement
benefits for part-time employees. The plan covers approximately 40,000 members, nearly all
of whom are active participants, as the plan is
young and most participants have not reached
retirement eligibility. As of 2017, the plan’s
actuarial funding level was over 115 percent.
The other CalSTRS plan is the Defined Benefit
Supplement (DBS) plan. CalSTRS members who participate in the DB plan are also
required to participate in the DBS plan, which
is a supplemental cash balance plan. The DBS
plan was created in 2000 to provide supplemental retirement benefits to members of the
DB program for earnings that cannot be used
for determining the benefit under the DB
plan. The DBS covers approximately 640,000
members, around two-thirds of whom are
active plan participants. The plan also has
about 63,000 retirees. Only CalSTRS DB plan
members who have retired since 2001 receive
some benefit from the DBS plan. As of 2017,
the plan’s actuarial funding level was about 118
percent.
The annual interest credit on both CalSTRS CB
plans is linked to the U.S. Treasury rate, resulting in a more modest interest credit compared
to other public sector CB plans. The CalSTRS
board considers paying an additional earnings
credit (AEC) above the minimum guaranteed
rate when the plan’s funding level is at least
113 percent; the CalSTRS board has regularly
distributed an AEC.

Nebraska
Cash balance plans in Nebraska became
effective in 2003 for new state hires and newly
hired employees of most counties in the state,

replacing the DC plans established in the 1960s
provided for previously hired employees. As of
2018, the Nebraska State CB plan had an actuarial funding level of 104.2 percent, and the
County CB plan had an actuarial funding ratio
of 107.5 percent.

Relatively few states and
cities sponsor CB plans for
their employees, but this
number is growing

Nebraska statutes permit
the Public Employees’
Retirement Board to grant
benefit improvements
(which take the form of
additional interest credits
applied to plan accounts)
if the plans have no unfunded actuarial accrued liability, and as long as the improvement
does not cause an increase in the required
cost of the plan above a designated threshold. (This provision is consistent with COLA
provisions in South Dakota and Wisconsin,
discussed elsewhere in this paper, that require
that provision of a COLA will not impair the
plan’s funding condition.) Since the plans’
inception, state and county plan participants
have received benefit enhancements—interest
credits above the guaranteed minimum—seven
times, or in one-half of the available years. The
average annual increase during this period has
been approximately 2.5 percent.

Kansas and Kentucky
The Kansas PERS CB plan was established
in 2011, applying to all new hires beginning
January 1, 2015. The Kentucky CB plan was
established in 2013 for new state and local
government employees (not teachers) hired
beginning January 1, 2014. The new CB plans
in both states replaced DB plans previously
provided to employees; assets for both CB
plans are pooled with their respective systems’
legacy DB plans and do not receive a separate
actuarial valuation.

Cash Balance Hybrid Plans
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2012

2013

CA State Teachers

KS PERS

KY RS

* EE = employee; ER = employer

The Cash Balance Benefit
Program is optional for parttime and adjunct educational
workers; the Defined Benefit
Supplement is a cash balance
plan provided to full-time
educators

1995 for the Cash
Balance Benefit
Program; 2000 for
the Defined Benefit Supplement

Mandatory for new state and
local EEs, judges, and legislators who become members on
or after January 1, 2014

Mandatory for EEs of state and
local government, including
education employees, hired
after 1/1/15

Employee groups affected

Year plan
approved

Key Characteristics of Cash Balance Plans

State contributes 4%; 7.5% for public safety
EEs

EEs contribute 5%; public safety EEs contribute 8%

ER pay credits are between 3-6% depending
on how long the member has been employed.
ER contributions are actuarially determined
(subject to statutory caps)

EEs contribute 6%

Beginning in 2011, ER and EE contributions
to the Defined Benefit Supplement are 8%
each on compensation in excess of one-year
of service credit. ER must contribute at least
4% for Cash Balance Benefit participants and
the combined EE/ER rate must be at least 8%

EEs in the Cash Balance Benefit Program
typically pay approximately 4% of earnings,
depending on local bargaining agreements;
Defined Benefit Supplement EEs contributed
2% from 2001-2010.

Contributions

Employee accounts are
guaranteed 4% annual
return; accounts also receive
75% of all returns above 4%

Retiring participants may
annuitize their cash balance
and may elect to take up to
30 percent as a lump sum.
Participants may also elect
to use a portion of their balance to fund an auto-COLA

Members are guaranteed an
annual rate of return of 4%
on their accounts. Accounts
may also receive a dividend
credit equal to 75% of the
investment returns above
6%, calculated on a 5-year
rolling average

Member may choose annuity payments, a payment
option calculated as the
actuarial equivalent of the
life annuity, or a refund of
the accumulated account
balance

Lump-sum and/or monthly
lifetime annuity or period
certain monthly annuity

Benefit payment options

Guaranteed minimum
interest rate is based on 30year U.S. Treasury bonds for
the period from March to
February immediately prior
to the plan year (2.89% for
plan year 2018-19)

Rate of return applied to
cash balances
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1967

1947

TX County and
District

TX Municipal

* EE = employee; ER = employer

2002

NE County and
State

Year plan
approved

Mandatory for EEs of 800+
cities that have elected to participate in the TMRS

Mandatory for EEs of 600+
counties and special districts
that have elected to participate
in the TCDRS

Mandatory for county and state
EEs* hired after 2002 and those
hired previously who elected to
switch from the DC plan

Employee groups affected

ER pays 100%, 150%, or 200% of EE rate, also
depending on ER election, plus an needed
amount to amortize UAAL within a 25-year
closed amortization period

EEs pay 5%, 6%, or 7%, depending on ER*
election

ERs pay normal cost plus an amount to amortize the unfunded liability; as of 2017, the
plan’s amortization period is 20 years

EEs pay 4%, 5%, 6%, or 7% depending on ER
election.

State contributes 156% of EE rate; counties
contribute 150% of EE rate

State EEs contribute 4.8%, county EEs contribute 4.5%

Contributions

Lifetime annuity based on
EE final savings account
balance, less any EE-elected
partial lump-sum payment,
plus ER matching

Lifetime annuity based on
EE final account balance,
including ER matching and
other credits, less any partial lump sum, depending
on EE election

5% (set by statute): The
TMRS Board determines
the allocation of any excess
amounts; the board is
authorized to distribute such
amounts a) to reduce cities’
unfunded liabilities; b) to
EEs’ individual accounts,
and/or c) to a reserve to
help offset future investment
losses

Retiring participants may
annuitize any portion of
their cash balance and take
a lump sum of any remainder. Members electing an
annuity may also elect to
take a reduced benefit with
an automatic annual COLA

Benefit payment options

7% (set by statute), used to
reduce ERs’ costs. Members’
accounts receive an annual
interest credit of 7% as specified by statute.

When favorable returns
combine with an actuarial
surplus, the governing board
may approve a dividend
payment to EE accounts

Based on the federal midterm rate plus 1.5%. When
the mid-term rate falls below
3.5%, EEs receive a 5% minimum credit rate.

Rate of return applied to
cash balances
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DB-DC Hybrid Plans
Risk-sharing plan design features
A traditional defined benefit pension plan with a reduced benefit accrual rate,
combined with a defined contribution plan.

As discussed in the NASRA
Issue Brief: State Hybrid
Retirement Plans, one of the
earliest forms of risk-sharing
in retirement plans is the
DB-DC hybrid plan, an employer-sponsored
retirement benefit that features a traditional defined benefit (DB) plan coupled with
a separate defined contribution (DC) plan.
Although the two plans operate independently
of one another, they typically are administered by the same retirement system; both are
mandatory from a participation perspective
and they employer and employee contribution
requirements vary among systems. Like cash
balance plans (see page 15), DB-DC plans
provide a retirement benefit tied partly to
market performance: the DB portion of a DBDC plan is fixed and guaranteed, based on the
employee’s salary and length of service; and the
DC portion is variable, based on the amount
of contributions, the investment performance
of invested contributions, and the employee’s
decision regarding the treatment of DC plan
assets after terminating or retiring.

of risk in such a plan is half of what it would
be under that same plan. Other than the lower
multiplier, with its lower benefit and reduced
level of employer risk, the DB component of
DB-DC plans sponsored by states generally is
identical to stand-alone DB plans: they provide
a lifetime benefit that is based on the employee’s length of service and final average salary.

Because the DB plan component of DB-DC
plans provides a lower multiplier than most
other public sector DB plans, this component
provides a more modest pension benefit than
most public sector DB plans. For example, a
DB-DC plan that features a retirement multiplier of 1.0 percent will produce a promised
benefit equal to one-half of the amount that
would be provided by the same plan with a
multiplier of 2.0 percent. The employer’s level

The DC plan component of DB-DC plans
sponsored by states is similar to 401k plans in
the private sector, placing all or most risk on
the plan participant. DB-DC plan participants
are responsible for making decisions regarding
their investment choices and how their assets
are managed, both during their working years
and after they leave employment, whether
through termination, retirement, disability, or
death.

A

DB-DC plans provide a retirement
benefit tied partly to market
performance: the DB portion of a DBDC plan is fixed and guaranteed, based
on the employee’s salary and length of
service; and the DC portion is variable,
based on the amount of contributions,
the investment performance of invested
contributions, and the employee’s
decision regarding the treatment of DC
plan assets after terminating or retiring

DB-DC Hybrid Plans
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DB-DC plans
provide
a lifetime
benefit that
is based
on the
employee’s
length of
service and
final average
salary

The oldest DB-DC plan is the one administered by the Indiana Public Retirement System,
which since 1955 has maintained these plans
for public school teachers, state employees, and
employees of political subdivisions in the state
that have elected to participate. The Indiana
PRS investment function developed and maintains proprietary investment funds available
only to plan participants.
More recently, in 1996, the Washington Department of Retirement Systems established a
DB-DC plan for certain new hires. Since then,
other states established new DB-DC hybrid
plans, either on an optional (meaning the
employee could choose between the traditional
DB plan or the DB-DC hybrid) or mandatory
for new hires. Two states—Oregon and Rhode
Island—established new DB-DC hybrid plans,
in 2004 and 2011, respectively, switching many
current active participants from a DB plan
to the new hybrid plan. The more common
method for establishing DB-DC hybrid plans is
to require participation for new hires only and
to permit existing DB plan participants to elect
to join.
DC plans administered by the Washington
Department of Retirement Systems as part of
their DB-DC hybrid plans permit participants
to invest in a portfolio that emulates the one
in which DB plan assets are invested. This
investment option provides participants with
access to some asset classes, such as alternative
investments that participants may not access
otherwise, and at a relatively low cost.
Most plans provide life-cycle funds, which are
funds that adjust the mix of investments in
stocks and bonds based on a participant’s age
or projected retirement date. Each DB-DC plan
maintains a default investment option for participants who fail to make an active election as
to how their assets should be invested; default
investments in many cases are life-cycle funds.
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Similar to 401k plans, the DC component of
DB-DC hybrid plans imposes all or most of
the plan’s risk on participants. The DC component places responsibility on participants for
making investment choices and determining
how the plan’s assets are used upon termination, through changes in employment status,
retirement, disability, or death.
Financing arrangements for both the DB and
DC plan components vary by plan: for some
plans, employers pay the full cost of the DB
component, and in other cases, that cost is
shared with employees. Similarly, cost-sharing
arrangements for DC plans also vary.
The accompanying table, Summary of Key
Features of Select DB-DC Plans, presents basic
plan design and financing arrangements for
selected DB-DC plans sponsored by states.
Each of the DC plans listed provide a range of
risk-based investment options, from conservative to aggressive. Some investment options are
proprietary funds developed and maintained
by the sponsoring retirement system, accessible
only to participants in that plan. Other options
provide access to retail mutual funds. Several plans offer access to a brokerage window,
permitting participants to trade in individual
equities and other securities.
The table also lists the withdrawal options
available to participants who terminate or retire. Each plan permits participants to take all
or part of their DC plan assets as a lump sum
or to roll the assets over to another retirement
plan. In addition, some of the plans permit annuitization of DC plan assets, which converts
the assets into a lifetime retirement benefit.
Annuities may be sponsored by the retirement
plan, while in other plans, annuities are purchased through a third-party provider.

Lifecycle funds based
on age

15 options ranging
from conservative
to aggressive, plus 6
lifecycle funds

100% ER match on
EE’s 1st 1% of salary
and 50% match on
next 4% of salary for a
maximum ER contribution of 3%

EE contributes 1.25%
and ER contributes
the remainder of the
annual actuarially
determined contribution rate

1% x years of service
x final average salary
= annual benefit

EEs hired before
7/1/14 auto enroll at
1% of salary contribution; EEs hired as of
7/1/14 auto enroll at
5% of salary; EEs may
vary contribution rate
up or down; participants may opt-out of
the DC plan within
90 days of their date
of hire

GA
Employees’
RS

Age appropriate Target Date Fund

Colorado
Fire & Police
Pension Plan

19 options, including
a broad range of fixed
income and equity
funds, 11 target date
funds, and a brokerage window

Any excess not needed to fund the DB
plan is contributed to
the Money Purchase
plan.

Any excess amount
not needed to fund
the DB plan is contributed to the Money
Purchase Plan.

The board of directors
of FPPA annually determines the DB/DC
split of the contributions to the plan.

1.5% x years of
service x highest average salary = annual
benefit

Default DC plan
investment options

Target date fund
based on a retirement
age of 65

DC plan investment
options

3.0%

Arizona
Public Safety
Personnel

Employee DC plan
contributions

3.0%

EE and ER contribute
50% of the total plan
contribution rate

Graded multiplier
ranging from 1.5%
(with 15 years) to
2.5% (with 25 years)
depending on years
of service x years of
service x final average
salary = annual
benefit

Employer DC plan
contributions

Menu of options
including target date
funds, index funds,
mutual funds, and
bond funds

DB plan
contributions

DB benefit
formula (having
met age/service
requirements)

Summary of Key Features of Select DB-DC Plans

Rollover, annuity,
lump sum, partial
lump sum, installments

Lump sum, monthly
periodic payments,
monthly lifetime
benefit, annuity from
outside provider

Rollover, lump sum,
annuity

DC plan withdrawal
options
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Ohio State
Teachers’ RS

1% x years of service
x final average salary
= annual benefit

1.25% x years in
excess of 35 x final average salary = annual
benefit

2% of EE and ER
contributions fund
the DB benefit

None

None

Michigan
Public
Schools RS

ER funds the DB
benefit

1.5% x years of
service x final average
salary = annual benefit (normal retirement age is subject
to change based on
mortality tables)

Ohio Public
Employees’
RS

ER matches 50% of
EE’s contributions, up
to 1%

EE contributes on a
graduated scale based
on pay; ER contributes an actuarially
determined amount.
New hires after
1/31/18 contribute
50% of the total plan
contribution rate of
12.4%

Indiana
Public RS

1% x up to 35 years of
service x final average
salary +

None

ER funds the DB
benefit

1.1% x years of
service x final average
salary = annual
benefit

Employer DC plan
contributions

DB plan
contributions

DB benefit
formula (having
met age/service
requirements)

12% of salary

10% of salary

2% of salary

3% of salary

Employee DC plan
contributions

Summary of Key Features of Select DB-DC Plans (continues)

Target date fund
closest to the year the
participant turns 65

Earliest target date
fund

16 OPERS-sponsored
funds including core
and target date funds,
plus a brokerage
window

8 STRS Ohio-sponsored options ranging
from conservative
to aggressive plus a
guaranteed return
option and target date
funds

Target Retirement
Fund that matches the
year the participant
will be eligible to
retire

The Guaranteed
Fund, which earns a
fixed rate established
annually by the Board

7 options ranging
from conservative
to aggressive, and 10
target date funds, all
administered by the
retirement system

Choice of active and
passive investment
options, target date
funds, and a brokerage window

Default DC plan
investment options

DC plan investment
options

Annuity including
partial lump sum,
lump sum or rollover

Annuity, including
partial lump sum,
lump sum or rollover

Lump sum, consolidation from other
plans, direct rollover
to an IRA, periodic
distribution

Annuity, rollover,
partial lump sum and
annuity, deferral until
age 70½

DC plan withdrawal
options
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Tennessee
Consolidated
RS

Utah RS

1% x years of service
x final average salary
(maximum annual
pension benefit of
$80k, indexed by CPI)

Rhode Island
ERS

1.5% (2% for public
safety/fire) x years of
service x final average
salary = annual
benefit

1% x years of service
x final average salary
= annual benefit

ER pays up to 10% of
pay, 12% for public
safety/fire; if DB costs
more, EE pays the
difference.

ER contributes 4%
ER pays into DC the
difference between
DB plan cost and
10% (12% for public
safety). Currently
1.58% and 1.26%,
respectively.

ER contributes 5% to
the DC plan

ER contributes
between 1-1.5% for
EEs covered by Social
Security, and between
3-3.5% for non-covered EEs, depending
on service as of
6/30/12

State EEs and teachers contribute 3.75%
to the DB plan; muni
EEs contribute 1% or
2% based on COLA
choice; municipal police and fire contribute 9% or 10% based
on COLA choice.

Oregon PERS

EE contributes 5% to
the DB plan

Optional

ER funds the DB
benefit

Varies depending
upon date of hire and
which of 3 DB plans
EE is enrolled in

Employer DC plan
contributions

DB plan
contributions

DB benefit
formula (having
met age/service
requirements)

EE contributions
optional. State employees may receive
a match of up to $26
per pay period.

EEs contribute 2%,
with opt-out feature

State and local EEs
and teachers contribute 5% to the DC
plan; 3% for municipal police and fire
EEs not covered by
Social Security

6% of salary

Employee DC plan
contributions

8 self-directed core
funds ranging from
conservative to
aggressive. 12 target
date funds; brokerage
window.

11 target date funds
and 16 options ranging from conservative
to aggressive

Age-appropriate
target date fund

Age appropriate Target Date portfolio

Age appropriate target
date fund

Target date fund
based on year of birth

Effective 1/1/18:
10 Oregon PERS
sponsored target date
funds, Previously all
DC plan contributions were invested in
a single, pooled fund
that mirrors the DB
plan fund

12 target date funds
and 10 funds ranging
from conservative to
aggressive

Default DC plan
investment options

DC plan investment
options

After 4-year vesting
period: lump sum,
partial balance,
periodic distribution,
based on: time period, or rate of return
assumption, or life
expectancy.

Lump sum, periodic
payments, minimum
required distributions; beneficiaries
may use a combination of more than
one method

Lifetime annuity,
lump sum distribution, or distribution
in installments
(rolling assets into an
IRA or leaving assets
in the plan).

