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As Chairman of the Board of Trustees, I am pleased to present the
2006 Annual Report for the Manchester Employees’ Contributory

Retirement System. This report includes Financial and Actuarial

Valuation summaries for plan year 2006, as well as a description of
the Plan benefits. The report also includes management discussion

and analysis of the events of the past year.

The MECRS is a defined benefit plan supported by contributions made by the
membership, in conjunction with supporting contributions made by the employer.

The Board of Trustees maintains a watchful eye on state and national events affect-

ing public retirement plans and uses the services of a professional actuarial firm to
assess the magnitude of trends which affect present and future benefits and funding

obligations in this Plan.

As a matter of policy, the Board of Trustees closely monitors the System’s asset
allocation and investment performance in order to maintain the optimum blend of

investment classes and achieve maximum investment return with minimum risk

exposure. The services of twenty professional investment firms are retained to
actively manage the System’s diversified investment portfolio. The System’s invest-

ment and management practices are intended to ensure future financial security for

plan and the reliability of benefits for its participants.

This Annual Report and in particular the Management Discussion and Analysis

section review the results of the System’s asset management and administrative

operations for Plan Year 2006. The System’s investment returns showed positive
results once again in 2006 after three good years from 2003 to 2005. This was in

keeping with the experience of those Public Pension Plans nationally who also

operate on a calendar year basis.

In closing, on behalf of the Retirement System Board of Trustees and staff, I wish to

thank the membership for its support and interest in the Board’s activities through-

out 2006, and to note for the record that the Board remains committed to maintain-
ing an organizational environment based upon full disclosure of Plan events and

efficient service to the membership.

 Sincerely,

Donald R. Pinard

Chairman, Board of Trustees

City of Manchester Employees’ Contributory Retirement System

1045 ELM STREET • SUITE 403
MANCHESTER, NH 03101-1824
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Board of Trustees
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Public Pension Coordinating Council 
Public Pension Standards 

2006Award 

Presented to 

Manchester Employees• Contributory Retirement System 

In recognition of meeting professional standards for 
plan design and administration as 

set forth in the Public Pension Standards. 

Presented by the Public Pension Coordinating Council, a confederation of 

National Association of State Retirement Administrators (NASRA) 
National Conference on Public Employee Retirement Systems (NCPERS) 

National Council on Teacher Retirement (NCTR) 

Alan H. Winkle 
Program Administrator 
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Portfolio Managers, Advisors, and Service Providers
AS OF DECEMBER 31, 2006
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INVESTMENT ADVISOR

Prime Buchholz & Associates, Inc.

ACTUARIAL CONSULTANT

Gabriel, Roeder, Smith & Company

CUSTODIAN

State Street Bank & Trust Co.

INDEPENDENT AUDITOR

Berry, Dunn, McNeil & Parker

LEGAL ADVISOR

McLane, Graf, Raulerson & Middleton

DOMESTIC EQUITY

State Street Global Large Cap Value
(Group Trust)

Cadence Large Cap Growth
(Group Trust)

Earnest Partners Mid/Small Cap
(Separate Account)

Vanguard Admiral Mid/Small Cap
(Group Trust)

INTERNATIONAL EQUITY

Gryphon International
(Group Trust)

Causeways International
(Group Trust)

EMERGING MARKETS EQUITY

City of London
(Group Trust)

Eaton Vance (a/k/a Pimco)
(Group Trust)
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 ALTERNATIVE EQUITY

Boston Millennia
(Group Trust)

BankAmerica Private Equity Portfolio
(Group Trust)

HEDGE FUNDS – FUND OF FUNDS

Attalus Capital Management
(Group Trust)

Archstone Offshore Fund
(Group Trust)

FIXED INCOME

Income Research and Management
(Group Trust)

Loomis Sayles
(Group Trust)

REAL ESTATE

Morgan Stanley
(Group Trust)

Cigna
Group Trust)

PRISA
(Group Trust)

TIMBERFUNDS

RMK Timberland Group
(Group Trust)

Wachovia
(Group Trust)

TACTICAL ASSET ALLOCATION

Mellon Domestic Funds
(Group Trust)

Mellon Global Funds
(Group Trust)
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DOMESTIC VALUE
Objective #1 - Perform above
median consistently over a three
year rolling period compared to
a universe of value style equity
investment managers.

Objective #2 - Exceed the S&P
500 Index by 100 basis points
annually, over a three year pe-
riod. Over interim periods the
R1000 Value is the performance
benchmark. Relative strength
expected in falling markets.

DOMESTIC MIDCAP VALUE
Objective #1 - Perform above
median consistently over a three
year rolling period compared to
a universe of midcap value style
equity investment managers.

Objective #2 - Exceed the Russell
Midcap Value Index by 100 ba-
sis points annually, over a three
year rolling period. Relative
strength expected in rising
markets. May invest up to 5%
of the portfolio in equity REITs.

DOMESTIC GROWTH
Objective #1 - Perform above
median consistently over a three
year rolling period compared to
a universe of growth style eq-
uity investment managers.

Objective #2 - Exceed the S&P
500 Index by 100 basis points
annually, over a three year roll-
ing period. Over interim peri-
ods the R1000 Growth is the
performance benchmark. Rela-
tive strength expected in rising
markets. May invest up to 5%
of the portfolio in equity REITs.

DOMESTIC MIDCAP CORE
Objective #1 - Perform above
median consistently over a three
year rolling period compared to
a universe of midcap growth style
equity investment managers.

Objective #2 - Track the perfor-
mance of the MSCI US Midcap
Index.

— EQUITY —

Investment Manager Objectives for Active Managers
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— FIXED INCOME —
DIVERSIFIED

Objective #1 - Perform above median con-
sistently over a three year rolling period
compared to a universe of fixed income
investment managers.

Objective #2 - Exceed the Lehman Aggre-
gate Index by 100 basis points annually
over a three year rolling period.

INTERMEDIATE
Objective #1 - Perform above median con-
sistently over a three year rolling period
compared to a universe of intermediate
fixed income investment managers.

Objective #2 - Exceed the Lehman Govern-
ment/Corporate Intermediate Index by 50
basis points annually over a three year
rolling period.

HEDGE FUNDS
Objective #1 - Provide consistent positive
returns with volatility below the broad
equity market.

Objective #2 - Perform above media con-
sistently over a three year rolling period
compared to a universe of hedge fund in-
vestments.

INTERNATIONAL
Objective #1 - Perform above
median consistently over a three
year rolling period compared to
a universe of non-U.S. equity
investment managers.

Objective #2 - Exceed the EAFE
Index by 100 basis points annu-
ally over a three year rolling pe-
riod. Relative strength expected
in falling markets.

EMERGING MARKETS
Objective #1 - Perform above
median consistently over a three
year rolling period compared to
a universe of emerging market
equity investment managers.

Objective #2 - Exceed the MSCI
Emerging Markets Index by 100
basis points annually over a
three year rolling period. Rela-
tive strength expected in fall-
ing markets.

PRIVATE EQUITY/
VENTURE CAPITAL

Objective #1 - Perform above
the U.S. public markets net of
all fees and expenses over the
life of the partnership through
investments in privately held
companies primarily in health-
care and life sciences, telecom-
munications and information
technology industries.

Objective #2 - Exceed the aver-
age return produced by venture
capital and private equity funds
of similar vintage over the life
of the partnership.

TACTICAL ASSET
— ALLOCATION —

GLOBAL & DOMESTIC
Objective #1 - Perform above median con-
sistently over a three year rolling period
compared to a universe of peer TAA man-
agers.

Objective #2 - Provide superior risk ad-
justed returns, as measured by alpha, an-
nually over a three year rolling period. The
domestic benchmark is defined as 65%
S&P 500, 30% 20 Year U.S. Treasuries, 5%
Cash. The global benchmark is defined as
60% MSCI World Index, 40% Citigroup
World Gov’t. Bond Index.

— REAL ASSETS —
TIMBERLAND

Objective #1 - Perform above median con-
sistently over a three year rolling period
compared to a universe of timber invest-
ment managers.

Objective #2 - Exceed a real return of 8%
per annum.



Dear Plan Participant:

I am pleased to present this Annual Report of the Manchester
Employees’ Contributory Retirement System (MECRS) for the
fiscal year ended December 31, 2006. This report is submitted in
compliance with Chapter 218:6, II, Laws of 1973, as amended, is
intended to satisfy public pension plan financial reporting require-
ments, and to give City employee members confidence that the

Board of Trustees is responsibly managing fund assets. The MECRS Annual Report is
prepared each year to conform to the most current reporting Governmental Account-
ing Standards Board pronouncements and this year includes new and expanded
notes and schedules.

The MECRS created as a tax-qualified governmental retirement plan under sections
401(a) and 414(d) of the United States Internal Revenue Code, as amended, was
established under the provisions of New Hampshire Chapter 218, Laws of 1973 and
became effective on January 1, 1974. Its purpose is to provide service and disability
retirement benefits to those City employees who are not Police Officers, Fire-
fighters, or Teachers and who are not eligible to participate in the New Hampshire
Retirement System.

The MECRS is administered by a seven-member Board of Trustees whose responsi-
bilities include the formulation of policy and determination of employee eligibility
for participation and benefits. The Board also oversees the daily administrative,
fiscal and investment operations of the System.

As part of the Board’s ongoing efforts at keeping System in pace with national
trends, a number of legislative housekeeping amendments were passed into law
during 2006. Spousal consent requirements were added to the Plan and the ability
to purchase service credit earned but withdrawn from other public pension plans
were enacted. In addition, certain rollover provisions which were previously allowed
under Administrative Rules had their authority elevated to a statutory level in 2006.

For the third year in a row, the MECRS applied for and received a compliance award
from the Public Pension Coordinating Council for having met professional stan-
dards for plan design and administration. In order to receive the award, plans must
meet requirements on funding, financial reporting, member benefits, actuarial and
audit practices.

In closing, on behalf of the Board of Trustees, I want to reiterate our commitment to
stakeholders in the Plan and to prompt and accurate service to our constituent
members.

Gerard E. Fleury
Executive Director

CITY OF

MANCHESTER

EMPLOYEES’

CONTRIBUTORY

RETIREMENT

SYSTEM

1045 ELM STREET • SUITE 403
MANCHESTER, NH 03101-1824

PHONE (603) 624-6506
FAX (603) 624-6342
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This document has been prepared in compliance with Chapter 218:6, II, Laws of 1974 as

amended and is intended to provide the reader, especially new entrants to the plan, with a

summary of important plan provisions. Information contained in this summary plan descrip-

tion is only intended to provide the membership of the MECRS and other interested parties

with a general overview of the plan. While every effort is, and will be made to keep information

in this description as accurate and up-to-date as possible, no retirement or financial decisions

should be made based solely on information contained herein. Questions on matters of entitle-

ment or process should be addressed in writing to the system’s administrative office at the

address shown below.

