Proval

What’s New in version 3.08 January 2016

ProVal version 3.08 introduces features for setting assumptions, dynamic asset allocation, inactive
benefit splits, individual spot rate method for accounting, GASB 74/75 for OPEB plans, and many
other features listed below.

Assumptions

¢ Power editing. You can now set assumptions for multiple items at once in the “Lump Sum &
Optional Payment Forms” and “Increase & Crediting Rates” topics of Valuation Assumptions and
Projection Assumptions. Assumptions you don’'t change are not affected, which allows you to
retain intended differences. For example, to change interest from 0.05 to 0.06 (but leave
mortality as is) for the two optional forms below, select them, click Edit, change the interest
rate to 0.06, and click OK.

Conversion Factors for Optional Payment Forms

| |optional Form / | Interest | Primary Mortality Edit

Def to 55 SLA IRS 28BP8 Static Mortality

Immediate SLA S0A RP-2PA@ Combined Mortality
Lump Sum Same as liability IRS 2888+ Applicable Mortality

¢ Assumptions by both coded field and calendar year are now available for decrements,
post-decrement probabilities, salary scale, and COLA assumptions.

A5 Termination rates by coded field/calendar year ?
Rates vary by:
v Coded database field |Lucatiun _:J
v Calendar years:
2016-2818

For example, "2817-2020,2823".

Database Code From To Rate Table [~ @
Greenwich = 2015| Termination Rates
Greenwich 2016 2016| Termination Rates #2
Greenwich 2017 2017 | Termination Rates #3
Greenwich 2018 - Termination Rates #4
ilfard = 2015\ Termination Fates #5

On a related note, COLAs can now be specified as constants that vary by coded field.

¢ Valuation assumption sensitivities can now be run on salary inflation, COLAs, and increase
& crediting rates in addition to interest rates and lump sum & optional payment form interest
rates. This avoids creating additional sets of assumptions for this purpose. Sensitivities are
turned on in Valuations and run in combination (e.g., if you check both interest rates and salary
inflation, both are varied). To isolate the sensitivity on a particular assumption (e.g., salary
inflation), run a valuation with only that box checked.
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*

43 Valuation Assumption Sensitivities ?

Run sensitivities

[v Funding +/= @.81
[ Accounting +/= [@.81

Assumptions to vary
v Interest Rates
v Salary Inflation:
[ COLAz =
[T Increase & Crediting Rates =
[ Lump Sum & Optional Payment Forms Interest =

#* To refine items subject to sensitivities, see Ualuation
Assumptions.

oK | Cancel

Assumptions for new benefits. When editing an existing benefit and saving as new,
valuation and projection assumptions for the existing benefit are carried over to the new benefit
(e.g., post-decrement probabilities). This treatment applies to active benefits, inactive benefits,
benefit formula components, accrual basis components, and payment forms.

Forecasting

L2

Dynamic asset allocation. In a stochastic forecast, the asset mix can now change based on
funded status, interest rates, or calendar year. For more, see Dynamic Asset Allocation on page
13.

When the shape of the interest rate curve changes in deterministic and stochastic forecasts,
liabilities are now determined by discounting benefit payments rather than using duration-
based interpolation, if possible. Although interpolation generally produced excellent results,
there were certain cases (typified by wild shape changes in the yield curve and/or lumpy
benefit payment streams) that generated errors of 2-5% and occasionally even higher.
Discounting benefit payments is possible whenever payments don’t depend on the interest rate
(or there’s another benefit with matching duration where payments don’t depend on the
interest rate). To take full advantage of this feature, be sure to run your core projections in
version 3.08 so that they include projected benefit payments on as many bases as possible.
This feature has been implemented for all pension modes; OPEB mode still uses interpolation
only.

Adding multiple core projections together in a forecast is now much faster. In one test with 18
cores, this preliminary step went from about 2% minutes to 40 seconds.

