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CITY OF STERLING DISCUSSION
POLICE PENSION FUND

VALUATION OBJECTIVES

The City of Sterling Police Pension Fund provides benefits to members when they retire, die,
become disabled or terminate employment. As with any plan providing these types of benefits,
an appropriate budgeting patiern must be established to enable appropriate funds to be
accumulated to meet all payments when due. The actual cost of the plan can best be
expressed in the foliowing simplistic manner:

ACTUAL COST EQUALS Benefits Paid
Plus
Expenses Paid
Less
investment Income Earned

If the actual cost is incurred on a "pay as you go" basis, then the future generations of
members will be paying for the benefits of current plan participants. Proper financial planning
calls for budgeting the actual cost of the plan over the working lifetime of current plan
membership in order to establish an equitable allocation. An actuarial valuation is the
procedure used to determine an appropriate amount to be contributed to the pension plan each
year in order to attain this equity.

An actuarial valuation is an estimate at a particular point in time of the predicted incidence of
the future benefit costs. Since the total actual cost of the plan is essentially unknown, pre-
funding {budgeting for future benefit costs) requires certain assumptions about future events.
Assumptions are made for such things as salary increases, terminations of participants,
disabiement of participanis, death of participants and anticipated investment earnings. These
assumptions, although not affecting the actual costs of the plan, will affect the incidence of
predicted future costs. For proper funding, it is required that the Actuary select assumptions
which are appropriate in light of the economic, demographic, and legislative environment as
they relate to the pension program. The assumptions we have made concerning these future
events are described more fully in Appendix 2 of this report. Based on these assumptions, a
projection of future benefits was made and a current coniribution level sufficient to provide the
anticipated benefit payments was determined through the use of an actuarial cost method.



CITY OF STERLING DHSCUSSION
POLICE PENSION FUND

VALUATION OBJECTIVES
{Continued)

Selection of the Actuarial Cost Method

An actuarial cost method, sometimes called a “funding method®, therefore, is essentially an
approach to budgeting the estimated future costs. There are many actuarial cost methods
which are available to the actuary and each method operates differently. However, all funding
methods accomplish the same objective—to assign to each fiscal year of the employer the
portion assumed to have accrued in that year. The portion of the actuarial value of benefits
assigned to a particular year in respect of an individual participant or the fund as a whole is
called the normai cost, All funding methods are described by how the normal cost is
calculated.

The actuarial cost method prescribed by the State statutes to determine the statutorily
minimum required contribution for periods on or after January 1, 2011 is the Projecied Unit
Credit Cost Method. Under this actuarial cost method, the ongoing cost as a percentage of total
payroll will increase. In this method, the normal cost is determined by first calculating the
projected dollar amount of each participant’s accumulated benefit under the plan as of both the
first day of the fiscal year and as of the last day of the fiscal year and then determining the
difference between these two amounts. The second step in deriving the normal cost for a given
participant is to multiply the dollar amount of this difference by the actuarial present value of $1
of benefit.

The actuarial cost method selected by our firm fo determine the recommended plan
contribution is the Entry Age Normal Cost Method. Under this actuarial cost method, ideally,
the ongoing cost as a percentage of total payroll should remain fairly stable. In this method, the
normal cost is determined by assuming each participant covered by the plan entered the plan
under the same conditions that will apply to future plan entrants. The annual normal cost
assigned to each year of an employee's career is calculated as a level percentage of the
employees assumed earnings each year. These normal costs accumulate to the present value
of the employee's benefit at retirement age.

Under both the Entry Age Normal Cost Method and the Projected Unit Credit Cost Method, the
total funding of projected benefit costs is allocated between an unfunded liabiiity, representing
past benefit history, and future normal costs. This allocation is based on the assumption that
the municipality will pay the normal cost for each plan year on a regular basis. [t should be
noted that although the term “unfunded liability” is applied to both funding methods, the
resulting amount is_different because of the method of calculation. Another feature of these
methods is that only the unfunded liability is affected by the experience of the plan, and
therefore any adjustments are made in the future amortization payments.

in addition to the methodology changes described above, P.A. 96-1485 also addressed the
valuation of pension fund assets—the second component in the determination of the unfunded
liability. The statute now provides that the actuarial value of a pension fund’'s assets be set
equal to the market value of the assets on March 30, 2011 and that, in determining the actuarial
value of assets after that date, any actuarial gains or losses from investment returns incurred in
a fiscal year be recognized in equal amounts over the 5-year period following that fiscal year.
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CITY OF STERLING DISCUSSION
POLICE PENSION FUND

VALUATION OBJECTIVES
(Continued}

The actuarial valuation process is usually repeated each year and is to a certain extent self-
correcting. As part of these actuarial cost methods, any deviation of actual experience from the
chosen actuarial assumptions will be reflected in future contributions. A complete description of
these actuarial cost methods is explained in Appendix 4 of this report.

Appendix 3 of this report contains a summary of the principal provisions of the applicable
statute.

Despite the statutory language which requires an application of the Projected Unit Credit
method, we feel that funding under this method as a level percenfage of payroll severely
undermines the benefit security of the retirement system and transfers the payment for
currently earned pensions to future generations of taxpayers. For these reasons, our
valuation report presents a recommended minimum contribution which will operate to
maintain the fundamental fiscal soundness of the retirement program, although a
statutorily required contribution has also been calculated. The calculation of the recommended
minimum contribution is based upon an amortization payment of 90% of any unfunded accrued
liabilities as a fevel doliar amount over 30 years from January 1, 2011, the effective date of
P.A. 96-1495. The calculation of the statutorily required contribution is based upon an
amortization payment of 90% of any unfunded accrued liabilities as a level percentage of
payroll over 30 years from January 1, 2011, the effective date of P.L. 96-1485.

