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CITY OF BLOOMINGTON COMMENTARY
POLICE PENSION FUND

VALUATION OBJECTIVES

The City of Bloomington Police Pension Fund provides benefits to members when they retire, die, become
disabled or terminate employment. For plans providing these types of benefits, an appropriate budgeting pattern
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 following 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, disablement of participants, 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 contribution level sufficient to provide the anticipated benefit
payments was determined through the use of an actuarial cost method.

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 normal 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 Projected 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 to 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.






















CITY OF BLOOMINGTON SUMMARY OF RESULTS
POLICE PENSION FUND EXHIBIT 3-C

DEVELOPMENT OF RECOMMENDED MINIMUM CITY CONTRIBUTION

Fiscal Year
May 1, 2012
through
April 30, 2013
1. Entry Age Normal Cost: $2,326,142
2. Recommended Minimum Payment to Amortize 90 % of the
Entry Age Normal Unfunded Accrued Liability as a level dollar amount
over 28.00000 Years from May 1, 2012: 2,351,237
3 Interest on (1) and (2): 339,110
4. Credit for Surplus: 0
5: Total Recommended Minimum Contribution for Fiscal Year
2013 [(1) + (2) + (3) + (4)], but not less than Statutorily Required 5,016,489
6. Active Member Contributions (9.91% of Salaries): 912,979
i Net Recommended Minimum City Contribution: [(5) - (6)] 4,103,510
DEVELOPMENT OF STATUTORILY REQUIRED CITY CONTRIBUTION
(NOTE THAT THIS CONTRIBUTION CALCULATION IS NOT RECOMMENDED)
Fiscal Year
May 1, 2012
through
April 30, 2013
Ty Projected Unit Credit Normal Cost: $2,676,172
2. Minimum Payment to Amortize 80% of the Projected Unit Credit
Unfunded Accrued Liability as a level percentage of payroll
over 28.00000 Years from May 1, 2012: 1,141,600
3. Interest on (1) and (2): 276,788
4, Credit for Surplus: 0
2. Total Statutorily Required Contribution for Fiscal
Year 2013: [(1) + (2) + (3) + (4)] 4,094,560
6. Active Member Contributions (9.91% of Salaries): 912,979
7. Net Statutorily Required City Contribution:
[(3) - (B)] 3,181,581
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