Summary Plan Description

Type of Plan: The Manchester Employees’ Contributory Retirement System is a “defined

benefit” plan and operates pursuant to Section 8.09 of the City Charter of Manchester, New Hampshire, in

accordance with the State of New Hampshire Laws of 1973, Chapter 218 as amended, and is intended to create

a tax-qualified governmental retirement plan under sections 401(a) and 414(d) of the Internal Revenue Code

as amended. This defined benefit plan is superior to defined contribution plans in that it calculates the

retirement benefit based upon average final earnings, creditable service, and age at retirement as opposed to

simply the total accumulation of dollars in the plan. The System is governed by a seven member board in

accordance with Articles I and II of its By Laws and operates in accordance with Administrative Rules

established for that purpose. Relevant financial and demographic information about the System is contained

in this report and on a website maintained by the System at www.ManchesterRetirement.org. That

information is also available in hard copy upon request from the System’s administrative offices. The System

exists for the benefit of its membership and maintains administrative offices in Suite 403 of the Chase

Building at 1045 Elm Street in Manchester, New Hampshire.

The system may be contacted through its Executive Director by any of the methods listed below:

By phone at:  603-624-6506

By fax at:  603-624-6342

By email at:  Gfleury@ManchesterRetirement.org

Or by writing to: Manchester Employees Contributory Retirement System

1045 Elm Street, Suite 403, Manchester, NH 03101-1824
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Duties of the Board of Trustees

The retirement board is the trustee of the retirement fund and has the obligation of a fiduciary to the Retire-
ment System and its members and beneficiaries. In the fulfillment of its duties and responsibilities, the retire-
ment board acts solely in the interests of the Retirement System, the members, and the beneficiaries and with
the care, skill, prudence, and diligence under the circumstances then prevailing that a prudent person acting in
a like capacity and familiar with such matters would use in the conduct of an enterprise of a like character and
with like aims. As trustee, the retirement board holds legal title to all securities and assets of the Retirement
System and has full control and management of them with the power to invest and reinvest the same in accor-
dance with the terms, conditions, limitations, and restrictions imposed by the general statutes of the state of
New Hampshire governing the investment of trust funds. In addition to those powers, the retirement board, as
trustee, also has the power to: collect and receive any and all monies and other property due and to give full
discharge and acquaintance therefore; appoint advisory committees to aid the retirement board in its duties
under this section or to delegate to any corporate fiduciary or an insurance company within or without the
state who may or may not be the custodian of stocks and securities, the power and discretion to make decisions
with regard to the purchase or sale of any legal object of investment and to take any action necessary to affect
decisions by or on behalf of the Retirement System with the same legal effect as if performed by the retirement
board; authorize the payment of compensation to an agent for retirement fund management services; settle or
compromise any claims, debts or damages due or owing to or from the Retirement System, and to commence
or defend suits or legal proceedings whenever, in its judgment, any interest of the Retirement System so requires
employing suitable agents and counsel for this purpose and paying their reasonable expenses and compensa-
tion; maintain records of receipts and disbursements and to pay benefits required under the retirement system
to eligible members, or, in the event of their death, to their beneficiaries; and generally do all other things
necessary and proper to carry out the operation of the retirement fund.

The Retirement System applies to all full-time and permanent employees of the City, including elected
and appointed officials. The Retirement System does not cover certain categories of employees, such as
temporary employees, members of boards and commissions who are not full-time or permanent part-
time employees of the City, members of the fire and police departments, or teachers who are eligible to
participate in a state-administered retirement system, and other persons who are, or were, eligible to
participate in the New Hampshire Retirement System.

All covered employees hired after January 1, 1974 are required to participate in the Retirement System
as a condition of employment. Employees are 100% vested after five years of service. The normal
retirement age is 60 and the benefit is calculated at 1.5% of final average total compensation during
the highest three years or 36 highest consecutive months of service in the last ten years of service
(hereafter final average earnings) multiplied by the years of service. The benefit was increased to 2%
for service completed after January 1, 1999. Effective July 1, 2005, members who are still in service and
have service from prior to January 1, 1999 are afforded an option to upgrade that service multiplier to
2% pursuant to established laws and supporting rules established by the Board. Permanent employees
of the City of Manchester prior to January 1, 1974 who were in service as of January 1, 1974, are eligible
for early retirement if credited with no less than twenty (20) years of service.
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Contributions

Contributions to the plan consist of a mem-

ber component which equates to 3.75% of

wages as defined by regulation and an em-

ployer component which varies from year to

year with the outcome of an annual actuarial

valuation. Beginning in February of 2006 the

member rate increased to 5% as part of the

establishment of a Section 401(h) Medical

Sub-trust. The factors which can influence the

employer’s cost of participation include many

variables which are cited in the valuation re-

port and can be obtained upon request. Mem-

ber contributions are deducted by the em-

ployer and remitted to the System following

each payroll cycle. The City’s matching con-

tribution is also expressed as a percentage of

gross wages and is remitted to the System af-

ter each payday. The percentage of the em-

ployer contribution is determined by the an-

nual valuation process and is ratified by the

Board and incorporated into the City’s budget

prior to the beginning of the City’s fiscal year.

Tax Shelter Plan

Member contributions are considered tax sheltered under sections 401(a) and 414(h) of the Internal Rev-

enue Code as amended. This pre-tax status is only extended to contributions which are a percentage of wages

earned for the period. Generally, pre-tax status is only extended to contributions which are a percentage of

wages earned for the period. Permissive service purchases of temporary service and of time previously with-

drawn from the plan may be eligible for a trustee to trustee transfer from 401(k), 403(b), and 457 plans.

Contact the system for further details. Other amounts paid in by the member on a voluntary basis for

purposes such as Additional Contributions are considered to have been made with post tax dollars. All post

tax contributions are tracked by the system and will be reported as tax exempt in accordance with applicable

Federal Tax Rules at the time of their eventual distribution.

Additional Contributions

Additional Contributions, which went into effect

July 1, 2004, provide an option for members to

either reduce the offset associated with retiring

prior to age 60 or, for the member who upon

reaching the normal retirement age, lacks the

service required to attain a 50% retirement ben-

efit. The amount needed to either reduce the early

retirement offset or provide a 50% benefit, is

derived from the member making additional

after tax contributions to their account. Deter-

mining how much a member is obligated to pay

if they decide to pursue this option and simulta-

neously determining the contribution limit dic-

tated by Federal regulations on such payments

is done by means of an actuarial calculation

which must be done at the member’s expense.

Member’s who are rapidly approaching their

anticipated date of retirement and who are oth-

erwise in a position to avail themselves of this

benefit option are advised to contract the Sys-

tem for further details.
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Creditable Service

Creditable Service refers to the amount of time a plan participant spends in the service of the employer.

Service rendered for the full normal working time in a period of 12 consecutive months entitles a

member to one year of service credit. Time spent as a member of any of the various city boards, or in

any other capacity rendering incidental employment to the city, is not counted as service. Absence

from employment on account of active duty with the armed forces of the United States in time of

emergency or war, or as directed by selective service or to meet selective service requirements, or as a

member of the national guard, or organized reserves, to meet its requirements, is counted as continu-

ous employment with the city, provided, that the employee returns directly to active employment with

the city within 90 days after he or she becomes eligible for release from such active duty. Any such

period of absence is not counted as service unless the employee completes a service buyback.

Upgrading of Select Existing Service Credit

As of July 1, 2005 but prior to their termination of employment and the commencement of a
retirement benefit, a member may elect, under rules of the board, to receive a retirement
benefit of 2 percent of their average final earnings for all years of service or any portion
thereof, for years when the earned service credit was at the 1.5% rate, provided that the
member shall be responsible for payment of 50 percent of the benefit based on methods and
assumptions adopted by the Board. The retirement system shall be responsible for the pay-
ment of the remaining 50 percent of
the retirement benefit based on
methods and assump-
tions adopted by
the Board. Spousal Consent

As of May 9, 2006, any application for any type of benefit administered by

the System, including but not limited to retirement benefits, return of contribu-

tions, or disability retirement allowances shall include a statement made by the spouse

of the member, if any, acknowledging that the spouse has read and understands the

provisions of this act concerning the benefits and payments options and the benefit

and payments options, if any, the member has elected to receive. Acknowledg-

ments have been incorporated into the various applications used by the

Plan and are signed in the presence of a notary public or re-

tirement system employee.
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Normal Service Retirement

Any member who either has attained the age of 60 years or was in the service of the
city on January 1, 1974 and has completed at least 20 years of service, is eligible for a
normal service retirement benefit. Any such member may retire by filing with the
retirement board, a written statement duly attested setting forth the time subsequent
to the date of filing that the member desires to be retired, or the retirement board
may, at its option, retire any such eligible member, furnishing written notice thereof
at least 60 calendar days in advance of the specified date of such retirement.

The payment of retirement benefits to any member who is eligible to receive them and
who has filed all election forms with the Retirement System shall become effective the
first day of the month following termination of employment pending approval by the
retirement board. No changes to benefit elections are permitted after the commence-
ment of the payment of benefits.

The Retirement System shall not pay retirement or disability benefits to city employ-
ees who again become eligible to participate in the Retirement System. A member
shall notify the Retirement System of their rehire immediately. Upon rehire after a
period of termination, all disbursements under the Plan to that member shall cease
and the member must resume making contributions to the retirement fund as of the
first pay period following their rehire. Rehired members shall have their benefits
determined in accordance with laws governing “restoration to service as define in the
system’s enabling legislation.

Notwithstanding any other provisions, the maximum pension payment payable to any
member or beneficiary shall be limited to such extent as may be necessary to comply
with the requirements of sections 401(a)(16), 401(a)(17) and 415 of the Internal
Revenue Code. The retirement benefits payable hereunder shall be made in the form,
at such time and otherwise in compliance with the distribution and rollover require-
ments of sections 402(c), 401(a)(9), and 401(a)(31) of the Code.

Members who qualify for a normal service retirement benefit shall receive an annual
pension payable during the member’s lifetime in an amount equal to the sum of: one
and 1/2 percent of the member’s final average earnings multiplied by the number of
years, including the fractions of years represented by full months, of service completed
prior to January 1, 1999; plus two percent of the member’s final average earnings
multiplied by the number of years, including the fractions of years represented by full
months, of service completed after December 31, 1998. However, in the case of a
member who both was in the employ of the city on January 1, 1974 and has completed
not less than 20 years of service at the time of retirement, the annual pension payable
during the member’s lifetime shall be equal to the greater of the sum of the amounts
determined in accordance with methods stated in the paragraph above, or 50 percent
of final average earnings.
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Ordinary Disability

Retirement

Any member of the Retirement System who,

after 15 years of continuous service as an em-
ployee of the city, becomes totally and perma-

nently disabled such that they are incapable of

performing the essential functions of their po-
sition prior to such disability, may be retired

for disability according to the prevailing regu-

lations. The determination as to total and per-
manent disability shall be made by the retire-

ment board upon review of an application for

disability benefits submitted by the member
and consultation with at least 2 impartial phy-

sicians selected by the retirement board who

shall examine the member and submit written
reports to the retirement board.

