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Section I – Background 

The City of Virginia Beach, Virginia (the City) has a voluntary 457 Deferred 

Compensation Plan for its employees. The Plan includes employees in the Virginia Beach 

City Public School System (VBCPS). In addition, the City oversees a separate 401(a) Plan 

for the Sheriff’s Office. All three make up the Defined Contribution Retirement Plans (the 

plans) for City employees. 

 There were over 6,900 eligible City employees and about 3,500 active employees 

with plan balances as of 12/31/16;  

 There were over 8,900 eligible VBCPS employees and 350 active employees with 

plan balances as of 12/31/16; and 

 The Sheriff’s Office Plan has a discretionary employer contribution and about 450 

eligible employees and over 400 active employees with plan balances as of 

12/31/16. 

The City Council created a Deferred Compensation Board to administer the plans. The 

Department of Finance has been tasked with operating the plans and executing all 

administrative and fiscal matters as directed by the Board. There are ten Board members 

and five support staff members who provide the ongoing services to operate the plans. As 

of December 31, 2016:  

 Total assets for all three plans totaled approximately $264 million; 

 Total employee before-tax and Roth contributions were $10.7 million in 2016; 

 The total costs for the plans, including gross administrative and investment cost, 

prior to any reductions in revenue, amounted to over $1.2 million in 2016; 

 For VBCPS employees, participation in the City Plan was relatively low (350 

employees), and accounted for only $1.2 of the $10.7 million in contributions, as 

they have the option of participating in a separate 403(b) Plan; 

 Empower provided record-keeping and administrative services for all three plans; 

 There was a dedicated Empower employee assigned to provide education and 

enrollment services to all three plans; and 

 Segal provided independent investment advisory consulting services for the plans’ 

16 investment options. 

Mission and Philosophy of Deferred Compensation Plan 

The City created the Deferred Compensation Plan to provide for the deferral of 

compensation for plan participants. City Code Section 2.121 also makes it clear that “the 
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plan shall exist in addition to all other retirement, pension or other benefit systems available 

to the participants, and shall not supersede, make inoperative or reduce any benefits 

provided by any other retirement, pension or benefit program established by law.” The 

plans are designed as long-term savings vehicles and intended as a source of retirement 

income for eligible employees.  

The Department of Finance administers the plans at the direction of the Board. The 

Department’s mission is “to deliver comprehensive financial and business services, and 

protect the City’s resources in a high-quality, cost effective and innovative environment.” 

The City, through its Deferred Compensation Board and its Department of Finance, 

performs a variety of administrative functions for the plans, including hiring vendors, 

conducting investment meetings, tracking plan expenses, overseeing plan communication, 

conducting board meetings, tracking employee enrollment, and more. These services 

necessitate the City to be responsible as a fiduciary to provide ongoing plan administration 

and oversight of the services needed to effectively operate the plans. In addition, the current 

record-keeping fee arrangement provides for excess revenue to be paid back to the City, 

thus requiring ongoing monitoring of plan metrics and fees to ensure proper accounting of 

the plan’s revenue and expenses.  

The effort to address the retirement needs of employees, coupled with the ongoing services 

required to effectively operate the plans, continues to challenge the Board and Finance 

Department. Accordingly, the City seeks to analyze an alternative approach by considering 

moving the City’s 457 Deferred Compensation Plan to the state of Virginia’s 457 Deferred 

Compensation Plan under the Virginia Retirement System (VRS). Therefore, PRM 

Consulting Group (PRM) was hired to: 

 Assess the financial implications to City employees to move from the City’s plans 

to VRS; 

 Evaluate the feasibility of any cost savings resulting from a move to VRS; and 

 Analyze the pros and cons from an administrative, investment, fee and employee 

perspective of a move to VRS.  

This report will assess the following areas: 

1. Plan Administration 

2. Investments 

a) Structure 

b) Performance 

c) Projected accumulations and 

monthly annuity 

 

3. Fees 

4. Employee education 

5. Recommendations. 
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Section II - Executive Summary 

There are several factors to consider before a final decision can be made on whether 

moving the City’s 457 Deferred Compensation Plan to the VRS Deferred Compensation 

Plan is the right thing to do for the City. To help guide the process, we are recommending 

that the City adopt guiding principles. The final list of principles should be used to establish 

a decision process that assesses each of the pros and cons outlined in this report, to 

determine the best decision for the City. We have outlined the following guiding principles 

for consideration by the City in the decision process: 

A. There needs to be an overall benefit to City employees.  

B. The Sheriff’s Plan must be part of the move to VRS with a solution that is fair and 

equitable to plan participants, without increasing the overall Plan cost. 

C. There must be an apparent and significant cost savings to the City and plan 

participants.  

D. The new investment menu must be diverse, and historical performance must 

compare favorably to the performance that City employees have experienced in the 

past. 

E. There must be a dedicated resource to provide employee education services. 

F. The City’s role (Board and Finance Department) in administering the plans must 

be reduced.  

Following these principles should help the City decide if it is feasible to move to VRS or 

maintain the existing administration of the plans.  

Plan Administration 

The City Council created the Deferred Compensation Board to administer the Deferred 

Compensation Plan. Consisting of ten Board members including the Chief Financial 

Officer of Schools to the City’s Director of Finance, the Board directs all activities and 

decisions related to the plans as a fiduciary. The Finance Department executes the 

operations at the direction of the Board, and it is estimated that about 91 hours a quarter is 

dedicated to plan administration by Board members and Finance Department employees. 

The City conducts such tasks as conducting quarterly board meetings, monitoring plan 

investments, hiring vendors to service the plans, overseeing audit work, monitoring 

financial markets, tracking plan fees, and many more. 

Since there is a separate 401(a) Plan for the Sheriff’s Office, moving to VRS also requires 

that the state provide services for this discretionary Plan.  
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Under VRS, administration activities for the City would be significantly diminished. VRS 

would assign a dedicated team to work directly with the City, consisting of ICMA-RC 

personnel and VRS staff personnel. VRS would take over all aspects of administering the 

plan, relieving the City of most of the services that are currently provided. VRS would 

serve as plan fiduciary for the plans.  

However, administering the 401(a) Sheriff’s Plan could be a problem as the VRS design 

does not allow for discretionary employer contributions as it is a Cash-Match Plan. This 

design was created by legislation and would have to be amended to allow for the 

discretionary contribution currently enjoyed by the City’s Plan. The City would have to 

seek a plan amendment or change the Plan’s design.  

In summary, the two key administrative benefits to moving to VRS would include the City 

relinquishing most of its current functions relating to serving the plans, and the role of the 

City’s Retirement Board being diminished. However, under such a move, the City would 

lose control over decisions made relating to the plans, and the Sheriff’s Plan may need new 

legislation or plan design changes to meet the employer contribution criteria under the VRS 

structure.  

Investments 

A. Structure 

There are 16 funds on the City’s Deferred Compensation Plan platform, and 11 on the VRS 

platform, counting the Target Date Funds as one option. (See Appendix A for structure and 

performance of the City’s Funds). Both lineups include Target Date and Stable Value 

Funds, popular choices for City employees.  

Empower provides the investment platform as well as administrative and educational 

services, and Segal Marco (Segal) provides the investment services for the plans. 

The Board, in its capacity as fiduciary, reviews and evaluates: 

 Current trends and developments in capital markets; 

 Changes in investment management staff related to each investment option; 

 Compliance of each investment option with stated guidelines; 

 The compliance of each investment option’s risk and return characteristics; and 

 The decision to retain or eliminate funds based on scoring, fees, and performance. 

VRS oversees eight defined contribution plans for state employees. All investments are 

managed internally, and the investment platform utilizes Collective Investment Trusts 

(CITs), which are similar to but different than mutual funds. The use of CITs make the 

VRS investments more attractive in terms of pricing. VRS has robust investment education 

services, including a path for those that want help in selecting investment options, those 
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that want experts to select options for them, and those who want to do it on their own. 

Additionally, there is a Self-Directed Brokerage (SDB) arrangement under VRS for an 

additional fee. The SDB has over 1,000 funds. The only fee under VRS is a $30.50 per 

year annual charge that is deducted from employee’s account balances.  

In summary, VRS would be responsible for all investment decisions relating to the plans. 

VRS utilizes their own in-house investment professionals, and they use an approach that 

helps keep VRS’s investment cost lower than the funds currently on the City’s platform. 

For employees who want more than the 11 funds offered under VRS, there is a brokerage 

window with over a thousand other funds for an additional fee. Alternatively, the City has 

more funds available under the core arrangement of investment options than VRS. 

B. Performance (Stable Value)  

The City utilizes the Virginia Beach Fixed Income Fund as the Stable Value Fund. It is 

comprised of over 40% of the total allocation of plan contributions under the City’s 

Deferred Compensation Plans, with over $100 million in this one Fund. The average credit 

rating of the holdings is AA+ (S&P), Aaa (Moody’s) and AAA (Fitch’s). The Virginia 

Retirement System Stable Value Fund (VRS Fund) primarily invests in investment 

contracts, CITs, and cash or cash equivalents. It has a slightly lower credit rating than the 

VB Fixed Income Fund which posed a somewhat higher risk of possible issuer default on 

interest payments. For plan participants, this means that there is somewhat of a risk to their 

rate of return if issuers of the underlying investments in the portfolio are not able to make 

interest payments.  

The chart below provides the side by side performance comparison of both funds as of 

12/31/16:  

 1 year 3 year 5 year 

Virginia Beach Fund 1.77% 1.83% 2.11% 

VRS Stable Value Fund 1.70% 1.55% 1.78% 

Based on the comparative analysis, the VRS Fund has a lower expense ratio, but the 

Virginia Beach Fund has better performance at the one, three- and five-year averages. All 

performance data is net of fees as VRS has an expense ratio of 29 basis points and the 

Virginia Beach Fund has a ratio of 40 basis points.  

In summary, the City’s Stable Value Fund is very competitive when compared to VRS as 

the performance has been better over a one, three, and five-year period. Alternatively, the 

VRS Stable Value Fund has a lower expense ratio. Another aspect to consider is liquidity. 

The VRS Stable Value Fund has a 90-day transfer restriction. If a participant wants to 

transfer money out of the VRS Stable Value Fund and into a fund of similar risk within the 

VRS plan, they first have to transfer the money to a stock or traditional bond fund, which 

pose a higher degree of risk than a stable value fund. During the 90 days that participants 

would have to hold their money in one of these higher risk funds, they run the risk of losing 

money 
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C. Performance (Target Date Funds)  

The City of Virginia Beach uses the American Funds Target Date Funds. VRS uses CITs 

that invest in the BlackRock Lifepath Target Date Funds. Since a CIT is used to invest in 

the BlackRock LifePath funds, there is not an ideal comparison between the City’s Target 

Date Mutual Funds and the VRS Target Date Funds. We did however, conduct an analysis 

of the funds to determine the appropriateness for long-term investing (see Appendix B). 

In assessing the side by side performance of the Target Date Fund performance at the end 

of 2016, for each vintage, we drew the following conclusions: 

 For the one year mark, the VRS Target Date Funds returned better performance 

than the American Funds at all vintages except 2020; 

 In almost every other vintage after one year, the City’s American Funds beats VRS, 

on average, between 1.00% and 2.50%.  

 In the 2025 vintage, the American Funds outperforms VRS by 3.25% and in the 

2035 vintage they outperform by 2.86%.  

 In the 2055 vintage, the American Funds beats VRS by 1.35%.  

The performance of long-term results is significant, and because we don’t have 

comparative analysis for both funds at ten years, we focused on three and five-year 

performance.  

Examining the performance on a net of fee basis, the difference in the performance in each 

vintage is the amount the fund outperforms the other in that specific vintage. For example, 

the City’s 2025 Fund has a .44 basis points expense ratio compares to .08 basis points for 

the VRS 2025 Fund. However, the City’s Fund has a five-year average of 10.36% 

compared to 7.11% for VRS for the same vintage.  Several of the three and five year 

averages for the city were higher than the VRS returns for the same vintages.  

In summary, the VRS Target Date Funds have lower expense ratios than the City’s Funds 

across all vintages. Additionally, VRS has better performance in a few of the vintages than 

the City’s Funds. However, the City’s performance overall, is better in more vintages than 

VRS, and the City’s Target Date Funds have lower volatility than VRS.  

D. Performance (Overall Investments)  

We created an investment style box for equity funds reviewing all investments on both 

platforms. In Appendix F, you will find a chart highlighting the investment styles of the 

non-equity funds. 
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The style analysis identifies which style boxes are represented among the different asset 

classes. City funds are in bold and VRS funds are in italics. Noting this, VRS funds are 

obviously absent from most of the investments styles. However, as you will see in 

Appendix B, the VRS line-up does include funds in other asset classes such as more bonds 

options (i.e., Inflation Bond and High-Yield Bond), asset allocation portfolio (VRS 

Investment Portfolio), and real estate (Global Real Estate Fund). The VRS line-up has 

fewer equity fund options compared to the City, but maintains other categories not 

available to City employees.  

When comparing all investments, we mapped the City’s Funds to VRS in each category 

for comparison purposes. The performance of the City’s Funds has been steady over time, 

but on average, does not outperform the VRS investments based on 12/31/16 data. We 

conducted a scoring analysis of the funds, and nine out of the thirteen funds scored high 

(between 0 and 33) however, four of the City’s funds scored unfavorably (score of 54 or 

higher). These four funds detract from the overall effectiveness and performance of the 

City’s Plans.  

In summary, the VRS line-up includes a real estate investment option, an important asset 

class that does not exist under the City’s Plan. In addition, VRS has competitive 

performance and lower fees across all investment options than the City’s investment 

options. However, the City’s menu has more diversity in having funds in various 

investment styles.   
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E. Projected Accumulation and Monthly Annuity  

To compare and contrast the financial effect on employees moving to VRS, we conducted 

an analysis by projecting the account balances under four scenarios to two retirement ages 

(65 and 60), for both the City plans and the VRS Plan. We then converted the projected 

account balances to life only monthly annuities for both.  

In conducting the projections, we: 

 Mapped current City Funds to the most appropriate VRS Fund(s); 

 Based future contributions on the current allocation percentages mapped from the 

City’s asset allocation to VRS (i.e., 42.2% of current assets are in Stable Value, so 

42.2% of future contributions would be in the VRS Stable Value); and 

 Utilized actual performance for both the City Plans and VRS Plan, for the one, 

three, and five-year intervals. Accordingly, we used the five-year actual averages 

to project out future accumulated balances.  

Below is the result of one of the examples of the projected accumulations and payouts of 

employees we included in this report, comparing results from staying in the City’s plans or 

moving to VRS: 

Example: 

 Employees under the age of 55 with salaries of less than $100,000, appear to make 

out well by moving to VRS, as the following table shows. 

 Employees age 55 and older with salaries of $100,000 or more, appear to have a 

lower monthly annuity by moving to VRS. Given that 42% of the allocation is in 

Stable Value, and the City’s Stable Value Fund has performed better than VRS, and 

older employees have a shorter time to be in the plan, those employees are affected 

more by the Stable Value performance, and the accumulated returns and monthly 

annuity reflect this. 

 Overall, the monthly annuity differences are not significant for the older employees.  
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Even though some of the City’s Funds have outperformed some of the VRS Funds, when 

you convert the benefit into a monthly annuity payable for life, the differences are relatively 

small. However, we have three distinct groups of employees that must be considered. For 

younger employees, the projections indicate that they would do better in VRS, based 

mostly on the equity performance over the long term. The data does indicate that younger 

employees are taking advantage of the City’s equity investments. For mid-career 

employees, the annuity payments would be neutral in that some would benefit from staying 

with the City, and some would benefit from moving to VRS. For older employees, they 

would benefit from staying with the City as most of their assets are tied to the Stable Value 

Fund which has higher returns than the VRS Stable Value Fund.  

In summary, employees (younger and older) at various salary levels would benefit under 

VRS if their assets are spread among various asset classes, and converting total 

accumulations to monthly annuities highlights this result even more. However, older 

employees could be negatively affected by moving to VRS if their current accumulated 

balance has a significant number of assets in the Stable Value Fund.   

Fees/Plan Expenses  

The current fee arrangement negotiated with Empower is complex. It requires: 

 Monitoring revenue share from each fund on the platform to determine excess 

revenue; and 

 Ongoing assessments of the average fee per participant to determine any excess 

revenue. 

Retirement 

Age
65 Salary Scale 2% Line up Years (1,3,5) 5

Account Balance Monthly Annuity

Age  Assets Salary

Contribution 

Rate

Virginia 

Beach* VRS ** Delta

Virginia 

Beach VRS Delta

25 25,000$     $40,000 4.00% $3,622,526 $3,833,756 211,230 $19,100 $20,214 1,114

40 75,000$     $65,000 4.00% $1,336,117 $1,346,805 10,688 $7,045 $7,101 56

55 100,000$   $85,000 4.00% $307,260 $301,605 -5,655 $1,620 $1,590 -30

60 150,000$   $100,000 4.00% $257,417 $253,892 -3,525 $1,357 $1,339 -19

* Virginia Beach Funds use 5 years experience for each fund in the line up

    Individual Fund Assets are based on the percentage of people in each fund

** VRS Funds use 5 years experience for each fund in the line up

    Individual Fund Assets are based on the percentage of people in each mapped fund in the Virginia Beach Lineup

Assumptions:

Monthly annuity converted using the Metlife Annuity factor at age 65 (Assumed Retirement Age)

Scalary Scale - 2%

Contribution Rate to Savings Plan - 4%



 

 

P a g e  | 10 

Out of total revenue fees, Empower also: 

 Pays the $50,000 investment advisory fee for Segal services; and 

 Pays the $25,000 annual audit fee Cherry Bekaert, LLP. 

There are several layers of cost and the chart below outlines the data used to determine the 

12/31/16 cost components of the Deferred Compensation Plan (inclusive of VBCPS 

employees in plan), and the Sheriff’s Plan: 

 City Plan Sheriff Plan VBCPS 

Assets $240,877,949 $3,432,295 $20,226,228 

Dollar weighted 

Expense ratio 
.4815% .4815% .4815% 

Total Plan Expenses $1,160,054 $16,530 $97,408 

 

We dissected the cost into two buckets (See Appendix E):  

 2016  

Total Cost (including 

investment expenses) 

$1,273,992 

Total Cost to 

Employees  

   $648,516 

 

Based on the estimated labor hours for personnel assigned to work on the plans, the total 

annual cost to the City is about $15,000 per year.   

The only deductions taken directly from an employee’s account are for employees in index 

funds, and for employees participating in the Reality Advisor Services for managed 

account work.  

There are only two components that make up the fees in VRS: 

 Expense ratios; and 

 Direct employee fees. 

To create a true comparison between the City’s expense ratios and those of VRS, we 

mapped the City’s corresponding fund lineup to the similar VRS investment options. Of 

the City’s total assets of $264 million, the weighted investment expense ratio would be 

.14%, or $381,155 (See Appendix G). There would be no fund reimbursements or revenue 

sharing under VRS. 
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In addition, there would be a $30.50 annual per-head annual explicit fee charged by VRS 

for providing administrative and participant services related to the Plan. Using an updated 

headcount provided by the City of 5,180 employees, the total VRS fee would be as follows: 

 2016  

Fee Based on Headcount $157,990 

Investment Ratio Expense $381,155 

Total VRS Plan Cost $539,145 

The following chart provides a comparative analysis of the City’s plans expenses to the 

expenses that would be incurred under VRS: 

 2016 

Total Net Cost for Virginia Beach Plans    $648,516 

Cost if City Plan was With VRS in 2016    $539,145 

Annual Savings to City    $109,371 

Estimated Savings After 5 Years    $546,855 

Estimated Savings After 10 Years $1,093,710 

In summary, all expense ratios under VRS are lower than the City’s investment options. 

Moving to VRS would save the City over $109,000 a year, and there would be no need 

for the City to have to track fee reconciliation as they do now for Empower data. 

However, employees would be charged an annual $30.50 annual maintenance fee under 

VRS, and no excess revenue would be available to the City.   

Employee Education 

Empower provides employee education services for the plans through a dedicated resource. 

Based on 2016 data, there were several group and individual sessions conducted at various 

locations around the City for convenience of employees. ICMA-RC provides the VRS 

education services at the direction of VRS.  

We evaluated ICMA-RC’s online and hard copy education material, and they have some 

good tools for use by participants. Also, the webinar topics are similar to what is currently 

offered by Empower. ICMA-RC is also known for providing solid educational services.  

For the City, the education needs would have to be addressed before any consideration is 

given to moving to the VRS Deferred Compensation Plan. Accordingly, ICMA-RC 

provided the following options for the City to consider: 

 ICMA-RC would hire a new representative that would work with the City, but that 

resource would be shared and would not be solely assigned to the City; or  
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 For the City to have a dedicated resource, ICMA-RC would charge the City an 

additional $18.80 per participant; or 

 The City can conduct a search to hire an independent education firm to provide 

ongoing services.  

