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City of Austin Employees Retirement System
Supplemental Funding Plan

I. Background

According to actuarial analysis as of December 31, 2004, the funded ratio for the City of
Austin Employees Retirement System (COA ERS) is 80.8%. This is the ratio of the
actuarial value of assets to the actuarial accrued liability for all current and projected
benefits. In calculating the funded ratio, investment returns are smoothed over a rolling five-
year period to avoid dramatic swings in funding status.

While a funded ratio of 100% or more is highly desirable, a system with less than 100%
funding can be very sound if there is an adequate financing arrangement to amortize the
unfunded actuarial accrued liability (UAAL). In this respect, COA ERS currently falls
short. According to the latest actuarial analysis by Gabriel, Roeder, Smith & Company, the
current level of combined employer and employee contributions will not adequately fund
the COA ERS over the long-term. Each year of under funding exacerbates the problem as it
adds to the unfunded liability.

Effective in 2007, the Governmental Accounting Standards Board (GASB) will require
employers to report certain measures related to their pension plans based on an amortization
period of no more than 30 years. Currently, the standard for an amortization period is no
more than 40 years. In addition, the State of Texas Pension Review Board has stated
funding should be adequate to cover the normal cost, and to amortize the unfunded actuarial
accrued liability over a period which should never exceed 40 years, with 25-30 years being a
more preferable target. The choice of assumptions should be realistic and reasonable in the
aggregate.

As of December 31, 2004, the COA ERS had an UAAL of $321.4 million resulting in an
infinite funding period. This means that the current contribution rate of 16% and assumed
rate of return of 7.75% will not provide the resources necessary to reduce the amortization
period of the UAAL to 30 years.

II. Additional Funding

A. Funding of Existing Benefits. The City of Austin will provide a subsidy above the 8%
employer contribution beginning in fiscal year 2007 to reduce the UAAL to an amount that
can be amortized over a 30 year period under current assumptions. The subsidy will equal
1% of compensation in fiscal year 2007, 2% of compensation in fiscal year 2008, 3% of
compensation in fiscal year 2009, and 4% of compensation in fiscal year 2010 and
thereafter, if necessary. If during the period of January 1, 2005 through December 31,2005
COA ERS earns greater than a 12% time weighted rate of return net of fees, the subsidy will
be delayed until fiscal year 2008. If during any January 1 through December 31 period
COA ERS earns greater than a 12% time weighted rate of return net of fees, the increase in
the subsidy will be postponed one budget cycle. Any previously enacted subsidy will
remain in effect even though the scheduled increase is delayed. In any year that the actuary



determines that a 30 year amortization period has been attained, the subsidy will be reduced
to the appropriate amount to maintain a 30 year amortization period. The subsidy will be
calculated annually to achieve a 30 year amortization period according to the base case
attached as Exhibit 1. The subsidy may be decreased due to market increases to maintain
the amortization period shown in Exhibit 1, but will not be increased to accelerate the point
at which a 30 year amortization period is achieved (2012). The annual subsidy increase is
limited to 1% of compensation. The subsidy will remain in effect until the current 8%
employer contribution rate is sufficient to maintain a 30 year amortization period.

B. Consideration of Benefit Enhancements. Any future benefit enhancements or cost of
living adjustments will require a recommendation from the City Manager for subsequent
approval by City Council. The recommendation and approval requirement will remain in
effect indefinitely. Prior to seeking City Council approval, COA ERS and the fund's
actuary must provide the City Manager with detailed projections of the effect of the
requested benefit enhancement or cost of living adjustment on the retirement system and the
City subsidy. These projections should include an analysis of the required City subsidy, if
any, under a variety of future earnings scenarios including scenarios simulating volatile
market returns. If the Consumer Price Index as determined by the COA ERS actuary based
on the index stated in the governing statute exceeds 3.0% in any 12 month period ending
December 31, the above described projections will be calculated to determine the additional
subsidy required to provide a cost of living adjustment. The initial Consumer Price Index
reading will be December 31, 2006. If a cost of living adjustment is financially feasible, the
City Manager will make a recommendation to City Council for approval.