Members who retire for disability of this type

shall be entitled to an annual disability benefit
payable until the earlier of the termination of

such disability or their death, computed on the

basis of service completed prior to the date of
disability in an amount equal to the sum of:

One and 1/2 percent of the member’s final av-

erage earnings multiplied by the number of
years, including the fractions of years repre-

sented by full months, of service completed

prior to January 1, 1999; plus two percent of
the member’s final average earnings multiplied

by the number of years, including the fractions

of years represented by full months, of service
completed after December 31, 1998. Disabled

members may also receive their disability ben-

efit in the form of a contingent annuity as de-
scribed under “Optional Retirement Allowances”

later in their document. Any member who has

upgraded service credit earned between 1974
and 1999 shall have their benefit calculated in

keeping with the percentage of such time as

may have been upgraded prior to retirement.

Vesting

Vesting is the process through which a plan participant

becomes irrevocably entitled to a monthly pension

benefit in lieu of a cash distribution of paid in con-

tributions and interest. A vested member is almost

always financially better off collecting a monthly an-

nuity from a defined benefit plan such as this one as

opposed to collecting the cash payout. For the

MECRS, vesting is achieved after the completion of

five (5) years of participation and contribution into

the plan.

Early Retirement

Each member whose age plus years of service equals

80, or who attains age 55 with a minimum of 20 years

of service, may have the option, to be exercised by a

written notice to the retirement board, to retire at

any time thereafter, prior to the member’s normal

retirement date. The amount of retirement benefits

payable to such retired member shall be computed as

provided in accordance with prevailing laws and regu-

lations, except that the date of such early retirement

shall be used in determining the member’s service,

and the amount thus obtained will be reduced for each

month by which the date on which benefits commence

precedes the month after which the member attains

60 years of age by 1/6 of one percent.

The contingent annuitant and 10-year certain options

provided for in Plan Law may be elected by a member

under this section, in which case the term “retire-

ment date” shall be deemed to mean early retirement

date wherever applicable with respect to laws dealing

with Member Death Benefits by reasons of accidental

or ordinary death.
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An ordinary death benefit may be payable upon re-
ceipt by the board of trustees of proper proof of the
death of a member in service indicating that such
death was not the result of an accident occurring
while in the performance of duty. In such cases,
there shall be a death benefit payable to the
member’s surviving spouse or designated beneficiary
or beneficiaries, if living, or otherwise to the
member’s estate.

If the member had at least 5 years creditable service
or was eligible for service retirement at the time of
the their death and had not designated a beneficiary
or beneficiaries other than the a spouse, there shall
be payable to the member’s surviving spouse, con-
tinuing until the spouse’s death or remarriage, the
greater of either an allowance equal to 50 percent
of the service retirement allowance that would have
been payable to the member had the member re-
tired immediately prior to death, based on final av-
erage earnings and creditable service at the time of
death, or an allowance computed according to the
member’s length of service and the reduction in
benefit payments computed for a 100 percent con-
tingent annuitant option and for early retirement.

Any member of the retirement system who becomes totally and permanently disabled such that they are inca-
pable of performing the essential functions of their position prior to such disability, if such total disability is
shown, to the satisfaction of the retirement board, to have been sustained during the performance of duties
pertaining to the member’s employment by the city, shall be entitled to retirement for disability irrespective of
the duration of employment. In order for a member to receive such disability benefits, the member must submit
an application for disability benefits within 60 days of termination of employment. However, any member re-
ceiving a disability benefit on account of total and permanent disability sustained during the performance of
duties pertaining to employment by the city, as provided herein, shall receive a benefit equal to the greater of
the sum of the amounts determined in accordance with the formula for Ordinary Disability in the section above,
or 50 percent of final average earnings. If a member has less than 3 years of service at the time of becoming
totally disabled in the performance of duties pertaining to their employment by the city, their pension shall be
based upon their annualized disability earnings. The disabled member may also receive their disability benefit
in the form of a contingent annuity as described further on in this document.

In lieu of an allowance, the surviving spouse may
elect a lump sum benefit equal to the deceased
member’s annual earnings at the time of death, in
addition to a refund of contributions.

If the member did not have at least 5 years of cred-
itable service and was not eligible for service retire-
ment at the time of death, there shall be payable to
the member’s spouse or the member’s designated
beneficiary or beneficiaries, if other than the
member’s spouse, if living, or otherwise to the
member’s estate, a lump sum benefit equal to the
deceased member’s annual earnings at the time of
death in addition to a refund of contributions.

However, if the member had at least 5 years credit-
able service or was eligible for service retirement,
but is not survived by a spouse, or has designated a
beneficiary or beneficiaries other than their spouse,
there shall be payable to the person or persons nomi-
nated by the member, if living, or otherwise to the
member’s estate, a lump sum benefit equal to the
deceased member’s annual earnings at the time of
death, in addition to a refund of contributions.

Accidental Disability Retirement

Ordinary Death Benefit
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Accidental Death Benefit

An accidental death benefit may be payable upon receipt by the board of trustees of proper proof

of the death of a member in service indicating that such death was not the result of an accident

occurring while in the performance of duty. There may also be a death benefit payable to the

member’s surviving spouse or designated beneficiary or beneficiaries, if living, or otherwise to

the member’s estate.

If the member has at least 5 years creditable service or was eligible for service retirement at the

time of the their death and had not designated a beneficiary or beneficiaries other than the their

spouse, then a benefit shall be payable to the member’s surviving spouse, continuing until the

spouse’s death or remarriage. That benefit shall be the greater of either an allowance equal to 50

percent of the service retirement allowance that would have been payable to the member had the

member retired immediately prior to death, based on final average earnings and creditable ser-

vice at the time of death, or an allowance computed according to the member’s length of service

and the reduction in benefit payments computed for a 100 percent contingent annuitant option

and for early retirement. In lieu of an allowance, the surviving spouse may elect a lump sum

benefit equal to the deceased member’s annual earnings at the time of death, in addition to a

refund of contributions.

If the member did not have at least 5 years creditable service and was not eligible for service

retirement at the time of death, then a benefit shall be payable to the member’s spouse or the

member’s designated beneficiary or beneficiaries, if other than the member’s spouse, if living, or

otherwise to the member’s estate, a lump sum benefit equal to the deceased member’s annual

earnings at the time of death in addition to a refund of contributions.

However, if the member had at least 5 years creditable service or was eligible for service retire-

ment, but is not survived by a spouse, or has designated a beneficiary or beneficiaries other than

their spouse, there shall be payable to the person or persons nominated by the member, if living,

or otherwise to the member’s estate, a lump sum benefit equal to the deceased member’s annual

earnings at the time of death, in addition to a refund of contributions.
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Instead of the normal form of monthly retirement benefit
provided by a Service Retirement, a member may, prior to
his or her retirement date, elect a contingent annuitant
option providing, if the member does not die before his or
her retirement date, for actuarially reduced monthly re-
tirement benefits payable during his or her lifetime after
retirement and for the continuance of such payments, or
a part of them specified by the member, to such contin-
gent annuitant for his or her life after the death of a re-
tired member. Such election may be made by a member
at any time prior to his or her retirement date and may
not be changed after his or her retirement date. The death
of the contingent annuitant at any time prior to the
member’s retirement date shall automatically revoke such
election; and further provided that if the contingent an-
nuitant is the spouse of the member, a divorce granted to
either spouse at any time prior to the member’s retire-
ment date shall automatically revoke such election.

If a member who has elected this option dies before his or
her retirement date, no benefits shall be payable to the
contingent annuitant under this option. In such circum-
stances, benefits, if any, are to be paid in accordance with
provisions associated with a Death Benefit or a Termina-
tion of employment. If the member dies after his or her
retirement date, the contingent annuitant shall receive
for life, commencing on the first day of the calendar month
coinciding with or next following the retired member’s
death, the benefits specified by the retired member for
the contingent annuitant.

If the contingent annuitant dies before the member’s re-
tirement date, the monthly retirement benefit normally
provided under this act shall be payable to the retired
member as if the option had not been elected. If the con-
tingent annuitant dies after the member’s retirement date,
the amount of the payments which the retired member is
then receiving or is entitled to receive will at that time
(with no provisions for retroactive payments) revert back
to what it would have been at the member’s retirement
date if the option had not been elected and will cease upon
the retired member’s death.

Instead of the normal form of disability benefit, a disabled
member may, prior to the start of disability benefits, elect
a contingent annuitant option providing for actuarially
reduced monthly disability benefits payable during his or
her lifetime and for the continuance of such payments, or
a part of them as specified by the disabled member, to
such contingent annuitant for his or her life after the death
of the disabled member.

Once the contingent annuitant option has been elected
by a disabled member, it may not be changed or revoked
except in the case of death of the contingent annuitant. If
the contingent annuitant dies after the disabled member
has started receiving disability benefits, the amount of the
payments which the disabled member is then receiving or
is entitled to receive shall at that time with no provisions
for retroactive payments revert back to what it would have
been at start of the payment of disability benefits if the
option had not been chosen and will cease upon the dis-
abled member’s death.

Instead of the normal form of monthly retirement benefit
provided by a Service Retirement, a member may elect an
actuarially reduced monthly retirement benefit payable
for 10 years certain and life thereafter. Such election may
be made by a member at any time prior to his or her re-
tirement date and may not be changed after his or her
retirement date. Under this option, 120 monthly payments
will be made regardless of how long the member lives. If a
member dies after his or her retirement date, but before
120 monthly payments have been made, the balance of
the 120 monthly payments shall be made to the member’s

beneficiary. If the beneficiary, having survived the retired
member, dies before all of said 120 payments have been
made, then the commuted value of the balance of said
payments shall be paid in a lump sum to the beneficiary’s
estate. If the member dies before his or her retirement
date, no benefits shall be payable under this option. If the
member survives beyond the 120 month guaranteed pay-
ment period, actuarially reduced monthly retirement ben-
efits shall continue until the death of the member at which
point the benefit payments shall cease.

— TEN-YEAR CERTAIN OPTION —

— CONTINGENT ANNUITANT OPTION —

Optional Retirement Allowances
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Buybacks & Permissive

Service Purchases

A member who ceases to be a member, withdraws
their member contributions as described above,
and later becomes a member again, may make a
request after their return to service for the City
for a service buyback of prior service credit for
the previous time served as a member. If a ser-
vice buyback is not made, the member’s benefit
shall be based solely on the member’s years of
service and final average earnings after the break
in service.

A member may also make a service buyback re-
quest to receive prior service credit for a period
prior to becoming a member during which the
member was employed by the city in a temporary
position or out on worker’s compensation, leave
of absence, or engaged in CETA, model city pro-
gram, or any other capacity the retirement board
determines warrants a service buyback. A service
buyback for temporary service may only be made
if the member became a permanent city employee
without incurring a break in service. A service
buyback is also available if an employee elected
not to participate in the retirement system in 1974
when the Plan was established and otherwise sat-
isfies the requirements of membership.

If a member does not purchase all available prior
service credit, the service credit purchase must
begin on the latest date of service available. Mem-
bers are required to submit proof of employment
in order to substantiate prior service.

Upon a request for service buyback, the retire-
ment board determines the cost of the requested
service buyback, which amount includes the con-
tributions the member would have been required
to make plus buyback interest, and provide a writ-
ten statement to the member. The member must
pay all amounts related to the service buyback in
one lump sum.

Effective December 12, 1994, contributions, ben-
efits, and service credit with respect to qualified
military service shall be provided in accordance
with section 414(u) of the Code notwithstanding
any provision of this chapter to the contrary.

