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Actuarial Assumptions, Methods and Summary of Valuation Results 
 
Valuation Method and Asset Value  

An actuarial valuation is performed annually. At June 30, 2014 the market value of System assets was $1,980 
million compared to $1,697 million in assets at June 30, 2013. 
 
As asset market value represents the realizable value of assets on a particular day it can be subject to 
significant variability due to market volatility.  Thus, market value is not a good measure on which to base 
the calculations of future contributions to the System as they too would be subject to significant variability 
owing to financial market fluctuations. 
 
To produce more consistent contribution rates, actual asset market values are adjusted to remove, or 
dampen, a degree of the variability associated with market movements.  For the June 30, 2014 valuation, 
the specific technique adopted projects the market asset value for each of the prior four years forward to 
the valuation date using actual cash flows (contributions less benefit payments and expenses) and 
assuming the actuarial investment assumption in effect at such time.  The average of these four projected 
asset values and the actual June 30, 2014 asset market value determines the actuarial value of assets, 
subject to corridor limits of 80% (minimum) and 120% (maximum) of market value.   
 
Using the method described above, the actuarial value of assets at June 30, 2014 was $1,782 million, 
reflecting 90% of market value. 
 
The ten-year projection of System assets indicates contributions will be less than benefits for the entire 
period.  This should not be cause for alarm and, in fact, is expected in a mature, well-funded system.  It 
does, however, impact investment decisions because some investment income will be needed to pay 
benefits. 
 
Funding Method and System Liabilities 

A fundamental principle in financing the liabilities of a retirement program is that the cost of benefits 
should be related to the period in which benefits are earned, rather than to the period of benefits 
distribution.  Several actuarial methods are acceptable for accomplishing this. 
 
The aggregate entry age normal funding method employed in this valuation is a common method for 
valuing public sector plans.  Under this method, the employer contribution is comprised of three 
components: the Normal Cost, the payment (or credit) toward the Unfunded Actuarial Liability (UAL) and 
the allowance for expenses.  Each component is expressed as a percentage of covered payroll. 
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The employer Normal Cost rate is the percentage of pay which, along with member contributions, would 
be sufficient to fund the plan benefits if it were paid from each member’s entry into the System until 
termination or retirement.  Separate rates are developed for general versus uniformed employees.  
 
The Actuarial Liability is that portion of the present value of projected retirement benefits, including future 
pay increases, not covered by future employer normal costs or member contributions.   
 
The Unfunded Actuarial Liability is the excess of the Actuarial Liability over the actuarial value of assets.  
The Unfunded Actuarial Liability was $106 million as of June 30, 2014. 
 
The table below summarizes, at June 30, 2014, the actuarial liabilities, both funded and unfunded, by 
employee type and for the total System.   

 

 
Source: June 30, 2014 Actuarial Report- Table III-1  
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System Contributions 

Under the County’s prior funding method, the County contribution rate dropped dramatically when the 
System became fully funded.  However, the County was also subject to significant fluctuations in future 
contribution rates should investment returns deviate from the actuarial assumption. In light of concern 
over significant fluctuations and a desire to smooth contribution levels, the Retirement Board 
recommended a funding formula for employer contributions to the County Board to achieve full normal 
cost funding over a multi-year transition period.  The County Board accepted the recommendation and 
codified the formula in §46-33 of the County Code in fiscal year 2005.  As a result, employer contributions 
as a percent of covered payroll became more predictable.   
 
In October of 2008, the County adopted several retirement plan benefit changes effective January 4, 2009, 
contributing to an increase in the contribution rate to 19.9% for fiscal year 2010. This new contribution 
rate was applied to a lower total payroll based on a narrower definition of creditable compensation 
included as part of the plan changes. 
 
