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2012 Contribution Rate Letter
There is a whole lot more to the 
contribution rate letter than just 
the contribution rate:
• Description of Fund 

Restructuring
• Summary of your Actuarial 

Valuation results
• Calculation of  your city’s 

Contribution Requirements
• Detailed calculation of your 

city’s actuarial value of assets
• Historical accumulation of the 

MAF/BAF balance
• Reconciliation of the Full 

Retirement Rate from the prior 
Actuarial Valuation Report

• GASB compliance data
• If applicable, an explanation of 

Phase-in Rates with 
restructuring 2



The Most Frequently Asked Question:  
What Is this Net Pension Obligation Stuff?
A Net Pension Obligation, 
or Net Pension Asset, is 
the result of paying less 
or more than the Annual 
Required Contribution 
(ARC), and must be 
disclosed in your financial 
statements.

Later in the Contribution 
Rate Letter, in the GASB 
Compliance Data, Notes 
to Financial Statements 
section, is a sample that 
will guide you through 
calculation of the annual 
pension cost and net 
pension obligation/asset.
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Early Implementation of 
2012 Contribution Rate

2011 Rate (ARC):
Normal Cost 8.98%
Prior Service 5.31%
Total Retirement Rate 14.29%
Supplemental Death Benefit 0.21%
Total Combined Contribution 14.50%

October 2011 Rate:
Normal Cost 8.36%
Prior Service 5.19%
Total Retirement Rate 13.55%
Supplemental Death Benefit 0.21%
Total Combined Contribution 13.76%

New NPO is difference between the ARC, 
14.50%, and the lower amount paid for 
the three months, 13.76%. This amount 
(in dollars), assuming no other NPO 
exists for the City, would be reflected in 
the City’s financial Statements, and 
amortized over the City’s remaining 
amortization period.
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SB 350
This portion of 
the rate letter is 
included to provide 
a high-level  
explanation of how 
the three separate 
funds (ESF, MAF, and 
CSARF) were 
combined to form 
the Benefit Accum-
ulation Fund (BAF).
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Executive Summary:
Key Take-Aways
Actuarial accrued liability (AAL):  The 
present value of projected benefits 
attributable to service already 
rendered.

Actuarial value of assets (AVA):  The 
market value of assets held for the 
city, adjusted for deferred gains or 
losses, used for funding purposes.

Unfunded actuarial accrued liability 
(UAAL):   AAL – AVA = UAAL.  The 
portion of liability being amortized 
over time. The fact that a city has a 
UAAL does not mean that your plan is 
underfunded.

UAAL as % of pay:  A measure of the 
plan’s solvency. Expressing it as a 
percentage of covered payroll helps 
indicate its relative size.  A downward 
trend is desirable.

GASB #27 Funded ratio:  AVA AAL = 
funded ratio.  A traditional measure of 
plan funded status.  More important 
than the percentage is an upward trend 
over time. 6



Calculation of Contri-
bution Requirements:
Key Take-Aways
The middle and left columns really show 
the impact of fund restructuring on your 
city. In this example:

• Line 4.d, Total actuarial accrued 
liability increased as liability was 
transferred back to the city from CSARF

• Line 5, Actuarial value of assets also 
increased as assets transferred back 
from CSARF and city received credit on 
the distribution of interest reserves

• Line 6, This resulted in a net decrease 
in the city’s unfunded actuarial accrued 
liability (UAAL)

• Line 7, Also resulted in a net increase in 
the city’s funded ratio (5/4d)

• Line 10.c, Ultimately resulted in a 
lower Full retirement rate

• Line 12, Also note the reduction in the 
supplemental death benefit rate due to 
actuarial assumption changes 7



Development of 
Actuarial Value of Assets:
Key Take-Aways

• Lines 1–3 show the normal cash 
flows into and out of the MAF that 
you are used to seeing.

• Lines 4-6 show the creation of the 
Expected BAF balance as of 
December 31.

• Line 7 shows the actual BAF balance 
as of December 31.

• Note that because the return of 
interest reserves was done as an 
interest credit, only 10% is 
recognized this year (Line 9).

