CITY OF WORCESTER, MASSACHUSETTS

Robert V. Stearns
City Auditor
May 27, 2014

To:  The Worcester City Council

Actuarial Valuation and Review as of January 1, 2014

Attached is the Actuarial Valuation and Review for the Worcester Retirement System (WRS).
The valuation is based on the financial information as of January 1, 2014. It does not include
changes in the value of assets subsequent to this date.

WRS reports on a calendar year and for 2013 the market value investment return was a net gain
of $96M with an average market value rate of return of 13%; compared to 2012 which had a net
gain of $91M and a rate of 14%. The market value of assets at the end of 2013 increased to
$807M from $770M at the end of 2012. The actuarial accrued liability as of January 1, 2014 was
$1,170M compared to the prior year of $1,117M. The funding ratio as of January 1, 2014 on a
market value basis was 69% up from the prior year of 65%. The unfunded liability at January 1,
2014 on a market value basis was $363M.

Investment gains and losses above or below the expected return are deferred and recognized
evenly over a § year period resulting in the actuarial value investment return. The expected
return is based on the current assumed rate of return of 7.75%. For 2013 the expected return was
$54M and the deferred gain attributable to 2013 was $37.6M. The total deferred gains at the end
of 2013 totaled $36.6M. This includes the amount of gains or losses not recognized between
2009 and 2013.

The funding schedule is based on the actuarial value of assets which is the market value less the
deferred gains resulting in a final asset value on an actuarial basis of $770M. The funding ratio
as of January 1, 2014 on an actuarial value basis was 66% up from the prior year of 63%. The
unfunded liability at January 1, 2014 on an actuarial basis was $400M.

The current actuarial assumptions included a change in the mortality tables used. This resulted in
an increase in the actuarial accrued liability as of January 1, 2014 by $24M. A change was made
to use generational mortality tables which take into account future mortality improvement. That
is, someone who turns 65 in future years is expected to live longer than someone who is 65 today.
This increase in liabilities was offset in part by a short term change in the salary assumptions.
The salary increase assumption was reduced from 4.5% to 3.5% for the next two years resulting
in a decrease in the liabilities by $6M. Thereafter the salary increase assumption remains
unchanged with annual growth of 4.5% each year.

The 7.75% assumed rate of return is remained unchanged from 2013. This rate was last changed
at the prior valuation from 8.00%. The assumed rate falls within the 20 year projected average
rate of return based on our current asset class. The projected average rates of returns are 5.50%
after five years; 6.80% after ten years; 7.50% after fifteen years; and 8.00% after twenty years.
The short term projections may result in accumulated deferred losses over the next five years and
an increase to contributions if there are not offsets by other experience gains.



Each year the actual experience in measured against the assumptions made that result in a net
experience gain or loss. Key assumptions that are measured each year include net investment
income, mortality, and salary increases. With the current change in the mortality tables the
experience loss for each future year should be less. For salary assumptions, there was an
experience gain of $9M due to salary increases being less than expected in 2013. The average
salary increase was 1.6% for 2013 which was less than the assumed increase of 4.5%. For the
past three years there has been a total of $30M of net experience gains due to salary increases
being less than the assumption. The 4.5% annual inflation factor of salaries is an assumption that
can generate experience gains to offset experience losses from other assumptions (e.g. investment
losses) should actual salary increases continue to be low,

The funding schedule is shown on Chart 16 on page 14. The projected unfunded liability on an
actuarial basis is projected to be $415M on July 1, 2014. The projected total contributions
include the employers’ normal cost, the 2002 and 2010 early retirement payments, and the
amortization of the unfunded liability. For most years, the total contribution is increasing 4%
over the prior year. For 2014, the City of Worcester represented 91.5% of the total cost and the
Worcester Housing Authority represented 8.5%.

The amortization of the unfunded liability increases each year’s payment by 4% over the prior
year (column 5 of chart 16). Interest is accrued on the unfunded liability each year at the rate of
7.75%. The projected liability makes use of the $37M of the net deferred gains and the
amortization schedule has been shortened by one year to 2031. The projected contribution in
2031 is $54M and then it drops to the employer normal cost of $20M only in 2032.

Normal cost is the amount to fund the benefit allocated to the current year of service based on the
actuarial assumptions, including rates of return, salary increases, mortality and cost of living
adjustments. For 2013, the total normal cost was $25M and represented 15% of payroll with the
employees’ share of this as $15M or 9% of payroll and the employer share as $10M or 6% of
payroll.

Respectfully submitted,

At V¥ f s

Robert V. Steams
City Auditor
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