The June 30, 2014 Actuarial Valuation reflects the County’s contribution rate of 21.9% for fiscal year 2016.  
This contribution rate is comprised of a normal cost rate of 17.4%, a 20 year amortization of the increase 
in liabilities associated with the benefit changes of 2.9%, and an additional amortization of the Excess 
Unfunded Actuarial Liability (not due to benefit changes) of 0.8%.  The sum of these three components is 
21.1% of pay.  However, the County’s funding policy limits the change in the contribution rate from the 
previous year by 2%, thus resulting in the final contribution rate of 21.9% since the County is currently 
contributing 23.9% of pay for fiscal year 2015.  Further explanation of the funding approach is available in 
the current actuarial valuation report.   
 
The table below details of the derivation of County normal cost contribution rates for fiscal year 2016:  
 
 

 

The School Board withdrew Chapter 46 active participants from the fund in fiscal year 2002.  Assets for the 
School Board have been set to the present value of future benefits for the remaining participants.  The 
remaining School Board participants are a closed group, and all future benefits are fully funded.  Therefore, 
no employer contributions are required for this group. 
 
 

 Employer Contribution Rate as a Percentage of Payroll 
   
             General 

16.2% 
  4.0% 
12.2% 

Uniformed 
37.8% 
  7.5% 
30.3%  

Normal Cost 

Member Contribution Rate 

Employer Normal Cost 
Expense Loading as Percentage of Payroll   0.3%   0.4% 
County Normal Cost Plus Expenses 12.6% 30.7% 

 
Source: June 30, 2014 Actuarial Report- Table IV-1 and Table IV-2 
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Plan Membership 

The total active membership in the System at June 30, 2014, the date of the actuarial valuation, was 3,555, 
a slight increase from 3,550 at June 30, 2013. 
  
Tables showing distribution of employees among the plans and statistics on non-active members at year 
end are contained in the Statistical Section. 
 
Tables showing Retirees and Beneficiaries added to and removed from the rolls are contained later in this 
Actuarial Section. 
 
Analysis of Financial Experience 

Actual financial experience will not coincide exactly with assumed financial experience because the future 
cannot be predicted with certainty. The System, by policy of the Retirement Board, completes an actuarial 
experience study once every four or five years to compare assumed and actual experience. Copies of the 
experience study reports are available in the Retirement Office. The most recent experience study was 
completed with data at June 30, 2014.  
 
During the fiscal year 2014, the financial markets performed above expectation.  The actual net investment 
return, on a market value basis, was approximately 18.04% which is more than the actuarial rate of return 
assumption of 7.5% for that period.  The market value of System assets increased $282.8 million in 
2014.  On an actuarial basis, System assets increased $189.5 million. 
 
On the liability side, the System had a $115.8 million increase in actuarial liabilities.  Normal annual liability 
growth of $97.4 million, an increase of $29.4 million attributable to assumption changes made as a result 
of the June 30, 2014 experience study, and a reduction of $11.0 million due to the System’s actual 
experience combine to account for the change. 
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Actuarial Assumptions 
 
The assumptions used for the actuarial valuation were recommended by the actuary and adopted by the 
Board as a result of the experience study performed concurrently with the June 30, 2014 valuation.  Tables 
of assumed retirement rates and rates for withdrawal from active service before age and service 
retirement assumptions can be found in Appendix C of the Actuarial Valuation Report at June 30, 2014. 
Copies of the report are available in the Retirement Office. 
 
Summary of Plan Provisions 
 

Arlington County has three Retirement Plans with Plan membership dependent on the date of hire and 
Plan provisions dependent on whether the employee is classified in the General, Uniformed or School 
Board employee group. A summary of the provisions for each of the Plans follows. 

Chapter 21 - General and Uniform Employees hired before February 8, 1981 

Retirement benefits are funded by employee and employer contributions and by investment earnings. 

The basic formula for calculating benefits is: 2.5% x years of creditable service for up to 20 years plus 2.0% 
x years of creditable service beyond 20 years x average final salary = annual retirement benefit. There is a 
maximum benefit of 70% of the average final salary. 

Normal retirement eligibility is age 60 for General employees, age 50 for Uniformed employees. Unreduced 
benefits are available for General employees at age 55 with 25 years of service or at age 57 with 20 years 
of service or when the sum of age and service is equal to 80. 

