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Executive Summary

Few issues are as emotional or important for the fiscal health and
performance of Ventura City government as the policies guiding employee
compensation. As a full-service city government, the City provides a range
of vital services to every resident and business. Most of those are directly
provided by City employees which translates into nearly 70% of the cost of
government paying for the staff who deliver those services. These
professionals provide either direct front-line service to the public (such as
police officers, building inspectors and wastewater treatment operators) or
perform critical support services (such as accountants, computer specialists
and vehicle mechanics.)

Compared to other public employees in similar jobs in our area, Ventura
employees are generally paid at or below the average. Yet they generally
produce outstanding results in comparison to other agencies. What
concerns many citizens, however, is the perception that public agencies
provide higher pay, greater job security and more generous benefits and
pensions than those working in the private and non-profit sectors. Faced
with deep budget cuts, they question whether Ventura can afford to continue
to try to match the pay and benefits currently offered by comparable public
agencies. Here are some key facts:

e Perceptions aside, Ventura city employees’ salaries have
generally tracked with the overall private sector labor market.
During the period 2001-2008, average salaries and wages rose
an average 4.37% annually compared to the overall regional labor
market increase of 4.29%.

e Pension plans for Ventura employees are in line with those
offered by other public agencies in California. = While the 2008
commitment to provide Ventura firefighters a 3% @55 formula was
locally controversial, 93% of firefighters statewide are already
covered by a formula equal to or greater than that. The Ventura
Police formula of 3 @50 covers more than 81% of public safety
employees statewide. All remaining Ventura employee pensions
are calculated using the 2@55 standard. Statewide 96% of
general employees work under a formula equal or greater than
that — 62% have a higher benefit formula.

e Ventura does not offer post-retirement medical benefits. A State
of California compensation study showed these costly benefits
are provided by 86% of the cities they surveyed.



e The most pressing issue is the rising cost of public pensions
generally. Riding the dot.com and stock market booms of the last
fifteen years provided a windfall for public agencies and enabled
CalPERS (the State plan covering most public employees in
California) to offer enhanced pension formulas. CalPERS
projects that by 2016, total pension contributions will rise to 30%
of salary for general employees and 46% for public safety
employees.

e While such costs do not appear to be sustainable, these pension
formulas are “vested” for all existing employees. Reducing the
adverse impact on public services will require greater cost sharing
with employees, the introduction of a lower tier for new hires
and/or the replacement of current plans through negotiation with
current employees.

The Task Force, made up of Councilmembers, knowledgeable citizens and
City employees, took a hard look at these realities and challenges. The
Task Force did not come to conclusions or make recommendations.
Instead, this report outlines some agreed on facts and lays out differing
perspectives and alternatives for the City Council and community to
consider going forward.

While not coming to agreement on new recommendations, the Task Force
unanimously affirmed the Council’s current Compensation Policies. This
reflected recognition that in recent years the Council has clearly adopted
new efforts to keep public pay and benefits more closely in line with the
private and non-profit sector labor markets. For example, the Policies state:

The City’s practice is to compensate staff in accordance with the City’s
financial condition. The City will seek to keep staffing levels and
compensation at levels that can be sustained within fiscally prudent
projections of revenue capacity and adequate operating contingency
reserves. To ensure that the labor pool is broadened to allow Ventura to
compete despite the high cost of living and housing in the area, job
postings and recruitment efforts will be broadened to encourage
applicants from the non-profit and private sectors to apply and receive
serious consideration based on talent and potential to effectively perform
essential job functions rather than be evaluated primarily on skills and
experience that are solely acquired in local government employment.

While generally affirming the City’s approach to regular pay and benefit, the
Task Force spent considerable time on the growing concerns over the costs
of CalPERS pensions.



This again is not unique to Ventura. There is growing national concern
about the ability of the national economy and local tax bases to meet the
growing pension obligations taken on by the public sector. The exceptional
investment performance of CalPERS over the previous thirty years led to
higher pension formulas that may not be sustainable over the next thirty
years. Ventura must face this looming challenge.

Opinions diverge on the gravity and urgency of the challenge — and what
steps Ventura should take to address it. However, given the faltering
performance returns of CalPERS in recent years due to the international
economic crisis, the projections of CalPERS and independent analysts point
to steadily rising pension costs. This will force ever more difficult choices
about our ability to deliver quality services to the community.

What is also clear, however, is that the pension commitments made to
current employees cannot be unilaterally altered or reduced. That provides
few short-term alternatives to rising pension costs. Savings from any new
approach to pensions will only come from newly hired future employees — at
a time when local government is shrinking and there are very few new hires.
There is opportunity for employees to help pay for the rising costs of
pension commitments — but that can only be done through collective
bargaining for the vast majority of Ventura employees who are represented
by unions.

The Task Force hopes and believes that the Council and the community
would benefit from a much fuller understanding of the facts and
perspectives on employee compensation. Additional study and analysis are
required. Emotion and exaggeration stand in the way of sensible solutions.
We hope our report begins to provide needed background for future policy
and decision-making.

Introduction

If there was a general consensus of the Task Force, it was that City of
Ventura employees are hard working, dedicated and doing a tremendous
job despite shrinking resources. While the public may complain about
abuses in the government sector in general, Ventura’s employees are not
overpaid compared to other public agencies. While current pension benefits
differ from those generally offered in the private sector, they are in line with
those offered statewide by public agencies and have not been subject to the
abuses reported elsewhere. The issues addressed about employees
manipulating an “enhanced salary base” simply do not exist in Ventura.
Furthermore, Ventura’s pension systems do not have health insurance as a
component, which has been perceived as a problem for other agencies.



The City Council directed the Task Force to review the City’s policies for
establishing competitive and sustainable salary and benefits, particularly
retirement benefits. The Task Force focused on exploring facts and
differing perspectives on these issues. The Task Force did not look at
specific salaries and benefits or how to calculate what those benefits cost.
That is the job of the City Council.

This report is NOT a result of negotiations with City unions. While all of the

City unions are represented on the Task Force, there has been no attempt
to have any of them set positions that would bind them in negotiations.

Background

Enduring the most severe economic reckoning since the Great Depression,
the City of Ventura faces stark choices. We are not alone — the State of
California faces a seemingly insoluble fiscal deficit, which it has repeatedly
sought to lessen by diverting funds from local government. Virtually every
city, county and school district in California has had to tighten its belt. Many
cities, large and small, have confronted wrenching crises -- sparking deep
cutbacks, union concessions and even, in the case of Vallejo, resort to
bankruptcy courts.

Rather than drift into such dire straits, since March 2008, the City of Ventura
has been pro-active in pursuit of “living within our means.” At that time, we
first undertook immediate cost-cutting strategies. In the fall of 2008, the City
Council adopted a set of Operating Principles (attached) that guided a
fundamental overhaul of our budget. Using our “Budgeting for Outcomes”
process, General Fund expenses were reduced for Fiscal Year 2009/10
General Fund budget by $11 million (from $96 to $85 million.)
Subsequently, the City Manager and Chief Financial Officer have identified
the need to reduce spending by another $4 million, primarily due to steeper
revenue declines.

In the year ahead, revenue projections do not offer prospect of
improvement. Jay Panzica, the City’s Chief Financial Officer, has made us
aware of the fact that our sources of revenue are continuing to decline, with
the latest forecast predicting General Fund revenue of just under $81 million
for the next two years. This is going to require further hard choices that
include further reduction of services; continuation of the voluntary reductions
in pay taken by all city employees; and/or reinventing services to reduce
costs.

Because nearly two-thirds of our General Fund expenses go for the
personnel costs of delivering services, the City Council clearly identified the
importance of re-examining our staffing levels and compensation costs.
The City Manager proposed and achieved a reduction in payroll costs of at



least 5% over the 15 months that included the final quarter of FY 2008/9
and the entire FY 2009/10 budget year. This was supported by the City’s
eight union bargaining units and is currently in effect.

Forty jobs were eliminated (out of approximately 650) in this year’'s budget
and another 40 have been left vacant to hold down costs this year. The City
has significantly fewer employees today than it did twenty years ago, when
Ventura had both a smaller population and far fewer State and Federal
mandated responsibilities, such as storm water clean up and compliance
with the Americans With Disabilities Act.

In July 2009, the Council voted to set up a Compensation Policies Task
Force to “collaboratively address the challenge of maintaining both
sustainable and competitive wages in difficult times.” The Task Force
mission from the City Council covered three specific issues and challenges:

e Re-examining how to determine “competitive” compensation
levels

e Reducing the rising cost of retiree pensions

e Seeking a feasible method for adjusting compensation during
recessions

The Task Force, made up of public members, City Council members and
the City’s union and non-union employee representatives began meeting
September 8 and held public meetings through March 16" of this year.

Not surprisingly, the Task Force began with expressions of widely diverging
viewpoints, reflecting our community’s diversity. Some from the Council and
public members started from the perspective that public employee
compensation has outpaced pay and benefits in the private sector and must
be scaled back, particularly in the area of pensions. The employee
representatives questioned these assumptions and noted that Ventura has
consistently lagged other public agencies in compensation. It was important
to undertake a full-scale review of the key issues of compensation and
pension plans to better understand the “problems” before turning to
solutions.

Compensation: Re-Examining “Competitive” Formulas

The issue of compensation is an emotional one, particularly in this economic
downturn.  Wall Street bonuses and CEO salaries have dominated
headlines. Public employee compensation has also been a focus of
renewed attention, particularly here in California, given the State’s fiscal
situation and the widely publicized problems of several local governments.



Public attitudes toward public employees color any thoughtful examination
of the City’s compensation policies.

In the wake of a maijor fire, “Thank you firefighters!” hand-lettered signs and
spray-painted sheets proliferate on our hillsides. While code enforcement
inspectors and motorcycle cops may not be beloved, there is recognition by
many that public employees fulfill important jobs serving our communities.
But in these times of deep economic distress, the relative security and pay
policies of the public sector provoke fierce resentment against virtually any
public sector employees and especially the unions that represent them.

It is often difficult to distinguish the situation in Ventura from the much larger

debate over government going on in our State and nation. But it is
important to separate reality from perception.

Fact-finding

To put the compensation issue in perspective in the City of Ventura, the
Task Force embarked on fact-finding about the City’s pay, benefits and
pensions. Here are some of the key findings:

1. Pay and benefits: Relative to comparable cities (both nearby and
cities of similar size throughout California), pay, benefits and
pensions for the City of Ventura tend to be average to below
average. This is true across the board. In fact, although the City’s
current compensation policies seek generally an “average”
compensation package relative to comparable cities, pay, benefits
and pensions usually lag other agencies.

2. Medical benefits: Unlike most public and many private employers, the
City of Ventura has not significantly raised its contribution to
employee medical benefits despite significant annual premium
increases. The City’s contribution toward employees’ health benefits
varies by bargaining unit. On average the monthly City contribution
is only $638. Family coverage for our two lowest cost HMO options
start at $935 a month. Preferred provider plans average 50-90%
higher than the HMO options. In no instance can an employee
currently cover himself or herself and another dependent or a full
family with the City’s contribution towards health benefits.

3. Post-retirement medical benefits: This is one of the fastest growing
liabilities facing government agencies in California. The City of
Ventura does not and never has offered post-retirement employee
health care coverage. According to a massive study done by a
commission set up by Governor Schwarzenegger, these benefits are
offered by 86% of the cities they surveyed.



4. Private sector comparison: There are no strict “apples to apples”
comparisons between City of Ventura compensation levels and the
larger workforce. As a rough guide for the last decade, the regional
labor market of all occupations rose 4.29% annually from 2001-2008.
The average change in wages for various City of Ventura employee
units during the same period was as follows:

Regional Labor Market 4.29%

Police 5.06%
Fire 4.19%
SEIU 4.07%
Unrepresented 3.59%

IAVG all City employees: 4.37%

AVG all City employees: |

Unrep: |

SEU |

Fire |

Police

Regional Labor Market |
\ \

0.00% 1.00% 2.00% 3.00% 4.00% 5.00% 6.00%

5. Retention and attraction: The City of Ventura strives to provide an
excellent level of services to the community. Although not the only
factors, competitive salaries and benefits are major factors in
attracting and retaining high quality staff. This is particularly
important in those jobs where specific qualifications or credentials are
legally required.

6. Turn-over rates: Employee loss to other jobs (or retirement) from
Ventura have generally tracked with the economy, rising significantly
prior to the current recession and falling in the current labor market
(see Table A.)




Table A

FY 03-04 6.55%
FY 04-05 11.84%
FY 05-06 12.41%
FY 06-07 8.52%
FY 07-08 6.39%
FY 08-09 7.99%
FY 09-10 (to date) 4.42%

City of Ventura Turnover Data

0.14

0.12 —
0.1

0.08 —
O Seriest

0.06

0.04
0.02

Table A City of FY03-04 FY04-05 FY05-06 FY06-07 FY07-08 FY08-09 FY09-10(to
Ventura date)

Turnover
Data

These and other facts do not, however, conclusively address the question of
what is the labor market for Ventura city employees. Our current
Compensation Policies stress the need to be “fiscally prudent”:

e The City’s practice is to compensate staff in accordance with the
City’s financial condition. The City will seek to keep staffing levels
and compensation at levels that can be sustained within fiscally
prudent projections of revenue capacity and adequate operating
contingency reserves.

Given the magnitude of reductions in ongoing city revenues, the City
Council faces hard choices about how to balance service and staff
reductions against adjustments in current compensation. The current labor
market is characterized by levels of unemployment and underemployment
that are unprecedented in the lives of current workers. How long this will
persist in unknown and unknowable, but mainstream economists forecast
an extended period of weak demand for labor. Concerns about retention
are upended in this situation: far fewer workers will be tempted to leave
current jobs and far fewer jobs will be available. Although Ventura city
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unions cooperated in agreeing to 5% or greater temporary reduction in
compensation, their willingness to accept ongoing reductions is open to
question — and collective bargaining. Pay cuts obviously affect morale and
are a threat to long-term competitiveness. Yet the availability of lower cost
labor through new hires; contracting out; or non-regular employees will call
into question the cost-effectiveness of our current compensation levels.

Part of the answer may lie in looking more broadly at retention and
employee satisfaction considerations beyond compensation. Our current
Compensation Guidelines (which is included in this Report as Attachment
One) already stress this:

e The City’s compensation program should ensure that the City has
the ability to compete for the highest quality of talents and skills
available, recognizing that our strongest competitive advantages
will not be the highest pay, but rather a combination of
competitive compensation, fiscal stability, training opportunities,
an empowered and positive work environment, career growth
potential and high morale based on our core values and ethical
principles.

An additional important consideration is that Ventura is a desirable place to
live and work.

City Manager Rick Cole provided the Task Force a comprehensive overview
of an organizational vision that builds on the city’s “People Strategy” that
was developed when turn-over was undermining our ability to retain
outstanding performers. Although the labor market has changed, he
warned that “We cannot decouple ourselves from a competitive marketplace
— but we can distinguish ourselves within it.” He cited such hallmarks of “an
empowered and positive work environment” as pride in work, opportunity to
make a difference, family-friendly workplace, flexibility and innovation.

