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Best Practice

Reviewing, Understanding and Using the Actuarial Valuation Report and Its Role in Plan Funding
{CORBA) (2013)

The actuarial valuation report has always played an important role as the basic source document for
information regarding actuarially determined contributions' and the funded status of pension and other
post-employment benefit (OPEB) plans. The actuarial valuation report, prepared in accordance with
Actuarial Standards of Practice (ASOP), will soon come to play an even more critical role in the wake of
the implementation of GASB Statement No. 68, Accounting and Financial Reporting for Pensions,
because funding information for pensions will no longer automatically be provided in financial reports.
That is, the actuarial valuation report will soon be the sole source of information for many financial
decision makers desiring to make informed decisions about the funding of pension benefits.

The GFOA recommends that state and local government finance officials and others with decision-
making authority carefully review and understand their actuarial valuation report and use the information
it contains to make policy decisions that ensure that pension benefits are funded in a sustainable manner,
consistent with the pension funding guidelines developed by GFOA and the other major state and local

government professional organizations.’

Reviewing and Understanding the Valuation Report

The purpose of an actuarial valuation is 1) to determine the amount of actuarially determined
contributions (i.e., an amount that, if contributed consistently and combined with investment earnings,
would be sufficient to pay promised benefits in full over the long-term) and 2) to measure the plan’s
funding progress. Key items to consider in reviewing the valuation report include:

* Actuarially Determined Contribution. The actuarially determined contribution represents the
amount needed to fund benefits over time. If the contributions are not fully paid, interest accrues on
the unpaid portion at the plan’s expected long-term rate of return.” Persistent underfunding will
ultimately jeopardize the plan’s sustainability. The GFOA recommends that the full amount of the

actuarially determined contribution be paid to the plan each year.

* Liabilities, Assets, and Funded Ratio. The actuarial accrued liability (AAL) represents the present
value of benefits earned, calculated using the plan’s actuarial cost method. The actuarial value of
assets (AVA) reflects the financial resources available to liquidate the liability. The unfunded
actuarial accrued liability (UAAL) is the difference between the AAL and the AVA. The finded
ratio (AVA/AAL) reflects the extent to which accumulated plan assets are sufficient to pay future
benefits. The GFOA recommends that the funding policy aim to achieve a funded ratio that
approaches 100 percent, with asset smoothing and amortization methods consistent with the

government’s funding policy and ASOP,

e Actuarial Assumptions. Since the future is unknown, actuarial valuations must be based on
assumptions. For an actuarial valuation to be reliable, the assumptions used should reflect the best
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information available, which should be supported by rigorous discussion and analysis. Likewise,
information concerning the demographic characteristics of the covered population needs to be current.

» Historical Information. Certain historical information is especially useful for understanding
fundimng:

e  Multi-year information on the plan’s funding progress that includes the AAL, the AVA, the
funded ratio, and the UAAL as a percentage of payroll, consistent with the government’s funding
policy; and

e Multi-year information on both actuarially determined contributions and actual amounts
contributed (by definition, if actuarially determined annual required contributions are paid
faithfully each year to the plan, the plan should accumulate sufficient resources over time to pay
benefits, regardless of the actuarial cost method selected).

In both cases, the number of periods for which data are presented should be sufficient to allow for the
meaningful analysis of trends (e.g., 6 to 10 years and longer if available).

e Actuarial Comments. Actuarial Standards of Practice (ASOPs) require actuaries to make certain
disclosures in their reports. These disclosures are commonly presented as comments intended to help
users understand the report and include: 1) the report’s intended purpose; 2) cautions regarding risk
and uncertainty; and 3) constraints regarding the use of the report for other than its intended purpose.
In addition, if a prescribed assumption or method is used that the actuary believes is unreasonable or
conflicts with the ASOPs, the actuary has a duty to disclose that fact in the report. *

¢ Information Needed to Prepare Financial Reports. The actuarial report may also provide all of the
information needed to prepare the government’s financial reports in conformity with generally
accepted accounting principles (GAAP) or legal or contractual requirements. This information may
be provided as part of the valuation report or through a separate actuarial report.

e QOther information. An actuarial valuation report also may include: 1) projections of future
contributions and funded status; 2) an analysis of the impact of potential changes in actuarial
assumptions; and 3) the impact of economic volatility on the plan’s contributions and funded ratio.’

Using the Actuarial Report to Make Appropriate Decisions

The information contained in an actuarial report is complex and can be difficult to understand for those
who are not accustomed to working with this kind of information. For this reason, simply providing a
copy of the actuarial report to decision makers does not ensure that everyone has a full understanding of
its short-term and long-term implications. In most governments, the finance officer is in the best position
to communicate the contents of the actuarial report, as the finance officer is familiar with the nuances of
the actuarial report and is also intimately familiar with the organization’s financial situation. Accordingly,
the first step toward using an actuarial report to make appropriate decisions is for the finance officer to
communicate the information the report contains to decision makers and the general public in a clear and
understandable manner. Effective communication is especially important when changes to benefits are
being considered.