The assessment of which decision makes the most sense for the City should be predicated 

on expectations. It is recommended that the City outline its expectations in this area, 

identifying the overall needs, such as conducting at least 300 individual sessions in a year 

or five group sessions per quarter or conducting meetings at specific locations in the City, 

as specific examples. These expectations should then be shared with VRS and ICMA-RC, 

to determine which of the options can be addressed. Based on that feedback, the City should 

be able to determine the best approach.  

In summary, ICMA-RC presented options for the City to consider in how education would 

be delivered under a VRS model. However, the City must examine which option is the 

most appropriate based on need. Based on the number of assets in the Stable Value Fund, 

having a dedicated resource is critical to ongoing employee education.   

The table below is a summary of the advantages of moving to VRS for each area of the 

decision process: 

Administration 

VRS would become plan fiduciary and take over all aspects 

of plan services. The City’s role would be diminished, 

including services from the Board and Department of 

Finance. The 401(a) Plan issue however, must be addressed 

before a final decision can be made on plan administration.  

Investments 

The City’s main lineup has more funds than VRS (16 verses 

11), however, VRS has a self-directed brokerage option that 

allows employees to select from over 1,000 mutual funds. 

VRS uses Collective Investment Trusts which are less 

expensive than mutual funds. The City’s Stable Value Fund 

and Target Dates Funds have outperformed VRS Funds in 

those areas.  However, overall, VRS investment performance 

is competitive when compared with the City’s lineup, and in 

some cases, the performance is better. Projected annuity 

payments favor younger City employees if move is made to 

VRS, thus minimizing differences in accumulation values.   

Fees 

Under VRS, the City would be saving about $100,000 a year 

in fees. Employees would be paying $30.50 annual 

maintenance fee in VRS out of their account balances. 

Employee Education 

City desires a dedicated resource under VRS, and VRS 

presented two option, including a shared resource for free, or 

a dedicated resource for $18.80 per participant. The City can 

also pursue an independent education firm as a third option. 
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Summary of Findings and Recommendations 

As outlined in this summary, there are several variables to consider before a final decision 

can be made, and each of these issues must be weighed in the context of all issues. Based 

on the pros and cons outlined in this report, below is a summary of each category and our 

recommendations on which ones provide the best advantage for the City and its employees: 

1. Moving to VRS makes sense from an administrative perspective, as VRS would 

serve as the fiduciary for the plan and provide all administrative functions currently 

performed by the City. However, the major challenge would be to address the 

Sheriff’s 401(a) Plan. We recommend two items for consideration: 

− Consider introducing legislation to amend the VRS 401(a) Plan to allow 

discretionary employer contributions; or  

− Change the plan design to a match plan, requesting just $10 per pay period, 

and send employer contributions to the 401(a) when funding is available. 

Seek additional guidance from VRS on how this can be done.  

We recommend that the City not move forward until a decision is made on the 

appropriate course of action regarding the Sheriff Office Plan. Recommendation: 

No decision until 401(a) issue is addressed. 

2. The structure of the City’s investment lineup allows for a more diverse selection 

process with 16 funds against 11 for VRS. VRS also does not have as many equity 

options as currently exist under the City’s plans. However, VRS has a window for 

self-directed brokerage which adds over 1,000 additional mutual funds to the 

selection process, mostly for the sophisticated investor. It is highly likely that most, 

if not all, of the current funds on the City’s platform can also be obtained thru the 

brokerage window. Based strictly on structure, we recommend moving the plan to 

VRS, given the potential for many more funds than the 11. Recommendation: 

Advantage VRS. 

3. Strictly evaluating the Stable Value Funds, VRS has an excellent expense ratio, but 

the City’s Fund had better performance. More importantly, over 42% of all assets 

are in the City’s Stable Value Fund which has outperformed the VRS Stable Value 

Fund. Additionally, in the fourth quarter of 2016, over 49% of all contributions 

were designated to the Stable Value Fund, indicating that it remains popular with 

employees. Based only on the performance of the Stable Value Fund, we believe 

that maintaining the City plans would be a better approach for participant’s plan 

performance. This is one category that may have more weight given the magnitude 

of assets and ongoing contributions to the plans. Recommendation: Advantage 

City Plans. 

4. Evaluating fund performance is complicated as the City has mutual funds and VRS 

utilizes Collective Investment Trusts. Comparing the two is not a true “apples-to-

apples” comparison due to the portfolio makeup. However, we were able to create 
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a process for evaluation. We focused on target dates fund performance across VRS 

and the City’s plans. The VRS Target Date Funds have excellent expense ratios as 

the vintage expense ratios are all the same at eight (8) basis points. However, the 

net returns for the City’s Target Date Funds outperformed the VRS Funds for 

almost all of the five and three-year averages, all net of fees. There were some 

vintages where VRS did perform better than the City’s Funds. However, the long-

term performance serves employees better in the long run, and for that reason, the 

City’s performance is better. Recommendation: Advantage City Plans. 

5. For overall investments, we conducted an analysis based on mapping the City’s 

Funds to similar Funds in VRS. On the equity side, VRS does not cover very many 

asset style boxes. However, VRS does have a Real Estate Fund that is advantageous 

to participants. For the performance, VRS funds outperformed most of the City’s 

Funds on a comparative basis. The analysis is close, and in that case, we believe 

that moving to VRS would provide similar or better results for City employees. 

Based on overall performance (excluding Target Date and Stable Value), we 

believe employees would fare well under VRS. Recommendation: Advantage 

VRS. 

6. Even though the performance of some of the City’s Funds have performed better 

than some of the VRS Funds, when you convert them to a monthly annuity payable 

for life at age 65, the differences are relatively small. Our analysis of the projections 

revealed that younger employees may make out better in the long-term if they 

moved to VRS, as most of them have been utilizing the equity investment options. 

The major effect would be on employees who have a significant portion of their 

assets in Stable Value, where most older employees and some mid-career 

employees typically invest. In the long term, the VRS equity funds have performed 

well, beating the City’s performance in several areas. Regardless of whether the 

City stays with the existing arrangement or moves to VRS, more education is 

needed for City employees to discuss the importance of diversification. Overall, we 

believe in the long term, more employees will benefit under VRS based on long-

term performance. Accordingly, we recommend a decision here based on what’s 

best for the plan overall, and given the current parameters, we believe that more 

employees will benefit under VRS long-term based on converting accumulations 

to a monthly annuity, or have a negligible difference in their annuity benefit. 

Recommendation: Advantage VRS. 

7. The fee decision is straight forward. It estimated that the City would save over 

$109,000 a year by moving to VRS. Even though there would be an annual $30.50 

fee under VRS deducted from an employee’s account balance, the benefits of 

moving to VRS are substantial from a fee perspective. Fees for such services as the 

plan audit and investment advisor services, would be eliminated. Accordingly, we 

recommend the City to move to VRS based on the fee reduction savings. 

Recommendation: Advantage VRS. 

8. The dedicated representative from Empower for employee education is important 

to the City. VRS presented two options to consider. We recommend that the City 
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identify its employee education expectations, then present the request to VRS for 

review. The decision will result in either the City moving to VRS and using a shared 

resource to conduct education services, or pay an additional $18.80 per participant 

to have a dedicated resource. We recommend the City pursue the free approach 

with VRS as much as possible before any decision is made to spend money on 

education services. Recommendation: More information needed before 

decision can be made, but options are available. 

As we look at the guiding principles based on the analysis conducted, we can now respond 

to each of the statements: 

A. There needs to be an overall benefit to City employees. With lower investment fee 

costs, more potential options through a brokerage window, continued education 

services, and investments with competitive returns, there are overall benefits to 

employees. 

B. The Sheriff’s Plan must be part of the move to VRS with a solution that is fair and 

equitable to plan participants, without increasing overall the Plan cost. Will happen 

if amended legislation or Plan change takes place. 

C. There must be an apparent and significant cost savings to the City and plan 

participants. Yes, the cost savings are demonstrated in this analysis and would be 

considered significant. 

D. The new investment menu must be diverse and historical performance must 

compare favorably to the performance that City employees have experienced in the 

past. Including self-directed brokerage, the menu would be diverse and the overall 

performance is competitive when comparing the City’s investment returns and the 

VRS investment returns. 

E. There must be a dedicated resource to provide employee education services. There 

is a VRS resource, however, more information is needed on the best approach. 

F. The City’s role (Board and Finance Department) in administering the plans must 

be reduced. This analysis demonstrates that administrative work for the City would 

be significantly reduced. 

Accordingly, we recommend the City move forward in exploring the move to VRS if the 

items in question are addressed in a positive manner. 

Next Steps 

 As a next step in the evaluation process, the City should consider the guiding 

principles established for this report, or create new ones to set parameters for 

making the final decision. 
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 As part of the decision process, the City must determine how much weight will be 

given to each issue, especially the Stable Value Fund. Are fees the most important 

item? Does the education decision carry more weight than the administration of the 

plans? 

 

 The issues surrounding what to do about the 401(a) Sherriff’s Plan must be 

addressed. 

 

 A decision needs to be made on the best approach for employee education. 

 

 Regardless of the decision, the City should examine the high use of the Stable 

Value Fund where almost 50% of all contributions are being directed.  

 

 If the decision is made to move forward, the process should be a plan merger and 

an amendment would be needed for the plans.  
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Section III – Methodology  

The methodology employed in conducting this analysis, consisted of the following: 

Stage 1: Discovery 

This stage of the process focused on data collection, as we collected a plethora of data from 

the City and VRS. The data retrieval included: 

 The Empower 3rd and 4th quarter Executive Summaries highlighting all plan fees, 

forfeiture allocations, asset summary, contributions, distributions, eligible 

employees, participating employees with balances, average participant balance, 

number of education seminars, Reality Investing demographics; 

 12/31/16 Segal Quarterly Investment Analysis Report, inclusive of investment asset 

class summaries, investment trends by asset class, beginning and ending fund 

balances, contributions, transfers, withdrawals, asset allocation by asset class, 

participant counts by plan, share asset class analysis, expense ratios, investment 

style box, and quarterly, 1,3, and 5-year performance; 

 Stable Value Analysis:  

− 12/31/16 Segal Quarterly Investment Analysis Report (listed above) 

− VRS Stable Value Fund Disclosure Booklet 

− 12/31/16 Commonwealth of Virginia Defined Contribution Plans: 

Investment Options Performance PDF 

 City of Virginia Beach Deferred Compensation Plan Financial Report; 

 2016 Annual Reconciliation Report; 

 Link to City’s Website; 

 Link to VRS website; 

 VRS Deferred Compensation Plan; 

 Excel spreadsheet on the City’s estimated hours spent on the plan; 

 VRS Master Trust; 

 VRS Committee Charter of the Defined Contribution Plan Advisory Committee; 

 Summary of the VRS Defined Contribution Plans and administrative expenses from 

FY 2012- FY 2016. 
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 VRS Investment Beliefs; 

 Link to online Resource Center; 

 VRS fee disclosures; and 

 Annuity factors from MetLife. 

Stage 2: Preparation 

After obtaining the data, we examined the information for trends, missing information, and 

open questions. We created follow-up questions related to any missing data or information 

requiring clarity, and presented it to the City for further discussion. We conducted follow-

up calls to clarify data as needed. We also participated in calls with the City to gain a better 

perspective on the fee services.  

We also contacted the VRS staff personnel assigned to help employers for questions related 

to the Deferred Compensation Plan, who provide the data noted above. We conducted 

follow-up calls to address any lingering questions.  

Stage 3: Analysis 

As we assessed the data, we aligned the information based on what the City needed to make 

a final decision. In doing so, we created the noted category of issues ranging from 

administration to employee education. For each category, we created pros and cons after 

we completed the analysis, to allow the City to see both sides of each issue to provide a 

thorough discussion before the final decision is made.  

For investment purposes, we utilized our fi360 tool to conduct comparative scoring of the 

investment funds. For the City’s Target Date Funds, we ran a secondary analysis on Target 

Date Fund comparison. Our evaluation of target date funds was robust, taking into 

consideration manager tenure, vintage peer group rankings, net expense ratio, standard 

deviation, Sharpe ratio, and glide path, as well as volatility over time. For VRS, we used 

data posted online under Fund Profiles, and extracted the underlying portfolios for 

examination. We studied the glide paths, vintages, and fees of each underlying fund. 

We followed a similar process for the Stable Value funds. We first compared the funds to 

their respective benchmarks, then conducted a side by side comparison with each other. 

We studied the profiles and evaluated the funds on the basis of one-, three-, and five-year 

performance, performance relative to their respective benchmarks, expenses, liquidity, and 

credit interest rating. 

For all investments, we used the 12/31/16 performance data from the Segal report and 

online VRS report, and created charts comparing expense ratios and performance. We then 

analyzed the returns and drew comparative conclusions to compare net returns under both 

arrangements. We also conducted research on the ICMA-RC stable value usage by plan 

participants to compare and contrast the high volume of usage by City employees.  
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We utilized the investment style box in the Segal report, and mapped in the VRS plans 

based on similar styles as outlined in the underlying fund’s portfolio.  

In the data we gathered from the City and VRS, we conducted mapping. We identified the 

asset class, then matched the similar funds to each other. For example, VRS has one equity 

Stock Fund and the City has six similar funds as noted below: 

 

We then averaged out the six City funds in comparison to the one VRS fund. Knowing the 

results would be skewed, we also conducted an analysis using fi360. 

MetLife provided annuity factors that we then used with the mapped data, and created 

projections based on the percentage of assets invested in each fund.  

Below is a snapshot look at eight of the funds and their corresponding assets in relation to 

the total. In our projections, we assumed that the employee would have 42.2% of future 

contributions going to the Stable Value, 2.9% to the Vanguard, etc. if under the VRS Plan, 

based on actual usage under the City’s current plans.  For illustration purposes, we did not 

include the total chart of all funds in the example below.  

Virginia Beach City Funds 

Plan Assets 

as of 

12/31/16 

Percentage 

of Total 

Assets 

Virginia Beach Fixed Income 111,560,993 42.2% 

Vanguard Total Bond Market  7,750,941 2.9% 

Delaware Value Institutional $7,069,361 2.7% 

American Century Equity Growth $10,813,971 4.1% 

Vanguard Institutional Index $31,421,042 11.9% 

American Funds Growth Fund of America $7,540,754 2.9% 

Janus Forty $2,629,789 1.0% 

MFS Mass Investors Growth $11,284,323 4.3% 

For fees, we conducted a comprehensive analysis using the combination of data provided 

by Empower and Segal. For each investment, we used the actual expense ratio, revenue, 

and revenue sharing numbers, to create the true cost of the City’s Plans. We used this 

process to create the dollar weighted expense ratios. Below is a glimpse of the worksheet 

data that we used to help determine the true cost.  
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Fund Name 
12/31/16 

Assets 

Net 

Expense 

Ratio 

(%) 

Net 

Expense  

($) 

Empower’ s 

Revenue  

(%) 

Revenue 

($) 

Stable Value $111,560,993 0.40% $446,244 0.20% $223,122 

Vanguard Total 

Bond 
$7,750,941 0.05% $3,875 0.10% $7,751 

American Fund 

2010 
$750,495 0.41% $3,077 0.25% $1,876 

American Fund 

2015 
$1,646,565 0.40% $6,586 0.25% $4,116 

American Fund 

2020 
$6,319,111 0.42% $26,540 0.25% $15,798 

American Fund 

2025 
$5,642,975 0.44% $24,829 0.25% $14,107 

American Fund 

2030 
$5,768,206 0.46% $26,534 0.25% $14,421 

We then mapped the City assets and investments to the VRS platform, assuming the assets 

were in the VRS funds instead of the City’s funds. Using the same methodology, we created 

a similar worksheet as noted by the sample chart below: 

VRS Funds Assets 

Net 

Expense 

Ratio 

(%) 

Net 

Expense  

($) 

Revenue 

(%) 

Revenue 

($) 

Stable Value $111,560,993  0.29% $323,527 0.00% $0  

 $0  0.08% $0  0.00% $0  

Bond $7,750,941  0.04% $3,100  0.00% $0  

 $0  0.04% $0  0.00% $0  

 $0  0.39% $0  0.00% $0  

Retirement Portfolio $2,397,060  0.08% $1,917  0.00% $0  

VRS has no revenue share which is why the last column is now empty. We then used the 

Empower reconciliation report to create Appendix E.  

Stage 4: Report Writing  

After we completed the analysis and created the pros and cons charts, we then began to 

create this report, using all the information presented for review.  
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Section IV – The Study  

Overall Plan Administration  

Current Environment – Overseeing the administration of three retirement plans is a 

significant endeavor for any employer. When that employer is a City that conducts a myriad 

of other services for its citizens, the plan administration becomes even more challenging.  

For the City to effectively administer the retirement plans, a Board provides the oversight 

of all issues relating to the plans. The Board consist of 10 members, including: 

 A Retiree Representative; 

 School Board Liaison; 

 Chief Financial Officer of Schools; 

 Sheriff; 

 Director of Finance; 

 Council Liaison; 

 Employee Relations Manager; 

 Director of Benefits; 

 Payroll Administrator; and  

 Director of Human Resources.  

The Board meets on a quarterly basis and conducts the business of the plans. However, the 

Finance Department executes the operations of the plans under the direction of the Board. 

Operating the plans requires support from five Finance Department staff members on an 

ongoing basis, and periodically six employees when a RFP process is involved. The chart 

on the following page outlines the estimated hours needed to administer the plans on a 

quarterly basis. 
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Using current hourly wages provided by the City, we estimate that it cost the City about 

$15,000 in annual labor time to effectively run the plans. This does not take into 

consideration lost time of other City work of the Board members.  

The Board oversees all three plans, including a 401(a) Sherriff’s Office Plan for eligible 

employees. Under this Plan, only discretionary employer contributions are made in years 

when there are funds to fund the plan. In 2016, there were no employer contributions made 

to the Sheriff’s Plan.  

Listed below is a summary of the major administrative tasks conducted by the City to 

administer the plans (inclusive of services that are contracted out to vendors): 

 Create the Deferred Compensation Board to administer the plans; 

 Select and train members to participate on the Board; 

 Conduct periodic Board meetings to address issues related to the plans; 

Hours/Quarter

Board Members

Director of Finance 6.0

City Council Liaison 2.0

Sheriff 2.0

School Board Liaison 2.0

Chief Financial Officer - Schools 2.0

Director of Benefits - Schools 2.0

Director of Human Resources 2.0

Employee Relations Manager 2.0

Payroll Administrator 17.0

Retiree Rep 2.0

Staff Support

Nancy Leavitt, Debt Administrator retired 6.0

Andrew Oliver, Debt Administrator* 0.0

Loretta Brown, Executive Assistant 40.0

Dana Harmeyer, City Attorney's Office 4.0

Susan Scofield, Benefits Program Specialist 2.0

Total 91.0

Does not include 7% fringe benefits.

Assumes Quarterly Meetings still required.

* Noted as 0 so as not to double count.
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 Record minutes of each Board meeting; 

 Create Plan Document outlining plan provisions; 

 Create and monitor website; 

 Engage attorney as needed to review legal documents and address legal issues; 

 Conduct periodic RFP process to select plan record-keeper; 

 Monitor record-keeper services and fees; 

 Oversee the delivery of employee education; 

 Work with record-keeper to create enrollment package, education material, and 

other plan information; 

 Conduct ongoing communication with employees regarding benefits of joining the 

plan; 

 Evaluate ongoing plan enrollment and fees; 

 Conduct periodic RFP process to select investment advisor for the plans; 

 Determine whether the advisor should serve as a co-fiduciary with sharing authority 

(known as a 3(21)) or serve with full authority (known as a 3(38)) to the plans; 

 Create Investment Policy Statement; 

 Monitor investments against Investment Policy Statement; 

 Purchase and maintain fiduciary insurance coverage; 

 Evaluate investment reports outlining plan performance; 

 Make decisions presented by advisor as to whether certain funds should be put on 

watch, retained, or terminated; 

 Monitor financial market conditions for any key indicators that can cause a shift in 

long and short term returns; 

 Monitor fee arrangement, including excess revenue, based on contract of record-

keeper; 

 Produce annual report on plan metrics; 

 Conduct periodic RFP process to select auditor for the plan; 
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 Review plan financials to ensure compliance with accepted accounting principles; 

and 

 Evaluate plan efficiencies and internal controls on an ongoing basis. 

The fiduciary resources needed to provide ongoing services to the plans are significant.  

The plan utilizes Empower as the record-keeper as they provide all plan administration and 

education services. The contract with Empower includes performance standards where 

noncompliance can result in a fee being paid back to the City. There is an RFP procurement 

process every five years to evaluate the record-keeper, and the contract has five one year 

extensions.  

The plan also utilizes the services of Segal Marco (Segal) for investment advisor services. 

Similar to the record-keeper, there is a periodic RFP process to evaluate investment 

advisors for the plans.  