Although, | do not agree with the statutorily required level percentage of payroll methodology of
determining the amortization of the unfunded accrued liability, | would be remiss if | did not
advise my funds as to a “statutorily” acceptable calculation under the State law. [ patently
consider the calculation methodology under the statute to be actuarially unsound for funding of
municipaf refirement programs.

Effective for periods beginning after June 15, 1996, the Governmental Accounting Standards
Board has issued Statement No. 25 “Financial Reporting for Defined Benefit Pension Plans and
Note Disclosures for Defined Contribution Plans”. This Statement establishes a financial
reporting framework for defined benefit pension plans that distinguishes between two
categories of information: (a) current financial information about plan assets and financial
activities and (b) actuarially determined information, from a long-term perspective, about the
funded status of the plan and the progress being made in accumulating sufficient assels to pay
benefits when due. The calculation of the Annual Required Contribution (ARC) is described in
paragraph 36f of the Statement and is based upon an amortization payment of any unfunded
accrued liabilities as either a level dollar amount or a level percentage of total payroll over a
maximum of 40 years from the effective date of the Statement. Any significant increase in the
total unfunded actuarial liability resulting from a change in actuarial methodology should be
amortized over a period not less than 10 years.

Actuarial experience since the last actuarial valuation

As part of the actuarial valuation process, it is helpful to examine the actual experience of the
fund as compared to the experience which is expected by the actuarial assumptions. The
measurement of any deviations of actual to expected experience is commonly referred to as a



CITY OF STERLING DISCUSSION
POLICE PENSION FUND

VALUATION OBJECTIVES
{Continued)

“Gain and Loss Analysis”. In performing this analysis, the actuary analyzes each actuarial
assumption used in the valuation process. It is highly unlikely that actual experience will follow
expected experience on a year-by-year basis. It is hoped that over the long ferm, if the
actuarial assumptions are “reasonable”, the total gains and losses will offset each other.

A “gain and loss analysis’ is a useful tool to examine whether the actuarial assumptions used fo
determine the municipal tax levy are suitable. Care must be taken in placing too much credibility
in a short-term analysis as the assumptions are more appropriately measured over the long
term. Nonetheless, an annual evaluation of the actuarial assumptions will assist in identifying
trends which, if unnoticed, can lead to inappropriate conclusions. When these trends are
recognized, it is the actuary’s responsibility to modify one or more of the assumptions to better
anticipate fulure experience.

Some assumptions are easier to measure than others. In small plans, credible analysis can
generally be made regarding the economic (financial) assumptions. These primarily include
investment and salary increase assumptions. Unfortunately, it is often impossible to establish
credible long term analysis of demographic assumptions (rates of termination, disability,
retirement and mortality). Therefore, in choosing demographic assumptions, the actuary
generally relies upon standardized tabular assumptions modified only by fund-specific
characteristics,

The actuarial gain and loss analysis for the current year is presented in Exhibit 3-C and 3-D of
the report. Exhibit 3-C shows the impact of the actuarial gains or losses on the statutorily
required contribution through a reconciliation of this contribution from the end of the prior
valuation year to the end of the current valuation year. Exhibit 3-D derives the actuarial gain or
loss in total as well as separating the individual financial and demographic components.

The overall experience gain (loss) for the year was $ (341,974) or 1.98% of the accrued liability
at the beginning of the plan year. The dollar amount for the plan’s current statutorily required
contribution is 95.19% of the prior year's contribution. When measured as a percentage of
payroli, the contribution level has changed from 25.04% to 24.35%.

Factors Influencing the Choice of Actuarial Assumptions

As part of the consulting process, it is our policy to talk with selected members of the Board of
Trustees and the Sponsor's representatives for the City of Sterling Police Pension Fund in
order to obtain information which will enable the Actuary to properly choose the actuarial
assumptions which are most appropriate for the current cost determination for the pension fund.



CITY OF STERLING DISCUSSION
POLICE PENSION FUND

VALUATION OBJECTIVES
{Continued}

Prior to the meeting, statistics are compiled concerning historical investment returns, salary
increases, retirement incidence and other factors which are influential in the actuarial
assumption setting process. Based upon an analysis of the specifics as they relate 1o the City
of Sterling Police Pension Fund and a general understanding of the inter-relationships of the
actuarial assumptions, the Board, the Sponsor and the Actuary reach a mutual agreement as 1o
the assumptions which will be used in the current actuarial valuation.

Published statistics regarding experience for police and firefighters are available from the State
of lHlinois Department of Insurance. These statistics form the basis of the actuarial assumptions
selected by the State Actuary in the valuation of pension funds covered under the Downstate
Pension System. We have found in our consuiting, that whenever appropriate, the actuarial
assumptions used by the State Actuary are relied upon as a starting point. However, in order to
make the calculations more “Sterfing-sensitive”, the analysis of the actual bhistorical
performance is carefully examined.

Experience Analysis

The results of our experience analysis indicates that the fund has experienced small losses
overall . There is no measurable experience present and therefore, we are not recommending
a change in actuarial assumptions this year.