To draw full benefit from the information contained in an actuarial report, the review of the information it
contains must be followed by appropriate action steps:
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¢ Making Required Contributions. The key purpose of an actuarial valuation is to inform plan
sponsors of the amount that needs to be contributed each year to adequately fund benefits.
Consequently, the first action step is to take appropriate steps to ensure that actuarially determined
contributions are faithfully paid to the plan each year. If those contributions are not made, follow-up
action should be taken to understand the underlying cause of the underfunding and to resolve it.

¢ Assessing Funding Progress. Historical information should be used to assess funding progress (e.g.,
Is the plan’s funded ratio improving over time? Is the rate of improvement consistent with the
employee’s funding policy?).

¢ Mitigating Risks. Information from the actuarial valuation can help to uncover risk exposure related
to the funding of benefits. Decision makers should identify those risks and take appropriate and
timely action to mitigate them. For example, if the valuation shows a high degree of asset volatility,
it may be prudent to lower that volatility through adjustments to asset allocations or by other means,
such as examining the methodology used to determine the actuarial value of assets.

¢ Ensuring Reliable Data. For an actuarial valuation to be reliable, the underlying data must be
reliable as well, including the demographic information related to plan members, the economic
information related to investment returns and payroll growth, and the detailed descriptions of current
benefits. Employers should work closely with the actuary to ensure that reliable information is
provided in a timely manner,

e Validating Methods and Assumptions through Experience Studies, The reliability of an actuarial
valuation also depends on the use of reasonable methods and assumptions. Experience studies,
performed no less frequently than every five years, can help to ensure the assumptions are in line with
the plan’s demographic and economic experience, or can be used as a guide to make necessary
changes. Likewise, a comprehensive audit of the plan’s actuarial valuations performed by an
independent actuary at least once every five to eight years can be used to evaluate the appropriateness
of the actuarial methods, assumptions, and their application.

Notes

' The new GASB standards no Jonger use the term “annual required contribution” or “ARC.” Instead, the
new standards refer to the disclosure of an “actuarially determined contribution.”

? Guidelines for Funding Defined Benefit Pensions, GFOA best practice, 2013,

? The long-term expected rate of return is significantly higher than the short-term rates used in operating
funds.

* Actuarial Standards Board, Actuarial Standards of Practice No. 41 , Actuarial Communications,
December 2010.

* California Actuarial Advisory Panel, Model Disclosure Elements Jor Actuarial Valuation Reports on
Public Retirement Systems in California, December 2011,
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Iiitrodwction

This report has been prepared for the City of Franklin (the "City") by Acuff & Associates, Inc.

to:

L. Present the results of a valuation of the City of Franklin Employees' Pension Plan (the
"plan™) as of January 1, 2013

2. Review experience under the plan for the period ended December 31, 2012

3. Provide to the City the recommended contribution under the plan for the City's fiscal year
beginning July 1, 2013

4. Provide reporting and disclosure information for government agencies and other interested
parties

This report shows the results of four classifications or tiers of pension benefits for employees
Tier one: employees hired before July 1, 2006
Tier two: employees hired between July 1, 2006 and February 15, 2010
Tier three: employees hired after February 15, 2010 who elected to contribute to the
defined benefit plan.
Tier four: employee hired after February 15, 2010 who elected to contribute to a defined
contribution plan. This valuation holds no liability for this group due to the possibility of
them joining the plan at a later date.
Note: It appears the contribution to the 401(a) Plan is covering the Tier 4 expected
benefit that could accrue for them under the provision of the defined benefit Plan.

This report is divided into the following three sections:

Section 1 contains the results of the valuation. It includes the experience for the plan year ending
December 31, 2012, the current annual costs, plan reporting, and disclosure information.

ACUFF & ASSOCIATES, INC. 2 COFDBI] 2013 Valuation.docx



Introduction

Section 1.4 shows the determination of the City's recommended contribution for the fiscal year
beginning July 1, 2013.
07/01/2013 4 Quarterly
Contributions
Recommended Contribution $3,927,441 $4,033,372
As a Percent of Expected Covered Payroll 13.59% 13.95%

Section 1.5 provides GASB (Government Accounting Standards Board) Statement Numbers 5

and 27 Information.

Section 2 summarizes the plan’s provisions, provides information relating to the plan’s
participants, and describes the funding methods and actuarial assumptions used in determining

APV |
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actuarial liabilities and COStS.

Section 3 contains historical information and active participant demographic tables.

