OFFICE OF THE CITY MANAGER
(757) 385-4242
FAX (757) 427-5626

September 8, 2017

MUNICIPAL CENTER
BUILDING 1, ROOM 234
2401 COURTHOUSE DRIVE
VIRGINIA BEACH, VA 23456-9001

The Honorable William D. Sessoms, Jr., Mayor
Members of City Council
Subject: VRS Unfunded Pension Liability
Dear Mayor and Council Members:
As a follow up to the City Council briefing on the City’s Debt Management, we received a request for
information regarding the increase in the GASB 68 unfunded liability for the City and School Board of
$147.2 million from the last fiscal year.
The following information is provided regarding this increase:
• VRS commissions the preparation of two reports of all pension plans which provide different
methods and results:
o The actuarial valuation report which has always been used by VRS and is the basis for
rate setting. FY 2017 pension liability using this method is $383.7 million for the City
and $676.7 for the Schools.
o The accounting regulations (GASB 68) report that was effective beginning in fiscal
year 2015. The FY 2017 pension liability using this method is $411.1 million for the
City and $740.8 million for the Schools. Both of these amounts are increases totaling
$147.2 million from the prior year.
• A detailed spreadsheet and graphs are attached which shows the history of the unfunded
liabilities using both methods, the rates paid, the amount of the amortization of the liability as
well as other relevant information for both the City and Schools.
• The actuarial valuation is performed every two years. This valuation provides a summary of the
funded status of the plans and is used to determine the employer contribution rates needed to
fund the pension plans (funding approach). The actuarial valuation method uses a 5-year
smoothing of actual returns so that spikes in rates and liabilities is avoided, which is very useful
for rate setting purposes. As noted on the attached worksheet, the unfunded liability in 2013
(highest actuarial calculation of $521.4 million) to the most recent actuarial calculation of $383.7
million shows a reduction in the unfunded liability of $137.7 million for the City. The School’s
highest actuarial liability was in FY 2012 of $805.2 million and it is $676.7 in FY 2017, a
reduction of $128.5 million.
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•

The accounting, or GASB 68, report provides the unfunded (net) pension liability that is
reported in the CAFR. This method uses much of the information from the actuarial valuation
method as the basis for its calculations; however, the accounting approach uses the market value
of assets (rather than the smoothed value of assets used in the funding approach) to determine the
unfunded pension liability. Using the market value of assets has made the unfunded pension
liability more volatile. The rise in the unfunded pension liability is directly related to the 1.9%
VRS investment return during fiscal year 2016. The investment return for fiscal year 2017 was
12.1%; therefore VRS indicates that the City of Virginia Beach would see a reduction in
unfunded pension liability in the following year (August 2018).

•

GASB requires the use of the long-term expected return on investments to the extent the plan has
sufficient projected assets to pay future benefits. If the locality does not have sufficient
projected assets a portion of the discount rate would need to reflect the rate on tax-exempt
municipal bonds. VRS has reported that for the City of Virginia Beach plan assets will be
sufficient to pay for future obligations; therefore, the use of a 7% assumed rate of return for both
the funding and accounting calculations of the unfunded pension liability is appropriate.

In short, the calculations are correct and there are no other calculations of which City Council has not
been made aware.
The methodology used in the GASB 68 calculation reflects the actual results for the most recent year
(FY 2016 in this case), and thus the GASB 68 (accounting) unfunded pension liability will exhibit some
volatility from year to year. Although it is reasonable to expect this volatility, it is important to
remember that our unfunded pension liability is being amortized over a closed period with 26 years
remaining at June 30, 2017, which is included with our employer paid pension cost each year, these
amounts represents nearly 50 percent of our payments.
The City’s long history of funding our actuarially determined contribution rates and the General
Assembly’s commitment to now also fund the required contribution rate (teachers) should result in the
elimination of our legacy unfunded liability in 26 years.
Respectfully,

David L. Hansen
City Manager
Attachment

cc.

Patricia A. Phillips
David Bradley