Demographic considerations

For this valuation it was noted that the force continues to remain reasonably stable as to its size
and demographic composition.  In the current valuation, it was observed that the number of
inactive participants (24), excluding those who have terminated and are entitled to a return of
contributions, as compared to active participants (29) in the Fund is slightly higher than the State
average (45% of the total participants are inactive as compared to a State average of 38%); on a
fiability basis the Fund is also slightly higher than the State averages. Approximately 55%-59% of
the Fund’s total liability is attributed to inactive participants compared to a State average of about
53%. This means that the fund is in a comparatively similar demographic position compared to
other funds in the State.

Additionally, only 80% of the assets available for investment have been committed to provide
benefits for existing pensioners and beneficiaries. This means that almost all of the current assets
would be used to provide the benefits for the members currently in receipt. This is potentially a
dangerous position. Nonetheless, we are unconcerned that a rash of retirements could disturb
the static situation as there are so few individuals who are expected fo retire within the
foreseeable future.

The average age and service of the active participating group is substantially less than the State
average. As of May 1, 2011, there are 5 active officers who are currently eligible to retive,
approximately 17% of the active group. Additionally, there are 5 active officers who will become
eligible to refire within the next five years. We will continue to monitor closely the retirement
patterns which emerge in later years to assure that the appropriate retirement rates are in place
for our analysis.



CITY OF STERLING DISCUSSION
POLICE PENSION FUND

VALUATION OBJECTIVES
{Continued)

Financial considerations

in these unceriain times, except for the 2009 year, the fund continues to experience limited short-
term investment growth as can be noted in the charts in Section 5B and 5C of this vajuation. The
rate of return during the 2011 year was 9.72%. Please refer to the chart in Exhibit 2 which
ilustrates the pattern of growth. The funds continue to earn acceptable rates of return over the
long term. As shown in Exhibit 5-C of our report, the composite rate of return for the fund since
2002 is 4.82%, but, what is not shown is 6.60% the composite rate since 1988. The fund has
peen consistently earning acceptable rates of return for the last decade. Earnings generally
continue to outpace benefit payments, despite the fact that pension payments have reached
almost $0.8 miflion, and this provides a solid base for continued success.

Once again the fund experienced an investment gain during the fiscal year ending Aprit 30,
and normally because of the use of the smoothing method for valuing plan assets, this has
little effect on the contribution requirement. Nonetheless, the magnitude of the investment
gain, coupled with the remaining financial gains had a very positive effect on the 2011
recommended contribution lowering the contribution almost 2% of payroll.

Selection of assumptions

Based mainly upon the comparative rate of funding, as well as a comparison of actual rates of
investment return to salary increases, a 7.25% assumed investment return rate was deemed
appropriate as a long-term assumption to be used in determining the funding requirementis for the
2011 year.

This represents a major change in assumption. This rate was chosen to reflect the porifolio
composition, investment philosophy and historical performance as compared to other funds in the
State. This 7.25% rate includes an inflation component of 2%:%. The actuarial smoothing method
used in prior years has aiso been retained. The actuarial smoothing methodology used in the
valuation of assets will be changed for next year as required by State law.

The demographic actuarial assumptions used for this valuation represent no change from those
used in the prior valuation performed by our firm. These include, as a result of the publication of a
recent independent study analyzing demographic experience among police and fire pension funds
in the Downstate System, changes in the retirement, disability and withdrawal assumptions, as
well as the use of a more modern mortality table from those used by the State Actuary.



CITY OF STERLING DISCUSSION
POLICE PENSION FUND

VALUATION OBJECTIVES
{Continued)

Comparison with Other Funds

We are including a comparison to certain State averages which may prove helpful in assessing
how the fund compares to similarly situated programs.

Sterling (2011) State”
EANC PUC
Funded Ratio 71.46% 76.45% 56.18%
Percentage of Liability for Inactives 54.66% 58.49% 52.55%
Percentage of Total Assets for Inactives (market basis) 82.51% 93.52%

* Based upon published reports for FYE 2008

Thirty-year Projection of Liabilities

The final section of our report illustrates projected payments from the Trust Fund for a 30-year
period commencing with the valuation date. These projections are based upon the actuarial
assumptions selected for the fund concerning death, disability and retirement actually occurring.
Care should be taken in interpreting or relying on these results—particularly for Funds with
fewer than 200 participants. The credibility of this type of projection is rarely realized beyond 10
years. Exhibit 5D presents this projection.



CITY OF STERLING DISCUSSION
POLICE PENSION FUND

RESULTS OF VALUATION

The following exhibits present the results of our actuarial valuation of the City of Sterling
Police Pension Fund for the fiscal year May 1, 2011 through April 30, 2012.

Exhibit 1 indicates that the recommended minimum contribution, calculated using the Entry Age
Normal Cost method (EANC), from the City is $497,884 or 29.90% of total participating payroli.
Under the Entry Age Normal actuarial cost method selected, this percentage of payroll
should remain reasonably level over the lifetime of the plan.

Exhibit 1 also indicates that the statutory minimum contribution, calculated using the Projected
Unit Credit method (PUC), from the City is $405,463 or 24.35% of total participating payroll.
Under the Projected Unit Credit actuarial cost method selected, this percentage of
pavroll should increase over the lifetime of the plan.

Exhibits 2 and 3 provide specific information used to develop the recommended minimum and
statutorily required City contribution.

Exhibit 4 presents a brief description of the demographic characteristics of the current member
group.

Exhibit 5 shows infermation relating to the pension assets.

Appendix 1 provides information in accordance with the Governmental Accounting Standards
Board relating to financial disclosure of pension costs in the auditor's report.



