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Objectives for Plan Redesign

- Provide appropriate retirement security for
employees (along with individual savings and
Social Security)

- Provide part of a competitive benefit package
that helps the City attract and retain high quality
employees

» Provide a retirement plan that is sustainable and
fiscally responsible

» Provide a retirement plan that is manageable
from an administrative perspective



Where are we now?

- Actuarial status

- History of contributions
- Unfunded liability
 Cost per employee

» Outlook without changes
- Strong headwinds ahead



Actuarial report

- Normal cost .... Ongoing cost

- Change in valuations

- Assumptions about salary growth

- Assumptions about earnings

- Assumptions about cost of living adjustments




GASB Statement 27 Information

Actuarial UAAL as ARCas %
Actuarial Actuarial Accrued Unfunded Funded Percentage Investment Annual Required of
Fiscal Year ~ Valuation Value of Liability ~AAL/(Surplus) Ratio  Covered of Payroll Earnings Salary Contribution  Covered
Ending Date Assets(a) (AAL)(b) (UAAL) (b)-(a) (a)/(b) payroll[c] ((b-a)/c) Assumption Assumption (ARC) Payroll
June30, 2011 Jan1,2010 43,406,019 51,465,753 8,059,734 84.3% 29,390,069 27.42% 7.50% 3.50% 5,137,384 17.5%
June30, 2010 Jan1,2009 32,235,206 45,852,365 13,617,159 70.3% 26,815,255 50.78% 7.50% 3.50% 5,545,133 20.7%
June30, 2009 Jan1,2008 38,122,589 43,299,578 5,176,989 88.0% 23,660,124 21.88% 7.75% 4.75% 4,496,826 19.0%
June30, 2008 Jan1,2007 32,581,714 39,456,058 6,874,344 82.6% 22,014,626 31.23% 7.75% 4.75% 4,434,811 20.1%
June30, 2007 Jan1,2006 26,171,954 35,045,973 8,874,019 74.7% 20,858,286 42.61% 7.75% 4.75% 4,534,368 21.7%
June30, 2006 Jan1,2005 21,955,160 28,928,380 6,973,220 75.9% 19,437,814 35.87% 8.00% 5.00% 3,823,788 19.7%
June30, 2005 Jan1,2004 17,285,876 24,830,756 7,544,880 69.6% 17,560,911 42.96% 8.00% 5.00% 3,602,700 20.5%
June30, 2004 Jan1,2003 12,239,750 21,983,456 9,743,706 55.7% 15,860,506 61.43% 8.00% 5.00% 3,461,371 21.8%
June30, 2003 Jan1,2002 13,325,856 12,025,924 -1,299,932  110.8% 14,157,734 -9.18% 8.00% 5.00% 1,013,736 7.2%
June30, 2002 Jan1,2001 12,756,086 11,489,990 -1,266,096  111.0% 12,525,048 -10.11% 8.00% 5.00% 921,562 7.4%
June30, 2001 Jan1,2000 12,536,489 10,029,573 -2,506,916  125.0% 11,144,980 -22.49% 8.00% 5.00% 711,147 6.4%

June 30, 2000 Jan1l1,1999 10,625,082 8,837,245 -1,787,837 120.2% 10,567,426 -16.92% 8.00% 5.00% 758,856 7.2%



Liability & Contribution Levels
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History of contributions

* 1099 — 2003
- Contribution rate average = 7.0%

* 2004 — 2009
- Contribution rate average = 20.5%

¢ 2010
» Contribution rate = 17.5%



Required Contributions




Contribution per Employee
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Contribution as Percent of Budget
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Pension Funding Impact on
Employee Pay
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Pension liabilities which burden an organization’s ability to counteract
the effects of inflation and maintain a competitive wage impact all
employees.



Payroll Funding Impact on Employee Pension Benefit
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An organization’s payroll that is restricted from offering wage increases due to

high pension liability also restricts the growth of pension benefits for everyone.



Outlook without changes

» Continued increase in contributions despite
drop in contribution rate

- Drag on ability to increase salaries

- Drag on ability to provide other benefits
(insurance, leave, etc.)