The Task Force members supported strengthening Ventura’s attractiveness
as an “employer of choice” based on a positive culture beyond financial
rewards. Patagonia, one of Ventura’s largest private employers, is often
cited as an example of a great place to work, based on its distinctive work
environment. Translating this to the public sector would build on the City’s
existing efforts to encourage wellness, offer flex time schedules, promote
career development and other “People Strategy” elements. More than a
laundry list of specifics, however, the City, from its citizens, to its staff, to the
Council, would establish a mentality of nurturing and developing its
employees.. It was acknowledged that such a strategic and comprehensive
effort would take planning, time, sensitivity, and concentration with a focus
on building a superior reputation of the City of Ventura being a great place
to work without reference to compensation.
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Task Force Perspectives on Re-Examining
“Competitive” Formulas

Some on the Task Force believe that the City, and ultimately government at
all levels, must follow the lead of private industry and promote a far more
fluid approach to “competitive compensation” based on what talent is
available in the labor market at any given time.

Others on the Task Force believe that this underestimates the importance of
skills, qualifications and credentials possessed in many specialized jobs in
local government and undermines the stability and morale of an
organization built around long-term retention of staff.

Ultimately, the members of the Task Force voted unanimously for retaining
the City’s current compensation policy, including the overall goal of
attracting a quality work force through “a combination of competitive
compensation, fiscal stability, training opportunities, an empowered and
positive work environment, career growth potential and high morale based
on our core values and ethical principles.” To implement the broad intent of
those policies to look beyond purely monetary formulas the Council should
direct staff to collect and analyze data that would, to the extent feasible, give
better measurements of the consequences of the decisions made under
those guidelines. For example, the Council may want staff to collect
concrete data that shows how Ventura compares to its listed Labor Markets
on issues in addition to overall compensation and benefits such as retention
over periods of time, ability to attract lateral hires.

Pensions: Protecting Existing Obligations
and Reducing Long Term Costs

For nearly 80 years, California State and local governments have offered
“‘defined benefit” retirement plans to their employees, which provide a
guaranteed annual pension based upon retirement age, years of service
and the retiree’s salary level. But public focus has recently centered on
these pensions due to a convergence of the downturn in the economy;
enhancements to those plans in recent years; longer life spans; and the
near disappearance of such “defined benefit” pensions from private sector
employment.

Retirement benefits for Ventura city employees are offered through the
California Public Employees’ Retirement System (CalPERS) which holds
more than $200 billion in assets. Currently, 4.1 million Californians — 11
percent of the population — participate in one of the public employee
pension systems, including around one million who currently receive benefit
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payments. Most of these are part of either CalPERS or the State Teachers’
Retirement System (STRS.) The plans offered by these huge agencies
generally provide an annual cost-of-living adjustment to maintain purchasing
power over time.

Ventura’s provides retirement benefits under three formulas: 3% at 50 for
sworn police personnel; 2% at 50 for Firefighters (scheduled to go to 3% at
55 on July 1, 2010) and 2% at 55 for all other full-time employees. This
allows a police officer to retire at the maximum benefit of 90% of their pay
(defined by the single highest one-year of earnings, not including overtime)
after age 50 if they have at least 30 years of service. Firefighters also have
a maximum initial pension of 90% of their highest year of earnings, but
would have to work until after age 55 to achieve it with at least 30 years of
service. Other staff reaching at least 30 years of service at age 55 could
retire with 60% of their highest year of earnings.

How does Ventura’s formulas compare to other public agencies? Of those
covered by CalPERS, 81% of statewide public safety employees are
covered by the same formula as Ventura’s Police. For our firefighters, 99%
of statewide public safety employees have an equal or higher formula than
the current one offered by Ventura and 93% are covered by a formula equal
to or better than the enhancement scheduled for July 1. Of non-safety
employees covered by CalPERS, 96% of statewide general employees are
covered by the 2 @ 55% formula or higher (62% are covered by higher
formulas.) Itis important to note several facts regarding these plans:

1. PERS Employer contribution rates: Ventura currently
contributes 9.266% of salary for Miscellaneous employees and
29.306% for Safety employees. Rates will increase in FY
10/11 to 10.309% for Misc. and decrease to 28.721% for
Safety. Excluding any changes in benefits, rates will increase
in FY 11/12 to 12.0% for Misc. and 31.0% for Safety.

2. Pension costs: While future contributions to employee
pensions are currently high and rising, over time these rates
have varied greatly. (Ventura’s history of pension contribution
rates is attached.) In retrospect, when contribution rates were
low, it would have been more prudent for cities to have
anticipated higher rates and put aside operating reserves
accordingly.

3. City bears cost: Ventura, as with most cities, also pays the
employees’ share of the Defined Benefit Contribution Program
costs (except for Fire Management staff who pay their own
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share.) This came as a negotiated benefit in lieu of salary
increases.

. Rates torise: It is anticipated that PERS Employer contribution
rates will continue to increase over the next three years with a
leveling off of rates going forward from there.

. Ventura employees not covered by Social Security: As public
pensions traditionally have been an alternative for retirement
security, neither the City nor its employees participate and pay
into the Social Security system.

. Firefighter pensions: Ventura's current firefighter pension
formula remains below that of every single other department
our size or larger in the entire State of California. Moving from
the 2% @ 50 to 3% @ 55 formula for Ventura firefighters was
originally ratified by a 4-3 Council vote in August 2008.
Implementation was originally scheduled for July 2009, but as
part of the budget-balancing concessions made by all unions
and unrepresented staff, this was postponed another year,
until July 2010. The first-year cost of this change was to be
5.2 per cent of salary or $573,000.

. Average pensions: While public attention has been focused on
long-time managers retiring with six figure pensions, the
average current pension of Ventura is for all of Ventura's
police and fire retirees is $38,131 a year. The average civilian
pension is $14,391. This number, however, will continue to
rise as future retirees end their service at higher salaries and
in some cases with retirement benefits calculated at higher
multiples than those already retired.

. Pension liability: CalPERS holds more than $312 million in
assets to cover the City of Ventura’s future pension liabilities.
The total liabilities are estimated at approximately $48 million
more.

. Defined Benefit vs. Defined Contribution Retirement Options:
Defined Benefit programs are becoming increasingly less
sustainable and are an issue of statewide concern and reform
effort. Defined Benefit Retirement Programs require the
employer to assume all risk. Defined Contribution Retirement
Programs are not necessarily less beneficial for the employee,
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however under Defined Contribution Retirement programs it is
the employee who bears the risk on the ultimate value of the
retirement benefit. This risk can be mitigated by annuities that
guarantee a base return on the money invested.

Over the years, local and State government retirement costs have risen and
fallen based on two principal factors: (1) the investment returns of the
various systems; and (2) the level of benefit payments provided to
employees.

Over decades, CalPERS has justified its 7.75% future earnings
assumptions. But this robust return is based on a long boom in the United
States economy, riding out recessions and coming back stronger.
Currently, both CalPERS and the State teacher pension system CalSTRS
are re-examining that assumption and may revise it downward later this
year. The last two stock market booms have been characterized as bubbles.
The explosive growth of the “dot.com” bubble so inflated CalPERS returns
that in the year 2000, the employer contribution rate for pensions dropped to
0%.

As that boom was peaking in 1999, the California Legislature enacted
dramatic benefit enhancement options for State and local employers.
These enhanced plans spread rapidly, quite often by way of the collective
bargaining process, typically to retain employees and at times, at a shared
cost with the employees. When the retirement systems suffered serious
investment losses in the early part of this decade, these losses combined
with the benefit enhancements to cause dramatic increases in employer
contribution rates.

These losses led to calls for pension reform at the time, but those concerns
were muted by the recovery of markets and a return to robust CalPERS
investment earnings. But the stock market crash in 2008 wiped out a
quarter of the CalPERS investment fund. While some of those losses have
since been recouped, the depth of that loss will force CalPERS to increase
member rates in the years ahead. Ron Seeling, the CalPERS Chief
Actuary, has warned that total pension costs may rise to 25 percent of pay
for non-safety employees and 40 to 50 percent for police and firefighters
and are “unsustainable” at such levels.

With little prospect of either major new sources of revenue, nor rapid growth
in existing revenues, Ventura is among those “full service” cities most
directly affected (in the case of newer cities, many services are provided
either by contract with public or private entities or are separately provided by
special districts insulating those cities from directly paying for increased
personnel pension costs, e.g. Thousand Oaks contracts for police services
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with the Ventura County Sheriff and fire as well as parks and recreation
services are provided by special districts.) In the absence of robust revenue
growth, funding the expected increase in pension costs would have to come
from offsetting service and staffing reductions.

Carrying the cost of these obligations is the primary reason that over the
past two decades, defined benefit pensions have become increasingly rare
in the private sector. The great majority of private employers offer “defined
contribution” plans where the employer contribution is a fixed dollar amount
and the benefits are based on contributions and investment earnings.
Given their structure and limitations (per IRS regulations), these defined
contribution plans put the great majority of investment planning and market
risk on the employee. Each individual is tasked with building sufficient
retirement assets to provide for their need (and those of immediate family
members) after retirement. In periods of high market volatility, investors
suffer the consequences of market losses in contrast with those with defined
benefit pension plans. Another advantage of Defined Benefit plans to
employees are the lower fees based on the pooling of all investments.
However, there exists an increasingly vocal sentiment that State and local
government workers should not be entitled to pension plans that deliver
more reliable retirement income than is available to the majority of
taxpayers. (A more detailed comparison and analysis of “defined benefit”
and “defined contribution” retirement plans is provided later in this report.)

While full-service cities like Ventura are particularly vulnerable to rising
pension costs, the problem is of statewide concern. However, there has
been little legislative activity aimed at statewide pension reform in the past
five years. Although a number of ballot measures have been proposed,
none has yet gone before the voters. One such proposal was the Public
Benefits Reform Act, which was filed with the California Attorney General
but did not qualify for the ballot. It would have limited public Defined Benefit
Plans at various levels from 1.8% (for non-safety) to 2.3% (for police and
fire) of the last three years average salary, with a maximum of 75% of that
average and the age of retirement at various levels from 58 to 67. In the
absence of statewide action on the issue, a number of regional city manager
groups have called for reform at the regional level, with cities joining
together to embrace common principles and in some cases specific
formulas for pension reform. While there has been talk of such an effort in
Ventura County, none has yet gone forward.

Unfortunately, the Task Force found there is no simple answer to the
pension cost challenge at the local level:

1. Courts have consistently ruled that existing pensions are “vested”

and cannot be retroactively reduced.  Thus, without the
agreement of employees supported by adequate consideration
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pension obligations for existing retirees and current employees
cannot be reduced. Reductions in benefit formulas can only be
applied to future employees and with little prospect of adding
many new employees in a weak economy, short-term savings
through benefit reductions are not achievable.

2. If a move away from “defined benefit” to a strictly “defined
contribution” formulas were adopted, the City of Ventura would
have to opt out of CalPERS for its current employees, forcing an
unprecedented and potentially costly withdrawal. At the request
of the Task Force, staff requested that CalPERS provide a cost
analysis for withdrawing from the system. CalPERS estimates
this will be available in September.

3. Creating a two-tier pension plan with a lower benefit level under a
“defined contribution” plan provides relatively modest cost savings
over even a long time horizon and could make Ventura less
competitive in filling new jobs.

For these reasons, the Task Force points to the efforts of statewide and
regional reform. The League of California Cities has prepared a policy
paper with both guiding principles and specific recommendations
(Attachment Two to this Report.) Recognizing that statewide reform may
not be feasible or forthcoming under current conditions, a number of
regional City Manager groups have undertaken to tackle these challenges,
primarily at the County level, including San Mateo County (Attachment
Three to this Report), Marin County and San Diego County. City Managers
in Ventura have begun such discussions. The goal would be to ensure that
reform does not put individual jurisdictions at a competitive disadvantage.

Comparison of Defined Benefit Vs Defined Contribution

Many on the Task Force were not persuaded of the need to even consider
the City of Ventura departing from the time-tested CalPERS Defined Benefit
approach to public retirement benefits common to virtually every public
agency in California. They believe that the group favoring Defined
Contribution Plans simply do not have sufficient data to come to that
conclusion. However, in the interest of providing a better understanding of
the two approaches, Task Force Co-Vice Chair Bart Bleuel used the charge
given the Task Force as the basis for comparing and contrasting Defined
Benefit and Defined Contribution plans. Task Force Co-Vice Chair Randy
Hinton provided a hypothetical example of how a defined contribution plan
might actually outperform a defined benefit plan. Several on the Task Force
object to including in this report scenarios that have not been subjected to

17



rigorous actuarial scrutiny, particularly since such rigorous scrutiny of
actuarial assumptions is one area on which all members of the Task Force
are in agreement.

Task Force Perspectives on Protecting Existing Obligations
and Reducing Long Term Costs

Some on the Task Force believe that the City, and ultimately government at
all levels, must follow the lead of private industry and divest itself of Defined
Benefit Plans. Under the current structure this may be very difficult, if not
impossible, if the CalPERS price for doing that is prohibitively high. Those
of this belief would encourage the Council to do what it can to reduce to the
extent possible the effects of DB Plans, and to lobby for a statewide solution
to eliminate them in any community desiring to do so. These folks contend
that DB Plans worked when times were different. In today’s environment of
higher compensation ratios, younger retirement ages and longer life
expectancies, DB Plans have become prohibitively expensive -
unsustainable. This perspective is spelled out in a recent report from the
Pacific Research Institute “Pension Intervention: Reforming California’s
Employees Public Retirement System”. See Attachment Twelve.

Others on the Task Force believe that this solution is either too drastic,
and/or is based on insufficient data. They point out that the individually-
managed DC plans may have higher fees and that some pension studies
have shown that individual plans tend to have lower returns due to a lack of
sustained attention and professional support regarding the allocation of
investments. They believe that the group favoring DC Plans simply do not
have sufficient data to come to the conclusion that DB plans should be
replaced. It would require a much more thorough and rigorous financial,
actuarial and legal analysis to assess whether and how a Defined
Contribution or hybrid approach could be negotiated and implemented -- or
whether a good balance could be reached in the DB Plan arena without the
draconian dumping of Defined Benefit Plans as the continuing standard.
Such an undertaking is beyond the means and scope of this Task Force.
These perspectives are outlined in greater detail in Attachments 5, 7, 10
and 11 from the Ventura Police Officers Association, the Ventura Fire
Management Association, and the Ventura Police Management Association
(Wharton Report and A Better Bang for the Buck Report).

Still others on the Task Force believe that this is an inappropriate forum to

make recommendations, one way or another, but rather those decisions
should be handled through the collective bargaining process.
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ATTACHMENT ONE:
CITY COUNCIL COMPENSATION GUIDELINES AND
INTERESTS

INTRODUCTION

The City’s compensation program should be designed to attract and retain a
talented and skilled staff dedicated to the highest standards of public
service. It should foster a team concept within the organization, recognizing
the importance of a satisfied, productive, and cohesive workforce. In
implementing this program, the following guidelines will be considered,
based upon the financial capacity of the City.

COMPENSATION PHILOSOPHY

The City’s compensation philosophy and interest is to establish and
maintain a compensation structure designed to be both competitive and fair.
Structures and ranges will be reviewed and updated as necessary based on
an evaluation of the City’s ability to pay, relevant market place survey data,
internal relationships, and equity among various groups of employees.

In setting salaries and benefits, the collective bargaining process will be
used to meet and confer with recognized represented employee groups.

IMPLEMENTATION

The City’s compensation program will be implemented in accordance with
the following guidelines:

1. FISCALLY PRUDENT

The City’s practice is to compensate staff in accordance with the City’s
financial condition. The City will seek to keep staffing levels and
compensation at levels that can be sustained within fiscally prudent
projections of revenue capacity and adequate operating contingency
reserves.