Pension Plans

L2

Inactive benefit splits. Valuation results can now be split by inactive benefit. In addition,
inactive benefits are now stored in their own library rather than saved as part of Census
Specifications. This also streamlines setting assumptions for inactive benefits, e.g., COLA
overrides.

Streamlined setup of “vested valued as active” participants.

0 You can check a box to indicate whether the benefit applies to actives and/or vested
valued through actives. This eliminates the need for selection expressions that isolate
these two groups.
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@ Benefit Definition - [Retirement] ?

Hame : |Ret irement

Status & contingency initiating bhenefits
fApplies to: [” Actives
¥ Yested valued through actives:

Contingency: |Ret:i.1-ement ﬂ
[~ Post-Decrement Probabilities apply

0 You no longer need a dummy termination benefit for vested valued through actives to
calculate vested liabilities.

¢ Optional form conversions using plan factors. You can now look up plan factors for
optional forms at commencement age, rather than decrement age. This lets you use one table
of ERFs for all early retirement optional forms, e.g., when valuing termination benefits
assuming multiple commencement ages.

" Defro60 )

Convert from the normal payment form to: Def to 6O

" Using specified Interest and Mortality

(« Uzsing plan factors from Benefit Component Table::

|Early retirement factors x| [@
Table lookup bhased on age at |commencement -

Clear 0K Cancel

e ]

¢ Contribution policy driven by participant data. A new contribution policy in your Asset &
Funding Policy lets you derive contributions by participant data. You might, for example, define
a contribution formula as a specified percentage of hours for a multiemployer plan. The formula
based on participant data is specified in the Contribution Policy Data topic of Plan Definitions.
Results are available in aggregate in the output and by individual results in a Valuation.

@ Contribution Policy ? 2
Actuarial Cost Method: |Projected Unit Credit (PUC) |
Contribution Policy: |Def:i.ned by Participant in Plan Defn. ﬂ

¢ COLA expressions for post-decrement death benefits. COLA expressions are now allowed
for post-decrement death benefits. In addition, the new operator #MEMDTHAGE can be used
with these benefits to vary the COLA based on the member’s death. For example, a COLA that
stops at member’s death:

#1F #PMTAGE < #MEMDTHAGE #THEN
#BEN * #COLA ; member COLA only
#ELSE
0 ; 0% spouse COLA
H#ENDIF

¢ For post-decrement death benefits, the switchover from pre- to post-commencement mortality
has been improved. Previously, both member and spouse mortality switched at the spouse
commencement age. Member mortality now switches at the member commencement age and
spouse mortality switches at the spouse commencement age.

Accounting

¢ Individual spot rate method. For expense calculations under ASC715 and 1AS19, interest
cost and service cost can now be calculated using the individual spot rate method. This method
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determines interest by applying individual spot rates to the benefit payments corresponding to
the underlying present value (e.g., PBO or PBO NC). To use this method, first enter a spot rate
interest curve in your accounting valuation assumptions and then select the “Individual spot
rate” interest method in the Accounting Methodology topic of your Asset & Funding Policy.

A Accounting Methodology ?
Expense Calculations
Accounting Standard |FISC 715 ﬂ
Interest method |Ind:i.l.lidua.1 spot rate ﬂ

Effective discount rate
Rollforward details. The details of the liability rollforward calculation are now included in the

accounting Reconciliation of Funded Status exhibit if the measurement date is after the
valuation date.

US Qualified Pension Plans

L2

Bipartisan Budget Act of 2015. ProVal now supports the extended interest rate stabilization
and PBGC premium increases in accordance with the Bipartisan Budget Act of 2015. (This was
actually included as an update to version 3.07, but mentioned here in case you missed it.)

More projected benefit payments are available in the output menu, including: PBGC NAR,
PBGC NAR EIR, Max Tax PUC At-Risk AL, Max Tax PUC At-Risk NC, Funding At-Risk NC, Max
Tax UC EIR, Max Tax UC Not-at-Risk AL, Max Tax UC Not-at-Risk NC, Max Tax UC At-Risk AL,
and Max Tax UC At-Risk NC.