The Board of Trustees may adjust the payment to retirees to
maintain their incomes at the approximate level with their
real incomes at the time of retirement. The Trustees may grant
a cost of living adjustment (“COLA”) provided that sufficient
funds are available to fund any additional benefits either
through earnings of the retirement fund or through such spe-
cial appropriation by the city as may be approved by the board
of mayor and aldermen. The determination as to whether suf-
ficient funds are available is determined in accordance with
Administrative Rule 7.0 which can be obtained on the System’s
website at www.ManchesterRetirement.org or by contacting
the System and requesting a copy of the Administrative Rules.
The amount of any COLA to be granted is determined by ap-
plying a standard measured by the U.S. City Average Consumer
Price Index for all items as published by the Bureau of Labor
Statistics of the U.S. Department of Labor (“Price Index”).

Refunds of Contributions

Upon termination of employment, a member becomes
eligible for a return of contributions deducted and remit-
ted by the employer along with any additional contribu-
tions and permissive service purchases paid in, plus all
applicable interest. This payment option is available to all
members upon termination of employment but should
generally be considered only by members who have not
attained vested status. Under no circumstances is a ter-
minated member applying for a lump sum distribution
eligible to receive a payout of the employer matching por-
tion or of amounts contributed toward participation in
the Section 401(h) Medical Health Trust.

A member who is less than 59 ½ years of age and who
does not elect to “roll over” the taxable portion of a distri-
bution from their plan may be subject to mandatory 20%
withholding on their distribution and obligated to pay a
10% excise tax on their early distribution. Plan members
who must terminate their affiliation with the System and
are not eligible to vest can obtain the necessary forms
from the Systems administrative staff to perform a roll
over and avoid tax consequences of the transaction. The
System is not in a position to assist members with tax
questions and does not offer investment advice. Members
with questions on the disposition of funds received fol-
lowing termination from employment should seek the
counsel of tax and financial professionals.

Cost of Living Adjustments
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Notwithstanding any provision to the contrary, any member of the Manchester Employees’ Con-
tributory Retirement System, in service on or after June 30, 2006, who was formerly a member of a
public employees’ retirement system elsewhere in the United States, can purchase credit for such
service as creditable service in the Manchester Employees’ Contributory Retirement System;
provided, however, that creditable service in the Manchester Employees’ Contributory Retirement
System which is purchased is not deemed creditable service for the purpose of eligibility for
medical and surgical benefits as a retired employee. Only creditable service performed in the city of
Manchester as a member of the Manchester Employees’ Contributory Retirement System will be
counted as creditable service for the purpose of eligibility for medical and surgical benefits as a
retired employee. For the purposes of this program, “public employees’ retirement system” shall
include any retirement system established and maintained by the United States government, the
members of which are federal government employees. Also for the purposes of this program, any
military service not otherwise authorized pursuant to section 10, paragraph I shall not be included
as creditable service in a public employees’ retirement system. Member must meet the following
conditions to purchase credit under this program:

(a) The member must have terminated employment and active membership in the other
public system and become a member of the Manchester Employees’ Contributory
Retirement System; and

(b) The member must apply for service credit, on a form designated by the board; and

(c) The member must provide such information and certification from the other public
employer and other public retirement system as the board may require; and

(d) The member must pay to the Manchester Employees’ Contributory Retirement System
the full cost for buy-in of creditable service as provided in section 10, paragraph VI, of
the retirement system’s enabling legislation, including prepayment of any actuarial
calculation fee as determined by the board; and

(e) The amount of creditable service purchased must be either the full length of service
rendered in the other system or a pro-rata portion of such service purchasable with the
maximum amount which the member was permitted to withdraw from the other
system; and

(f) In no case shall the creditable service purchased exceed the service time rendered in
the other public system, or include any service period for which the member remains
eligible for benefits in the other public system.

After meeting all of the conditions above, and upon payment of the cost of such credit inclusive of
all calculation fees, and with the approval of the board of trustees, a member shall receive credit
for service in other public systems. In no case however, shall other public employees’ retirement
system service purchased as creditable service in the Manchester Employees’ Contributory Retire-
ment System be deemed to be creditable city service for the purposes of eligibility for longevity or
other benefits solely within the discretion of the city of Manchester.

Purchase of Time Withdrawn

From Other Pubic Retirement Plans
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RETIREMENT SYSTEM BENEFITS IMPACTED BY CALL TO SERVE IN ACTIVE DUTY IN THE MILITARY . . .

Federal and state laws provide certain benefit protections to Retirement System members who are called to
serve in active duty of the uniformed services by either the federal government or by the state of New Hamp-
shire. These laws allow the member to receive credit in the Retirement System for time served in the military. The
federal law, the Uniformed Services Employment and Reemployment Rights Act of 1994 (“USERRA”) affects
employment, reemployment, and retention in employment, when employees serve or have served in the uni-
formed services. The term “uniformed services” includes the Army, Navy, Air Force, Marines, Coast Guard and
the reserve component of these services. The term also includes the National Guard, when engaged in active
duty for training, inactive duty training or full-time duty, and the commissioned corps of the Public Health
Service. Service includes all categories of military training and service, on a voluntary or involuntary basis, in
time of peace or war. New Hampshire RSA 110-C:1 is a New Hampshire law that provides similar protections to
members who are called by the State of New Hampshire to serve in active duty in the national guard.

LIMITS ON HOW LONG A MEMBER CAN SERVE IN THE MILITARY AND STILL RETAIN THE RIGHT TO
REEMPLOYMENT WITH THE CITY AND THE RIGHT TO RECEIVE SERVICE CREDIT IN THE RETIREMENT
SYSTEM . . .

USERRA generally provides that a member can serve up to 5 years in the armed services and still retain reem-
ployment rights with the City and receive service credit in the Retirement System for their service with the
military. USERRA provides that the member must return to City employment within specified time periods in
order to preserve their reemployment rights. Please contact the City Human Resources Department for more
information.

CREDIT FOR ACTIVE DUTY IN THE UNIFORMED SERVICES IN THE RETIREMENT SYSTEM UPON RETURN
TO CITY EMPLOYMENT . . .

After they return to City employment and make up their normal required member contributions, a member will
receive service credit for their period of military service.

CREDIT FOR ACTIVE DUTY IN THE UNIFORMED SERVICES IN THE RETIREMENT SYSTEM WHEN NOT
RETURNING TO CITY EMPLOYMENT . . .

If a member does not return to City employment and make up the normal required member contributions, they
will not receive service credit for their period of military service.

TIME LIMIT AFTER REEMPLOYMENT TO MAKE THE MISSED CONTRIBUTIONS . . .

A member is allowed three times the amount of their military leave or five years, whichever is less, to make the
total employee contribution that they would have made if they were not on active duty.

CALCULATION OF EARNINGS DURING A MEMBER’S PERIOD OF MILITARY SERVICE FOR PURPOSES
OF DETERMINING THEIR CONTRIBUTIONS AND BENEFITS . . .

USERRA requires that the Retirement System determine a member’s earnings using the rate of pay that they
would have received but for their period of military service. Where the rate of earnings they would have re-
ceived is not reasonably certain, their average rate of earnings during the 12-month period prior to their period
of military service must be used. Where the earnings they would have received is not reasonably certain and
they were employed by the City for less than 12 months prior to the period of military service, their average
earnings must be calculated from this shorter period of employment that preceded their military service.

INTEREST REQUIREMENT WHEN MAKING UP FOR MISSED MEMBER CONTRIBUTIONS . . .

USERRA prohibits the Retirement System from requiring a member to pay interest or otherwise make up a
missed contribution by paying an amount greater than the amount the member would have been permitted or
required to contribute had the member remained continuously employed during the period of military service.
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SIMPLE WAYS TO APPROXIMATE A RETIREMENT BENEFIT . . .
Calculating the estimated value of the pension benefit a member can expect to receive were once done manu-
ally and simple worksheets have been distributed in the past to facilitate that process but because the results can
be so important and the margin or error can be considerable because of the smallest mistake, the system has
elected to discontinue providing a benefit calculation worksheet. Instead, members who have access to the
Internet can visit the system’s website at www.ManchesterRetirement.org. where instructions in the News &
Information Section will help them to set up a Personal Online Access. That access in turn allows the member to
calculate an estimated benefit while avoiding misinterpretations of the formula. Equally import for those mem-
bers without Internet access is a service provided by the system which will calculate a benefit estimate for the
member on demand and mail it to their home address simply for the asking. To obtain an estimate by mail a
member need only call the system at 624-6506 and ask for the calculation.

OTHER QUESTIONS . . .
The administrative staff of the MECRS is always ready to help members with questions or concerns regarding
participation and entitlement in their Plan. Members are encouraged to think of administrative staff as a re-
source at their disposal and to contact them any time they have questions about any aspect of the plan. Mem-
bers may call, fax, email question to the locations listed on page 8.

TABLE OF MONTHLY SUBSIDY ENTITLEMENTS FOR CITY COVERAGE

Retirement Under 10 Over 10 Over 15 Over 20
Date Years Service Years Service Years Service Years Service

Prior to 3/2006 $26 $52 $78 $104

After 3/2006 $52 $104 $156 $208

Subsidy
levels for
2007 are
shown in
this table

WITHDRAWAL OF CONTRIBUTIONS IF CALLED TO SERVE IN ACTIVE DUTY . . .
Neither USERRA nor RSA 110-C:1 allow a Retirement System member who is called to serve in active duty the
right to withdraw his or her member contributions. However, if a member terminates City employment before
they are called to serve in active duty, they have the same rights to withdraw contributions as any other member.
These rights are described in the section above entitled, “Refunds of Contributions.”

REPAYMENT OF ACCOUNT BALANCE AFTER WITHDRAWAL OF ALL OR PART OF A MEMBER’S
ACCOUNT FROM THE RETIREMENT SYSTEM BEFORE BECOMING REEMPLOYED BY THE CITY . . .
If a member withdrew all or part their account balance from the Retirement System before they became reem-
ployed, USERRA requires the Retirement System to allow them to repay the withdrawn amounts when they are
reemployed. The amount they must repay includes the interest that would have accrued had their contributions
not been withdrawn. The repayment of those amounts must be made in any fashion during a time period
starting with the date of reemployment and continuing for up to three times the length of the immediate past
period of military service, with the repayment period not to exceed five years. Any buyback made after five years
must be made in a single lump sum.

In addition to USERRA rights, Chapter 218:10 of the Retirement System statute allows a member to buy back
service credit time if they withdrew their contributions following termination of employment. For a discussion of
these rules, see the section above entitled, “Buybacks and Permissive Service Purchases.”

FINANCIAL ASSISTANCE AVAILABLE TO PAY FOR POST RETIREMENT HEALTH INSURANCE . . .

As of July 1, 2006 any pensioner (this benefit is limited to the pensioner only and does not cover spouses or
dependents under any circumstances) with more than five years of creditable service is entitled to a health
insurance subsidy which can be applied against the cost of remaining on the City’s health insurance plan after
retirement. The subsidy is presently limited to retirees affiliated with the City’s health insurance program. The
amount of the subsidy varies depending upon the member’s date of retirement and their years of service in the
plan. For those retiring after March 2006, the subsidy ranges between $50 per month and $200 per month. For
those retired prior to March of 2006 the subsidy is half that amount. Subsidies will increase by 4% each year.