2. ATTRACT AND RETAIN QUALITY EMPLOYEES

The City’s compensation program should ensure that the City has the
ability to compete for the highest quality of talents and skills available,
recognizing that our strongest competitive advantages will not be the
highest pay, but rather a combination of competitive compensation, fiscal
stability, training opportunities, an empowered and positive work
environment, career growth potential and high morale based on our core
values and ethical principles.
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To ensure that the labor pool is broadened to allow Ventura to compete
despite the high cost of living and housing in the area, job postings and
recruitment efforts will be broadened to encourage applicants from the
non-profit and private sectors to apply and receive serious consideration
based on talent and potential to effectively perform essential job
functions rather than be evaluated primarily on skills and experience that
are solely acquired in local government employment.

3. LABOR MARKET

The City’s practice is to survey appropriate comparable organizations in
relevant labor markets in all sectors that include public, private and non-
profit:

A. Relevant government agencies include:

City of Camarillo

City of Oxnard

City of Santa Barbara

City of Simi Valley

City of Thousand Oaks
Ventura County

Appropriate special districts

B. Relevant private and not-profit Ventura County
organizations where comparable job classes exist.

C. For jobs where local government experience is a
significant advantage, the regional market of Southern
California cities that are similar to Ventura in population,
service structure, and complexity.

D. For those jobs, particularly in certain management roles,
where local government experience is essential, the
statewide market of cities that are similar to Ventura in
population, service structure and complexity.

4. COMPETITIVE POSITION
If fiscally prudent it is the City’s objective to compensate employees at
rates generally consistent with the middle of the labor market as

measured by the combination of the mean and the median.

A. For labor, trades, general and confidential units, the primary
market will include the local labor market.
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For fire and police units, the primary market will include the
local labor market.

For supervisory and professional unit the market will include
both the local labor market and the regional market.

For management and executive units, the market will include
the local labor market, the regional market, and the statewide
market.

In addition to the labor market survey data referenced above,
in order to address unique compensation concerns, the City
and/or recognized employee representatives may, at their
discretion, collect and present supplemental market survey
data in the context of the meet and confer process.

5. MEASUREMENT OF COMPETITIVE POSITION

Competitive position will be calculated utilizing total cash compensation
which includes base salary plus cash add-ons to base salary including
PERS pick-up, incentive pay, optional benefit, deferred compensation,

etc.

In addition, the City will also consider health and retirement

benefits, leave benefits, and reimbursement policies.

6. INTERNAL ALIGNMENT

A.

E.

Consideration will be given to both labor market survey data
and internal relationships in establishing salary ranges. When
establishing internal relationships, priority will be given to:

Appropriate differential between superior and subordinate
classes

Appropriate differentials among classes in the same class
series (i.e. planning)

Relationships among related class series (e.g., planning,
inspection services, and engineering)

Relationships across unrelated class series.

7. MIX OF BASE SALARY, TOTAL CASH AND BENEFITS

The City’s practice is to provide a mix of base salary, total cash and
benefits that is generally competitive with the labor market. When
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evaluating benefits, the City will consider both the cost and the content
of the benefits.

8. PAY ADMINISTRATION

Individual compensation adjustments within the salary range for
executive, management, supervisory and professional employees will be
based on (1) fiscal prudence (2) performance, and (3) pay structure
adjustments. Compensation adjustments for represented employees
and confidential employees will be made in accordance with the
appropriate memorandum of understanding and/or salary resolution.

9. COLLECTIVE BARGAINING

The City’s practice is to honor the integrity of the collective bargaining
process through good faith negotiations. It is understood that these
negotiations will take place exclusively through the recognized
representatives of the City and the representatives of the appropriate
bargaining unit.

10. SHARING OF COMPENSATION SURVEY INFORMATION

Consistent with the City’s commitment to an open and collaborative
relationship with employees, the compensation survey data collected
pursuant to this program will be shared with unrepresented employees,
or the appropriate recognized employee representatives.

11-97: new policy
01-17-01: Deleted City of Escondido from labor market
04-04-06: Revised policy to include appropriate private and non-profit comparisons where applicable

f/salary Issues/Salary/Coun-Comp-Policy/04-06 Comp Policy.doc
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LABOR MARKETS
January 17, 2001
SUPPLEMENT TO
CITY COUNCIL COMPENSATION GUIDELINES AND INTERESTS

LABOR, TRADES, GENERAL, CONFIDENTIAL UNITS

CITY OF CAMARILLO
CITY OF OXNARD
CITY OF SANTA BARBARA
CITY OF SIMI VALLEY
CITY OF THOUSAND OAKS
SANTA BARBARA COUNTY
VENTURA COUNTY

CONEJO VALLEY PARKS AND RECREATION DISTRICT
PLEASANT VALLEY RECREATION AND PARK DISTRICT
CASITAS MUNICIPAL WATER DISTRICT
LAS VIRGENES MWD
VENTURA COUNTY REGIONAL SANITATION DISTRICT

FIRE UNIT

CITY OF OXNARD
CITY OF SANTA BARBARA
SANTA BARBARA COUNTY

VENTURA COUNTY

POLICE UNIT

CITY OF OXNARD
CITY OF SANTA BARBARA
CITY OF SIMI VALLEY
SANTA BARBARA COUNTY
VENTURA COUNTY
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LABOR MARKETS
January 17, 2001
PAGE 2

SUPERVISORY-ADMINISTRATIVE-PROFESSIONAL UNIT
and MANAGEMENT UNIT

CITY OF CAMARILLO
CITY OF OXNARD
CITY OF SANTA BARBARA
CITY OF SIMI VALLEY
CITY OF THOUSAND OAKS
SANTA BARBARA COUNTY
VENTURA COUNTY

CONEJO VALLEY PARKS AND RECREATION DISTRICT
PLEASANT VALLEY RECREATION AND PARK DISTRICT
CASITAS MUNICIPAL WATER DISTRICT
LAS VIRGENES MWD
VENTURA COUNTY REGIONAL SANITATION DISTRICT

CITY OF BURBANK
CITY OF COSTA MESA
CITY OF IRVINE
CITY OF REDONDO BEACH
CITY OF SANTA MONICA
CITY OF CARLSBAD
CITY OF NEWPORT BEACH
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LABOR MARKETS
January 17, 2001
PAGE 3

EXECUTIVE UNIT

CITY OF CAMARILLO
CITY OF OXNARD
CITY OF SANTA BARBARA
CITY OF SIMI VALLEY
CITY OF THOUSAND OAKS
SANTA BARBARA COUNTY
VENTURA COUNTY

CONEJO VALLEY PARKS AND RECREATION DISTRICT
PLEASANT VALLEY RECREATION AND PARK DISTRICT
CASITAS MUNICIPAL WATER DISTRICT
LAS VIRGENES MWD
VENTURA COUNTY REGIONAL SANITATION DISTRICT

CITY OF BURBANK
CITY OF COSTA MESA
CITY OF IRVINE
CITY OF REDONDO BEACH
CITY OF SANTA MONICA
CITY OF CARLSBAD
CITY OF NEWPORT BEACH

CITY OF PALO ALTO
CITY OF SAN MATEO
CITY OF SUNNYVALE
CITY OF CONCORD
CITY OF WALNUT CREEK

01-17-01Deleted City of Escondido
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ATTACHMENT TWO:
DRAFT CALIFORNIA LEAGUE OF CITIES PENSION REFORM
PRINCIPLES (NOVEMBER 2009)

The primary goal of a public pension program should be to provide a
full-career employee with pension benefits which when combined
with private savings maintain the employee’s standard of living in
retirement.

The proper level of public pension benefits should be set with the
goal of providing a fair and adequate benefit for employees and
fiscally sustainable contributions for employers and the taxpayers.
The practice of employers picking up the employee contributions
should become the exception versus the normal protocol, so that
investment risks are equitably shared.

Public pension benefits should be supported with proper actuarial
work to justify pension levels. The Legislature and cities should
reject any and all attempts to establish pension benefits that bear no
relation to proper actuarial assumptions and work.

Pension benefits should be viewed in the context of an overall
compensation structure whose goal is the recruitment and retention
of qualified employees in public sector jobs. In recognition of
competitive market forces, any change in the structure of retirement
benefits must be evaluated in concert with other adjustments in
compensation necessary to continue to attract and retain an
experienced and qualified workforce.

The reciprocity of pension benefits within the public sector should be
maintained to ensure recruitment and retention of skilled public
employees, particularly in light of the retirement of the post World
War Il “Baby Boom” generation, which will result in unprecedented
demand for public sector employees.

Perceived abuses of the current defined benefit retirement programs
need to be addressed. Benefit plans, which result in retirement
benefits that exceed the levels established as appropriate to maintain
employees’ standard of living, should be reformed. It is in the interest
of all public employees, employers, and taxpayers that retirement
programs are fair, economically sustainable, and provide for
adequate benefits for all career public employees, without providing
excessive benefits for a select few.
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e The obligation to properly manage public pension systems is a
fiduciary responsibility that is shared by CalPERS, employers, and
employees. This joint responsibility is necessary to provide quality
services while ensuring long-term fiscal stability. These parties need
to be held responsible to ensure a high level of protection against
mismanagement of public resources that could jeopardize a
community’s ability to maintain services and provide fair
compensation for its workforce.

e Charter cities with independent pension systems should retain the
constitutional discretion to manage and fund such pension plans.

Principles: Public pension benefit plans in combination with private savings
should:

e Allow career employees to maintain their standard of living post-
retirement.

e Be designed with consideration of age at retirement, length of
service, compensation level, and applicability of Social Security.

e Be supported with proper actuarial work to justify pension levels. The
Legislature and cities should reject any and all attempts to establish
pension benefits that bear no relation to proper actuarial
assumptions and work.

Recommendations

e Maintain the defined benefit plan as the central pension plan for
public employees in California.

e Rollback/repeal public retirement plans that provide benefits in
excess of levels required to maintain a fair, standard of living' that
are not financially sustainable and may have no actuarial justification
to pre-1999 levels for new hires after a date certain. The new and
exclusive benefit formulas to achieve these goals of fiscal
sustainability should be:

1. Safety Employees: 2% @ 55 formula, offset by 50% of
anticipated Social Security benefits for miscellaneous

! This should be determined in accordance with a CalPERS 2001 target replacement
benefit study and/or the Aon Georgia State Replacement Ration Study (6" update since
1988).
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employees with Social Security coverage. Safety employees
retain the current cap on retirement at 90% of final
compensation.

2. Miscellaneous Employees (Non-Safety): 2% @ 60 formula,
offset by 50% of anticipated Social Security benefits for
miscellaneous employees with Social Security coverage.

The above formulas would incorporate:

“Three-Year-Average” for “final compensation” calculation.  All
“Highest Final Year” compensation calculations would be repealed
for newly-hired employees.

Current employees shall participate in the funding of the pensions in
all cities. This reform will generate immediate budgetary savings to
cities to the extent that existing employees participate in paying for
their own retirement.

Provide alternatives to a Defined benefit plan for job classifications
not intended for career public service employment.

Eliminate options to purchase service credits for time not spent in
direct public service, sometimes known as “air time.”

Statewide legislation should give employers great flexibility to
determine when a part-time employee is entitled to public pension
benefits. The current hourly threshold in CalPERS is too low.

Rate Volatility

Principles

Responsible fiscal planning suggests the need to “manage” volatility
in Defined benefit plan contribution rates.

Public agency retirement contribution rates, over time, should be
constructed to stay within reasonable ranges around the historical
“normal cost” of public pension plans in California. Sound actuarial
methods should be adopted to limit contribution volatility, while
maintaining a sound funding policy.

Recommendations

28



e Establish “reserve” funding for public pension systems that will help
smooth the volatility of pension benefit costs. Plan surpluses are to
be retained within plan assets, but should be reserved for
amortization of future unfunded liabilities, and should not be used to
offset plans’ normal cost contribution rates.

Shared Risk
Principles

e Currently, in most local jurisdictions, employers shoulder the burden
of rate volatility risk — both positive and negative. This principle
should be carefully examined with the intent of better spreading the
risk of rate volatility among both employers and employees.

e Negotiated Ilabor agreements containing language whereby
employers “pick-up” employees’ retirement contributions should
become the exception versus the norm to provide better cost sharing
between the employer and employees.

Recommendations
e When employer contribution rates exceed the “normal costs”
threshold, employees should be expected to take some of the
financial responsibility for those excessive increases.
Disability Retirement
Principles
e Retirement-eligible employees who are injured in the workplace
should be entitled to full disability retirement benefits; disability
retirement benefits should, however, be tied to the individual's
employability and be structured so as to encourage return to work,

where applicable.

e A larger disability reform measure should be considered outside of
the scope of general pension reform.

Recommendations
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Full tax-exempt disability retirement should be retained for
employees who are injured and cannot work in any capacity.

Reform the disability pension provisions of public retirement systems
to restrict benefits when a public employee can continue to work at
the same or similar job after sustaining a work-related injury.

Employees eligible for disability retirement should be first afforded
applicable service retirement benefits, and THEN provided disability
retirement benefits up to applicable “cap” on total retirement benefits.

Portability of Plan Benefits

Principles

Reciprocity of public agency retirement benefits is critical to
recruitment of qualified, experienced, public sector employees.

Limiting portability of retirement plan benefits to non-public sector
employment helps in the retention of senior and management level
employees.

Recommendations

Any pension reform package should retain transferability of
retirement benefits across public sector employers. No employee
currently in a defined benefit plan should be required to involuntarily
give up a defined benefit formula before retirement.

Tiered Plans

Principles

Pension benefits promised to current employees are considered
vested rights as determined by the California Supreme Court. Thus,
they cannot be reduced or eliminated unless traded for something of
equal or greater value. Accordingly, there is little ability to affect
pension benefit levels for current employees. New employees can
be offered different levels of pension benefits.

Agencies should strive to avoid multi-tiered compensation structures

where there are large discrepancies in benefits accruing to
employees. In addition to having adverse impacts on recruitment
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and employee morale, multi-tiered approaches can raise issues of
comparable worth and equity.

e Each city has an obligation to meet and confer in good faith to reach
agreement with its respective bargaining units. Such pension
changes can be negotiated and then legislated at the local level.

Recommendations

e A second tier of pension benefits should be negotiated for newly
hired city employees after a date certain, such as July 2010.

e Any pension reform measure should seek to minimize disparity
between current and prospective public agency employees by
adjustment of total compensation, including making additional
defined compensation options (457 or 401(k) plans) available.

Management Oversight
Principles

e The obligation to properly manage public pension systems is a
fiduciary responsibility that is shared by CalPERS, employers, and
employees. This joint responsibility is necessary to provide quality
services while ensuring long-term fiscal stability. These parties need
to be held responsible to ensure a high level of protection against
mismanagement of public resources that could jeopardize a
community’s ability to maintain services and provide fair
compensation for its workforce.

Recommendations

e Public agencies that do not make the Annual Required Contribution
under GASB 27 should be made subject to appropriate oversight.

e The membership of the Public Employees’ Retirement System Board

should  be changed to achieve a better balance of public agency
representatives.

Support for Regional Pension Reform Efforts

Principles
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e The League of California Cities supports comprehensive Statewide
pension reform consistent with the principles and recommendations
set forth within.

e Until such time as that is possible, regional efforts to reform pension
offerings are to be encouraged as good fiscal stewardship.