Potential Future Environment – If the City moves the plans to VRS, plan administration 

for the City would be significantly diminished. VRS would assign a dedicated team to work 

directly with the City, consisting of operations managers from ICMA-RC (the record-

keeper for the VRS Deferred Compensation Plan) and VRS personnel. There would be 

communication material for employees as designed by VRS, as well as education and 

enrollment meetings, in addition to an online Resource Center that is used by all VRS 

employers. VRS would take over all aspects of administering the plans, relieving most of 

the services that are currently provided by the City.  

VRS provides Defined Contribution and Defined Benefit services to all state employees, 

with over 76,000 in the VRS 457 Deferred Compensation Plan at the end of fiscal 2016. 

Given the magnitude of the operations, VRS has created an approach that oversees eight 

different defined contribution retirement plans, and has a process in place that has aided 

state municipalities in meeting their long-term retirement goals for various participants 

throughout the state.  

A VRS Board of Trustees would be responsible as the fiduciary of the plan and provide all 

plan oversight. Some of the services VRS provides to existing municipalities in the 

Deferred Compensation Plan includes: 

 Administering a Master Trust with oversight by a Board of Trustees; 

 Creating and maintaining a Deferred Compensation Plan Document; 

 Creating Adoption Agreements for selection by participating employers;  

 Maintaining an Advisory Committee established by the Board to provide plan 

administration, plan design, and investment advice to the Board; 

 Maintaining full-time staff dedicated to serving employers like the City to serve as 

a liaison for issues pertaining to the plan; 
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 Creating Trust Fund to receive all contributions that are administered for the benefit 

of participants and their beneficiaries in accordance with the Trust; 

 Creating and maintaining an Investment Policy Statement; 

 Overseeing plan education services for participants; 

 Maintaining a website with employee and employer services; 

 Providing investment services for the plan; 

 Providing reports to municipalities/employers in the plan summarizing investment 

results, plan enrollment data, allocation data, and similar information currently 

prepared by Empower; and 

 Serving as fiduciary for the plan. 

VRS would have no issues administering the Deferred Compensation Plan for the City’s 

employees. However, administering the 401(a) Sheriff’s Plan could be a problem. VRS has 

a 401(a) Plan that is available to state employees. However, the Plan is designed as a Cash-

Match Plan and does not allow for discretionary employer contributions as is currently the 

case for the Sheriff’s Plan. The VRS 401(a) Plan was designed this way by legislation and 

would have to have an amendment to allow the flexibility desired by the Sheriff’s Plan to 

have discretionary employer contributions. The City would have to seek a plan amendment 

or change the plan’s design. We have confirmed with VRS that one potential option for a 

plan design change would be for the Sheriff Plan employees to make at least a $10 

contribution per pay-period to the VRS Deferred Compensation Plan, then adopt the VRS 

Cash Match Plan for discretionary employer money. It’s unclear what would happen in 

years that the City would determine that no employer contribution would be available. It’s 

also unclear if this approach would meet the regulatory requirements of the state’s Cash-

Match Adoption Agreement.  

Based on the extensive work that would be taken over by VRS, the City would no longer 

need to dedicate over 90 hours of labor dedicated to administering the plans each quarter. 

We estimate that only about six to eight hours per quarter would be needed once the plans 

are properly transitioned. 
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Observations 

Moving the City’s Deferred Compensation Plan to VRS has many advantages and a few 

important issues to evaluate. The major challenge is addressing the 401(a) Sheriff’s Plan, 

and either introducing new legislation to add a discretionary component or changing the 

plan’s design to some type of minimum cash match to meet the requirements of the VRS 

rules. If this issue can be overcome, we see the move to VRS as a significant advantage to 

the City from an administrative perspective.  

Moving to VRS would eliminate the need for Segal and Empower to provide services.  If 

the City decides to not move to VRS, it may be a good time to revisit the current cost 

structure given the complexity of the current design.  

 

 

  

Administer the Deferred Compensation Plan Under VRS  

Pros Cons 

 VRS would serve as plan fiduciary. 

 The City would relinquish most of its 

current administrative functions.  

 The City would have an assigned team 

to work with VRS for any ongoing 

assistance. 

 The need for the City’s Retirement 

Board would be diminished.  

 The 91 hours of labor dedicated to 

operating the plans each quarter would 

be significantly reduced.  

 VRS would be responsible for providing 

plan education services to employees. 

 Similar to Empower, ICMA-RC has 

performance standards that must be 

adhered to, which motivates them to 

provide a high level of service to the 

plan and its participants, or pay a 

penalty to the state.  

 Less control by the City over 

decisions relating to the plans.  

 401(a) Sheriff’s Plan not able to be 

administered in its current 

structure, thus requiring either a 

plan design change or a legislative 

change.  

 As noted in fee section of this 

report, there is a quarterly $7.50 

participant fee that is deducted 

from participant’s account 

balances and included on 

statements. There are no such 

deductions for participants under 

the current arrangement.  

 The 403(b) VBCPS Plan would 

still be maintained by the Schools.   
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Investments 

A. Structure 

Current Environment – There are 16 funds on the City’s Deferred Compensation Plan 

platform, including Target Date American Funds and the Virginia Beach Fixed Income 

Fund which is identified as a Stable Value Fund (see Appendix A). As record-keeper, 

Empower provides the investment platform as well as administrative and educational 

services. Employees can have personalized managed account advisory services under 

Reality Investing Advisors. Using this service, employees can utilize any of the following 

options that meet their investment education needs: 

 Do-It-Myself option for employees who wish to manage their own retirement 

accounts: or 

 Help-Me-Do-It option for employees who wish to manage their own account while 

utilizing on-line guidance and investment advice; or 

 Do-It-for-Me option for employees who wish to have an expert select investment 

options for them and manage their account. This option allows Reality to have 

discretionary authority over allocating investments.  

There is an Investment Policy Statement (IPS) in place that sets the goals and objectives of 

the investment options available under the plans. The IPS identifies several investment 

categories as possible asset classes. However, the Board has the discretion to utilize 

whichever assets it deems feasible, as the Board chooses the investment options available 

under the plans and monitors the investment performance, utilizing the expertise of an 

outside investment advisor firm, Segal. The Board selected the Target Date funds to serve 

as the default options for enrollment purposes.  

The Board, in its capacity as fiduciary, reviews and evaluates: 

 Current trends and developments in capital markets; 

 Changes in investment management staff related to each investment option; 

 Compliance of each investment option with stated guidelines; 

 The compliance of each investment option’s risk and return characteristics; and 

 The decision to retain or eliminate funds based on scoring, fees, and performance. 

The advisor firm typically conducts the services and research and presents the findings to 

the Board for review and final decisions. However, the Board must be engaged in 

monitoring and understanding these issues to make decisions appropriate to the plans.  
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On a quarterly basis, Segal provides a detailed report to the City that outlines all aspects of 

the investments of each fund in the lineup, including performance, portfolio changes, 

standard deviation, and more. Segal also highlights any funds not meeting the standards of 

the City’s IPS, and recommends funds to be placed on watch, as well as the replacement 

of funds when necessary. 

Potential Future Environment – The Virginia Retirement System has 11 funds that are 

available to all eight plans that it administers, including the 457 Deferred Compensation 

Plan (see Appendix B). All investments are managed internally by a team of professionals 

at the Virginia Retirement System, headed by a Chief Investment Officer. The funds on the 

platform are considered Collective Investment Trusts (CITs), which are similar to but 

different than mutual funds. However, these differences make the comparison challenging. 

For example, CITs don’t have a prospectus and the trusts are tax-exempt, pooled 

investments maintained for retirement plans and not subject to the Investment Company 

Act of 1940. Because of how they are structured, the investments are less regulated, and 

typically are less expensive than mutual funds. They are not registered with the SEC as 

mutual funds are, but are registered with the Office of the Comptroller of the Currency.  

The VRS lineup includes Target Date Funds and a Stable Value Fund, as both are popular 

asset allocation choices in the City’s plans. However, if the City decides to move assets to 

VRS, the City would be responsible for mapping the existing assets from the City’s plans 

to VRS, as VRS does not provide that service. 

Similar to the City of Virginia Beach, VRS has an Investment Policy Statement (IPS). The 

statement is designed to accommodate several primary and supplemental defined 

contribution retirement plans. VRS has a Board of Trustees that provide guidelines for the 

investment offerings. The Board: 

 Selects the default investment options; 

 Ensures a robust process is used to establish glide paths of asset allocation 

portfolios; and 

 Delegates to Chief Investment Officer, all other decisions related to the VRS Plan.  

VRS also has a set of 12 investment belief statements (see Appendix C), as set by the 

Board. These statements are designed to help guide the strategic management of the VRS 

plan investments. These beliefs provide context for VRS actions and reflect VRS values, 

with a focus on long-term investing. A few of those belief statements are summarized 

below:  

 The Defined Contribution Plans should continue to seek best practices by 

establishing, monitoring, and reporting on key quantitative and qualitative 

measures; 

 Controlling and managing cost is critical to the success of the DC Plan; 



 

 

P a g e  | 29 

 The VRS DC Plans are responsible for offering a reasonable range of diversified 

portfolios to serve as the plan’s default investment options; and 

 Investment education can be a valuable resource to individual participants, and 

VRS decision makers should explore making available various investment advice 

and financial planning solutions.  

Similar to the City, the VRS structure is designed for three types of investors:  

1. Those that want a “do it for me” approach, as VRS provides Target Date Funds to 

address this area.  

2. They have a series of select funds that fall under the “help me do it” path, where 

they have Stable Value, a Stock Fund, Global, Real Estate and others. This path is 

for those who prefer a more active role in selecting and monitoring their own 

investment options.  

3. And finally, they have a “do it for myself” approach, with a Self-Directed 

Brokerage (SDB) option. The SDB is designed for the sophisticated investor and is 

offered through TD Ameritrade. There is a separate setup fee for the SDB in 

addition to the annual record-keeping fee. The SDB window has thousands of 

publicly-traded mutual funds, exchange traded funds (ETFs) and individual 

securities, in addition to the 11 funds on the existing platform. In theory, it’s 

possible that if the decision is made to move to VRS, several of the existing VB 

mutual funds could be accessed through the SDB window.  

Investment data is available for review by each municipality and can be accessed from the 

VRS website at any time. Participants are provided investment education material online, 

via an 800 number, or through employee education meetings with a representative from 

ICMA-RC.  

On the following page are the pros and cons of moving the investment structure to VRS.  
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Observations 

The City has a more diverse investment lineup structure than VRS. This is discussed in 

more detail in the investment performance section of this report. However, VRS does 

provide a window to self-directed funds, which for a price, expands the investment menu 

to over a thousand potential funds. Additionally, with VRS conducting all investments 

internally using CITs, the cost of the funds on the VRS platform are less expensive than 

the current funds on the City’s platform. Accordingly, we believe moving to VRS presents 

an advantage for the City from an investment structure perspective.  

B. Performance (Stable Value) 

Current Environment – The City utilizes the Virginia Beach Fixed Income Fund as the 

Stable Value Fund. It is managed by Great West and benchmarked against the Hueler 

Stable Value Index, and is comprised of over 40% of the total allocation of plan 

contributions under the City’s Deferred Compensation Plans, with over $100 million in 

this one Fund. Given the large number of assets in this fund, we conducted a comparative 

analysis of the stable value fund options for each of the plans.  

The underlying investments include treasury securities, agency CMOs, asset backed 

securities and corporate bonds among others. The average credit rating of the holdings is 

Move to the VRS Investment Structure 

Pros Cons 

 VRS would be responsible for all 

investment option decisions. 

 VRS utilizes Collective Investment Trusts 

which are less expensive than mutual 

funds in the City of Virginia Beach Plans. 

 VRS maintains IPS that is similar to the 

one in place for the City. 

 VRS has 12 investment belief statements 

designed to ensure the proper guidance of 

the investment program. 

 There are no prospectuses that are mailed 

to participants. 

 A Self-Directed-Brokerage option is 

available for the sophisticated investor, 

with thousands of publicly-traded mutual 

funds, exchange traded ETFs, and 

individual securities. 

 VB has more investment options 

with 16 funds verses 11 for VRS. 

 The Self-Directed Brokerage has 

a $50 set-up fee, and there is an 

Ameritrade fee for trades, adding 

a level of fees not currently in the 

City’s Plans. 

 In transition. the City would have 

to map funds to VRS.  

 The Empower Reality Advisor 

Services would be eliminated.  
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AA+ (S&P), Aaa (Moody’s and AAA (Fitch’s). The 12/31/16 performance is noted below, 

compared to its benchmark of the Hueler Stable Value Index:  

 1 year 3 year 5 year 

Virginia Beach Fund 1.77% 1.83% 2.11% 

Hueler Stable Value 1.78% 1.75% 1.87% 

In both the fund’s three and five-year performance, it outperformed the benchmark (three-

year outperformed by 4% and five-year outperformed by 12%). The fund’s one-year 

performance was negligible when compared to the benchmark. The expense ratio of the 

fund is .40% with .20% of the fee going to revenue share.  

Potential Future Environment – The Virginia Retirement System Stable Value Fund 

(VRS Fund) is managed by Galliard and primarily invests in investment contracts, CITs, 

and cash or cash equivalents. The minimum average credit quality of the underlying 

holdings in the fund is A-/A3 or equal according to the investment guidelines of the fund. 

The fund is actively managed meaning that the underlying investments are selected by an 

investment advisor in order to achieve the fund’s objective. The VRS 12/31/16 

performance is noted below, compared to its custom benchmark:  

 1 year 3 year 5 year 

VRS Stable Value 1.70% 1.55% 1.78% 

Custom Fund 1.37% 1.43% 1.25% 

The expense ratio of the fund is .29%. It contains no 12b-1 fees but pays transaction costs 

(commissions) when it buys and sells the underlying securities in the portfolio. These 

transaction cost show up as part of the security’s purchase or sale price and are not included 

in the total annual operating expense of the fund. A higher portfolio turnover rate will 

directly affect the performance of the fund. The turnover rate of the fund as of December 

31, 2016, is 16.94%.  

There is a 90-day trading restriction on the fund which requires participants to invest in a 

“non-competing” fund before moving to a “competing” fund.  

The chart below provides the side by side performance comparison of both funds:  

 1 year 3 year 5 year 

Virginia Beach Fund 1.77% 1.83% 2.11% 

VRS Stable Value Fund 1.70% 1.55% 1.78% 

Based on the comparative analysis, the VRS Fund has a lower expense ratio, but the 

Virginia Beach Fund has slightly better performance. All performance data is net of fees 

as VRS has an expense ratio of 29 basis points and the Virginia Beach Fund has a ratio of 
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40 basis points. Listed on the following page is a comparison of the pros and cons of the 

City utilizing the VRS Stable Value Fund.  

Observations 

In comparing the Virginia Beach Fixed Income Fund to the Virginia Retirement System 

Stable Value Fund, the VRS Fund has lower performance in the one, three, and five-year 

time periods than the VB Fund. In addition, the average credit rating of the VRS Fund is 

lower than the VB Fund. The credit rating refers to the ability of the issuers of securities 

purchased by the stable value fund to be financially able to make interest or principal payments 

when due. The credit risk of securities issued or guaranteed by the U.S. Government in 

the VRS fund is relatively low, however, the credit risk on investment contracts in the 

VRS fund is somewhat higher. Accordingly, a higher credit rating benefits participant 

returns positively. The VB Fixed Income Fund has a higher credit rating and is there for 

more favorable for plan participants.  

Additionally, the VRS Fund has a 90-day trading restriction which we believe affects the 

liquidity of the fund in terms of taking advantage of other opportunities to lower 

participants’ risk. Participants are not able to transfer money from the Stable Value Fund 

directly to the Money Market Fund, the Inflation-Protected Bond Fund, or the Self-

Directed Brokerage Account, which have a similar level of risk as the VRS Stable Value 

Fund. They first must transfer their money into a stock, bond or asset allocation fund in 

the plan and hold it for 90-days before it can be transferred into the Money Market Fund, 

the Inflation-Protected Bond Fund, or the Self-Directed Brokerage Account. Plan 

Participants run the risk of losing money while they are investing in the higher risk fund 

for 90 days. Based on our research, the VB Fixed Income Fund does not have these 

trading or liquidity restrictions.  

Utilize the VRS Stable Value Fund in Lieu of the Existing Stable Value Fund 

Pros Cons 

 VRS Fund consistently outperforms its 

benchmark. 

 VRS Fund has lower expense ratio. 

 VRS Fund is actively managed, allowing 

the manager the flexibility to try to beat 

the benchmark on an ongoing basis.  

 

 

 

 

 

 VB Fund has better performance 

for the most recent 1,3, and 5-

year levels. 

 VRS Fund has lower credit 

quality.  

 There are liquidity restrictions on 

VRS Fund. 

 VRS fund has lower comparative 

performance than the VB fund. 

 VRS fund pays transaction costs 

when it buys/sells underlying 

investments, so a higher turnover 

rate would mean higher costs and 

affects overall return. 
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The VRS Fund does have a lower expense ratio than the VB Fund (0.29% versus 0.40% 

respectively) which is significant. However, since the VRS Fund transaction costs are not 

included in the overall expense ratio, there is an additional cost to hold the fund. The cost 

will depend on the current turnover rate which as of December 31, 2016, was 16.94%. The 

higher the turnover rate of the fund, the more impact it will have on the portfolio returns. 

We do, however, believe that the active management of the fund is a positive characteristic 

that could possibly contribute to the performance of the portfolio in the long-term. But, the 

VRS fund duration is 2.6 years. The shorter duration could mean that the fund may 

outperform in a rising market which is what we have been seeing recently.  

In the end, the performance ranks as a big issue in the decision process because over 40% 

of the City’s total plan assets are invested in the VB Fixed Fund as of the end of 2016. 

Even with the lower fees in VRS, the net performance spread at the five-year mark is 

modest at over 20 basis points. We’re not sure why such a large number of assets are in the 

Stable Value Fund, but we have to assume a large portion will remain there if transferred 

to VRS. In the fourth quarter of 2016, over 49% of plan contributions were sent to the 

Stable Value Fund, continuing a trend to increase allocations and assets in this Fund.  

The large amount of money in the City’s Stable Value Fund concerns us. We conducted 

some additional research using data provided by ICMA-RC, as they provide retirement 

services to over 1.2 million public plan participants. Their data shows that on average, 

employees under age 35 typically invest only 9% of their asset allocation to a stable value 

fund. Alternatively, 32% of employees between the ages of 56 and 65 invest in stable value. 

Accordingly, the City’s allocation and contribution numbers are an anomaly when 

compared to the general public.  

Given these parameters, the Virginia Beach Stable Value Fund has provided a better 

comparative investment approach than VRS. Past performance is no indication of future 

performance so we cannot predict future performance, nor can we predict future allocation 

usage. We can say however, that the VRS Fund is competitive, but the VB Fund has 

demonstrated better long-term performance. Based on these observation, moving to the 

VRS Stable Value could potentially provide lower returns to City employees than the level 

of returns they have received under the City’s Plans, if the current performance trends 

continues.  

C. Performance (Target Date Funds) 

Current Environment – Target date funds are quickly becoming a popular option for plan 

participants because of their ease of use. Participants can get a diversified portfolio without 

having to adjust it over time as they get closer to retirement. The City of Virginia Beach 

uses the American Funds Target Date R5 Funds. We assessed the funds against percentile 

ranking, returns, and net expense ratios. 

 The American Funds were all ranked in the top 1st quartile of our analysis. 
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 Expenses for the American Funds start at .41% for the 2010 fund and gradually 

increase with each vintage until capping out at .51% for the 2060 fund. 

Potential Future Environment- The State of Virginia uses Collective Investment Trusts 

that invest in the Black Rock Lifepath Target Date Funds. Since a CIT is used to invest in 

the BlackRock LifePath funds, there is not an ideal comparison between the City’s Target 

Date Funds and the VRS Target Date Funds. We conducted an analysis of the funds to 

determine the appropriateness for long-term investing (see Appendix D). To make the 

comparison, we used the mutual fund version of the Black Rock LifePath investments. This 

produced a slightly lower expense ratio when we compared investment expenses. All other 

factors, however, don’t depend on share class and can be compared for the purposes of this 

report.  

Listed below are comments relating to total percentile rank, returns, and net expense ratios.  

 Three of the vintages ranked in the lower first quartile and the remainder were in 

the mid to lower third quartile. 

 For the BlackRock Funds, we used the K share class in our comparison report, 

which is the lowest share class available outside of the VRS Plan. That share class 

has a somewhat higher expense ratio than the actual VRS Collective Investment 

Trust, however, it is still competitive for comparison purposes.  