CiTY OF STERLING SUMMARY OF RESULTS
POLICE PENSION FUND EXHIBIT 1

GENERAL VALUATION RESULTS FOR FISCAL YEAR
MAY 1, 2011 THROUGH APRIL 30, 2012

Recommended Minimum Contribution

1. Entry Age Normai Cost: $ 362,822
2. Unfunded Actuarial Accrued Liability (or Surplus): 4,918,341
3. Actuarial Value of Assets: 12,313,112
4. Annual Salaries of Active Police Officers: 1,593,564
5. Recommended Minimum Contribution from the City: 497 884

Contribution Percentage: 29.90%"

Statutory Minimum Contribution

1. Projected Unit Credit Normal Cost: $ 419,611
2. Unfunded Actuarial Accrued Liability (or Surplus): 3,791,860
3. Actuarial Value of Assets: 12,313,112
4. Annual Salaries of Active Police Officers: 1,593,564
5. Statutory Minimum Contribution from the City: 405,463

Contribution Percentage: 24.35%"*

* Projected for the fiscal year ending April 30, 2012.
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CITY OF STERLING SUMMARY OF RESULTS
POLICE PENSION FUND EXHIBIT 3-A

DEVELOPMENT OF RECOMMENDED MINIMUM CITY CONTRIBUTION

Fiscal Year
May 1, 2011
through
April 30, 2012
1. Entry Age Normal Cost: $362,822
2. Recommended Minimum Payment to Amortize 90 % of the
Entry Age Normal Unfunded Accrued Liability as a levei dollar amount
over 29.00205 Years from May 1, 2011: 248,652
3. Interest on (1} and {2): 44,332
4, Credit for Surplus: 0
5. Initial Recommended Minimum Contribution for Fiscal Year
2012: [{1)y+(2)+ (3) + {4)] 655,806
6. Statutory Minimum Contribution {Exhibit 38 line 5) 563,385
7. Total Recommended Minimum Contribution for Fiscal Year 2012:
{Greater of Line 5 and Line 6] 655,806
8. Active Member Contributions {9.91% of Salaries): 157,922
9. Net Recommended Minimum City Contribution:  [(7) - (8)] 497,884
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CITY OF STERLING SUMMARY OF RESULTS
POLICE PENSION FUND EXHIBIT 3-B

DEVELOPMENT OF STATUTORILY REQUIRED CITY CONTRIBUTION
(NOTE THAT THIS CONTRIBUTION CALCULATION IS NOT RECOMMENDED)

Fiscal Year
May 1, 2011
through
April 30, 2012
1. Projected Unit Credit Normal Cost: $419,611
2. Minimum Payment to Amortize 90% of the Projected Unit Credit
Unfunded Accrued Liability as a level perceniage of payroli
over 28.00205 Years from May 1, 2011: 105,690
3. intereston (1) and (2): 38,084
4. Credit for Surplus: 0
5. Total Statutorily Required Contribution for Fiscal
Year 2012: [(1) + (2) +(3) + (4)] 563,385
6. Active Member Coniributions (9.91% of Salaries): 157,922
7. Net Statutorily Required City Contribution:
[(5) - (6)] 405,463
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CITY OF STERLING SUMMARY OF RESULTS

POLICE PENSION FUND EXHIBIT 3-C
RECONCILIATION OF THE CHANGE
IN THE STATUTORILY REQUIRED CITY CONTRIBUTION

1. Statutorily Required Contribution for Year ending April 30, 2011: $425,972
2. increase in Normal Cost and Amortization Payment due to

anticipated pay changes: 19,817
3. increase/(Decrease) in Normal Cost resuliing from actual pay changes: { 11,058)
4. Effect of Asset Smoothing: 0
5. increase/(Decrease) resulting from changes in assumptions: 19,646
6. Increase/(Decrease) resulting from other demographic and financial

sources (retirements, deaths, new entrants, salary changes, efc.): 27,835
7. increase/(Decrease) resulting from change in actuarial cost method $ (76,749)
8. Statutorily Required Contribution for Year ending Aprit 30, 2012: $405,463

15



CiTY OF STERLING

POLICE PENSION FUND

SUMMARY OF RESULTS

EXHIBIT 3-D

10.

11

DERIVATION OF EXPERIENCE GAIN(LOSS) AND COST METHOD CHANGE

AS OF MAY 1, 2011

EANC Unfunded Actuarial Accrued Liability at May 1, 2010;
Normai Cost Due at May 1, 2010:

Interest on (1) and (2) {o May 1, 2011 (at 7.75% per year).
Contributions made for the prior year with interest to May 1, 2011:

Expected EANC Unfunded Actuarial Accrued Liability at May 1, 2011
Before Assumption Changes [(1) + (2) + {(3) - (4)]:

Change in EANC Unfunded Actuarial Accrued Liability due to
Assumptions Change at May 1, 2011:

Expected EANC Unfunded Actuarial Accrued Liability at May 1, 2011
[(5) + (6)I:

Actual EANC Unfunded Actuarial Accrued Liability at May 1, 2011:
Gain (Loss) for the prior Plan Year [(7) — (8))
Actual PUC Unfunded Actuarial Liability at May 1, 2011

Additional liability resuiting from Cost Method change (10) —(8)

16

$3,627,681
332,350
306,902

604,821

3,662,112

914,255

4,576,367
4,918,341
$(341,874)
$3,791,860

$(1,126,481)



CITY OF STERLING
POLICE PENSION FUND

SUMMARY OF RESULTS
EXHIBIT 3-D

DERIVATION OF EXPERIENCE GAIN(LOSS) AS OF MAY 1, 2011

The experience gain {loss) reported above is the nst result of the following:

1.