Recommendation

e Support regional efforts for pension reform consistent with the
principles and recommendation set forth in this report.

Conclusion

Defined benefit retirement plans have been the traditional approach for over
70 years in California and have produced fair and sustainable retirement
benefits that have been central to recruiting and retaining quality public
employees. However, public pension costs are becoming unsustainable
and benefits are out of alignment with the private sector generating public
resentment toward local government employees and retirees.

Statewide reform is preferable, but regional efforts should be encouraged
and supported until a statewide solution is found. Defined benefit plans
should be retained as the central component of public pension systems in
California. However, benéefit levels should be rolled back to pre-1999 levels
for new employees and current employees should participate in funding
their pensions. In this way, public pensions will become financially
sustainable.
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ATTACHMENT THREE:
SAN MATEO COUNTY REGIONAL PENSION REFORM PAPER
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Policy Statement on Local Government Retirement Benefits

Backaround

For more than 70 years, the State of California and local governments have offered a
“defined benefit” retirement plan to employees. This system provides a guaranteed
annual pension based upon retirement age, salary, and years of service. Most, but not
all, municipalities in California are part of the Public Employees’ Retirement System
(PERS).

Over the years, local government retirement costs have risen and fallen based on two
key factors: investment returns and the level of benefit payments provided to
employees. In the late 1990's the California legislature enacted significant benefit
enhancements for public employees in the PERS system that were optional for
participating local governments. At that time, some retirement plans were deemed to be
“super funded” and many local governments adopted benefit enhancement plans. For
example, most public safety personnel are on the “3% @ 50" plan, which provides a
pension benefit of up to 90% of salary after 30 years of service as early as age 50.

When the retirement system suffered serious investment losses in the early part of this
decade, these losses, combined with newly approved benefit enhancements, caused
dramatic increases in employer contribution rates. Cities in our two counties have seen
the percentage of their General Fund budget dedicated to PERS costs increase while
their retirement liability funding had decreased from over the past decade. For
example, in Mountain View, General Fund PERS costs have gone from $2.8 million in
FYOO to $7.7 million in FY10; in San Bruno, it has gone from $240,000 to $4 million.
Daly City's percent of the General Fund budget spent on retirement benefits has
increased from 4.3% to 10.4% between FY00 and FY10; in Belmont, it has gone from
5% to 11.4%. And Campbell has seen its public safety retirement system fall from
122% funded to 70% funded over ten years.

In the past five years, a number of proposals have been introduced to reform or
dramatically revise the public pension system in California. In 2004, a task force of the
League of California Cities began an extensive study of the defined benefit system and
proposed reforms. In 2005, the League board of directors accepted a report on pension
reform from the task force as an initial assessment and for consideration in the ongoing
debate of this issue. The report included a number of “general principles” and specific
reform recommendations. To date, no concrete action has been taken by the
legislature.
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ATTACHMENT FOUR:
DEFINED BENEFIT VS. DEFINED CONTRIBUTION PENSION PLANS
By Co-Vice Chairs Bart Bleuel and Randy Hinton

The following is Co-Vice Chair Bleuel's summary of Defined Benefit and
Defined Contribution Plans organized around the Compensation Policies
Task Force Mission and Purposes (quoted in bold below) along with a
scenario for potential return on investment in a Defined Contribution Plan
prepared by Co-Vice Chair Randy Hinton

“REDUCE LONG-TERM PENSION COSTS TO TAXPAYERS” and
“ENSURING THAT LONG TERM COSTS ARE MANAGEABLE?”:

DEFINED BENEFIT PLANS:

The city can reduce the cost to taxpayers under a DB Plan by adopting
some or all of the following:

Increase the age for full retirement.

Decrease the multiple of pay at full retirement.

Cap the maximum percentage of service pay.

Increase the number of years of service pay which is averaged to
determine retirement pay.

Increase the number of years of required service before
retirement rights are vested.

f. Increase the required employee contribution.

g. Limit or eliminate COLA adjustments during retirement.

h. Require in contracts the ability to change the benefits,

oo oo

®

However, because DB Plans are subject to Actuarial Characteristics (see
below), the long term cost of any DB Plan cannot attain the degree of
precision available to DC Plans. All actuarial calculations rely upon
assumptions which may change over time.

As long as Ventura’s DB Plan is with CalPERS there will be minimum
requirements that must be observed. They are:
e For miscellaneous employees the minimum plan is 2% @60
(vs. the current 2%@55)
e For safety employees the minimum is 2% @355 (vs. the current

3% @50 for police, 2% @50 for Fire.)

? Some members of the Task Force have stated their preference that Ventura not take
action now, but rather wait until other cities act, and at least until we see if the proposed
Public Benefits Reform Act qualifies for the ballot and is passed. Others feel that the
sooner the Council gets its arms around these issues, the more manageable the long term
costs will become. There will always be a reason to put these decisions off to another day.
The only delay that is necessary is that of obtaining from CalPERS the amount and terms
for a buy out of the current pension benefits.
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In any event, if any two-tiered DB Plan is adopted, regardless of the limits
set, the Council must do the math!

DEFINED CONTRIBUTION PLANS:

Defined Contribution Plans are controlled by the Council as a definitive
calculation each year along with salary and other benefits. More
specifically, under a DC Plan the following (referred to in this paper as
“Actuarial Characteristics”) are irrelevant to the contribution by the city to its
employees’ pensions:

Vagaries of the Market®
Age at retirement
Life expectancies®
Pay rate of retirees after retirement
. Set contributions based on past contracts (if properly structured)
COLAs after retirement
Other actuarial calculations.

o5 3T AT

Under a DC Plan the Council knows the exact cost from year to year for the
overall employee compensation, including pensions, and there are no future
surprises on account of assumptions proving to be untrue. As opposed to
the requirements of a DB Plan, the DC Plan does not require this year’s cost
to fund a retirement figure that will mature years from now.

“EMPLOYEE CONTRIBUTION TOWARD PENSION COSTS”

* The current projection by CalPERS of 29% to 30% contribution levels is premised on a
7.75% annual return on investments. In the current markets, that is relatively optimistic for
a fund that should be invested conservatively. If this investment level cannot be sustained,
the cost to the City will be increased.

‘A spreadsheet is attached to give a very basic, crude example of a possible effect of an
incorrect assumption about life expectancy when actuarial calculations are made to predict
funding of Defined Benefit Plans. In essence it shows that an error in the assumption of life
expectancy can require additional funding for 100 retired persons in the range of
$46,000,000 if the error is 5 years, $95,750,000 if the error is 10 years, $149,250,000 if the
error is 15 years, and 209,500,000 if the error is 20 years. Even if the additional funding is
spread over decades, the effect would be a substantial increase in the percentage of pay
statistic which is already predicted to be over 30% in two years. And this is for just one
erroneous assumption — life expectancy.

35



DEFINED BENEFIT PLAN:

It has been suggested that one detriment to the current DB Plan is that the
employee has no stake in the downsides. Currently if the Plan costs
increase, only the City is affected. The benefit to the employee is
unaffected. Having the employees contribute on a percentage basis does
allow the employee to share,

It has been suggested that any contribution by the lower paid employees is
regressive because those employees need all they make just to get by. The
proposed Public Employees Benefits Reform Act, if it qualifies for the ballot
and passes, will require at least some contribution in a DB Plan by
employees, regardless of need. There is nothing that would prevent the
Council from requiring contributions on a sliding scale based on different
salaries.

Note that there is also nothing that would prevent the Council from coupling
a DB Plan with social security.

DEFINED CONTRIBUTION PLAN:

While not a requirement, traditionally Defined Contribution Plans are funded
by matching contributions of no more than a 50-50 match, and usually with
a maximum contribution level by the employer based on either a percentage
of pay or a specific dollar amount. This encourages the employee to take
responsibility for his or her own retirement levels with a savings incentive,
and at the same time allows the employer to control the amounts
contributed to a specific dollar range each year.

As with DB Plans, there is nothing that would prevent the Council from
arranging scaled contributions and coupling with Social Security. It is
common with DC Plans that they be coupled with Social Security.

“ABILITY TO ATTRACT AND RETAIN QUALITY EMPLOYEES”:

p- Attracting New Employees

In today’s environment, it is not likely the city can continue to attract high
quality employees by offering substandard wages with the lure of a more
competitive retirement package. Some on the Task Force believe that the
newly hired employee is more interested in salary and other current benefits
than the ultimate retirement package.

DEFINED BENEFIT PLAN:
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In order to stay in the CalPERS plan new hires are going to have to have
specified minimums (such as 1.5 times years of service, times an average
of the last 3 years’ service salary at age 65). If the Council decides to stay
with a DB Plan it is unknown what it can negotiate as a minimum. The
question, then, is, will that leave the Council with any flexibility at all to offer
better salaries and other non-pension benefits, let alone adequate city
services? The numbers may change some, but the dilemma of DB Plans,
with increasing salaries, lower retirement ages and increasing life
expectancies could continue to be a sustainability problem. LE., if you put
too many of your total compensation eggs in the pension basket, you don’t
have enough left to offer attractive benefits in other areas of compensation.

Nevertheless, DB Plans are the current standard and any city offering
anything different could be suspect to new hires.

DEFINED CONTRIBUTION PLANS:

In the DC Plan the Actuarial Characteristics are not relevant and the city can
tailor a salary package which is attractive today, while still offering an
adequate pension system that will not be at risk of future surprises. The
flexibility is much greater than with a DB Plan, which in turn should enable
the city to design a compensation package that would be very attractive to
new hires. |L.E., If you can control your pension costs, you have more room
for other compensation elements.

Employee Perceptions

BOTH PLANS:

The primary traditional downside to a DC Plan over a DB Plan is that it puts
the risk of the market on the employee. Although financial products
available today provide for a hedge against the downside of this risk through
insurance, the DC Plan could provide less retirement benefits to the
employee than a DB Plan on account of market performance. There is also
an opportunity that it could provide more. In any event, the employee has
more control over the investments in the DC Plan.

Attachment Eight provides an analysis of how a DC Plan may benefit
employees under specific assumptions.

Even though insurance products can be provided to assure a minimum rate
of return, DC Plans are traditionally dependent upon hypothetical market
assumptions, whereas a DB Plan promises a specific monthly amount
based on last years’ pay. It is reasonable to assume that the incoming
employee may feel more comfortable with the latter and be more skeptical
of the DC Plan.
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Retention:

BOTH PLANS:

One of the risks of a DC Plan is that as employees get closer to retirement
they may be lured to another city with a DB Plan. They can take whatever
is vested in the DC Plan with them, and, if they have sufficient years of
service available to them, they may be able to qualify for an attractive DB
Plan elsewhere.

The assumption here is that the DB Plan will pay more than the DC Plan.
That is not necessarily true, and a DC Plan coupled with Social Security
should compete well with a DB Plan, at least for the first 15 years for pay
brackets of $50,000 or less. Also, the same risk would be present if
Ventura’'s DB plan paid less than another city’s.

Through a discussion resulting from a presentation by City Manager, Rick
Cole, the Task force considered the proposition that defections may well be
reduced significantly if the City of Ventura were to become a superior
employer. If the City can get its pension costs under control, it will be able
to be more functional in providing basic and even enhanced public services.
The premise is that if an employee has the advantage of living and working
in the community with an employer who concentrates on the non-monetary
advantages to its employees, and where the employee can truly be proud of
the services rendered to a more satisfied community, then that employee
will be less likely to defect to another City, even if the pension benefits were
more attractive.

Lateral Hires:

BOTH PLANS:

If Ventura offers only a DC Plan, is it going to be possible to hire seasoned
employees from another city with a DB Plan? The same issue is presented
if Ventura offers only a DB Plan that pays less at retirement than another
city’s Plan. The desired employee is going to have to be satisfied that the
salary plus DC contributions and other benefits are going to be enough to
offset the loss of a continued accrual toward the DB Plan pay being lost by
the move. There is nothing that precludes paying more into the DC Plan (up
to IRS allowances) for one targeted employee than others. Nevertheless,
lateral hires are always going to be difficult if neighboring communities
continue to engage in unsustainable plans.

“AVOID BEING TIED TO THE DECISIONS OF OTHER GOVERNMENTAL
AGENCIES”:
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BOTH PLANS

The Council will always have the duty to pay a fair wage. What other
agencies are paying will be a part of that analysis. Nevertheless, it is very
dangerous for cities to continue down the current leap frog path. As
mentioned in other portions of this paper, the Council has the option of
adopting a flexible fair compensation package that is consistent with
maintaining adequate (dare we say superior) services to its citizens and
concentrates on non-compensation employee benefits. This appears to be
more easily accomplished through a DC Plan. These same principles apply
to setting limits to a DB Plan that are less than those offered by other cities.
While the Council has to keep one eye on what other cities are doing, it
should concentrate on the overall service affordable.

“HOW DO WE FACILITATE RECESSIONARY PERIODS?”

DEFINED BENEFIT PLANS:

Once DB Plans are in motion the city is dependent on the effects of
Actuarial Characteristics. Even if the city retains in each contract the ability
to adjust the amount and rate of contributions, the adjustments do not take
effect for years (even decades). This makes it very difficult to adjust
contemporaneously with recessionary periods.

DEFINED CONTRIBUTIONS PLANS:

Getting rid of the Actuarial Characteristics gives the Council control that can
be calculated with precision from year to year. The city should place in
each contract the ability to change the package in future contracts so that a
specific percentage or dollar amount offered in one year does not become
vested for future years. The city should also build into the calculations
sufficient reserves to ride through minor recessions. Finally, the Council
needs to be responsible to the analysis of just what the calculations mean
and anticipate the recessionary periods whenever possible.

HYBRID PLAN

One impediment to adopting a pure DC Plan is that under the current rules
it will require the City to buy out of the current CalPERS plan. City Staff has
requested a buy out figure from CalPERS, but it is not available at the time
this Report is written. If the cost of that buy out is prohibitive, the City will be
required to offer its new hires some form of DB Plan. AND, there may be
other reasons the Council decides to maintain a DB Plan, at least on some
minimal level.
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One solution may be to adopt a hybrid plan for new hires. One such
structure could be a DB Plan at minimum levels (e.g., 1.5% at 65 with a
70% maximum) with a DC Plan as a supplement — perhaps coupled with
Social Security. The math is beyond the scope of this paper, but must be
an integral part of the Council’s analysis.

40



Summary

If a CalPERS buyout of the current plans is financially feasible, the Council
has a means of ensuring future predictability, control and sustainability of its
2" Tier pension plans under a system that will allow the Council to base
total compensation upon the calculations of all benefits year by year without
the vagaries and risks of the Actuarial Characteristics. That is by creating a
2" Tier with a total DC Plan.

The easier path is to stay with a DB Plan. This avoids the buy-out with
CalPERS, probably makes negotiations with the unions easier and less
complicated, and maintains traditional concepts. Leaving CalPERS would
make working for Ventura potentially less attractive to those currently in the
system covering the vast majority of local government agencies in
California. However, the Council still must make the DB Plan sustainable.
This is much more difficult than with the DC Plan. To do this, the Council
must get involved with the math under actuarial assumptions, and then
establish probabilities.
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ATTACHMENT FIVE:
Policy Statement on the Compensation Policies Task Force

VENTURA POLICE OFFICERS' ASSOCIATION
P.O. Box 5130 ¢ Ventura, California 93005-5130 * 805-339-4496

For more than 70 years, the State of California and local governments have
offered a "defined benefit" (DB) retirement plan to employees. Most, but not
all, municipalities in California are part of the Public Employees' Retirement
System (PERS). This system provides a guaranteed annual pension based
upon retirement age, salary, and years of service. PERS also provides for a
medical retirement for public safety members who are injured in the line of
duty and can no longer perform the physical duties of their profession.
When officers are killed in the line of duty protecting their communities,
there is a survival benefit for the officers' grieving widow and children.
Ventura has been lucky over the years and only one officer has been killed
in the line of duty, Sergeant Darlon "Dee" Dowell.