Effective interest rates for the Max Tax UC Not-at-risk and PBGC liabilities are now
available.

Target liability mortality by coded field is available for actives. This lets you apply separate
mortality, such as blue and white collar mortality, to different groups in the same run.

In Inactive Benefits, the option to exclude the benefit from PBGC liabilities has been extended
to PPA vested liabilities.

a3 Inactive Benefit Definition - [<new:>] g

Name :

Annual henefit amount

(+ Field: ﬂ
" Expression:

¥ Apply COLAs from assumptions Parameters...

v Exclude from PHGC and PPA vested liabhilities!

In PPA funding Valuation Assumptions, the option to “Reflect new accrual rates during the
valuation year in PUC and UC liabilities” no longer affects vested liabilities. In accordance with
PBGC 2013 Blue Book Q1 response for flat dollar plans with negotiated increases, the vested
liability now reflects the multiplier in effect on the valuation date.

In Valuation Assumptions, a new option lets you select the decrement timing for accelerated at-
risk 100% retirement rates.

In Asset & Funding Policies, the contribution schedule lets you specify which contributions to
include in the expected return on assets calculation. This lets you base it on expected
contributions when expense was calculated even if actual contributions differ.
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OPEB Plans

¢ GASB 74/75. OPEB mode now supports GASB 74/75. Accounting runs calculate the Entry Age
Normal Liability and the Asset & Funding Policies include GASB 74/75 accounting parameters.
For more, see GASB Statements No. 74 and 75 on page 11.

Canadian Registered Pension Plans
¢ Deferral of new amortizations New special payments can be deferred for 1 year.

¢ Letter of credit parameters have been clarified and enhanced. In Asset & Funding Policies,
the Letters of Credit parameters have been combined into a new topic. New enhancements
allow you to increase the letter of credits each year to cover new special payments, apply a
maximum limit to the letter of credit, an option to allow new special payments to be always
covered by a letter of credit regardless of the maximum limitation, and options to include
interest on the letter of credit.

A Letters of Credit ?

Total letters of credit on the Valuwation Date |15,BBB,BBB

[ Increase to cover new solvency payments

¥ Limit to a maximum of
15 % of: |I‘1arket value of assets ﬂ + |3

-

Interest is |<n|:|t applicahle> ﬂ

¢ Solvency liability calculations under Federal law have been enhanced to:

0 Let you calculate the Transfer Value based on the commuted value of the termination
benefits (as opposed to eligible benefits which are typically retirement) when comparing the
Annuity Purchase to the Transfer Value.

A5 Blend Annuity Purchase/Transfer Value ?

Blend immediate annuity purchase (IAP) and transfer value liahbhilities
for participants eligible for an IAP but not yet in receipt.

Actives:
~a #» IAP and 5@ » transfer value of |termination ~| henefits
termination
Inactives not currently in receipt:

Bt} » IAP and 58 » transfer value

r

[” Use only IAP wpon reaching unreduced payment age

Unreduced payment age Service based on:
Age | Service | Points o) <date of hire> =]
i
0K ‘ LCancel |

o Allow you to use only the immediate annuity purchase assumptions for any participants that
have reached the unreduced payment age.
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German Pension Plans

¢ Contractual allocation end dates can now be entered for cash balance and career average
benefit formula components. In tax valuations, these components will be assumed to end as
specified. In accounting valuations, you have the option to assume that contracts renew and
allocations continue.

¢ Simple interest increases and start age. Increase rate tables applied to accrual definitions
can now apply simple interest starting at a specified age.

¢ Projection to exact retirement age. When projecting accrual definitions to a future age, the
projection will be to the exact retirement age in that year, rather than the nearest valuation
date anniversary.