- In some cities, layoffs and service reductions to
fund obligations including pension




Headwinds

- Government Accounting Standards Board
(GASB) pronouncement >> higher
contributions?

- Earnings forecast >> lower than our
assumptions?

 Younger workers >> less emphasis on pension,
more emphasis on salary

- More flexible workforce >> part time without
benefits

« More mobility in labor pool >> more interest in
portable benefits



Existing Defined Benefit Plan

» 100% Funded by City

- Retirement Benefit based on Average Final
Compensation (AFC) — Average of best 3
consecutive yrs of last 10

- 25 yrs service & age 55 w/o penalty
(no reduction)
» 2% X AFC X Years of Service
- Regular Retirement — Age 65
- May be rehired part-time after 9o days
(Maximum of 100 — 8 hr days)



Existing Defined Benefit Plan

Early Retirement

- Early Retirement — Age 55 with minimum of 10
years service (reduction of 5% per yr from age
65)

- Age 62 and 20 Yrs Service — retain insurance at
employee rate (no reduction)

- May be rehired after 9o days



401(a) and 457

+ 401(a) Mandatory 3% employee contribution
401 (a) No employer match

* 457 Voluntary employee contribution up to
$16,000 annually (current IRS limit)

457 No employer match
401 (a) and 457 through ICMA-RC
» 100% vested with 15t contribution



Demographic Profile

Age Years of Service
21-30 03 0-5 254
31-40 218 6-10 162
41-50 166 11-15 104
51-60 109 16-20 20
61+ 35 21-24 39
25+ 33

Average agei1 42
Average Salary w/o Directors and
above- $ 42,197 Average years of service - 9



Planning for the future

Can Retire Can Retire in Totals
Today Next 5 years

2 years w min

age 55

25 years w/ no 16 24 40
min age

Age 62 w/ min 20 3 6 0
years

Age 05 6 23 20
Totals 42 68 110

*Employees may be eligible for more than one retirement option, but have only been counted once in the chart above. For

example, the 17 employees included in the “25 years w/ min age 55” category also qualify for the “25 years w/ no min age”
category but were not included since they had already been included in the “25 years w/ min age 55” category .

Average Salary w/o Directors and above - $49,330.64



Questions to Consider When Making

Changes to Retirement Plan

Eligibility Age?

Length of Service/Tenure?

Replacement Ratio? (80% recommended)

% Funded by City?

COLA?

Healthcare options?

Rehire policy?

Identify stakeholders? (ex. employees, taxpayers, BOMA)
How do we meet workforce and workplace needs?

Does the benefit attract and retain skilled workers?

How will changing demographics and economic conditions
affect plan?

Do benetfits provide adequate retirement security?

Every plan has an objecti vVve



Two Types of Benefits

Defined Benefit (Pension)

» Focus on benefit security
« Some portability through
return of contributions

- Benetfits based on final
years salary - rewards
career employees

- Expenses include actuarial
evaluation , administrative
and investment fees

- Employer Risk

Defined Contribution

Focus on wealth accumulation
Highly portable

Benefits are based upon
accumulated contributions and
earnings

No actuarial valuation is
necessary ; administrative and
investment fees are shifted to the
employee. Employee education
costs may be higher

Employee Risk — EEs generally
poor investors



Statistics

» Defined Benefit Planss
s 84% of FT public employees have access to DB plan; 30% have access to DC plan
= 21% of FT private employees have access to a DB plan; 61% have access to DC plan
= Public employees: DB plans have take-up rate of 94%; DC plans 58%
= Private employees: DB plans have take-up rate of 93%; DC plans 70%

- Salariesi
= Public Sector Employees on average make 10% less than their private sector counterparts
« Vestingi

= 59% 5 years
= 20% 10 years
- Final Average Periodi
s 63% 3 years period
= 21% 5 year period
- COLA’si
= 40% tied to CPI
= 30% automatic percentage increase
s 22% Ad-Hoc
s 6% Investment surplus
s 2% No increases
« Fundingj
= Nationally employer contributions account for about ¥4 of benefits paid to employees
= The vast majority of funds come from earnings
s Employee Contributions make up the rest