FINANCIAL SOURCES

a) Investment experience (based upon market value of assets):
b) Coniribution experience:

¢) Benefit Payments experience:

d) Salary increases (greater)/lower than expected:

Total from Financial Sources:

DEMOGRAPHIC SOURCES

Mortality, retirement, disability, termination, eic.:

ACTUARIAL ADJUSTMENTS

Market value adjustment for asset smoothing, including expenses

GAIN (LOSS) ALL SOURCES

Total Gain {Loss) for the prior Plan Year [(1) + (2) + (3)]

17

$ 199,798
( 10,837)
21,547
107,419

317,927

(449,393)

(210,508)

$ (341,974)



CITY OF STERLING SUMMARY OF RESULTS
POLICE PENSION FUND EXHIBIT 4-A

SUMMARY OF DEMOGRAPHIC INFORMATION AS OF MAY 1, 2011

Projected
Annual Salaries
Number {Fiscal Year 2012)
Active Police Officers: 29 $1,503,564
Total
Number Monthly Benefils
Normal Retireas: 17 $ 51,953
Survivors (Widows): 5 8,233
Survivors {Children): 0 0
Disabled Retirees: 2 5,748
Deferred Vested: 0 0
Terminated/Separated: 0 0"

* Return of Contributions

The actuarial valuation was performed as of May 1, 2011 to determine contribution
requirements for fiscal year 2012.

18
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CITY OF STERLING SUMMARY OF RESULTS
POLICE PENSION FUND EXHIBIT 5-A
ASSEY INFORMATION
Cash, Money Market, IPTIP $326,126
Certificates of Deposit 372,906
State and Local Obligations b
U.S. Government Obligations 4,459,301
insurance Company Contracis 3,264,828
Pooled Investment Accounts 0
Mutual Funds 2,964,079
Common & Preferred Stocks 0
Taxes Receivable 0
Accrued interest 28,864
Other Receivables C
Net Liabilities 0
Net Present Assets at Market Value $11,416,104

The chart on the following page shows the percentage of invested assets.
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CITY OF STERLING SUMMARY OF RESULTS
POLICE PENSION FUND EXHIBIT 5-B
DEVELOPMENT OF ACTUARIAL VALUE OF ASSETS

1. Actuarial Value of Assels, May 1, 2010 %$11,682,418
2. Contributions Received During 2010-2011 584,074
3. Benefit Paymenis and Expenses Made During 2010-2011 849,345
4. Assumed Interest at 7.75% on (1), (2) and (3) 895,965
5. Preliminary Actuarial Value of Assets:

(1) +(2)-(3) +{4)] 12,313,112
6. Market Value, May 1, 2011* 11,416,104
7. Preliminary Adjustment Account:

ay Amount: [(5)- (6] 897,008

b} Percentage: [(7a) + (6) x100%)] 7.86%
8. Final Adjustment Amount

a) Amouni 897,008

b)Y Percentage 7.86%

¢) Taxes receivable 0
9. Adijusted Actuari! Vailue of Assets, May 1, 2011:

[(6) + (8a) + (8c)] 12,313,112
10. Final Actuarial Value of Assets for funding purposes May 1, 2011

[Greater of (8) and (9)]: 12,313,112
11. Final Actuarial Value of Assets for GASB reporting [(10)-(8¢)]* 12,313,112

*excluding taxes receivable
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CITY OF STERLING
POLICE PENSION FUND

SUMMARY OF RESULTS
EXHIBIT 5-B

For the Year
beaginning May 1

ASSET HISTORY

Actuarial
Value of Assels

2011
2010
2009
2008
2007
2006

$12,313,112
11,682,418
11,113,057
11,967,931
11,537,623
10,778,895

Market
Value of Assets

$11,416,104
10,597,259
9,260,831
10,879,937
10,942,076
10,132,598

The chart below presenis a comparison between the Actuarial Value of Assets and the Market
Value of Assets for the current year and the five preceding years. The chart also illustrates the
corridor 20% above and 20% below the Market Value of Assets.

Amount in Millions

2006

2007 2008

Year

2009 2010 2011

—— Actuarial —&-—Market ——Market + 20% ——Market -~ 20%
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CITY OF STERLING SUMMARY OF RESULTS
POLICE PENSION FUND EXHIBIT 5C

ANALYSIS OF INVESTMENT RETURN

Fiscal Year Annual Rate
Ending Aprit 30 of Return

2011 9.72%
2010 16.84
2009 -13.14
2008 1.66
2007 8.73
2006 11.45
2005 477
2004 12.50
2003 -0.07
2002 -0.91

Composite

2002-2011 4.82%

The following chart presents a progression of these percentages in graphical form.