Lump sum payment
or in installments
over a 5, 10, 15, or
20-yr period or the
EE’s anticipated
lifespan

DC plan withdrawal
options
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Mandatory ER
contributions of 1%
- increases with EE
contributions up to
3.5% maximum

EE contributes 4% to
the DB plan; ER contributes an actuarially
determined amount
to fund the DB benefit (less employer DC
contributions)

ER funds the DB
benefit

1% x years of service
x final average salary
= annual benefit

1% x years of service
x final average salary
= annual benefit

Virginia RS

Washington
Department
of RS
None

Employer DC plan
contributions

DB plan
contributions

DB benefit
formula (having
met age/service
requirements)

5% to 15% of salary
depending on EE

EEs may contribute
up to 5% to the DC
plan (1% minimum)

Employee DC plan
contributions

Summary of Key Features of Select DB-DC Plans (continues)

Target date funds
based on the participant’s age at enrollment

Target date funds
based on the participant’s age at enrollment

Either the total allocation portfolio, which
mirrors DB plan
fund, or 7 self-directed funds ranging
from conservative to
aggressive, plus target
date funds

Default DC plan
investment options

11 options ranging
from conservative to
aggressive, plus 10
target date funds.

DC plan investment
options

Lump sum, direct
rollover, scheduled
payments, personalized payment schedule, and annuity
purchase

All or part of the
balance may be taken
as a lump sum, in
periodic payments,
or as an annuity; or
rolled over to another
retirement account

DC plan withdrawal
options
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Colorado Public Employees’ Retirement Association
Risk-sharing plan design feature
Automatic changes to employee contribution rates and benefit levels triggered by a
designated ratio of contributions paid relative to actuarially determined contributions.

The Colorado Public Employees’ Retirement Association (PERA) is the largest
retirement system in the
state, administering pension
and other benefits for teachers, state employees, and employees of local governments that
have elected to participate in the PERA. Most
public safety personnel employed by local governments in Colorado participate in a separate
retirement plan. PERA participants do not
participate in Social Security.

T

Seven years after the Colorado Legislature
approved significant pension reforms, declining projections of future investment returns
frustrated efforts to reduce the plan’s unfunded liabilities and amortization periods. The
reforms approved in 2010 were substantial and
included higher retirement ages for both new
hires and many members already working;
higher required contributions for employers
and employees; and lower cost-of-living adjustments, including for those already retired.
Yet by 2017, the period over which the plans’
unfunded liabilities were projected to be amortized remained well above the statutory limit of
30 years.
In response to the difficulty the plans were
experiencing in improving funding levels and
reducing unfunded pension liabilities, the Colorado PERA board in 2017 proposed a number
of changes to the plans’ design and financing
structure. In addition to further benefit reduc-

tions for plan participants and higher contributions from employers and employees, the board
also recommended that the legislature adopt
a set of risk-sharing provisions to distribute
plan costs and risks among employers and plan
members. These provisions were recommended on a contingency basis, to be implemented
in case the changes proposed to the plan design
and financing arrangement did not achieve their
intended outcome.

Seven years after the
Colorado Legislature
approved significant
pension reforms,
declining projections
of future investment
returns frustrated efforts
to reduce the plan’s
unfunded liabilities and
amortization periods

During its 2018 session, the
Colorado Legislature considered and largely adopted
the proposed changes to
the PERA plan design
and financing structure,
culminating in passage of
SB 18-200, Concerning
Modifications to the Public
Employees’ Retirement Association Hybrid Defined
Benefit Plan Necessary
to Eliminate With a High
Probability the Unfunded
Liability of the Plan Within
the Next Thirty Years. As the legislative moniker
implies, the goal of the approved reforms was to
eliminate the plans’ unfunded actuarial accrued
liability within 30 years.
The legislation was multi-faceted, affecting
benefit levels in various ways, and differently
for different employee groups, and raising
contribution rates for participants and most

Colorado
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employers.1 The new law also establishes triggers for changes to employee contribution rates
and benefit levels dependent on a designated
ratio of contributions actually paid relative to
actuarially determined contributions.
These adjustments, as described in the table
below, would be made to employee contribution rates, employer contribution rates, a
direct payment made by the State of Colorado
(currently $225 million annually), and costof-living adjustments, or annual increases, for
retirees. These provisions are unusual among
public pension plan shared-risk provisions in
that that they are contingent, to be implemented only if or when actual contributions
fall outside a specific ratio relative to actuarially determined contributions.

The changes in benefits and additional contributions from Colorado PERA members,
employers, and the state are projected to
eliminate the plans’ unfunded liabilities over
30 years, and the shared-risk provisions are
designed to produce that outcome. Consistent
with shared-risk provisions in place in plans
in other states, these provisions are defined
in advance, allowing all plan stakeholders to
understand and anticipate what changes will
be made if the plans stray from their projected
path to full funding.
1

Senate Bill 18-200: Impact of Changes

Shared-Risk Elements of Colorado PERA Plan Design
Approved in 2018
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Actions the board implements,
proportionately among each affected group,
if the plans’ actual contributions are less than
98 percent of the actuarially determined
contribution

Actions the board implements,
proportionately among each affected
group, if the plans’ actual contributions are
greater than 120 percent of the actuarially
determined contribution

Employer contributions may be increased by up to
0.5% in a year, with a cap of 2.0% above employer
contribution rates in effect in July 2019

Employer contributions may be reduced by up to
0.5% in a year, with a floor of employer contribution
rates in effect in July 2018

Member contributions are increased by up to 0.5%
in a year with a cap of 2.0% above the July 2021
member contribution rate.

Member contribution rates are decreased by up to
0.5% in one year, not to fall below the 2018 member
contribution rates.

The annual increase (COLA) is reduced by up to
0.25% in one year, not to be reduced below a floor
of 0.5%

The annual increase (COLA) is increased by up to
0.25% in one year, not to exceed a cap of 2.0%

The “direct distribution,” a payment into the fund
by the state, is increased by up to $20 million in one
year, not to exceed $225 million

The “direct distribution,” a payment into the fund by
the state, is reduced by up to $20 million in one year,
with a floor of $0
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Maine Public Employees’ Retirement System
Participating Local District (PLD) Consolidated Plan
Risk-sharing plan design features
Required employee contribution rates and retiree cost-of-living adjustments (COLAs)
that may change based on the plan’s actuarial experience.

The Maine Public Employees’ Retirement System
(MainePERS) administers
retirement and other benefits
for substantially all public
employees in the state, including state employees, teachers, and employees of participating
local governments. MainePERS administers
three defined benefit pension plans for the
state: a state and teacher plan, a judicial plan,
a legislative plan; and two plans for employees
of participating local districts (a consolidated
plan and an agent plan). More than one-half of
public employees in Maine do not participate
in Social Security.

T

Previously, in 2011, the Maine legislature
enacted pension reforms affecting all state
plans, including a three-year suspension of the
retiree cost-of-living adjustment (COLA) and
changes to eligibility for normal (unreduced)
retirement for new hires and active members
with fewer than five years of service as of July
1, 2011.
In May 2018, the MainePERS Board approved
several changes to the Participating Local
District Consolidated Plan (PLD Plan) based
on principles of sharing risk more equitably than done previously through employer
rate changes, employee fixed cost increases,
and reductions of benefits and COLAs. The
changes, which were developed by the system
in coordination with its consulting actuary,
impact active members, participating employers, and retirees, and are intended to preserve

the sustainability of the plan and control future
costs.1
As of fiscal year 2016, the PLD Plan was 86
percent funded on an actuarial basis, down
from 91 percent as of fiscal year 2014, following a reduction in the plan’s investment return
assumption, 2014 plan benefit and COLA reductions, and tepid investment markets. Given
the uncertainty of future investment performance, the system and its actuary conducted a
stress test to assess the impact of varied future
investment returns on the system’s financial
and actuarial condition. The test revealed a
strong likelihood that the plan’s cost could
double within a decade, which was viewed as
an intolerable outcome that would likely again
precipitate benefit cuts, COLA freezes, and,
potentially, employers withdrawing from the
plan.

The test
revealed
a strong
likelihood
that the
plan’s cost
could double
within a
decade,
which was
viewed as an
intolerable
outcome

The stated policy for the newly adopted
risk-sharing framework is to pay every member’s basic benefits throughout their lifetime
while preserving the plan’s funding level and
promoting balance among key objectives,
including keeping plan costs manageable and
predictable, and preserving an attractive retirement benefit that holds its value over time. The
new plan is intended to achieve this balance
through a variable contribution rate which
shares the impact of negative – and positive
–investment and actuarial experience among
current active members and participating
employers within a minimum and maximum
range of contributions. Retiree COLAs are
Maine
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preserved by smoothing losses in excess of employer and member caps into future COLAs,
which can result in frozen or reduced COLAs,
and restoring full COLA eligibility when markets rebound.
The changes to the MainePERS PLD Consolidated Plan reflect the system’s desire to
distribute a greater share of the plan’s risk to
core plan participants, and to prevent, rather
than react to, a decline in the plan’s financial
or actuarial condition.

Variable Contribution Rates
Effective in fiscal year 2020, contribution rates
for members and employers will be calculated
annually by the plan’s actuary based on a 45/55
percent member/employer split of the total
plan contribution rate. Plan aggregate contribution rates will be capped at 12.5 percent for
employers and 9.0 percent for members, with
the aggregate caps based on individual rate
caps for the 11 sub-plans within the PLD plan.
This arrangement promotes predictable member and employer costs, with some room to accommodate any increases necessary to absorb
the impact of negative actuarial experience.

Potential COLA Impact
Eligible retirees from the PLD Plan may receive an annual COLA, following a 24-month
waiting period, equal to the annual change in
consumer price index (CPI), up to 2.5 percent. If, however, in a given year the actuarial
experience of the plan causes the total cost of
the plan to exceed the established contribution
rate caps, the COLA may then be reduced by a
pre-determined formula of smoothing excess
losses and future gains into the COLA eligibility. This is expected to negate reflexive reactions
such as reductions in the COLA cap or COLA
freezes. Retirees have the best chance under
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this model of maintaining purchasing power
throughout their retirement

Shared Gain
Conversely, when investment gains or other
actuarial experience exceed the plan’s assumptions, the retiree COLA may be increased
based on the CPI up to 2.5 percent in a year,
and member and employer contribution rates
may be reduced to floors of 6.2 percent and 7.7
percent, respectively.
1
Martin Z. Braun, “Public Pensions Adopt Cost
Sharing Mechanisms to Stem Volatility,” Bloomberg,
17 July 2018
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Michigan Public School Employees’ Retirement System
Risk-sharing plan design features
Required employee contribution rates that may change based on the plan’s actuarial
experience; a normal retirement age that can change based on the plan’s mortality
experience; and required closure of the plan if funding level falls below a specified level.

The Michigan Public School
Employees’ Retirement System (MPSERS) is managed
by the Michigan Office of
Retirement Services, which
administers pension and other retirement benefits for employees of the state, public school
districts, and public colleges and universities in
the state. Most MPSERS participants are also
covered by Social Security.

O

In the wake of the Great Recession and the
2008-09 market decline, the Michigan Legislature initiated the first of a series of changes to
retirement benefits for public school employees. These changes were intended to reduce
future pension costs and lower the overall
level of risk of providing retirement benefits
to public school employees in Michigan. The
legislature in 2010 closed the MPSERS defined
benefit (DB) plan to those hired on or after
July 1, 2010, replacing it with a side-by-side,
or DB-DC hybrid plan, known as Pension Plus
I, featuring a DB plan combined with automatic enrollment in a defined contribution
(DC) plan. In 2012, the legislature established
a DC plan as an optional primary retirement
benefit for those hired on or after September
26, 2012, with the hybrid plan serving as the
default choice for those who did not make
an active election. As of September, 30, 2017,
approximately 80 percent of eligible employees
elected or defaulted into the hybrid plan, with
the remaining 20 percent electing the DC-only
plan.1

In 2018, the legislature created a second hybrid
plan tier for those hired on or after February 1,
2018, and established a DC plan as the default
retirement benefit for this group. The new tier
features as an elective option a new DB-DC
hybrid plan which includes several features
intended to distribute different types of risk
between active members and participating
employers. Known as
the Pension Plus II plan,
this plan distributes risk
between employees and
employers in some ways
that are typical of DB-DC
plans and in other ways
that are unique to this
particular plan design.

Variable
Contribution
Rates

These changes were
intended to reduce future
pension costs and lower
the overall level of risk
of providing retirement
benefits to public school
employees in Michigan

As discussed in the chapter on DB-DC hybrid
plans (see page 21), employees’ bearing of the
investment risk is typically restricted to the DC
plan component, which requires employees
to make their own investment choices and to
manage their own longevity risk. The MPSERS
Pension Plus II plan requires employees to bear
investment, as well as other risks, not only in
the DC plan, but also within the DB component. This is accomplished through a requirement that the total plan normal cost contriMichigan
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bution rate, currently 12.4 percent, be shared
equally between members and employers. Any
increase or decrease to the total contribution
rate resulting from changes to the plan’s funding condition, must be shared equally between
the two groups. There are, however, two exceptions: members are not responsible for any increases resulting from
employers’ failure to
pay the full required
contribution, and the
employer’s normal
cost is subject to a
floor and can never
fall below 6.2 percent
or the previous fiscal
year contribution rate,
whichever is higher.
The investment risk
that Pension Plus II members are required to
bear is balanced by the establishment of the
employer contribution rate floor, which means
that in years when there is positive actuarial
experience relative to assumptions, those gains
will not be used to reduce employer contribution rates below the floor, but rather will be
used to more rapidly eliminate any existing
unfunded liability, or build a surplus in the
pension fund.

The MPSERS Pension Plus II
plan requires employees to
bear investment, as well as
other risks, not only in the
DC plan, but also within the
DB component

The Pension Plus II plan also uses a lower
assumed rate of return, specified by statute at
6.0 percent, compared to 7.0 percent currently
used for the Tier I hybrid plan and 7.05 percent
for the closed DB plan. This lower rate also
reflects the goal of reducing the plan’s overall
level of investment risk by requiring employers
to make greater contributions than they would
if a higher assumed rate of return were used.

Shared Longevity Risk
Within DB-DC plans, employees’ exposure
to longevity risk is typically restricted to the
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DC plan component, which provides a benefit
available from the accumulated balance of a
participant’s individual account, an amount
that potentially could be exhausted within the
participant’s retired lifetime. However, participants in this plan type are typically shielded from longevity risk within the DB plan
component, which provides lifetime retirement
income upon attainment of certain age and/or
service levels. This arrangement, which characterizes most DB-DC plans, is also true of the
MPSERS Pension Plus I plan, in which school
district employers previously bore the risk of
changes to the plan’s funding condition, and
the corresponding increased cost that might
result from participants’ longevity experience
differing from assumptions.
With the introduction of the Pension Plus II
plan, participants electing this plan share its
longevity risk through a provision that calls for
an increase to the minimum age of attainment
for normal (unreduced) retirement, commensurate with any increase in life expectancy for
the entire participant group based on the plan’s
actuarial experience, as described in the table
below:
Actuarial Experience
Result

Required Change

The cumulative mortality improvement is by
less than one year, and/
or the plan’s funding
ratio remains at 100
percent

No change is required

The cumulative mortality improvement
is by more than one
year, and/or the change
causes the plan’s funding ratio to fall below
100 percent

The Board must
increase the plan’s
normal retirement age
by at least one year, up
to the maximum total
increase, in whole-year
increments
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The law provides for an exemption to the higher normal retirement age for members who
are within five-to-eight years of the normal
retirement age, which is currently set at age 60,
as determined by the MPSERS board.

Plan Closure
Michigan state law directs the closure of the
Pension Plus II plan if the plan’s actuarial
funding ratio falls below 85 percent for two
consecutive years, and if the legislature fails
to appropriate the funds necessary to increase
the plan’s funding ratio to at least 85 percent.
If the legislature does not take action to close
the funding gap within a 12-month period,
the plan will be closed to new hires, who will
participate in a DC plan. This feature shifts
current plan risk to future hires, who may
not have a guaranteed source of retirement
income if the risk in the Pension Plus II
plan is not effectively mitigated through the
automatically adjusting features included in
its design.
1
Author’s calculation based on latest valuation
data found here: http://publicplansdata.org/reports/
MI_MI-MPSERS_AV_2017_53.pdf (page D-4)

Michigan
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New Brunswick Shared Risk Pension Plan
Risk-sharing plan design features
A traditional pension plan featuring contribution rates and benefits that can change
depending on the plan’s funding level or actuarial experience as measured in periodic
risk assessments.

Legislation passed by the
New Brunswick (Canada)
provincial government in
2012 codified1 recommendations from a task force
assigned to recommend changes to the province’s retirement plans intended to forestall
sharp future increases in pension costs, lower
retirement plan risk, and to make retirement
plans “secure, sustainable, and affordable for
both current and future generations.”

L

The new plan design, known as the Shared Risk
Pension Plan (SRPP), is intended to promote
intergenerational equity and risk sharing
among all plan stakeholders: active participants, retirees, and sponsoring employers.
SRPP features variable benefit elements as an
option for private and public employers in the
province. For the several public and private
employers who elected to adopt it, the SRPP
provides an overarching plan design framework, including several common elements. The
SRPP framework also allows for some variability and differences in certain design elements,
such as contribution rates, funding thresholds,
and required corrective actions.
The SRPP distributes the associated risks
of accumulating and managing retirement
income among current active participants, retirees, and employers through the use of three
overarching elements: a “target benefit” plan
design that classifies some benefits as “base”

benefits and others as “ancillary” benefits; the
potential for modifying both benefit types and
required contribution rates for current active
participants under certain circumstances; and
a framework for evaluating and managing the
plan’s risk on an ongoing basis.
One unique feature of the SRPP design is
that accrued base benefits for current active
participants and retirees (benefits earned as of
a certain date for current active participants,
and in payment status for retirees) are exposed
to potential reductions in the same manner
as future benefits. This exposure to possible
reduction differs from most public pension
plans – even those that have adopted forms
of risk sharing in their plan design – in which
accrued base benefits are legally protected from
reductions.