Ventura has not been lucky when it comes to officers injured performing
their duties. The Ventura Police Department with 128 sworn employees,
officer through chief ranks, averages several injured members a month.
Over the past two decades, dozens of these dedicated officers have been
so severely injured that they were unable to return to their chosen
profession and were medically retired. This is why the current average
annual retirement for a Ventura sworn safety member is $38,131. The
retired officer does not receive any city money to pay for health insurance,
which is currently about $18,000 a year for a married couple. The remainder
$20,000 covers everything else from mortgage payments and taxes to food
and medical co-payments. Ventura city employees are ineligible for social
security, so their PERS retirement is all they have earned. As you can see,
Ventura police officers are not making a killing risking their lives, bodies and
the potential for great physical harm for their community.

In fact, Ventura police officers have constantly been paid below the local
labor market the Ventura City Council Compensation Policy determined.
Ventura compares with Oxnard, Simi Valley, Santa Barbara City and
County, and Ventura County. The Policy also provides for Ventura officers
to have compensation rates between the mean and median as measured by
the City. Over the past several decades, the city has tried to reach this level,
but by the end of each contract, Ventura police officers have been 5-14%
below the comparable job market. As a result of the constant lower salary,
the city negotiated an increase in the PERS retirement formula in 2000. This
increased the formula known as 2% @50 to 3%@50. (2%@50 is actually
2.7%@55.) The cities of Oxnard, Santa Barbara, and even Santa Paula
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along with Santa Barbara County have 3%@50. Simi Valley has 3% @55
along with Port Hueneme. Ventura County is not in PERS, but has a 1937
act retirement system that allows for a higher retirement benefit using the
2%@50 formula. Ventura police officers have a similar retirement benefit as
86% of other safety agencies throughout California. What makes Ventura
police officers different than their fellow officers in the area is they
voluntarily, and in the middle of a valid contract, reduced their compensation
by 5%, leading the way for the other city employee groups to follow. We
could not do furloughs due to critical staffing issues as other city workers
chose. We have also actively participated in the Compensation Policies
Task Force since its beginning, and suggested, along with city council
members, several issues that could decrease city expenses to no avail. We
are also different from other city employees because a large percent of our
employees have been lateral officers from other law enforcement agencies.

Some non-employee members on the Task Force believe Ventura should
change their retirement benefit from a defined benefit to a defined
contribution (DC). A change this drastic will end lateral officers from ever
coming to Ventura again. There is a significant training savings by hiring
lateral officers; the most recent cost to train a new officer is about $150,000.
There is a multi-million dollar liability that the city has to pay over 10 years
for all the current employees if it left PERS. The city is still responsible for
paying the retirement costs for all the current and retired employees. Also,
by creating a 2-tier system, lateral officers will not choose to move to a
lower tier, so Ventura will be spending a lot more money training new
officers. New officers usually don't reach their potential productivity until
about 5 years on the job. Also, a DC plan only allows for a severely injured
officer who medically retires, and a spouse and children of an officer killed
on-duty, to receive what is in the DC account. So, the bottom line is hiring
and training cost will go up with the less-efficient new officers.

A final area of discussion is that from 1980-2000, the average Ventura
PERS employer safety rate was 16%, with a high of 27% in 1981 to a low of
0% in 1999 while the PERS formula was 2%@50. In 2000, the formula
increased to 3% @ 50 and police officers paid the employees' 9%
contribution for 3 years as agreed upon. In lieu of a salary increase in 2003,
due to being severely underpaid, the 9% employee pick-up was phased out
over 3 years. One has to remember that in 1997, the City enhanced the
formula for non-safety employees from 2%@60 to 2%@55 with no
employee paying a penny. If the city desires to create a 2-tier system for
police, then a 2-tier system for other city employees should be fair and
prudent. Also, PERS has rebounded to over $200 billion in assets since the
fall began and will continue to make gains.

In summary, the below Board of Directors of the Ventura Police Officers'
Association believe we are not responsible for the worse economic
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downturn in our lifetime and by the lack of a sustainable local economy, but
will work with the city to assist in any way that is mutually beneficial.

Respectfully,

John Snowling, President
Derek Donswyk, Treasurer
Sarah Starr, Director
Frank Padilla, Director

Al Davis, Vice-President
Thomas Higgins, Secretary
Rick Payne, Director

Matt Thompson, Director
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Attachment Six:
Ventura City Fire Management Association Review of Draft Committee
Report and Comments
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VENTURA FIRE
MANAGEMENT ASSOCIATION

DATE: March 15, 2010

TO: Compensation Task Force Committee Chair, Ed McCombs and
Co-Vice Chairs, Randy Hinton and Bart Bleuel

FROM: Luis Espinosa, Ventura City Fire Management Association
(VFMA) President

SUBJECT: Review of Draft Committee Report and Comments

| first of all want to thank each of you on behalf of the Ventura Fire
Management Association for your willingness to dedicate your time and
talents to this committee process. Although | have not been a part of the
committee as an official representative until recently, | was able to attend
one of the meetings late last fall as an alternate and have great appreciation
for the collective efforts and diversity among the committee members.

| do not think anyone disputes, at this point, that there are fiscal challenges
that lie ahead for the city in meeting their employee pay and benefit
obligations due to the anticipated rise in pension costs resulting from the
severe economic recession and investment losses over the past two years.
| appreciate that the report draft attempts to provide perspective, clarity, and
fact-based assessments to what has been an emotional and sometimes
divisive subject, often aided by a misinformed media and groups who are
intent on attacking government employees for the sake of political
expediency.

Just as it would be destructive to blame elected officials at the state and
local level who ultimately are charged with the responsibility of authorizing
and approving the pay levels of all government workers, | would agree that
finger pointing and vilifying government workers does little to solve problems
and meet the challenges we now face. From my own perspective, I'm
disturbed to see that even the city firefighters have been the target of
criticism for having secured an enhanced retirement benefit in their most
recent employment contract with the city, in light of the fact it is a less
expensive plan than what has been afforded to city Police officers for the
past decade.
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When we consider the history of how we got here, as it relates to pension
benefits, most of the focus has been on the improvement of public safety
benefit formulas brought on by the state legislature and Governor Gray
Davis in 1999 under SB 400, followed by non-safety employee
enhancements enacted in 2001 under AB 616. The California Highway
Patrol was the first to be awarded the benefit enhancement and over the
course of the next ten years, most all government agencies throughout the
state of California enhanced the pension benefits for their employees.

In fact, the city, in awarding the benefit enhancement to the firefighters,
were acting quite reasonably by being mindful that the city police officers,
along with most all other state agencies were already receiving a retirement
enhancement, in addition to having an understanding and appreciation for
the recruitment and retention challenges that continues to plague the fire
department given its high entrance standards and enhanced paramedic
service delivery system, which is unparalleled throughout the county.

The fire and fire management units had hoped for many years to be brought
in line with the pension benefit program given to the Ventura Police Officers.
Not simply as a matter of economics but as a matter of professional respect
and appreciation. But with the recession of the early 2000’s, the post 9/11
economic impacts, the electricity crisis, and continuing state money grabs,
this public safety pension disparity persisted for almost 10 years.

The city finally responded in 2008 just after the most recent economic boom
and just before the global financial meltdown that became known as the
worst recession since the great depression.

What may add some perspective to the firefighter pension enhancement
concerns is to consider what the overall cost savings were to the city for
almost 10 years of paying the firefighters under the old formula. It should
also be noted that comparatively speaking, firefighter compensation has
also continued to lag behind the surrounding agencies and comparative
cities.

Yet, | can proudly state that regardless of the pension disparity during that
time, the firefighters and fire managers nevertheless performed admirably,
professionally, and continued to improve and enhance the services they
provided to the community.

| appreciate that the report points out that the city does not and has not had
the obligation of paying any retirement health care benefits to its employees,
even as the state and other local agencies continue to do so. The report
also notes that the city’s medical benefits paid to active employees has not
had “significant” increases despite the enormous rise in health care
premium costs. In fact, the medical benefits have remained unchanged for
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some time, which has seen health care premiums continue to take an
extremely large bite out of disposable wages.

My greatest concern with the report is how the pension considerations and
alternatives are characterized in the section “Pensions: Protecting existing
obligations and reducing long-term costs”. I'm not entirely certain if this
report, when submitted to council, is intended to represent a consensus
opinion of the committee. If that is the case, | would recommend a rewrite
of this section.

It appears to me that this section is written with the intent to make a strong
argument in favor of considering a change to a defined contribution pension
program for new hires. In doing so, it leaves out many important
considerations and draws conclusions without any supportive data.

While it is true that defined benefit retirement programs declined a great
deal in the private sector, the public sector, including the federal
government, continue to offer employees defined benefit retirement
programs.

I's important to consider that while government workers, in the current
economic climate and job market, may be increasingly vulnerable to
pension criticism and envy, we should not lose sight that these are people
who have great dedication and desire to serve their communities. These
defined benefit pension programs established many years ago had the
practical effect of attracting talented people from the job market pool into
government service with the added benefit of keeping them there for 30
years or more.

| would caution any radical consideration of making changes to defined
benefit programs even if the temptation may be great among those looking
to rein in employment costs. Even the League of California Cities
developed a “White Paper” in 2005 after forming a task force and employing
the services of Georgia State University, known as a renowned actuarial
school, to analyze the issue of public pension benefits and local government
compensation packages.

At the top of the recommendations list, clearly written was, “Defined benefit
plans have been a great recruitment/retention tool for local government
workforces and should be retained”.

The task force report appears to make an attempt to advocate the benefits
of defined contribution pension programs as if it will provide comparable
retirement security while reducing or eliminating the financial risk to the
employer.
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This simplistic characterization ignores all the potential problems that could
be associated with such a program. Studies demonstrate that for any given
dollar invested, defined benefit programs will consistently out-perform
defined contribution programs. Leaving the investment and market
performance decisions to the individual, rather than professional investment
managers, can have very negative long-term security consequences.

What would be disastrous is the scenario of having public safety
workers/firefighters, continuing to work years longer than they should
because of retirement security problems, which would greatly endanger
themselves and the public, given the strenuous and safety aspects of the
job.

Defined contribution programs also are known to carry high administrative
costs. Any change or tiered retirement program could also result in the
increased cost to the existing defined benefit program due to the limiting
and closing of the pool of workers within the program. I'm certainly no
expert on the subject and anyone can learn more about pros and cons by
talking to retirement experts, CalPERS, or simply googling “defined benefit
vs defined contribution” pensions.

The only point | want to make here is that the report should not advocate or
support any change to the existing defined benefit program without the
proper research, analysis, and data included to support such a change. If
we are going to advocate a position merely as an opinion or argument in
support, then we should probably do likewise by including an argument
against, as is done during the ballot initiative process. That would allow
council a fair 360 degree view of the issues to consider.

In conclusion, | want to acknowledge that | appreciate and understand the
fiscal challenges presented by the current state of economics. | think all
employee groups have demonstrated a willingness to work cooperatively
with the city as evidenced by the voluntary salary reductions incurred these
past 15 months.

Perhaps seeking added employee contributions to PERS to offset the
increased retirement costs would be the most reasonable approach to
address the pension increase concerns. The Fire Management group, as
pointed out in the report, is presently paying their 9% share of employee
contributions. However, even a two tiered system should be approached
with caution, given the fact that, as the report points out, Ventura’s workers
are on average paid less than other agencies, have no paid retirement
medical benefits, have not had any increases to active employee medical
benefits, and have certainly struggled with firefighter recruitment efforts.
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Ventura Firefighters may have been among the last to improve pension
benefits in the state, but we should not be the first to rush to change this
important recruitment tool. As seen with the national health care debate,
heat and rhetoric should not be allowed to replace honest discussion and
true problem solving. It's understandable that fear and panic can govern
decision-making in the current political climate. But estimates of the
pension costs rising into the 40 to 50 percent range are based on worst-
case scenarios with no investment return gains and similar losses as we
have seen, which were truly unprecedented since the great depression. We
have already been witnessing a year- long market turnaround, even if strong
job creation and full market recovery may be slow in its progression.

| appreciate the opportunity to express and submit my comments. Please
include them as an attachment with the council report.

Respectfully,

Luis Espinosa, President
Ventura Fire Management Association
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Attachment Seven: PERS Employee Rate History

PERS Employee Rate History

Year Miscellaneous Safety
7/1/1978 9.619% 21.373%
7/1/1979 10.985% 24.026%
7/1/1980 10.722% 26.798%
7/1/1981 11.071% 27.324%
7/1/1982 10.451% 23.760%
7/1/1983 11.752% 24.317%
7/1/1984 11.662% 24.661%
7/1/1985 11.324% 24.048%
7/1/1986 8.731% 21.203%
7/1/1987 6.572% 17.495%
7/1/1988 5.231% 12.834%
7/1/1989 5.135% 12.866%
7/1/1990 5.241% 14.491%
7/1/1991 6.718% 18.572%
7/1/1992 6.718% 18.572%
9/1/1992 5.300% 17.147%
1/1/1993 4.827% 17.215%
7/1/1993 5.9979% 17.215%
7/1/1994 5.407% 11.543%
7/1/1995 5.407% 11.401%
7/1/1996 2.760% 10.981%
7/1/1997 10.507% 5.060%
7/1/1998 0% 6.180%
7/1/1999 0% 0%
7/1/2000 0% 2.256%

8/19/2000 0% 7.248%
7/1/2001 0% 8.018%
7/1/2002 0% 5.694%
7/1/2003 0% 18.423%
7/1/2004 3.776% 31.437%
7/1/2005 9.132% 34.661%
7/1/2006 9.152% 26.983%
7/1/2007 9.278% 28.224%
7/1/2008 9.419% 28.661%
7/1/2009 9.268% 29.306%
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NOTES:

Jul-91 Safety rate includes the increase due to single highest year for Police combined with single highest
year formula for Fire (unfunded liability) amortized to 2000. Actuarial valuation completed 04/90
indicated a 2.249% (amortized to 2000). The unfunded liability 6/30/91 per PERS was $3,357,818
due to changes for single highest year. Separately the valuations indicated a 2.531% increase for
single highest year for Police and 1.533% increase for Fire.

Jul-97 Miscellaneous rate of 10.507% included an increase of 4.3% as payment towards unfunded
liability for 2% @ 55 within three years (amortized to 2000). Ongoing rate increase for 2% @ 55
is 1.38%.

Aug-00 Safety rate increased from 2.256% to 7.248% with implementation of 3% @ 50 for Police & Police
Management.
Oct-01 Miscellaneous single highest year - no rate increase.
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Attachment Eight:
MetLife Hypothetical lllustration
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Hypothetical lllustration of

'-MetLife Investors USA Insurance Company
‘Variable Annuity Series L(04)

Exclusively prepared for:
Valued Client '

Presented By:
Randoiph Hinton
United Planners Financial Services of America
300 Esplanade Dr '
Ste 520
Oxnard, California 93036
(805) 604-2620

Prepared On:
11/18/2009
* Not FDIC Insured _ | | - * Not a Deposit e May Go Down in Value
* Not Insured by Any Federal Government Agency ¢ Not Guaranteed by Any Bank -

This iIIustrationbis not complete unless all pages, as noted below, are included. -
Please read the Important Disclosures at the beginning of this report.