Early retirement is available with a reduction in benefits.   

Cost of living increases are equal to 1.5% of the benefit and are added to the benefit each July. 

Retirement benefits are vested after 5 years of service. 

Service Connected disability benefits are available regardless of length of service. 

Ordinary disability benefits are available after five years of service.  
Survivor options are available at the time of retirement with actuarial reductions to the benefit. 

 

Chapter 35 - School Board and Department of Human Services Employees hired before 2/8/1981 

Retirement benefits are funded by employer contributions and by investment earnings. 

The basic formula for calculating benefits is: 2.125% x credited service x average final salary = annual 
retirement benefit. The calculated benefit is then reduced by the benefit calculated under Formula A of 
the Virginia Retirement System (VRS).  

Normal retirement eligibility is age 62. Unreduced benefits are available at age 55 with 30 years of service. 

Early retirement is available with a reduction in benefits.   

Retirement benefits are vested after 5 years of service. 

Ordinary disability benefits are available after five years of service.  

Spousal survivor options are available to the spouse at the time of retirement with actuarial reductions to 
the benefit. 
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Chapter 46 - All Employees hired on or after February 8, 1981 

Effective January 4, 2009, the maximum benefit for General Employees is 51% and they have two options 
for calculating their normal retirement benefits:  

1. 1.7% x all years of creditable service x new average final salary, OR  

2. 1.5% x years of creditable service prior to January 3, 2009 x old average final salary plus 1.7% x years 
of creditable service after January 3, 2009 x new avg. final salary.  

For Uniform Employees, the maximum benefit is 81% and their benefit calculation options are: 

1. 2.5% x years of creditable service prior to January 4, 2009 x new average final salary plus 2.7% x years 
of creditable service  on/after January 4, 2009 x new average final salary, OR 

2. 2.7% x years of creditable service on/after January 4, 2009 x new average final salary plus old average 
final salary times 2.0% times years of service prior to January 4, 2009.  When the Uniformed employee 
retiree begins to receive Social Security, the latter half of the above formula reverts to the old three-
tiered benefit formula (1.5% for the first 10 years of service, 1.7% for the second 10 years of service, 
2.0% for the final 10 years of service) times old average final salary for years of service prior to January 
4, 2009.    

Prior to January 3, 2009, the basic formula for calculating benefits for general employees was: 1.5% x years 
of creditable service x average final salary, including overtime = annual retirement benefit with a maximum 
of 45% and, for Uniformed employees, the benefit formula uses a factor of 2.0% for all service until the 
retiree is eligible for full Social Security benefits with a maximum of 60%. When the retiree begins to receive 
Social Security, the formula reverts to 1.5% for the first 10 years of service, 1.7% for the next 10 and 2.0% 
for the final 10 years with a maximum of 52%.    

Retirement benefits are vested after 5 years of service and early retirement is available with a reduction in 
benefits.  Cost of living increases are based on increases in the CPI-U and are added to the benefit each 
July.  Employees who are members of the Virginia Retirement System have their Arlington County benefit 
offset by the VRS benefit. 

Normal retirement eligibility is age 62 for General employees, age 52 for Uniformed employees. All 
employees can qualify for an unreduced benefit when the sum of age plus service equals 80.  General 
employees can also qualify for an unreduced benefit after 30 years of service and Public Safety after 25 
years of service. 

Service Connected disability benefits are available at any time prior to normal retirement age. Ordinary 
disability benefits are available after two years of service.  Survivor options are available with actuarial 
reductions to the benefit. 

Additional Information 

This information and description of plan provisions does not in any way change or modify Code of the 
County Chapters 21, 35 or 46. The Code always takes precedence in the event of questions or 
interpretations. 