Plan Design
Most public pension plan designs include
a base retirement benefit that is typically
calculated as a percentage of a participant’s
final average salary for each year worked for a
sponsoring employer and often is augmented
through the provision of periodic cost-of-living
adjustments (COLAs). Other features, such as
subsidies for retirement taken prior to satisfying the requirements for normal, or unreduced
retirement, may also be included in different
plan designs. For New Brunswick plans adopting or converting to the SRPP, the plan design
New Brunswick
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is composed of two primary elements: base and
ancillary benefits.
Base benefits provided by the SRPP are calculated in a manner similar to the example
described above, as in a typical defined benefit
plan, and are intended to provide a targeted
level of retirement income. Ancillary benefits
include COLAs and early retirement subsidies,
as well as any other benefit or benefit enhancement the sponsor wishes to make available to
participants depending on contingent funding.
Following conversion to the SRPP, initial
contribution rates are determined based on
funding requirements for specified benefits at
a level necessary to provide for a 97.5 percent
likelihood of providing all base benefits, and a
75 percent likelihood of providing all ancillary
benefits, over a 20-year period. Temporary
contributions in excess of the initial rates
may be required to achieve the required risk
management goals imposed by the SRPP. These
additional contributions are stopped following
the exhaustion of the earlier of the five- or tenyear period or the attainment of an actuarial
funding ratio of 140 percent.

Criteria for Changes to
Benefits and/or Required
Contributions
Each sponsor that adopts the SRPP is
required to develop a funding policy that
provides for a high likelihood that targeted
base and ancillary benefits will be paid to
eligible participants. However, another required element of the sponsor’s funding policy
is a pre-determined plan, known as a funding
deficit recovery plan. The funding deficit recovery plan details changes necessitated should
the plan experience a decline in its financial
condition to below 100 percent funded for
two consecutive years, as determined by the
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plan’s annual actuarial valuation, and after
implementing contribution rate increases in
accordance with the plan’s funding policy. If
this occurs, a plan may be required to increase
employee and employer contribution rates by
a specified amount – which can differ for plans
that have adopted the SRPP model – with the
modified rates remaining in place until the
plan reaches a designated funding threshold of
at least 105 percent.
If the plan’s funding level remains below
100 percent following the contribution rate
increase, the plan is required to implement its
funding deficit recovery plan. This recovery
plan specifies corrective measures to be taken,
including reducing future ancillary or base
benefits and/or and past ancillary or future
base benefits for current members and the
order of priority and timing for these actions.
Measures may also increase employee and employer contribution rates by a specified amount
– which can, again, differ depending on the
plan – in order to restore the plan’s funding
ratio to at least 110 percent and to secure the
base benefits. If the increased contributions fail
to achieve this objective, the plan is required
to reduce ancillary and/or base benefits, in
accordance with their funding policy, until the
required minimum funding level is achieved.
Conversely, an improvement in the plan’s
financial condition to at least 105 percent may
trigger increased benefits and lower contribution rates, as prescribed by a plan’s funding
excess utilization plan.
An example is the New Brunswick Public
Service Pension Plan (NBPSPP), which covers
employees of provincial government agencies
in New Brunswick, and adopted the SRPP with
a conversion date of January 1, 2014. The plan
specifies a list of changes, in order of priority,
that are to be implemented if the funding ratio
falls below 100 percent for two successive years
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after first increasing employee and employer
contribution rates by up to 1.5 percent each
until reaching a funding level of 110 percent.
The changes include:
1.

Reduced ancillary benefits for service on
or after January 1, 2014, for non-vested
participants who retire before age 65;

2.

Reduced ancillary benefits for service
before January 1, 2014, for non-vested
participants who retire before age 60;

3.

Reduced base benefit accruals for future
service (after the date of the implementation of the recovery plan) by up to 5.0
percent;

4.

Reduced base benefit accruals on a
proportionate basis for all members,
regardless of their date of hire, for both
past and future service in equal proportions.1

Similarly, the NBPSPP’s funding excess utilization plan specifies actions to be taken in
the event the plan’s funding ratio exceeds 105
percent. The plan identifies the level of “excess”
funds, calculated as one-sixth of the funds
between the 105 percent and 140 percent funding levels, and 100 percent of funds above 140
percent, as available to first, restore base and/
or ancillary benefits previously reduced; then
to augment base benefits and reduce contribution rates; and finally, to establish a reserve for
future benefit improvements.

Risk Management
Sponsors electing to adopt the SRPP are
required by law to monitor the plan’s risk on
an ongoing basis through the use of an annual
stress test, or a periodic assessment of the impact of adverse financial or actuarial events on
the plan’s financial condition. These stress tests
are characterized by required simulations that

assess the impact of various events on the plan’s
financial condition for 1,000 scenarios analyzed over a 20-year time period. Compliance
with the risk management requirement of the
SRPP requires the average outcome of annual
stress tests to demonstrate a primary risk management goal of 97.5 percent likelihood that
the plan’s base benefits will be paid in full; and
a secondary risk management goal of at least
75 percent of the plan’s ancillary benefits will
be paid, following specified events.3
Plans electing to adopt the SRPP are required
to achieve both risk management goals at the
time the SRPP plan design is adopted and
following a permanent benefit increase. They
must also achieve the primary risk management goal after a benefit improvement and
following the date cumulative increases or
decreases in contribution rates exceed the
adjustments permitted by the plan’s funding
policy. Failure to achieve these percentages
on average across the required simulations,
following the aforementioned events, requires
intervention in the form of increased funding,
lower benefits, or changes to the plan’s investment strategy to lower its risk exposure.

If the plan’s
funding
level remains
below 100
percent
following the
contribution
rate increase,
the plan is
required to
implement
its funding
deficit
recovery plan

Conducting annual stress tests, in addition to
having funding policies that include pre-determined policy responses to changes in the
plan’s financial condition, allow stakeholders
to anticipate changes before they occur, and to
understand the relative likelihood that changes
will become necessary.
1

Pension Benefits Act (O.C. 2012-251)

2
Summary of Funding Policy, New Brunswick
Public Service Pension Plan
3
Alicia H. Munnell and Steven A. Sass, “New
Brunswick’s New Shared Risk Pension Plan,” Center
for Retirement Research at Boston College, August
2013

New Brunswick
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South Dakota Retirement System
Risk-sharing plan design features
A cost-of-living adjustment contingent on the plan’s funding level and the rate of
inflation, limited to a rate that maintains the plan’s funding level without increasing the
plan cost; and a variable benefit feature embedded within the traditional pension plan
funded within the plan’s fixed cost framework.

The South Dakota Retirement System (SDRS) is the
predominant retirement
system in the state, administering pension and other
benefits for nearly all public employees in
South Dakota, including public school teachers, state employees, and employees of local
governments that have elected to participate.
By public retirement system standards, the
SDRS is a young plan, formed by the consolidation of several plans in 1974. The SDRS
began as a shared-risk plan, and additional
shared-risk plan design features were added
or clarified more recently. Two risk-sharing
features are discussed here: the variable costof-living adjustments and the Generational
benefit structure.

O

South Dakota statutes specify fixed contribution rates for both employees and employers,
and those statutory rates changed just once in
the history of the SDRS. That change (from 5.0
percent to 6.0 percent of pay matching member
and employer contributions) was initiated by
the governor and legislature to finance higher
future benefits and not to solve a funding issue.
The SDRS also maintains a funding and benefit
policy in support of fixed-rate contributions,
which states in part:
Fixed contributions are a prudent financial
decision, and SDRS benefits must be managed

accordingly since variable contributions may
require significant and unpredictable higher
costs.1
Given the plan’s fixed contribution rate framework, the SDRS benefits and funding policy
acknowledges that benefit changes may be
needed depending on changes to the plan’s
actuarial experience and actuarial assumptions and methods. When actuarial experience
varies materially from assumptions, and when
changes to assumptions and methods produce an unfunded liability, benefit levels are
adjusted accordingly. According to the SDRS
policy, “Variable benefits based on affordability
measures are essential for sustainability.”
This funding and benefits strategy has worked
largely as intended: SDRS has had an unfunded liability in only four years since 1986. As
a result, multiple improvements to the SDRS
benefit formulas, typically applied to a limited
period of service, have shared the rewards of
favorable investment returns. Recent adjustments made to the SDRS plan design, some of
which are described here, have exchanged the
risk borne by employees of significant benefit
adjustments when minimum permissible funding thresholds are not met for the risk of incremental annual benefit adjustments based on
affordability. In addition, the SDRS has made a
concentrated effort to eliminate benefit provisions that result in inequities and subsidies. In
South Dakota
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Historically, changes to
the SDRS plan design
reflect a consensus
between the plan’s major
stakeholders: the state,
public employers, and
employees

most years, the plan’s
strong funding condition enabled the full
employer contribution
to be available to pay
for benefits earned in
the current year and—
in contrast to many
other public pension plans—was not
needed to amortize an
unfunded liability.

Historically, changes
to the SDRS plan
design reflect a consensus between the plan’s
major stakeholders: the state, public employers, and employees. Changes are made in the
context of multiple considerations, including
avoiding unfunded liabilities, ensuring benefit
adequacy, maintaining the current plan cost
structure, and enabling employers to attract
and retain qualified workers.

Cost-of-Living Adjustments
In recent years, the SDRS COLA has been
central to the system’s efforts to remain fully
funded. (For general discussion on contingent
or limited cost-of-living adjustment provision,
(see page 11).
In the years following the market decline
of 2008-09, the SDRS market value funded
ratio declined from 126 percent funded to 76
percent. In response, the SDRS board and staff
and the South Dakota Legislature collaborated
to design a change to the plan’s COLA, with the
intention of restoring the plan’s funding level
to 100 percent. Prior to legislation approved
in 2010, the SDRS paid an automatic annual
COLA of 3.1 percent. Following rejection of a
court challenge to this proposed change, the
new COLA was made flexible by tying the
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benefit adjustment to the rate of inflation and
to the plan’s market value-funded ratio. Specifically, the provision approved in 2010 indexed
the SDRS annual COLA to the actual rate of
inflation, with a maximum of 3.1 percent payable when the plan is funded (using the market
value of assets) at 100 percent or more, and a
minimum COLA of 2.1 percent when the plan
is funded below 80 percent.
This flexible COLA feature was further refined
in 2017 to ensure that the COLA does not
impair the plan’s funding level in future years.
This change, which took effect in 2018, bases
the COLA on the actual rate of inflation, with
a minimum annual increase of 0.5 percent and
a maximum of 3.5 percent. The maximum
COLA is further limited to the percentage that,
if assumed to be paid in all future years, results
in a funded ratio (using the market value of
assets) of at least 100 percent. The first COLA
paid under this new provision, based on the
June 30, 2017, actuarial valuation, permits
payment of a COLA in 2018 of up to 1.89
percent. With future COLAs assumed to equal
1.89 percent, the plan’s market value funded
ratio is 100.1 percent, indicating SDRS has
sufficient assets to afford an ongoing COLA of
1.89 percent while remaining fully funded. This
calculation will be performed anew each year,
updated based on the plan’s funding level and
the rate of inflation.
The design of this COLA helps the SDRS to
meet several important policy objectives, including paying some COLA each year, minimizing the negative effect a COLA might have
on the plan’s funding level, and maintaining
the plan’s fixed contribution rates.

Generational Benefit Structure
Another recent change to the SDRS plan
design affects new hires since July 1, 2017, who
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are automatically enrolled in the new Generational benefit structure. This separate benefit
structure within SDRS is primarily a typical
traditional pension plan, featuring a retirement
multiplier of 1.8 percent, full retirement age
of 67, and matching employee and employer
contributions of 6.0 percent. For public safety
workers, the multiplier is 2.0 percent; full retirement age is 57, and employees and employers match contributions of 8.0 percent.
The Generational benefit structure eliminated
early retirement subsidies that were embedded
in the Foundation structure, which determines
benefits for participants hired previously.
Although the retirement multiplier is higher
under the Generational structure, so is the
retirement age—which is 65 for non-public
safety members of the Foundation structure.
Additional subsidized benefit features were
also eliminated. The net effect of these changes
was to reduce the cost of the plan, allowing the
multiplier increase and freeing up a portion of
the employer contribution rate to fund a new
variable retirement account (VRA).

ment risk of VRA assets during their years of
active membership as actual fund returns are
credited to VRA accounts. The SDRS, however, bears investment risk associated with negative returns, so overall VRA investment risk
is borne primarily by plan participants. Participants who elect to take a lump sum upon
retirement or disability bear the investment
risk associated with those assets; by forgoing
the option to annuitize their VRA assets, these
participants also take on mortality risk, i.e., the
risk they could outlive the assets. Retirees and
disabilitants who elect to annuitize their VRA
assets effectively shift both the investment and
longevity risk of those assets back to the SDRS;
however, the interest rates used to determine
the annuity available as a supplemental pension
benefit are set conservatively.
1
The South Dakota Perspective on Public Employment Retirement Benefits and the South Dakota
Retirement System (undated)

The VRA functions similar to a cash balance
benefit: VRA assets are invested in the same
manner as the DB plan fund, and participants’
notional accounts are credited with an annual
contribution (initially 1.5 percent of pay) and
investment credits equal to the actual investment return of the SDRS fund. Unlike other
cash balance plans, the return on VRA cash
balances could be less than zero if the fund
realizes a negative return, but aggregate returns
over participant’s career cannot be less than
zero. VRA assets are payable to participants at
the time of retirement, disability, or death. Under each of these scenarios, participants or survivors may elect to roll over their assets, take
them as a lump sum, or as an annuity through
an available supplemental pension benefit.
Generational members bear most of the investSouth Dakota
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Tennessee Consolidated Retirement System
State, Teacher, and Higher Education Hybrid Plan
Risk-sharing plan design features
Required employee contribution rates that may be raised and benefit accruals and
retiree COLAs that may be reduced based on the plan’s actuarial experience; future
service accruals suspended if prescribed adjustments fail in reaching designated
actuarial targets.

The Tennessee Consolidated Retirement System
(TCRS) administers retirement and other benefits for
most public employees in
the state, including state employees, teachers,
higher education employees, and employees of
participating local governments. TCRS administers two defined benefit (DB) pension plans:
a closed state and teacher plan and a plan for
participating political subdivisions. Most public employees in Tennessee participate in Social
Security.

T

In 2013, the Tennessee Legislature closed the
State and Teacher defined benefit plan and
established a new combination defined benefit-defined contribution (DB-DC) hybrid plan
for state employees, teachers, and higher education employees hired on or after July 1, 2014.
Participating local governments may elect to
offer their employees hired on or after that date
a DB plan or a hybrid plan. The legislature used
the guiding principles listed below to design
the hybrid plan:
1.

Provide a sufficient and sustainable benefit for a dignified retirement through
a combination of TCRS benefits (DB
and DC), Social Security, and personal
savings;

2.

Long-termsolvencyoftheretirementsystem
must be ensured so that current and

future retirees can rely on secure retirement benefits;
3.

Share risk between employers and employees; and

4.

Control costs and reduce the employer’s
exposure to risk and unfunded liabilities, in order to sustain TCRS employer
contributions at affordable levels for the
State and its taxpayers.1

A separate stabilization
reserve is established for
each employee group
(the state, teachers, and
each individual political
subdivision)

Hybrid plan participants
are required to contribute
5.0 percent of salary to the
DB plan (which previously
was noncontributory for
state and higher education employees), and 2.0
percent to the DC component, unless they elect
to opt-out of the DC plan.
Employer contributions
to the DB plan are targeted at 4.0 percent, and
employers contribute a fixed 5.0 percent to
participants’ DC accounts. Targeted employer
contributions to the DB plan in excess of the
actuarially determined contribution (ADC) are
deposited into a stabilization reserve account,
which is used to offset employer contributions
in the event the plan’s actuarial experience
causes the ADC to exceed targeted employer
contributions. The hybrid plan DB multiplier
is 1.0 percent, and the DC plan balance may be

Tennessee
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In addition to mortality
and investment risk,
which all hybrid plan
participants must bear to
some degree within the
DC plan, TCRS hybrid
plan participants are also
exposed to investment
and inflation risk within
the DB plan as well

withdrawn as a lump
sum or paid periodically, depending on
the participant’s election at retirement.

A separate stabilization reserve is
established for each
employee group
(the state, teachers,
and each individual
political subdivision).
The actuary calculates
a separate ADC and
the amount deposited
into the stabilization
reserve are contributions resulting from
the difference between
the ADC and targeted rate of 4 percent. The
stabilization reserve is used as the first step in
controlling the cost of the plan to the employer.
This hybrid plan distributes risk between
employers and employees in some ways that
are characteristic of other hybrid plans and in
some ways that are unique to this plan. One
unique feature of the TCRS hybrid plan is the
presence of employer cost and unfunded liability controls. Like most pension plans, TCRS
conducts an actuarial valuation to measure its
liabilities and costs and assess progress toward
long-term benefit funding goals. If the annual
valuation determines that the plan’s actuarial
experience causes the employer’s DB contribution to exceed the target rate of 4.0 percent,
or if the DB plan’s target unfunded liability is
exceeded, the following plan adjustments are to
be implemented in sequential order:
1.
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Distribute funds from an actuarial stabilization account, to which employers
contribute when the actuarially determined contribution rate is less than 4.0

percent, to offset the increase in liability
and costs;
2.

Reduce or suspend the plan’s cost-ofliving adjustment (COLA) based on
changes to the consumer price index
(CPI) up to maximum of 3%;

3.

Shift some (or all) of the employer’s DC
plan contributions to the DB plan;

4.

Increase employees’ required contribution to the DB plan by 1.0 percent (from
5.0 to 6.0 percent);

5.

Reduce benefit accruals for future service to below 1.0 percent;

6.

Freeze the plan, including all future
accruals.

Once the ADC is below the target rate, or if the
unfunded accrued liability is below the designated maximum unfunded liability, the plan
adjustments noted above in reversed order
are automatically implemented the next July
1. Prescribing the cost and unfunded liability
controls and the order in which they would be
implemented was intended to alleviate pressure
on the TCRS Board of Trustees to identify and
implement changes if needed. Rather than
determine after the fact what changes to employ to restore a plan’s actuarial condition, this
approach ensures a measured and predictable
process for deciding which reforms to make in
case the plan does not reach required actuarial
benchmarks.
When the new hybrid plan was being designed,
TCRS engaged the plan’s actuary to perform
a stress test on the closed plans to determine
the effect of the 2008-09 financial crisis had
the plans had the same cost controls in place.
The results were that the COLA granted in
those years would have been reduced but not
eliminated.
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In addition to the typical ways the TCRS
hybrid plan shares risk between employers and
employees, the use of triggers for benefit and
financing adjustments, which depend on the
plan’s actuarial condition, result in additional
risks borne by participants that are not typically required of participants in other hybrid
plans. In addition to mortality and investment
risk, which all hybrid plan participants must
bear to some degree within the DC plan, TCRS
hybrid plan participants are also exposed to
investment and inflation risk within the DB
plan as well.