¢ COLA timing for retirement benefits. COLAs on retirement benefits can now optionally occur
on the anniversary of the retirement date.
COLA increases occur annually:

* at end of year
(" at constant date: (mm/dd )

™~ at month and day from database field: | _J

¢ except at anniversaries of retirement decrement dates!

Benefit & Lump Sum Overrides... | [1].4 | Cancel ‘

Mortality Tables

¢ SOA mortality improvement scale MP-2015 has been added to ProVal’'s Mortality
Improvement Scales library. To use MP-2015 in one of the ways published by the SOA:

o Create a new, blank Mortality Rates table

0 Check “Link mortality base rates” and draw rates from one of the eight “SOA RP-2014...” or
eight “SOA RPH-2014...” tables.

S0A RP-2814 Adjusted to 2886 Blue Collar Mortality (base rates only)d

S50A RP-2014 Adjusted to 2886 Disabhled Retiree Mortality (hase rates only)

S0A RP-2014 Adjusted to 2886 Total Dataset Mortality (bhase rates only)d

S0A RP-2814 Adjusted to 2886 White Collar Mortality (hase rates only)

S50A RP-2014 Blue Collar Mortality with Scale MP-2014

S0A RP-2014 Disabled Retiree Mortality with Scale MP-2814

S0A RP-2814 Total Dataset Mortality with Scale MP-2814

S50A RP-2014 White Collar Mortality with Scale MP-2014

S0A RPH-2814 Adjusted to 2686 Blue Collar Headcount-weighted Mortality (hase rates only)

S0A RPH-2814 Adjusted to 20086 Disabled Retiree Headcount-weighted Mortality (hase rates only)
S0A RPH-2814 Adjusted to 2886 Total Dataset Headcount-weighted Mortality (hase rates only)
S0A RPH-2814 Adjusted to 2886 White Collar Headcount-weighted Mortality (base rates only)

S0A RPH-2814 Blue Collar Headcount-weighted Mortality with Scale MP-2814

S0A RPH-2814 Disabled Retiree Headcount-weighted Mortality with Scale MP-2014

S0A RPH-2814 Total Dataset Headcount-weighted Mortality with Scale MP-2814

S0A RPH-2814 White Collar Headcount-weighted Mortality with Scale MP-2814 b

0 Check “Apply Improvement Scale” and select SOA Scale MP-2015.

o0 Specify the base year corresponding to the base rates you picked, either 2006 for the “...
Adjusted to 2006 ...” tables or 2014 otherwise.

o Name the table and save it.

Alternatively, you can import the desired table from the MP-2015 Mortality Tables Template
available on our website.

Note that the eight mortality tables entitled “RP[H]-2014 Adjusted to 2006 ... (base rates
only)”, which back out scale MP-2014 prior to 2014, should not be used directly. They are
provided only as a source table from which the Link base rates feature can draw relevant
mortality base rates.

¢ Individual mortality tables. A new option lets you view a mortality table which has fully
generational improvement scales applied for an individual of age x in year y. This combines the
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base mortality and improvement scale factors to form the individual table. This is useful in
checking payment form values in sample lives, administration factors, etc.

¥ Apply Improvement Scale Base year:
Pre-Commencement : |SOH Scale MP-2814 ﬂ |E| |2314
Post-Commencement : |S0A Scale MP-2814 ~| [2]]| |2014
Projection: * Fully generational " To year

Options... ‘ Save s New ‘ ‘ Cancel |

View table

View table for an individual

¢ When linking to mortality base rates, sex-distinct rates can now be transformed to unisex rates
by blending male and female rates by a specified percentage.

Administration Factors

¢ Factors for an individual. You can now generate factors for an individual age x in the
valuation year based on a mortality table with a fully generational improvement scale applied
or for a specific year of birth with an age by year of birth mortality table. Factors at younger or
older ages relate to this same individual, e.g., if the participant is age 65 in 2015, then the age
60 factor is for that individual in 2010 rather than someone age 60 in 2015.