Net Expense Ratio  

The following chart illustrates the net expense ratios of the American Funds Target Date 

Funds and the VRS Target Dates Funds which invest in the BlackRock LifePath Index 

funds. The net expenses are displayed by vintages. The expenses of the VRS funds remain 

constant through each vintage, while the American Funds’ expenses increase as the vintage 

increases (the closer the participant gets to retirement). This is important to note as 

participants will be paying more for the American Funds investment as the portfolio 

becomes more conservative and possibly produces more modest returns than it did in the 

accumulation phase of the participant’s retirement portfolio. 

 

 

 Fund 

Virginia Beach 

American Funds  

(Net Expense Ratios) 

VRS BlackRock 

Target Date  

(Net Expense Ratios) 

2020 Fund .42 .08 

2025 Fund .44 .08 

2030 Fund .46 .08 

2035 Fund .47 .08 

2040 Fund .48 .08 

2045 Fund .49 .08 

2050 Fund .49 .08 

2055 Fund .50 .08 
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Though the VRS expense ratios are significantly lower than the American Funds at each 

of the vintages, other factors must be considered in drawing conclusions about returns in 

the portfolio. 

The chart on the following page outlines the comparative performance over the one, three, 

and five-year intervals. When we just look at the longer term five-year performance, the 

City’s American Funds Target Date Funds outperform the VRS Target Date Funds in every 

vintage except 2020. However, in a few vintages, the one and three-year performance 

numbers for VRS outperforms the City’s American Funds. For investment purposes, 

focusing on the longer-term return is more relevant when comparing funds for 

performance, as employees are less concerned with performance in the short term (one and 

three years).  

The lifecycle of a retirement portfolio will go through three different phases: accumulation, 

transition, and distribution. The accumulation phase is the longest time period of the cycle 

ranging from approximately 25-45 years. Accordingly, the focus should be placed on how 

the target date portfolio performs overtime, in the long-term (in this case 5 year returns 

since fee inception time is different for American Funds and VRS).  

Performance is Net of Fees 

Target Date Fund 1-Year 3-Year 5-Year 

American Funds 2020 6.99 4.56   8.91 

VRS 2020 6.64 3.61   6.37 

American Funds 2025 7.21 4.62 10.36 

VRS 2025 7.29 3.80   7.11 

American Funds 2030 7.64 5.00 11.10 

VRS 2030 7.88 3.98   7.77 

American Funds 2035 7.94 5.09 11.24 

VRS 2035 8.42 4.12   8.38 

American Funds 2040 8.10 5.13 11.40 

VRS 2040 8.87 4.23   8.87 

American Funds 2045 8.20 5.22 11.47 

VRS 2045 9.18 4.31   9.35 

American Funds 2050 8.27 5.25 11.49 

VRS 2050 9.25 4.33   9.73 

American Funds 2055 8.34 5.23 11.45 

VRS 2055 9.22 4.33 10.10 
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From the chart, we can draw the following conclusions: 

 For the one year mark, the VRS Target Date Funds returned better performance 

than the American Funds in all vintages except 2020; 

 In every vintage, American Funds beats VRS in the 3 and 5 year performance 

numbers (between 0.82%-1.02% (3 year) and between 1.36%-3.33% (5 year)); 

 In the 2030 vintage, the American Funds outperforms VRS by 3.33% for the 5 

year and 1.02% for the 3 year, and in the 2040 vintage they outperform by 2.53% 

for the 5 year and 0.90% for the 3 year; and 

 In the 2055 vintage, the American Funds still beats VRS by 1.35% for the five 

year and 0.90% for the 3 year.  

The performance of long-term results is significant when you take into consideration that 

participant contributions are compounded through dollar cost averaging (investing the 

same amount of money within the same time intervals).  

Given that the American Funds outperforms the VRS funds consistently in the five-year 

period, we must examine whether that outperformance is enough to make up for the 

increased expenses. Let’s look at the five-year vintage where the American Funds 

outperforms VRS by the highest amount, the difference in fees of the two funds, and the 

net return (after fees).  

Vintage 
AF Net Expense 

Ratio 

VRS Net Expense 

Ratio 

Difference in 

Net Expense 

Ratio 

Difference in 

Return 

(AF/VRS) 

2025 .44 .08 0.36 3.25 

2035 .47 .08 0.39 2.86 

2040 .48 .08 0.40 2.53 

Since the performance we illustrated in the previous chart was net of fees, the difference 

in the performance of both fund families in each vintage is the amount that the American 

Funds outperforms the VRS Funds net of fees. Meaning, even though the American Funds 

has a higher expense ratio in the 2025 Fund than the corresponding VRS Fund, for example, 

the American Funds still delivers a return that is 3.25% higher than the VRS fund of that 

vintage. So, we see that in the 2035 Fund, the American Funds still delivers a return that is 

2.86% higher than its VRS counterpart despite having an expense ratio that is .36% lower 

than the American Funds Target Date Fund.  

Glide Path: Asset Mix Over Time  

A typical glide path shows how equity exposure and its implied market risk decline over 

time. Comparing glide paths help to highlight how managers differ in balancing equities 

with other assets to counter various risks. The American Funds have a lower exposure to 
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equities further out from retirement, thus lowering the overall risk over time of the 

participant. Please refer to page seven of Appendix D for a graph of the glide path across 

all vintages.  

Target Date Vintage 
American Funds Equity 

Exposure 
VRS Equity Exposure 

2025 60% 60% 

2055 81% 98% 

Volatility Over Time - Equity and Fixed Income 

Further out from retirement and throughout the accumulation, transition, and distribution 

phases, the American Funds are using lower volatility stocks than the VRS Target Date 

portfolio utilizing the BlackRock Funds. This is important to note because returns should 

be viewed with the amount of risk that was taken. Regarding the fixed income portion of 

the portfolios, the American Funds are using slightly more volatile bonds than the VRS 

BlackRock Funds, however, those constitute a small fraction of the portfolio as a whole.  

 

Observations 

Returns cannot be evaluated without considering the risk of the investments. The VRS 

Target Date Funds have very competitive expense ratios across all vintages. However, 

across most of the vintages, except for the last 12 months thru 12/31/16, the City’s 

American Funds Target Date Funds outperformed the VRS Target Date Funds despite 

having higher expenses and with lower volatility and exposure to risk. The American Funds 

outperformed the VRS funds by as much as 2%-3% in some vintages. When taking into 

consideration the long-term time horizon of a retirement portfolio, compounding the 2%-

3% excess over a period of years can create a significant difference in final accumulations. 

Utilize the VRS Target Date Funds in Lieu of the Existing Target Date Funds 

Pros Cons 

 VRS American Target Dates Funds have 

lower expense ratios across all vintages. 

 VRS Funds have had better performance 

in a few of the one year vintages. 

 VB American Funds Target Date 

Funds have lower volatility 

stocks then VRS.  

 VB performance is better in 

more vintages than those of the 

VRS Target Funds. 

 From a standard deviation 

perspective, the American Funds 

have less volatility farther out 

from retirement than the VRS 

Target Funds. 
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While cost is a major consideration in a retirement fund that a participant holds through 

the different phases of their retirement journey, the performance of the American Funds is 

well worth the higher cost. Accordingly, based solely on the Target Date Funds, we believe 

it would benefit the City to maintain the existing Target Date portfolio in the long-term, 

based on the performance assessment we conducted.  

D. Performance (Overall Investments) 

Current Environment/Potential Future Environment – As indicated in another section of 

this report, the City has 16 funds in its portfolio of investments for employee selection. 

Alternatively, VRS has 11 funds, and in each case, we count the Target Date Funds as one 

investment. To compare the funds across performance and fees, we created an equity style 

box and compared the asset classes and the styles of each fund line-up and determined any 

gaps or redundancies.  

From the chart below, you will see that the City’s funds are in bold and the VRS funds are 

in italics. The small-cap offering invests in the BlackRock Russell 2500 Index Fund, and 

is therefore more of a style mixing small and mid-cap and tilting to growth. Since these 

stocks are more growth oriented than large cap stocks, they may experience more volatility 

than large caps over the long-term. In the chart below, we created the style box only for 

equity funds, tracking the existing styles for the City’s investments and the investments of 

VRS. In Appendix F, you will find a chart highlighting the investment styles of the non-

equity funds. 

  VALUE BLEND GROWTH 
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 Delaware Value  

 

 

 

 Vanguard Institutional 

Index 

 Stock Fund 

 

 

 American Century 

Equity Growth 

 AF Growth Fund of 

America 

 Janus Forty 

 MFS Mass Investors 

Growth 
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 Alliance Bern 

Discovery Value 

 Vanguard Mid Cap 

Index 

 Mass Mutual Select 

Mid Cap Growth 

S
M

A
L

L
  

 

 Small/Mid Cap Stock 

Fund 

 

 Baron Small Cap 

Growth  

 Eagle Small Cap 

Growth 

The style analysis identifies which style boxes are represented among the different asset 

classes. The City’s line-up offers exposure to all equity styles except for the small value 

area. They offer a large value, growth, and blend option. We did however, find some 

redundancy in the City’s equity offering in the area of large-cap growth with four large- 

cap equity investments and two small-cap growth investments. Too many investment 
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options in one asset class tends to confuse participants and could increase the chances of 

them building a portfolio of investments that are not correlated and may even have some 

overlapping of underlying investments. Therefore, one investment in a style is typically 

appropriate and in some cases, possibly two options. Noting this, VRS funds are obviously 

absent from most of the investments styles. However, as you will see in Appendix B, the 

VRS line-up does include funds in other asset classes such as more bonds options (i.e., 

Inflation Bond and High-Yield Bond), asset allocation portfolio (VRS Investment 

Portfolio), and real estate (Global Real Estate Fund), not available to City employees.   

When comparing all investments, we mapped the City’s Funds to VRS in each category as 

appropriate, for comparison purposes. The performance of the City’s Funds has been 

steady over time, but on average, does not outperform those of the VRS investments based 

on 12/31/16 data. The following chart supports this statement as it provides a comparison 

of the individual investments on the City’s platform with that of the VRS comparable 

investments by expenses and one, three, and five-year returns. The last three columns 

highlight the differences in returns of the equivalent VRS funds compared to the City’s 

funds, and they are color coded to reflect where the VRS returns exceeded the City’s (in 

green), and where they were below (in red). In analyzing the chart, there are more areas 

where VRS performance outperformed the City’s funds. However, our comparison is based 

on averages, and VRS only had one fund in each of the selected categories compared to 

the City’s platform of multiple funds. For example, the VRS Stock Fund outperformed the 

averages of the six City stock funds.  In the bond category, VRS performed better than the 

City’s counterpart. In the international stock category, the City’s Fund outperformed the 

single VRS investment. 

VB City 
Difference in Returns for VRS 

Equivalent 

VRS Equivalent 1 Year 3 Years 5 Years Expense Fund 1 Year 3 Years 5 Years 1 Year 3 Years 5 Years 

Stable Value 
Fund 1.70 1.55 1.78 0.29 

Virginia 
Beach Fixed 
Income 1.77 1.83 2.11 -0 .07 0-.28 -0.33 

Bond Fund 2.70 3.13 2.31 0.04 

Vanguard 
Total Bond 
Market Insti 2.61 2.95 2.15 0.09 0.18 0.16 

Stock Fund 11.97 8.91 14.70 0.01 

Delaware 
Value Insti 14.78 9.15 14.72 -2.81 -0.24 -0.02 

American 
Century 
Equity 
Growth 9.98 6.10 13.06 1.99 2.81 1.64 

Vanguard 
Institutional 
Index 11.93 8.85 14.63 0.04 0.06 0.07 

American 
Funds 
Growth 
Fund of 
America 8.44 7.66 15.02 3.53 1.25 -0.32 

Janus Forty 1.92 7.34 15.03 10.05 1.57 -0.33 

MFS Mass 
Investors 
Growth 6.16 5.78 12.48 5.81 3.13 2.22 

Stock Fund 11.97 8.91 14.70 0.01 
Average 
Funds 8.87 7.48 14.16 3.10 1.43 0.54 
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Observations 

The City of Virginia Beach currently offers a diversified fund lineup that includes varying 

styles in each major asset class. This diversification serves participants well. The 

performance of the City’s Fund has been steady over time, but on average do not 

outperform that of the VRS investments. In addition, we conducted a scoring analysis of 

the City’s funds, and nine out of the thirteen funds scored high (between 0 and 33), 

     
 

VB City 
Difference in Returns for VRS 

Equivalent 

VRS Equivalent 1 Year 3 Years 5 Years Expense Fund 1 Year 3 Years 5 Years 1 Year 3 Years 5 Years 

Small/Mid-Cap 
Stock Fund 

17.87 7.10 14.72 0.04 

Alliance 
Bern 
Discovery 
Value 24.64 8.63 15.89 -6.77 -1.53 -1.17 

Vanguard 
MidCap 
Index 11.07 7.53 14.22 6.80 -0.43 0.50 

Mass Mutual 
Select Mid 
Cap Growth 
Eq 6.07 8.21 14.59 11.80 -1.11 0.13 

Baron Small 
Cap 9.94 1.94 11.48 7.93 5.16 3.24 

Eagle Small 
Cap Growth 10.32 5.00 12.28 7.55 2.10 2.44 

Small/Mid-Cap 
Stock Fund 

17.87 7.10 14.72 0.04 
Average 
Funds 12.41 6.26 13.69 5.46 0.84 1.03 

International 
Stock Fund  

3.01 -1.54 6.44 0.09 

William Blair 
International 
Growth -2.88 -2.12 6.58 5.89 0.58 -0.14 

Templeton 
World Fund 12.50 0.77 9.68 -9.49 -2.31 -3.24 

International 
Stock Fund  3.01 -1.54 6.44 0.09 

Average 
Funds 4.81 -0.68 8.13 -1.80 -0.87 -1.69 

Utilize the VRS Investment Platform in Lieu of the Existing Platform 

Pros Cons 

 The VRS line-up includes a real estate 

fund that does not exist in the City’s 

platform. 

 VRS also has a High-Yield Bond and 

Inflation -Protected Bond Fund.  

 VRS fees are lower. 

 VRS Funds have competitive 

performance.  

 City Funds have redundancy in 

large-cap growth area.  

 City’s lineup is more diverse in 

the equity area. 

 Four of the City’s Funds scored 

54 or higher using our fi360 

analysis.  
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however, four of the funds scored unfavorably (score of 54 or higher). These four funds 

detract from the overall effectiveness and performance of the plans. We used this scoring 

because we realized that the actual fund performance is somewhat skewed as we are 

comparing in some cases, one mapped VRS Fund to four or five City Funds in one 

category. Conducting the scoring provides another comparison tool.  

Moving to VRS will provide less equity investment options with some styles not 

represented on the platform. However, the performance of the total VRS portfolio 

outperforms the City’s portfolio. Also, VRS offers a real estate investment and real estate 

is an asset class that is not correlated to equities or fixed income, which is a positive strategy 

in any investment portfolio. VRS also has a High-Yield Bond Fund and Inflation-Protected 

Bond Fund, additional options not currently available to City employees.  The addition of 

a real estate investment in a stock and bond portfolio brings down the volatility and 

possibly increases the overall return. Based solely on investments, we would recommend 

the City to move to the VRS Plan, however, the returns are not significantly different.  

E. Projected Accumulations and Monthly Annuity 

Current Environment/Future Potential Environment – To compare and contrast the 

financial effect on employees moving to VRS, we conducted an analysis by projecting the 

account balances under four scenarios to retirement ages (65 and 60), for both the City Plan 

and the VRS plan. We then converted the projected account balances to life only monthly 

annuities for both plans.  

The following assumptions were used in the analysis: 

 MetLife annuity conversion factors at age 65 and age 60 are used to convert the 

account balances to the monthly annuity benefits. 

 Salaries are assumed to increase 2% per year. 

 Contributions of 4% of salary are assumed to be made each year into the savings 

plan. 

In conducting the projections, we also: 

 Mapped current City Funds to the most appropriate VRS Fund(s). 

 Based future contributions on the current allocation percentages mapped from the 

City’s asset allocation to VRS (i.e., 42.2% of current assets are in Stable Value, so 

42.2% of future contributions would be in the VRS Stable Value). 

 Utilized actual performance for both the City plans and VRS Plan, for the one, 

three, and five-year intervals. Accordingly, we used the five-year actual averages 

to project out future accumulated balances. For example, we mapped the equivalent 

equity funds to the VRS Stock Fund, and the five-year average of the VRS Stock 

Fund is 14.7%. Based on existing allocations, 29.8% of assets are in stock funds. 
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Therefore, for a 25-year-old, we estimated that they would average a 14.7% return 

for the next 40 years for 29.8% of their total contribution. They would also average 

1.78% a year for 42.2% of their contributions based on the average return for the 

VRS Stable Value. The other investments would make-up the remaining 28%.  

On the following pages are two examples of the projected accumulations and payouts of 

employees, comparing results from staying in the City’s Plans or moving to VRS: 

Example 1 Projection: Modest Level of Accumulated Assets 

 Employees under the age of 55 with salaries of less than $100,000, appear to make 

out well by moving to VRS. 

 Employees age 55 and older with salaries of $100,000 or more, appear to have a 

lower monthly annuity by moving to VRS. Given that 42% of the allocation is in 

Stable Value, and Stable Value Fund under the City has performed better than VRS, 

and older employees have a shorter time to be in the plan, those employees are 

effected more by the Stable Value performance, and the accumulated returns and 

monthly annuity reflect this. 

 Overall, the monthly annuity differences are not significant for the older employees.  

Example 1 
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Example 2 Projection: - Lower Level of Accumulated Assets  

We reduced the retirement age and made the assets and salaries more modest. 

The results are not significantly different from Example 1. 

 Employees age 40 and over who retire at age 60, or leave the plan prior to 

retirement, could end up with a lower account balance under VRS, again due mostly 

to the effect of the Stable Value returns have on performance. However, 

 The monthly annuity benefit differences are negligible, meaning that the VRS Plan 

does provide a competitive option.  

The younger age 25 employees still make out well, due mostly to over 29.8% of 

contributions for the next 40 years returning 14.7%. 

 

Example 2 

 

 

 

 

Retirement 

Age
60 Salary Scale 2% Line up Years (1,3,5) 5

Account Balance Monthly Annuity

Age  Assets Salary

Contribution 

Rate

Virginia 

Beach* VRS ** Delta

Virginia 

Beach VRS Delta

25 5,000$       $40,000 4.00% $998,738 $1,028,411 29,673 $4,613 $4,750 137

40 15,000$     $55,000 4.00% $272,705 $270,244 -2,461 $1,259 $1,248 -11

55 20,000$     $65,000 4.00% $50,848 $50,224 -624 $235 $232 -3

60 85,000$     $100,000 4.00% $89,000 $89,000 0 $411 $411 0

* Virginia Beach Funds use 5 years experience for each fund in the line up

    Individual Fund Assets are based on the percentage of people in each fund

** VRS Funds use 5 years experience for each fund in the line up

    Individual Fund Assets are based on the percentage of people in each mapped fund in the Virginia Beach Lineup

Assumptions:

Monthly annuity converted using the Metlife Annuity factor at age 60 (Assumed Retirement Age)

Scalary Scale - 2%

Contribution Rate to Savings Plan - 4%
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Observations 

Even though the performance of some of the City’s Funds have performed better than some 

of the VRS Funds, when you convert the benefit into a monthly annuity payable for life, 

the differences are relatively small. However, we have three distinct groups of employees 

that must be considered. For younger employees, the projections indicate that they would 

do better in VRS, based mostly on the equity performance over the long term. Data does 

indicate that younger employees are taking advantage of the City’s equity investments. For 

mid-career employees, the annuity payments would be neutral, in that some would benefit 

from staying with the City, and some would benefit from moving to VRS. For older 

employees, they would benefit from staying with the City as most of their assets are tied to 

the Stable Value Fund which has higher returns than the VRS Stable Value Fund. 

Accordingly, the education around diversification is important for all three groups, since 

having a significant number of assets in Stable Value does not promote the most prudent 

long-term retirement strategy given the higher investment returns in other VRS funds.  

As noted earlier in this report, 49.5% of fourth quarter 2016 contributions went to the Stable 

Value Fund which provides the lowest rate of return of all the funds in the City’s funds. 

Once employees diversify their funds from the Stable Value Funds into other funds, the 

VRS funds have performed better than the City’s funds, and employees, especially the 

younger to mid-career employees would have higher account balances at retirement age, 

and conversely higher monthly annuities for their lifetime. Given the mix of results, we 

believe more employees would benefit long term moving to VRS based solely on projected 

annuities.  

 

Projected Monthly Annuity Under VRS Using Mapped Assets 

Pros Cons 

 Younger employees in most cases benefit 

from VRS if their assets are spread among 

various assets classes. 

 Higher salaried employees age 40 and 

younger make out well with VRS.  

 Even when the results of City plan are 

higher than VRS, the monthly annuity 

differences are negligible.  

 

 Older employees can be 

negatively affected, due mostly 

to their reliance on Stable Value 

returns which are higher in the 

City plans. 