Investment Risk
In addition to bearing the risk of investment
performance in their DC plan account, TCRS
hybrid plan participants bear the risk of investment performance in the DB plan as well. If the
employer cost or unfunded liability thresholds
are breached, participants could be exposed to
contribution rate increases or lower benefits,
or both, depending on the severity of the cost
or liability increase and whether or not initial
adjustments are sufficient to alleviate the problem. Additionally, since one of the prescribed
adjustments is a shift of employer DC contributions to the DB plan, participants also bear
the risk of potential lower DC plan contributions, which would result in a lower benefit.

Plan Closure
Finally, the TCRS hybrid plan exposes participants to the risk that if adverse actuarial
experience is significant enough to render
all previous adjustments ineffective, that the
DB plan may freeze and provide no future
service accruals to participants. This feature
shifts significant risk to current active plan participants and new hires, who may not receive a
guaranteed source of retirement income if the
plan’s prescribed adjustments are not sufficient
to manage the risk contained within the current plan design. As noted above, the cost and
unfunded liability controls are reversed once
they return to below the prescribed thresholds.
1
Public Financial Management, Inc., “Tennessee
Consolidated Retirement System (TCRS) Reform
Options,” February 22, 2013

Inflation Risk
DC plan participants bear the risk of a reduction in purchasing power (i.e., inflation) of
their DC plan assets, which do not receive COLAs. The TCRS hybrid plan provides a COLA
on the DB portion of the plan, which can be
reduced or suspended if the aforementioned
cost or liability thresholds are exceeded.

Tennessee

| 47

PACKET PAGE 213

48 |

Case Studies

PACKET PAGE 214

Texas, City of Houston
Risk-sharing plan design feature
Traditional pension plans featuring a mechanism to require adjustments to actuarial
methods, employee contribution rates and benefit levels based on the plan’s actuarial
experience, measured by changes to the employer contribution rate.

The City of Houston, Texas
sponsors three pension
plans for its employees:
the Firefighters Relief and
Retirement Fund (HFRRF);
the Municipal Employees Pension System
(HMEPS); and the Police Officer Pension
System (HPOPS). In 2016 each of these plans
faced funding challenges, evident in part either
through relatively high actuarially determined
contribution rates, low funding ratios, or both.

O

As with other Texas cities, state statutes grant
considerable authority to the Legislature to
determine benefit levels and financing arrangements for Houston’s pension plans. During the
months leading up to the biannual legislative
session that convened in January 2017, Houston’s mayor, a former legislator himself, worked
with the plans and other stakeholder groups
to develop a consensus for making reforms to
the plans’ benefits and financing structures.
The mayor’s objective was to restore the plans’
sustainability and to amortize their unfunded
liabilities within a fixed timeframe. The consensus that developed from this effort became
the city’s proposed shared-risk retirement plan
design, and ultimately was approved by the
legislature and signed into law. The Houston
shared-risk plan arrangement and provisions
are similar to those established recently in New
Brunswick, Canada, for its public employees,
(see case study on page 37).

Social Security; police officers and firefighters
do not.
The new plan designs differ slightly for each
plan, but the main feature of all three is a contribution rate corridor
arrangement. The objective of this arrangement
is to minimize volatility
in plan costs to the employer by keeping employer contribution rates
within a 10-percent range (five percent above
and below a designated midpoint rate). This
mechanism uses prescribed triggers to adjust
employee contribution rates, benefit levels and
actuarial methods and assumptions, when actuarially determined contribution rates rise or
fall outside the designated corridor. The legislation requires annual actuarial valuations to be
conducted both by each plan and by the city; if
or when a plan’s valuation causes the employer
contribution to fall outside the corridor, based
on a closed 31-year funding period, prescribed
changes must take effect. The agreement also
includes a mechanism to resolve any disparity
arising between the valuation findings of the
city and one of the plans.

The main feature of all
three is a contribution rate
corridor arrangement

Depending on the plan and its funding level,
and whether employer contribution rates have
risen above the corridor maximum or fallen below the minimum, prescribed changes
include:

Municipal employees in Houston participate in
Texas, City of Houston
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Together
these
changes
reduced
the plans’
combined
unfunded
liability by
$3 billion

▶▶ a reduction in the amortization period;
▶▶ a reduction in the assumed rate of investment return;
▶▶ switching the basis of the valuation from
the use of the actuarial value of assets to
market value;
▶▶ acceleration of liability layers;
▶▶ restoration of any benefits that may have
been cut after implementation of the
new plan design;
▶▶ a reduction or increase in employee
contributions;
▶▶ a higher cost-of-living adjustment;
▶▶ a higher retirement age.
Other steps require the City and the plan to
confer in order to reach agreement to restore
the employer contribution rate to within the
corridor, which may include additional changes to benefit levels.
A range of benefit reductions affecting all plan
participants and higher required employee
contributions are other important elements
of the agreement to reform the City’s pension plans. Together these changes reduced
the plans’ combined unfunded liability by $3
billion. The agreement was made contingent
upon approval by Houston voters of the issuance of $1 billion in pension obligation bonds
to make a down payment on reducing the
plans’ unfunded liabilities. This ballot item was
approved in late 2017 by city voters. Combined
with the benefit reductions, the changes
reduced the plans’ combined unfunded liabilities by $4 billion.
The reform bill also required a reduction in the
plans’ investment return assumptions to 7.0
percent, and, as part of the city’s commitment
to fully eliminate its unfunded liabilities over a
30-year period, the plans switched from open
to closed amortization periods, using a layered
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approach, and a requirement that the city will
pay its full actuarially determined contribution
every year. Although reducing the investment
return assumption and closing the funding
period increased the plans’ unfunded liabilities and costs, they were considered to be vital
steps toward what the city believed was a more
realistic measurement of the size and scope of
its pension funding obligation.

Midpoint Rates for City of
Houston Pension Plans
Plan

Midpoint Rate

Firefighter Retirement
and Relief Fund

31.89%

Municipal Employees
Pension System

8.17%, growing gradually to 8.81%, plus
a designated dollar
amount, beginning at
$124 million annually,
which in total is equal
to approximately 28.5%
of payroll1

Police Officer Pension
System

31.77% - 32.13%

1
Rate is based on plan’s normal cost; this rate
and the designated dollar amount are prescribed to
grow gradually throughout the 31-year amortization
period
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Utah Retirement Systems
Risk-sharing plan design features
A statutory cap on employer contributions to employee retirement benefits; employee
plan choice of a traditional pension or a defined contribution plan

Utah Retirement Systems
(URS) is the sole public
retirement system in the
state, administering pension
and other benefits for nearly
all public employees, including teachers, state
employees, and employees of local governments who have elected to participate. URS
administers several plans, the largest of which
is the Noncontributory Plan, so named because
employees do not contribute to the plan: employers pay the full cost of the plan. Some other, smaller plans administered by URS require
employee contributions. Public Employees in
Utah participate in Social Security.

U

In the wake of the 2008-09 market decline,
plan contribution rates were projected to
increase sharply and to stay higher for the next
20 years. The Utah Legislature responded to
these projected higher rates in 2010 by passing
Senate Bill 63, for all newly hired employees
in the state hired July 1, 2011, or later. The bill
contained two key provisions: it capped the
employer retirement benefit contribution at 10
percent of pay, and created a new benefits tier.
Benefits and contribution requirements for
those who were participating in the URS as of
June 30, 2011, were unaffected by the legislation.
Under the new plan design, known as Tier 2,
new hires have a choice of retirement benefit: a
hybrid plan or a defined contribution plan. The
employer contribution rate to both plans is 10
percent of pay and 12 percent for firefighters

and police officers. Employees who elect to
participate in the defined contribution plan
receive an employer contribution of 10 percent
of pay. For those who elect to participate in the
hybrid plan, employers contribute the 10 percent of pay (12 percent for public safety officers
and firefighters) to providing Tier 2 benefits.
When the cost of the
defined benefit portion of
the hybrid plan is less than
10 percent, the difference
is paid into a supplemental
defined contribution plan
account for the employee.
If the cost of the defined
benefit portion of the hybrid plan ever exceeds 10
percent, the employee will
be required to pay the cost that is in excess of
10 percent of pay (12 percent for public safety
officers and firefighters).

The bill establishing
Tier 2 gives new hires one
year from their date of
employment to decide
what plan to join

Since inception of the hybrid plan, the cost has
remained below 10 percent: in fiscal year 2019,
the cost of the hybrid plan is 8.85 percent,
leaving 1.15 percent for Tier 2 plan participants
to receive in a supplemental defined contribution plan. The cost of the Tier 2 plan for public
safety and firefighter employers in fiscal year
2019 is 11.26 percent, leaving 0.74 percent for
the employees’ supplemental defined contribution account.
The bill establishing Tier 2 gives new hires
one year from their date of employment to
decide what plan to join. New hires may switch
Utah
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between the hybrid and DC plans as they wish
during their first year, but upon expiration of
the one-year period, the new member remains
in the plan of last election. The hybrid plan
is the default option in the event no active
election is made. Through 2015, approximately 80 percent of new hires have elected
to participate in the hybrid plan.1

In addition to the plan’s lower cost, as shown in
Table 1, Utah public employers face lower risks,
as their total liability is limited to the plans’
designated maximum employer contribution
rate. Since its inception in July 2011, the cost of
Tier 2 has remained fairly stable, and through
2019, the cost remains below the maximum
employer contribution threshold.

The 10- and 12-percent limits on employer
contributions are not, however, the full cost
to employers for Tier 2 employees. SB 63 also
requires all employers to contribute the cost
to amortize the unfunded liabilities of Tier 1
employees, including on the payroll of Tier 2
employees. This cost, which is not a factor in
the Tier 2 employer contribution rate caps,
varies depending on employer group and currently ranges from approximately 6.6 percent
to 10.0 percent for general employees and
teachers, and from approximately 12.0 percent
to 20.0 percent for most employers of public
safety personnel. When the Tier 1 unfunded
liabilities are fully amortized, these required
payments will be eliminated.

In Tier 2, public employers are protected from
the effects of a market downturn or other
negative actuarial experience. That protection
comes in the form of a 10 or 12 percent cap
on the employer cost of retirement benefits.
Employers continue to make contributions to
amortize the Tier 1 plan’s unfunded liabilities,
and therefore will remain exposed to market
risk and its effect on unfunded liabilities. As
the legacy unfunded liability is eliminated,
employers’ potential market risk also will
diminish. Once these liabilities are eliminated, projected for 2037, employers’ maximum
retirement benefit exposure will be the maximum contribution rates established in Tier 2.

Table 1. Comparison of Utah employer contribution rates
in FY 19
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Normal
Cost

Cost to
Amortize
UAAL

Payment to
DC plan

Total Cost

Tier 2
Savings

Tier 1 Local Government

11.86%

6.61%

NA

18.47%

---

Tier 2 Local Government

8.85%

6.70%2

1.15%

16.69%4

1.86%

Tier 1 State and School

12.25%

9.94%

NA

22.19%

---

Tier 2 State and School

8.76%

10.03%3

1.15%

20.02%4

2.17%

2

Includes 6.61% to amortize Tier I UAAL plus 0.09% to amortize Tier II UAAL

3

Includes 9.94% to amortize Tier I UAAL plus 0.09% to amortize Tier II UAAL

4

Includes 0.08% for death benefit
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Utah public employers
face lower risks, as their
total liability is limited
to the plans’ designated
maximum employer
contribution rate
The reduction in risk that Utah employers
gained shifted risk to employees hired since
July 2011. Should the cost of the hybrid plan
rise above the designated employer maximum
contribution rate, employees will be responsible for contributing the difference. Such a cost
increase could occur through a combination of
more conservative actuarial assumptions, actuarial methods, and actuarial experience. The
reverse is true as well; if this same combination
works to reduce the employer cost, employees
will have a larger percentage of pay placed in
their DC plan accounts.
Five and one-half years after inception of Tier
2, employees participating in the new plan
account for nearly one-third of the combined
(non-public safety) membership of all plans.
Of all Tier 2 participants, approximately 80
percent have elected or defaulted into the
hybrid plan.
1
Jennifer Erin Brown and Matt Larrabee,
“Decisions, Decisions: An Update on Retirement
Plan Choices for Public Employees and Employers,”
National Institute on Retirement Security, August
2017

Utah
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Wisconsin Retirement System
Risk-sharing plan design features
Benefit accrual rates, contribution rates for current active participants, and retiree
annuities are adjusted annually depending on the performance of the fund’s
investments.

The Wisconsin Retirement
System (WRS) administers retirement and other
benefits for nearly all public
employees in the state, with
the main exception being those who work for
the City of Milwaukee and Milwaukee County.
The system’s assets are managed by the State of
Wisconsin Investment Board (SWIB).

T

The WRS was established following a 1982
merger of several public employee retirement
systems in the state into a consolidated system.1 One result of the merger was the consolidation of various plan designs into a common
framework that provides lifetime retirement
income to retired public employees, with the
possibility of supplementing that income with
gains from “excess” investment returns within
a framework that shares the risks, and rewards,
of investment and actuarial experience among
core participant groups: participating employers, active members, and retirees. Most public
employees in Wisconsin participate in Social
Security.
All WRS members contribute to the Core
Fund, which provides the greater of two benefit
options for employees who vest and do not
leave: the formula annuity calculation and the
money purchase calculation.2 The monthly
benefit provided under the formula annuity
option is calculated by multiplying an individual’s years of creditable service, monthly final
average earnings, and a formula multiplier. Full

retirement benefits for general employees and
teachers are available at age 65 with five years
of service. Full benefits for participants in protective service occupations are available at age
54, with fewer than 25 years of service, or age
53, with 25 years or more of service. Below is
an example of the formula annuity calculation:
Years of service

Final average
monthly
earnings

Multiplier

Monthly benefit

30

$4,000

1.6%

$1,920

The monthly benefit provided under the
money purchase option is based on the annuitized accumulated balance of an individual’s
notional WRS account, which grows with
employee and employer contributions and rises
or falls depending on the performance of the
fund’s investments. The benefit is determined
by an actuarially determined money purchase
factor, which depends on the member’s age at
retirement. Below is an example of the money
purchase calculation:
Accumulated money
purchase balance

Age 65-based money
purchase factor

Monthly benefit

$250,000

0.00664

$1,660

Members may also elect to participate in an
optional Variable Fund, which invests contributions in domestic and global stocks that have
the potential to generate greater returns but
with greater volatility.
Wisconsin
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Surplus
funds that
accumulate
in the Core
and Variable
Funds as
a result of
five-year
smoothed
investment
earnings
above the
assumed rate
of return
and other
actuarial
factors, such
as gains from
longevity
experience,
may be used
to increase
annuity
payments to
retirees
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The WRS does not provide retirees with a
traditional cost-of-living adjustment (COLA).
Rather, the system’s governing board is required, under certain circumstances, to grant
annuity adjustments in the form of a dividend
whose value can increase, or decrease, in
accordance with the respective level of annuity reserve assets of the Core Fund3 and the
Variable Fund.4 Surplus funds that accumulate
in the Core and Variable Funds as a result of
five-year smoothed investment earnings above
the assumed rate of return and other actuarial
factors, such as gains from longevity experience, may be used to increase annuity payments to retirees. If a shortfall is created, due to
investment losses or other adverse actuarial experience, annuity payments may be decreased.
When annuities are decreased, the cuts may
be applied only to the amount of increases
that had been granted previously. Per state law,
Core Fund annuity payments to WRS retirees may not be reduced below their original,
guaranteed “floor,” which is established at the
time of a member’s retirement. Adjustments to
Variable Fund annuities may cause the benefit
to fall below its original amount.
The provision of annuity adjustments is subject
to an annual actuarial valuation. WRS actuaries assume a 5.0 percent investment return to
fund participants’ original benefit (the aforementioned “floor” amount). Since the nominal
WRS investment return assumption is 7.2
percent, if experience matched assumptions
perfectly, retirees would receive a 2.2 percent annuity adjustment each year. However,
since investment experience rarely matches
assumptions, and other actuarial factors
must be accounted for, WRS actuaries must
determine the level of annuity adjustments
that can be provided, or must be recouped,
in order to preserve or restore the funds’
balance.

The requirement for actuaries to calculate
the level of annuity adjustment that can be
provided, or that must be recouped to preserve
or restore the funds’ surplus, is similar to the
South Dakota Retirement System requirement
that any COLA must be sustainable and must
retain the plan’s full funding level (see page 41).
The table (opposite page) shows the relationship between the funds’ investment returns and
the annuity adjustments for the past twenty
years.5
Since 2001, the WRS has been funded at or
near 100 percent, and with employer contribution rates well below the median for peer
systems. As of 2015, Wisconsin state and local
pension contributions equaled just 2.2 percent
of all state and local spending, which is less
than half of the national average. With regular
appropriation of the full actuarially determined
contribution by participating employers, the
shared-risk plan design helps maintain a high
funding level, with predictable, stable benefits, at a comparatively low cost to employers
and with little volatility in required employer
contribution rates.
1
Rachel Janke, “Wisconsin Retirement System,”
Wisconsin Legislative Fiscal Bureau, January 2017
2
Wisconsin State Legislature, Public Employee
Trust Fund, Wisconsin Retirement System, Retirement Annuities
3
Wisconsin State Legislature, Public Employee
Trust Fund, Wisconsin Retirement System, Post
Retirement Adjustments, 40.27(2)
4
Wisconsin State Legislature, Public Employee
Trust Fund, Wisconsin Retirement System, Variable
Benefits, 40.28(2)
5
Wisconsin Department of Employee Trust
Funds, Core Fund and Variable Fund: Returns,
Rates and Adjustments
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Year

Core Fund
investment return
(gross of fees %)

Core Fund
annuity adjustment
(gross of fees%)

Variable Fund
investment return
(gross of fees %)

Variable Fund
annuity adjustment
(gross of fees %)

1998

14.6

7.2

17.5

12.0

1999

15.7

17.1

27.8

21.0

2000

-0.8

5.7

-7.2

-11.0

2001

-2.3

3.3

-8.4

-14.0

2002

-8.8

0.0

-21.9

-27.0

2003

24.2

1.4

32.7

25.0

2004

12.8

2.6

12.8

7.0

2005

8.6

0.8

8.3

3.0

2006

15.8

3.0

17.6

10.0

2007

8.8

6.6

5.6

0.0

2008

-26.2

-2.1

-39.0

-42.0

2009

22.4

-1.3

33.7

22.0

2010

12.3

-1.2

15.6

11.0

2011

1.4

-7.0

-3.0

-7.0

2012

13.7

-9.6

16.9

9.0

2013

13.6

4.7

29.0

25.0

2014

5.7

2.9

7.3

2.0

2015

-0.4

0.5

-1.2

-5.0

2016

8.6

2.0

10.6

4.0

2017

16.2

2.4

23.2

17.0

Median

10.6

2.2

11.7

5.5

Avg

7.8

2.4

8.9

1.5
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RETIREMENT BOARD MEETING
MARCH 30, 2019

AGENDA ITEM V

RETIREE BENEFIT TRUST
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MEMORANDUM
March 1, 2019
TO:

Retirement Board

FROM:

Gavin Cohen, Executive Secretary

SUBJECT:

Retiree Benefit Trust

Recommendation:
Staff recommends that the Trustees approve an amended and restated Trust agreement.

