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NCPERS new research series, What is the Cost of Transitioning from a DB Plan to a DC Plan, 

with Rocky Joyner and Cathie Eitelberg of Segal Consulting 

You mentioned the need to shorten the amortization period, typically by how much? (Context- when 

you close a plan, what does that do to the amortization period?  

   Answer: A Florida actuary will encourage you to close the period, and maybe even demand it. In 

general, you are closing the period because good actuarial practice says that when a person is finished 

with their working career, you want the bulk of your liability to be paid off. So if you have a perpetual 

plan, and average age of the group is 45, and the average retirement age is 62, then your average future 

working career is 17 years. So as long as your 17 or a little bit longer, that’s perfectly fine, but if you 

close that period, that average age of 45 is going to get closer and closer to 62. So what you want to do 

instead, is open 17 or 20 year amortization period, close it to a 17 and it ratchets down one year at a 

time, so that by the time the bulk of your folks are retired, you pay for your liability. That’s the structure 

you have to work through. It will vary by plan, depending on the demographics of the group that you’re 

closing the plan on. 

SO there is no simple answer to what a typical amortization period is? 

   Answer: No, but it is something that you as an entity need to consider when you are making this 

change. And the question is, how much of the current liability do we shift into the future, and how far 

into the future do we shift it?  

Did you factor in Social Security costs? 

   Answer: Not in this. Social security costs is a set cost, which is beyond the scope of what we’ve talked 

about today. What we’re doing here is comparing the delivery of mechanism of a DB and a DC plan, 

compared to themselves along. Once you’ve structured your plan, then you do need to face social 

security on top of that, to see what level of benefit you really need to deliver from the entity standpoint. 

But that’s beyond the scope of this discussion 

Could you provide some insight into the cost deferential? It seems the cost of DC plans are less to the 

employer.  

   Answer: The DC plans cost less to the employer predominantly because they’ve lowered the benefit. 

Let me give an example of a plan: the state has a 2% multiplier and you want to convert the 2% 

multiplier to something lower. If you converted the 2% to 1.5% for example, for future accruals, you’d 
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get more savings from that then doing to a DC plan and trying to replicate a 1.5% multiplier. The savings 

from DC plans are born on the backs of the employees.  

To clarify, the administrative expenses? 

   Answer: DB plans have actuarial costs, administrative costs, legal costs; the big differential between 

the 2 types of plans however, are the investment fees. Investment fees in a DB plan, because of the pool 

nature and that investment firms are investing large amounts of money, their per capital dollar cost is 

much less than a DC plan, which is essentially investing a much smaller pool of money and they charge 

on a smaller pool of money type basis. 

                 Both the administrative costs and the investment costs for an individual in a DC plan, even if 

it’s an ideal DC plan (where investments are pooled and professionally managed) the costs are generally 

significantly higher than a DB plan. An average sized DB plan is probably running somewhere from 50-

100 basis points total for both their investments and administrative costs. Where an individual could be 

running anywhere from 2 and above.  

How have public supplemental plans changed as DB plans and benefits have been cut? 

   Answer: That’s an interesting question, but a lot of the entities that run 457 supplemental plans or 403 

(b) plans, the DC plans that are in the public sector, have really been looking at those plans and changing 

the focus of them from supplemental savings to supplemental retirement income plans. And we know 

there is always a lot of discussion about how those 457 dollars are used once distributed, but there’s a 

lot more discussion and implementation of annuity approaches that will turn those dollars into long-

term distributions of retirement, so that the 457 dollars, the DC supplemental dollars, are now seen very 

much as one of the pancakes on the retirement plate.   As opposed to some type of dollars that are 

consumed early on for special purchase, or for a bridge payment to when you end your working life, to 

when Medicare/ Social Security kicks in. As we know, in the public sector, there are individuals who do 

not have social security, so these dollars are even more important going forward, as a retirement 

savings lifetime distribution.   

                     There has been some talk of issue of long term care in retirement. The life expense if you 

will; which tends to be quite large in the last couple of 3 years. A lot of people are encouraging using 

that 457 money to almost self- fund your own long-term care.  

Does the DB/ DC cost comparison include benefit distribution cost for DC plans, i.e. annuity costs, 

distribution costs/ fees? 

   Answer: Yes, it’s all included in the cost of delivering the benefit to the DC plan.  

How can DB plans better share risk with its participants while retaining its secure platform for 

retirement adequacy? 

   Answer:  You’ve seen some good responses to that in some areas of the country where, you 1. Have 

employee contributions in the plan, so the employee has some skin in the game on the DB side, and 2. 

You have some parameters that if the funding gets too far in one way or the other, the employee 

contribution may have to be increased to help pay for the benefit. A recent platform I saw, was they 

take a part of the benefit and have the benefit at risk to a certain extent, with a market prior to 



retirement, and at retirement, it takes over the full risk for longevity. So, there are a lot of new and 

different ways to balance that risk between the employer and the participant.  

                   We’ve also seen cost-of-living options that are tied to either a level of funding or a specific 

rate of return.  

What is the ideal DC plan? 

   Answer: It doesn’t actually exist currently. The ideal plan in the NIRS study, does not exist today in that 

particular form. In a hypothetical ideal DC plan, it still cannot out perform a DB plan because of the 

pooling of the longevity risk. In a DC plan, you don’t know how long you are going to live. It is very 

difficult to predict that by yourself. One entity that has come closer to the “ideal” DC plan: this plan is 

more of a cash balance type arrangement prior to retirement, where the market fluctuations go into the 

cash balance and at retirement, they convert it into a full annuity that is insured by the city, for the rest 

of the person’s life. That is approaching an ideal DC plan, but even it has some issues.  

How are transition costs impacted if a plan is well funded or poorly funded? 

   Answer: If a plan is well funded, the transition costs tend to be lower because they’re just better 

funded. So the plan does not have to take a glide path to lower investment returns because their 

liquidity needs are further out. The glide path is not as steep as when a plan is not as well funded. Since 

it is now frozen and not getting new contributions, it needs to start to make distributions and they need 

to start making those earlier, which means they have to have an investment strategy that has less risk.  

                  The plans that are well funded are talking about this less because they found a way to handle 

the risk. They came through 2008 and are still well funded. It’s the ones that are poorly funded that are 

looking to this as answers.  