 Employees retiring earlier than 

age 65, can have a lower 

monthly annuity in VRS. 

 Higher salaried employees age 

50 and over, may make out better 

staying with the City if they 

don’t diversify their investments.  
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F. Fees/Plan Expenses  

Current Environment – The current fee arrangement negotiated with Empower is complex 

as it requires: 

 Monitoring revenue share from each fund on the platform to determine excess 

revenue; and 

 Ongoing assessments of the average fee per participant to determine any excess 

revenue. 

Empower provides annual reconciliation reports and quarterly reports highlighting plan 

metrics. This data analysis is critical because if the average fee per participant exceeds $80, 

Empower refunds the difference back to the City. Additionally, there is a revenue 

reimbursement based on expense ratios and revenue sharing of each of the individual plan 

investments. Out of total revenue fees, Empower also: 

 Pays the $50,000 investment advisory fee for Segal services; and 

 Pays the $25,000 annual audit fee Cherry Bekaert, LLP. 

There are several layers of cost and the chart below outlines the data used to determine the 

12/31/16 cost components of the Deferred Compensation Plan (inclusive of VBCPS 

employees in plan), Sheriff Plan, and 403(b) VBCPS Plan: 

 City Plan Sheriff Plan VBCPS 

Assets $240,877,949 $3,432,295 $20,226,228 

Dollar weighted Expense ratio .4815% .4815% .4815% 

Total Plan Expenses $1,160,054 $16,530 $97,408 

Given the complexity of the fee arrangement, we determined that there are two major 

components to the cost: 

 Total Cost, defined as the total gross cost to run the plans, inclusive of investment 

expenses; 

 Total Cost to employees, defined as Total Cost less revenue sharing refund.  

Based on these definitions, the 2016 costs to the plans were as follows (see Appendix E):  

 2016  

Total Cost (including 

investment expenses) 

$1,273,992 

Total Cost to 

Employees  

   $648,516 
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As noted earlier in this report, there are labor costs associated with the plan. The estimated 

labor hours for personnel assigned to work on the plans, and the total annual cost is about 

$15,000 per year.   

The only deductions taken directly from an employee’s account are for employees in index 

funds, and for employees participating in the Reality Advisor Services for managed 

account work.  

Potential Future Environment —There are only two components that make up the fees in 

VRS: 

 Expense ratios; and 

 Direct employee fees. 

To create a true comparison between the City’s expense ratios and those of VRS, we 

mapped the City’s corresponding fund lineup to the similar VRS investment options. Of 

the City’s total assets of $264 million, the weighted investment expense ratio would be 

.14%, or $381,155 (See Appendix G). There would be no fund reimbursements or revenue 

sharing under VRS. 

In addition, there would be a $30.50 annual per-head annual explicit fee charged by VRS 

for providing administrative and participant services related to the plan. Using an updated 

headcount provided by the City of 5,180 employees, the total VRS fee would be as follows: 

 2016  

Fee based on headcount $157,990 

Investment ratio expense $381,155 

Total Plan Cost $539,145 

Any plan participant that already has a VRS account would not be charged the $30.50 

annual fee, so the final headcount number could change the fee to a lower amount.  

The chart below provides a comparative analysis of the City’s plan expensive to the 

expenses that would be incurred under VRS: 

 2016 

Total Net Cost to Participant for 

Virginia Beach Plans 
  $648,516 

Cost if City Plan was With VRS in 2016    $539,145 

Annual Savings to City    $109,371 

Estimated savings after 5 years    $546,855 

Estimated savings after 10 years $1,093,710 
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Observations 

Based on the analysis we conducted, the fee arrangement under VRS would benefit the 

City from an employee and administrative perspective. The difference is that employees 

are not currently having any fees deducted directly from their accounts, unless they selected 

additional investment services from Reality Advisors through Empower. It’s clear that 

moving to VRS would provide a significant fee advantage to the City.  

G. Employee Education 

Current Environment – Empower provides employee education services for the plans 

through a dedicated resource. Based on 2016 data, Exhibit I is a sample of the education 

and communication meetings provided to employees: 

Type of Meeting 
Number of 

Meetings 

New Employee Orientation 33 

Education Seminars 12 

Retirement Day Presentations 4 

Group Meetings 20 

Individual Appointments 347 

Fees Under VRS  

Pros Cons 

 All expense ratios of VRS investment 

options are lower than City plans’ investment 

options. 

 Overall, the lower VRS administrative fees 

would save the City over $109,000 a year. 

 There would be no need for the City to have 

fee reconciliation analysis to track refunds. 

 All fee notices would be handled by VRS. 

 Audit fees and investment advisor fees 

would be eliminated. 

 Most direct and indirect labor cost to run the 

plans would be eliminated. 

 The $15,000 City labor cost would be 

reduced.  

 Employees would be 

charged a $30.50 annual 

fee deducted from their 

account balances.  

 No excess revenues will 

be available for use by the 

City. 
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In addition, there were several seminars conducted during the year including such topics 

as: 

 Budgeting; 

 Pre-Retirement; 

 Target Date Overview; and 

 Monitoring investments. 

Meetings were held at several facilities, including offsite the Fire Station. 

Potential Future Environment – ICMA-RC provides the education services for all 

employees in the Deferred Compensation Plan. Since there is a dedicated person currently 

for the City, a “must have” that needs to be addressed for the City is the ability to have a 

resource to continue to provide education services. Under VRS, there are several online 

options via the education website, live webinars are listed on a quarterly basis for all 

employees to attend. Some current listed topics include: 

 Overview of the 457 Deferred Compensation Plan; 

 Managing Your Money; 

 Distribution Strategies; and 

 Understanding Your Investment Options. 

Employees can also contact ICMA-RC representatives directly, or register online for group 

or individual employee sessions. Several of the sessions are repeated at various locations 

around the state.  

For the City, it is known that the education needs would have to be addressed before any 

consideration is given to moving to the VRS Deferred Compensation Plan. Accordingly, 

ICMA-RC provided the following options for the City to consider: 

 ICMA would hire a new representative that would work with the City, but that 

resource would be shared and would not be solely assigned to the City; or  

 For the City to have a dedicated resource, ICMA-RC would charge the City $18.80 

per participant; or 

 The City can conduct a search to hire an independent education firm to provide 

ongoing services.  

The assessment of which decision makes the most sense for the City should be predicated 

on expectations. It is recommended that the City outline its expectations in this area, 

identifying the overall needs, such as conducting at least 300 individual sessions in a year 

or five group sessions per quarter, or conducting meetings at specific locations in the City. 

These expectations should then be shared with VRS and ICMA-RC, to determine which of 

the options can be addressed. Based on that feedback, the City should be able to determine 

the best approach.  
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Observations 

The decision about the best approach to provide employee education is based on how the 

City wants to provide ongoing employee education if the plans are transferred to VRS. This 

is one area where a true answer will not be clear until the City outlines its expectations, 

and then request that ICMA-RC respond to the request.  

We evaluated ICMA-RC’s online education material, and they have some good tools for 

use by participants. Also, the webinar topics are similar to what is currently offered by 

Empower. They are also known for providing solid educational services. It simply comes 

down to how they would respond to the specific needs of the City, to determine which 

option makes the most sense. We encourage the City to try to make the free option work 

with a shared resource as long as the needs can be met over time. 

Retirement Education Under VRS  

Pros Cons 

 ICMA-RC presented options for 

consideration to address the City’s 

concerns. 

 Online webinars cover similar topics to 

sessions currently conducted by 

Empower. 

 Access to information is available thru 

plan representatives by phone, regardless 

of which option the City selects. 

 Having a dedicated resource may 

be costly if the free option does 

not meet the needs of the City. 

 The City would still be involved 

in coordinating meeting locations 

and tracking any feedback.  

 Reality Advisor Services goes 

away.  
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Section V – Summary of Findings and Recommendations 

The City should consider several factors before making a final decision on whether it’s 

economically and administratively feasible to move the City’s 457 Deferred Compensation 

Plans to the VRS Deferred Compensation Plan. To help guide this process, we are 

recommending that the City adopt guiding principles. These principles should be used to 

establish a decision process that assesses each of the pros and cons outlined in this report, 

to determine the best approach for the City. We have the following guided principles for 

consideration by the City in the final decision process.  

1. There needs to be an overall benefit to City employees. 

2. The Sheriff’s Plan must be part of the move to VRS with a solution that is fair and 

equitable to plan participants, without increasing the Plan cost.  

3. There must be an apparent and significant cost savings to the City and plan 

participants.  

4. The new investments menu must be diverse, and historical performance must 

compare favorably to the performance that City employees have experienced in the 

past. 

5. There must be a dedicated resource to provide employee education services. 

6. The City’s role (Board and Finance Department) in administering the plans must 

be reduced.  

Following these principles should help the City decide if it’s feasible to move to VRS or 

maintain the existing administration of the plans.  

The table on the following page is a summary of the advantages of moving to VRS for each 

area of the decision process: 
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Administration 

VRS would become plan fiduciary and take over all aspects 

of plan services. The City’s role would be diminished, 

including services from the Board and Department of 

Finance. The 401(a) Plan issue however, must be addressed 

before a final decision can be made. 

Investments 

The City’s main lineup has more funds than VRS (16 verses 

11), however, VRS has self-directed brokerage option that 

allows employees to select from over 1,000 mutual funds. 

VRS uses Collective Investment Trust which are less 

expensive than mutual funds. The City’s Stable Value fund 

and Target Dates Funds have outperformed VRS Funds in 

those areas.  However, overall, VRS investments are 

competitive when compared with the City’s lineup, and in 

some cases, the performance is better. Projected annuity 

payments favor younger City employees if move made to 

VRS, thus minimizing differences in accumulation values.   

Fees 

Under VRS, the City would be saving about $100,000 a year 

in fees. Employees would be paying $30.50 annual 

maintenance fee out of their account balances. 

Employee Education 

City desires a dedicated resource under VRS, and VRS 

presented two option, including a shared resource for free, or 

a dedicated resource for $18.80 per participant. City can also 

pursue an independent education firm as a third option. 

As outlined in this report, there are several variables to consider, and each of these must be 

weighed in the context of all issues before a final decision can be made. Based on the pros 

and cons outlined in this report, here is a summary of our findings and recommendations: 

1. Moving to VRS makes sense from an administrative perspective, as VRS would 

serve as the fiduciary for the plan and provide all administrative functions currently 

performed by the City. However, the major challenge would be to address the 

Sheriff’s 401(a) Plan. We recommend two items for consideration: 

 

− Consider introducing legislation to amend the VRS 401(a) Plan to allow 

discretionary employer contributions; or  

− Change the plan design to a match plan, requesting just $10 per pay period, and 

send employer contributions to the 401(a) when funding is available. Seek 

additional guidance from VRS on how this can be done 

We recommend that the City not move forward until a decision is made on the 

appropriate course of action regarding the Sheriff Office Plan. Recommendation: 

No decision until 401(a) issue is addressed. 
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2. The structure of the City’s investment lineup allows for a more diverse selection 

process with 16 funds against 11 for VRS. VRS also does not have as many equity 

options as currently available under the City’s plans. However, VRS has a window 

for self-directed brokerage which adds over 1,000 additional funds to the selection 

process, mostly for the sophisticated investor. It is highly likely that most, if not all 

of the existing mutual funds would be available thru the self-directed brokerage 

window.  Based strictly on structure, we recommend moving the plans to VRS, 

given the potential for many more funds than the 11. Recommendation: 

Advantage VRS. 

3. Strictly evaluating the Stable Value Funds, VRS has an excellent expense ratio, but 

the City’s Fund had better performance. More importantly, over 42% of all assets 

are in the City’s Stable Value Fund which has outperformed the VRS Stable Value 

Fund. Additionally, in the fourth quarter of 2016, over 49% of all contributions 

were designated to the Stable Value Fund, indicating that it remains popular with 

employees. Based only on the performance of the Stable Value Fund, we believe 

that maintaining the City Plans would be a better approach for participant’s plan 

performance. This is one category that may have more weight than others given the 

magnitude of assets and ongoing contributions to the plans. Recommendation: 

Advantage City Plans. 

4. Evaluating fund performance is complicated as the City has mutual funds and VRS 

utilizes Collective Investment Trusts. Comparing the two is not a true apple to 

apples comparison due to the portfolio makeup. However, we were able to create a 

process for evaluation. We focused on target dates fund performance across VRS 

and the City’s plans. The VRS Target Date Funds have excellent expense ratios as 

the vintage expense ratios are all the same at eight (8) basis points. However, the 

net returns for the City’s Target Date Funds outperformed the VRS Funds for 

almost all of the three- and five-year averages, all net of fees. There were some 

vintages where VRS did perform better than the City’s Funds. However, for the 

long-term performance serves employees for retirement, and for that reason, the 

City’s performance is better. Recommendation: Advantage City Plans. 

5. For overall investments, we conducted an analysis based on mapping the City’s 

Funds to similar Funds in VRS. On the equity side, VRS does not cover very many 

asset style boxes. However, VRS does have a Real Estate Fund that is advantageous 

to participants. For the performance, VRS funds outperformed most of the City’s 

Funds on a comparative basis. The analysis is close, and in that case, we believe 

that moving to VRS would provide similar or better results for City employees. 

Based on overall performance (excluding Target Date and Stable Value), we 

believe employees would fare well under VRS. Recommendation: Advantage 

VRS. 

 

6. Even though the performance of some of the City’s Funds have performed better 

than some of the VRS Funds, when you convert them to a monthly annuity payable 

for life at age 65, the differences are relatively small. Our analysis of the projections 

revealed that younger employees may make out better in the long-term if they 
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moved to VRS, as most of them have been utilizing the equity investment options. 

The major effect would be on employees who have a significant portion of their 

assets in Stable Value, who are the older employees and some mid-career 

employees. In the long-term, the VRS equity funds have performed well, beating 

the City’s performance in several areas. Regardless of whether the City stays with 

the existing arrangement or moves to VRS, more education is needed for City 

employees to discuss the importance of diversification. Overall, we believe in the 

long-term, more employees will benefit under VRS based on long-term 

performance. Accordingly, we recommend a decision here based on what’s best for 

the plans overall, and given the current parameters, we believe that more employees 

will benefit under VRS long-term based on converting accumulations to a monthly 

annuity, or have a negligible difference in their annuity benefit. Recommendation: 

Advantage VRS. 

7. The fee decision is straight forward as it is estimated that the City would save about 

$109,000 a year by moving to VRS. Even though there would be an annual $30.50 

fee under VRS deducted from an employee’s account balance, the benefits of 

moving to VRS are substantial from a fee perspective. Fees for such services as the 

plan audit and investment advisor services, would be eliminated, or reduced 

significantly if vendors are retained to provide services for the VBCPS Plan. 

Accordingly, we recommend the City to move to VRS based solely on the fee 

reduction savings. Recommendation: Advantage VRS. 

8. Under the employee education. The current arrangement with a dedicated 

representative from Empower is important to the City. VRS presented two options 

to consider. We recommend that the City create the expectations it wants to 

accomplished for employees, then present the request to VRS for review. The 

decision will result in either the City moving to VRS and using a shared resource 

to conduct education services, or pay $18.80 per participants to have a dedicated 

resource. We recommend the City to pursue the free approach with VRS as much 

as possible before any decision is made to spend money on education services. 

Recommendation: More information needed before decision can be made. 

9. The City must address how the VBCPS Plan will be administered on a go-forward 

basis. Recommendation: No advantage, but part of the decision process. 

As we look at the guiding principles based on the analysis conducted, we can now respond 

to each of the statements: 

A. There needs to be an overall benefit to City employees. With lower investment fee 

costs, more potential options through a brokerage window, continued education 

services, and investments with competitive returns, there are overall benefits to 

employees. 
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B. The Sheriff’s Plan must be part of the move to VRS with a solution that is fair and 

equitable to plan participants, without increasing overall the Plan cost. This will 

happen if amended legislation or Plan change takes place. 

C. There must be an apparent and significant cost savings to the City and plan 

participants. Yes, the cost savings are apparent demonstrated in this analysis. 

D. The new investment menu must be diverse, and historical performance must 

compare favorably to the performance that City employees have experienced in the 

past. Including self-directed brokerage, the menu would be diverse and the overall 

performance is competitive when comparing the City’s investment returns and the 

VRS investment returns. 

E. There must be a dedicated resource to provide employee education services. There 

is a VRS resource offered as an option, however, more information is needed on 

the best approach. 

F. The City’s role (Board and Finance Department) in administering the plans must 

be reduced. This analysis demonstrates that administrative work would be reduced. 

Accordingly, we recommend the City move forward in exploring the move to VRS if the 

items in question are addressed in a positive manner. 
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Section VI – Next Steps 

 As a next step in the evaluation process, the City should consider the guiding 

principles established for this report, or create new ones to set parameters for 

making the final decision. 

 

 As part of the decision process, the City must determine how much weight will be 

given to each issue. Are fees the most important item? Does the education result 

carry more weight than the administration of the plans? 

 

 The issues surrounding what to do about the 401(a) Sherriff’s Plan must be 

addressed. 

 

 A decision needs to be made on the best approach for employee education. 

 

 Regardless of the decision, the City should examine the high use of the Stable 

Value Fund where almost 50% of all contributions are being directed.  

 

 If the decision is made to move forward, the process should be a plan merger and 

an amendment would be needed.  

 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

Appendix A – 12/31/16 Performance of All  

Virginia Beach Funds 

 

 

 

 

 

  



1
Quarter

Year
To

Date
1

Year
3

Years
5

Years
Expense

 Ratio

Virginia Beach Fixed Income 0.44 1.77 1.77 1.83 2.11
Hueler Stable Value 0.45 1.78 1.78 1.75 1.87

3 Year U.S. Treasury Note -3.03 -1.15 -1.15 -0.27 -0.23

Vanguard Total Bond Market Index Fund Instl -3.16 2.61 2.61 2.95 2.15 0.05

Blmbg. Barc. U.S. Aggregate -2.98 2.65 2.65 3.03 2.23

IM U.S. Broad Market Core Fixed Income (MF) Median -2.72 2.85 2.85 2.80 2.42

Vanguard Total Bond Market Index Fund Instl Rank 87 61 61 38 62

3.60 14.78 14.78 9.15 14.72 0.72

6.68 17.34 17.34 8.59 14.80

6.85 14.00 14.00 6.80 13.52

Delaware Value Fund Instl

Russell 1000 Value Index

IM U.S. Large Cap Value Equity (MF) Median 
Delaware Value Fund Instl Rank 95 42 42 4 14

2.75 9.98 9.98 6.10 13.06 0.67

3.82 11.96 11.96 8.87 14.66

3.68 10.16 10.16 7.29 13.39

American Century Equity Growth

S&P 500

IM U.S. Large Cap Core Equity (MF) Median 
American Century Equity Growth Rank 74 54 54 75 60

Vanguard Institutional Index 3.82 11.93 11.93 8.85 14.63 0.04

S&P 500 3.82 11.96 11.96 8.87 14.66

IM U.S. Large Cap Core Equity (MF) Median 3.68 10.16 10.16 7.29 13.39

Vanguard Institutional Index Rank 46 29 29 8 16

Amer Funds Growth Fund of America 1.59 8.44 8.44 7.66 15.02 0.68

Russell 1000 Growth Index 1.01 7.08 7.08 8.55 14.50

IM U.S. Large Cap Growth Equity (MF) Median -1.20 1.98 1.98 6.09 12.95

Amer Funds Growth Fund of America Rank 9 4 4 18 11

Janus Forty -1.42 1.92 1.92 7.34 15.03 1.19

Russell 1000 Growth Index 1.01 7.08 7.08 8.55 14.50

IM U.S. Large Cap Growth Equity (MF) Median -1.20 1.98 1.98 6.09 12.95

Janus Forty Rank 56 51 51 23 11

City of Virginia Beach Comparative Performance

As of December 31, 2016

Returns for periods greater than one year are annualized.
Returns are expressed as percentages.