BLS, 2009 National Compensation Survey, www.bls.gov/ncs

i Center for State and Local Government Excellence, “Out of Balance”, April 2010, www.slge.org

iMark Olleman, Milliman Inc. “Plan Design”, April 17, 2010

MNational Association State Retirement Administrators, Public Fund Survey, 2008, www.publicfundsurvey.org


http://www.bls.gov/ncs
http://www.slge.org/
http://www.publicfundsurvey.org/
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Retirement Options

Option1 Do Nothing

Option 2 Existing Plan with EE Contribution

Option 3 Revise Existing Plan — Multiplier, Age,
and/or Years of Service

Option 4 TCRS + 3% DC

Option 5 DC plan with no DB

Option 6 Choice of DB or DC with optional
Crossover to DB plan at a specified
point in time



Option 1 0 Do Nothing

Pros Cons

- Attractive benefit for - May not be sustainable
recruitment & retention - May Create large liabilities

- Provides retirement security /difficulty in funding
for employees - Less attractive to “millennials”

- Equitable benefits for who desire portability
workforce

« No additional administrative
burden



Option 2 0 Current Plan with Employee

Contribution

- Keep current plan with 2% multiplier, require
employee contribution®

*Employees leaving prior to vesting will be refunded
contributions with interest



Option 2 0 Current Plan with Employee

Contribution
Pros Cons
- Retain Employee Pension - Lack of Employee Equity in
Retirement Security Contribution rates
- Same Retirement - If No Mandatory 401A
Benefit/Formula for All contribution (less retirement
Employees security)
- Lower City Funding - Additional Administrative
- Recruitment and Retention of Duties

Quality Employees



Option 3 dRevise Existing Plan

- Reduce current multiplier of 2% to 1.5% or 1.6%
or 1.75%?

- Increase Eligibility Age to 677

- Increase required Years of Service?

- Change Average Final Compensation (AFC) from
3 to 5 highest consecutive years?

» Cap % of Income at Retirement/or Lower %
after 25 — 30 years?

« EE Choice — higher multiplier for EE
contribution



Option 3 dRevise Existing Plan
(Reduce Current Multiplier)

Pros Cons

 Cost Savings for City - Recruitment disadvantage If

- City Retains Control of formula is not greater than
Pension Plan as Oppose to TCRS (TCRS more portable)
TCRS - Additional Administrative

« More Flexibility than TCRS Burden

« Superior Employee Benefits - Lower replacement ratio
for Employees if multiplier is - Benefit inequities among
greater than 1.5% & no SS employees
integration « If set too low, future Board

may vote to increase (will have
to “catch up” lag in funding)



Option 3 dRevise Existing Plan
(Increase Eligibility Age)

PROS CONS

- Limited Cost Reduction of - Benefit inequities among
2.7% for City employees
- Safety concerns of Aging
Workforce
 Costs associated with Aging
Workforce
- Additional Administrative
burden

Consideration- Employees will work an additional 2 years



Option 3 dRevise Existing Plan
(Increase Years of Service)

PROS CONS

« Limited Cost Reduction for « Additional Administrative
City burden

- Benefits begin later (more - Benefit Inequities among

funding years) employees



Option 3 dRevise Existing Plan
(Change Final Average Compensation)

PROS

CONS
- Limited Cost Reduction of .4% - Employees receive Lower
for City Monthly Benefit (Employee
- Lower Average Final con). . o .
Compensation (AFC)/Lower  Additional Administrative
burden

Monthly Benefits (Employer
Pro) - Benefit inequities among

employees



Option 3 dRevise Existing Plan
(Cap Retirement Income)

PROS CONS
« Reduce retirement benefit cost - Employees receive lower
for City for EEs working longer monthly benefit if continues
than 25 or 30 yrs working after 25 yrs.
(Employee con)
- Additional administrative
burden

