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Defined Benefit vs. Defined Contribution

BenefitsBenefits ContributionsContributions
Administrative

Costs
Administrative

Costs
Investment
Earnings

Investment
Earnings= + -

Defined Benefit plans provide a fixed monthly benefit. Contributions will increase if investment
earnings are less than an assumed amount and will decrease if earnings exceed an assumed amount.

Defined Contribution plans provide benefits that will vary with investment earnings. The
contribution amount is fixed.

Regardless of the type of retirement program, benefits will be based on contributions plus investment
earnings less administrative costs.
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Comparison of DB & DC Features

Defined Benefit Plans Defined Contribution Plans

Investment Risk Maintained by Sponsor Maintained by Employee

Participant’s Retirement 
Benefit

Fixed Benefit Variable Benefit

Employee Cost Fixed Rate Fixed Rate

Employer Cost Variable Cost Fixed Rate

Benefit Accrual Pattern Accruals are relatively small early and 
relatively large near retirement

Accruals are more consistent throughout 
career

Advantaged Participants Employees closer to retirement Employees further from retirement

Retention & Portability Greater retention of employees (due to 
valuable accruals near retirement)

Greater portability for employees (due to 
more valuable early accruals)

Subsidized Early 
Retirement

Available Not Available

Understandability Generally considered difficult for 
employees to understand

Generally considered easy for employees to 
understand

Post Retirement Risk Participant can’t outlive benefits Participant must manage post-retirement 
mortality risk
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Defined Contribution vs. NDPERS Defined Benefit Plan
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Current Contribution Rate
Ratio of DC to DB benefits at later of Termination or Normal Retirement Age

Service at Termination

5 10 15 20 25 30 35 DC Plan Inputs

A
ge

 a
t 
H
ir
e

20 1765% 1256% 904% 660% 306% 145% 108% Pre‐retirement return 8.00%

25 1201% 863% 629% 462% 214% 102% 118% Post‐retirement return 8.00%

30 818% 591% 434% 320% 149% 110% 130% Total EE + ER contribution 14.12%

35 556% 404% 298% 220% 102% 121% 147% Valuation salary scale

40 379% 276% 204% 151% 112% 136% 170% Valuation mortality (blended 50/50)

45 258% 188% 139% 103% 125% 156% ‐

50 175% 128% 95% 115% 144% ‐ ‐

55 119% 87% 106% 132% ‐ ‐ ‐

60 81% 97% 121% ‐ ‐ ‐ ‐
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Defined Contribution vs. NDPERS Defined Benefit Plan
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Contributions Equal Normal Cost
Ratio of DC to DB benefits at later of Termination or Normal Retirement Age

Service at Termination

5 10 15 20 25 30 35 DC Plan Inputs

A
ge

 a
t 
H
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e

20 1289% 917% 660% 482% 223% 106% 79% Pre‐retirement return 8.00%

25 877% 630% 459% 337% 157% 74% 86% Post‐retirement return 8.00%

30 597% 432% 317% 234% 108% 80% 95% Total EE + ER contribution 10.31%

35 406% 295% 218% 161% 75% 88% 107% Valuation salary scale

40 277% 201% 149% 110% 82% 99% 124% Valuation mortality (blended 50/50)

45 188% 137% 102% 75% 91% 114% ‐

50 128% 94% 70% 84% 105% ‐ ‐

55 87% 64% 77% 96% ‐ ‐ ‐

60 59% 71% 88% ‐ ‐ ‐ ‐
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Defined Contribution vs. NDPERS Defined Benefit Plan
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Post-retirement Longevity Risk Transfer
Ratio of DC to DB benefits at later of Termination or Normal Retirement Age

Service at Termination

5 10 15 20 25 30 35 DC Plan Inputs

A
ge

 a
t 
H
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e

20 919% 654% 471% 344% 153% 70% 52% Pre‐retirement return 8.00%

25 626% 449% 328% 241% 107% 49% 59% Post‐retirement return 4.00%

30 426% 308% 226% 167% 74% 55% 68% Total EE + ER contribution 10.31%

35 290% 211% 155% 114% 51% 63% 80% Valuation salary scale

40 197% 144% 106% 78% 58% 74% 96% Valuation mortality (blended 50/50)

45 134% 98% 73% 54% 68% 89% ‐

50 91% 67% 50% 63% 81% ‐ ‐

55 62% 46% 58% 75% ‐ ‐ ‐

60 42% 53% 69% ‐ ‐ ‐ ‐
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Defined Contribution vs. NDPERS Defined Benefit Plan
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Unfavorable Investment Performance
Ratio of DC to DB benefits at later of Termination or Normal Retirement Age

Service at Termination

5 10 15 20 25 30 35 DC Plan Inputs

A
ge

 a
t 
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e

20 415% 309% 233% 178% 91% 47% 37% Pre‐retirement return 6.00%

25 310% 233% 178% 136% 69% 36% 41% Post‐retirement return 4.00%

30 232% 176% 135% 103% 53% 41% 47% Total EE + ER contribution 10.31%

35 173% 132% 101% 78% 40% 46% 56% Valuation salary scale

40 129% 99% 76% 59% 45% 54% 67% Valuation mortality (blended 50/50)

45 97% 74% 57% 44% 53% 65% ‐

50 72% 55% 43% 51% 63% ‐ ‐

55 54% 41% 50% 61% ‐ ‐ ‐

60 40% 48% 59% ‐ ‐ ‐ ‐
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Defined Contribution vs. NDPERS Defined Benefit Plan
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Favorable Investment Performance
Ratio of DC to DB benefits at later of Termination or Normal Retirement Age

Service at Termination

5 10 15 20 25 30 35 DC Plan Inputs

A
ge

 a
t 
H
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e

20 2814% 1918% 1325% 932% 381% 160% 115% Pre‐retirement return 10.00%

25 1747% 1202% 842% 596% 244% 102% 126% Post‐retirement return 8.00%

30 1085% 752% 531% 377% 154% 111% 140% Total EE + ER contribution 10.31%

35 674% 469% 332% 236% 97% 122% 158% Valuation salary scale

40 418% 292% 207% 148% 106% 137% 183% Valuation mortality (blended 50/50)

45 260% 182% 129% 93% 119% 158% ‐

50 161% 113% 81% 103% 137% ‐ ‐

55 100% 70% 90% 118% ‐ ‐ ‐

60 62% 78% 103% ‐ ‐ ‐ ‐
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