A Mortality and Timing Parameters ?
Mortality
Primary Annuitant:
|SOI’I RP-2814 Blue Collar Mortality with Scale MP-2814 ﬂ @
Contingent Annuitant:
|s0A UP-1984 Mortality | @

Ualuation year: [2015

¢ Generate factors for individual age |33 in valuation year

u I—

[T Use zero mortality in the deferral period (if any)d

Timing Parameters
Payment Freguency: |Hunthly ﬂ

Annuity Payment Timing: |Beg:i.nn:i.ng of Period ﬂ

0K ‘ Cancel

Individual Results

¢ Individual results for components. In a valuation, you can now save individual results for
benefit formula components. For example, you can save the current value of benefit formula
components (e.g., your plan’s main formula, social security offset, etc.) for use in such things
as benefit statements without having to set up dummy benefits to capture these amounts.

¢ In individual results, if viewing results by benefit or component, you can select which benefits
and/or components to display.

¢ For “vested valued as active” participants, individual results are now available for the earliest
retirement age, current benefit, and projected benefit.
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Benefit Formulas

¢ When double-clicking on an undefined benefit formula component, ProVal will default to a
“database field” component rather than an “accrual definition” component if the name matches

a data dictionary entry.

} ~Benefit formula

|Ercze:3 n
) ]
& Benefit Formula Component - [<new=] b
Hame = Description:
|
Component type: |Datahase field _:J

* Field: [FrozenBen | New...

¢ When projecting accrual definitions to a future age:
0 The projection age can be specified as a database field

0 The pay credits can be projected as a fraction of the projected accrual rates
& Projection & Freeze Ages

¥ Project service to

» Il
~ Constant age
=

* Age in database field |NRng

with accrual baszis frozen in decrement year

and accrual rates times 58

[ Freeze accrual basis and rates at age

Cancel |

¢ The #AVGWB custom operator can be parameterized to end the averaging period up to 5 years
prior to decrement.

Experience Studies
¢ Individual results are now available in experience studies. This is useful for checking results or
summarizing results differently from ProVal's standard reports.

¢ A new option in Report Breakpoints lets you display salary output with full precision rather than
rounding to no more than nine significant digits (e.g., “Salaries shown in 1,000s”).

Census Data
¢ In Spreadsheet Edit, the Sort Records interface has been simplified for clarity and ease of use.

&5 Sort Records
Sort On Field | Order
1 |Status Ascending
2 lAge Descending
3

+ In Spreadsheet Edit, the prompt to save the view style when exiting has been refined and won’t
display if only insignificant changes were made.
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¢ In Import Data, the question to “import data from another file?” has been eliminated since it's

so easy to run Import Data again, especially from within Spreadsheet Edit.

¢ The output of custom screening tests that compare fields now shows the “% difference” for

flagged records.

Custom Tests

% difference

-

Z2 Errors

Current Year Current Year Current Year

Prior Year

Priocr Year

RecID ID Name SALARY RecID SALARY Difference
287 HHH-M¥-5208 BALTLS VRN TRSSEL 115,2860.99 288 29,763.50 29.07%
532 BHH-HE-T089 MISTY HIBEINS 57,930.50 533 70,876.06 -13.27%

¢ The “Import...” button for Databases now includes an option to “Import data into [the selected

database]” as well as the pre-existing option to “Import database from another client”.

3 Bl ae 3 X &f =
New Edit Rename Copy Erase  Compare  Impaort...
MName % | Records | Fields | Emors | Modif
L4 dataZ(16 10 g 0 11/23/2015 511

data2015 10 8 0 1172372015 5111

+
Refresh

=
Refd By
Import data into "data2016"...

Import database from another client...

Sample Lives

¢ The Decrements sample life report now shows the service used for each decrement.

