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Purpose and Background 
The Orange County Employees Retirement System (OCERS) is charged with administering defined 
benefit plans for its members.  Administering the system includes establishing systematic funding of 
current and future benefit payments for members of OCERS.  In doing so, the Board of Retirement 
engages the services of an actuary to assist in establishing contributions that will fully fund the System’s 
liabilities, and that, as a percentage of payroll, will remain as level as possible for each generation of 
active members.  In order for the actuary to perform the requested services, the Board must approve 
specific funding objectives, methods, and assumptions to be used in the actuarial valuation for the 
purpose of funding member benefits. 

Policy Objectives 
• Achieve long-term full funding of the cost of benefits provided by OCERS; 

 
• Seek reasonable and equitable allocation of the cost of benefits over time; 

 
• Minimize volatility of the plan sponsor’s contribution to the extent reasonably possible, consistent 

with other policy goals; and, 

• Support the general public policy goals of accountability and transparency by being clear as to both 
intent and effect, allowing for an assessment of how and when plan sponsors will meet the funding 
requirements of the plan. 

Definitions 
1. Actuarial Accrued Liability (AAL) – The portion of the present value of projected benefits that is 

attributed to past service by the actuarial funding method. 
 
2. Actuarial Funding Method – A process used to allocate present value of projected benefits among 

past and future periods of service. 
 
3. Actuarial Gains and Losses – The changes in unfunded actuarial accrued liability or surplus due to 

actual experience different from what is assumed in the actuarial valuation.  For example, if during 
a given year the assets earn more than the investment return assumption, the amount of earnings 
above the assumption will cause an unexpected reduction in unfunded actuarial accrued liability, 
or “actuarial gain” as of the next valuation. 

 
4. Actuarial Surplus – The positive difference, if any, between the Valuation Value of Assets and the 

Actuarial Accrued Liability 
 
5. Actuarial Value of Assets (AVA) – The market value of assets less or plus the net deferred 

investment gains or losses not yet recognized by the asset smoothing method. 
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6. Entry Age Method – An actuarial cost method designed to fund a member's total plan benefit 
over the course of his or her career. This method is designed to produce stable employer and 
employee contributions in amounts that increase at the same rate as the members’ payroll 
(i.e., level % of payroll). 

 
7. Market Value of Assets (MVA) – The fair value of assets of the plan as reported under generally 

accepted accounting principles. 
 
8. Normal Cost – The portion of the present value of projected benefits that is attributed to 

current service by the actuarial funding method. 
 
9. Unfunded Actuarial Accrued Liability (UAAL) – The portion of the Actuarial Accrued Liability 

that is not currently covered by plan assets.  It is calculated by subtracting the Valuation Value 
of Assets from the Actuarial Accrued Liability. 

 
10.  Valuation Value of Assets (VVA) – The value of assets used in the actuarial valuation to 

determine contribution rate requirements.  It is equal to the Actuarial Value of Assets reduced 
by the value of any non-valuation reserves. 

 

11. Valuation Period – The year for which the actuarial valuation is being performed, which is the 
calendar year preceding the December 31 actuarial valuation date. 

Policy Guidelines 
OCERS annual funding requirement is comprised of a payment of the Normal Cost and a payment on 
the Unfunded Actuarial Accrued Liability (UAAL). The Normal Cost and the amount of payment on UAAL 
are determined by the following three components of this funding policy 

a. Actuarial Cost Method: the process used to allocate the total present value of future benefits to 
each year (Normal Cost), and all past years (Actuarial Accrued Liability); 

b. Asset Smoothing Method: the process used that spreads the recognition of investment gains or 
losses over a period of time for the purposes of determining the Actuarial Value of Assets used 
in the actuarial valuation process; and 

c. Amortization Policy: the decisions on how, in terms of duration and pattern, to reduce the 
difference between the Actuarial Accrued Liability and the Valuation Value of Assets  in a 
systematic manner. 

Actuarial Cost Method 
The Entry Age cost method with Normal Cost developed as a level percentage of pay shall be applied to 
each member’s retirement benefit in determining the Normal Cost and the Actuarial Accrued Liability. 
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Asset Smoothing Method 
The investment gains or losses of each Valuation Period, as a result of comparing the actual return on 
the Market Value of Assets at the end of the period with what the expected return on the Market Value 
of Assets would have been if the assumed rate of return on assets was realized during the period, shall 
be recognized in a level amount over a fixed five (5) years in calculating the Actuarial Value of Assets. 

This policy anticipates that future circumstances may warrant adjustments to change the pattern of the 
recognition of the net deferred investment gains or losses after a period of significant market change 
followed by a period of market correction, upon receiving an analysis from OCERS' actuary. Such 
adjustments would be appropriate when the net deferred investment gains or losses are relatively small 
(i.e., the actuarial and market values are very close together), but the recognition of that net deferred 
amount is markedly non-level. Any such adjustment would be made subject to the following conditions:  

• The net deferred investment gains or losses are unchanged as of the date of the adjustment; and,  

• The period over which the net deferred investment gains and losses are fully recognized is unchanged 
as of the date of the adjustment. 