18.0% 4
12.0%
6.0%
0.0%
-6.0% 1

12.0% |

-18.0% : : . : : : : .
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

24



Ge

£04°920°1 0 BlLo‘eve $GL'0G1 906°¢re’L Y98 pE a 0 oree
289°644°L 0 $0.°192 ot 'ZG1 LEV'PZE'L G60'6e 0 0 6£0¢C
OvL'8LL°L 0 919262 0LE'LG!L Z5L'662'L Z90'Ge 0 0 8£0¢
690'8G."L 0 0Sv°L6C 804 LYY L6142 L 0zL'se 0 0 1202
996'crL’lL 0 6lLL°22E sletoe N LOL°0OVE’ L G21'GE 0 0 9e0e
62 L0L ) 0 STASWA 4N 2e0erl 0Ly E8L'L 9/2'6¢ 0 0 Ge0e
Ze0'659°L 0 896°'L1€ 109'gel G68'GLEL 89G'v¢ 0 0 12 %114
2SS LP9°L 0 198°G6¢ zZee'zel 806'810°L GBEPE 0 0 £e0e
01Z'129°L 0 8LEBLY €l6'let 9G¥ or0’L 69P'eE 0 0 FARITA
8LL°16G'L 0 88L2hy 980'0Z1 L¥.'G66 £06°2¢ 0 0 Leod
B6Z°GLS ) 0 L11°GoY GO6'ZL1 29¢'G96 Gse'Le 0 0 (11X A
166'8E5" L 0 c6y L8y LLe 201 90Z'cL8 186°0¢ 0 0 6702
218'92G°L 0 361605 658201 065'y88 04862 0 0 8202
684°205°L 0 L¥Z'LES 09’86 98¢ 18 208'8¢ 0 0 L2028
e eyl 0 204288 £08'ch BE£L'808 62642 0 0 9Z0¢
L10°95F L 0 206'cLS WA 692891 AN T 0 0 TA I TA
099'6LY'L 0 ZCL'Y6S yOv°18 29'8l. 016'vC 0 0 p A4
98G'06£1 0 £20°619 181G 1G60'Z89 699°cZ 0 0 €20z
FANENT I 0 0LL'VE9 29804 616'GE9 ov6°Le 0 Q P44
L20°80E) 0 99/°€59 11969 166'295 eyL0C 0 0 LZ0Z
STAVNS 7 AR 0 v28°119 8hy'09 086" /6V 8L1'6) 0 0 0202
ly6'elZ’l 0 £80'689 02678 S TATAY Y 18921 0 0 6L0C
Pyl L8LL 0 612°'G0L 62L 6y LGG'OLY 616Gl 0 Q 8L0Z
ZLL8GL L 0 AR Z65'eY G06'8.¢ LIEPL 0 L TAY, FA A
086°0L1°1 0 199YEL 068°2¢ GG1'GZ¢ 80621 0 c08 9L0e
810°es0°) 0 £88°L¥L 986°1€ GG1'6GC #9801 0 0EGZ GL0e
790°900°L 0 222094 Gee'oe 8Y2'00¢ e TA R 0 ey 1424
6/9°G56 0 8L L. 1902 268061 Gil'Z 0 0Le'g £L0e
186116 0 optL8L 19L'pL 865004 G80°L 0 1698 AT
606098 0 I ANCY) 6¥1'L ovi'6Y 681°G 0 L02'8 LEOZ
WO Poiiapsy o doumg Jeax
SIoWOSTUog paLtajaq  UNOXH Paiioyg AIGES)y  oulaInog 1277 SR B4V LA (O
RN
a-6 LigiHXd ONIN- NOISN3d 30I'T0d

SLINSHY 40 AYYINIAINS ONITHILS 4O ALID



CITY OF STERLING APPENDIX 1
POLICE PENSION FUND

GASB STATEMENT NO. 25 DISCLOSURE INFORMATION

DEVELOPMENT OF THE ANNUAL REQUIRED CONTRIBUTION OF THE MUNICIPALITY

Fiscal Year
May 1, 2011
through
April 30, 2012
1. Entry Age Normal Cost $362,822
2. Actuarial Accrued Liability 17,231,453
3. Actuarial Value of Assets 12,313,112
4. Unfunded Actuaril Accrued Liability 4 918,341
5. Payment to Amortize Unfunded Actuaril
Accrued Liability Over 40 Years from Effective Date of
Application of GASB 25 (26 ysars remaining) 263,661
6. Total Annual Required Contrbution for Fiscal
Year April 30, 2012: [(1) +(5)] 626,483
7. Active Member Contributions (9.91% of Salaries): 157,922
8. Annual Required Contribution (ARC) payable at the
beginning of the current fiscal war: [(6) - (7)] 468,561
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CITY OF STERLING APPENDIX 1
POLICE PENSION FUND

GASB STATEMENT NO. 25 DISCLOSURE INFORMATION
{Continued)

NOTES:

s The Annual Required Contribution as of May 1, 2011 has been determined under the
Governmental Accounting Standards Board Statement No. 25 and is required disclosure for
the fiscal year ending April 30, 2012. The Entry Age Normal Cost and the Actuarial Accrued
Liability were determined using the Entry Age Normal Cost Actuarial Cost Method.

s The Entry Age Normal Cost has been determined as a ievel percentage of projected payroll
of the active members of the group. The amortization method for the Unfunded Actuarial
Accrued Liability is determined as a level percentage of payroll amount over a closed
Amortization Period as permitted in Governmental Accounting Standards Board Statement
No. 25.

e All values were determined on the basis of the actuarial assumptions and methods as more
fully described in Appendix 2 of this report.
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CITY OF STERLING APPENDIX 2
POLICE PENSION FUND

ACTUARIAL ASSUMPTIONS
{Economic)
fnvestment Refurn
7.25% per annum, compounded annualy (net of expenses).

Salary Increases
Representative values of assumed salary increases are as bllows:

.. Increase% |

An additional inflation aliowance of 2.50% per year is added to the abowe.