MetLife Investors USA Insurance Company C ) Page 1 of 11 »
5 Park Plaza, Suite 1900 Please see important Disclosures page. 1060904684 2({exp0810}
Irvine, CA 92614 : , Version 8.6.12 : ..~ DatePrepared: 11/18/2009 02:53:20 PM
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Metlife | | |
Important Disclosures Regarding Variable Annuity Series L(04) |

" The MetLife Investors Series L(04) is a flexible premium deferred variable annuity that offers multiple investment options and, depending on the state in which the contract is issued, a fixed
account. The fixed account is not described in this illustration. This annuity is designed for long-term savings and retirement and provides the opportunity to obtain a stream of income
payments for life. This is an illustration and not a contract. The purpose of this illustration is to demonstrate how the performance of the underlying investment options may affect contract
values and death benefits over an extended period of time. This illustration is based on a hypothetical rate of return and is not intended to serve as a projection or prediction of future

" investment returns. It illustrates how much the contract would be worth, and how muich the various features of theé Guaranteed Minimum Income Benefit Plus (GMIB Plus) would be worth, if
elected, at the end of each year if: (1) the product was offered and the investor purchased the annuity on the initial payment date; (2) the investor had made the annual contributions or
withdrawals as shown; and (3) the investment grew at the hypothetical rate of return noted. The GMIB Plus is one of several optional living benefits available under this contract. For more
information about the Series L(04) contract, the GMIB Plus rider and other optional benefit riders please refer to the prospectus and marketing material. :

The value of a variable annuity will fluctuate up and down, based on the current performance of the underlying investment options, and the investor may experience a gain or Ioss. Actual
investment results will be more or less than those shown and will depend on a number of factors, including the choices and investment expenence of the-eligible variable investment options

and frequency of contributions.

The values illustrated in this hypothetical illustration include the deduction of all applicable fees and charges as follows: Mortality and Expense and Administration Charge 1.60%, GMIB Plus 1.00% of the
Income Base, annual contract fee $30 [waived for accounts aver $50,000), withdrawal charges declining from 7% to 0% over a full 4 year period for each purchase payment and weighted average of the |
investment management fees (after expense reimbursements), operating expenses and applicable 12b-1 fees of the assets of the underlying investment options at the end of the prior calendar year. The
~ weighted average for investment option expenses used in this illustration is 0.94%. Please refer to the prospectuses for the product and underlying investment portfolios for full details on contract features,
risks, charges, expenses, fees as well as the investment objectives, risks and policies of the underiying portfolios. Certain optional riders have allocation and transfer restrictions and may be subject to
additional charges.
Table of Welghted-Average Portfolio Expenses

Portfolio - ' Percent of Assets Portfolio Expense as of Asset-Weighted
: December 31,2008  Portfolio Expense

i

b
;
}

¢+ American Funds Balanced Allocation Portfolio . 3.20% - - 1.05% ©0.03%

i American Funds Bond Portfolio ) ] ) 0.24% 1.05% 0.00%
American Funds Growth Allocation Portfolio ’ 4.68% - 1.03% : 0.05%
American Funds Growth Portfolio : - 0.48% © 0.98% 0.00%
American Funds International Portfolio . 042% 117% 0.00%
American Funds Moderate Allocation Portfolio ) C 2.01% 1.07% 0.02%
Barclays Capital Aggregate Bond Index Portfollo . - 0.00% 0.58% 0.00%
BlackRock High Yield Portfolio 0.04% . - 0.94% 0.00%
BlackRock Money Market Portfolio 3.61% 0.58% 0.02%
Clarion Global Real Estate Portfolio : ’ 0.26% 0.93% : 0.00%
Davis Venture Value Portfolio ) . 1.61% 0.84% 0.01%
Harris Oakmark International Portfolio ' . 1.01% 1.10% 0.01%
Jennison Growth Portfolio 0.53% 0.92% 0.00%
Lazard Mid Cap Portfolio 028% 0.99% . 0.00%
Legg Mason Partners Aggressive Growth Portfollo 0.22% 0.90% 0.00%
Legg Mason Value Equity Portfolio 0.10% 0.92% 0.00%
Loomis Sayles Global Markets Portfolio 0.36% 0.98% 0.00%
Lord Abbett Bond Debenture Portfolio . - 0.75% 0.78% o 0.01%
Lord Abbett Growth and Income Portfolio 1.05% 0.78% 0.01%
Lord Abbett Mid Cap Value Portfolio 0.09% 1.00% 0.00%
Met/AIM Small Cap Growth Portfolio X 0.42% - 1.14% 0.00%
Met/Artisan Mid Cap Value Portfolio ' _ 0.60% 1.10% . 0.01%
Met/Dimensional Intemational Small Company Portfolio . . 0.00% 1.40% : 0.00%
Met/Franklin Mutual Shares Portfolio : 0.12% . 1.15% 0.00%
Met/Franklin Templeton Founding Strategy Portfolio 1.92% . L19% 0.02%
Met/Templeton International Bond Portfolio ) 0.00% 1.10%- 0.00%
MetLife Investors USA Insurance Company ] Page 2 of 11 ) .
5 Park Plaza "~ ‘ite 1900 Please see Importa~* Nisclosures page. L0609~ ~42[exp0810]
Irvine, CA 9 : Versioi 12 ' Date Prepared :  11/18. . .2:53:20 PM
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Important Disclosures Regarding Vanable Annurty Series L(04)

Percent of Assets Portfolio Expense as of  Asset-Weighted

Portfolio
December 31,2008 Portfolic Expense

MetLife Aggressive Strategy Portfolio 1.42% 1.09% 0.02%
MetLife Balanced Strategy Portfolio 23.03% 0.98% 0.23%
MetLife Defensive Strategy Portfolio 5.87% - 0.95% 0.06%
MetLife Growth Strategy Portfolio : 28.42% 1.02% - 0.29%
MetLife Mid Cap Stock Index Portfolio : C 0.00% 0.62% . 0.00%
MetLife Moderate Strategy Portfolio : : 9.60% . : 0.95% 0.09%
MetLife Stock Index Portfolio 0.57% ’ 0.53% 0.00%
MFS® Emerging Markets Equity Portfolio ‘ 023% 1.38% 0.00%
MFS® Research International Portfolio 090% - 1.01% : 0.01%
"Morgan Stanley EAFE® Index Portfolio : 0.00% 0.72% 0.00%
PIMCO Inflation Protected Bond Portfolio - . . 1.23% 0.78% 0.01%
PIMCO Total Return Portfolio . : 2.05% 0.78% ) 0.02%
Pioneer Fund Portfolio ’ 0.00% . 1.24% . 0.00%
Rainier Large Cap Equity Portfolio 0.20% 0.95% 0.00%
RCM Technology Portfolio 0.15% 1.22% 0.00%
Russell 2000® Index Portfolio - ' ) ) 0.00% . 0.62% . 0.00%
SSgA Growth and Income ETF Portfolio - 0.04% 0.83% - 0.00%
SSgA Growth ETF Portfolio : ) 0.01% 0.84% 0.00%
T. Rowe Price Mid Cap Growth Portfolio . 0.72% 1.03% 0.01%
Third Avenue Small Cap Value Portfolio 0.93% . 1.02% 0.01%
Turner Mid Cap Growth Portfolio . . = 0.17% 1.07% 0.00%
Van Eck Global Natural Resources Portfolio : 0.00% 128% . 0.00%
Van Kampen Comstock Portfolio - ) - 0.18% - 0.86% 0.00%
E Western Asset Management U.S. Government Portfolio ) 0.28% ' 0.77% 0.00%

Weighted Average Fee 0.94%

f,.-! An investment in the Money Market Portfoho is not insured or guaranteed by the Federal Deposit Insurance Corporation or any other government agency Although the Portfoho seeks to
- preserve the value of your investment at $100 per share, it is possnble to lose money by investing in the Portfolio.

The effects of i income and penalty taxes have not been reﬂected in thls illustration. Withdrawals of taxable amounts wm be subject to ordmary income tax. If the taxpayer has not attained
age 59 at the time of the distribution, the portion of the withdrawal that is subject to income tax may also be subject to a 10% Federal income tax penalty. A withdrawal in excess of the

contract's free withdrawal amount may be subject to a withdrawal charge of up to 7.00%. The amount of the withdrawal charge declines to 0% over 4 full years for each purchase payment.
Please read the prospectus for further information. :

For any tax qualified account, e.g. IRA, the tax deferred growth feature is already provided by the tax qualified retirement plan. Therefore, if you are buying a variable annuity to fund a qualified retirement
plan, you shoutd do so for the variable annuity's features and benefits other than tax deferral. In such cases tax deferral is not an additional benefit of the variable annuity. The tax treatment of death
benefit proceeds of an annuity contract differs from the tax treatment of death benefit proceeds of a life insurance policy. Annuity death benefit proceeds are-generally taxed at the beneficiary's ordmary
income tax rate while life insurance death benef it proceeds are generally income tax free. See your tax advisor.

For qualified confracts, taking requwed minimum distributions prior to exermsmg the GMIB Plus may reduce the nders benefit. See the prospectus for more details.

The Withdrawal Value for any point in time is an amount equal to the Account Value less any withdrawal charge (contmgent deferred sales charge) if applicable. The Withdrawal Value does not reflect the
impact of income taxes or the 10% Federal income tax penalty for withdrawals made prior to age 59%.

* The Account Value for any point in time is an amount equal to the sum of each Accumulation Unit Value multiplied by the number of Units allocated to the Contract for each investment optlon This value
* will fluctuate due to the investment performance of the selected variable investment ophon(s) The Account Value reflects the deduction of all charges except the withdrawal charge. It does not reflect the
impact of income taxes or the 10% Federal income tax penalty for withdrawals made prior to age 597

MetLife Investors USA Insurance Company . Page 3 of 11 :
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A standard illustration using the arithmetic average of the expenses of all underlymg portfolios is attached to the product prospectus. All numbers illustrated throughout this repor’( have been rounded to the
nearest dollar

This materlal miust be preceded or accompanied by a prospéctus for the Series L(04) variable annuity issued by MetLife Investors USA

Insurance Company. Prospectuses for the investment portfolios are available from your financial professional. The contract prospectus contains
information about the contract's features, risks, charges and expenses. The investment objectives, risks and'policies of the investment options, as
well as other information about the investment options, are described in their respective prospectuses. Please read the prospectuses and consider
this information carefully before investing. Product availability and features may vary by state. Please refer to the contract prospectus for more

complete details regarding the living and death benefits.

Variable annuities are long-term investments designed for retirement purposes. MetLife Investors variable annuities have limitations,

- exclusions, charges, termination provisions and terms for keeping them in force. There is no guarantee that any of the variable investment

options in this product will meet their stated goals or objectives. The account value is subject to market fluctuations and investment risk so that,
when withdrawn, it may be worth more or less than its original value. All product guarantees, including optional benefits, are based on the
claims-paying ability and financial strength of the issuing insurance company. Please contact your financial professional for complete details.

Withdrawals of taxable amounts are subject to ordinary income tax and if made before age 59%;, may be subject to a 10% Federal income tax
penalty. Withdrawals will reduce the living and death benefits and account value. Withdrawals may be subject to withdrawal charges.

Pursuant to IRS Circular 230, MetLife is providing you with the following notification: The information contained in this document is not
intended to (and cannot) be used by anyone to avoid IRS penalties. This document supports the promotion and marketing of insurance products

~ You should seek advice based on your particular circumstances from an independent tax advisor.

Methe its agents, and representatives may not give legal or tax advice. Any discussion of taxes herein or related to this document is for general information purposes only and does not purport to be
complete or cover every situation. Tax law is subject to interpretation and legistative change. Tax results and the appropriateness of any product for any specific taxpayer may vary dependlng on the facts
and circumstances. You should consult with and rely on your own independent legal and tax advisors regardmg your partacular set of facts and circumstances.

The Series L(04) variable annunty is issued by MetLife Investors USA Insurance Company (MetLife Investors) on Policy Form Series 8010 (11/00). tis distributed by MetLife Investors Distribution
Company, 5 Park Plaza Suite 1300, Irvine, CA 92614. All product guarantees are based on the claxms-paymg ability and financial strength of the issuing insurance company. We reserve the right to requne
Home Office approval for purchase payments over $1,500,000.

|
-
|
[
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' Hypothetical lilustration of Variable Annuity Series L(04) - :
Assumptions ‘ ' :
Prepared For.  Valued Client, age 30, gender Male _ Total Purchase Payment(s): $497,500 GMIB Plus’ Payout: Single Life w/Period Certain®
Requested By: Randolph Hinton Death Benefit':  Principal Protection :
-Prepared On:  November-18, 2009 { Withdrawal Type: 5% Inc Base, - : :
Contract Type: Qualified Investment®: Total Variable Rate of Return is 8.64% Gross / 5.92% Net*
State. CA Withdrawal Mode: Monthly :
' Hypothetl'cal Account Values Guaranteed Minimum Income Benefit Plus>{Guaranteed Death Benefi
) * :!;te . With*  With : Hypothetical'
Anniversary Purchase - - Return? drawal drawal Account? Income Base Income Death
Year Age Payment(s)? (Net) Amount Value ' Value » " Benefit Benefit
Inception 30 » $10,000 : - - $9,300 $10,000 - 10,000 - $10,000 AV .
1 30-31 10,000 . 758 $0 20,198 21,217 2121 € $0 21,277 AV
2 31-32 10,000 6.21 -0 31,244 32,860 32860 C 0 32,860 AV
3 . 32:33 10,000 15.19 0 - 46,914 48,890 ’ 48890 C. 0 48,890 AV
4 33-34 10,000 11.41 0 63,579 64,988 64988 C 0 - 64,988 AV
5 34-35 _ 10,000 863 0 80,079 81,422 81,422 C 0 81,422 AV
6 35-36 12,500 1.18 0 92,662 94,041 98618 C - 0 94,041 AV
7 36-37 ~ 12,500 487 0 109,093 110,566 116674 C 0 110,566 AV
] 8 37-38 12,500 24.48 0 150,187 151,836 151,836 C 0 151,836 AV
! 9 . 3839 12,500 ' 9.59 0 176,902 178,373 178373 € 0 178,373 AV
10 3840 . . 12,500 ' 0.05 0 187,649 188,957 200416 C -0 188,957 AV
-1 4041 15,000 5.89 0 212216 213,701 . 226187 € 0 213,701 AV
12 4142 15,000 -10.77 0 200,235 - 201,546 : 253247 C 0 201546 AV
13 4243 15,000 19.28 0 253,802 255,487 281659 C 0 255487 AV
T 14 4344 ' 15,000 2546 0 334,535 336,250 336,250 C 0 336,250 AV .
15 4445 15,000 -17.25 0 285,999 286,972 368812 C 0 286,972 AV
16 4546 . 17,500 9.63 0 328,284 329,738 405628 C 0 329,738 AV
17 46-47 17,500 367 0 354,150 355,550 444284 C 0 355,550 AV
18 4748 17,500 . 990 -0 403,613 405,146 484873 C 0 405,146 AV
19 4849 17,500 425 -0 434,013 435,328 527492 C 0 435328 AV
20 49-50 » 17,500 -1.70 ¢ 411,258 412,216 572242 C. 0 412,216 AV
MetLife Investors USA Insurance Company ‘ _ Page 5 of 11 . ‘
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Hypothetical lllustration of Variable Annuity Series L(04)