ACUFF & ASSOCIATES, INC.
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Actuarial Certification

The information and valuation results shown in this report are, to the best of our knowledge,
complete and accurate. The information presented in this report is based upon the following:

@

®

L

Employee census data as of January 1, 2013, submitted by the City, which appears to be
reasonable and sufficient for the purpose of this report

Asset information as of December 31, 2012, reported by U.S. Bank Corporate Trust, which
appears to accurately represent the assets of the plan

Actuarial assumptions and methods, which, individually and in combination, represent our
best estimate of anticipated experience under the plan

Actuarial assumptions, which are reasonable and relate to the experience of the plan

Interpretation of plan provisions as summarized in this report

The amounts presented in the exhibits of this report were determined in accordance with
generally accepted actuarial methods and practices and fully disclose the actuarial position of the
plan. Reliance was placed on participant and financial information as listed above.

The undersigned are available to answer any questions with respect to this report.

Respectfully submitted,

Acuff & Associates, Inc.

o s @m@//{

Date Signed David F. Kays, ASAMAKA
. {
e
Date Signed Lucian B. Acuff, ASA AN
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Executive Summ'ary of Principal Valuation Results

A summary of the principal valuation results from the current valuation and last year's valuation

follows:

Summary of Data
Number of Participants Included m Valuation
Active Participants
Vested Terminated Participants
- Disabled Participants
Retired Participants and Beneficiaries
Total

Expected Covered Payroll for Participants
Included m the Valuation

Summary of Actuarial Results

Present Value of Benefits

Actuarial Accrued Liability

Unfimded Actuarial Accured Liability
Normal Cost’

Normal Cost Rate

Recommended Contribution Paid Quarterly
As a Percent of Payroll

Surmmary of Actuarial Value
of Assets and Actuarial Present
Values on the Valuation Date

Actuarial Value of Plan Assets on the

Valuation Date
Actuarial Present Value of Accumuilated

Plan Benefits
Funding Ratio

ACUFF & ASSOCIATES, INC.

$

$

Actuarial Valuation as of

01/01/2012 01/01/2013
591 572
114 123
4 4
121 128
830 827
29,869,786 $ 28,902,947

95,385,041 $ 100,398,225

78,081,270 82,610,248
22,839,803 19,077,783
1,908,874  $ 1,988,187
6.39 % 6.88 %
4251668 $ 4,033,372
14.23 % 13.95 %

55,241,467 $ 63,532,465
64,505,222 $ 69,278,944

85.64 % 91.71 %

COFDB1 2013 Valuation.docx



Section 1 — Sumﬁxary of Valuation Results

This section sets forth the results of the actuarial valuation.

Section 1.1 shows the development of assets.

Section 1.2 shows the calculation of normal cost.

Section 1.3 shows the actuarial experience.

Section 1.4 shows the development of funding alternatives.

Section 1.5 shows the accounting information as required by Government Accounting Standards
Board Statement Numbers 5 and 27.
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Reconciliation of Assets

Sectionnll.vl — Assets

The following is a summary of the asset information as submitted by US Bank.

Market Value of Assets as of January 1, 2012

2. Contributions and Disbursements

a. Employer Contributions
b. Employee Contributions
¢. Benefit Payments

d. Expense

e. Transferred

£ Net

3. Investment Income
a. Interest/Dividends
b. Realized Gamv/(Loss)
c. Unrealized Gain/(Loss)
d  Other Adjustments
e. Net Investment Income/(Loss)

o

(1)+@H+Ge)

5. Employee Contributions Receivable
Employer Contributions Receivable
Actuarial Value of Assets as of
December 31, 2012 (4) + (5) + (6)

8. Rate of Return

9. Rate of Return Net of Expenses

ACUFF & ASSOCIATES, INC.

Market Value of Trust as of December 31, 2012

@

5

55,241,467

3,188,751
335,123
(2,881,112)
(101,670)
0
541,092

na
n/a
n/a
n/a

6,686,989

62,469,548

0

1,062,917

63,532,465

12.05 %
11.85 %

COFDB1 2013 Valuation.docx
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ecfion 1.2 — Normal Cost

The following schedule shows the development of the Normal Cost at the current valuation date.

Entry Age Normal (EAN)

1. Actuarial Accrued Liability
a. Active Participants
Cash Balance Accounts

Vested Termmated Participants
Disabled Participants

Total

2. Actuarial Value of Assets

3. Unfinded Actuarial Accrued Liability

I

4. Contriution

a. Normal Cost

b. Expected Employee Contribution

c. Net Normal Cost

d. As a percent of Pay

e. 20 Year Amortization Payment

f January 1, Payment
c. te.

g December 31, Payment
£%1.075

h. Estimated Covered Payroli

i Asa Percent of Covered Payroll

ACUFF & ASSOCIATES, INC.