Processing Speed

¢ #IF #THEN #ELSE has been sped up dramatically when used in benefit formulas, accrual basis

expressions, and COLA expressions.

¢ When running lots of records (e.g., 100,000+) with a sizeable grid (e.g., 100 grid processors),
the performance of aggregating results has been improved by using multiple threads to queue

up intermediate results in memory for aggregation.

System

¢ When comparing entries, such as Valuation Assumptions, a new option only shows sections of

the listing that differ.

a5 Compare Valuation Assumptions - U.S. Qualified Pension

=4 Print... | _-.:,Pregiew H File... 53 Copy

33 Find... | |Funding 2014 ﬂ |Sec’(i0ns with d'rf'ferenc:esﬂ X Close

Comparison key:

[-] Funding 2014
[+] Funding 2015

Al sections

¢ Using File = Import from client is now much faster for clients with a large number of valuations

and core projections.

¢ In File = Open Client, you can now double-click on a client name to open it. Also, when

Browsing for a folder, your Favorites are now listed for easy access.

+ A potential delay opening and closing clients when usage tracking is turned on ([Config]
UsagelogFile= in proval.ini) has been eliminated by writing to this log asynchronously.
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¢ The Graph command has been retired from the Tools menu.

Report Writer
¢ A new option lets you convert blank values to zeroes when publishing a report.

A5 ProVal Report Writer
File Edit | Options | Help
Auto Open Last File
Show Tooltips

Operate as the Template Document Author
Keep Field Specs in Published Document
Convert Blank Values to Zeros

¢ PPA shortfall amortization factors are now available for use in reports.

¢ Arithmetic expressions (using ProVal’s arithmetic operators) can be written into a form field in
the Template Document. These are intended to be used for simple expressions such as A+B
and are subject to Microsoft Word’s limits of 138 characters. See the help article in Command
Reference > Tools Menu > Report Writer > Templates: Form Field Reference for details.

¢ ProVal API functions for report writing have been added. See the “ProVal APl Users Guide.pdf”
for details.

o New functions GetRWReconOfAssets, GetRWStmntOfAssets, SetRWReconOfAssets, and
SetRWStmntOfAssets return and set the “Reconciliation of Assets” and the “Statement of
Assets” data for a report definition in a report writer database.

o New function GetRWDataSets returns the data sets mapping for a report definition in a
report writer database.

ProVal PS

¢ The charts in ProVal PS now have smoother lines, grid lines, graduated bar colors, and overall a
more polished and modern look. This is in keeping with ProVal PS’s target as a boardroom level
tool.

¢ ProVval PS API

0 A new function, ImportCMS, imports capital market simulation trial data (economic
scenarios) and creates a .cms file that can be linked to .pvps files using ResetCMS or
LinkToCMS.

o0 The daily roll forward calculations have been extended to solvency benefit payments in
Canadian Registered Pension mode.

Changes Log

¢ Be sure to read the changes log (see the “changes log.doc” file in the ProVal directory) about
updates to certain calculations that may change results.

New member of the WinTech team

We are pleased to introduce Sean Smith who
recently joined our team. He is an experienced
ProVal user and, among other responsibilities,
will be working on ProVal enhancements.
Please say hello to him if you reach him at
ProVal support.
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GASB Statements No. 74 and 75

ProVal 3.08 supports GASB’s updated Postemployment Benefit Plans Other Than Pension Plans
reporting standards, Nos. 74 and 75. This enhancement in ProVal’'s OPEB computational mode
parallels the public computational mode enhancement for GASB Statements No. 67 and 68 that
was introduced in ProVal 3.05. Below is a summary of the enhancements to ProVal as well as
information to calculate the discount rate.