Background:
The City formed the Retiree Benefit Trust in April of 2009. The Trust was formed to manage the
investment of assets that are being accumulated to fund the City’s retiree health benefit (benefit).
This change was implemented to take advantage of new accounting rules at the time that favored
the benefit being funded over time, pre-funding, by accumulating assets, as opposed to being
paid for at the time of occurrence or paygo.
Each member of the City’s Retirement Board serves as a Trustee to the Trust. The Trust was
formed under the IRS code section 115 which exempts the Trust from taxation.
Since the inception of the Trust, the Trust’s investments have been managed by one fund
manager, Manning & Napier. Recent action by the Trustees to diversify the assets and utilize
different fund managers resulted in staff reviewing the Trust agreement.
The changes to the Trust agreement were written by the Trust attorney, Harry Atlas of Venable
LLP at staff’s request. The changes modernize the agreement, and have it better reflect the actual
management of the Trust by the Trustees.
The Trustees approved the most recent actuarial valuation report at their March 2, 2018 meeting.
The report reflected as of 07/01/2018 Trust Assets were $7,613,000; the Actuarial Accrued
Liabilities were $10,943,426 and the funded status was approximately 70%. The City’s annual
cash contribution to the Trust approximates $600,000.
With the concurrence of the Trustees, staff will present the new agreement to the Mayor and
Council in March 2019.
Attachments:
Retiree Benefit Trust – As Amended and restated as of March 1, 2019
Retiree Benefit Trust – Redlined
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CITY OF ROCKVILLE
RETIREE BENEFIT TRUST

Adopted April 2009

Amended and Restated Effective as of March 1, 2019
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CITY OF ROCKVILLE
RETIREE BENEFIT TRUST
(Amended and Restated Effective March 1, 2019)
THIS TRUST AGREEMENT, originally made effective as April 1, 2009, by and
between the City of Rockville (hereinafter referred to as the "City") and the party or parties
appointed by the City to serve as trustee hereunder (hereinafter referred to individually and
collectively as the "Trustee"), is hereby amended and restated effective as of March 1, 2019.
WITNESSETH:
WHEREAS, the City maintains a retiree medical plan, and previously established the
Trust, effective as of April 1, 2009, in order to accumulate assets to provide benefits under such
plan (or under any other post-employment plan or plans which may be maintained or established
by the City from time to time); and
WHEREAS, the City wishes to amend and restate the Trust Agreement, as set forth
herein, effective as of March 1, 2019; and
WHEREAS, the Trustee desires to continue to serve as such under the Plan on the terms
and conditions hereinafter set forth; and
WHEREAS, the City intends that the Trust be used in connection with its essential
governmental function of providing medical or other benefits to former governmental employees,
such that the Trust and its income shall qualify for exemption from taxation under Section 115 of
the Code; and
WHEREAS, the City intends that the Trust Agreement be construed in accordance with
the requirements of Governmental Accounting Standards Board Statements No. 74 and 75
("GASB 74 and 75"), as amended from time to time.
NOW, THEREFORE, in consideration of the mutual promises, the mutual covenants and
agreements herein contained, and other good and valuable consideration, the receipt of which is
hereby acknowledged, the City and the Trustee, intending to be legally bound agree as follows:
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ARTICLE I
DEFINITIONS AND CONSTRUCTION
1.1

Definitions.

Unless a different meaning is plainly implied by the context, the following terms as used
in this Trust Agreement shall have the following meanings:
(a)

City
"City" shall mean the City of Rockville, Maryland, a governmental entity.

(b)

Code

"Code" shall mean the Internal Revenue Code of 1986, as amended, or any
successor statute.
(c)

Custodian

“Custodian” shall mean the financial institution or institutions engaged by the
Trustees to serve as custodian with respect to the assets of the Trust.
(d)

Participant

"Participant" shall mean an individual retired from employment with the City
who currently participates in the Plan.
(e)

Plan

"Plan" shall mean the medical benefit plan, and/or any other post-employment
plan maintained by the City from time to time which is intended to be funded hereunder.
(f)

Trust

"Trust" shall mean the assets accumulated under the Trust Agreement in order to
provide for the payment of benefits under the Plan.
(g)

Trust Agreement

"Trust Agreement" shall mean this agreement, the City of Rockville Retiree
Benefit Trust, and any subsequent agreement between the City and the Trustee, together with any
and all amendments or supplements thereto.
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(h)

Trustee

"Trustee" shall mean the Trustee, including multiple individuals serving as
Trustee, by whom the assets of the Plan are held as provided in this Trust Agreement, or its or
their successors.
(i)

Valuation Year
"Valuation Year" shall mean the 12-month period ending each June 30th.

1.2

Plurals and Gender.

Where appearing in this Trust Agreement, the masculine gender shall include the
feminine and neuter genders, and the singular shall include the plural, and vice versa, unless the
context clearly indicates a different meaning.
1.3

Headings and Subheadings.

The headings and subheadings in this Trust Agreement are inserted for the convenience
of reference only and are to be ignored in any construction of the provisions thereof.
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ARTICLE II
CONTRIBUTIONS
2.1

Contributions by the City.

Subject to appropriation by the Mayor and City Council, the City shall contribute and pay
over to the Trust, annually or more often, as the City shall decide, such amounts as shall be
determined by the City. Contributions may be made by the City to the Trust in the form of cash,
securities or any other property permissible under applicable law.
2.2

Receipt of Contributions.

The Trustee shall accept and hold as part of the Trust the contributions made by the City.
The Trustee shall deposit such contributions with the Custodian. The Trustee shall not be
responsible in any way for the administration of the Plan and shall be under no duty to determine
whether the amount of any contribution is in accordance with applicable law or to collect or
enforce payment of any contribution.
2.3

Discontinuance of Contributions.

The City assumes no contractual obligation to continue contributions to the Plan. The
City reserves the right at any time and for any reason to discontinue the Plan and contributions
hereunder. Failure by the City to continue the Plan or to make contributions to the Trust shall not
give rise to any liability on its part whatsoever.
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ARTICLE III
DUTIES OF THE CITY
3.1

Information and Data to be Furnished to the Trustee.

In addition to making the contributions called for in Article II hereof, the City agrees to
furnish the Trustee with such information and data relative to the Plan as is necessary for the
proper administration of the Trust established hereunder.
3.2

Limitation of Duties.

Neither the City nor any of its officers or officials shall have any duties or obligations
with respect to this Trust Agreement, except those expressly set forth in the Trust Agreement.
3.3

Limitation of Liability.

Except as otherwise provided by law, neither the City nor any of its officers or officials
shall in any way be liable or responsible to any Participant, beneficiary, Trustee or any other
person, firm or corporation whatsoever for any acts of omission or commission in connection
with his or its duties as specified in this Trust Agreement, unless such act of omission or
commission is due to his or its own individual, willful and intentional nonfeasance, malfeasance
or misfeasance.
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ARTICLE IV
ESTABLISHMENT OF TRUST
4.1

Establishment of the Trust.

The Trustee has established and continues to maintain a trust into which shall be paid the
contributions made by the City, which contributions, together with any income, gains or profits,
less distributions, expenses and losses, shall comprise the Trust held by Trustee through the
Custodian. The Trustee shall maintain, invest, reinvest, manage, administer and distribute the
assets of the Trust, in accordance with this Trust Agreement, for the exclusive benefit of Plan
Participants and their beneficiaries, except as provided in Section 7.3.
4.2

Disbursements from the Trust.

(a)
The Trustee shall make payment from the Trust to such persons in such manner,
at such times, and in such amounts as the City may from time to time direct.
(b)
The Trustee shall also make disbursements from the Trust to defray all
reasonable expenses incurred in managing and maintaining the Trust unless other arrangements
for their payment are made by the City.
4.3

Valuation of the Trust.

Not less frequently than annually, the Trustee shall determine the net worth of the Trust
and report such value to the City in writing. In determining such net worth, the Trustee shall
evaluate the assets of the Trust at their fair market value as of such date, as reported by the
Custodian, and shall deduct all expenses chargeable to the Trust.
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ARTICLE V
DUTIES AND POWERS OF THE TRUSTEE
5.1

Accounting, Records and Certificates.

(a)
The Trustee shall keep accurate and detailed accounts of all investments, receipts
and disbursements and other transactions hereunder, which shall show the complete record of the
operation of the Trust, and all such accounts and the books and records relating thereto shall be
open to inspection at all reasonable times by any person designated in writing by the City.
(b)
The Trustee shall also furnish to the City, upon request, balance sheets and
statements of receipts and disbursements during the continuance of this Trust Agreement as of
any date requested.
(c)
Within 180 days following the close of each Valuation Year, and within 180 days
following the completion of the application or distribution of the Trust upon termination of the
Plan as provided for in Article VII hereof, the Trustee shall file with the City a written account
setting forth all investments, receipts, disbursements and other transactions effected by it during
such year or during the period from the closing date of the last preceding written account to the
date of such completion of application or distribution of funds. Each such account shall set forth
in summary form the receipts and disbursements of the Trustee for the period accounted for, and
shall show all cash, securities and other property held at the end of such period, and the market
value of each item thereof. Except as otherwise prescribed by applicable law, the Trustee shall be
forever released and discharged from any liability or accountability to anyone about the propriety
of its acts or transactions shown in such account, except with respect to any such acts or
transactions as to which the City shall, within the one-year period after such account shall have
been filed with the City, file with the Trustee a written statement setting forth its or their
exceptions or objections. If such statement is filed with the Trustee and the matters thereby
brought into controversy cannot be adjusted by agreement between the City and the Trustee, then
the Trustee shall file such account in any court of competent jurisdiction for audit and
adjudication, as provided in Section 9.5. Except as otherwise prescribed by applicable law, the
written approval by the City of any account filed by the Trustee with the City shall forever release
and discharge the Trustee from any liability or accountability to anyone about the propriety of its
acts or transactions shown in such account.
(d)
The Trustee shall cooperate with the City in the preparation and filing of all
returns, reports and other information concerning the Trust or the Plan required to be prepared or
filed by the Trust with any governmental agency, but shall not have any obligation to prepare or
file such returns or reports.
5.2

Agents.

(a)
With the approval of the City the Trustee may employ such counsel, accountants,
brokers, actuaries and other agents and provide for such clerical, accounting, actuarial and other
services as the Trustee may deem advisable to perform its duties under this Trust Agreement, or
as may be directed by the City.
(b)
Upon the direction of the City, the Trustee may enter into contracts in such form
as it shall determine with one or more persons, firms, corporations or associations to provide
administrative services in handling investments.
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5.3

Allocation of Duties.

If the Trustee provided for herein is two or more individuals, the duties, powers and
responsibilities reserved to the Trustee (including investment responsibility with respect to
specific assets of the Trust) may be allocated among the individuals serving as Trustee so long as
such allocation is pursuant to written procedures adopted by the Trustee with the consent of the
City, in which case, except as may be required by applicable law, no individual Trustee shall have
any liability with respect to any duties, powers or responsibilities not allocated to him for the acts
or omissions of any other individual Trustee.
5.4

Custodian.

(a)
The Trustee, if not itself a financial institution licensed to serve as a trustee, shall
hold Trust assets through a Custodian. The Trustee may delegate by instrument in writing to the
Custodian the following powers or functions:
(1)

maintaining and accounting for the Trust;

(2)

disbursing Trust assets as directed by the City or the Trustees; and

(3)

preparing periodic account statements and reports regarding the Trust.

(b)
The Custodian so appointed may act as agent for the Trustee, without investment
responsibility, for fees to be mutually agreed upon by the Trustee and the Custodian and paid in
the same manner as other Trust expenses. The Trustee shall not be responsible for any act or
omission of the Custodian arising from any such delegation, except to the extent provided by
applicable law.
5.5

Appointment of Corporate Co-Trustee.

The City reserves the right to enter into a trust agreement with a bank or trust company
organized and existing under the laws of the United States or any state thereof for the purposes of
obtaining the services of such bank or trust company in the handling of investments and
otherwise serving as trustee for any or all of the assets of the Trust transferred to such bank or
trust company at the direction of the City. Any such trust agreement shall provide that such bank
or trust company shall have sole responsibility of retention, investment, reinvestment,
management and disbursement of any and all funds so transferred; as to any such funds so
transferred, the Trustee named herein or its successors shall thereafter have no duties or
responsibilities with respect to the retention, safekeeping or investment of such assets. Such
further agreement shall also make provisions for the disbursement of funds, record-keeping
requirements and such other matters as shall be agreed upon between the City and such bank or
trust company, with a copy of such agreement delivered to the Trustee hereunder.
5.6

General Powers of the Trustee.

(a)
The Trustee shall have all of the powers necessary or desirable to perform
properly the duties herein set forth, including, but not limited to, holding, administering, investing
and reinvesting, and disbursing the assets of the Trust in accordance with the powers and subject
to the restrictions stated herein.
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(b)
In extension and not in limitation of the powers given it by law or by other
provisions of this Trust Agreement, the Trustee shall have the following powers with respect to
the Trust:
(1)
To invest and reinvest any monies at any time forming a part of the Trust
in any property, real, personal or mixed or any interest therein, wherever situate, which
offers possibilities for investment return through either capital appreciation or income or
both, including, but not limited to, savings accounts or other savings investment media,
capital or common stock (whether voting or non-voting and whether or not currently
paying a dividend), preferred or preference stock (whether voting or non-voting and
whether or not currently paying a dividend), convertible securities, corporate and
governmental obligations, real property, leaseholds, ground rents, mortgages, junior
mortgages and other interests in realty, notes and other evidences of indebtedness or
ownership (secured or unsecured), contracts, partnership or joint venture interests, choses
in action, and warrants, derivatives and other instruments entitling the owner thereof to
subscribe to or purchase any of the aforesaid. Investments pursuant hereto may be made
by the Trustee without any duty to refrain from making investments which are not
productive of income and without any limitation because of the size or nature of any
investment, the size or nature of the enterprise in which any investment is made, the lack
or absence of certainty or regularity of return on the investment or the volatile nature of
the market value of any investment.
(2)
To adopt and amend from time to time an investment policy statement to
guide the Trustee in making investment decisions with respect to Trust assets, and to
serve as guidelines for any investment manager to which discretionary investment
authority is delegated by the Trustee.
(3)
To make, execute, acknowledge and deliver any and all deeds, leases,
assignments and instruments.
(4)
To sell or otherwise dispose of, either by public or private sale, any
property, real, personal or mixed, at any time held by the Trustee, for such
considerations, and on such terms and conditions as to credit or otherwise as may be
appropriate.
(5)
To exchange any property at any time held by the Trustee for other
property, and to pay and receive money to effect equality in price.
(6)
To vote in person or by proxy any stocks, bonds or other securities held
by the Trustee; to exercise any options appurtenant to any stock, bonds or other
securities, or to exercise any right to subscribe for additional stocks, bonds or other
securities, and to make any and all necessary payments therefore to join in, or to dissent
from, and to oppose the reorganization, recapitalization, consolidation, liquidation, sale
or merger of corporations or properties in which it may be interested as Trustee.
(7)
To compromise, compound and settle any debt or obligations and to
agree to reduce the rate of interest on, to extend or otherwise modify, or to foreclose upon
default, or otherwise enforce any such obligation.
(8)
To cause any investments from time to time held by it to be registered in,
or transferred into, its name as Trustee, or the name of a nominee, or to retain them
unregistered or in form permitting transferability by delivery, but the books and records
of the Trustee shall at all times show that all such investments are part of the Trust. The
Trustee is authorized to utilize the services of a securities clearing corporation such as
The Depository Trust Co. to the extent permitted by applicable law.
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(9)
To employ and enter into agreements with such counsel, accountants,
brokers, investment trustees, investment advisors, and other agents as may be directed by
the City, and to pay their reasonable expenses and compensation.
(10)
To retain any stocks or other property received as a result of the exercise
of any of the powers herein granted, whether or not investment in such stocks or other
property is authorized by Section 5.6(b)(1).
(11)
To organize and incorporate under the laws of any state the Trustee may
deem advisable one or more holding corporations for the purposes of acquiring and
holding title to any real or personal property which the Trustee is authorized to acquire
under this Section 5.6, and to exercise with respect thereto any and all of the powers,
functions and duties set forth in this Section 5.6.
(12)
To retain any cash and keep unproductive of income, by deposits in a
bank, even if the balances in any such account exceed the deposit insurance limits in
effect from time to time, or otherwise any portion of the Trust as may be advisable,
without liability to pay interest on such cash balance or on cash in its hands pending
investment or distribution.
(13)
To the extent permitted by applicable law, to cause any or all assets of
the Trust to be invested and reinvested in any proportion through the medium of any
combined, common or commingled trust fund or funds (such collective funds being
hereinafter referred to as the “Combined Funds”). In connection with the participation of
the Trust in any of the Combined Funds, where required by law or the terms of any such
Combined Fund, the instrument establishing such Combined Fund is hereby adopted and
made a part of this Trust Agreement, to the extent such instrument does not violate
applicable law, and any assets of the Trust invested in any of the Combined Funds shall
be subject to all the provisions thereof, as the same may be amended from time to time.
(14)
To the extent permitted by applicable law, to cause any or all assets of
the Trust to be commingled for investment purposes with the assets of other employee
benefit plans maintained by the City or an affiliated entity.
(15)
To hold and administer the Trust without distinction between principal
and income, and as a single trust fund without physical separation of any separate funds
or accounts provided by the Plan, except where the City clearly requires the segregation
of Trust assets.
(16)
To perform any and all other acts, which in the judgment of the Trustee,
are necessary or appropriate for the proper and advantageous administration, investment
and distribution of the Trust.
(c)
Each and all of the foregoing powers may be exercised without court order or
other legal formality. No one dealing with the Trustee need inquire concerning the validity or
propriety of anything that is done or need see to the application of any money paid or property
transferred to or upon the order of the Trustee.
5.7

Appointment of Investment Manager.