Retired Participants and Beneficiaries

2013 2012
43,627,534 $ 44,476,284
5,264,055 4,861,047
30,832,962 26,124,448
2,724,281 2,469,205
161,416 150,286
82,610,248 $ 78,081,270
63,532,465 $ 55,241,467
19,077,783 22,839,803
2,137,607 $ 1,969,302
(149,420) (60,428)
1,088,187 1,908,874

6.88 % 6.39 %
1,799,774 2,084,099
3,787,961 3,992,973
4,072,058 4,292,446
28,902,947 29,869,786

14.09 % 14.37 %

COFDBI1 2013 Valuation.docx
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Section 1.3 — Actuarial Experience

Under the funding method employed, actuarial experience is measured by comparing the
Expected Unfunded Actuarial Accrued Liability, as if all actuarial assumptions had been met, to
the Actual Unfunded Actuarial Accrued Liability at the valuation date. If the Expected Unfunded
Actuarial Accrued Liability exceeds the Actual Unfunded Actuarial Accrued Liability, there is
an actuarial gain; conversely, if the Expected Unfunded Actuarial Accrued Liability is less than
the Actual Unfunded Actuarial Accrued Liability, there is an actuarial loss.

The Plan experienced an actuarial gain of $3.1 million. $2.5 million was due to assets earning in
excess of 7.5%. The remaining $0.6 million was due to other changes. Note the annual salary for
employees active in both 2011 and 2012 went down 1.1%. The year 2011 had more payroll
periods than 2012 and pay increases were minimal. The Plan also experienced more retiree
deaths than expected.

ACUFF & ASSOCIATES, INC. 10 COFDB1 2013 Valuation.docx



1. Unfinded Actuarial Accrued Liability/(Surplus)
as 0f 01/01/2012

2. Expected Increases During the Year

a. Normal Cost Due at the Beginning
of'the Year

b. Interest for One Year On
(1) Normal Cost
(i) Unfimded Actuarial Accrued

Liability
Total Interest (i) + (i)
c¢. Total Expected Increases (a) + (b)
3. Expected Decreases During the Year

a. Employer Contributions
for the Year

b. Interest on Employer
Contributions from Dates Made to the
End ofthe Year

c¢. Total Expected Decreases (a) + (b)

4. Expected Unfimded Actuarial Accrued
Liability/(Surpius) at End of Year
(1)+(2¢) - (3¢)

5. Actual Unfimded Actuarial Accrued
Liability/(Surplus)

6.  Actuarial Experience Gain/(Loss) for the Year

ACUFF & ASSOCIATES, INC. 11

22,839,803

1,908,874

143,166

1,712,985
1,856,151

3,765,025

4,251,668

159,438

4,411,106

22,193,722

19,077,783

3,115,939

Section 1.3 — (Continued)
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Section 1.4 - Fﬁnding

IRC (Internal Revenue Code) Section 404(a)(1) describes the limitations on tax deductible
contributions to a pension trust, and IRC Section 412 sets forth minimum funding standards for
non-government entities. Since the City is a government entity and tax consequences can be
affected by factors not considered here, we recommend the City seck the advice of counsel with
respect to the tax consequences of any contribution to be made. Furthermore, state tax law may
differ from federal tax law; the amounts determined below may have some tax consequences to

the City and its employees.

On the basis of the valuation as of January 1, 2013, the following is the determination of the
recommended contribution amount for the City's fiscal year beginning July 1, 2013,

The recommended contribution is the Normal Cost plus 20-year amortization of the unfunded
accrued liability, as of January 1, 2012 plus 20-year amortization of any future actuarial gains or
losses, plus interest to the date contributions are deposited. '

Recommended Quarterly Contribution
2013 2012
Valuation Valuation

Recommended Contribution Schedule

1. Normal Cost as of January 1, 2013 $ 1,988,187 $

1,908,874 §

20-year Amortization 1,799,774 2,084,099
Recommended Contribution at January 1, 2013 3,787,961 3,992,973
3. Recommended Contribution July 1, 2013 $ 3,927,441 $ 4,140,002 $
4. Asa Percent of Expected Covered Payroll 13.59 % 13.86 %
5. Interest to December 31, 2013 284,097 299,473
6. Recommended Contribution December 31, $ 4,072,058 $ 4,292 446
7. As a Percent of Expected Covered Payroll 14.09 % 14.37 %
8. Quarterly Contributions
Jhuly 1, 2013 $ 1,008,343 $ 1,062,917
October 1, 2013 1,008,343 1,062,917
Jamnary 1, 2014 1,008,343 1,062,917
Apri 1, 2014 1,008,343 1,062,917
Total 4,033,372 $ 4,251,668
9. As a Percent of Expected Covered Payroll 13.95 % 14.23 %

ACUFF & ASSOCIATES, INC. iz
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Amortization Schedule for Unfunded Actuarial Accrued Liability

Section 1.4 — (Continued)

Date Years Outstanding
Amortization | Remaining | Initial Balance Balance of
Base to Amertize |of Amortization| Amortization Amortization
Amortization Base | Established Base Base Base Payment of Base
Initial Unfimded 01/01/2012 19 $22,839,803 $22,312,382 $ 2,084,099
2012 Loss/(Gain) 01.01/2013 20 (3,115,939) (3,115,939 (284,325}
Total 19,196,443 1,799,774
ACUFF & ASSOCIATES, INC. 13 COFDBI 2013 Valuation.docx
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Section 1.5 %"’(Contin

Actuarial Present Value of Accumulated Plan Benefits

GASB 5 was superseded by GASB 27, but we find GASB 5 information helpful in showing the

actuarial soundness of the plan.