« Reduction of Incentive for EEs
to continue working for City

- Possible negative impact on
EEs w/25 yrs & under 55



Comparison to TCRS:
Ongoing Cost as % of Payroll

TCRS
Base 3yr no early |Retire age|Retire age
plan |averaging |averaging|retirement

Current Plan

(2% multiplier) 11.9% 11.5% 9.6% 9.3% 8.2%
Reduced Plan

(1.5%

multiplier) 8.9% 8.6% 7.2% 7.0% 6.2%

TCRS (1.5%
multiplier) 11.25%

*Above figures represent total contribution (ER+EE). For example, if total
contribution is 11.9% and EE contributes 5%, City will contribute 8.9%)



Option 4 - TCRS + 3% DC

- EE Enrolled on Date of Hire

» 5% EE contribution option

- Regular retirement age 60 or 30 years of service
« Multiple early retirement options

* 1.5% Multiplier

- 5 years average final compensation

+ SS integration

- Option of 5 or 10 year vesting

« Maximum benefit of 90% AFC



Option 4 - TCRS + 3% DC

- Minimum 3% mandatory EE contribution
» City match 3% maximum
Question to consider

- At what ratio does the City want to match
employee contributions? 1:1, 1:2, 1:3, 1:5?



Option 4 - TCRS + 3% DC

Pros Cons
- Portability both with TCRS « SS integration (greatly reduces

and DC monthly benefit

_ - Lose control of retirement plan

» Reduced cost to City - Less guaranteed retirement
« No City administration of income for employees

TCRS « Administration of DC plan

. : : - Cannot employ TCRS retirees

- Competitive retirement benefit full-time

- Extensive training and
education on pension options
for existing workforce

- EE 83.13.137 is based on fiscal year
— more difficult for City
calculation

- Benefit inequities among EEs



Option 5 o DC plan with no DB

- City of Murfreesboro Effective July 1, 2010
= 3% Mandatory EE Contribution
= 3% ER Match
= Additional EE Contribution Voluntary
» ER match up to total of 8%
s 5 year vesting period for ER contributions
- Similar plan is currently offered to Department
Directors and Assistant City Administrators only



Option 5 0DC plan with no DB

Pros Cons

- Portability « Diminished retirement

« Minimal administrative security for employees
burden - Difficult to educate employees

- Shifts all risk to employees « Income replacement ratio may
(employer pro) not be adequate

- More attractive to Generation - Employees may have to delay
Y and Millennials retirement depending on

market conditions and/or poor
investment choices

- Less attractive to Baby
Boomers and Generation X



Option 6 0 Choice of DB or DC with

Crossover Provision at Vesting

- Initially, EE chooses DB or DC plan during
orientation

- At a specific point in time, EE may choose to
change their initial retirement selection

- If EE initial choice is DC, EE may crossover to

DB by buying back years of service using
accumulated DC funds



Option 6 0 Choice of DB or DC with

Crossover Provision at Vesting

» Questions to consider:
= Will DB plan stay the same?
= Will City require mandatory contribution to DB
plan? If so, at what percentage of compensation?
= Will City match DC contributions? If so, at what
percentage of contribution?



Option 6 0 Choice of DB or DC with
Crossover Provision at Vesting

Pros Cons
- Increase employee choice  Administrative burden
« Choices equal higher level of « Multiple Plans
EE ownership - Additional Education for EE
« Desirable recruitment tool - Potentially lessens retention

factor for those who choose DC
due to portability of plan



Concerns and Effects

- No salary increases for 30 months — at some
point, salaries must catch up with market rates
or there will be no recruitment of qualified EEs

« If COF pension is not better than TCRS, City has
no competitive advantage; if plans are equal,
state has competitive advantage due to
portability

 Consider ALL retirement including health
benefits (retiree insurance sunsets June 20,
2011)



Objectives for Plan Redesign

- Provide appropriate retirement security for
employees

- Provide part of a competitive benetfit package
that helps the City attract and retain high quality
employees

» Provide a retirement plan that is sustainable and
fiscally responsible

- Provide a retirement plan that can be easily
administered



