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Plan Comparison Considerations

February 22, 2011
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Both Assume Risks

• Both Plans are subject to similar risks

• DB Plan participants are not insulated from 
investment risks
– Both DB and DC Plans commonly invest a 

significant portion in stocks, which makes both 
subject to volatility and may require revisions to 
benefits
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Risks of DB and DC Plans
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FPPA SWDB Funding Ratio
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What happens when there’s a shortfall
(under-funding)?

Defined Benefit
– Increase contributions

– Reduce benefits

– Increase retirement age

– Decrease COLA to 
retired participants

Defined Contribution
– Increase contributions

– Reduce benefits

– Increase retirement age

– Decrease COLA during 
retirement
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FPPA Plan “Safeguards”

• Eliminate COLAs

• Reduce benefits

• Reduce or eliminate SRA

• Increase Retirement Age to 60 or 65

• Increase employee contribution rates

• Increase employer contribution rates
– May be mandated through legislation
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FPPA Statewide DB Plan: Benefits

• Normal Retirement Option
– 2% of HAS for each year of service 1-10
– 2.5% of HAS for each year of service greater than 10
– Provides promised lifetime monthly benefit to participant ONLY

• Reduced-benefit Options
– Reduced benefit to participant, provides survivor benefit

• Option 1: 100% Survivor benefit
• Option 2: 50% Survivor benefit
• Option 3: 50% Last-Survivor benefit
• Option 4: 100% Survivor benefit with Pop-up
• Option 5: 50% Survivor benefit with Pop-up
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FPPA Statewide DB Plan Benefit Table
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FPPA Statewide DB Plan: Benefit Comp

• Assumptions
– Retirement Age: 55
– Beneficiary Age: 54
– Years of Service: 25
– HAS: $75,000

Option Amount Reduction %HAS
Normal: $43,125 n/a 57.5%

Option 1: $36,656 15% 48.9%

Option 2: $39,632 8% 52.8%

Option 3: $41,141 5% 54.9%

Option 4: $36,225 16% 48.3%

Option 5: $39,373 9% 52.5%
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Defined Benefit: Pros and Cons

Pros
– Promised lifetime monthly 

income at retirement
– Investments controlled by 

professionals
– Employer and Plan bear 

liability to provide promised 
benefits

– Benefit may be greater than 
value of contributions and 
earnings

– Easy to use

Cons
– Limited to monthly income 

(annuity) options 
determined by Plan

– Restrictive: Benefits 
determined by Plan

– Penalized for lump-sum 
distributions or rollovers

– Benefit may be less than 
value of contributions and 
earnings

– Certain conditions and 
restrictions complicated to 
understand; not transparent
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Defined Contribution: Pros and Cons

Pros
– Greater retirement benefit 

flexibility (options, timing)

– Investments selected and 
monitored by professionals

– Investment control offers 
opportunity to increase 
benefits

– Not penalized by Plan for 
rollovers or lump-sum 
distributions

– No subsidization of others

– Easy to understand

Cons
– Employer and Plan do not 

promise a specified monthly 
benefit

– Participants responsible for 
investment decisions

– Participants responsible for 
periodically monitoring 
progress

– Investment return is not 
promised

– No subsidization by others
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Defined Contributions Plans: Benefit Options

• Lump-sum or partial-sum

• Fixed installments

• Variable installments

• Lifetime annuities

• Term-certain annuities

• Rollover to IRA or other qualified Plan

• Combination of options above (all or portion)
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Comparison of New-Hire Lump-Sum 
Distribution/Rollover After 10 Years

Assumptions:
• Starting annual salary: $65,000

• Annual salary increases: 2%

• Contributions: MPPP=21%, FPPA=16%

• Assumed investment return: MPPP, 8% compounded; FPPA, 5% added to contributions

• Investment period: 10 years

MPPP FPPA

Total Contributions $ 149,464 $ 113,877

Investment Return 75,747 5,694

Total $ 224,937 $ 119,571

Difference $105,366
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Participant Services

• Local Board of Trustees

• InSight Employee Benefit Communications
– Independent education and advice provider

– Registered Investment Adviser

– On-site education and advice

– Customized for Aurora-Police MPPP

– Local office

• Milliman Web Site

• Quarterly newsletter
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FPPA Statewide Money Purchase Plan

• Participant Services
– Fidelity Investments

• Online

• Telephone CSR

• Local sales centers (Park Meadows, Downtown)

– Quarterly newsletter
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Is FPPA MPP best for me?

• Considerations
– Local control (MPPP-Participant centered) vs. 

statewide Board (FPPA-Plan centered)

– Objectivity

– Services

– Expenses
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Available Asset Classes

Common (MPPP and FPPA)

• Large Cap Core

• Large Cap Growth

• Large Cap Value

• Small Cap Value

• Mid Cap Growth

• Core Bond

• Stable Value

Exclusive to MPPP

• International Value

• International Growth

• Emerging Markets

• Commodities

• Global Real Estate

• High Yield Bond

• Inflation Protected Bond
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Expense and Performance Comparison

3‐Year Annualized Average Return

5‐Year Annualized Average Return

Performance as of period ending 12/31/2010.  Source: Morningstar
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Expense and Performance Comparison

3‐Year Annualized Average Return

5‐Year Annualized Average Return

Performance as of period ending 12/31/2010.  Source: Morningstar
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Expense and Performance Comparison

1‐Year Annualized Average Return

3‐Year Annualized Average Return

5‐Year Annualized Average Return

Performance as of period ending 12/31/2010.  Source: Morningstar
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MPPP Exclusive Asset Classes
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FPPA Exclusive Asset Classes

26



2/15/2011

14

Target Date Performance Comparison

3‐Year Annualized Average Return

5‐Year Annualized Average Return

Performance as of period ending 12/31/2010.  Source: Morningstar, Wurts & Associates.
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Target Date Performance Comparison

3‐Year Annualized Average Return

5‐Year Annualized Average Return

Performance as of period ending 12/31/2010.  Source: Morningstar, Wurts & Associates.
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Target Date Performance Comparison

3‐Year Annualized Average Return

5‐Year Annualized Average Return

Performance as of period ending 12/31/2010.  Source: Morningstar, Wurts & Associates.
29

Target Date Performance Comparison

3‐Year Annualized Average Return

5‐Year Annualized Average Return

Performance as of period ending 12/31/2010.  Source: Morningstar, Wurts & Associates.
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Target Date Performance Comparison

3‐Year Annualized Average Return

5‐Year Annualized Average Return

Performance as of period ending 12/31/2010.  Source: Morningstar, Wurts & Associates.
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Target Date Performance Comparison

3‐Year Annualized Average Return

5‐Year Annualized Average Return

Performance as of period ending 12/31/2010.  Source: Morningstar, Wurts & Associates.
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Distribution of Returns
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Questions?

Presented by Rick Rodgers, AIF®

January 26, 2011