Uniformed Services Employment and Reemployment Rights
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BERRY . DUNN . MCNEIL & PARKER 

Bililii 
CERTIFIED PUBliC ACCOUNTANTS 

MANAGEMENT CONSULTANTS 

· INDEPENDENT AUDITORS' REPORT 

Administrative and Accounting Committee 
City of Manchester Employees' Contributory Retirement System 

We have audited the accompanying comparative statements of net assets available for benefits of City of 
Manchester Employees' Contributory Retirement System (the Retirement System), a component unit of the City 
of Manchester, as of December 31, 2006 and 2005 and the related comparative statements of changes in net assets 
available for benefits for the years then ended. These financial statements are the responsibility of the Retirement 
System's management. "Our responsibility is to express an opinion on these financial statements based on our 
audits. 

We conducted our audits in accordance with U.S. generally accepted auditing standards and the standards 
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of 
the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the net assets 
available for benefits of the Retirement System as of December 31. 2006 and 2005, and the changes in its net 
assets available for benefits for the years then ended, in conformity with U.S. generally accepted accounting 
principles. 

In accordance with Government Auditing Standards, we have also issued our report dated August 14, 2007 on our 
consideration of the Retirement System's internal control over financial reporting and on our tests of its 
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The 
purpose of that report is to describe the scope of our testing of internal control over financial reporting and 
compliance and the results of that testing and not to provide an opinion on the internal control over financial 
reporting or on compliance. That report is an integral part of an audit performed in accordance with Government 
Auditing Standards and should be considered in assessing the results of our audit. 

Management's Discussion and Analysis on pages 22 through 26 and the historical pension information on pages 
37 through 42 are not a required part of the general-purpose financial statements but are supplemental information 
required by the Governmental Accounting Standards Board. We have applied certain limited procedures, which 
consisted principally of inquiries of management regarding the methods of measurement and presentation of the 
required supplemental information. However, we did not audit the information and express no opinion on it. 

Manchester, New Hampshire 
August 14, 2007 

PORTLAND , ME · BANGOR, ME · MANCHESTER, NH 
WWW .BDMP.COM 



FINANCIAL HIGHLIGHTS

• The System’s total net assets held in trust for pension
benefits were $133.4 million at December 31, 2006.

• The System’s net assets increased by $17.8 million
which is primarily due to gains in market value.

• Employer and employee contributions to the plan
were $9.3 million which represents a $2.0 million
increase over the preceding year. The employer share
of contributions represents 58% or $5.42 million
with voluntary service upgrades and permissive ser-
vice purchases paid entirely by members comprising
14.1% or $1.31 million of total contributions for the
year.

• Benefits paid to plan participants were $6.1 million.
At December 31, 2006, there were 544 retirees and
beneficiaries in receipt of pension benefits.

Our discussion and analysis of the City of Manchester Employees’ Contributory Retirement System’s

(System, Retirement System, or Plan) financial performance provides an overview of the System’s finan-

cial activities for the fiscal year ended December 31, 2006. Please read it in conjunction with the trans-

mittal letter from the Chairman of the Board of Trustees and the System’s audited financial statements.

Reporting on the System’s Finances as a Whole

One of the most important questions asked about the System’s finances is: “Is the System as a whole better
or worse off as a result of the year’s activities?” The Comparative Statements of Net Assets Available for
Benefits and the Comparative Statement of Changes in Net Assets Available for Benefits report information
about the System as a whole and about its activities in a way that helps answer this question. These state-
ments include all assets and liabilities using the accrual basis of accounting, which is similar to accounting
used by private-sector retirement plans. All of the current year’s revenues and expenses are taken into ac-
count regardless of when cash is received or paid.

These two statements report the System’s net assets and changes in them. You can think of the System’s net
assets – the difference between assets and liabilities – as one way to measure the System’s financial health, or
financial position. Over time, increases or decreases in the System’s net assets are one indicator of whether
its financial health is improving or deteriorating. You will also need to consider the actuarial liability or
surplus as determined at the first day of each plan year.

Using this Annual Report

This annual report consists of a series of financial

statements. The Comparative Statements of Net

Assets Available for Benefits and Comparative State-

ment of Changes in Net Assets Available for Ben-

efits (on page 27 and 28) provide information about

the activities of the System and the net assets held

in trust for pension benefits. The financial state-

ments also contain actuarial information on the value

of plan assets, accrued liability and the significant

actuarial assumptions used in the actuarial valuations.

Management Discussion and Analysis

City of Manchester Employees’ Retirement System Page 22
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Investment Policy

The Board of Trustees’ investment objectives and risk tolerance are intended to achieve
a maximum total return with emphasis on preservation of capital in real terms. The
investment mix is designed to participate in rising markets, with defensive action
expected to an even greater degree in declining markets. Total return includes inter-
est, dividends, and realized/unrealized gains or losses from investments.

The Board’s investment policy permits fund assets to be
invested in U.S. and non-U.S. equities, US and non-U.S. fixed income

securities and equity real estate commingled funds.

 ASSET ALLOCATIONS AMONG VARIOUS CLASSES ARE:

POLICY CURRENT
MIX MIX

TAA 17.00% 17.7%
LARGE CAP EQUITY 20.00% 20.4%
MID/SMALL CAP EQUITY 10.00% 10.0%
INTERNATIONAL EQUITY 9.00% 9.3%
EMERGING MARKETS 4.00% 6.4%
HEDGE FUNDS 10.00% 10.0%
PRIVATE EQUITY 5.00% 1.0%
FIXED INCOME 18.00% 17.7%
REAL ASSETS 5.00% 6.5%
CASH 2.00% 1.0%
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Compliance with Provisions
of Sarbanes Oxley

The System continues to improve on compli-
ance issues associated with Sarbanes Oxley
and this year administrative staff prepared and
placed on file, documents attesting that finan-
cial statements contain no material misstate-
ments or omissions. In addition, the Board
formulated and implemented formal proce-
dures to be used for the reporting, investiga-
tion, and subsequent addressing of any sus-
pected irregularities in the operation or prac-
tices of the System. Details on these new pro-
cesses are contained in the Code of Ethics
posted to the System’s website and compli-
ance reporting forms designed to be used by
the process are also posted on that site.

Special Disclosure Relative

to Accounts Receivable
In calendar year 2004 the System adopted a percentage
of payroll method for collecting employer contributions
as opposed to a single lump sum payment. Since the
employer’s fiscal year and the Plan year differ by six
months, with the Plan year commencing first, the tran-
sition resulted in a catch-up receivable being generated
for the first six months of the Plan year. The receivable
was eventually budgeted and paid by the Manchester
School District and various enterprise funds of the City
with the City’s portion continuing to be carried by the
System as a receivable. At the end of 2005, the method-
ology used to determine the amount was being contested
by the City and the issue persisted throughout 2006. By
summer of 2007, the issue was resolved through nego-
tiations and on July 16, 2007 the $1.5 million balance
sought by the Retirement System was paid by the City
in exchange for amendments to the collection process
for future pension obligations, (see Note 7).
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Total Plan Investments ended the year with a gain of 14.1%, slightly under-
performing the 15.8% rate of return of the S&P 500 Index. Equities for the fund
when measured alone achieved a return of 17.3 which did exceed the S&P 500.

System’s Activities

Operationally, Plan expenses for the period ending December 31, 2006 were
$7.3 million. This total includes $.8 million in administrative expenses, $.4
million in refund of employee contributions and $6.1 million in benefits paid to
retired members and beneficiaries. A total of 1,971 City employees were partici-
pants or beneficiaries at year-end.

The value of Plan assets, after subtracting liabilities of the Plan, was
$133,293,532 and $115,634,181 as of December 31, 2006 and December 31,
2005, respectively. For the year 2006, the Plan experienced an increase in its
net assets in the amount of $17,659,351 and an investment rate of return of
14.1%. Total fund earnings had a fourth consecutive year in positive territory.
To help assess investment performance, various indexes are employed including
a Policy Index, an Actual Index, and an Equity Index. The Policy Index is a
custom benchmark consisting of indices which are weighted based upon the
asset allocation targets within the portfolio and it measures the return of the
asset allocation strategy if it were implemented using passive (index) portfolios.
The Actual Index is another custom benchmark weighted upon the allocation of
each asset class within the overall structure at the beginning of each quarter. It
measures the return of the current asset allocation, again as if it were imple-
mented using passive (index) portfolios. Finally, the Equity Index is similar to
the Policy Index but only includes the equity segment indexes and serves as a
basis for comparison to total equity performance.
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TEN YEAR HISTORY OF NET ASSET AVAILABLE
FOR BENEFITS VALUES AS OF 12/31/06

YEAR NET ASSETS YEAR NET ASSETS
The year 2006 saw a fourth year of
positive performance in U.S. equities
following two years of double digit
increases. The System’s total portfolio
increased by 15.4% during 2006,
ending the year with $133.4 million in
total funds. Historical net asset values
for the past ten years are shown here.

2006 $133,448,997

2005 $115,634,181

2004 $106,244,443

2003 $ 95,632,743

2002 $ 74,796,544

2001 $ 85,786,154

2000 $ 93,034,852

1999 $ 93,302,993

1998 $ 83,450,037

1997 $ 77,944,473

Target
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PERIOD RATES OF RETURN THROUGH 2006

1 Year 3 Year 5 Year 10 Year Average

For the Plan year ended December 31, 2006, the System’s rate of return for the one, three, five
and ten year periods exceeded the target rate of 7.5%. The rates were 14.1% for the one year,
11.7% for the three year, 10.0% for the five year and 8.8% for the ten year averages. The historical
rate of return for the plan year (Since Inception of this tracking method in March 1989) exceeded
the anticipated return of 7.5% by 3.0%.
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The Funded Ratio measures the relationship between
Valuation Assets and the Actuarial Accrued Liability. The
growth of Plan assets alone can create an appearance
of funding adequacy when obligations resulting from
benefit enhancements and other factors are actually
reducing the funded status of the Plan. The Funded Ra-
tio, when charted over time along with Plan Assets, re-
veals whether the adequacy of Plan funding is improv-
ing or worsening. A fully funded plan will have a Funded
Ratio of approximately 100% while a Plan funded at less
than 60% may be a cause for concern.

The Retirement System had a funded ratio of 73.2% as
December 31, 2006 with valuation assets of $126.3
million and accrued pension liabilities of $172.5 mil-
lion. The decline in the funded ratio to 73.2% in 2006
from 77.0% at December 31, 2005 is in direct correla-
tion with the growth in the actuarial accrued liability
resulting from options associated with recent plan
amendments, changes in the severance load, (payment
of sick and vacation days at retirement) and ad-hoc COLA
increases.