Based on the valuation, the actuarial present value of accumulated plan benefits does not exceed

the actuarial value of pension assets.

The present values shown below were computed based on the actuarial assumptions set forth in
this report (with the modification that no future salary improvements are anticipated) and the

vested portion of the benefits accrued to the valuation date as defined in the plan.

Actuarial Present Value of Earned Benefits

1. Vested Participants

Active Participants

Cash Balance Accounts

Vested Termmated Participants
Disabled Participants

Retired Participants and Beneficiartes
Total Vested Benefits

Non Vested Benefits

Total Accumulated Benefits

° oo o op

P VRN

Funded Ratio

ACUFF & ASSOCIATES, INC.

Net Actuarial Value of Assets Available for Benefits

2013 2012
20,702,646 $ 29,970,791
5,264,055 4,861,047
2,724.281 2,469,205
161,416 150,286
30,832,962 26,124,448
68,685,360 S 63,575,777
593,584 929,445
69,278,944 $ 64,505,222
63,532,465 55,041,467
91.7 % 85.6

COFDRBI 2013 Valuation.doex



Section 2 — Basis of Vaiﬁaﬁon

In this section, the basis of the valuation is presented and described. This information (the
provisions of the plan and the census of participants) is the foundation of the valuation, since
these are the present facts upon which benefit payments will depend.

The valuation is based upon the premise that the plan will continue in existence; therefore, future
events must also be considered. These future events are assumed to occur in accordance with the
actuarial assumptions and concern such events as the earnings of the assets, the number of
participants who will remain until retirement as well as their ages at retirement and their

expected benefits.

The actuarial assumptions and the actuarial cost method (or funding method), which have been
adopted to guide the sponsor in funding the plan in a reasonable and acceptable manner, are
described in this section.

Section 2.1 summarizes the plan provisions.
Section 2.2 describes the actuarial valuation method and shows the actuarial assumptions.

Section 2.3 summarizes the census data used in the valuation.
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Section 2.1 — Summary of Plan Provisions

Name of Plan
City of Franklin Employees' Pension Plan

Plan Sponsor & Plan Administrator
City of Franklin

Trustees
City of Franklin

City of Franklin Employee
Pension and Trust Investment Committee

Human Resource Director, two (2) members of the Board appointed by the Mayor, two (2) City
Employee Representatives elected by the Employee population covered by this Plan, and two (2)
Citizen Representatives who shall be appointed initially by the Mayor.

Effective Date

The plan was originally established effective May 1, 1971. The restated plan document is
effective July 1, 2009. The Plan was last amended effective February 15, 2010.

Plan Year

The plan year is the calendar year.

Eligibility
A full-time employee who works 30 hours or more per week will become an active member on
the first day of the month after meeting the following requirements:

e  Completes one year of continuous service

e  Reaches age 21

¢ An Employee hired on or after February 15, 2010, shall become eligible to participate in the
Plan and become a Participant as of the first day of the month immediately following the
commencement of the Employee’s employment by the City, provided, however, that such
Employee shall be eligible to participate in the Plan only upon his election to participate,

ACUFF & ASSOCIATES, INC. 19 COFDBI 2013 Valuation.docx



Section 2.1 — (Continued)

Credited Service

Credited Service under the plan is based on completed calendar months during which an
Employee has been in continuous employment with the City of Franklin. Periods of absence due
to disability, military service, or approved leave are not considered discontinuance of

employment.

Plan Compensation

Plan Compensation is W-2 Compensation, including deferrals made under this plan as
mandatory pre-tax employee contributions, any amounts made under a cafeteria (§125) plan,
overtime pay, bonuses, holiday pay, fringe benefits (cash or non-cash), deferred compensation,
welfare benefits, and other regular pay. Compensation excludes reimbursements or other expense
allowances, moving expenses, uniform allowances, and supplemental pay for police officers and
firefighters, long-term disability benefits, pay in-lieu-of notice, severance pay, tuition
reimbursements, or automobile allowances.

Average Compensation

Average Compensation” shall mean the average of the Participant’s Compensation over the three
(3) consecutive whole calendar years of a Participant’s Employment during which his
Compensation was the greatest out of the last ten (10) calendar years or over a lesser number of
Years of Employment actually served, provided, however, that for a Participant who was first
hired by the City on or after February 15, 2010, “Average Compensation” shall mean the average
of the Participant’s Compensation over the five (5) consecutive whole calendar years of a
Participant’s Employment during which his Compensation was the greatest out of the last ten
(10) calendar years or over a lesser number of Years of Employment actually served.