The credit rating for the Stable Value Fund for 4q16 is 1.75%.
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City of Virginia Beach Comparative Performance

As of December 31, 2016

1
Quarter

Year
To

Date
1

Year
3

Years
5

Years
Expense

 Ratio

6.16 6.16 5.78 12.48 0.74

7.08 7.08 8.55 14.50

1.98 1.98 6.09 12.95

MFS Mass Inv Growth

Russell 1000 Growth Index

IM U.S. Large Cap Growth Equity (MF) Median 
MFS Mass Inv Growth Rank

-1.93 
1.01

-1.20 
68 14 14 56 60

AllianceBern Discovery Value Advisor 10.13 24.64 24.64 8.63 15.89 0.90

Russell Midcap Value Index 5.52 20.00 20.00 9.45 15.70

IM U.S. Mid Cap Value Equity (MF) Median 6.21 18.06 18.06 7.32 14.14

AllianceBern Discovery Value Advisor Rank 22 8 8 22 14

Vanguard MidCap Index 2.10 11.07 11.07 7.53 14.22 0.20

CRSP U.S. Mid Cap TR Index 2.14 11.25 11.25 7.72 14.56

IM U.S. Mid Cap Core Equity (MF) Median 5.19 14.50 14.50 6.30 13.14

Vanguard MidCap Index Rank 93 81 81 27 30

MassMutual Select Mid Cap Gr Eq II R5 0.38 6.07 6.07 8.21 14.59 0.85

Russell Midcap Growth Index 0.46 7.33 7.33 6.23 13.51

IM U.S. Mid Cap Growth Equity (MF) Median 0.21 4.63 4.63 3.78 11.58

MassMutual Select Mid Cap Gr Eq II R5 Rank 45 36 36 8 11

Baron Small Cap 1.31 9.94 9.94 1.94 11.48 1.30

Russell 2000 Growth Index 3.57 11.32 11.32 5.05 13.74

IM U.S. Small Cap Growth Equity (MF) Median 4.77 13.96 13.96 4.56 13.40

Baron Small Cap Rank 71 72 72 70 80

Eagle Small Cap Growth 3.08 10.32 10.32 5.00 12.28 0.75

Russell 2000 Growth Index 3.57 11.32 11.32 5.05 13.74

IM U.S. Small Cap Growth Equity (MF) Median 4.77 13.96 13.96 4.56 13.40

Eagle Small Cap Growth Rank 62 72 72 47 66

William Blair International Growth -4.26 -2.88 -2.88 -2.12 6.58 1.42

MSCI EAFE (Net) -0.71 1.00 1.00 -1.60 6.53

IM International Large Cap Core Equity (MF) Median -1.71 1.41 1.41 -2.86 5.08

William Blair International Growth Rank 93 96 96 34 20

Returns for periods greater than one year are annualized.
Returns are expressed as percentages.
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City of Virginia Beach Comparative Performance

As of December 31, 2016

1
Quarter

Year
To

Date
1

Year
3

Years
5

Years
Expense

 Ratio

8.81 12.50 12.50 0.77 9.68 1.06

1.30 8.49 8.49 3.70 9.96

-0.50 6.24 6.24 1.99 9.01

Templeton World Fund 
MSCI AC World Index

IM Global Equity (MF) Median 
Templeton World Fund Rank 4 18 18 69 41

American Funds 2010 Target Date Retire R5 -0.06 7.39 7.39 4.34 7.12 0.41

S&P Target Date 2010 Index -0.29 5.82 5.82 3.52 5.75

IM Mixed-Asset Target 2010 (MF) Median -0.43 5.98 5.98 3.13 6.01

American Funds 2010 Target Date Retire R5 Rank 13 8 8 2 2

American Funds 2015 Target Date Retire R5 -0.03 7.59 7.59 4.43 7.98 0.40

S&P Target Date 2015 Index 0.12 6.56 6.56 3.92 6.79

IM Mixed-Asset Target 2015 (MF) Median -0.22 6.37 6.37 3.30 6.74

American Funds 2015 Target Date Retire R5 Rank 32 5 5 2 4

American Funds 2020 Target Date Retire R5 -0.11 6.99 6.99 4.56 8.91 0.42

S&P Target Date 2020 Index 0.51 7.22 7.22 4.18 7.66

IM Mixed-Asset Target 2020 (MF) Median -0.25 6.31 6.31 3.11 6.55

American Funds 2020 Target Date Retire R5 Rank 42 28 28 1 2

American Funds 2025 Target Date Retire R5 0.06 7.21 7.21 4.62 10.36 0.44

S&P Target Date 2025 Index 0.87 7.82 7.82 4.32 8.37

IM Mixed-Asset Target 2025 (MF) Median -0.02 6.87 6.87 3.50 7.72

American Funds 2025 Target Date Retire R5 Rank 45 37 37 3 2

American Funds 2030 Target Date Retire R5 0.36 7.64 7.64 5.00 11.10 0.46

S&P Target Date 2030 Index 1.19 8.35 8.35 4.50 9.05

IM Mixed-Asset Target 2030 (MF) Median 0.32 7.32 7.32 3.57 8.27

American Funds 2030 Target Date Retire R5 Rank 48 41 41 1 1

American Funds 2035 Target Date Retire R5 0.43 7.94 7.94 5.09 11.24 0.47

S&P Target Date 2035 Index 1.52 8.85 8.85 4.66 9.59

IM Mixed-Asset Target 2035 (MF) Median 0.80 7.78 7.78 3.84 8.98

American Funds 2035 Target Date Retire R5 Rank 65 45 45 1 2

Returns for periods greater than one year are annualized.
Returns are expressed as percentages.
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City of Virginia Beach Comparative Performance

As of December 31, 2016

1
Quarter

Year
To

Date
1

Year
3

Years
5

Years
Expense

 Ratio

American Funds 2040 Target Date Retire R5 0.54 8.10 8.10 5.13 11.40 0.48

S&P Target Date 2040 Index 1.75 9.23 9.23 4.76 10.00

IM Mixed-Asset Target 2040 (MF) Median 1.03 7.97 7.97 3.86 9.29

American Funds 2040 Target Date Retire R5 Rank 66 46 46 3 1

American Funds 2045 Target Date Retire R5 0.63 8.20 8.20 5.22 11.47 0.49

S&P Target Date 2045 Index 1.95 9.54 9.54 4.83 10.31

IM Mixed-Asset Target 2045 (MF) Median 1.17 8.20 8.20 4.07 9.77

American Funds 2045 Target Date Retire R5 Rank 72 50 50 2 2

American Funds 2050 Target Date Retire R5 0.67 8.27 8.27 5.25 11.49 0.49

S&P Target Date 2050+ Index 2.14 9.74 9.74 4.90 10.60

IM Mixed-Asset Target 2050 (MF) Median 1.10 8.19 8.19 4.05 9.72

American Funds 2050 Target Date Retire R5 Rank 69 48 48 6 1

American Funds 2055 Target Date Retire R5 0.67 8.34 8.34 5.23 11.45 0.50

S&P Target Date 2055+ Index 2.29 9.94 9.94 4.92 10.82

IM Mixed-Asset Target 2055+ (MF) Median 1.29 8.16 8.16 4.05 10.14

American Funds 2055 Target Date Retire R5 Rank 75 44 44 3 3

American Funds 2060 Target Date Retire R5 0.66 8.29 8.29 N/A N/A 0.51

S&P Target Date 2055+ Index 2.29 9.94 9.94 4.92 10.82

IM Mixed-Asset Target 2055+ (MF) Median 1.29 8.16 8.16 4.05 10.14

American Funds 2060 Target Date Retire R5 Rank 76 45 45 N/A N/A

Returns for periods greater than one year are annualized.
Returns are expressed as percentages.
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I Commonwealth of Virginia Defined Contribution Plans
Investment Option Performance

As of December 31, 2016

Page 1 of 4

Past performance does not guarantee how the funds will perform in the future. Current performance may be lower or higher than performance data shown. The performance shown has been annualized
for periods greater than one year. The investment return and principal value of an investment will fluctuate and shares/units may be worth more or less than their original cost when redeemed. Your
investment in these options could lose money. Please consider the investment objectives, risks, fees and expenses carefully before investing. For more detailed fund information go to the Plans' website at
www.varetire.org/dcplans.

Total Annual
Inception 10 Years/Since Operating Expenses***

Investment Options* Date 1 Mo. 3 Mos. YTD 1 Year 3 Years 5 Years Inception** As a % Per $1,000
.
Do-It-For-Me: Target Date Portfolios % % % % % % %

Asset Allocation
Retirement Portfolio A, B, C 08/01/05 0.89 -0.83 6.10 6.10 3.40 5.10 4.66 0.08% $0.80
Custom Benchmark1 0.90 -0.81 6.00 6.00 3.38 5.06 4.64

Target Date 2020 Portfolio A, B, C 08/01/05 1.12 -0.52 6.64 6.64 3.61 6.37 4.25 0.08% $0.80
Custom Benchmark1 1.13 -0.50 6.51 6.51 3.56 6.32 4.23

Target Date 2025 Portfolio A, B, C 07/05/06 1.37 -0.15 7.29 7.29 3.80 7.11 4.29 0.08% $0.80
Custom Benchmark1 1.39 -0.15 7.10 7.10 3.75 7.05 4.25

Target Date 2030 Portfolio A, B, C 08/01/05 1.61 0.18 7.88 7.88 3.98 7.77 4.30 0.08% $0.80
Custom Benchmark1 1.62 0.16 7.62 7.62 3.90 7.69 4.25

Target Date 2035 Portfolio A, B, C 07/05/06 1.84 0.49 8.42 8.42 4.12 8.38 4.30 0.08% $0.80
Custom Benchmark1 1.85 0.46 8.10 8.10 4.03 8.26 4.23

Target Date 2040 Portfolio A, B, C 08/01/05 2.05 0.76 8.87 8.87 4.23 8.87 4.27 0.08% $0.80
Custom Benchmark1 2.06 0.71 8.51 8.51 4.12 8.76 4.19

Target Date 2045 Portfolio A, B, C 07/05/06 2.18 0.89 9.18 9.18 4.31 9.35 4.23 0.08% $0.80
Custom Benchmark1 2.19 0.83 8.75 8.75 4.17 9.21 4.14

Target Date 2050 Portfolio A, B, C 09/30/07 2.22 0.92 9.25 9.25 4.33 9.73 3.72 0.09% $0.90
Custom Benchmark1 2.23 0.87 8.83 8.83 4.21 9.62 3.63

Target Date 2055 Portfolio A, B, C 05/19/10 2.21 0.92 9.22 9.22 4.33 10.10 9.52 0.09% $0.90
Custom Benchmark1 2.23 0.87 8.83 8.83 4.22 9.97 9.44

Target Date 2060 Portfolio A, B, C 11/17/14 2.21 0.92 9.24 9.24 N/A N/A 3.10 0.09% $0.90
Custom Benchmark1 2.23 0.87 8.83 8.83 N/A N/A 2.94
.
Help-Me-Do-It: Individual Options % % % % % % %

Capital Preservation
Money Market Fund D, E, F 11/01/99 0.07 0.18 0.49 0.49 0.16 0.13 0.93 0.08% $0.80
Bloomberg Barclays U.S. 3-Month Treasury Bill Index2, 3 0.04 0.09 0.35 0.35 0.16 0.14 0.84
Yield as of 12/31/2016: 0.87%

Stable Value Fund E, G, H 02/01/95 0.16 0.44 1.70 1.70 1.55 1.78 2.80 0.29% $2.90
Custom Benchmark4 0.13 0.34 1.37 1.37 1.43 1.25 1.85
Yield as of 12/31/2016: 1.76%
Bond
Bond Fund I 11/01/99 0.14 -2.99 2.70 2.70 3.13 2.31 4.43 0.04% $0.40
Bloomberg Barclays U.S. Aggregate Bond Index3, 5 0.14 -2.98 2.65 2.65 3.03 2.23 4.34



I Commonwealth of Virginia Defined Contribution Plans
Investment Option Performance

As of December 31, 2016

Page 2 of 4

Total Annual
Inception 10 Years/Since Operating Expenses***

Investment Options* Date 1 Mo. 3 Mos. YTD 1 Year 3 Years 5 Years Inception** As a % Per $1,000
.
Help-Me-Do-It: Individual Options % % % % % % %

Inflation-Protected Bond Fund J 07/30/02 -0.09 -2.36 4.80 4.80 2.32 0.96 4.42 0.04% $0.40
Bloomberg Barclays U.S. Treasury Inflation-Protected Securities
Index3, 6

-0.10 -2.41 4.68 4.68 2.26 0.89 4.36

High-Yield Bond Fund K 05/31/04 1.67 0.89 14.55 14.55 4.92 7.20 7.35 0.39% $3.90
BofA ML U.S. High-Yield BB-B Constrained Index3, 7 1.67 1.26 14.72 14.72 4.89 7.05 6.94

U.S. Stock
Stock Fund L 11/01/99 1.98 3.82 11.97 11.97 8.91 14.70 6.99 0.01% $0.10
S&P 500 Index3, 8 1.98 3.82 11.96 11.96 8.87 14.66 6.95

Small/Mid-Cap Stock Fund C, M 11/01/99 1.95 6.24 17.87 17.87 7.10 14.72 7.94 0.04% $0.40
Russell 2500 Index9, 10 1.94 6.12 17.59 17.59 6.93 14.60 7.79

International Stock
International Stock Fund B, C, N 11/01/99 2.40 -1.66 3.01 3.01 -1.54 6.44 0.77 0.09% $0.90
MSCI ACWI ex-U.S. IMI Index11, 12 2.50 -1.57 2.11 2.11 -1.79 6.05 0.52

Real Estate
Global Real Estate Fund B, O 10/01/02 3.04 -5.19 5.30 5.30 6.64 10.03 3.71 0.11% $1.10
FTSE EPRA/NAREIT Developed Index13, 14 2.91 -5.59 4.06 4.06 5.90 9.49 3.56

Asset Allocation
VRS Investment Portfolio (VRSIP) P, Q 07/01/08 0.02 0.20 5.75 5.01 5.74 8.44 4.94 0.59% $5.90
VRS Custom Benchmark15 0.10 0.13 6.31 5.09 5.22 8.13 4.44

VRSIP and VRS Custom Benchmark performance returns are reported with a one month lag.
Return information shown is as of November 30, 2016.

Do-It-Myself: Self-Directed Brokerage Account

The Self-Directed Brokerage Account (SDBA) from TD Ameritrade allows you to select from thousands of publicly-traded mutual funds, exchange traded funds (ETFs) and individual securities in addition
to your Plans' core investment options. The SDBA is for knowledgeable investors who acknowledge and understand the risks and costs associated with the investments contained in the SDBA. For additional
information related to your Self-Directed Brokerage Account (SDBA), including investment performance and fee information, please access your SDBA online at www.tdameritraderetirement.com or contact
TD Ameritrade directly at 866-766-4015. ICMA-RC charges a $50 setup fee when you establish a SDBA and deducts the fee directly from your ICMA-RC account. All TD Ameritrade fees are deducted
directly from your SDBA.

ICMA-RC and TD Ameritrade are separate, unaffiliated companies and not responsible for each other's services or policies. Brokerage services are provided by TD Ameritrade, Inc. a registered
broker-dealer and member of FINRA/SIPC/NFA. TD Ameritrade is a trademark jointly owned by TD Ameritrade IP Company, Inc. and the Toronto-Dominion Bank. Used with permission.

ICMA-RC 

An annual record-keeping fee of $30.50 will be deducted from your account on a monthly basis (approximately $2.54 per month) and is in addition to fund annual operating expenses. If you participate in
more than one Commonwealth of Virginia plan, only one annual fee of $30.50 will be deducted from your account. Fund performance returns shown reflect fund management fees and expenses, but do not
reflect ICMA-RC fees which would further reduce the returns shown.
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VRS Defined Contribution Plans Investment Belief Statements 

Approved by the Board of Trustees: November 12, 2015 

__________________________________________________________________________ 

 
1. Introduction 

The VRS Board of Trustees developed a set of twelve Defined Contribution (DC) Plans 
Investment Beliefs intended to help guide the strategic management of the VRS DC Plans 
investment program. These DC Investment Beliefs represent a high-level framework for 
making decisions that often require balancing multiple, often competing, factors and issues. 
In addition, the DC Investment Beliefs provide context for VRS actions and reflect VRS 
values, with a focus on VRS maintaining its long-term commitment to provide benefits to its 
participants.  

2. VRS DC Investment Belief Statements 

With the assistance of an outside expert, the Board developed the following twelve DC 
Investment Belief Statements to guide the Board in future decisions and provide an anchor to 
the Board’s stated goals and objectives. 

1) The DC Plans should continue to seek investment program best practices by 
establishing, monitoring, and reporting on key quantitative and qualitative measures of 
the DC investment program. 
 

2) Given the increasing role of the DC Plans in VRS’ primary retirement plan offerings, 
appropriate governance of the DC Plans is critical.  

 
a) The VRS Board of Trustees has overall fiduciary authority over the DC 

investment program. To assist the Board in fulfilling its duty the Board has 
appointed a Defined Contribution Plans Advisory Committee to provide the 
Board with objective DC plan design and investment advice.  
 

b) Governing documents such as the Charter for DC Plans Advisory Committee, 
DC Investment Policy Statements, Master Trusts and Plan Documents 
delineate various roles and responsibilities among the Board, the Committee, 
VRS Investment Staff and other interested parties. 

 
3) Controlling and managing costs is critical to a successful DC plan investment 

program.  
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a) Investment options should provide competitive net-of-cost risk-adjusted 
returns; 

 
b) The DC Plans’ costs should be transparent to the individual participant; 

 
c) Given VRS’ large-scale in the institutional marketplace, it is beneficial for the 

individual participant to access VRS’ expertise and capabilities; 
 

d) Unbundling of DC administration and investment activities should lead to 
improved cost management.  

4) The VRS should seek to inform DC plan participants about key retirement planning risks.   

a) Shortfall risk – the probability or potential that an individual may not meet 
his/her long-term retirement savings goals; 
 

b) Longevity risk – the potential that an individual may outlive his/her retirement 
assets;  

 
c) Drawdown risk – the impact that short-term declines in portfolio values can 

have on long-term success. 
 

5) To the best extent possible, the Board should continue to explore and implement capabilities, 
controls, and procedures that are transferrable from VRS’ DB activities to VRS’ DC Plans, 
particularly with respect to investments.   

6) The VRS DC Plans are responsible for offering a reasonable range of diversified portfolios to 
serve as the Plans’ default investment option as well as to participants that do not have the 
time, desire, or expertise to manage a diversified portfolio.    

7) The VRS DC Plans investment offerings must be wide-ranging to accommodate participants’ 
varying investment knowledge and/or interest in managing their investments and address the 
difference between participants who are early on or in the midst of their careers and those 
who are nearing or in retirement.  
 

a) Individuals must recognize their specific programs require a long-term, multi-
decade planning/investment horizon; 
 

b) Investment horizons are unique to each individual participant and may extend 
beyond the accumulation phase into the retirement (decumulation) phase; and 
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c) Administrative and investment aspects of the overall program need to be 
unbundled/disaggregated to allow for maximum design flexibility. 

8)  A minimum level of participant investment education is necessary for a successful          
     program.  
 

Education should cover certain key topics: 

a) Key retirement planning risks (see Belief Statement 4); 

b) Accumulation phase vs. decumulation phase; 

c) How to analyze the costs associated with various investment options;  

d) Consideration of non-plan (outside) assets. 

9)  To provide investment flexibility to individual participants, a self-directed 
       brokerage window can be an effective feature of the VRS DC Plans. 
 

10) Well-structured alternative investments can enhance an individual participant’s  
       portfolio risk/reward profile. VRS DC Plans should examine methods for providing  
       qualifying alternative investment options into its menu of pre-mixed diversified      
       investment options, where feasible. 

 
11)  Managing the decumulation of retirement assets is critical.  The VRS DC Plans will 
       continue to explore viable solutions in this area. 

12) Investment education can be a valuable resource to individual participants. In this  
      context, VRS DC plan decision-makers should explore making available various    
      investment advice and financial planning solutions/products. 
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Target Date Fun Comparison

The City of Virginia Beach

DOL Guidance for Plan Fiduciaries

While ERISA requires plan fiduciaries to act prudently when selecting and monitoring plan investments, doing so presents challenges. The
Department of Labor tips for ERISA fiduciaries help those parties understand how to meet their responsibilities with regard to selecting and
monitoring target date funds. This report can serve as an important part of a plan fiduciary's process to fulfill their duties and satisfy DOL
guidelines.

Source: U.S. Department of Labor Target Date Retirement Funds - Tips for ERISA Fiduciaries, February 2013

PRM Consulting
New York, DC

This report is not complete unless all pages, as
noted below, are included. Please read the
information in Important American Funds
Disclosures found on page 16 of this report.

Investments are not FDIC-insured, nor are they
deposits of or guaranteed by a bank or any
other entity, so they may lose value.

For Plan Sponsor and Financial Professional Use Only - Proprietary and Confidential

April 14, 2017

This is a comparison of the target date funds used by the City of Virginia Beach, American Funds R5 share class funds
with the State of Virginia target date funds, Black Rock Life Path Index funds. We used the K share class of Black Rock
funds which have an expense ratio of .14% - .12%. Since VRS invests in the Black Rock Life Path Index funds in a
collective Trust arrangement the actual expense ration is .08% for the 2020-2045 fund and .09% for the 2045-2060
funds. 



Target Date ProView - Overview The City of Virginia Beach

American Funds Trgt Date
Rtrmt R5

Firm AUM $1.57T
As of 03/31/17

(updated monthly)

BlackRock LifePath Index K

$0.54T
As of 03/31/17

(updated monthly)

Firm-Level Data

Series-Level Data

Target Date AUM $62,386.81M

Series Inception Date 02/01/07

Max Sales Charge --

To vs. Through Through

% Active 100.00%

Avg. Manager Tenure 9.7 yrs

$11,987.25M

05/31/11

--

To

0.42%

4.7 yrs

For American Funds portfolio managers, the years of experience with American Funds may include those spent with affiliates. The portfolio managers shown are reflected in the fund's
most recent prospectus.