FUNDED RATIO TO PLAN ASSET COMPARISON
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Plan Assets in $Millions Funded Ratio

Funded Plan Assets
Year Ratio in $Millions

12/31/2006 73.2 133.4

12/31/2005 77 115.6

12/31/2004 82.2 106.2

12/31/2003 81.9 95.6

12/31/2002 84.5 74.8

12/31/2001 98.4 85.8
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CITY OF MANCHESTER EMPLOYEES’ CONTRIBUTORY RETIREMENT SYSTEM

Comparative Statements of Net Assets Available for Benefits

DECEMBER 31, 2006 AND 2005

ASSETS

Cash  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,299,134 $6,894 $1,306,028 $2,496,480

Investments, at fair value
 Quoted price in an active market

 Equity funds  . . . . . . . . . . . . . . . . . . . . . . . . . 40,039,875 249,505  40,289,380 35,890,134
 International equity  . . . . . . . . . . . . . . . . . . . 12,191,157 75,669 12,266,826 9,972,453
 Fixed income  . . . . . . . . . . . . . . . . . . . . . . . . 23,335,225 144,541 23,479,766 19,831,774
 Emerging market funds  . . . . . . . . . . . . . . . . 8,415,752 52,128 8,467,880 6,608,375
 Specialty investments  . . . . . . . . . . . . . . . . . . 23,335,225 143,884 23,372,870 19,894,222

Fair value appraised or otherwise determined
 Alternative equity (See Note 2 – Investments Pg 32) 1,252,610 7,775 1,260,385 1,479,786
 Hedge funds  . . . . . . . . . . . . . . . . . . . . . . . . 13,175,836 81,613 13,257,449 10,740,290
 Real estate  . . . . . . . . . . . . . . . . . . . . . . . . . . 3,545,893 21,964 3,567,857 3,134,452
 Timberfunds  . . . . . . . . . . . . . . . . . . . . . . . . 5,004,164 30,996 5,035,160 4,885,996

Total investments  . . . . . . . . . . . . . . 130,189,498 808,075 130,997,573 112,437,482

Receivable for investments sold  . . . . . . . . . . . 0 0 0 107,061
Accrued interest  . . . . . . . . . . . . . . . . . . . . . . 9,097 56 9,153 20,179
Employee contribution receivable  . . . . . . . . . 44,544 14,739 59,283 104,039
Employer contribution receivable  . . . . . . . . . 1,626,427 16,589 1,643,016 1,303,074
Equipment, net of accumulated depreciation
of 307,429 (for 2006) and 234,989 (for 2005) 103,479 641 104,120 176,560

Other assets  . . . . . . . . . . . . . . . . . . . . . . . . . 7,156 44 7,200 7,900

Total assets  . . . . . . . . . . . . . . . . . . . 133,279,335 847,038 134,126,373 116,652,775

LIABILITIES AND NET ASSETS
Payable for investments purchased  . . . . . . . . 0 0 0 407,692
Accounts payable and accrued expenses  . . . . 137,222 822 138,044 135,068
Pension benefits payable  . . . . . . . . . . . . . . . 539,332 0 539,332 475,834

Total liabilities  . . . . . . . . . . . . . . . . . 676,554 822  677,376 1,018,594
(Commitments and Contingencies – Note 4,6 & 7)

Net assets held in trust for benefits  . . . . . . . .  132,602,781 847,216 133,448,997 115,634,181
(See schedule of Funding Progress on Page 37)

Total liabilities and net assets  . . . . $133,279,335 $847,038 $134,126,373 $116,652,775

The accompanying notes are an integral part of these financial statements.

PENSION
TRUST

MEDICAL
TRUST

TOTAL
2006

TOTAL
2005
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YEARS ENDED DECEMBER 31, 2006 AND 2005

Comparative Statements of Changes in Net Assets Available for Benefits

CITY OF MANCHESTER EMPLOYEES’ CONTRIBUTORY RETIREMENT SYSTEM

PENSION
TRUST

MEDICAL
TRUST

TOTAL
2006

TOTAL
2005

Net assets at beginning of plan year  . . . . . . . $115,634,181 $ 0 $115,634,181 $106,244,443
Increase to net assets attributed to
investment income

Interest  . . . . . . . . . . . . . . . . . . . . . . . . . 56,008 95 56,103 32,091
Dividends  . . . . . . . . . . . . . . . . . . . . . . . . 1,979,683 9,052 1,988,735 1,466,287
Realized gain on sale of investments  . . . 2,709,358 1,471 2,710,829 1,160,714
Unrealized gain in market value
– Quoted price  . . . . . . . . . . . . . . . . . . . 9,682,374 25,992 9,708,366 4,981,384

Unrealized gain in market value
– Otherwise determined  . . . . . . . . . . . . 1,718,686 4,296 1,722,982 1,387,673

Other investment income  . . . . . . . . . . . . 18,474 76 18,550 16,845
16,164,583 40,982  16,205,565 9,044,994

Less investment expenses

Investment management fees  . . . . . . . 325,065 941  326,006  404,789
Investment advisor expense  . . . . . . . . 68,476 166  68,642  46,764
Custodial fees  . . . . . . . . . . . . . . . . . . 30,883 75 30,958 72,203

424,424 1,182 425,606 523,756
Net investment income  . . . . . . . . . . . . 15,740,159 39,800 15,779,959 8,521,238

Contributions
Employer  . . . . . . . . . . . . . . . . . . . . . . . . 5,072,370 345,871 5,418,241 4,063,392
Employee  . . . . . . . . . . . . . . . . . . . . . . . . 1,867,023 545,200 2,412,223 1,837,910
Buybacks  . . . . . . . . . . . . . . . . . . . . . . . . 1,451,802 0 1,451,802 1,350,433

Total contributions  . . . . . . . . . . . . . . . 8,391,195 891,071 9,282,266 7,251,735

Total increases in net assets  . . . . . . . . 24,131,354 930,871 25,062,225 15,772,973

Reduction in net assets attributed to
Benefits to participants  . . . . . . . . . . . . . . 6,008,643 83,150 6,091,793 5,295,620
Refunds of employee contributions plus interest 381,962 0 381,962 383,771
Foreign taxes paid  . . . . . . . . . . . . . . . . . 119  1 120 655
Administrative expenses  . . . . . . . . . . . . . 772,030 1,504 773,534 703,189

Total reductions  . . . . . . . . . . . . . . . . . 7,162,754 84,655 7,247,409 6,383,235

Net increase in net assets  . . . . . . . . . . . . . . . 16,968,600 846,216 17,814,816 9,389,738

Net assets at end of plan year  . . . . . . . . . $132,602,781 $846,216 $133,448,997 $115,634,181

The accompanying notes are an integral part of these financial statements.
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TRUST RELATED EXPENSES
Actuarial Expenses  . . . . . . . . . . . . . . . . . . . $43,486  . . . . . . . . . $34,400  . . . . . . . . . . 26.41%
Audit Expenses  . . . . . . . . . . . . . . . . . . . . . . 28,942  . . . . . . . . . 25,130  . . . . . . . . . . 15.17%
Legal Fees  . . . . . . . . . . . . . . . . . . . . . . . . . 217,770  . . . . . . . . . 190,608  . . . . . . . . . . 14.25%
Trustee Education  . . . . . . . . . . . . . . . . . . . . 780  . . . . . . . . . 3,301  . . . . . . . . . . -76.37%
Fiduciary Insurance  . . . . . . . . . . . . . . . . . . 56,489  . . . . . . . . . 56,918  . . . . . . . . . . -0.75%
Election Service Payroll  . . . . . . . . . . . . . . . . 990  . . . . . . . . . 990  . . . . . . . . . . 0.00%
Medical Evaluations  . . . . . . . . . . . . . . . . . . 55  . . . . . . . . . 3,330  . . . . . . . . . . -98.35%
Meeting Expenses  . . . . . . . . . . . . . . . . . . . . 116  . . . . . . . . . 197  . . . . . . . . . . -41.12%
Pre-Retirement Counseling  . . . . . . . . . . . . . 2,230  . . . . . . . . . 0  . . . . . . . . . . n/a

BENEFITS ADMINISTRATION
Outsourced Payroll  . . . . . . . . . . . . . . . . . . . 16,109  . . . . . . . . . 13,578  . . . . . . . . . . 18.64%
Benefit Statements  . . . . . . . . . . . . . . . . . . . 609  . . . . . . . . . 608  . . . . . . . . . . .16%
Annual Reports  . . . . . . . . . . . . . . . . . . . . . . 7,228  . . . . . . . . . 6,475  . . . . . . . . . . 11.63%

ADMINISTRATIVE OPERATIONS
Advertising  . . . . . . . . . . . . . . . . . . . . . . . . . 797  . . . . . . . . . 101  . . . . . . . . . . 689.12%
Office Supplies  . . . . . . . . . . . . . . . . . . . . . . 1,996  . . . . . . . . . 1,440  . . . . . . . . . . 38.61%
Postage  . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,070  . . . . . . . . . 5,393  . . . . . . . . . .  -24.53%
Printing  . . . . . . . . . . . . . . . . . . . . . . . . . . . 895  . . . . . . . . . 2,412  . . . . . . . . . .  -62.89%
Publications  . . . . . . . . . . . . . . . . . . . . . . . . 903  . . . . . . . . . 5,315  . . . . . . . . . . -83.01%
Dues  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 965  . . . . . . . . . 885  . . . . . . . . . . 9.04%
Rent  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32,541  . . . . . . . . . 31,514  . . . . . . . . . . 3.26%
Furniture/Fixtures  . . . . . . . . . . . . . . . . . . . . 275  . . . . . . . . . 150  . . . . . . . . . . 83.33%
Depreciation . . . . . . . . . . . . . . . . . . . . . . . . 72,440  . . . . . . . . . 66,469  . . . . . . . . . . 8.98%
Insurance  . . . . . . . . . . . . . . . . . . . . . . . . . . 3,036  . . . . . . . . . 2,986  . . . . . . . . . . 1.67%
Utilities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,589  . . . . . . . . . 4,747  . . . . . . . . . . -3.33%
Records Processing  . . . . . . . . . . . . . . . . . . . 52  . . . . . . . . . 0  . . . . . . . . . . n/a
Salaries  . . . . . . . . . . . . . . . . . . . . . . . . . . . 158,544  . . . . . . . . . 155,142  . . . . . . . . . . 2.19%
Benefits  . . . . . . . . . . . . . . . . . . . . . . . . . . . 73,399  . . . . . . . . . 56,323  . . . . . . . . . . 30.32%
Administrative Travel  . . . . . . . . . . . . . . . . . 51  . . . . . . . . . 289  . . . . . . . . . . -82.35%
Equipment Maintenance  . . . . . . . . . . . . . . . 3,894  . . . . . . . . . 3,571  . . . . . . . . . . 9.05%
Equipment Leasing  . . . . . . . . . . . . . . . . . . . 3,607  . . . . . . . . . 3,354  . . . . . . . . . . 7.54%
Information Technology  . . . . . . . . . . . . . . . 6,016  . . . . . . . . . 7,527  . . . . . . . . . . -20.07%
Pension Software Maintenance  . . . . . . . . . . 16,618  . . . . . . . . . 15,827  . . . . . . . . . . 5.00%
Janitorial  . . . . . . . . . . . . . . . . . . . . . . . . . . 4,050  . . . . . . . . . 4,040  . . . . . . . . . . 0.25%
Special Projects *  . . . . . . . . . . . . . . . . . . . . 9,500  . . . . . . . . . 58  . . . . . . . . . .
Miscellaneous  . . . . . . . . . . . . . . . . . . . . . . . 492  . . . . . . . . . 111  . . . . . . . . . . 343.24%
TOTAL  . . . . . . . . . . . . . . . . . . . . . . . . . . . $773,534  . . . . . . . . . $703,189  . . . . . . . . . . 10.00%

*HR Salary & Comp Study

CITY OF MANCHESTER EMPLOYEES’ CONTRIBUTORY RETIREMENT SYSTEM

Schedule of Administrative Expenses

2006 2005 Increase or
Decrease%

n/a
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DECEMBER 31, 2006 AND 2005

■ ADMINISTRATION

The Retirement System is administered by a Retirement Board of Trustees (the Board of Trustees) consisting
of seven members. They are: (1) the City’s Finance Director; (2) a person appointed by the Board of Mayor and
Aldermen; (3) and (4) two citizens of the City, one appointed by the Mayor and one elected by the employees,
neither of whom shall be an officer or employee of the City or a member of any commission of the City; and
(5) and (6) two members who are employees of the City and elected by the membership of the Retirement
System. The seventh Trustee is the Mayor of the City who is an ex officio member and can vote only to break
a tie. The Board of Trustees is responsible for the operation of the Retirement System.