Amortization Policy 
a. The Unfunded Actuarial Accrued Liability, the difference between the Actuarial Accrued Liability 

and the Valuation  Value of Assets, shall be amortized over various periods of time, depending on 
how the unfunded liability arose; 

b. The total Unfunded Actuarial Accrued Liability as of December 31, 2013 (which consists of the 
outstanding balance of the UAAL from the December 31, 2012 valuation and any new actuarial 
gains or losses from calendar year 2013) shall be amortized over twenty (20) years; 

c. Actuarial Gains or Losses incurred in a single year shall be amortized over twenty (20) years; 

d. Changes in actuarial assumptions and cost methods shall be amortized over twenty (20) years; 

e. Plan amendments other than Early Retirement Incentives shall be amortized over fifteen (15) years; 

f. Early Retirement Incentives shall be amortized over a period not to exceed five (5) years; 

g. Unfunded Actuarial Accrued Liabilities shall be amortized in multiple layers by source over “closed” 
amortization periods; 

h. Unfunded Actuarial Accrued Liabilities shall be amortized as a level percentage of payroll so that 
the amortization amount in each year during the amortization period shall be expected to be a level 
percentage of covered payroll, taking into consideration the current assumption for general payroll 
increase; 

i. If an overfunding or “surplus” exists (i.e., the Valuation Value of Assets is greater than the Actuarial 
Accrued Liability) and the amount of such surplus is in excess of 20% of the AAL and the other 
conditions of Section 7522.52 of the California Public Employee’s Pension Reform Act are met, such 
actuarial surplus in excess of 20% of the AAL and any subsequent such surpluses will be amortized 
over an “open” amortization period of 30 years. Any prior UAAL amortization layers will be 
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considered fully amortized, and any subsequent UAAL will be amortized as the first of a new series 
of amortization layers, using the above amortization periods. 

j. These amortization policy components will generally apply separately to each of OCERS’ UAAL 
rate groups with the exception that the conditions of Section 7522.52 apply to the total plan. 

Other Policy Considerations 
a. In order to allow Plan Sponsors to more accurately budget for pension contributions and other 

practical considerations, the contribution rates determined in each actuarial valuation (as of 
December 31) will generally apply to the fiscal year beginning eighteen months after the 
Actuarial Valuation date.  The UAAL contribution rates in the current actuarial valuation are 
adjusted to account for any shortfall or excess contributions as a result of the implementation 
lag; 

b. Any change in contribution rate requirement that results from a plan amendment is generally 
implemented as of the effective date of the plan amendment or as soon as administratively 
feasible.  However, the Board may exercise its discretion to delay the change in contribution 
rate requirement by reflecting it in the next Actuarial Valuation following the effective date of 
the plan amendment if in the Board’s judgement doing so would be in the best interest of the 
plan members. Consideration of any such delay will include the Board’s review of the financial 
impact of the delay on the System as determined by the actuary; 

c. When calculating both employer and member contribution rates (basic and COLA portions) for 
Legacy members, the actuary shall include an assumption for the additional cash out of 
accumulated annual leave, sick leave or compensatory leave both earned and permitted to be 
cashed out during the final average measuring period, applied on a pooled basis (General, 
Safety-Probation, Safety-Law and Safety-Fire). 

d. The actuarial assumptions adopted by the Board for use in the actuarial valuation affect only 
the timing of contributions; the ultimate contribution level is determined by the benefits and 
the expense actually paid offset by actual investment returns.  To the extent that actual 
experience deviates from the assumptions, experience gains and losses will occur.  These gains 
(or losses) then serve to reduce (or increase) the future contribution requirements. 

 Actuarial assumptions are generally grouped into two major categories: 

• Demographic assumptions – including rates of withdrawal, service retirement, disability 
retirement, mortality, etc. 

• Economic assumptions – including price inflation, wage inflation, investment return, salary 
increase, etc. 

The actuarial assumptions represent the Board’s best estimate of anticipated experience under 
OCERS and are intended to be long term in nature.  Therefore, in developing the actuarial 
assumptions, the Board considers not only past experience but also trends, external forces and 
future expectations. The Board will review all assumptions triennially. The current assumptions 
used by the actuary can be found in the latest actuarial valuation report available on OCERS' 
website.. 
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Policy Review 
The Board of Retirement will review this policy every three years or more frequently if recommended 
by the actuary to ensure that it remains relevant and appropriate. 

Policy History 
The Board adopted this policy on January 21, 2014. This policy was revised on December 15, 2014, April 18, 
2018,  November 14, 2022, April 15, 2023, and April 15, 2024. 
 

Secretary’s Certificate 
I, the undersigned, the duly appointed Secretary of the Orange County Employees Retirement System, 
hereby certify the adoption of this Policy. 

 

 4/15/2024 

Steve Delaney  
Secretary of the Board  

Date 
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