A Deferred Retirement Option Program (DROP) was added effective January 1, 2002, for all Chapters.  
DROP is a voluntary program that provides a way for employees to continue to work for the County in their 
present or a similar capacity, earn a salary, and receive a portion of their retirement benefits at the same 
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time.  The portion is equal to the monthly retirement benefit an employee would be eligible for at the time 
they DROP.  An employee is eligible for participation in the DROP upon reaching eligibility for unreduced 
benefits.  DROP participation is limited to 3 years. 
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Trends 
 
One of the best ways to evaluate the financial condition of a pension plan is to examine the historical 
trends.  The charts below present trend information on the System’s assets and liabilities, annual cash 
flows and County contribution rate.   

Chart A illustrates the System’s assets and liabilities.  At June 30, 2014, the ratio of actuarial assets to 
liabilities is 94.4%, up from 89.9% in the prior year’s Actuarial Valuation due primarily to the above average 
investment return for the fiscal year. 
 
Chart A: ASSETS / LIABILITIES 

 
 

Source:  Actuarial Reports- Summary Results- Combined 

Chart B shows payments to retirees and beneficiaries exceeding employer and employee contributions, 
typical of a well-funded, mature system.  The difference is made up by investment return on plan assets.  
The sudden increase in payments in 2001 represents the one-time withdrawal for defined contribution 
startup accounts. 

 
Chart B: CASH FLOWS ($ in Millions) 

 
 

Source:  Actuarial Reports- Assets, Table II-1 
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Chart C plots the County (employer) contribution rate by employee group.  Investment gains during the 
late 1990’s resulted in lower contribution rates under the funding method in place through 2002.  
Beginning in 2003, the County contribution rate began to increase towards normal cost.  The School Board 
withdrew active participants from Chapter 46 in fiscal year 2002 and no employer contributions are 
required for this group.  Benefit enhancements and a change in the definition of creditable compensation 
explain the increase in 2008.  The decrease in the contribution rate from 2013 to 2014 is attributable to 
the favorable investment return, a slight liability gain and having to no longer recognize any portion of the 
investment loss for fiscal year 2009 when determining the actuarial value of assets.   
 

Chart C: COUNTY CONTRIBUTION RATE 
 

 
 

Source: Actuarial Reports- Summary Results –General , Summary Results- Uniformed, Summary Results- School 
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ARLINGTON COUNTY EMPLOYEES’ RETIREMENT SYSTEM 
SOLVENCY TEST 

 
All $ amounts are millions 
 

 Aggregate Accrued Liability For:    
Portion of Accrued 

Liabilities 

 (1) (2) (3)    Covered by Value of Assets 

Valuation 
Date 

Active 
Employee 
Contrib. 

Inactive* 
Employees 

Active 
Employer 
Contrib.  

Actuarial 
Liability 

Actuarial 
Value of 
Assets (1) (2) (3) 

          

6/30/2005  $ 113.3  $ 606.2  $ 437.4  $ 1,156.9 $ 1,189.3  100%  100%  107% 

6/30/2006   133.9   643.7   452.7    1,230.3   1,234.7  100%  100%  101% 

6/30/2007   160.0   679.9   450.9    1,290.8   1,348.1  100%  100%  113% 

6/30/2008   185.9   701.4   493.2    1,380.5   1,449.2  100%  100%  114% 

6/30/2009   216.1   799.4   458.5    1,474.0   1,375.8  100%  100%  79% 

6/30/2010   247.8   871.2   461.1    1,580.1   1,503.7  100%  100%  83% 

6/30/2011   286.5   885.5   451.4    1,623.4   1,548.1  100%  100%  83% 

6/30/2012   325.1   925.9   438.9    1,689.9   1,538.7  100%  100%  66% 

6/30/2013   358.8   971.7   441.8    1,772.3   1,592.5  100%  100%  59% 

6/30/2014   400.4   1,067.0   420.7    1,888.1   1,782.0  100%  100%  75% 

          

          

* Retirees, beneficiaries and vested deferred members      
 

Source:  June 30, 2014 Actuarial Report - Accounting Information, Table V-5 
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          RETIREMENT ALLOWANCES ADDED TO AND REMOVED FROM ROLLS 
 

 
 
Source:  Supplemental Data Provided by Actuary 
 

 