Duties of the Board of Trustees include overseeing investments, approving the actuarial valuation of the
Retirement System, including the actuarial assumptions, interpreting statutory provisions, authorizing ben-
efit payments, and formulating administrative policies and procedures.

The daily administrative functions of the Retirement System have been delegated by the Board of Trustees to
the Retirement Office. The Retirement Office processes all requests for retirement, maintains member records,
and serves as the Retirement System’s information center.

All employer and employee contributions are deposited in a trust fund managed and controlled by the Board
of Trustees. The Board of Trustees has appointed professional investment managers who are directed to invest
the assets of the trust funds in high quality stocks, bonds, and other investments.

— Notes to Financial Statements —

1. DESCRIPTION OF PLAN

The following brief description of the City of Manchester Employees’ Contributory Retirement System (the
Retirement System) is provided for general information purposes. Participants should refer to the plan docu-
ment for more information.

■ GENERAL

The City of Manchester, New Hampshire (the City) established a single employer, public employee retirement
system on January 1, 1974 to provide pension benefits for certain City employees. The Retirement System is
a discretely presented component unit of the City’s general purpose financial statements.

The Retirement System adopted Statement No. 34 of the Governmental Accounting Standards Board: “Basic
Financial Statements and Management’s Discussion and Analysis (MD&A) for State and Local Governments”,
effective December 31, 2001. The only significant impact of this adoption is the inclusion of the MD&A report
as an integral part of the financial statements.

At January 1, 2006 and 2005, the Retirement System membership consisted of:

2006  2005

Retirees and beneficiaries currently receiving benefits 544 531

Terminated vested members 88 79
Active members 1,339 1,354

Total Participants 1,971 1,964
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■ ELIGIBILITY AND PENSION BENEFITS

Except as described in the following sentence, the Retirement System applies to all full-time and permanent
employees of the City, including elected and appointed officials. The Retirement System does not cover cer-
tain categories of employees, such as temporary employees, members of boards and commissions who are not
full-time or permanent part-time employees of the City, members of the fire and police departments who are
eligible to participate in a state-administered retirement system, and other persons who are, or were, eligible
to participate in the New Hampshire Retirement System.

All covered employees hired after January 1, 1974 are required to participate in the Retirement System as a
condition of employment. Employees are 100% vested after five years of service. The normal retirement age
is 60 and the benefit is calculated at 1.5% of final average total compensation during the highest three years
of service in the last ten years of service (hereafter final average earnings) multiplied by the years of service.
The benefit was increased to 2% for service completed after January 1, 1999. Permanent employees of the City
of Manchester prior to January 1, 1974 who were in service as of January 1, 1974, are eligible for early retire-
ment if credited with no less than twenty (20) years of service.

Such early retirement benefit shall be equal to the greater of: (i) fifty percent (50%) of the member’s final
average earnings, or (ii) the sum of the member’s years of service multiplied by one an one-half percent
(1.5%) of the member’s final average earnings (2% for service completed after January 1, 1999). Members
enrolled subsequent to January 1, 1974 are eligible for early retirement benefits if their age plus years of
service are equal to or greater than 80, or if they have attained age 55 with 20 years or more of service. All
eligible employees are required to contribute 3.75% of their salaries to the Retirement System. If an em-
ployee leaves covered employment or dies before five years of service, the Retirement System refunds accu-
mulated employee contributions and their earnings, calculated at the rates determined annually by the Board
of Trustees (5% for 2006). The City is required to contribute the remaining amounts necessary to finance the
benefits for its employees. Benefit provision and employee contribution changes require amendment of Chapter
218 of the City Charter, first by enabling legislation by the New Hampshire legislature and then subject to
approval of the voters of the City through referendum.

■ MEDICAL SUB-TRUST SECTION 401(h) BENEFITS

Beginning in 2006, following the November 2006 ratification by City referendum of Chapter 41 Laws of 2005,
the Retirement System began operating a Retiree Health Insurance Trust pursuant to the provisions of Inter-
nal Revenue Code Section 401(h). In March of 2006, the member contribution rate increased by 1.25% to
accumulate assets from which to pay benefits and on July 1, 2006, the System began providing health insur-
ance subsidies to both new and existing retirees based upon their creditable service at retirement. The benefit
is limited to member’s who continue to obtain their health insurance through the City’s health insurance
plan after they retire. The benefit amount for those already retired on March 1, 2006 was equal to 50% of the
amount paid to those retiring after that date. Details on the amount of the subsidy are listed on page 22. As of
July 1, 2006, the City’s employer contribution rate also increased by 1.41 % to help fund the benefit.

Contributions to the sub-trust are commingled with those of the pension trust and are invested in aggregate.
All assets are invested as prescribed in the organization’s investment guidelines. Under no circumstances are
the contributions made by the employee available for refund and in the event of termination, such contribu-
tions forfeit to the Plan. Assets of the sub-trust are available solely for the payment of subsidy benefits to
qualified members of the plan. Should the plan be discontinued, assets in excess of those required to meet
ongoing benefit obligations of the plan would revert to the employer.

■ DISABILITY RETIREMENT

If a participant becomes totally and permanently disabled from a job-related incident, there is no service or
age requirement and the minimum benefit is 50% of the final average earnings. This benefit is subject to
offset for certain worker’s compensation awards on injuries incurred after July 1, 1999.
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2. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES

The financial statements are prepared in accordance with Governmental Accounting Standards Board State-
ments No. 25 and No. 34 and reflect the accrual basis of accounting.

■ INVESTMENTS

Investments are reported at fair value, which has been determined based primarily on quoted market prices
(see note 3). Asset values for Alternative Equity as reported on page 31 are as of September 30th of each year
due to the late reporting nature of the investment class.

Gains and losses on the sale of investments are computed using the specific identification method of deter-
mining cost. The net appreciation (depreciation) in the fair value of investments held by the Retirement
System is based on the valuation of investments as of the date of the Comparative Statements of Net Assets
Available for Benefits.

■ PENSION BENEFITS PAYABLE

Pension benefits are recorded on an accrual basis when due and payable in accordance with the terms of the
plan. Pension benefits payable as of December 31, 2006 and 2005 amounting to $539,332 and $475,834 re-
spectively, represents benefits earned by participants that have not been paid as of the end of the year.

■ ESTIMATES

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
requires management to make estimates that affect the reported amounts of assets, liabilities, and changes
therein, and disclosure of contingent assets and liabilities. Actual results could differ from those estimates.

■ RISKS AND UNCERTAINTIES

The Retirement System invests in various securities. Investment securities are exposed to various risks, such
as interest rate, custodian credit, foreign currency and credit risks. Due to the level of risk associated with
certain investment securities, it is at least reasonably possible that changes in the values of investment secu-
rities will occur in the near term and that such change could materially affect the amounts reported in the
Statements of Net Assets Available for Benefits. The direct measurement of these risks is complicated by the
fact that most securities are held in a group account expressed in U.S. dollars and the exact magnitude of risk
associated with components of the group account are not easily attributed to a particular investor. (See Note
8 which begins on page 35).

For a non job-related incident, the disability benefits are payable only if 15 years of service have been rendered
and are based on the accrued benefit to the date of disability.

■ COST OF LIVING ADJUSTMENTS

Cost of living adjustments (COLA) are granted pursuant to Administrative Rule 7 by the Board of Trustees. A
2.25% COLA was granted effective July 1, 2006 to all retirees or beneficiaries retired as of July 1, 2005. The
effect of the COLA was to increase the actuarial accrued liability at December 31, 2006 by approximately
$787,237. This increase will be funded over twenty eight years.

■ SYSTEM TERMINATION

In the event the Retirement System is discontinued, members’ retirement benefits will automatically become
100% vested to the extent they are funded. Members’ termination benefits will be paid from plan assets to the
extent accrued under the Retirement System’s terms and in accordance with applicable laws.
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The following table presents the fair value of investments held that represent
5% or more of the Retirement System’s net assets available for benefits:

2006 2005

Income Research Management (Core Bonds Fund)  . . . . . . . . $11,641,267 $9,517,582
Loomis Sayles (Fixed Income Fund)  . . . . . . . . . . . . . . . . . . . . 11,838,499 10,314,192
Mellon EB (Asset Allocation Fund)  . . . . . . . . . . . . . . . . . . . . . 11,702,989 10,048,581
Mellon Capital EB (Global Tactical Assets)  . . . . . . . . . . . . . . . 11,669,881 9,845,640
Cadence Capital (U.S. Large Cap Growth)  . . . . . . . . . . . . . . 12,649,679 n/a
SSGA (US Large Cap Value Fund)  . . . . . . . . . . . . . . . . . . . . . 14,395,644 12,064,218
Vanguard Admiral Fund  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,861,929 6,035,480

n/a – Not applicable in the year in question

2006  2005
Equity funds  . . . . . . . . . . . . . . . $ 3,877,532 $ 2,995,064

International equity  . . . . . . . . . 2,138,070 471,888

Alternative equity  . . . . . . . . . . . 56,244 201,239

Fixed income  . . . . . . . . . . . . . .  613,710 (68,063)

Emerging market funds  . . . . . . . 2,091,964 1,465,619

Real estate  . . . . . . . . . . . . . . . . 419,683 492,342

Timberfunds  . . . . . . . . . . . . . . . 149,164  (43,764)

Specialty investments  . . . . . . . . 3,478,649 1,275,156

Hedge Funds  . . . . . . . . . . . . . . 1,317,160 740,290

TOTAL  . . . . . . . . . . . . . . . . . $14,142,180 $7,529,771

3. INVESTMENTS

Investment managers have dis-
cretionary investment powers
within guidelines developed by
the Board of Trustees.

The accompanying table pre-
sents the net appreciation (de-
preciation), including realized
and unrealized, in fair values of
the Retirement System’s invest-
ments during the years ended
December 31, 2006 and 2005.