. ] ‘ . Assumptions : S
Prepared For:  Valued Client, age 30, gender Male ' Total Purchase Payment(s): $497,500 GMIB Plus* Payout: Single Life w/Period Certain®
Requested By: Randolbh Hinton . Death Benefit": Principal Protection ’

Prepared On; - November 18, 2009 Withdrawal Type: 5% Inc Base
Contract Type: Qualified o Investment?: Total Variable Rate of Return is 8.64% Gross / 5. 92% Net*
State: CA Withdrawal Mode: Monthly
Hypothetical Account Values Guaranteed Minimum Income Benefit Plus3.4Guaranteed Death Benefi
[
‘ _ _ g I;:te With® With: . Hypothetical'
Anniversary Purchase Return? drawal drawal - Account? income Base Income ~ Death
_Year _Age. Payment(s)* (Net) - Amount Value Value ncom _ Benefit _ _ Benefit
21 50-51 20,000 977 0 466,841 468,212 » 621854 C 0 468,212 AV
22 s 51-52 20,000 . -1.32 0 473,892 475,035 - 673946 C 0 475,035 AV
PX] 52.53 20,000 5.59 0 . 514,126 515,441 728644 C 0 515441 AV |-
24 53-54 20,000 -11.74 0 463,905 464,713 785268 C 27,139 464,713 AV
25 ’ 54.55 20,000 733 0 510,647 511,777 845250 C 29,820 , 511,777 AV
26 55-56 . 22,500 Coun 0 655,542 657,194 910672 C 32,675 657,194 AV
27 56-57 _ 22,500 12.91 0 .756,244 757,603 980,206 C 35,876 757,603 AV
28 : 57-58 22,500 527 0 809,607 ' 810,690 . 1,053,185 C 39,305 810,690 AV
29 ' 58-59 22,500 21.62 0 1,000,385 1,002,044 1128947 C 42,945 1,002,044 AV
30 59-60 : 22,500 3.96 0 1,052,181 1,052,968 1208975 C 47,044 1,052,968 AV
31 60-61 0 20.50 0 1,255,714 1,256,133 12710881 C 50,479 1,256,133 AV
32 61-62 0 7.65 0 © 1,338,894 1,338,894 1,338,894 C 0 1,338,894 AV
33 6263 0 -2.87 66,945 1,221,195 1,221,195 - 1338894 C 0 1,221,195 AV
34 63-64 0 712 66,945 1,056,526 1,056,526 1,338,894 C 0 1,056,526 AV
1 3% - 64-65 0 -11.10 66,945 863,038 863,038 1,338,894 C 0 863,038 AV
36 : 65-66 0 16.56 66,945 919,782 919,782 1,338,894 C 0 919,782 AV
37 66-67 0 753 66,945 906,046 906,046 1,338,894 C 0 906,046 AV
38 6768 0 3.05 66,945 852,240 852,240 1,338,894 C 0 852,240 AV
39 - 6869 - 0 8.19 - 66,945 ‘ 838,751 838,751 1338894 C 0 838,751 AV
40 ‘ 69-70 0 323 .66,945 784,380 784,380 1,338894 C 0 784,380 AV
Totals . ' $497,500- 5.92% $535,560

“*ANet rate of retum reflects the Gross rate of return reduced by the asset-based fees: the Investment Management Fee and other expenses; the Monallty and Expense and Administration Charge, the Earnings Preservation
Benefit rider charge (if elected) and any elected optlonal death benefits, excluding the Enhanced Death Benefit.

* MetLife Investors USA Insurance Company Page 6 of 11 .
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Hypothetical Illustrafior_n of Variable Annuity Series L(04)

Assumptions , »
Prepared For:  Valued Client, age 30, gender Male Total Purchase Payment(s). $497,500 GMIB Plus®* Payout: Single Life w/Period Certain®
Requested By: Randolph Hinton Death Benefit': - - Principal Protection '
Prepared On:  November 18, 2009 Withdrawal Type: 5% Inc Base ‘ . :
Contract Type: Qualified Investment®: Hypothetical Account @ 0% (gross rate) -2.51% (net rate*) -
State: CA Withdrawal Mode: Monthly : :
Hypothetical Account Values Guaranteed Minimum Income Benefit Plus34 | Guaranteed Death Benefit
; ; With?- With-? Hypothetical'
Anniversary Purchase drawal drawal ~ Account? . Income Base "Income Death
“Year Age Payment(s)* Amount Value Value nco 7 Benefit Benefit
inception 30 $10,000 - $9,300 $10,000 10,000 - $10,000 AV
1 30-31 10,000 -$0 18,210 19,258 21000 C $0 20,000 PP
2 31-32 10,000 0 26,639 28,169 32550 C 0 30,000 PP
3 32-33 10,000 0 34,944 36,735 44678 C 0 40,000 PP~
4 33-4 10,000 0 43,827 44,959 57411 C 0 " 50,000 PP
5 34.35 10,000 0 51,918 52,872 70,782 C 0 60,000 PP
\ 6 35-36 12,500 0 61,969 62,858 87446 C 0 72,500 PP
. 7 36-37 12,500 0 71,621 72,419 104943 C 0 85,000 PP
! 8 37-38 12,500 0 80,899 81,556 123316 C 0 97,500 PP
9 38-39 12,500 0 89,861 90,271 142606 C 0 110,000 PP
10 3940 12,500 0 98,417 98,565 162,714 C 4,549 122,500 PP
11 4041 15000 - 0 108,849 108,849 186,755 C 5,289 137,500 PP
12 41-42 15,000 0 118,624 118,624 211,842 C 6,076 152,500 PP -
13 4243 15,000 0 127,891 127,891 238185 C 6,917 167,500 PP
14 4344 15,000 0 136,648 136,648 265844 C 7816 - 182,500 PP
15 4445 15,000 0 144,896 144,896 - 294886 -C 8811 197,500 PP
16 '45-46 17,500 0 155,043 155,043 . . 328005 C 9,958 215,000 PP
17 4647 17,500 0 164,588 164,588 362781 C 11,145 232,500 PP
18 4748 17,500 0 173,528 173,528 399295 C 12,458 250,000 PP
19 4849 17,500 0 181,860 181,860 437634 C 13,917 267,500 PP
20 4950 17,500 0 189,581 189,581 477891 C 15,426 285,000 PP
MetLife Investors USA Insurance Company Page 7 of 11
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Hypothetlcal lustration of Varlable Annunty Series L(04)

o » | Assumptions ’
Prepared For:  Valued Client, age 30, gender Male . Total Purchase Payment(s): $497.500 ~ GMIB Plus* Payout: Single Life w/iPeriod Certain®
Réquested By: Randolph Hinton Death Benefit*: Principal Protection -
Prepared-On:  November 18, 2009 - _ . Withdrawal Type: 5% Inc Base
Cohtract Type: Qualified ' : ~ : Investment® Hypothetical Account @ 0% (gross rate) -2. 51% (net rate*)
{_State: CA - Withdrawal Mode: Monthly
Hypothetical Account Values Guaranteed Minimum Income Benefit Plus34 | Guaranteed Death Benefit
] Witht- With-2 § Hypothetical'
Anniversary Purchase drawal drawal Account? Income Base Income Death
Year Age Payment(s) Amount Value _ Value Benefit Benefit
21 50-51 20,000 0 199,097 199,097 522,786 C 17,126 305,000 PP
22 51-52 20,000 0 207,902 207,902 569,925 C - 19,013 325,000 PP
23 - 52-53. - 20,000 0 215,992 © 215,992 619421 C 21,036 345,000 PP
24 53-54 20,000 0 223,359 223,359 671,392 C 23,203 365,000 PP
25 54.55 20,000 0 229,996 229,996 725962 C 25,612 385,000 PP
26 55-56 22,500 0 238,304 238,304 785885 C . 28,198 407,500 PP
27 56-57 22,500 0 245,775 245,775 848,804 C 31,066 430,000 PP
.28 5758 22,500 0 252,398 252,398 914863 C 34,143 452,500 PP
29 58-59 22,500 0 258,161 258,161 984,238 C 37,440 475,000 PP
30 59-60 22,500 0 263,051 263,051 1,057,075 C 41,099 497,500 PP
3 60-61 0 0 245,354 245,354 1,109928 C 44,086 497,500 PP
32 61-62 0 0 227,546 -+ 227,546 1,165425 C 47,270 497,500 PP
3 '62-63 0 58,271 152,708 152,708 1,165425 C 48388 368,602 PP
34 6364 0 58,271 79,747 79,747 1165425 C 49,507 226,298 PP
35 . 6465 0 58,271 8,586 8,586 1165425 C 50,766 59,001 PP -
36 . 6566 0 7.561 0 0 1,165,425 C 64,098 0 '
Totals 4 $497,500 $182,374

* A Net rate of retum reflects the Gross rate of return reduced by the asset-based fees: the Investment Management Fee and other expenses the Mortality and Expense and Administration Charge, the Eamings Preservation

Benefit rider charge (if elected) and any elected optaonal death benefits, excludmg the Enhanced Death Benefit.
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- : : ' Hypothetical lilustration of Variable Annuity Series L(04) , o
1 The Principal Protection Death Benefit comes standard with a MetLife Investors variable annuity contract at no additional charge. The Priricipal Protection Dea.th Benefit i.s @he greatef of the Account'
Value (AV) at death or the total contributions adjusted for partial withdrawals (PP). Withdrawals impact the Principal Protection Death Benefit proportionately. This amount is fllustrated in the Hypothetical
Death Benefit column. Death benefits are only payable if the contract owner dies prior to annuitizing the contract. .

2 This hypothetical illustration assumes: 1) Purchase Payments and Withdrawals are as of the beginning of the period elected; 2) Each purchase paymfant, adjusted for withdrawals, is assumed t_o growata
gross rate of variable retum and 0.00%, compounded annually, and reduced by applicable fees and charges; and 3) The values provided in this illustration are as of the end of the year.. Hypothetical retums
are used for ilustration purposes only and should not be deemed a representation or estimate of past or future performance, or a guarantee of any kind. Actual results may be more or less favorgb!e th:fm
those shown. 4) A Net rate of retum reflects the Gross rate of retum reduced by the asset-based fees: the Investment Management Fee and other expenses; the Mortality and Expense and Administration

Charge; the Earnings Preservation Benefit rider charge (if elected); and any elected optional death benefits, excluding_the Enhanced Death Benefit:

3 The Guaranteed Minimum Income Benefit Plus (GMIB Plus) is an optional rider available for an additional charge of 1.00% of the Income Base. The GMIB Plus guarantees you a fixed minimum level
amount of annual income via annuitization. You can only exercise the GMIB Plus rider within 30 days after any contract anniversary beginning with the 10th contract anniversary. You must exercise the
GMIB Plus rider no later than the 30th day following the contract anniversary immediately after your 90th birthday. Ifthe Account Value is withdrawn to zero at any time, the contract will automatically
annuitize within 30 days and income payments (if any) will be reduced by any applicable withdrawal adjustments. When exercising GMIB Plus, the amount applied to generate the annuity income, called
the Income Base, will be the greater of the 5% Compounding income base until the contract anniversary following the 90th birthday and Highest Anniversary Value (HAV) income base through age 80. Any
withdrawals between 0 - 5% of the current year's 5% Compounding income base will reduce the 5% Compounding income base on a dollar-for-dollar basis. Withdrawals greater than 5% annually wil
reduce the 5% Compounding income base proportionately. Any withdrawal will reduce the Highest Anniversary Value (HAV) income base proportionately. The income base is calculated at the time of
exercise to the conservative GMIB Annuity Table specified in the rider in order to determine your minimum guaranteed lifetime fixed monthly annuity payments. The annuity rates in the GMIB Annuity Table.
are conservative and a withdrawal charge may be applicable, so the amount of guaranteed minimum lifetime income that the GMIB produces may be less than the amount of annuity income that would be
provided by applying your account value on your annuity date to then-current annuity purchase rates. The Income Base is not a cash value and cannot be taken as a lump sum, In the prospectus and GMIB
Plus rider, the 5% Compounding income base is referred to as the Annual Increase Amount and the Highest Anniversary Value income base is referred to as the Highest Anniversary Value. :

With GMIB Plus, you must invest in either Option A or B in the Portfolio Fle;(ibility Program. Each quarter your account balance will be rebalanced based on your most recent purchase
payment allocation instructions. Rebalancing will also occur on a date when a subsequent purchase payment is received if accompanied by a new allocation instruction. Please refer to the
Contract, Prospectus and Marketing Material for more information.

For illustration purposes only. When the account is liquidated prior to the next anniversary, the Annual Increase Amount Income Base is not yet fully valued. For actual contracts where the automatic

_ annuitization feature is exercised, the Income Base is fully valued to the previous year's Income Base when detemining the annual income. However, if your current Account Value and the current annuity -
purchase factors would provide a higher level of income, you would automatically receive the higher amount. This amourit of income would also be guaranteed for fife. In this situation, you would have paid
for the optional GMIB Plus rider and received no additional benefit. ' ’

The GMIB Plus may have limited usefulness in connection with a Qualified Contract, such as an IRA, in circumstances where, due to the ten-year waiting period after purchase the owner is unable to
exercise the rider until after the required beginning date of required minimum distributions under the contract. In such event, required minimum distributions received from the contract will have the effect of
_reducing the income base either on a proportionate or dollar for dollar basis, as the case may be. This may have the effect of reducing or eliminating the valiue of annuity payments under the GMIB Plus.
Additionally, the GMIB Plus is not available for purchase by a beneficiary under a decedent's Non-Qualified Contract or IRA (or where otherwise offered, under any other contract which-is being "stretched”
by a beneficiary after the death of the owner or after the death of the annuitant in certain cases). The GMIB Plus benefit may not be exercised until 10 years after purchase, and the benefit provides
guaranteed monthly fixed income payments for life (o joint lives, if applicable), with payments guaranteed for 5 years. However, the tax rules require distributions prior to the end of the 10-year watting
period, commencing generally in the year after the owner's death, and also prohibit payments for as long as the beneficiary s life in certain circumstances. You should consult your tax adviser prior to
electing a GMIB Plus rider. ‘

" - Optional Step-Up may be elected on every anniversary though age 80. Step-Ups may be elected annually, or an automatic step-up option is available. The automatic step-up continues for seven contract
anniversaries, unless a request is received to terminate the automatic step-up. This automatic step-up period can be renewed at any time after the seven year period has expired. The Optional Step-Up: 1)
Resets the Annual Increase Amount to the account value on date of reset; 2) Resets the waiting period to exercise the GMIB Plus rider to 10 years from the date of the most recent step-up; 3) Resets the
rider charge to a rate we shall determine that does not exceed a maximum charge of 1.50%, provided that this rate will not exceed the rate currently applicable to the same rider available for new contract
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- purchases at the time of the step-up. The step-up will increase GMIB Plus rider fees by resetting the GMIB Plus Income Base to a higher amount. For illustration purposes only, the Rlder Charge will

remain constant. Please refer to the current prospectus for important details regarding the Optional Step-up 4

4 5% Compounding represents the hlgher of the annual 5% Compoundmg income base and apphed to guaranteed annmty purchase factors or the Optlonal Step-Up (stepped up to account value), if
. higher. .