• The remainder of the interest 
reserves distribution is an asset of 
the city reflecting deferred gains 
that can cushion the impact of 
lower-than-expected future 
investment returns.
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Historical Accumulation Chart —
Another View of the Numbers Shown in the Calculation 
of the Actuarial Value of Assets (AVA)
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Valuation-to-valuation rate change 
comparison:  an explanation of each of 
the areas of change is presented 
immediately following this table in your 
rate letter.

With the adoption of a new 
actuarial assumption set, cities should 
see a more stable contribution rate 
from year-to-year.

• Benefit changes: relates to modifications to 
plan of benefits.

• MAF crediting rate:  relates to annual interest 
credit different than assumed.

• Contribution lag/phase in: “lag” is due to time 
difference between valuation and when rate 
paid.

• Payroll growth: amortization payments 
calculated assuming 3% annual payroll growth.

• Normal cost: portion of the retirement rate is 
directly linked to the age and service 
characteristics of the active group of employees.

• Liability growth: larger or lower than expected 
change in overall plan liabilities.  Two key 
drivers are individual salary change and 
turnover. 

• SB 350/Assumption Changes: combined impact 
of SB 350 (decreases)and actuarial assumption 
changes (likely increases)

• Reserve distribution interest credit: rate 
change associated with reserve fund distribution 
smoothed interest credit (10% recognized/90% 
deferred). 10



Annual Pension Cost and 
Net Pension Obligation
• If you have paid less than the Annual 

Required Contribution (ARC) by 
paying either the phase-in rate, or 
early implementation of the 2012 
rate, you will have a Net Pension 
Obligation (NPO).

• In order to “zero out” a Net Pension 
Obligation, your contributions during 
the year will have to equal your 
Annual Pension Cost (line 4) plus 
your beginning Net Pension 
Obligation (line 7). 

• In the example to the right, the city 
would have to contribute $32,257 
($12,257 + $20,000) in order to have 
no Net Pension Obligation at the end 
of the year.  

• If your city was paying the phase-in 
rate the monthly payment would be 
$833.33 (line 5/12 months).  In 
order to pay off the NPO, the city 
would have to contribute $2,688.08 
((line 4 + line 7)/12 months).
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Comparison of Valuation Results Before 
and After Fund Restructuring
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TMRS Plan Change Study:
7%, 2 to 1 plan with Annually Repeating 
USC and COLAs
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Projection Report:
Present Plan of 
Benefits
• Contribution Rate stability 

is the goal we have been 
pursuing for the last four 
years.

• Notice that the top chart 
shows the rates remaining 
flat from year to year, 
assuming the actuarial 
assumptions are met.

• Also notice that, in the 
bottom chart, the 
projected funded ratio 
improves each year, again 
assuming the actuarial 
assumptions are met.
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Projection Report: 
Lower Annually Repeat-
ing benefits to 75% USC 
and 50% CPI COLA
• If a city decides it still needs to 

lower the contribution rate, 
incremental steps can be taken to 
achieve this goal, while still 
preserving the structure of the 
benefits (annually repeating USC 
and COLA in this example).

• By taking one step down (from 
100% USC with Transfers and 70% 
CPI COLA in the present plan) on 
both the USC and COLA, this city 
lowered their rate by almost 6% of 
payroll, while maintaining 
annually repeating benefits.

• The city is still advance funding 
the USC and COLA, while keeping 
the funded ratio moving in a 
positive direction. 15



Projection Report:
Change to Ad Hoc USC 
and COLA (assumes only 
one adoption)
• If the same city were to keep 

the benefits at the same level 
(100% USC including Transfers 
and 70% of CPI COLA), but 
change to an Ad Hoc 
adoption, it has a much larger 
impact on the contribution 
rate.

• But this example assumes the 
city only adopts the Ad Hoc 
benefits once; the 
presumption here is that the 
benefits are not adopted 
again in the future.
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Projection Report:
Change to Ad Hoc USC 
and COLA (assumes 
yearly adoption)
• If the same city were to keep the 

benefits at the same level (100% 
USC including Transfers and 70% 
of CPI COLA), but change to an 
Ad Hoc adoption, and also 
wanted to do this every year 
going forward, you can see that 
this does not promote 
contribution rate stability.

• The contribution rate would be 
expected to increase every year, 
and at some point in the future 
would be greater than if the city 
had remained on an annually 
repeating benefit.

• Also notice that the city’s funded 
ratio would continue to decline 
with each adoption of the Ad Hoc 
benefits. 17



QUESTIONS?
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