(a)
The Trustee reserves the right to retain the services of one or more persons or
firms as investment manager or managers for the management of (including the power to direct
the acquisition and disposition of) all or any part of the Trust, or to direct the Trustee on
investments for all or any part of the Trust, on a discretionary or non-discretionary basis. Each
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such investment manager shall be registered as an investment advisor under the Investment
Advisors Act of 1940, a bank, or an insurance company qualified to manage, acquire or dispose
of trust assets under the laws of more than one State, and shall acknowledge in writing that he or
it is a fiduciary with respect to the Plan. In the case of a discretionary arrangement, the Trustee
shall direct the segregation of the portion of the Trust to be managed by the investment manager.
The Trustee shall obtain the written acknowledgment of the investment manager that it is a
fiduciary with respect to the Trust and the Plan.
(b)
With respect to any assets of the Trust for which an investment manager or
managers have been appointed with discretionary investment authority, and subject to the terms
of this Trust Agreement and the agreement between the investment manager or managers and the
Trustee, the investment manager or managers shall have the power, without prior consultation
with the Trustee, to manage, acquire or dispose of such assets, and to direct the Trustee with
respect to the acquisition, retention, disposition or management of such assets. However, the
investment manager or managers shall not have or retain the physical possession or indicia of
ownership of any such assets except to the extent such assets are invested and reinvested through
the medium of any combined, common or commingled trust fund or funds established by an
investment manager.
(c)
Direction of an investment manager or managers with discretionary investment
authority to the Trustee shall be in writing or may be made orally and confirmed in writing as
soon as practicable thereafter if allowed by the Trustee. Each investment manager shall furnish
the Trustee from time to time with the names and signatures of those persons who shall be
authorized to direct the Trustee on its behalf hereunder.
(d)
Each investment manager periodically shall furnish the Trustee with a summary
report of the investment of all assets under its management. In making such report, the
investment manager shall not be liable for the accuracy of any information supplied to it by the
Trustee. Unless agreed otherwise, as of the last day of each calendar quarter, each investment
manager shall determine the net worth of the assets under its management and report such value
to the Trustee in writing. In determining such net worth, the investment manager shall evaluate
the assets under its management at their fair market value as of such date and shall deduct all
expenses chargeable to such investment to the extent permitted hereunder. Such valuation shall
be made in accordance with Section 4.3 hereof. The Trustee, in preparing any report required
under Article V which reflects the value of the Trust or an investment medium as of the last day
of a calendar quarter, may conclusively rely on the evaluation furnished by such investment
manager.
(e)
The Trustee is authorized and directed to pay from the Trust all fees, charges and
expenses incurred by an investment manager or managers in managing and maintaining the assets
of the Trust unless other arrangements for their payment are made by the City.
(f)
The Trustee reserves the right to remove any investment manager or managers
appointed hereunder at any time by delivering written notice of such removal to the investment
manager or managers being removed.
5.8

Liability of the Trustee.

(a)
The Trustee shall discharge its duties regarding the Trust with the care, skill,
prudence and diligence under the circumstances then prevailing that a prudent man acting in a
like capacity and familiar with such matters would use in the conduct of an enterprise of a like
character and with like aims. The Trustee shall diversify the investments of the assets of the
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Trust which are subject to its discretion and control so as to minimize the risk of large losses,
unless under the circumstances it is clearly prudent not to do so. The Trustee shall perform its
duties in accordance with the Plan insofar as such Plan is consistent with the provisions of
applicable law. The Trustee shall be under no duty to defend or engage in any suit with respect to
the Trust unless the Trustee shall have first agreed in writing to do so and shall have been fully
indemnified to its satisfaction. The Trustee shall be fully protected in acting or omitting to act in
accordance with the proper direction of the City unless the Trustee knows that by such action or
failure to act, it would be committing or participating in a breach of fiduciary duty by such party.
To the extent permitted by applicable law, the Trustee shall not be responsible in any way for any
action or omission of the City with respect to its duties and obligations as set forth in this Trust
Agreement. To the extent not prohibited by applicable law, the Trustee shall also not be
responsible for any action or omission of any of its agents or with respect to reliance upon the
advice of its counsel (whether or not such counsel is also counsel to the City), provided that such
agents or counsel were prudently chosen by the Trustee and that the Trustee relied in good faith
upon the action of such agent or the advice of such counsel. The Trustee shall not be relieved
from responsibility or liability for any responsibility, obligation or duty imposed upon it under the
Plan or under applicable law. Nothing herein shall preclude the indemnification of the Trustee by
the City nor prevent the City or the Trustee from purchasing fiduciary liability insurance to
protect the Trustee against liability or losses occurring by reason of any act or omission of the
Trustee, to the extent that such insurance or indemnification is permissible under applicable law.
(b)
The Trustee is a party to this Trust Agreement solely for the purposes set forth in
this Trust Agreement and the Plan and to perform the acts set forth therein, and no obligation or
duty shall be expected or required of it except as expressly stated in the Plan or this Trust
Agreement.
5.9

Fees and Expenses.

(a)
Any Trustee who is receiving compensation from the City as a full-time
employee shall serve without compensation for his services hereunder, but he shall be reimbursed
for any reasonable expenses incurred by him in the handling of the Trust. Any other Trustee shall
be entitled to receive such fees as may be mutually agreed upon in writing between the City and
such Trustee. If and to the extent the City does not pay such fees, they shall be paid from the
Trust.
(b)
The Trustee shall be entitled to reimbursement from the Trust for its actual outof-pocket expenses incurred in the performance of its duties hereunder, but no overhead expenses
shall be included in the term “out-of-pocket” expenses. All fees, including those of the Trustee,
expenses incurred by the Trustee in the performance of its duties hereunder, and all other proper
charges and disbursements of the Trustee shall be paid from the Trust unless paid by the City.
All taxes of any and all kinds whatsoever that may be levied or assessed under existing or future
laws upon or in respect to the Trust or the income thereof shall be paid from the Trust.
5.10

Freedom From Liability as to Validity of Agreement and Validity, etc. of
Contracts.

Anything herein contained to the contrary notwithstanding, the Trustee shall not have any
responsibility for the validity of this Trust Agreement, or for the inability to obtain any insurance
contract or for the form, genuineness, validity, collectability, sufficiency or effect of any
insurance contract at any time purchased by it, for the act of any person or persons which may

PACKET PAGE 241

render any such insurance contract null and void, or for the failure of any insurer to pay the
proceeds and benefits of such insurance contract as and when the same shall become due and
payable, or for any delay occasioned by reason of any restriction or provision contained in any
such contract, or if for any reason whatsoever, any benefits payable under any contract shall
become uncollectible.
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ARTICLE VI
APPOINTMENT, RESIGNATION OR REMOVAL OF TRUSTEE
6.1

City of Rockville Retirement Board Members.

Each member of the City of Rockville Retirement Board, as serving from time to time,
shall serve as a Trustee of the City of Rockville Retiree Benefit Trust. When an individual ceases
to serve as a member of the City of Rockville Retirement Board, he or she shall also cease to
serve as a Trustee of the City of Rockville Retiree Benefit Trust. As such, the provisions of the
City of Rockville Pension Plan relating to the composition of the Retirement Board, as amended
from time to time, shall apply for purposes of determining the composition of the individuals
serving as Trustee hereunder.
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ARTICLE VII
CONTINUANCE AND TERMINATION OF TRUST AGREEMENT
7.1

Term of Trust Agreement.

Although the City expects the Trust to be maintained for an indefinite time, the City may
terminate this Trust Agreement. The City may terminate the Trust Agreement by delivering
written notice to the Trustee at least 60 days prior to the effective date of the termination
7.2

Effect of Termination.

Upon the termination of this Trust Agreement, the Trust shall be allocated and distributed
as provided by the City, subject to Section 7.3.
7.3

Exclusive Benefit; Reversion Upon Plan Termination.

It is expressly agreed and understood that all contributions made to the Trust are
irrevocable and that the Trust shall be used for the exclusive benefit of Participants and
beneficiaries, including the payment of Plan benefits and reasonable administrative expenses, and
Trust assets shall not be available to creditors of the City or Participants and beneficiaries.
However, notwithstanding the foregoing or any contrary provision of the Trust Agreement, if the
Plan terminates, and assets remain in the Trust after payment of all Plan benefits and reasonable
administrative expenses, then the assets remaining in the Trust shall revert to the City, provided
such reversion does not jeopardize the Trust's status as a "trust or equivalent arrangement" as
required by GASB 74 and 75. If such reversion is not possible, then payment shall be made as
authorized under applicable law, and in a manner consistent with GASB 74 and 75.

PACKET PAGE 244

ARTICLE VIII
AMENDMENTS
8.1

Amendments.

This Trust Agreement may be amended by the City, in which event written notice of
amendment shall be given by the City to the Trustee, but no amendment to this Trust Agreement
may be made which increases the duties of the Trustee without its consent. No amendment to this
Trust Agreement may be made that would divert any part of the Trust for any purpose other than
for the exclusive benefit of the Participants. However, such amendments may be made as
necessary in order to maintain the tax-exempt status of the Trust or in order for all provisions of
the Trust to conform to requirements of applicable federal, state and local laws.
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ARTICLE IX
MISCELLANEOUS
9.1

Reliance.

The parties hereto shall be protected in acting upon any notice, resolution, request,
consent, order, certificate, report, opinion, statement or other document which they reasonably
believed to be genuine and to have been signed by the proper party or parties or by a person or
persons authorized to act on its behalf.
9.2

Persons Dealing with the Trustee.

(a)
No person dealing with the Trustee shall be under any obligation to inquire into
the validity, expediency or propriety of any action by the Trustee or of any exercise by it of any
of the powers conferred upon it by this Trust Agreement. The execution by the Trustee of any
instrument, document or paper in connection with the exercise of any of the powers enumerated
herein shall, of itself, be conclusive evidence to all persons of the authority of the Trustee to
execute the same and to exercise the powers incident thereto.
(b)
The signature of (i) a majority of the individuals serving as Trustee, (ii) the
individual serving as Chair of the Trustee, or (iii) the City Manager (acting in his or her capacity
as a Trustee), or (iv) an individual acting on behalf of the Trustee pursuant to a written delegation
of authority executed by the Trustee, shall suffice on any written instrument, document or notice
to be executed by the Trustee under this Trust Agreement.
9.3

Advice of City, Counsel, Etc.

(a)
If at any time or times the Trustee is in doubt as to the course which it should
follow in any matter relating to the administration of this Trust Agreement, it may request the
City to advise it with respect thereto, and it shall be protected in relying upon the advice or
direction which may be given it by the City, in writing, in response to such request.
(b)
In the event the Trustee has any reasonable doubt at any time as to its rights or
obligations hereunder, or in the event of any dispute arising under the terms of this Trust
Agreement or the Plan, in which dispute the City, any participant, any beneficiary or any person
claiming an interest in the Trust is involved, the Trustee shall have the right to consult with legal
counsel (including counsel for the City) and to obtain other professional assistance such as, for
example, accountants or actuaries, to assist it in resolving such doubts, or to advise it with respect
to the meaning or construction of this Trust Agreement, or its obligations, powers or duties
hereunder, or to advise it or represent it with respect to any action or proceeding or any question,
and it shall be fully protected with respect to any action taken by it or omitted by it in good faith
pursuant to the advice of such counsel or other such professional advisors. The fees and expenses
of such counsel or such professional advisors shall be paid from the Trust, unless paid by the
City.
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9.4

Notices.

(a)
All orders, requests, directions and instructions of the City to the Trustee shall be
in writing, signed by the Chair or Secretary of the City Council or by any agent of the City duly
authorized to act on its behalf. Unless it knows that the direction constitutes a breach of the
City’s duties or responsibilities under the Plan, the Trustee shall act and shall be fully protected in
acting in accordance with such orders, requests, directions and instructions. In the absence of
knowledge that the direction constitutes such a breach, the Trustee shall be entitled to rely
conclusively on such direction, and shall have no further duty to make any investigation or
inquiry before acting upon any such direction of the City. The Trustee shall not be liable to
anyone for the inaction, action, mistaken action or other errors of the City in directing the
Trustee. Any notice otherwise required under the Trust Agreement may be waived by mutual
agreement of the Trustee and the City.
(b)
Notwithstanding anything contained herein to the contrary, the City and the
Trustee from time to time may establish uniform procedures whereby with respect to any or all
instances herein where a writing is required, including but not limited to any required written
notice, election, consent, authorization, instruction, direction, designation or request,
communication may be made by any other agreed upon means, including by paperless
communication, and such alternative communication shall be deemed to constitute a writing to
the extent permitted by applicable law, provided that such alternative communication is carried
out in accordance with such procedures in effect at such time.
(c)
The Chief Financial Officer/Director of Finance (or his designee, as
communicated to the Trustee in writing) is authorized to act on behalf of the City in connection
with this Trust Agreement. The Trustee may assume at all times that such person or persons
continue to have authority to act on behalf of the City, unless it has received written notice from
the City to the contrary or has actual knowledge to the contrary.
9.5

Judicial Accounting.

Nothing contained in this Trust Agreement shall be construed as depriving the Trustee of
the right to have a judicial settlement of its accounts. Upon any proceeding by the Trustee for a
judicial settlement of its accounts or for instructions, the only necessary party thereto in addition
to the Trustee shall be the City. If the Trustee’s statement or account proves accurate, the costs of
such proceedings, including any reasonable counsel fee incurred by the Trustee, shall be paid
from the Trust.
9.6

No Bond or Security Required.

The Trustee shall not be required to give any bond or other security for the faithful
performance of its duties hereunder, unless otherwise required by law.
9.7

Law and Interpretation.

This Trust Agreement is made in the State of Maryland and shall be construed in
accordance with the laws thereof, other than the choice of law provisions thereof. It is intended
that the Trust be exempt from federal income taxation under Section 115 of the Code, and comply
with GASB 74 and 75, and it shall be construed accordingly.
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9.8

Invalidity.

In the event any provision of this Trust Agreement shall be held illegal or invalid for any
reason, said illegality or invalidity shall not affect the remaining provisions hereof, and this Trust
Agreement shall thereafter be construed and enforced as if said illegal or invalid provisions had
never been included herein.
9.9

Copies.

This Trust Agreement may be executed in any number of counterparts, each of which
shall be deemed to be an original.

IN WITNESS WHEREOF, the parties hereto have caused this Trust Agreement to be
executed effective as of March 1, 2019.

CITY OF ROCKVILLE
By: _______________________________
Bridgett Donnell Newton, Mayor

Date: _______________________________

TRUSTEE
___________________________________
John Rodgers, Chair
Date: _______________________________
TRUSTEE
___________________________________
Stan Seemann
Date: _______________________________

TRUSTEE
___________________________________
Derrick Pierson
Date: _______________________________
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TRUSTEE
___________________________________
Sgt. Chris Peck
Date: _______________________________
TRUSTEE
___________________________________
Susan Straus
Date: _______________________________

TRUSTEE
___________________________________
Mark Pierzchala
Date: _______________________________
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TRUSTEE
___________________________________
Robert DiSpirito
Date: _______________________________
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CITY OF ROCKVILLE
RETIREE BENEFIT TRUST
(Amended and Restated Effective March 1, 2019)
THIS TRUST AGREEMENT, originally made effective as April 1, 2009, by and between
the City of Rockville (hereinafter referred to as the "City"), and the party or parties appointed by the
City to serve as trusteestrustee hereunder (hereinafter referred to individually and collectively as
the "Trustee")., is hereby amended and restated effective as of March 1, 2019.
WITNESSETH:
WHEREAS, the City maintains a retiree medical plan, and wishes to establish the
Fundpreviously established the Trust, effective as of April 1, 2009, in order to accumulate assets to
provide benefits under such plan (or under any other post-employment plan or plans which may be
maintained or established by the City from time to time); and
WHEREAS, the City wishes to amend and restate the Trust Agreement, as set forth herein,
effective as of March 1, 2019; and
WHEREAS, the Trustee desires to continue to serve as Trusteesuch under the planPlan on
the terms and conditions hereinafter set forth; and
WHEREAS, the City intends that the FundTrust be used in connection with its essential
governmental function of providing medical or other benefits to former governmental employees,
such that the FundTrust and its income shall qualify for exemption from taxation under Section
115 of the Code; and
WHEREAS, the City intends that the Trust Agreement be construed in accordance with the
requirements of Governmental Accounting Standards Board StatementStatements No. 4574 and
75 ("GASB 4574 and 75"), as amended from time to time.
NOW, THEREFORE, in consideration of the mutual promises, the mutual covenants and
agreements herein contained, and other good and valuable consideration, the receipt of which is
hereby acknowledged, the City and the Trustee, intending to be legally bound agree as follows:
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ARTICLE I
ARTICLE I
DEFINITIONS AND CONSTRUCTION
1.1

1.1

Definitions.

Unless a different meaning is plainly implied by the context, the following terms as used in
this Trust Agreement shall have the following meanings:
(a)

City
"City" shall mean the City of Rockville, Maryland, a governmental entity.

(b)

Code

"Code" shall mean the Internal Revenue Code of 1986, as amended, or any
successor statute.
(c)

FundCustodian

"Fund" shall mean the assets accumulated under the Trust Agreement in
order to provide for the payment of benefits under the Plan. “Custodian” shall mean the
financial institution or institutions engaged by the Trustees to serve as custodian with respect to the
assets of the Trust.

(d)

Participant

"Participant" shall mean an individual retired from employment with the City who
currently participates in the Plan.
(e)

Plan

"Plan" shall mean the medical benefit plan, and/or any other post-employment
plan maintained by the City from time to time which is intended to be funded hereunder.
(f)

Trust

"Trust" shall mean the assets accumulated under the Trust Agreement in order to
provide for the payment of benefits under the Plan.
(g)

Trust Agreement

"Trust Agreement" shall mean this agreement, the City of Rockville Retiree
Benefit Trust, and any subsequent agreement between the City and the Trustee, together with any
and all amendments or supplements thereto.
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(gh)

Trustee

"Trustee" shall mean the Trustee or Trustees, including multiple individuals
serving as Trustee, by whom the assets of the Plan are held as provided in this Trust Agreement, or
its or their successors.
(hi)

Valuation Year
"Valuation Year" shall mean the 12-month period ending each June 30th.

1.2

1.2

Plurals and Gender.

Where appearing in this Trust Agreement, the masculine gender shall include the feminine
and neuter genders, and the singular shall include the plural, and vice versa, unless the context
clearly indicates a different meaning.
1.3

1.3

Headings and Subheadings.

The headings and subheadings in this Trust Agreement are inserted for the convenience of
reference only and are to be ignored in any construction of the provisions thereof.
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ARTICLE II
CONTRIBUTIONS
1.4

2.1

Contributions by the City.

Subject to appropriation by the Mayor and City Council, the City shall contribute and pay
over to the TrusteeTrust, annually or more often, as the City shall decide, such amounts as shall be
determined by the City. Contributions may be made by the City to the TrusteeTrust in the form of
cash, securities or any other property permissible under applicable law.
1.5

2.2

Receipt of Contributions.