Accrued Benefit

Determine in the same manner as Normal Retirement Benefit using Average Compensation and
Service at date of determination.

Participants’ Cash Balance Accounts are the account balances on the date of determination.

Normal Retirement

Eligibility

Normal retirement occurs at age 65 and completion of 5 years of plan participation. With respect
to employees hired before July 1, 2006, normal retirement occurs when they complete 25 years
of service.

ACUFF & ASSOCIATES, INC. 20 COFDB1 2013 Valuation.docx



Section 2.1 — (Conﬁnﬁed

Benefit
For employees hired before July 1, 1995, the benefit formula is the greater of

e 2% of Average Compensation multiplied by the number of years of Credited Service, less
50% of the monthly Primary Insurance Amount provided under Social Security at the time

of retirement, or ‘
e 1% of Average Compensation multiplied by the number of years of Credited Service.

For all retirements and terminations after July 1, 2003, the benefit formula is 2% of Average
Compensation multiplied by the number of years of Credited Service.

Cash Balance Accounts

Cash Balance Accounts include the sum of all pre-tax employee contributions, post-tax
employee contributions, discretionary City contributions, and interest credits.

Early Retirement

Eligibility

Completion of ten years of Credited Service and attainment of age 55 or completion of 25 years
of Credited Service regardless of age.

Benefit

The benefit is determined under the Accrued Benefit formula stated above, which is based on
service and compensation to date and is payable at age 65. A reduced benefit is payable
immediately. The reduction for immediate commencement of benefits is 5% per vear for each
year preceding normal retirement with a prorated adjustment for partial years, rounded to the
nearest month. A participant hired before February 15, 2010 who has attained age 62 with twenty
years of Credited Service will receive an Early Retirement Benefit without reduction.

Participants hired after July 1, 2006 and before February 15, 2010 can retire after age 55 with at
least 25 year of service with no reduction for early retirement.

Participants’ Cash Balance Accounts are the account balances on the Early Retirement Date.

ACUFF & ASSOCIATES, INC. 21 COFDBI 2013 Valuation.docx



Section 2.1 — (Continued)

Late Retirement

Benefit

The late retirement benefit is the greater of the benefit determined under Normal Retirement
above calculated as of the Normal Retirement Date actuarially increased to the late retirement
date, or the benefit determined under Normal Retirement above recognizing pay and service to
the late retirement date.

Participants' Cash Balance Accounts are the account balances on the actual Retirement Date.

Disability Retirement

Eligibility
A participant must be totally and permanently disabled.

Benefit

The benefit is the accrued retirement benefit reduced for early payment or deferred to age 65 if
the participant is not otherwise eligible to receive a benefit.

Vesting

A participant will be vested in his Accrued Benefit accordmg to the following schedule adopted
after January 1, 2003.

Credited Vested Percentage
Service
Less than 5 years 0%
5 years 100%

A participant is 100% vested immediately in all Cash Balance Accounts.

Death Before Retirement

Eligibility
Attainment of age 21 and one year of Credited Service is required to be eligible for this benefit
upon death.

ACUFF & ASSOCIATES, INC. 22 COFDB1 2013 Valuation.docx



Section 2.1 — (Continued)

Benefit

The beneficiary receives the monthly benefit that can be provided by the actuarial present value
of the accrued benefit. If the employee dies before becoming eligible for Early Retirement, the
beneficiary may receive a Lump Sum equal to the actuarial present value of the accrued benefit.

Death After Retirement

No benefit is payable unless an optional form of settlement has been elected. Otherwise, the
benefit is the employee's contributions, plus interest, less the amount of annuity payments paid.

Annuity Forms
The following forms of settlement are available:

Normal Form
e The normal form for the monthly benefit is a life annuity benefit. However, each participant

1iv iXUE

married at retirement who does not elect otherwise will receive a joint annuity in a reduced
amount providing for a 50% continuation to a surviving spouse.

e The normal form for the Cash Balance Accounts is a lump sum. However, it may be
converted to an annuity payable for life with a death benefit refund of the account at the
Participant's Retirement Date, minus the sum of the monthly payments that have been made.

Optional Forms

e  Contingent options at 50%, 75%, or 100% of the benefit being paid to the beneficiary upon
death of the retiree

e Five, ten, and fifteen year certain and life annuities
e  Social Security adjustment option

e  Special option upon request and granted by the City

Contributions

Mandatory Participant Contributions.

Employees and elect to participate who were first hired by the City on or after February 15,
2010, shall make a mandatory contribution to the Plan in an amount equal to 5% of the
Participant’s Compensation. Employees are 100% vested in total accumulated contribution

without nterest.

ACUFF & ASSOCIATES, INC. 23 COFDBI 2013 Valuation.docx



Section 2.1 — (Conﬁnued)

Pre-Tax Employee Confributions

Employees hired before July 1, 1995 may contribute from 3% to 10% on a pre-tax basis to a
Cash Balance Account. For employees hired on or after July 1, 1995, a 3% pre-tax contribution
is required, but an additional contribution up to 7% may be made if elected on a one-time basis.

