
 

 

 
 
 
 
                                                                          
 
June 23, 2010 

 
Sally Choi 
General Manager 
Los Angeles City Employee Retirement System 
360 East 2nd

Los Angeles, CA 90012 
 Street, Second Floor 

 
Michael Perez 
General Manager 
Los Angeles Fire & Police Pension 
360 East 2nd

Los Angeles, CA 90012 
 Street, Room 800 

 
RE: Request for information 
 
Dear Ms. Choi and Mr. Perez, 
 
On behalf of the Los Angeles County Business Federation (BizFed), we write to request information 
regarding the two pension funds that you oversee.  
 
Having recently reviewed the five-year projections of future city contributions that will be required for 
your funds, we see that contributions for pension and health benefits at LA FPP will rise from $423 
million to between $934 million and $1.099 billion by 2014, and contributions to LACERS will rise from 
$421 million to between $816 million and $973 million by 2014.  
 
The actuarial reports that contain these projections continue to assume an 8% return on plan assets. 
We have noted commentary from the likes of Berkshire Hathaway’s Warren Buffett, Governor 
Schwarzenegger’s advisor David Crane, BlackRock’s Lawrence Fink and former Mayor Richard Riordan 
calling into question the likelihood of achieving such an ambitious rate of return.  
 
Thus, we request that you each ask Segal, the actuarial firm for both of your pension funds, to re-run 
its five year projections of future contributions, in dollars, assuming lower rates of return (3% and 5% 
in addition to 8%), and make the information public.  
 
Last week, the state instructed CALPERS to provide similar disclosure as part of the pension reform 
package negotiated with four state unions. We also note that the LA FPP in particular used to provide 
such data in its actuarial valuation reports, which you can see by examining page 90 of the document 
linked below. We ask simply that you return to your former standard of disclosure by providing similar 
disclosure today.  
 
Sincerely,  

  
 
 

  
Thomas Flintoft   David Fleming        Tracy Rafter 
BizFed Chair    Founding Chair       BizFed CEO 
LAX Coastal Area Chamber  Latham & Watkins                    Rafter Group, Inc.   
 
http://www.lafpp.com/LAFPP/documents/financial_reports/2005_acturial_valuation.pdf 
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THE SEGAL COMPANY 
100 Montgomery Street, Suite 500  San Francisco, CA 94104-4308 
T 415.263.8200  F 415.263.8290  www.segalco.com 

 
 
 

 

 Benefits, Compensation and HR Consulting Offices throughout the United States and Canada 
  
Founding Member of the Multinational Group of Actuaries and Consultants, a global affiliation of independent firms  

 

VIA EMAIL and USPS 
 
 
May 25, 2010 
 
 
Ms. Sally Choi 
General Manager 
Los Angeles City Employees' Retirement System 
360 E Second Street, Eighth Floor 
Los Angeles, CA 90012-4207 
 
Re: Five-Year Projection of Contributions, Funded Ratio and UAAL 
 
Dear Sally: 
 
Enclosed please find five-year projections of contributions, funded ratios and Unfunded 
Actuarial Accrued Liabilities (UAAL) for each of the Pension and the Retiree Health Plans. We 
have also included similar results for the two Plans combined. 
 
Background and Discussions 
 
We projected the City’s contribution rates for the Pension and the Retiree Health Plans 
assuming contributions would be made in one lump sum on July 15. The rates we show on the 
enclosed exhibits take into account the 12-month lag between the valuation year and the fiscal 
year when the rate will be paid by the employer. 
 
As directed, we have provided different scenarios of rates of return on a market value basis for 
the current fiscal year. Scenarios 1, 2 and 3 assume a rate of return of 0%, 8% and 16% for 
2009-2010, respectively. For 2010-2011 and thereafter we assume a return of 8% for all three 
scenarios. 
 
Unless otherwise noted, these projections are based on the revised June 30, 2009 actuarial 
valuation results that reflect the Early Retirement Incentive Program (ERIP) elections, 
including the participant data and the actuarial assumptions on which that valuation was based. 
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Ms. Sally Choi 
May 25, 2010 
Page 2 
 
 
 

5078633v2/05806.101 

We have been informed by LACERS that an estimated payroll of $1,720,193,000 should be 
used to approximate the City’s payroll for fiscal year 2010-2011. This payroll is significantly 
lower than the amount we would have otherwise anticipated starting with the estimated 
$1,816,171,000 payroll for fiscal year 2009-2010 shown in our June 30, 2009 valuation and 
then projecting to 2010-2011 by an increase of 4.25% for assumed wage inflation. 
 
We understand that the lower payroll estimate includes adjustments for layoffs and other salary 
reductions for fiscal year 2010-2011. These adjustments are in addition to the reduction in 
payroll from the ERIP retirements included in our June 30, 2009 valuation. 
 