Manager & Fund Profile

Figures shown are past results and are not predictive of results in future periods. Current and future results may be lower or higher than those shown. Share prices and returns will
vary, so investors may lose money. Investing for short periods makes losses more likely.

Results shown are at net asset value. If the maximum sales charge had been deducted, results would have been lower.

American Funds Trgt Date Rtrmt R5

BlackRock LifePath Index K

Morningstar Category Average

Prospectus Gross
Expense Ratio

5-Year 
Annualized Returns

5-Year 
Total Return 
Percentile Rank

5-Year 
Standard Deviation

2050 2030 2015 2050 2030 2015 2050 2030 2015 2050 2030 2015

0.49 0.46 0.40 10.63 10.09 7.37 01 01 02 9.12 8.41 5.63

0.22 0.18 N/A 9.11 7.40 N/A 24 49 N/A 9.90 7.54 N/A

2.73 2.23 2.55 8.32 7.12 5.80 N/A N/A N/A 9.56 7.83 5.76

Expenses, Returns & Volatility Snapshot

Source: Morningstar. Returns as of 03/31/17 (updated monthly). Non-American Funds may include waivers and/or expense reimbursements, without which results would have been lower and
expenses higher. Please refer to each fund's prospectus for details. Investment results assume all distributions are reinvested and reflect applicable fees and expenses. The expense ratios are as
of each fund's prospectus available at the time of publication and include the weighted average expenses of the underlying funds. When applicable, investment results reflect expense
reimbursements, without which results would have been lower. For more information on the American Funds fee waivers and expense reimbursements, visit americanfunds.com. See the
Appendix for descriptions of Morningstar's ranking methodology.

Read Principal Risks (see disclosure for definitions) in the Appendix. Page 2



Target Date ProView - Returns The City of Virginia Beach

Returns: Rankings By Vintage
A series' total return percentile rank shows its place among its peers, while its consistent results over time can demonstrate
effective strategy and investment management.

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Rankings are based on the funds’ average annual total returns within the Morningstar Target Date Fund category for each respective vintage. Past results are not predictive
of results in future periods.

DistributionTransitionAccumulation 
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Vintage 2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010 2005 Ret. Inc. -- --

Years to Retirement
45 40 35 30 25 20 15 10 5 Retirement -5 -10 -15 -20 -25

Number of Ranked Funds 1 86 136 113 147 114 147 114 147 71 69 69 113 N/A N/A

1st Quartile

2nd Quartile

3rd Quartile

4th Quartile

5-Year Total Return Percentile Rank

Source: Morningstar. Rankings are based on the funds' average annual total returns as of 03/31/17 (updated monthly). The Morningstar rankings do not reflect the effects of sales charges,
account fees or taxes. Investment results assume all distributions are reinvested and reflect applicable fees and expenses. When applicable, investment results reflect fee waivers and/or
expense reimbursements, without which results would have been lower. Non-American Funds may include waivers and/or expense reimbursements, without which results would have been
lower. Please refer to each fund's prospectus for details. For more information on American Funds fee waivers and expense reimbursements, visit americanfunds.com.

Read Principal Risks (see disclosure for definitions) in the Appendix. Page 3



Target Date ProView - Returns The City of Virginia Beach

Returns: Rankings By Vintage
A series' total return percentile rank shows its place among its peers, while its consistent results over time can demonstrate
effective strategy and investment management.

Rankings are based on the funds’ average annual total returns within the Morningstar Target Date Fund category for each respective vintage. Past results are not predictive
of results in future periods.

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Accumulation Phase Transition Phase Distribution Phase

2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010 2005 Ret. Inc. -- --

5-Year Total Return Percentile 
Rank
Avg. Annual Total Returns %

Returns
--
--

2
10.61

1
10.63

1
10.61

1
10.53

1
10.38

1
10.09

1
9.32

1
8.16

2
7.37

2
6.70

N/A
N/A

N/A
N/A

N/A
N/A

N/A
N/A

Returns
--
--

24
9.43

24
9.11

39
8.81

42
8.42

50
7.91

49
7.40

51
6.82

43
6.17

N/A
N/A

N/A
N/A

N/A
N/A

10
5.23

N/A
N/A

N/A
N/A

Total Return Percentile Rank

Source: Morningstar. Rankings are based on the funds' average annual total returns as of 03/31/17 (updated monthly). The Morningstar rankings do not reflect the effects of sales charges,
account fees or taxes. Investment results assume all distributions are reinvested and reflect applicable fees and expenses. When applicable, investment results reflect fee waivers and/or
expense reimbursements, without which results would have been lower. Non-American Funds may include waivers and/or expense reimbursements, without which results would have been
lower. Please refer to each fund's prospectus for details. For more information on American Funds fee waivers and expense reimbursements, visit americanfunds.com.

Read Principal Risks (see disclosure for definitions) in the Appendix. Page 4



Target Date ProView - Expenses The City of Virginia Beach

Expenses: Net Expense Ratio
The net expense ratios for each target date series show how fees vary.

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K Morningstar Category
Average
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Vintage 2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010 2005 Ret. Inc. -- --

Years to Retirement
45 40 35 30 25 20 15 10 5 Retirement -5 -10 -15 -20 -25

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Morningstar Category
Average

Accumulation Phase Transition Phase Distribution Phase

2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010 2005 Ret. Inc. -- --

0.51 0.50 0.49 0.49 0.48 0.47 0.46 0.44 0.42 0.40 0.41 N/A N/A N/A N/A

0.14 0.14 0.15 0.15 0.15 0.14 0.14 0.13 0.12 N/A N/A N/A 0.11 N/A N/A

0.87 0.87 0.91 0.87 0.91 0.86 0.89 0.84 0.86 0.78 0.76 0.76 0.83 -- --

Net Expense Ratio

Source: Morningstar. Net expense ratios as of each fund's most recent prospectus. Non-American Funds may include waivers and/or expense reimbursements, without which expenses
would have been higher. Please refer to each fund's prospectus for details. The expense ratios are as of each fund's prospectus available at the time of publication and include the weighted
average expenses of the underlying funds. For more information on American Funds fee waivers and expense reimbursements, visit  americanfunds.com.

Net Expense Ratio (%)

Source: Morningstar. Net expense ratios as of each fund's most recent prospectus. Non-American Funds may include waivers and/or expense reimbursements, without which expenses
would have been higher. Please refer to each fund's prospectus for details. The expense ratios are as of each fund's prospectus available at the time of publication and include the weighted
average expenses of the underlying funds. For more information on American Funds fee waivers and expense reimbursements, visit americanfunds.com.

Read Principal Risks (see disclosure for definitions) in the Appendix. Page 5



Target Date ProView - Risk The City of Virginia Beach

Risk: Standard Deviation & Sharpe Ratio
Standard deviation measures variation around the average return and quantifies an element of risk, while the Sharpe ratio is a
measure of risk-adjusted returns and quantifies the amount of reward per unit of risk.

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K Morningstar Category
Average
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Vintage 2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010 2005 Ret. Inc. -- --

Years to Retirement
45 40 35 30 25 20 15 10 5 Retirement -5 -10 -15 -20 -25

More Volatility

Less Volatility
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Vintage 2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010 2005 Ret. Inc. -- --

Years to Retirement
45 40 35 30 25 20 15 10 5 Retirement -5 -10 -15 -20 -25

Higher Risk-Adjusted
Returns

Lower Risk-Adjusted
Returns

5-Year Standard Deviation

Source: Morningstar, as of 03/31/17  (updated monthly).

5-Year Sharpe Ratio

Source: Morningstar, as of 03/31/17  (updated monthly).

Read Principal Risks (see disclosure for definitions) in the Appendix. Page 6



Target Date ProView - Glide Path The City of Virginia Beach

Glide Path: Asset Mix Over Time
A typical glide path shows how equity exposure and its implied market risk decline over time. Comparing glide paths can help
to highlight how managers differ in balancing equities with other assets to counter various risks.

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K Morningstar Category
Average
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Vintage

Years to Retirement

2060

45

2055

40

2050

35

2045

30

2040

25

2035

20

2030

15

2025

10

2020

5

2015

Retirement

2010

-5

2005

-10

RI

-15

--

-20

--

-25

Glide Path

This view features existing vintages and not projected allocations. As a result, a target date series created more recently may
appear to have an incomplete glide path even when its assets may be managed through retirement.

Source: Morningstar. Asset allocation as of 02/28/17  (updated quarterly per holdings reported).

Read Principal Risks (see disclosure for definitions) in the Appendix. Page 7



Target Date ProView - Glide Path The City of Virginia Beach
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High-Volatility Equities
Underlying funds with 3-year standard deviation
10% greater than the S&P 500

Medium-Volatility Equities
Underlying funds with 3-year standard deviation
similar to the S&P 500

Low-Volatility Equities
Underlying funds with 3-year standard deviation
10% less than the S&P 500

American Funds Trgt Date Rtrmt R5 BlackRock LifePath Index K
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High-Volatility Fixed Income
Underlying funds with 3-year standard deviation
10% greater than Barclays U.S.Aggregate Index

Medium-Volatility Fixed Income
Underlying funds with 3-year standard deviation
similar to the Barclays U.S.Aggregate Index

Low-Volatility Fixed Income
Underlying funds with 3-year standard deviation
10% less than the Barclays U.S.Aggregate Index

American Funds Trgt Date Rtrmt R5 BlackRock LifePath Index K

Volatility Over Time - Equity

Source: Morningstar. Asset allocation as of 02/28/17  (updated quarterly per holdings reported). Standard deviation as of 03/31/17  (updated monthly).

Volatility Over Time - Fixed Income

Source: Morningstar. Asset allocation as of 02/28/17  (updated quarterly per holdings reported). Standard deviation as of 03/31/17  (updated monthly).

Read Principal Risks (see disclosure for definitions) in the Appendix. Page 8
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Target Date ProView - Appendix The City of Virginia Beach

Figures shown are past results and are not predictive of results in future periods. Current and future results may be lower or higher than those shown. Share prices and returns
will vary, so investors may lose money. Investing for short periods makes losses more likely.

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Morningstar Category
Average

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Morningstar Category
Average

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Morningstar Category
Average

Accumulation Phase Transition Phase Distribution Phase

2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010 2005 Ret. Inc. -- --

1-Year

14.84 14.86 14.84 14.71 14.42 13.91 12.42 10.30 8.91 8.24 7.78 N/A N/A N/A N/A

13.47 13.43 13.48 13.25 12.63 11.62 10.43 9.16 7.79 N/A N/A N/A 6.72 N/A N/A

13.55 13.39 13.16 13.15 12.44 11.95 10.48 9.30 7.55 7.39 6.51 6.51 4.99 -- --

3-Year

-- 6.95 6.94 6.90 6.78 6.69 6.31 5.66 5.31 5.00 4.77 N/A N/A N/A N/A

-- 6.45 6.37 6.25 6.04 5.76 5.40 5.02 4.58 N/A N/A N/A 4.22 N/A N/A

4.94 5.28 5.10 5.08 4.85 4.77 4.36 4.09 3.53 3.56 3.34 3.34 2.66 -- --

5-Year

-- 10.61 10.63 10.61 10.53 10.38 10.09 9.32 8.16 7.37 6.70 N/A N/A N/A N/A

-- 9.43 9.11 8.81 8.42 7.91 7.40 6.82 6.17 N/A N/A N/A 5.23 N/A N/A

9.53 8.62 8.13 8.28 7.76 7.75 6.93 6.62 5.52 5.67 5.01 5.01 3.75 -- --

Returns: Average Annual Returns, Quarterly at Maximum Offering Price (%)

Source: Morningstar. Average annual returns as of 03/31/17 (updated quarterly). Non-American Funds may include waivers and/or reimbursements, without which results would have been
lower. Please refer to each fund's prospectus for details. Investment results assume all distributions are reinvested and reflect applicable fees and expenses. When applicable, investment results
reflect expense reimbursements, without which results would have been lower. For more information on American Funds fee waivers and expense reimbursements, visit americanfunds.com. 
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Target Date ProView - Appendix The City of Virginia Beach

Figures shown are past results and are not predictive of results in future periods. Current and future results may be lower or higher than those shown. Share prices and returns
will vary, so investors may lose money. Investing for short periods makes losses more likely.

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Morningstar Category
Average

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Morningstar Category
Average

Accumulation Phase Transition Phase Distribution Phase

2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010 2005 Ret. Inc. -- --

10-Year

-- -- 6.54 6.52 6.50 6.41 6.31 5.83 5.27 5.07 4.80 N/A N/A N/A N/A

-- -- -- -- -- -- -- -- -- N/A N/A N/A -- N/A N/A

-- 6.18 4.41 4.69 4.32 4.60 4.10 4.25 3.79 4.20 3.76 3.76 3.46 -- --

Lifetime
Inception Date

6.52
03/27/15

10.73
02/01/10

6.45
02/01/07

6.43
02/01/07

6.40
02/01/07

6.32
02/01/07

6.22
02/01/07

5.76
02/01/07

5.22
02/01/07

5.02
02/01/07

4.76
02/01/07

N/A
N/A

N/A
N/A

N/A
N/A

N/A
N/A

20.67
02/29/16

8.05
05/31/11

7.85
05/31/11

7.65
05/31/11

7.41
05/31/11

7.07
05/31/11

6.70
05/31/11

6.28
05/31/11

5.80
05/31/11

N/A
N/A

N/A
N/A

N/A
N/A

5.21
05/31/11

N/A
N/A

N/A
N/A

-- -- -- -- -- -- -- -- -- -- -- -- -- -- --

Returns: Average Annual Returns, Quarterly at Maximum Offering Price (%)

Source: Morningstar. Average annual returns as of 03/31/17 (updated quarterly). Non-American Funds may include waivers and/or reimbursements, without which results would have been
lower. Please refer to each fund's prospectus for details. Investment results assume all distributions are reinvested and reflect applicable fees and expenses. When applicable, investment results
reflect expense reimbursements, without which results would have been lower. For more information on American Funds fee waivers and expense reimbursements, visit americanfunds.com.
The inception dates displayed pertain either to each target date vintage or to the selected share class, whichever is later.
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Target Date ProView - Appendix The City of Virginia Beach

Figures shown are past results and are not predictive of results in future periods. Current and future results may be lower or higher than those shown. Share prices and returns
will vary, so investors may lose money. Investing for short periods makes losses more likely.

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Morningstar Category
Average

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Morningstar Category
Average

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Morningstar Category
Average

Accumulation Phase Transition Phase Distribution Phase

2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010 2005 Ret. Inc. -- --

1-Year

14.84 14.86 14.84 14.71 14.42 13.91 12.42 10.30 8.91 8.24 7.78 N/A N/A N/A N/A

13.47 13.43 13.48 13.25 12.63 11.62 10.43 9.16 7.79 N/A N/A N/A 6.72 N/A N/A

13.55 13.39 13.16 13.15 12.44 11.95 10.48 9.30 7.55 7.39 6.51 6.51 4.99 -- --

3-Year

-- 6.95 6.94 6.90 6.78 6.69 6.31 5.66 5.31 5.00 4.77 N/A N/A N/A N/A

-- 6.45 6.37 6.25 6.04 5.76 5.40 5.02 4.58 N/A N/A N/A 4.22 N/A N/A

4.94 5.28 5.10 5.08 4.85 4.77 4.36 4.09 3.53 3.56 3.34 3.34 2.66 -- --

5-Year

-- 10.61 10.63 10.61 10.53 10.38 10.09 9.32 8.16 7.37 6.70 N/A N/A N/A N/A

-- 9.43 9.11 8.81 8.42 7.91 7.40 6.82 6.17 N/A N/A N/A 5.23 N/A N/A

9.53 8.62 8.13 8.28 7.76 7.75 6.93 6.62 5.52 5.67 5.01 5.01 3.75 -- --

Returns: Average Annual Returns, Monthly at Maximum Offering Price (%)

Source: Morningstar. Average annual returns as of 03/31/17 (updated monthly). Non-American Funds may include waivers and/or reimbursements, without which results would have been
lower. Please refer to each fund's prospectus for details. Investment results assume all distributions are reinvested and reflect applicable fees and expenses. When applicable, investment results
reflect expense reimbursements, without which results would have been lower. For more information on American Funds fee waivers and expense reimbursements, visit americanfunds.com. 
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Target Date ProView - Appendix The City of Virginia Beach

Figures shown are past results and are not predictive of results in future periods. Current and future results may be lower or higher than those shown. Share prices and returns
will vary, so investors may lose money. Investing for short periods makes losses more likely.

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Morningstar Category
Average

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Morningstar Category
Average

Accumulation Phase Transition Phase Distribution Phase

2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010 2005 Ret. Inc. -- --

10-Year

-- -- 6.54 6.52 6.50 6.41 6.31 5.83 5.27 5.07 4.80 N/A N/A N/A N/A

-- -- -- -- -- -- -- -- -- N/A N/A N/A -- N/A N/A

-- 6.18 4.41 4.69 4.32 4.60 4.10 4.25 3.79 4.20 3.76 3.76 3.46 -- --

Lifetime
Inception Date

6.52
03/27/15

10.73
02/01/10

6.45
02/01/07

6.43
02/01/07

6.40
02/01/07

6.32
02/01/07

6.22
02/01/07

5.76
02/01/07

5.22
02/01/07

5.02
02/01/07

4.76
02/01/07

N/A
N/A

N/A
N/A

N/A
N/A

N/A
N/A

20.67
02/29/16

8.05
05/31/11

7.85
05/31/11

7.65
05/31/11

7.41
05/31/11

7.07
05/31/11

6.70
05/31/11

6.28
05/31/11

5.80
05/31/11

N/A
N/A

N/A
N/A

N/A
N/A

5.21
05/31/11

N/A
N/A

N/A
N/A

-- -- -- -- -- -- -- -- -- -- -- -- -- -- --

Returns: Average Annual Returns, Monthly at Maximum Offering Price (%)

Source: Morningstar. Average annual returns as of 03/31/17 (updated monthly). Non-American Funds may include waivers and/or reimbursements, without which results would have been
lower. Please refer to each fund's prospectus for details. Investment results assume all distributions are reinvested and reflect applicable fees and expenses. When applicable, investment results
reflect expense reimbursements, without which results would have been lower. For more information on American Funds fee waivers and expense reimbursements, visit americanfunds.com.
The inception dates displayed pertain either to each target date vintage or to the selected share class, whichever is later.
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Target Date ProView - Appendix The City of Virginia Beach

Rankings are based on the funds’ average annual total returns within the Morningstar Target Date Fund category for each respective vintage. Past results are not predictive
of results in future periods.

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Accumulation Phase Transition Phase Distribution Phase

2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010 2005 Ret. Inc. -- --

1-Year 

34 32 30 29 20 17 23 45 48 42 31 N/A N/A N/A N/A

87 81 77 78 79 80 76 72 71 N/A N/A N/A 28 N/A N/A

Funds Ranked 135 197 217 199 225 199 225 199 225 135 112 112 171 -- --

3-Year 

-- 1 1 1 1 1 1 2 2 3 2 N/A N/A N/A N/A

-- 11 10 11 14 19 20 22 24 N/A N/A N/A 3 N/A N/A

Funds Ranked 10 141 173 154 181 154 181 154 181 96 87 87 133 -- --

5-Year 

-- 2 1 1 1 1 1 1 1 2 2 N/A N/A N/A N/A

-- 24 24 39 42 50 49 51 43 N/A N/A N/A 10 N/A N/A

Funds Ranked 1 86 136 113 147 114 147 114 147 71 69 69 113 -- --

10-Year 

-- -- 1 1 1 1 1 1 3 4 7 N/A N/A N/A N/A

-- -- -- -- -- -- -- -- -- N/A N/A N/A -- N/A N/A

Funds Ranked -- 1 34 39 79 41 79 41 79 31 46 46 63 -- --

Returns: Total Return Percentile Rank

Source: Morningstar. Average annual total returns as of 03/31/17 (updated monthly). The Morningstar rankings do not reflect the effects of sales charges, account fees or taxes. When
applicable, investment results reflect fee waivers and/or expense reimbursements, without which results would have been lower. Non-American Funds may include waivers and/or expense
reimbursements, without which results would have been lower. Please refer to each fund's prospectus for details. Investment results assume all distributions are reinvested and reflect
applicable fees and expenses. When applicable, investment results reflect expense reimbursements, without which results would have been lower. For more information on American Funds fee
waivers and expense reimbursements, visit americanfunds.com.
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Target Date ProView - Appendix The City of Virginia Beach

American Funds Trgt Date
Rtrmt R5

BlackRock LifePath Index K

Morningstar Category
Average

Accumulation Phase Transition Phase Distribution Phase

2060 2055 2050 2045 2040 2035 2030 2025 2020 2015 2010 2005 Ret. Inc. -- --

0.63 0.50 0.49 0.49 0.48 0.47 0.46 0.44 0.42 0.40 0.41 N/A N/A N/A N/A

10.92 0.32 0.22 0.22 0.20 0.19 0.18 0.18 0.19 N/A N/A N/A 0.20 N/A N/A

11.68 3.11 2.73 2.42 2.33 2.33 2.23 2.29 2.07 2.55 1.27 1.27 2.88 -- --

Expenses : Gross Expense Ratios (%)

Source: Morningstar as of each fund's most recent prospectus. Non-American Funds may include waivers and/or expense reimbursements, without which expenses would have been higher. The
expense ratios are as of each fund's prospectus available at the time of publication and include the weighted average expenses of the underlying funds. For more information on American
Funds fee waivers and expense reimbursements, visit americanfunds.com.
The Morningstar average expense ratios are based on fund statistics for the most recent prospectus available as of January 28, 2016.The expense ratio is one aspect of plan fees and expenses. 
The retirement income column shows data for vintages invested primarily for retirement income in target date series managed through retirement.
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Target Date ProView - Appendix The City of Virginia Beach

Avg Series Manager Tenure: The average number of years that the current portfolio managers have managed the series. For the purposes of
calculation, this metric excludes vintages added after the inception of the series.