Enhancements to Valuation Assumptions, Valuation Results, and Core Projection Results

The Accounting Valuation Assumptions > Liability Methods topic has a new checkbox: “Calculate
Entry Age Normal (APBO always run).” If checked, the Entry Age Normal liability will be calculated
using the following parameters as prescribed by GASB:

e Basis: Level % of salary
e Funding span: From first funding age to last age before 100% retirement
e Employee contribution methodology: Expected contributions for the year

There are options on the screen for calculating present value of future salary and valuation salary,
consistent with funding assumptions.

&5 Liability Methods 7| X

¥ Calculate Entry Age MNormal (APBO always run)
Maximum Compensation Limit for PUFS & valuation salapry:

|€none:= ﬂ @

Timing for PUFS, valuation salary & number:

|Beginning of year ﬂ

Adjust to middle or end of year with:
r
I
I

Projected salary & headcount based on: |total salary and number ﬂ

0K Cancel ‘

The Entry Age Normal accounting liability and the average expected service lives are available from
valuation and core projection output, and there are new scaling factors for the Entry Age Normal
accounting liability and normal cost.

Enhancements to Asset & Funding Policies, Valuation Sets, Deterministic & Stochastic
Forecasts

In the Asset & Funding Policy, the Accounting Methodology topic lets you select GASB 74/75 and
specify the inputs necessary to develop the OPEB expense and Statement of Balance Sheet
Liability.
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@ Accounting Methodology ? =
Expense calculations under: |GHSB 74,75 ﬂ
Expected Beturn on Assets
Balance Sheet Liability
Additional current year expense a
Deferred Outflows & Inflows (including current year asset gain-loss)

Schedule date: Deferred
Remaining Outf low”
Description Period (Inflow)
New,
Net deferred outflows a
|~ Recognize new net deferred outflows using a # dncrease rate
(0] 4 | Cancel ‘

The schedule of deferred outflows & inflows should include the current year difference between
expected and actual earnings (asset gain/loss). ProVal backs into the current year difference
between expected and actual experience (liability gain/loss) using the funded status, the net OPEB
liability, and the sum of outstanding deferred outflows and inflows (including current year asset
gain/loss).

New liability gains and losses and assumptions changes will be recognized over the average
expected service lives. The numerator is the active total expected future service. The denominator
is the active headcount expected to receive benefits plus the inactive headcount. If rounding is
selected, this value will be rounded to 4 decimal places. Asset gains and losses calculated by ProVal
will be recognized over five years and plan changes will be recognized in the year they occur. There
is also an option to recognize new net deferred outflows using an increase rate.

The Valuation Set, Deterministic & Stochastic View and Output include GASB 74/75 output
variables of relevant parameters. There are three new Exhibits:

e Development of OPEB Expense
e Reconciliation of Balance Sheet Liability
e Deferred Outflows & Inflows of Resources

Additional Notes

e The Entry Age Normal Accounting Liability has been added as a liability type option for the
end of year additional contribution, the Ultimate Cost Liability, and the Target Cost
calculations and as a liability target option in an excess return efficient frontier.

e The Entry Age Normal Accounting liability can be selected as a liability type in a gain/loss
analysis.

Discount rate

The discount rate should be the single rate that blends the long-term expected rate of return on
investments and a 20-year tax-exempt general obligation municipal bond based on the years the
plan’s net position is sufficient to pay projected benefits. If a blended interest rate is needed,
ProVval will not determine the discount rate directly. However, you can derive the rate using ProVal
output. Although GASB 74 and 75 do not provide details of this calculation, GASB 68 did provide
details in Table 1 of Illustration 1. Two approaches, following the GASB 68 lllustration, are
discussed in the ProVal Help’s Frequently Asked Question entitled GASB 68 discount rate.
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Dynamic Asset Allocation

ProVval 3.08 introduces the ability to run several alternative types of “Dynamic Asset Allocation”
during a stochastic forecast, allowing you to change between mixes during a forecast based on a
set of rules or triggers.