Payroll Growth
It was assumed that pawoll will grow 4.50% per year.

Actuarial Assef Basis

A preliminary actuarial value of assets is calculated by accumulating the prior year's actuarial
value with adjustments for contributions and benefit payments at the valuation interest rate. The
market value is subtracted from the preliminary actuarial value. The difference, the preliminary
adjustment account, is divided by the market value. Then using the following table, the final
actuarial value of assets is calculated by adding the final adjustment account to the market value.

Effective May 1, 2013, a 5-year cumulative analysis of the actuarial value of assets will be made.
if the final actuarial value differentiates by more than 10% (plus or minus) from the market value
of assets, the final actuarial value of assets will be further adjusted to equal 90% or 110% of the
market value of assets.

28



CITY OF STERLING APPENDIX 2
POLICE PENSION FUND

ACTUARIAL ASSUMPTIONS
{Demographic)

Mortality

Active Lives

RP-2000 Combined Healthy Mortality Table (male) with blue collar adjustment and with a 200%
load for participants under age 50 and 125% for participants age 50 and over. Five percent (5%)
of deaths amongst active police officers are assumed to be in the performance of their duty.

Non-Active Lives
RP-2000 Combined Healthy Mortality Table (male) with blue collar adjustment and with a 200%
load for participants under age 50 and 125% for participants age 50 and ower.

Termination
Hustrative rates of withdrawal from the plan for reasons other than death or disability are as
follows:

It is assumed that terminated police officers will not be rehired.

Disability Rates
Incidence of disability amongst police officers eligible for disability benefits:

15% of disabilities amongst active police officers are assumed io be in the performance of their
duty.
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CITY OF STERLING APPENDIX 2
POLICE PENSION FUND

ACTUARIAL ASSUMPTIONS
{(Demographic)

Retirement Rates
Retirements are assumed to occur between the ages of 50 and 69 in accordance with the
following table:

 Rateof
Refirement ~~ Age

Marital Status
85% of police officers are assumed to be married.

Spouse’s Age

Wives are assumed to be 3 years younger than thetr husbands.

ACTUARIAL ASSUMPTIONS
{Additional)

Expenses
None assumed.
Actuarial Cost Method:

Projected Unt Credit for statutory minimum
Entry Age Normal for recommended and GASB reporting
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CITY OF STERLING APPENDIX 3
POLICE PENSION FUND

SUMMARY OF PRINCIPAL PLAN PROVISIONS
Definitions
Tier 1 — For Police Officers first entering Articie 3 prior to January 1, 2011
Tier 2 - For Police Officers first entering Article 3 after December 31, 2010

Police Officer {3-106): Any person appointed {o the police force and sworn and commissioned
to perform police duties.

Persons excluded from Fund (3-109). Part-time officers, special police officer, night watchmen,
traffic guards, clerks and civilian employees of the department. Also, police officers who fail fo
pay the required fund contributions or who elect the Self-Managed Plan option.

Creditable Service (3-110): Time served by a police officer, excluding furloughs in excess of 30
days, but including leaves of absences for iliness or accident and periods of disability where no
disability pension payments have been received and also including up to 3 years during which
disability payments have been received provided contributions are made.

Pension (3-111)

Normal Pension Age
Tier 1 - Age 50 with 20 or more years of creditable service.

Tier 2 - Age 55 with 10 or more years of creditable service,

Normal Pension Amount

Tier 1 - 50% of the greater of the annual salary held in the year preceding retirement or the
annual salary held on the last day of service, plus 2%2% of such annual salary for service from
20 to 30 year (maximum 25%)].

Tier 2 - 22% of Final Average salary for each year of service. Final Average Salary is the
highest salary based on the highest consecutive 96 months of the final 120 months of service

Early Retirement at age 50 with 10 or more years of service but with a penalty of 2% for
each month prior to age 55.

Annual Salary capped at $106,800 increased yearly by the lesser of % of the Consumer
Price Index- Urban (CPI-U) or 3%.

Minimum Monthly Benefit: $1,000

Maximum Benefit Percentage: 75% of salary
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CITY OF STERLING APPENDIX 3
POLICE PENSION FUND

SUMMARY OF PRINCIPAL PLAN PROVISIONS
{Continued)

Termination Retirement Pension Date
Separation of service after completion of between 8 and 20 years of creditable service.

Termination Pension Amount

Commencing at age 60, 2/2% of annual salary held in the year preceding termination times
years of creditable service or refund of contributions, or for persons terminating on or after July
1, 1987, 2%:% of annual salary held on the last day of service times years of credible service,
whichever is greater.

Pension Increase

Non-Disabled

Tier 1 - 3% increase of the original pension amount after attainment of age 55 for each year
elapsed since retirement, followed by an additional 3% of the original pension amount on each
January thereafter. Effective July 1, 1993, 3% of the amount of pension payable at the time of
the increase including increases previously granted, rather than 3% of the originally granted
pension amount.

Tier 2 - The lesser of 2 of the Consumer Price index- Urban (CPI-U) or 3% increase of the
originaj pension amount after attainment of age 60, followed by an additional 3% of the original
pension amount on each January 1 thereafter.

Disabled

3% increase of the original pension amount after attainment of age 60 for each year he or she
received pension payments, followed by an additional 3% of the original pension amount in
each January 1 thereafter.

Pension to Surviveors {3-112)

Death of Retired Member
Tier 1 - 100% of pension amount to surviving spouse (or dependent children).