Other than the above adjustments, we have assumed that the payroll for each subsequent fiscal 
year will increase by 4.25% per year, consistent with the wage increase assumption from our 
June 30, 2009 valuation. In particular, our payroll projections do not anticipate that any of the 
positions left vacant as a result of the ERIP will be back filled by the City. 
 
Calculations were completed under the supervision of Andy Yeung, ASA, MAAA, Enrolled 
Actuary. 
 
Results 

The results of our projections are shown in the attached exhibits. The first exhibit provides a 
consolidated summary of all projection results under the three market return scenarios for the 
Pension Plan. The second exhibit provides similar results for the Retiree Health Plan, and the 
third exhibit provides results for the two Plans combined. In the fourth exhibit, we have 
provided a graph of the projected City contribution rates for the two Plans combined. 
 
Below is a summary of the key results from the projections: 
 
 At the end of the five-year projection, the total City contribution rates for the Pension and 

the Retiree Health Plans combined are projected to be between 39% and 46% of payroll 
under the three hypothetical market return scenarios previously discussed, assuming 
contributions are made on July 15. These rates can be compared to the combined rate of 
24.49% from the June 30, 2009 valuation. 

 Most of the increase in the projected City rate under the Scenario 2 market returns of 8% for 
all years (i.e., from 24.49% in the June 30, 2009 valuation to the net rate of 42.23% in the 
June 30, 2014 valuation) is attributable to the recognition of prior asset losses as of June 30, 
2009 under the smoothed actuarial value of assets method. There are also additional 
“contribution losses” due to the one year lag for implementing the higher contribution rates 
determined in the actuarial valuation. 
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Ms. Sally Choi 
May 25, 2010 
Page 3 
 
 
 

5078633v2/05806.101 

 As discussed, the payroll for fiscal year 2010-2011 provided by LACERS is significantly 
lower than the amount we would have anticipated by projecting the payroll from the June 
30, 2009 valuation. Utilizing a lower payroll has the effect of increasing the City’s UAAL 
amortization contribution rate determined in the actuarial valuation, since pre-existing 
UAAL and emerging UAAL from investment losses as described above will now be spread 
over a lower payroll base. 

 The employee contribution rate for the Pension Plan is scheduled to increase to 7% of pay 
(from 6%) beginning on July 1, 2011, pursuant to the ERIP Ordinance No. 180926. This 
increase in employee rates will partially offset the increase in the City contribution rate for 
the Pension Plan attributable to the ERIP. We have included the effect of this offset to the 
City rates in the enclosed exhibits. After adjusting the 1% increase in member contributions 
for refundability and payment timing, we have estimated the City’s net contribution rate 
offset to be about 0.87% of payroll. 

 
Additional Information 

Projections, by their nature, are not a guarantee of future results. The modeling projections are 
intended to serve as estimates of future financial outcomes that are based on the information 
available to us at the time the modeling is undertaken and completed, and the agreed-upon 
assumptions and methodologies described herein. Emerging results may differ significantly if 
the actual experience proves to be different from these assumptions or if alternative 
methodologies are used. Actual experience may differ due to such variables as demographic 
experience, the economy, stock market performance and the regulatory environment. 
 
If you have any questions, please let us know. 
 
Sincerely, 

Paul Angelo, FSA, EA, MAAA, FCA Andy Yeung, ASA, EA, MAAA 
Senior Vice President and Consulting Actuary Vice President and Associate Actuary 
 
DNA/bqb/jc 
Enclosures  
 
cc: Li Hsi 
 Tom Moutes 
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July 22, 2010 

 
Sally Choi 
General Manager 
Los Angeles City Employee Retirement System 
360 East 2nd Street, Second Floor 
Los Angeles, CA 90012 
 
 
RE: Response to LACERS Letter 7.6.2010 – Revised Request 
 
Dear Ms. Choi, 
 
Thank you for your response to the Los Angeles County Business Federation (BizFed) 
request to re-run the five-year projections of future contributions, in dollars, assuming 3% 
and 5% returns, and to make this information public. 
 
We understand LACERS’ obligations under the state Constitution and the LA City Charter 
regarding asset expenditures.  
 
Toward this end, we request that LACERS incorporate into its FY 2010 annual report the 
above-requested rate-of-return projection forecasts. This should not entail any additional, 
extra or unusual expenditure of LACERS assets as the report already is an approved and 
budgeted expense for release in December. 
 
The state recently instructed CALPERS to provide similar disclosure as part of a pension 
reform package negotiated with several state unions. We ask simply that you return to your 
former standard of disclosure by providing similar disclosure today.  
 
 
Sincerely,  

  
 
 
  

Thomas Flintoft   David Fleming        Tracy Rafter 
BizFed Chair    Founding Chair       BizFed CEO 
LAX Coastal Area Chamber  Latham & Watkins                    Rafter Group, Inc.   
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