ProVal has always allowed you to set up and forecast multiple asset mixes within a single run
where each mix is held constant (and is rebalanced) during the duration of the forecast. For
example, here is a set of 3.07 parameters with 7 distinct asset mixes that will generate 7
stochastic forecasts:

@ Aszet Mixes @
Enter the asset mixes:

Asset Mix Description | _TBill [TBond3( _CBill [CBond30 SP500 | FI Total
G040 i 0 0 0 0 0.6 0.4 1
50,50 mix 0 0 0 0 05 05 1
40460 rrix 0 0 0 0 0.4 0.6 1
0470 i 0 0 0 0 0.3 0.7 1
20,80 mix 0 0 0 0 0.z 0.8 1
10490 rrix 0 0 0 0 01 0.8 1
All bonds 0 0 0 0 0 1 1
Calculate asset mix return based on (*+ geometric average return

" apithmetic average return
Efficient Frontier... | Cancel |

Proval 3.08 allows you to change between mixes during a forecast based on a set of rules or
triggers. The triggers may be defined using funded ratios, interest rates and time. This strategy is
sometimes referred to as a glide path strategy or dynamic de-risking. We have generalized it to
“Dynamic Asset Allocation.”

Here is an example using the same 7 mixes. Note that the mixes have been re-ordered, with
ascending Mix #’s corresponding to ascending risk levels of the mixes. Re-ordering the mixes is
cosmetic, but doing so produces a Mix Map that looks more intuitive and possibly easier to check.
Note also that these parameters will generate a single stochastic forecast, as the 7 mixes are only
definitional.
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(ﬁgﬁusHFHMEs Iﬁﬂl[:::
Asset mixes:
Mix# | Description | TBill [ TBond30] CBill | CBond30] SP500 | FI Total
1|All bonds I} 0 0 ] 0 1 1
2(10/90 rmix 0 0 0 i} 0.1 0.9 1
3(20/80 mix 0 0 0 i} 0.2 0.8 1
4(30/70 rmix 1] 0 0 1] 0.3 0.7 1
B[40/60 rmix 1] 0 0 1] 0.4 0.6 1
B(50/50 mix 1] 0 0 1] 0.5 0.5 1
7|00 mix ] ] ] I] 0.5 0.4 1

fficient Frontier...

Calculate asset mix return using:

# Funded ratio

" Calendar year

Hix Map:

Sort by expected return

|Gont inwous rebalancing ﬂ

¥ Dynamic asset allocation based on:

" Funded ratio and interest rates

Params...

Funded ratio

Mix #

0.00¢=x<0.80
0.80 €¢=x < 0.90
0.90 ¢=x < 0.95
0.95 <=x<1.00
1.00<¢=x<1.05
1.05<¢=x<1.10
1.10<=x

— a3 L) s o

[ Allow re-risking

[~ During a deferral period of ,_ year(s), use asset mix H#

Cancel |

Thus, in this example, once the funded ratio surpasses 80%, the mix will change from Mix #7
(60/40 mix, see its definition in the Asset Mixes table) to Mix #6 (50/50 mix). Also, if a trial was
using Mix #6 and suddenly (perhaps due to the trial producing extremely favorable investment
returns for a given year) its funded ratio shot up to 112%, it would immediately switch to Mix #1.

ProVal’s Dynamic Asset Allocation feature allows you to customize:

e The basis for the triggers: funded ratio, funded ratio and interest rates, or calendar year.

e Several items under the Params button:

o Definition of the funded ratio: the desired liability and asset value

0 Funded ratio breakpoints

0 Interest rate breakpoints

0 Interest rate basis (Treasuries or Corporate)

e Whether or not to allow re-risking. If re-risking is not allowed, once the plan moves to a
(presumably) less risky mix as the funded ratio rises, it never returns to a riskier mix,

regardless of the plan’s funded status or the current level of interest rates.
allowed, the mix each year is determined based on that year’s funded ratio.

e Whether to defer the start of the dynamic policy for a few years.

If re-risking is
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