Tier 2 - 66 2/3% of pension amount to surviving spouse (or dependent children), subject to the
following increase: the lesser of ¥z of the Consumer Price index- Urban (CPI-U) or 3%.increase
of the original pension amount after attainment of age 60, followed by an additional 3% of the
original pension amount on each January 1 thereafter.

Death While in Service {(Not in line of duty)
With 20 years of creditable service, the pension amount earned as of the date of death.

With between 10 and 20 years of creditable service, 50% of the salary attached to the rank for
the year prior to the date of death.

Death in Line of Duty
100% of the salary attached {o the rank for the last day of service year prior to date of death.
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CITY OF STERLING APPENDIX 3
POLICE PENSION FUND

SUMMARY OF PRINCIPAL PLLAN PROVISIONS
{Continued)

Minimum Survivor Pension
$1,000 per month to all surviving spouses.

Disability Pension - Line of Duty (3-114.1)

Eligibility
Suspension or retirement from police service due to sickness, accident or injury while on duty.
Pension

Greater of 65% of salary attached to rank at date of suspension or retirement and the
retirement pension available. Minimum $1,000 per month.

Disability Pension - Not on Duty (3-114.2)

Eligibility
Suspension or retirement from police service for any cause other than while on duty.
Pension

50% of salary attached to rank at date of suspension or retirement. Minimum $1,000 per
month.

Other Provisions

Marriage After Retirement (3-120)
No surviving spouse benefit available.

Refund (3-124) '
At death prior to completion of 10 years of service, contributions are returned without interest to
widow.

At termination with less than 20 years of service, contributions are refunded upon request.
Contributions by Police Officers (3-125.1)

Beginning January 1, 2001, 9.91% of salary including longevity, but excluding overtime pay,
holiday pay, bonus pay, merit pay or other cash benefit.
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CITY OF STERLING APPENDIX 4
POLICE PENSION FUND

GLOSSARY

Actuarial Accrued Liability
See Entry Age Normal Cost Method and Projected Unit Credit Cost Method.

Actuarial Assumptions

The economic and demographic predictions used to estimate the present value of the plan’s
future obligations. They include estimates of investment earnings, salary increases, mortality,
withdrawal and other related items. The Actfuarial Assumptions are used in connection with the
Actuarial Cost Method 1o allocate plan costs over the working lifetimes of plan participants.

Actuarial Cost Method
The method used to allocate the projected obligations of the plan over the working lifetimes of
the plan participants. Also referred to as an Actuarial Funding Method.

Actuarial Funding Method
See Actuarial Cost Method

Actuarial Gain (Loss)

The excess of the actual Unfunded Actuarial Accrued Liability over the expected Unfunded
Actuarial Accrued Liability represents an Actuarial Loss. If the expected Unfunded Aciuarial
Accrued Liability is greater, an Actuarial Gain has occurred.

Actuarial Present Value
The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions.

Actuarial Value of Assels
The asset value derived by using the plan’s Asset Valuation Method.

Asset Valuation Method

A valuation method designed to smooth random fluctuations in asset values. The objective
underlying the use of an asset valuation method is to provide for the long-term stability of
employer contributions.

Employee Retirement Income Security Act of 1874 (ERISA)

The primary federal legislative act establishing funding, participation, vesting, benefit accrual,
reporting, and disclosure standards for pension and welfare plans.
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CITY OF STERLING APPENDIX 4
POLICE PENSION FUND

GLOSSARY
{Continued)

Entry Age Normal Cost Method

One of the standard actuarial funding methods in which the Present Value of Projected Plan
Benefits of each individual included in the Actuarial Valuation is allocated on a level basis over
the earnings of the individual between entry age and assumed exit age(s). The portion of this
Actuarial Present Value allocated to a valuation year is called the Normal Cost. The portion of
this Actuarial Fresent Value not provided for at a valuation date by the Actuarial Present Value
of future Normal Costs is called the Actuarial Accrued Liability.

Normal Cost

The portion of the Present Value of Projected Plan Benefits that is allocated to a particular plan
year by the Actuarial Cost Method. See Entry Age Normal Gost Method for a description of the
Normal Cost under the Eniry Age Normal Cost Method. See Projected Unit Credit Cost Method
for a description of the Normal Cost under the Projected Unit Credit Cost Method.

Present Value of Future Normal Costs

The present value of future normal costs determined based on the Actuarial Cost Method for
the plan. Under the Entry Age Normal Cost Method, this amount is equal to the excess of the
Present Value of Projected Plan Benefits over the sum of the Actuarial Value of Assets and
Unfunded Actuarial Accrued Liability.

Present Value of Projected Plan Benefits
The present value of future plan benefits reflecting projected credited service and salaries. The
present value is determined based on the plan’s actuarial assumptions.

Projected Unit Credit Cost Method

One of the standard actuarial funding methods in which the Present Value of Projected Plan
Benefits of each individual included in the Actuarial Valuation is allocated by a consistent
formula to valuation years. The Acltuarial Present Value allocated to a valuation year is called
the Normal Cost. The Actuarial Present Value of benefits allocated to all periods prior to a
valuation year is called the Actuarial Accrued Liability.

Statement No. 25 of the Governmental Accounting Standards Board (GASB No. 25)
The accounting statement that established the standards of financial accounting and reporting
for the financial statements of defined benefit pension plans.

Unfunded Actuarial Accrued Liability
The excess of the Actuarial Accrued Liability over the Actuarial Value of Assets.
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