Post-Tax Employee Contributions
Employees may make a voluntary after-tax contribution of 1% to 10% of annual salary to a Cash
Balance Account.

Discretionary City Contributions
The City may make additional contributions to Participants’ Cash Balance Accounts on a
discretionary basis.

Regular City Contributions
The City will make regular contributions as required to fund the plan.

Interest on Cash Balance Accounts will be credited each year with interest calculated at the rate
for U.S. Treasury Bills as of November 1 of the previous year plus 1%. The minimum interest to
be credited will be no less than 6% per year.

ACUFF & ASSOCIATES, INC. 24 COFDBI 2013 Valuation.docx



Section 2.1 — (Co

The rates used to date are:

ACUFF & ASSOCIATES, INC.

ntin

U

Year Rate

1995 9.08%
1996 7.26%
1997 7.48%
1998 7.11%
1999 6.25%
2000 7.15%
2001 6.78%
2002 6.12%
2003 6.00%
2004 6.12%
2005 6.00%
2006 6.00%
2007 6.00%
2008 6.00%
2009 6.00%
2010 6.00%
2011 6.00%
2012 6.00%

25
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Section 2.2 — Acmarial Basis

What is an Actuarial Valuation?

An actuarial valuation is a mathematical method for measuring the liabilities under a pension
plan and for determining a schedule of contributions to finance the plan. The actual cost of a
pension plan cannot be determined until its entire experience is complete; however, actuarial
techniques determine a pattern of contributions that will finance the liabilities in an orderly
fashion. Assumptions are made regarding future experience with regard to the rate of investment
return on invested funds; the probability of death, disability, or other termination from
employment; the rate of future salary increases; etc. The set of actuarial assumptions and the
valuation method selected by the actuary become the basis for making a valuation of the pension
plan. The degree of conservatism to be reflected in the actuarial assumptions is a matter of
judgment of the actuary and the City offering their best estimates of anticipated experience under

the plan.

An actuarial valuation does not determine ultimate pension plan costs; only the actual experience
with regard to the many variables involved will establish the true cost of the plan. An actuarial
valuation, however, reveals the year to year incidence of contributions necessary to soundly fund
pension benefits. The incidence of contributions, also known as funding schedule, may be
increasing, level, or decreasing from year to year as a percentage of payroll, depending on the
actuarial funding method utilized. Annual actuarial valuations are made to adjust contributions
gradually as actual experience emerges. Changes in the assumptions may be required if the
experience consistently departs from the valuation assumptions.

Description of Valuation Method-Entry Age Normal

Actuarial Liabilities and contributions shown in this report are computed using the Entry Age
Normal method of funding.

A detailed description of the calculation follows:

A Normal Cost is the annual amount that would have to be paid for each member from his
original date of entry (employment) to his assumed retirement (termination, disability, or death)
date in order to fund his projected benefits, over the whole of his working life (membership in
the plan). This computation is made in such a way that each year's annual payment is a Jevel

dollar.

The Unfunded/(Surplus) Actuarial Accrued Lisbility is determined by calculating the Present
Value of Projected Benefits at that date, and subtracting the Present Value of Future Normal
Costs, as determined above, together with any applicable assets of the Fund.

A Past Service Contribution (amortization payments) is calculated as the amount needed to fund
the Initial Unfunded Actuarial Accrued Liability plus any changes in the Unfunded Actuarial
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Section 2.2 — (Continued)

Accrued Liability due to plan changes, assumption changes or actuarial experience gain/(loss),
together with interest thereon, in equal annual installments as required by the regulations.

Active participants are treated for funding purpose as terminated participants due to the ceasing
of benefit accruals. Therefore, there is no normal cost, and the actuarial accrued liability is equal

to the present value of their benefits.

Economic Actuarial Assumptions

Interest

Funding rates:

Pre-Retirement 7.5% per year, compounded annually, net of expenses
Post-Retirement 7.5% per year, compounded annually, net of expenses

Projected Salary Increase

Salaries are assumed to increase at 3.5% per year.

Cost of Living Increase
Post-Retirement Benefit Increase is assumed to increase at 2.0% per year.

Demeographic Actuarial Assumptions

Healthy Mortality

Male: SOA - RP 2000 Mortality Table for males with blue collar adjustment
Female: SOA - RP 2000 Mortality Table for females with blue collar adjustment
Post Disablement Mortality

Male: PBGC for Unhealthy Lives Table for males

Female: PBGC for Unhealthy Lives Table for females

See the Table at the end of this section for selected rates.
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on 2.2 — (Continued)

Secti

Termination or Withdrawal from Service

Male: Twice the T-3 Table less 1951 Group Annuity Table for males
Female: Twice the T-3 Table less 1951 Group Annuity Table for males

See the Table at the end of this section for sample values.