The Trustee shall accept and hold inas part of the FundTrust the contributions made by the
City. The Trustee shall deposit such contributions with the Custodian. The Trustee shall not be
responsible in any way for the administration of the Plan and shall be under no duty to determine
whether the amount of any contribution is in accordance with applicable law or to collect or enforce
payment of any contribution.
1.6

2.3

Discontinuance of Contributions.

The City assumes no contractual obligation to continue contributions to the Plan. The City
reserves the right at any time and for any reason to discontinue the Plan and contributions
hereunder. Failure by the City to continue the Plan or to make contributions to the Trust shall not
give rise to any liability on its part whatsoever.
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ARTICLE III
DUTIES OF THE CITY
1.7

3.1

Information and Data to be Furnished to the Trustee.

In addition to making the contributions called for in Article II hereof, the City agrees to
furnish the Trustee with such information and data relative to the Plan as is necessary for the proper
administration of the FundTrust established hereunder.
1.8

3.2

Limitation of Duties.

Neither the City nor any of its officers or officials shall have any duties or obligations with
respect to this Trust Agreement, except those expressly set forth in the Trust Agreement.
1.9

3.3

Limitation of Liability.

Except as otherwise provided by law, neither the City nor any of its officers or officials
shall in any way be liable or responsible to any Participant, beneficiary, Trustee or any other
person, firm or corporation whatsoever for any acts of omission or commission in connection with
his or its duties as specified in this Trust Agreement, unless such act of omission or commission is
due to his or its own individual, willful and intentional nonfeasance, malfeasance or misfeasance.

PACKET PAGE 258

ARTICLE II
ARTICLE IV
ESTABLISHMENT OF FUNDTRUST
2.1

4.1

Establishment of the FundTrust.

The Trustee shall establishhas established and continues to maintain a trust fund into
which shall be paid the contributions made by the City, which contributions, together with any
income, gains or profits, less distributions, expenses and losses, shall comprise the FundTrust held
by the Trustee through the Custodian. The Trustee shall holdmaintain, invest, reinvest, manage,
administer and distribute the assets of the FundTrust, in accordance with this Trust Agreement, for
the exclusive benefit of Plan Participants and their beneficiaries, except as provided in Section 7.3.
2.2

4.2

Disbursements offrom the FundTrust.

(a)
The Trustee shall make payment from the FundTrust to such persons in such
manner, at such times, and in such amounts as the City may from time to time direct.
(b)
The Trustee shall also make disbursements from the FundTrust to defray all
reasonable expenses incurred in managing and maintaining the assets of the FundTrust unless
other arrangements for their payment are made by the City.
2.3

4.3

Valuation of the FundTrust.

(a)
Not less frequently than annually, the Trustee shall determine the net worth of the
assets of the FundTrust and report such value to the City in writing. In determining such net
worth, the Trustee shall evaluate the assets of the FundTrust at their fair market value as of such
date, as reported by the Custodian, and shall deduct all expenses chargeable to the Fund.
Notwithstanding the foregoing, to the extent the assets of the Fund are invested in separate
investment media, the Trustee shall administer separately and account for separately each
such investment mediumTrust.
(b)
In the determination and valuation of the assets and liabilities of the Fund
for any purpose, securities held in the Fund shall be valued at their last published sale price
on the last day of the Valuation Year, or if such date is not a business day, then on the
business day immediately prior thereto, upon the New York Stock Exchange or upon any
other recognized exchange or exchanges, or if no sale shall have been reported, and in the
case of over-the-counter quotations, the last bid price at the close of such business day, all
as reported by any report in common use or authorized as official by the New York Stock
Exchange or such other exchange as the case may be. Where any security is listed on two
or more exchanges, the Trustee shall determine from time to time the particular exchange
which shall be used for the purpose of this Section 4.3.
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(c)
However, in the event the Trustee considers the method described in
Section 4.3(b) to be impracticable because of the fact that any of the securities included in
the Fund are not quoted or listed, or for any other reason, then the Trustee may employ at
the expense of the Fund two reputable brokers, members of the New York Stock Exchange
or any other recognized stock exchange, to appraise such securities for the purpose of
obtaining the value of the Fund and for any other purpose in the administration of the Fund.
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ARTICLE V
ARTICLE III
DUTIES AND POWERS OF THE TRUSTEE
3.1

5.1

Accounting, Records and Certificates.

(a)
The Trustee shall keep accurate and detailed accounts of all investments, receipts
and disbursements and other transactions hereunder, which shall show the complete record of the
operation of the FundTrust, and all such accounts and the books and records relating thereto shall
be open to inspection at all reasonable times by any person designated in writing by the City.
(b)
The Trustee shall also furnish to the City, upon request, balance sheets and
statements of receipts and disbursements during the continuance of this Trust Agreement as of any
date requested, but the Trustee shall not be required to furnish such statements more than
once in any three-month period.
(c)
Within 180 days following the close of each Valuation Year, and within 180
days following the resignation or removal of the Trustee as provided for in Article VI
hereof, and within 180 days following the completion of the application or distribution of the
FundTrust upon termination of the Plan as provided for in Article VII hereof, the Trustee shall file
with the City a written account setting forth all investments, receipts, disbursements and other
transactions effected by it during such year or during the period from the closing date of the last
preceding written account to the date of such resignation or removal or to the date of such
completion of application or distribution of funds. Each such account shall set forth in summary
form the receipts and disbursements of the Trustee for the period accounted for, and shall show all
cash, securities and other property held at the end of such period, and the cost and then market
value of each item thereof. Except as otherwise prescribed by applicable law, the Trustee shall be
forever released and discharged from any liability or accountability to anyone about the propriety
of its acts or transactions shown in such account, except with respect to any such acts or
transactions as to which the City shall, within the one-year period after such account shall have
been filed with the City, file with the Trustee a written statement setting forth its or their exceptions
or objections. If such statement is filed with the Trustee and the matters thereby brought into
controversy cannot be adjusted by agreement between the City and the Trustee, then the Trustee
shall file such account in any court of competent jurisdiction for audit and adjudication, as provided
in Section 9.7.9.5. Except as otherwise prescribed by applicable law, the written approval by the
City of any account filed by the Trustee with the City shall forever release and discharge the
Trustee from any liability or accountability to anyone about the propriety of its acts or transactions
shown in such account.
(d)
The Trustee shall cooperate with the City in the preparation and filing of all
returns, reports and other information concerning the FundTrust or the Plan required to be prepared
or filed by the Fund byTrust with any governmental agency, but shall not have any obligation to
prepare or file such returns or reports.
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3.2

5.2

Agents.

(a)
With the approval of the City the Trustee may employ such counsel, accountants,
brokers, actuaries and other agents and provide for such clerical, accounting, actuarial and other
services as the Trustee may deem advisable to perform its duties under this Trust Agreement, or as
may be directed by the City.
(b)
Upon the direction of the City, the Trustee may enter into contracts in such form as
it shall determine with one or more persons, firms, corporations or associations to provide
administrative services in handling investments.
3.3

5.3

Allocation of Duties.

If the Trustee provided for herein is two or more individuals, the duties, powers and
responsibilities reserved to the Trustee (including investment responsibility with respect to specific
assets of the FundTrust) may be allocated among the individual Trusteesindividuals serving as
Trustee so long as such allocation is pursuant to written procedures adopted by the respective
TrusteesTrustee with the consent of the City, in which case, except as may be required by
applicable law, no individual Trustee shall have any liability with respect to any duties, powers or
responsibilities not allocated to him for the acts or omissions of any other individual Trustee.
3.4

5.4

Custodian.

(a)
The Trustee, if not itself a financial institution licensed to serve as a trustee, shall
hold Trust assets through a Custodian. The Trustee may delegate by instrument in writing to a

person (individual, corporate or other entity) appointed as agent or custodian by it, any of
the powers or functions of the Trustee hereunder other than its powers or functions with
respect to the investment of the assets of the Fund, including (without limitation)the
Custodian the following powers or functions:
(1)
custodianship of all or any part of the assets of the Fund;(2)
maintaining and accounting for the Fund and other accounts as a part
thereofTrust;
(32)

disbursing FundTrust assets as directed by the City or the Trustees; and

(43)
preparing the annual report on the status of the Fundperiodic account
statements and reports regarding the Trust.
(b)
The agent or custodianCustodian so appointed may act as agent for the Trustee,
without investment responsibility, for fees to be mutually agreed upon by the Trustee and the agent
or custodianCustodian and paid in the same manner as other FundTrust expenses. The Trustee
shall not be responsible for any act or omission of the agent or custodianCustodian arising from
any such delegation, except to the extent provided by applicable law.

3.5

5.5

Appointment of Corporate Co-Trustee.

The City reserves the right to enter into a trust agreement or other agreement with a bank
or trust company organized and existing under the laws of the United States or any state thereof for
the purposes of obtaining the services of such bank or trust company in the handling of investments
and otherwise serving as trustee for any or all of the assets of the FundTrust transferred to such

PACKET PAGE 262

bank or trust company at the direction of the City. Any such trust agreement shall provide that such
bank or trust company shall have sole responsibility of retention, investment, reinvestment,
management and disbursement of any and all funds so transferred; as to any such funds so
transferred, the Trustee named herein or its successors shall thereafter have no duties or
responsibilities with respect to the retention, safekeeping or investment of such assets. Such further
agreement shall also make provisions for the disbursement of funds, record-keeping requirements
and such other matters as shall be agreed upon between the City and such bank or trust company,
with a copy of such agreement delivered to the Trustee hereunder.

3.6

5.6

General Powers of the Trustee.

(a)
The Trustee shall have all of the powers necessary or desirable to perform properly
the duties herein set forth, including, but not limited to, holding, administering, investing and
reinvesting, and disbursing the assets of the FundTrust in accordance with the powers and subject
to the restrictions stated herein.
(b)
In extension and not in limitation of the powers given it by law or by other
provisions of this Trust Agreement, and subject to the provisions of Section 5.7, the Trustee
shall have the following powers with respect to the FundTrust:
(1)

To invest and reinvest any monies at any time forming a part of the

FundTrust in any property, real, personal or mixed or any interest therein, wherever
situate, which offers possibilities for investment return through either capital appreciation
or income or both, including, but not limited to, savings accounts or other savings
investment media, capital or common stock (whether voting or non-voting and whether or
not currently paying a dividend), preferred or preference stock (whether voting or
non-voting and whether or not currently paying a dividend), convertible securities,
corporate and governmental obligations, real property, leaseholds, ground rents,
mortgages, junior mortgages and other interests in realty, notes and other evidences of
indebtedness or ownership (secured or unsecured), contracts, partnership or joint venture
interests, choses in action, and warrants, derivatives and other instruments entitling the
owner thereof to subscribe to or purchase any of the aforesaid. Investments pursuant
hereto may be made by the Trustee without any duty to refrain from making investments

which by any statute, rule of court or custom would not be considered appropriate
investments for a trustee or which are not productive of income and without any
limitation because of the size or nature of any investment, the size or nature of the
enterprise in which any investment is made, the lack or absence of certainty or regularity of
return on the investment or the volatile nature of the market value of any investment. A

substitute Trustee need not request approval from any governmental agency as to
the propriety of any investment in the Fund at the time it assumes its duties.
(2)
To retain, manage, operate, repair, develop, preserve, improve,
mortgage or lease for any period any real, personal or mixed property, either alone
or by joining with others, using other trust assets for any such purposes if deemed
advisable; to modify, extend, renew or otherwise adjust any or all of the provisions
of any such mortgage or lease, including the waiver of rentals; and to make
provisions for the amortization of the investment or in depreciation of the value of
such property as it may deem advisable.adopt and amend from time to time an
investment policy statement to guide the Trustee in making investment decisions with

PACKET PAGE 263

respect to Trust assets, and to serve as guidelines for any investment manager to which
discretionary investment authority is delegated by the Trustee.
(3)
To make, execute, acknowledge and deliver any and all deeds, leases,
assignments and instruments.
(4)
To borrow or raise money for the purposes of the Fund, including
the borrowing of money for the purpose of acquiring, improving, developing and
repairing real, personal or mixed property, or any interest therein and any other
property, and for the purpose of acquiring any property owned by the City to the
extent permitted by applicable law. For any sum so borrowed, the Trustee may
issue a promissory note as Trustee, and secure the repayment thereof by pledging,
mortgaging, or otherwise assigning all or any part of the Fund.(5) To sell or
otherwise dispose of, either by public or private sale, any property, real, personal or mixed,
at any time held by the Trustee, for such considerations, and on such terms and conditions
as to credit or otherwise as may be appropriate, and to make contracts and grant options

with respect to any such property, to bid for and become the purchaser of any
property so sold on behalf of the Fund at any public sale thereof, and to again sell
the same without liability for any resulting loss.
(65)
To exchange any property at any time held by the Trustee for other
property, and to pay and receive money to effect equality in price.
(76)
To vote in person or by proxy any stocks, bonds or other securities held by
the Trustee; to exercise any options appurtenant to any stock, bonds or other securities, or
to exercise any right to subscribe for additional stocks, bonds or other securities, and to
make any and all necessary payments therefore to join in, or to dissent from, and to oppose
the reorganization, recapitalization, consolidation, liquidation, sale or merger of
corporations or properties in which it may be interested as Trustee.
(87)
To compromise, compound and settle any debt or obligations and to agree
to reduce the rate of interest on, to extend or otherwise modify, or to foreclose upon
default, or otherwise enforce any such obligation.
(98)
To cause any investments from time to time held by it to be registered in,
or transferred into, its name as Trustee, or the name of a nominee, or to retain them
unregistered or in form permitting transferability by delivery, but the books and records of
the Trustee shall at all times show that all such investments are part of the FundTrust. The
Trustee is authorized to utilize the services of a securities clearing corporation such as The
Depository Trust Co. to the extent permitted by applicable law.
(109) To employ and enter into agreements with such counsel, accountants,
brokers, investment trustees, investment advisors, and other agents as may be directed by
the City, and to pay their reasonable expenses and compensation.
(1110) To retain any stocks or other property received as a result of the exercise
of any of the powers herein granted, whether or not investment in such stocks or other
property is authorized by Section 5.6(b)(1).
(1211) To organize and incorporate under the laws of any state the Trustee may
deem advisable one or more holding corporations for the purposes of acquiring and holding
title to any real or personal property which the Trustee is authorized to acquire under this
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Section 5.6, and to exercise with respect thereto any and all of the powers, functions and
duties set forth in this Section 5.6.
(1312) To retain any cash and keep unproductive of income, by deposits in a
bank, even if the balances in any such account exceed the deposit insurance limits in effect
from time to time, or otherwise any portion of the FundTrust as may be advisable, without
liability to pay interest on such cash balance or on cash in its hands pending investment or
distribution.
(1413) To the extent permitted by applicable law, to cause any or all assets of this
Fundthe Trust to be invested and reinvested in any proportion through the medium of any
combined, common or commingled trust fund or funds (such collective funds being
hereinafter referred to as the “Combined Funds”). In connection with the participation of
this Fundthe Trust in any of the Combined Funds, where required by law or the terms of
any such Combined Fund, the instrument establishing such Combined Fund is hereby
adopted and made a part of this Trust Agreement, to the extent such instrument does not
violate applicable law, and any assets of this Fundthe Trust invested in any of the
Combined Funds shall be subject to all the provisions thereof, as the same may be amended
from time to time.
(1514) To the extent permitted by applicable law, to cause any or all assets of this
Fundthe Trust to be commingled for investment purposes with the assets of other
employee benefit plans maintained by the City or an affiliated entity.
(1615) To hold and administer the FundTrust without distinction between
principal and income, and as a single trust fund without physical separation of any separate
funds or accounts provided by the Plan, except where the City clearly requires the
segregation of FundTrust assets.
(1716) To perform any and all other acts, which in the judgment of the Trustee,
are necessary or appropriate for the proper and advantageous administration, investment
and distribution of the FundTrust.
(c)
Each and all of the foregoing powers may be exercised without court order or other
legal formality. No one dealing with the Trustee need inquire concerning the validity or propriety
of anything that is done or need see to the application of any money paid or property transferred to
or upon the order of the Trustee.

3.7

5.7

Appointment of Investment Manager.

(a)
The CityTrustee reserves the right to retain the services of one or more persons or
firms as investment manager or managers for the management of (including the power to direct the
acquisition and disposition of) all or any part of the FundTrust, or to direct the Trustee on
investments for all or any part of the FundTrust, on a discretionary or non-discretionary basis.
Each such investment manager shall be registered as an investment advisor under the Investment
Advisors Act of 1940, a bank, or an insurance company qualified to manage, acquire or dispose of
trust assets under the laws of more than one State, and shall acknowledge in writing that he or it is a
fiduciary with respect to the Plan. If the City appoints one or more investment managers, the
City shall notifyIn the case of a discretionary arrangement, the Trustee in writing of such
appointment andshall direct the segregation of the portion of the FundTrust to be managed by
eachthe investment manager. The City shall also deliver to the Trustee (1) a copy of the
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agreement between the City and the investment manager (along with any subsequent
amendments thereto), and (2) the acknowledgment byTrustee shall obtain the written
acknowledgment of the investment manager that it is a fiduciary with respect to the Fund and the
Plan. The Trustee shall be fully protected in relying upon such documents until otherwise
notified in writing by the City. The Trustee shall not be a party to any agreement with an
investment manager, and the terms and conditions of appointment, authority and retention
of any investment manager shall be the sole responsibility of the City.Trust and the Plan.
(b)
With respect to any assets of the FundTrust for which an investment manager or
managers have been appointed with discretionary investment authority, and subject to the terms of
this Trust Agreement and the agreement between the investment manager or managers and the
CityTrustee, the investment manager or managers shall have the power, without prior consultation
with the Trustee, to manage, acquire or dispose of such assets, and to direct the Trustee with respect
to the acquisition, retention, disposition or management of such assets. However, the investment
manager or managers shall not have or retain the physical possession or indicia of ownership of any
such assets except to the extent such assets are invested and reinvested through the medium of any
combined, common or commingled trust fund or funds established by an investment manager. The

Trustee shall follow the directions of the investment manager or managers regarding such
assets, and shall not be liable for failing to take any action in the absence of directions from
the investment manager or managers. The Trustee shall not be liable for any act or
omission of an investment manager or managers, or be under any obligation to invest,
review or otherwise manage any assets of the Fund for which an investment manager or
managers have been appointed. Notwithstanding the foregoing, the Trustee shall not be
relieved of any liability imposed upon it by applicable law.
(c)
Direction of an investment manager or managers with discretionary investment
authority to the Trustee shall be in writing or may be made orally and confirmed in writing as soon
as practicable thereafter if allowed by the Trustee. Each investment manager shall furnish the
Trustee from time to time with the names and signatures of those persons who shall be authorized
to direct the Trustee on its behalf hereunder. The Trustee may assume that the appointment of

an investment manager or managers pursuant to this Section 5.7 shall continue in force
until receipt of written notice to the contrary is obtained from the Administrator.
Pending receipt of directions from an investment manager or managers, any
cash received by the Trustee from time to time may be retained by the Trustee in cash.
(e)
Each investment manager periodically shall furnish the City and the Trustee with
(d)

a summary report of the investment of all assets under its management. In making such report, the
investment manager shall not be liable for the accuracy of any information supplied to it by the
Trustee or the Commission. Unless agreed otherwise, as of the last day of each calendar quarter,
each investment manager shall determine the net worth of the assets under its management and
report such value to the City and the Trustee in writing. In determining such net worth, the
investment manager shall evaluate the assets under its management at their fair market value as of
such date and shall deduct all expenses chargeable to such investment to the extent permitted
hereunder. Such valuation shall be made in accordance with Section 4.3 hereof. The Trustee, in
preparing any report required under Article V which reflects the value of the FundTrust or an
investment medium as of the last day of a calendar quarter, may conclusively rely on the evaluation
furnished by such investment manager.
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(fe)
The Trustee is authorized and directed to pay from the FundTrust all fees, charges
and expenses incurred by an investment manager or managers in managing and maintaining the
assets of the FundTrust unless other arrangements for their payment are made by the City.
(gf)
The CityTrustee reserves the right to remove any investment manager or
managers appointed hereunder at any time by delivering written notice of such removal to the
investment manager or managers being removed and the Trustee. The Trustee shall be under

no duty or obligation to inquire into or question the propriety of any such removal by the
City. The Trustee shall not be deemed to have any responsibility to manage any asset upon
the removal of any investment manager or managers unless otherwise specified by the
City..
3.8

5.8

Liability of the Trustee.