Total return percentile rank: A standardized way of ranking funds within a peer group. The fund with the largest return is ranked one, the smallest is
ranked 100; and the remaining funds are placed equal distance from one another on the rating scale. Percentile ranks are most useful in categories
that have a large number of funds. For small universes, funds will be ranked at the highest percentage possible. For instance, if there are only two
funds in a category, Morningstar will assign a percentile rank of 1 to the top-performing fund while the second fund will earn a percentile rank of 51
(indicating the fund underperformed 50% of the sample).

S&P 500: A market capitalization-weighted index based on the results of 500 widely held common stocks.

Sharpe Ratio: Uses standard deviation and excess return to determine reward per unit of risk. The higher the number, the better a portfolio’s
historical risk-adjusted performance.

Standard deviation: A common measure of absolute volatility that tells how returns over time have varied from the mean. Annualized and based on
monthly returns, a lower number signifies lower volatility.

To vs Through: Indicates how a target date fund’s glide path is managed with respect to its target date. In general, a “to” strategy glide path reaches
its final, most conservative asset allocation at the stated target date, while a “through” strategy glide path continues to change past the target date,
reaching its final asset allocation at a future time.

Definitions
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Target Date ProView - Appendix The City of Virginia Beach

Investors should carefully consider investment objectives, risks, charges and expenses. This and other important information is contained in the fund prospectuses and summary
prospectuses, which can be obtained from a financial professional and should be read carefully before investing.

The return of principal for bond funds and for funds with significant underlying bond holdings is not guaranteed. Fund shares are subject to the same interest rate, inflation and credit risks
associated with the underlying bond holdings.  Lower rated bonds are subject to greater fluctuations in value and risk of loss of income and principal than higher rated bonds.  Investments in
mortgage-related securities involve additional risks, such as prepayment risk, as more fully described in the prospectus.  While not directly correlated to changes in interest rates, the values of
inflation-linked bonds generally fluctuate in response to changes in real interest rates and may experience greater losses than other debt securities with similar durations.

Investment allocations for funds of funds may not achieve fund objectives. There are expenses associated with the underlying funds in addition to fund-of-funds expenses. The funds' risks are
directly related to the risks of the underlying funds, as described herein.  Each target date fund is composed of a mix of the American Funds and is subject to the risks and returns of the
underlying funds. Underlying funds may be added or removed during the year.  Although the target date funds are managed for investors on a projected retirement date time frame, the funds'
allocation strategy does not guarantee that investors' retirement goals will be met. The target date is the year in which an investor is assumed to retire and begin taking withdrawals. American
Funds investment professionals actively manage the target date fund's portfolio, moving it from a more growth-oriented strategy to a more income-oriented focus as the fund gets closer to its
target date. Investment professionals continue to manage each fund for 30 years after it reaches its target date.

Fund shares of U.S. Government Securities Fund are not guaranteed by the U.S. government.

Investing outside the United States involves risks, such as currency fluctuations, periods of illiquidity and price volatility, as more fully described in the prospectus. These risks may be heightened
in connection with investments in developing countries.  Small-company stocks entail additional risks, and they can fluctuate in price more than larger company stocks.

There may have been periods when the fund has lagged the index or indexes.  Certain market indexes are unmanaged and, therefore, have no expenses. Investors cannot invest directly in an
index.

All American Funds trademarks mentioned are owned by American Funds Distributors, Inc., an affiliated company or a fund. All other company and product names mentioned are the trademarks
or registered trademarks of their respective companies.

Investment results assume all distributions are reinvested and reflect applicable fees and expenses.

The investment adviser is currently reimbursing a portion of other expenses for each share class of American Funds 2060 Target Date Retirement Fund. The reimbursement will be in effect
through at least January 1, 2017, unless modified or terminated by the investment adviser. Investment results and net expense ratios reflect the reimbursement, without which the results would
have been lower and the expenses would have been higher. The expense ratios are as of each fund's prospectus available at the time of publication and include the weighted average expenses
of the underlying funds. The expense ratios for American Funds 2060 Target Date Retirement Fund, Class F-3, Class R-2E and Class R-5E shares are estimated.

Non-American Funds may include waivers and/or reimbursements, without which results would be lower and expenses higher. Please refer to each fund’s prospectus for details.

When applicable, investment results reflect fee waivers and/or expense reimbursements, without which results would have been lower.  For more information on fee waivers and expense
reimbursements, visit americanfunds.com.

Results for non-American Funds are based on the appropriate share class offered in the plan. Results are calculated by Morningstar. Due to differing calculation methods, the results shown here
may differ from those calculated by individual fund companies.

Important American Funds Disclosures
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American Funds Trgt Date Rtrmt R5
1, 2, 3, 4, 5, 7, 9, 10, 12, 14, 15, 16,
17, 18, 19, 20, 22, 23, 27

BlackRock LifePath Index K
1, 2, 4, 5, 6, 8, 10, 11, 12, 13, 15, 16,
18, 19, 20, 21, 22, 23, 24, 25, 26, 27,
28, 29, 30, 31

1  Emerging Markets: Investments in emerging- and frontier-markets securities may be subject to greater market, credit, currency, liquidity, legal,
political, and other risks compared with assets invested in developed foreign countries. 

2  Foreign Securities: Investments in foreign securities may be subject to increased volatility as the value of these securities can change more
rapidly and extremely than can the value of U.S. securities. Foreign securities are subject to increased issuer risk because foreign issuers may not
experience the same degree of regulation as U.S. issuers do and are held to different reporting, accounting, and auditing standards. In addition,
foreign securities are subject to increased costs because there are generally higher commission rates on transactions, transfer taxes, higher
custodial costs, and the potential for foreign tax charges on dividend and interest payments. Many foreign markets are relatively small, and
securities issued in less-developed countries face the risks of nationalization, expropriation or confiscatory taxation, and adverse changes in
investment or exchange control regulations, including suspension of the ability to transfer currency from a country. Economic, political, social, or
diplomatic developments can also negatively impact performance.

3  Long-Term Outlook and Projections: The investment is intended to be held for a substantial period of time, and investors should tolerate
fluctuations in their investment’s value. 

4  Loss of Money: Because the investment’s market value may fluctuate up and down, an investor may lose money, including part of the principal,
when he or she buys or sells the investment.

5  Not FDIC Insured: The investment is not a deposit or obligation of, or guaranteed or endorsed by, any bank and is not insured by the Federal
Deposit Insurance Corporation, the Federal Reserve Board, or any other U.S. governmental agency.

6  Growth Investing: Growth securities may be subject to increased volatility as the value of these securities is highly sensitive to market fluctuations
and future earnings expectations. These securities typically trade at higher multiples of current earnings than do other securities and may lose value
if it appears their earnings expectations may not be met. 

7  Active Management: The investment is actively managed and subject to the risk that the advisor’s usage of investment techniques and risk
analyses to make investment decisions fails to perform as expected, which may cause the portfolio to lose value or underperform investments with
similar objectives and strategies or the market in general. 

8  Index Correlation/Tracking Error: A portfolio that tracks an index is subject to the risk that certain factors may cause the portfolio to track its
target index less closely, including if the advisor selects securities that are not fully representative of the index. The portfolio will generally reflect the
performance of its target index even if the index does not perform well, and it may underperform the index after factoring in fees, expenses,
transaction costs, and the size and timing of shareholder purchases and redemptions. 

9  Issuer: A stake in any individual security is subject to the risk that the issuer of that security performs poorly, resulting in a decline in the security’s
value. Issuer-related declines may be caused by poor management decisions, competitive pressures, technological breakthroughs, reliance on
suppliers, labor problems or shortages, corporate restructurings, fraudulent disclosures, or other factors. Additionally, certain issuers may be more
sensitive to adverse issuer, political, regulatory, market, or economic developments.

10  Market/Market Volatility: The market value of the portfolio’s securities may fall rapidly or unpredictably because of changing economic,
political, or market conditions, which may reduce the value of the portfolio.

11  Convertible Securities: Investments in convertible securities may be subject to increased interest-rate risks, rising in value as interest rates
decline and falling in value when interest rates rise, in addition to their market value depending on the performance of the common stock of the
issuer. Convertible securities, which are typically unrated or rated lower than other debt obligations, are secondary to debt obligations in order of
priority during a liquidation in the event the issuer defaults.

12  Equity Securities: The value of equity securities, which include common, preferred, and convertible preferred stocks, will fluctuate based on
changes in their issuers’ financial conditions, as well as overall market and economic conditions, and can decline in the event of deteriorating issuer,
market, or economic conditions. 

13  ETF: Investments in exchange-traded funds generally reflect the risks of owning the underlying securities they are designed to track, although
they may be subject to greater liquidity risk and higher costs than owning the underlying securities directly because of their management fees.
Shares of ETFs are subject to market trading risk, potentially trading at a premium or discount to net asset value. 

14  Futures: Investments in futures contracts and options on futures contracts may increase volatility and be subject to additional market, active
management, interest, currency, and other risks if the contract cannot be closed when desired.

15  High-Yield Securities: Investments in below-investment-grade debt securities and unrated securities of similar credit quality, commonly known
as "junk bonds" or "high-yield securities," may be subject to increased interest, credit, and liquidity risks. 

Principal Risks and Other Important Information
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American Funds Trgt Date Rtrmt R5
1, 2, 3, 4, 5, 7, 9, 10, 12, 14, 15, 16,
17, 18, 19, 20, 22, 23, 27

BlackRock LifePath Index K
1, 2, 4, 5, 6, 8, 10, 11, 12, 13, 15, 16,
18, 19, 20, 21, 22, 23, 24, 25, 26, 27,
28, 29, 30, 31

16  Mortgage-Backed and Asset-Backed Securities: Investments in mortgage-backed and asset-backed securities may be subject to increased
price volatility because of changes in interest rates, issuer information availability, credit quality of the underlying assets, market perception of the
issuer, availability of credit enhancement, and prepayment of principal. The value of ABS and MBS may be adversely affected if the underlying
borrower fails to pay the loan included in the security. 

17  Restricted/Illiquid Securities: Restricted and illiquid securities may fall in price because of an inability to sell the securities when desired.
Investing in restricted securities may subject the portfolio to higher costs and liquidity risk. 

18  Underlying Fund/Fund of Funds: A portfolio’s risks are closely associated with the risks of the securities and other investments held by the
underlying or subsidiary funds, and the ability of the portfolio to meet its investment objective likewise depends on the ability of the underlying
funds to meet their objectives. Investment in other funds may subject the portfolio to higher costs than owning the underlying securities directly
because of their management fees.

19  U.S. Government Obligations: Investments in U.S. government obligations are subject to varying levels of government support. In the event of
default, some U.S. government securities, including U.S. Treasury obligations and Ginnie Mae securities, are issued and guaranteed as to principal
and interest by the full faith and credit of the U.S. government. Other securities are obligations of U.S. government-sponsored entities but are
neither issued nor guaranteed by the U.S. government. 

20  Derivatives: Investments in derivatives may be subject to the risk that the advisor does not correctly predict the movement of the underlying
security, interest rate, market index, or other financial asset, or that the value of the derivative does not correlate perfectly with either the overall
market or the underlying asset from which the derivative's value is derived. Because derivatives usually involve a small investment relative to the
magnitude of liquidity and other risks assumed, the resulting gain or loss from the transaction will be disproportionately magnified. These
investments may result in a loss if the counterparty to the transaction does not perform as promised.

21  Leverage: Leverage transactions may increase volatility and result in a significant loss of value if a transaction fails. Because leverage usually
involves investment exposure that exceeds the initial investment, the resulting gain or loss from a relatively small change in an underlying indicator
will be disproportionately magnified. 

22  Fixed-Income Securities: The value of fixed-income or debt securities may be susceptible to general movements in the bond market and are
subject to interest-rate and credit risk. 

23  Management: Performance is subject to the risk that the advisor’s asset allocation and investment strategies do not perform as expected, which
may cause the portfolio to underperform its benchmark, other investments with similar objectives, or the market in general. The investment is
subject to the risk of loss of income and capital invested, and the advisor does not guarantee its value, performance, or any particular rate of return. 

24  Passive Management: The investment is not actively managed, and the advisor does not attempt to manage volatility or take defensive
positions in declining markets. This passive management strategy may subject the investment to greater losses during general market declines than
actively managed investments. 

25  Portfolio Diversification: Investments that concentrate their assets in a relatively small number of issuers, or in the securities of issuers in a
particular market, industry, sector, country, or asset class, may be subject to greater risk of loss than is a more widely diversified investment. 

26  Target Date: Target-date funds, also known as lifecycle funds, shift their asset allocation to become increasingly conservative as the target
retirement year approaches. Still, investment in target-date funds may lose value near, at, or after the target retirement date, and there is no
guarantee they will provide adequate income at retirement.

27  Small Cap: Concentrating assets in small-capitalization stocks may subject the portfolio to the risk that those stocks underperform other
capitalizations or the market as a whole. Smaller, less-seasoned companies may be subject to increased liquidity risk compared with mid- and large-
cap companies and may experience greater price volatility than do those securities because of limited product lines, management experience,
market share, or financial resources, among other factors.

28  Mid-Cap: Concentrating assets in mid-capitalization stocks may subject the portfolio to the risk that those stocks underperform other
capitalizations or the market as a whole. Mid-cap companies may be subject to increased liquidity risk compared with large-cap companies and
may experience greater price volatility than do those securities because of more-limited product lines or financial resources, among other factors.

29  Real Estate/REIT Sector: Concentrating assets in the real estate sector or REITs may disproportionately subject the portfolio to the risks of that
industry, including loss of value because of changes in real estate values, interest rates, and taxes, as well as changes in zoning, building,
environmental, and other laws, among other factors. Investments in REITs may be subject to increased price volatility and liquidity risk, and
shareholders indirectly bear their proportionate share of expenses because of their management fees. 

30  Market Trading: Because shares of the investment are traded on the secondary market, investors are subject to the risks that shares may trade
at a premium or discount to net asset value. There is no guarantee that an active trading market for these shares will be maintained. 

Principal Risks and Other Important Information

Page 19



Target Date ProView - Appendix The City of Virginia Beach

American Funds Trgt Date Rtrmt R5
1, 2, 3, 4, 5, 7, 9, 10, 12, 14, 15, 16,
17, 18, 19, 20, 22, 23, 27

BlackRock LifePath Index K
1, 2, 4, 5, 6, 8, 10, 11, 12, 13, 15, 16,
18, 19, 20, 21, 22, 23, 24, 25, 26, 27,
28, 29, 30, 31

31  Sampling: Although the portfolio tracks an index, it maintains a smaller number of holdings than does the index. Use of this representative
sampling approach may lead the portfolio to track the index less closely. 
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Appendix E – Empower Fee Reconciliation Chart for  

All City Retirement Plans in 2016 

 

 

 

 

 



 

Appendix E 

 

Empower Fee Reconciliation Chart for  

All City Retirement Plans in 2016 

 

                                                                                                            June 2017  

1. Gross total of all expenses, $1,273,992 

2. Empower plan level expenses $405,560 

3. Segal fees paid by Empower $50,000 

4. Cherry Bekaert Auditors fee paid by Empower $25,000 

5. Miscellaneous expenses of $1,312 for the year 

6. Revenue sharing amount of $531,245 (Excludes explicit fees) 

7. Explicit participant fees of $43,546 

8. Total Fund Expense Ratio of $742,747 {1 - 6} 

9. Total expenses to administer the plans thru revenue sharing, $481,872 

{2+3+4+5} 

10. Amount returned to City for excess revenue, $94,231 {5+6+7-9} 

11. Total expenses to the plans, $1,130,388 {8+9-10} 

12. Total net cost to plan participants, $648,516 (excludes expenses paid via 

revenue sharing) {11-9}



 

                                                                                                            

 

 

 

 

 

 

 

 

 

Appendix F – Investment Style Chart of  

Non-Equity Funds 

 

 

 

 

 



 

Appendix F 

 

Investment Style Chart of Non-Equity Funds 
 

                                                                                                            June 2017  

Inflation-Linked Bond 
  Inflation-Protected Bond Fund 

 

International Equity       
 William Blair Int’l Growth (Large 

Growth) 

 Templeton World Fund (World 

Stock) 

  International Stock Fund 

 

Real Estate 
 Global Real Estate Fund 

 

Stable Value 
 Virginia Beach Fixed Income 

 Stable Value Fund 

 

 

Money Market 
 Money Market Fund 

 

Asset Allocation 
 Retirement Portfolio 

 VRS Investment Portfolio (BR 2025 

Fund) 

 

Target Date Funds 
 American Funds Target Date 2010 

 American Funds Target Date 2015 

 American Funds Target Date 2020 

 American Funds Target Date 2025 

 American Funds Target Date 2030 

 American Funds Target Date 2035 

 American Funds Target Date 2040 

 American Funds Target Date 2045 

 American Funds Target Date 2050 

 American Funds Target Date 2055 

 

Intermediate Term Bond 
 Vanguard Total Bond Market Index 

 Bond Fund 

 

High Yield 
 High Yield Bond 

 

*Note: Italics represents VRS and bold represents City Funds.



 

                                                                                                              

 

 

 

 

 

 

 

 

 

 

Appendix G – Mapped Virginia Beach Assets to  

VRS Lineup  

 

 

 

 

 



 

Appendix G 

 

Mapped Virginia Beach Assets to VRS Lineup 

 

                                                                                                                          June 2017   

 

Name Ticker

Morningstar 

Category  Assets 

 Net VRS 

Expense Ratio

(%) 

 Net Expense 

($) 

Revenue 

(%)

Revenue 

($)

Stable Value Fund N/A N/A $111,560,993 0.29% $323,527 0.00% $0

Money Market Fund N/A N/A $0 0.08% $0 0.00% $0

Bond Fund N/A N/A $7,750,941 0.04% $3,100 0.00% $0

Inflation-Protected Bond Fund N/A N/A $0 0.04% $0 0.00% $0

High-Yield Bond Fund N/A N/A $0 0.39% $0 0.00% $0

Retirement Portfolio N/A N/A $2,397,060 0.08% $1,918 0.00% $0

Target Date 2020 Portfolio N/A N/A $6,319,111 0.08% $1,918 0.00% $0

Target Date 2025 Portfolio N/A N/A $5,642,975 0.08% $4,514 0.00% $0

Target Date 2030 Portfolio N/A N/A $5,768,206 0.08% $4,615 0.00% $0

Target Date 2035 Portfolio N/A N/A $6,599,560 0.08% $5,280 0.00% $0

Target Date 2040 Portfolio N/A N/A $3,606,931 0.08% $2,886 0.00% $0

Target Date 2045 Portfolio N/A N/A $2,374,205 0.08% $1,899 0.00% $0

Target Date 2050 Portfolio N/A N/A $888,669 0.09% $800 0.00% $0

Target Date 2055 Portfolio N/A N/A $636,109 0.09% $572 0.00% $0

Target Date 2060 Portfolio N/A N/A $0 0.09% $0 0.00% $0

Stock Fund N/A N/A $70,759,240 0.01% $7,076 0.00% $0

Small/Mid-Cap Stock Fund N/A N/A $26,317,044 0.04% $10,527 0.00% $0

International Stock Fund N/A N/A $13,915,430 0.09% $12,524 0.00% $0

Global Real Estate Fund N/A N/A $0 0.11% $0 0.00% $0

VRS Investment Portfolio N/A N/A $0 0.59% $0 0.00% $0

Total $264,536,474 0.144% $381,155 0.00% $0
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