Age at Retirement
See the Table at the end of this section for sample values.

Pessibility of Disability
Male: 100% of UAW Table for males
Female: 100% of UAW Table for females

See the Table at the end of this section for selected rates.

Expenses
Reflected in the interest funding rate

Sample Annual Decrement Rates Per 100 Participants

| Attained Disability

! Age Males Females Termination
20 ‘ 0360 0400 13.1550
25 0300 0500 10.5408
30 .0400 0600 9.6624
35 0500 0800 8.9472
40 0700 1000 7.6824
45 1000 1500 6.4298
50 1800 2600 3.0490
55 3600 4900 .6688
60 9000 1.2100 .0000
65 .0000 .0000 0000
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Section 2.2 — (COnﬁnued)

Sample Annual Decrement Rates Per 100 Participants

Attained Healthy Post-Disability
Age Mortality Mortality
Males Females | Males Females

20 0345 0191 4.83 2.63
25 0376 0207 4.83 2.63
30 0726 0293 3.62 237
35 .1087 0519 2.78 2.14
40 1371 .0878 2.82 2.09
45 1793 1387 322 224
50 2412 1963 3.83 2.57
55 4196 2795 4.82 2.95
60 8270 4949 6.03 3.31
65 1.5539 1.0398 6.78 3.70
70 2.6758 1.8634 7.39 4.11
75 43131 3.0887 8.42 4.92
80 7.0547 4.8953 11.28 7.46
85 11.5077 8.3100 16.82 11.28
90 18.1757 13.6686 25.25 16.82
95 25.9466 19.2564 37.89 25.25
100 34.4556 23.7467 56.84 37.89
105 39.7886 29.3116 85.77 56.84
110 40.0000 36.4617 100.00 100.00
115 40.0000 40.0000

120 100.0000 100.0000

ACUFF & ASSOCIATES, INC.
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Section 2.2 — (Continued)

Annual Decrement Rates Per 100 Participants
Retirement Age Assumptions for Al Employees

Retirement Decrements
Attained Age | Unsubsidized’ Subsidized®
Retirement Retirement
50 0 12.5
51 0 12.5
52 0 12.5
53 0 12.5
54 0 12.5
55 10 12.5
56 5 10.0
57 5 7.5
58 5 75
59 5 7.5
60 5 12.5
61 5 12.5
62 25 50.0
63 15 25.0
64 15 25.0
65 ‘ 50 50.0
66 50 50.0
67 50 50.0
68 50 50.0
69 50 50.0
70 100 100.0

! Unsubsidized means that these rates will be used when the retirement benefit is being fully actuarially reduced.
* Subsidized means that these rates will be used when the retirement benefit is not being fully acwarially reduced.
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The right column in the table below is the percentage of participants assumed to have taken
unreduced early retirement benefits. For example, if the first year the participant met the
requirements for unreduced benefits was at age 57, then we expected 20% of them to retire, and
40% the next year, and so on up to 5 years. The assumptions used are the greater of the above
table or the following table. If retirement age is due to earning 25 years of service and attaining
at least age 50, the following table is also used.

Early Retirement Assumptions for Fire and Police

1* Year 20%
2" Year 40%
3™ Year 60%
4" Year 80%
5" Year 100%
Maximum Retirement

Ageis 62 or 25 years of

service

Other Assumptions

Years of Service Subsequent to the Valuation Date

It is assumed that each participant will earn one year of service in each future year.

Assumed Age of Commencement for Deferred Vested Benefits
Age 65

Assumed Age of Commencement for Disabled Benefits
Age 55

Actuarial Value of Assets
Market value plus any employee and /or employer contributions due for the plan year.
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Section 2.3 — Céiﬁsa

Data

Description of Participant Data

The valuation was based on information provided by the City of Franklin as of January 1, 2013.

Active employee information consisted of:

@

]

ACUFF & ASSOCIATES, INC.

Name

Employee Identification Number
Gender

Date of Birth

Date of Hire

2012 Compensation

Compensation was supplied on an Excel file showing each element of the definition of
compensation to reconcile the compensation as reported on the Form W-2 and other reports.

Post-Tax Contributions for 2012

Pre-Tax Contributions for 2012

Mandatory Contribution the pension plan for 2012

Mandatory Contribution to 401a — defined contribution plan for 2012
457 contribution for 2012

Money Purchase Contribution for 2012

32 CCFDB1 2013 Valuation.docx
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Section 3 —-.Siipplemental Information

Section 3.1 shows historical information of the plan.

Section 3.2 presents demographic profiles of active participants.
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Section 3.2 — Active Pa tici[;am Demographic Tables

The following demographic tables are presented for the four classifications of participants.
o  Table A—Annual Eamings by Age Groups

e Table B—Annual Earnings by Service Groups

e  Table C—Service Groups by Age Groups

e  Schedule of Annual Benefits for Non-Active Participants
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