(a)
The Trustee shall discharge its duties regarding the FundTrust with the care, skill,
prudence and diligence under the circumstances then prevailing that a prudent man acting in a like
capacity and familiar with such matters would use in the conduct of an enterprise of a like character
and with like aims. The Trustee shall diversify the investments of the assets of the FundTrust
which are subject to its discretion and control so as to minimize the risk of large losses, unless
under the circumstances it is clearly prudent not to do so. The Trustee shall perform its duties in
accordance with the Plan insofar as such Plan is consistent with the provisions of applicable law.
The Trustee shall be under no duty to defend or engage in any suit with respect to the FundTrust
unless the Trustee shall have first agreed in writing to do so and shall have been fully indemnified
to its satisfaction. The Trustee shall be fully protected in acting or omitting to act in accordance
with the proper direction of the City unless the Trustee knows that by such action or failure to act, it
would be committing or participating in a breach of fiduciary duty by such party. To the extent
permitted by applicable law, the Trustee shall not be responsible in any way for any action or
omission of the City with respect to its duties and obligations as set forth in this Trust Agreement.
To the extent not prohibited by applicable law, the Trustee shall also not be responsible for any
action or omission of any of its agents or with respect to reliance upon the advice of its counsel
(whether or not such counsel is also counsel to the City), provided that such agents or counsel were
prudently chosen by the Trustee and that the Trustee relied in good faith upon the action of such
agent or the advice of such counsel. The Trustee shall not be relieved from responsibility or
liability for any responsibility, obligation or duty imposed upon it under the Plan or under
applicable law. Nothing herein shall preclude the indemnification of the Trustee by the City nor
prevent the City or the Trustee from purchasing fiduciary liability insurance to protect the Trustee
against liability or losses occurring by reason of any act or omission of the Trustee, to the extent
that such insurance or indemnification is permissible under applicable law.
(b)
The Trustee is a party to this Trust Agreement solely for the purposes set forth in
this Trust Agreement and the Plan and to perform the acts set forth therein, and no obligation or
duty shall be expected or required of it except as expressly stated in the Plan or this Trust
Agreement.

3.9

5.9

Fees and Expenses.

(a)
Any Trustee who is receiving compensation from the City as a full-time employee
shall serve without compensation for his services hereunder, but he shall be reimbursed for any
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reasonable expenses incurred by him in the handling of the FundTrust. Any other Trustee shall be
entitled to receive such fees as may be mutually agreed upon in writing between the City and such
Trustee. If and to the extent the City does not pay such fees, they shall be paid from the FundTrust.
(b)
The Trustee shall be entitled to reimbursement from the Fund Trust for its actual
out-of-pocket expenses incurred in the performance of its duties hereunder, but no overhead
expenses shall be included in the term “out-of-pocket” expenses. All fees, including those of the
Trustee, expenses incurred by the Trustee in the performance of its duties hereunder, and all other
proper charges and disbursements of the Trustee shall be paid from the FundTrust unless paid by
the City. All taxes of any and all kinds whatsoever that may be levied or assessed under existing or
future laws upon or in respect to the Fund Trust or the income thereof shall be paid from the
FundTrust.

3.10

5.10

Freedom From Liability as to Validity of Agreement and Validity, etc. of
Contracts.

Anything herein contained to the contrary notwithstanding, the Trustee shall not have any
responsibility for the validity of this Trust Agreement, or for the inability to obtain any insurance
contract or for the form, genuineness, validity, collectability, sufficiency or effect of any insurance
contract at any time purchased by it, for the act of any person or persons which may render any such
insurance contract null and void, or for the failure of any insurer to pay the proceeds and benefits of
such insurance contract as and when the same shall become due and payable, or for any delay
occasioned by reason of any restriction or provision contained in any such contract, or if for any
reason whatsoever, any benefits payable under any contract shall become uncollectible.
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ARTICLE VI
APPOINTMENT, RESIGNATION OR REMOVAL OF TRUSTEE
6.1

Appointment of a Trustee.

Subject to its right of removal as set forth in Section 6.3, the City hereby appoints
the members of the City of Rockville Retirement Board to serve as Trustee of the City of
Rockville Retiree Benefit Trust. The City, may, however, from time to time, appoint one
or more other individuals to serve as Trustee hereunder. Such individuals shall
acknowledge their appointment in writing.
6.2

Resignation of a Trustee.

Any Trustee may resign from serving as such at any time by giving the City written
notice of such resignation.
6.3

Removal of a Trustee.

Any Trustee may be removed by the City. Notice of said removal shall be in
writing, and shall be either mailed or delivered by hand to the Trustee and City. An
individual Trustee who ceases to be a member of the Retirement Board shall automatically
be removed as a Trustee hereunder as of the effective date of his cessation of membership
on such Retirement Board.
6.4

Effective Date of Resignation or Removal.

Resignation or removal of a Trustee shall take effect on the date specified in the
notice of resignation or removal, but the date thus specified shall not be less than 60 days
following the date of mailing or delivery of such notice unless otherwise agreed by the
parties.
6.5

Effect of Removal or Resignation: Appointment of Successor.

(a)
In no event shall the resignation or removal of a Trustee terminate this Trust
Agreement. If there are one or more individual Trustees, upon the removal of less than all
of the Trustees, the remaining Trustees shall continue to serve hereunder. Upon the
resignation or removal of the Trustee or all of the Trustees, the City shall have the duty
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forthwith of appointing a successor Trustee to carry out the terms of this Trust Agreement.
Notice in writing of such appointment of successor Trustee shall be given to the Trustee
resigning or being removed by the City.
(b)
In the event of the resignation or removal of the Trustee, and upon the
appointment of a successor Trustee and the acceptance of such successor Trustee, the
Trustee shall turn over to its successor Trustee the entire Fund.
(c)
All records or books of account pertaining to the Fund which are in the
possession of the Trustee shall be turned over to the successor Trustee provided that the
Trustee shall be given a reasonable time, not to exceed 60 days, to complete its accounting
before making such turnover.
3.11

City of Rockville Retirement Board Members.

(d)
Any successor Trustee shall have the same powers and duties as those
herein conferred upon the Trustee. Any successor Trustee may be removed or may resign
in the same manner, and, in the event of such removal or resignation of a successor Trustee,
the same steps shall follow as on the removal of the Trustee.Each member of the City of
Rockville Retirement Board, as serving from time to time, shall serve as a Trustee of the City of
Rockville Retiree Benefit Trust. When an individual ceases to serve as a member of the City of
Rockville Retirement Board, he or she shall also cease to serve as a Trustee of the City of Rockville
Retiree Benefit Trust. As such, the provisions of the City of Rockville Pension Plan relating to the
composition of the Retirement Board, as amended from time to time, shall apply for purposes of
determining the composition of the individuals serving as Trustee hereunder.

(e)
When the assets of the Fund shall have been transferred and delivered to the
successor Trustee and the accounts of the Trustee shall have been settled in accordance
with Section 51(c) hereof, the Trustee shall be forever released and discharged from all
further accountability, responsibility and liability to anyone for the Fund assets and shall
not be responsible in any way for the further disposition of the Fund.
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ARTICLE VII
CONTINUANCE AND TERMINATION OF TRUST AGREEMENT
3.12

7.1

Term of Trust Agreement.

Although the City expects the FundTrust to be maintained for an indefinite time, the City
may terminate this Trust Agreement. The City may terminate the Trust Agreement by delivering
written notice to the Trustee at least 60 days prior to the effective date of the termination
3.13

7.2

Effect of Termination.

Upon the termination of this Trust Agreement, the FundTrust shall be allocated and
distributed as provided by the City., subject to Section 7.3.
3.14

7.3

Exclusive Benefit; Reversion Upon Plan Termination.

(a)
It is expressly agreed and understood that all contributions made to the FundTrust
are irrevocable and that the FundTrust shall be used for the exclusive benefit of Participants and
beneficiaries, including the payment of Plan benefits and reasonable administrative expenses, and
Trust assets shall not be available to creditors of the City or Participants and beneficiaries.
However, notwithstanding the foregoing or any contrary provision of the Trust Agreement, if the
Plan terminates, and assets remain in the FundTrust after payment of all Plan benefits and
reasonable administrative expenses, then the assets remaining in the FundTrust shall revert to the
City, provided such reversion does not jeopardize the FundTrust's status as a "trust or equivalent
arrangement" as required by GASB 45.74 and 75. If such reversion is not possible, then payment
shall be made as authorized under applicable law., and in a manner consistent with GASB 74 and
75.
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ARTICLE VIII
AMENDMENTS
3.15

8.1

Amendments.

This Trust Agreement may be amended by the City, in which event written notice of
amendment shall be given by the City to the Trustee, but no amendment to this Trust Agreement
may be made which increases the duties of the Trustee without its consent. No amendment to this
Trust Agreement may be made that would divert any part of the FundTrust for any purpose other
than for the exclusive benefit of the Participants. However, such amendments may be made as
necessary in order to maintain the tax-exempt status of the FundTrust or in order for all provisions
of the Trust to conform to requirements of applicable federal, state and local laws.
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ARTICLE IX
ARTICLE IV
MISCELLANEOUS
4.1

9.1

Reliance.

The parties hereto shall be protected in acting upon any notice, resolution, request, consent,
order, certificate, report, opinion, statement or other document which they reasonably believed to
be genuine and to have been signed by the proper party or parties or by a person or persons
authorized to act on its behalf.

4.2

9.2

Persons Dealing with the Trustee.

(a)
No person dealing with the Trustee shall be under any obligation to inquire into the
validity, expediency or propriety of any action by the Trustee or of any exercise by it of any of the
powers conferred upon it by this Trust Agreement. The execution by the Trustee of any instrument,
document or paper in connection with the exercise of any of the powers enumerated herein shall, of
itself, be conclusive evidence to all persons of the authority of the Trustee to execute the same and
to exercise the powers incident thereto.
(b)
The signature of (i) a majority of the individual Trusteesindividuals serving as
Trustee, (ii) the individual serving as Chair of the Trustee, or (iii) the City Manager (acting in his or
her capacity as a Trustee), or (iv) an individual acting on behalf of the Trustee pursuant to a written
delegation of authority executed by the Trustee, shall suffice on any written instrument, document
or notice to be executed by the Trustee under this Trust Agreement.

4.3

9.3

Advice of City, Counsel, Etc.

(a)
If at any time or times the Trustee is in doubt as to the course which it should
follow in any matter relating to the administration of this Trust Agreement, it may request the City
to advise it with respect thereto, and it shall be protected in relying upon the advice or direction
which may be given it by the City, in writing, in response to such request.
(b)
In the event the Trustee has any reasonable doubt at any time as to its rights or
obligations hereunder, or in the event of any dispute arising under the terms of this Trust
Agreement or the Plan, in which dispute the City, any participant, any beneficiary or any person
claiming an interest in the FundTrust is involved, the Trustee shall have the right to consult with
legal counsel (including counsel for the City) and to obtain other professional assistance such as,
for example, accountants or actuaries, to assist it in resolving such doubts, or to advise it with
respect to the meaning or construction of this Trust Agreement, or its obligations, powers or duties
hereunder, or to advise it or represent it with respect to any action or proceeding or any question,
and it shall be fully protected with respect to any action taken by it or omitted by it in good faith
pursuant to the advice of such counsel or other such professional advisors. The fees and expenses
of such counsel or such professional advisors shall be paid from the FundTrust, unless paid by the
City.
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4.4

9.4

Notices.

Any action by the City pursuant to any of the provisions of the Plan or this
Trust Agreement shall be evidenced by a resolution certified to the Trustee over the
signature of the City Council’s Secretary, and the Trustee shall be fully protected in acting
in accordance with such resolution so certified to it. All orders, requests, directions and
(a)

instructions of the City to the Trustee shall be in writing, signed by the Chair or Secretary of the
City Council or by any agent of the City duly authorized to act on its behalf. Unless it knows that
the direction constitutes a breach of the City’s duties or responsibilities under the Plan, the Trustee
shall act and shall be fully protected in acting in accordance with such orders, requests, directions
and instructions. In the absence of knowledge that the direction constitutes such a breach, the
Trustee shall be entitled to rely conclusively on such direction, and shall have no further duty to
make any investigation or inquiry before acting upon any such direction of the City. The Trustee
shall not be liable to anyone for the inaction, action, mistaken action or other errors of the City in
directing the Trustee. Any notice otherwise required under the Trust Agreement may be waived by
mutual agreement of the Trustee and the City.
(b)
Notwithstanding anything contained herein to the contrary, the City and the
Trustee from time to time may establish uniform procedures whereby with respect to any or all
instances herein where a writing is required, including but not limited to any required written
notice, election, consent, authorization, instruction, direction, designation or request,
communication may be made by any other agreed upon means, including by paperless
communication, and such alternative communication shall be deemed to constitute a writing to the
extent permitted by applicable law, provided that such alternative communication is carried out in
accordance with such procedures in effect at such time.
(c)
The Chief Financial Officer/Director of Finance (or his designee, as
communicated to the Trustee in writing) is authorized to act on behalf of the City in connection
with this Trust Agreement. The Trustee may assume at all times that such person or persons
continue to have authority to act on behalf of the City, unless it has received written notice from the
City to the contrary or has actual knowledge to the contrary.
4.5

9.5

Judicial Accounting.

Nothing contained in this Trust Agreement shall be construed as depriving the Trustee of
the right to have a judicial settlement of its accounts. Upon any proceeding by the Trustee for a
judicial settlement of its accounts or for instructions, the only necessary party thereto in addition to
the Trustee shall be the City. If the Trustee’s statement or account proves accurate, the costs of
such proceedings, including any reasonable counsel fee incurred by the Trustee, shall be paid from
the FundTrust.
4.6

9.6

No Bond or Security Required.

The Trustee shall not be required to give any bond or other security for the faithful
performance of its duties hereunder, unless otherwise required by law.
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4.7

9.7

Law and Interpretation.

This Trust Agreement is made in the State of Maryland and shall be construed in
accordance with the laws thereof, other than the choice of law provisions thereof. It is intended that
thisthe Trust Fund be exempt from federal income taxation under Section 115 of the Code, and
comply with GASB 45,74 and 75, and it shall be construed accordingly.
4.8

9.8

Invalidity.

In the event any provision of this Trust Agreement shall be held illegal or invalid for any
reason, said illegality or invalidity shall not affect the remaining provisions hereof, and this Trust
Agreement shall thereafter be construed and enforced as if said illegal or invalid provisions had
never been included herein.
4.9

9.9

Copies.

This Trust Agreement may be executed in any number of counterparts, each of which shall
be deemed to be an original.

IN WITNESS WHEREOF, the parties hereto have caused this Trust Agreement to be
executed effective as of AprilMarch 1, 2009.2019.

CITY OF ROCKVILLE
By: _______________________________
Bridgett Donnell Newton, Mayor

Print Name: _________________________

Date: _______________________________

TRUSTEE

TRUSTEE
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___________________________________
John Rodgers, Chair
Date: _______________________________

___________________________________
Print Name: _________________________
Date: _______________________________TRUSTEE
___________________________________
Stan Seemann
Date: _______________________________

TRUSTEE
___________________________________
Print Name: _________________________
Date: _______________________________
TRUSTEE

TRUSTEE
___________________________________
Derrick Pierson
Date: _______________________________

___________________________________
Print Name: _________________________
Date: _______________________________

TRUSTEE
___________________________________
Sgt. Chris Peck
Date: _______________________________
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TRUSTEE

___________________________________

Print Name: _________________________
Susan Straus

Date: _______________________________

TRUSTEE
___________________________________
Print Name: _________________________
Date: _______________________________
TRUSTEE

TRUSTEE
___________________________________
Mark Pierzchala
Date: _______________________________

___________________________________
Print Name: _________________________
Date: _______________________________
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TRUSTEE
___________________________________
Robert DiSpirito

Print Name: _________________________
Date: _______________________________
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RETIREMENT BOARD MEETING
MARCH 30, 2019

AGENDA ITEM VI

FUTURE AGENDAS
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MEMORANDUM
March 1, 2019
TO:

Retirement Board

FROM:

Gavin Cohen, Executive Secretary

SUBJECT:

Future Agendas

Recommendation
Staff recommends that the Board discuss and provide direction on our upcoming meeting
agenda.
Background and Discussion
Below is a list of potential topics for Board discussion.
RFP 43# 18 Interview Dates
Investment Policy Statement – Retiree Benefit Trust
US Small Cap Core Equity Fund Search
Benefit Index – Funds held with Principal Financial Group

NEXT MEETING DATE: FRIDAY MAY 10, 2019