' 5 When you elect to receive annuity payments under the Income Benefit, you have a choice of two annuity options: A life annuity with a 5 year period certain or a joint and last survivor life annuity with a 5
.year penod certain. .
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This Is For lllustrative Purposes Only. '
An lllustration is not intended to predict actual berformance;

Interest Rates, Dividends, or Values that are set forth in the lllustration are not guaranteed, except for those items
clearly labeled as Guaranteed. , _

MetLife Investors USA Insurance Company ) _Page 11 of 11 .
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educational (including teachers, administrators, and workers in supportive reles), and there are
approXimately one million law enforcement personnel and firefighters in the U.S.

Not only do public DB plans attract adiyerse group; they also pfomote retention efforts
by rewafding length of service. v’l‘his is because DB plan formulas usually base the retirement
benefit on a worker’s salary during his final years of service and on his length‘of service‘. Since
salaries tend to rise over time, DB plans typically calculate pension beneﬁts‘l)ased on the
worker’s. final three or five years (final average salary or FAS). As the workforce changes, all
‘ employe’rs will be challenged to compensate workers who possess required knowledge, skills,
“and institutional memory (Mulvey and Nyce, this volume.) DB plans may be key to retaining
quality employees. |

DB plans also encourage orderly tumover of personnel by allowing employees to depart
" from the workforce with a clear knowledge of their pension benefits and with the assurance that
the benefit payment will centinue for life. By contrast, the DC plan provides no assurance that an
employee will be financially prepared for retirement at any specific age or level of experience.’
Unfortunately this uncertalnty (or, in some cases, certainty of the inadequacy of one’s benefits)

: causes employees to relnain on the job even when their ability to perform job duties is in decline.
Clearly this may also complicate the employer’s role, forcing»decisions with unpleasant
consequences for everyone.

In recent years, public DB plans have grown more flexible in their ability to meet a range
~of new e_mployer (and employee) objectives. Developvments include shorter vesting periods; a
majol‘ity of public employees now participate in plans with a vesting period of five years or
fewer, aown from 10 years a decade ago. In addition, many large statewide public retirement

plans now allow participants to purchase service earned at another retirement system or in the
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military. Also many plans now permit terminating participants to take all or part of the empldyer :

contributions, and some allow retired participants to return to active employment while

continuing to receive their pension benefits. The number of public sector hybrid plans, having

., both DB and DC plan characteristics, has risen, as has the. number of plans pérmitting retiring

participants to take a portion of their benefit as a lump sum at retirement. Some plans also now
permit participants to share in investment earnings during the accumulation period.

Another feature of DB plans particularly valuable to public employers is their ability to

help public employers temporarily adjust the criteria used to determine retirement eligibility

(typicall'y, age and years‘bf service requirements). Such incentives target embloyeeﬁ who qualify
already for retirement or who are close to qualifying, many of whom may be older and havé
more experience and salary than other employees. Once the worker retires, his posiiion can bé
held \;acant femporarily or p_ermanently, or he may be rei:laced with lower-paid employee.
Structuréd and managed-properly, early fetirement incentive plané have been deemed usefu'l' to

public employers, especially in the short-term.

Public DB plans as Financial Engines

A not-yét-discussed beneficial aspect of public DB plans is that their assets promote
economic growth and vitality. Through their size, broad diversification, and focus on long-term
investment returns, public pension funds stabilize and add liquidity to US and foreign financial

markets. The Federal Réserve System Board (2004) reported that the $2.3 trillion held by public

" retirement systems equaled over than 20 percent of the nation’s entire gross domestic product

-and approximately 20 percent of the nation’s total retirement market. Public pension assets are

well-diversified: approximately $1.3 trillion of public pension assets are held as corporate
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equities; $800 biil_ion is in US treasury notes and bonds an'd' corporate debt; and another $90
billion is in real estate and mortgages (Federal Reserve Board, 2004). Most of thése assets are
invested on a long-term Basis, while ?ublic pension cash and short-term holdings add essential
liquidity to fméncial markets.

The cost of public pension funds to taxpayers, which is generally reported as employer
contributions was $38.8 billion (in F Y 2002). Public pensions paid over $1 10 billion'in benefits
in FY 2002, and a substantial niajority of thesé funds derived frorﬁ sources other than employer
(taxpayer) contributions — mainly investment gains and employee contributions. Over the two-

) deéadé period from 1983 to 2002, public pensions had total receipts of $2.7 trillion: investment
eamingé represented $1 .65-trillion of all systerﬁ receipts, dwarfing employer (government) and
employee contributions (U.S. Census Bureau, 2003). Through professional asset management
ahd benefiting fro.m favorab]e_inyestment markets, pﬁblic funds leveraged contributions from

- employers and employees into si‘zable investment earnings during the 1980°s and 1990°s. The
sources of pﬁblic pension revenue are summarized in Figure 1.

Figure 1 here

Itis wdth noting that these revenue sources shifted dramatically between 1983 and 2002,

’ ‘with investment earnings ring from 42 percent in 1983 to 62 percent in 2002. Meanwhile, the

~-employer (taxpayer) share of cumulatiye public pension revenue declined from.42 percent to 26
percent. Unlike DB plans in private industry, most public DB plan partici}.)anis contribute to their
plans: 13 percent of public pension contributions came from employees during this period, énd‘

' - investment earnings made up the rembainder. The time-series change in the distribution of

revenue sources is dépicted ‘graphic'al]y in Figure 2.

" Figure 2 here
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By spoﬁisoring DB plans with professiohal investmenf funciions; iﬁstead of DC plans wifh assets
managed by individual plan participants, public employers increased the value of rétirement plan
assets by an amount greater than the entire cost of their contributions during this same period.
Venture capital provides ﬁnanéing for new and rapidly growing compan‘vies; the

innovations and e_fﬁciencies g‘eneratedA by étart-up companies are considered critical to long-term
economic growth. In the last decade, many public retirement. systems have‘established target
allocations to venture capital projects within their own state (PSRS/NTRS, 2002). These
investments seek to provide a return to the pension fund commensurate with thé investment’s
" level of risk, and also to promote economic growth and development in the ‘state. Venture capital
typically requires at leaét ten years to fully mature, rriaking it a natural match for defined benéﬁt'
assets (McDonald, 2002). This is Because of DB funds’ focus on long-term investment results
and because these funds pool assets for large numbers of participants, accumulating portfolios
~ large enough to commit to venture capital projecté. In addition, DB pl;ms also inveét in other
asset classes with the same long-terin focus théy demonstrate with venture capital:

| | As consumers, rétired pension participants si)end their benefits on a fange of goods and
services. These expenditures increase economic deménd and promote employment, generating
- additional economic activity, whicﬁ begets additional deménd and empioyment. This is known as
the multipiier effect: the effect of a single dollar has an economic impact greater than one dollar
as it ripples through the economy. In a_n_analysis descfibed in more detail in the Appendix, we
estimate the impact of the higher earnings from DB blans versus those available from DC plans
. which té.ke into accoﬁnt lower investment earnings. We evaluate the ipipact of these higher
investment gains on the gross product of the ﬁve'statés with the largest public pénsion

distributions in fiscal year 2002 (California, New York, Texas, Ohio, and Illinois). In particular,

"~ 80



we assu_fne a marginal propensity to consume (MPC) of 6.67, which implies an economic
multiplier effect of 3.0. Beneﬁt payments from these five states comprised approximately 44
percent of the $110 billion in public pension benefit payments in FY 2002. The difference
between the actual benefits distributed by DB plans, and the estimated value of available DC
benefits in these states of $25.78 billion. represents the marginal value added by public DB plans
asa result of their investment returns over the mferred value of available DC bencﬁts (see Table
1).
'T able 1 here

| Next we compute for each of the five states the value added to the gross state product
(GSP) by the higher payments from DB plans éttributed to superior investment returns. The |
Qalue added, shown on Table 1, is determined by mﬁltiplying .the mérginal valué-added by public
DB plans’ higher investment returns by the economic multiplier of 3.0. The table'als'o.shows the
" percentage value added to each}state’s gross state préduct, which in these five states totaled a
weighted average of 2.0 percent to states” GSP. If we weré to extrﬁpolatc these computations to
the entire economy, a nafional 2.0% impact would yield a value added from public DB plans of
$203 Billion:‘ $10.13 7 trillt;on (GDP) x .2.0% = $203 billion. This contribution to the nation’s
- economy dwarfs the employer contfibutions of $39 ‘billiqn to public re'tircm.'ent systems inFY
2002. Indeed, setting aside all the other‘beneﬁts to employers and embloyees of DB plans,
contributions to public pension plans may be among the best investments a state or local

government can make.
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Co_nclusions

The economic boost of public pension benéﬁts is likely to grow as public employees of

the BaBy Boomer cohort begin to retiré, and public retirement systems begin to pay out

increasingly larger benefit amo‘unfs. In our view, public pension plans are in a strong position to
handle tfle coming influx of retirees, since, unlike social security (mainly a pay-as-ydu-go
program); public pensio'ris are rather Well-funded (approximately 95 percent in 2003). Invcsting
the $2.3 trillion in pubiic pension assets and the ﬁow of béneﬁt paymenis to annuitants promises
2 coht-inuous, predictable, and growing source of economi§ stimulus. Moreover, through efficient
aéset mahagement and pooling of resources, public defmerd benefit pension plans ha%/e a

significant, positive effect on financial markets and the economy.

In general, public employers recognize that DC plans have many positive attfibutes, but
to make them work well, many factors must fall into place: participants must consistently make -
 sound investment decisions over théir working and retired lives; they must remain in the
WOrkforcev steadily, avoiding lengthy time off for having children, raising a family, completing
an education, or for illness; they must have a sufficient amount withheld from their pay; they
must avoid borrowing against and spending their retiremen}c'asséts; and‘fhey must make
~ appropriate de;:isions regarding Withdrawal rates during retirement. Even then, employees might
exhaust their assets after retipement. Hence having a DB plan as the .pr'imary retirement benefit |
protects public sector employees against many of these prob‘le.ms

Public DB pen'sio_n plans have also enabled publick employers to achieve important
- objectives related to the recruitment and retention of quality workers. These plans financial
security in fetirement and reduce retiree reliance on public assistance programs. The fact that

these plans have evolved relatively independently of the federal regulatory structure gbveming
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private pensions has allowed the public plans to engage in an ongoing process of creating and
modifying plan designs and governance structures to meet the upiqxje needs of public sector
employers. The independence, flexibility, and pfoﬁtable prﬁdence of these plans will continue to

support public employers in théir ongoing miss-ion to serve taxpayers, while providing financial
security .to retired public employees and significant economic benefits to their communities.

Public plans are, indeed, a useful component of the new retirement paradigm of the future.

| \
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Technical Appéndix

The multiplier effect described in the text is based on the marginal propensity to éonsume
(MPC) wh_ich refers to the proportion of each additional dollar éf 'ho'useh.old income used for
_ consmﬁption. As Keynes (1936) nqtcd, people tend to consume more if their incérﬁe rises, but
this consumbtion ggin tends to be less than the rise in their income. The MPC states that a
worker who receives an increase in salary of $100 per month will spend some, but not all, éf the
entire $100; savings and taxes will make up fhe difference. It can be expressed as a formula: |
| MPC = AI - MPS - t, which simply means that the mérginal propensity to consume eq,ua.ls
the chanée in income minus savings minus taxes. The multiplier effect can be derived from thc
MPC as 1/(1-MPC). |

To compare actual beneﬁts: paid By public DB pensions and the benefits that might have
been payable by DC plans earning loWer assumed investment returﬁs; we reduced t;y ten percent
the amoimt paid by public DB pensions to reflect migration of retired participants from the five
states. This reduces the DB payments figure to $44.2 billion. For the.20_-year period ended in
- 2002, public DB plans experienced annualized iﬁvestmcnt returns of 16.03 percent. As a base of
comparison, using the Nebraska benefits adequacy study and the Investment Comj)any Institute
report on the asset allocation of 403b and 457 plan paﬁicipants asa guvide, we assume a net
- annualized investment return for DC plans during the same period of 6.5 percent. Based on these
. rates, the DC plan portfolio would have returned 41.7 percent of the investment gains accrued by |
tht; DB plan. Applying this.proportion———41 .7 percent—of the investment earnings DC plans
' would have generated, to the benefits actuélly distributed by puBlic DB plans in the ﬁvg states, -

“yields $18.4 billion. This amount is referred to here as the inferred valué of available DC
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benefits, and represents a level of assumed DC plan benefits thai can be compared with the
amount actually distribﬁtcd by DB pians.
While this exercise illustrates how public DB plans .can have a positive effect due to theirl
- Supefiér.investment returns, relativé to DC plans, there are other factors thét ;must also be
mentioned. For instahc_e, we assumed that DC plans would pay benefits in the same proportion to |
their investment earnings as DB plans, but in fact we cannof know at what rate DC plan assets
will actually be spent. Also we assumed th‘at DC and DB contribution rates would have been the
- same. In view of the fact that some DB contributions over this period were actually intended to
reduce underfunding, it is possible that contributions to D.C plans would have been lower than
_these. In any event, our central finding—that DB contributions yield pésitivé long-term
economic results—suggests that higher contributiop rates literally ha\;e been a good investment,
_not only'for taxpayers, but also for public employers and employ_ees. Additionally, this analysis
~assumed a consistent contribution rate relative to investment gains and benefit payments, thdugh
actual contribution rates varied across states. Also we didl not attempt to determine additional tax
revenues generated by higher DB payments; rather we as.sumed that the DC andvDB plans
| pfoduced similar rates of leakage, though most public DB plans do not permit loans. F inally, we
assumeci that the administrative cost of the plan types is icientical, though public .DB plans
typically have administrative expenses considerably lower than those of DC plans. Facforing this

-in would likely strengthen the case for the economic value of DB versus DC plans.
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Figure 1. Sources of Public Pension Revenue
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Source: US Census Bureau (2002)
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Figure 2. Change Over Time in Public Pension Fund Revenue by Source, 1983-2002
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Table 1. Estimated Benefits from DB and DC Plans, Assuming Lower Returns to DC
Investments, 2002 (in $ billions) ‘

$ Value

Note: Columns may not add due to rounding.

Source: United States Dept of Commerce (2003).
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h

‘ % Value Added
Actual Benefit Value Added to to Gross State
Payments Assumed - Added by ‘ Gross State * Product by
- Made by Payments  Higher DB 2001 Gross  Productby  Higher Returns
Public DB from DC Plan State Higher
State- Plans Plans Returns Product Returns
California $14.88 $6.20 $8.68 $1,359.27 '$26.05 1.9%
New York ' $12.48 $5.20 $7.28 . 82649 21.85 2.6%
Texas $5.87 $2.45 $3.42 " 763.87 10.28 1.3%
- Ohio. $5.62 $2.34- $3.28 37371 9.85 2.6%
Illinois $5.36 $2.24 $3.13 475.54 9.39 - 2.0%
Total $44.21 $18.43 $25.78 $3,798.88 $77.42 2.0%



Ahaon

Endnotgs

' For the 25 percent of state and local government employees who do not participate in social

~ security, pension benefits are generally higher to compensate for the absence of social security

benefits.
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