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Andover Contributory Retirement System

36 Bartlell Street

Andover, MA 01810

Dear Board Members:

We are pleased to submit this Actuarial Valuation and Review as ofJanuary 1,2014. It summarizes the actuarial data used in

the valuation, establishes the funding requirements for fiscal 2015 and later years and analyzes the preceding two years'

experience.

This report was prepared in accordance with generally accepted actuarial principles and practices at the request ofthe Board

to assist in administering the Retirement System. The census information andfinancial information on which our calculations

were based was prepared by the staffofthe Andover Contributory Retirement System. That assistance is gratefully

acknowledged.

The measurements shown in this actuarial valuation may not be applicable for other purposes. Future actuarial measurements

may differ significantly from the current measurements presented in this report due to such factors as the following: plan

experience differingfrom that anticipated by the economic or demographiC assumptions; changes in economic or demographic

assumptions; increases or decreases expected as part ofthe natural operation ofthe methodology usedfor these measurements

(such as the end ofan amortization period); and changes in plan provisions or applicable law.

The actuarial calculations were directed under my supervision. 1 am a member ofthe American Academy ofActuaries and 1

meet the Qualification Standards ofthe American Academy ofActuaries to render the actuarial opinion herein. To the best of

my knowledge, the information supplied in the actuarial valuation is complete and accurate. Further, in my opinion, the

assumptions as approved by the Board are reasonably related to the experience ofand the expectations for the Plan.



We lookforward to reviewing this report at your next meeting and to answering any questions.
- /

Sincerely,

Segal Consulting, a Member ofThe Segal Group, Inc.

Kathleen A. Riley, FSA, MAAA, EA

Senior Vice President and Actuary

By: ---~j-<-,--
/
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SECTION 1:

Purpose

Valuation Summary for the Andover Contributory Retirement System
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This report has been prepared by Segal Consulting to present a valuation of the Andover Contributory Retirement System as of
January 1,2014. The valuation was performed to determine whether the assets and contributions are sufficient to provide the
prescribed benefits. The contribution requirements presented in this report are based on:

:> The benefit provisions of Massachusetts General Law Chapter 32;

:> The characteristics of covered active participants, inactive participants, and retired participants and beneficiaries as of
January 1,2014;

:> The assets of the Plan as of December 31, 2013;

> Economic assumptions regarding future salary increases and investment earnings; and

:> Other actuarial assumptions, regarding employee terminations, retirement, death, etc.

Significant Issues in Valuation Year

The following key findings were the result of this actuarial valuation:

1. The actuarial valuation report as of January 1,2014 is based on financial information as of that date. Changes in the
value of assets subsequent to that date, to the extent that they exist, are not reflected.

2. During the plan years ended 2012 and 2013, the market val ue rates of return were 13.15% and 14.67%, respectively.
Because the actuarial value of assets gradually recognizes market value fluctuations over a five-year period, the
actuarial rate of return for the plan years ended 2012 and 2013 were 0.97% and 10.85%, respectively. The actuarial
value of assets as of December 31, 2013 was $103.4 million, or 94.6% of the market value of assets of$109.3 million
(as reported in the Annual Statement). As of December 31,2011, the actuarial value of assets was 109.7% of the
market val ue.

3. As indicated in Section 2, Subsection B of this report, the total unrecognized investment gain as of December 31, 2013
is $5,910,946. This investment gain will be recognized in the determination of the actuarial value of assets for funding
purposes in the next few years, to the extent it is not offset by recognition of investment losses derived from future
experience. This implies that earning the assumed rate of investment return (net of expenses) per year on a market
value basis will result in investment gains on the actuarial value of assets in the next few years. The funding schedule
shown in Chart 16 reflects the deferred investment gains in accordance with the asset valuation method adopted by the
Board.
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SECTION 1: Valuation Summary for the Andover Contributory Retirement System

4. The following actuarial assumptions and methods were changed with this valuation:

> The actuarial cost method was changed to better refiect the impact of the plan changes effective for employees
hired on or after April 2, 2012.

> The assumed rates of salary increases were revised to more accurately refiect recent experience.

> The administrative expense assumption was increased from $190,000 for calendar year 2012 to $250,000 for
calendar year 2014.

> The pre-retirement mortality assumption was changed from the RP-2000 Employee Mortality Table projected 12
years with Scale AA to the RP-2000 Employee Mortality Table projected generationally using Scale AA from
2010.

> The mortality assumption for non-disabled participants was changed from the RP-2000 Healthy Annuitant
Mortality Table projected 12 years with Scale AA to the RP-2000 Healthy Annuitant Mortality Table projected
generationally using Scale AA from 20 IO.

> The mortality assumption for disabled participants was changed from the RP-2000 Healthy Annuitant Mortality
Table set forward two years to the RP-2000 Healthy Annuitant Mortality Table set forward two years projected
generationally using Scale AA from 2010.

> The assumed percentage of deaths that are of the same cause as the accidental disability was decreased from 40%
to 20% for Group 1 and 2 members and increased from 40% to 60% for Group 4 members.

The changes in assumptions and methods increased the unfunded liability by $2.7 million and decreased the normal
cost by $390,000.

5. The following plan changes are included in this valuation:

> Members hired on or after April 2, 2012 are covered by the provisions of Chapter 32 as amended by of Chapter
176 of the Acts of2011 and Chapter 139 of the Acts of2012.

> As permitted by Section 29 of Chapter 176 of the Acts of2011, the Board has increased the Section 12 monthly
allowance from $250 to $500.
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