4. CONTRIBUTIONS

The Plan’s legislative authority requires contributions in amounts sufficient to fund the benefits set forth in
the plan. The contributions are determined by the Retirement System’s Board of Trustees on the basis of the
actuary’s valuation and are expressed as a percentage of gross payroll. Significant actuarial assumptions used
to compute the actuarially determined contribution requirements are the same as those used to compute the
pension fund obligation.

The employer contribution rates as a percentage of payrolls in 2006 and 2005 were based on actuarial valua-
tions performed as of December 31, 2005 and December 31, 2004. The City’s contributions for 2006 and 2005
were in the amounts recommended by the outside actuary. The recommended City contributions for 2006
and 2005 consisted of normal cost of $5,308,575 and $4,063,392, respectively, which included amortization of
the unfunded actuarial accrued liability (credits) related to actuarial gains and assumption changes. Un-
funded prior service costs are being amortized over periods of thirty years. The employer customary contri-
butions represented 12.04% and 8.72% of covered payroll for 2006 and 2005. Effective July 1, 2004, those
amounts began being collected on a weekly basis as a percentage of payroll.
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As a result of conversion to a per pay period method of collecting the employer customary contribution, a
receivable of $1,674,982 was established for salaries paid between January 1, 2004 and June 30, 2004. A por-
tion of the receivable has been paid by the Manchester School District and various enterprise funds of the City.
As of December 31, 2006, the outstanding balance due was $1,303,074 exclusive of interest. By letter dated
May 8, 2006, the City of Manchester questioned the methodology used to determine the amount due, but by
summer of 2007 a final agreement was reached and on July 16, 2007 the issue was settled with payment of
$1,501,368 by the City in exchange for concession by the Retirement System on the method and timing of
future pension obligation payments by the City.

On June 23, 1995, the Retirement System purchased from an insurance company a non-participating single
premium contract for $1,943,011 to fund the 1992, 1993, and 1995 COLA benefits granted to current retirees
covered by the Retirement System. The Retirement System continues to make the entire monthly payment to
retirees; however, the insurance company transfers to the Retirement System the aggregate COLA amount
each month.

Beginning July 1, 2004, active members were afforded a new option for a defined contribution overlay to their
defined benefit plan but limited statutorily to specific purposes. The entire actuarial expense associated with
the program is born by the member including the cost of the calculation which must be performed to determine
contributions limits. Eligible members can choose to contribute actuarially determined amounts to either
offset early retirement reductions or to approach or attain a 50% average final earnings benefit level. While
participation in the program as of December 31, 2006 was limited to 7 persons, voluntary contribution account
balances for the Plan years ending December 31, 2006 and 2005 were $48,847 and $33,068 respectively.

The Retirement System also accepts voluntary contributions from members for various permissive service
purchases and service credit upgrades, which are shown as buy-backs on the statement of changes in net
assets available for benefits. Time worked prior to enrollment where there was no break in service leading up
to enrollment and attributed to an initial period of temporary employment; and service previously withdraw
from this or other public retirement plans may be purchase by the member. In addition, members with
service prior to 1999 which was credited at 1.5% may voluntarily upgrade such time to the present 2% accrual
rate as allowed by statute and pursuant to regulations adopted by the board.

5. INCOME TAX STATUS

The Retirement System received a determination letter, dated January 7, 1975, from the Internal Revenue
Service that the original plan was qualified under Section 401(a) of the Internal Revenue Code (IRC) and,
therefore, was exempt from Federal income taxes under provisions of Section 501(a) of the IRC. The Plan has
been amended subsequent to receiving the determination letter. However, the Plan Administrator and the
Plan’s Tax Counsel believe that the Plan is designed and is currently being operated in compliance with the
applicable requirements of the IRC.

In November of 2004, the City voters ratified by referendum, Chapter 159 Law of 2004 which passed in the
New Hampshire Legislature and was signed into law by the Governor earlier in 2004. The provisions of
Chapter 159 called for implementation on July 1, 2005 but reservations were noted by the actuary over
potential conflicts with Section 415(n) of the IRS Code. The Board of Trustees on advice of counsel elected to
declare a moratorium on implementation and to seek a private letter ruling from the IRS to clarify whether
any conflicts did exist between that New Hampshire statute and the IRS Code. A favorable private letter ruling
was received in November of 2005 and the program was implemented without further delay and prior to the
close of the calendar year.
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6. OPERATING LEASE

In July of 2003, the System entered into a five-year non-cancelable operating lease for office space with
Metropolis Property Management Group. The present lease affords the System 2,500 feet of office space with
the initial term expiring on June 30, 2008. The System has one option to extend for a three-year period at the
end of the initial term. After the initial year, the base rent of $30,000 per year will be increased on an annual
basis by the lesser of the cumulative increase in the Consumer Price Index for All Urban Consumers as pub-
lished by the Department of Labor for the Manchester, New Hampshire area or 5%. The Retirement System
paid $32,541 and $31,514 in total rent expense in 2006 and 2005, respectively.

7. LITIGATION

On December 26, 2006, the Board of Trustees filed a Writ of Summons and Special Declaration with Hillsbor-
ough County Northern District Superior Court seeking overdue contributions and interest from 2004 amount-
ing to $1,501,368 and naming the City of Manchester as the defendant. As a result of ongoing negotiations, a
settlement was reach and payment made for the $1,501,368 on July 16, 2007. Part of the agreement stipulates
that future pension obligations by the City will be paid in lump sums in July and December of each year
beginning in 2008.

Future minimum lease payments under non-
cancelable leases with an initial term of one
year or more are as shown here.

Year ending December 31, 2007 $33,164
Year ending December 31, 2008 16,582

$49,746

8. DEPOSIT AND INVESTMENT RISK DISCLOSURE

■ CUSTODIAL CREDIT RISK – DEPOSITS

At times, the Retirement System maintains cash balances in excess of the amount insured by the Federal
Deposit Insurance Corporation. The Retirement System has not experienced any losses in such accounts and
cannot avoid at least temporary exposure to such risk when it holds cash deposits in anticipation of monthly
annuity payroll obligations. The Retirement System believes it is not exposed to any significant risk with
respect to these accounts. At any given time, only the $100,000 limit specified by the Federal Deposit Insur-
ance Corporation is guaranteed against loss.

■ CUSTODIAL CREDIT RISK – INVESTMENTS

The Retirement System does not have a written policy in place to address custodial credit risk on invest-
ments but in practice, it minimizes such risk by holding its investments in the System’s name and not in the
name of the custodian for benefit of the Retirement System.

■ CONCENTRATION OF CREDIT RISK

The Retirement System’s Statement of Investment Objectives, Policies and Guidelines prohibit more than
5% at cost of any security as a percentage of any funds held by the System. In addition, no more than 5% of
the outstanding shares of any one corporation can be held by the Retirement System. Taken together, these
guidelines mitigate the magnitude of risk and loss attributable to a single issuer.
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■ INTEREST RATE RISK – FIXED INCOME INVESTMENTS

Interest rate risk associated with an adverse affect of changes in the fair market value of fixed income securi-
ties is not addressed in policy by the Retirement System. While policies do exist to limit the percentage of
market value in a single issue at any one time and of the total percentage held of any issuer’s debt instru-
ments, the duration of the remaining life of individual securities is not subject to any limitations and may
therefore introduce a measure of interest rate risk.

■ CREDIT QUALITY RISK – FIXED INCOME

Credit quality risk is the risk that an issuer or other counterparty to an investment will not fulfill its obliga-
tions. The Retirement System controls credit quality through its Investment Guidelines which limit the
market value in a single issue to 7% or 10% by a single issuer. A minimum BB rating by Standard and Poor’s
or equivalent rating agency is also required on individual securities with an average weighting of A on the
total Fixed Income segment of Trust Assets.

9. STAFF RETIREMENT PLAN

Retirement System employees have been participants in the Plan since clarifying legislation in 2005 resolved
a long standing question as to their eligibility. Participation in a defined contribution 401(k) Retirement Plan
covering the employees of the Retirement System was discontinued in 2005 and assets of that Plan were
transferred to the Retirement System as a Trustee to Trustee Transfer. The Retirement System now pays the
employer contribution rate assessed to all employer units in the Plan and Retirement System employees
contribute at the statutorily defined rate required of all Plan participants.

■ FOREIGN CURRENCY RISK

Risk associated with fluctuations in the exchange rate between U.S. dollars and the base currency in other
countries, while it exists, can be mitigated by policies which the Retirement System has in place. Forward
purchase or sales of currencies, including cross currency hedges, are permitted to protect or enhance the U.S.
dollar value of the account. The use of derivative instruments such as currency futures or options for cur-
rency is also permitted upon completion of any necessary disclosure or other documentation. No speculative
currency hedging is permitted.

■ DERIVATIVES

The Retirement System’s investment policy recognizes that derivative instruments and strategies can be an
important element of general portfolio management. Portfolio management agreements or manager guidelines
must explicitly authorize the use of derivatives however. Except in approved special equity strategies, derivative
instruments may not be used to affect a portfolio beyond the value of the underling assets, (leverage).

AS OF DECEMBER 31, 2006, THE RETIREMENT SYSTEM’S FIXED INCOME INVESTMENTS
WERE DIVIDED BETWEEN TWO POOLED ACCOUNTS AS FOLLOWS

Management Firm Quality Rating Duration Market Value

Income Research & Management Aa1/AA+ 4.38 Years $11,641,267

Loomis Sayles Baa1 6.44 Years  $11,838,499

Total Fixed Income $23,479,766
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SCHEDULE OF FUNDING PROGRESS

SCHEDULE OF
EMPLOYER CONTRIBUTIONS

ACTUARIAL
VALUATION

DATE

UNFUNDED
LIABILITY TO

COVERED
PAYROLL

ACTUAL
CONTRIBUTIONS

VALUATION
YEAR

ENDED
JUNE 30

Required Supplemental Information (Un-audited)

01/01/06 $113,856,253 $34,059,413 $147,915,666 77.0% $47,233,321 72.1%

01/01/05 103,826,765 22,520,228 126,346,993 82.2% 45,027,930 50%

01/01/04 95,297,689 20,954,959 116,252,648 82.0% 41,998,187 49.90%

01/01/03 89,755,853 16,364,857 106,120,710 84.6% 38,940,104 42.03%

01/01/02 94,812,631 1,457,848 96,270,479 98.5% 38,692,738 3.77%

01/01/01 90,144,513  (3,049,404) 87,095,109 103.5%  35,370,961 -

01/01/00 82,584,305  (3,263,538) 79,320,767 104.1%  29,581,577 -

01/01/99 72,569,967  (1,494,444) 71,075,523 102.1%  28,439,796 -

01/01/98 65,839,177  (4,296,452) 61,542,725 107.0%  26,961,375 -

01/01/97 59,838,164  (3,121,758) 56,716,406 105.5%  24,418,320 -

ACTUARIAL
VALUE OF PLAN

ASSETS

UNFUNDED
ACTUARIAL
LIABILITY

(SURPLUS)

ACTUARIAL
ACCRUED
LIABILITY

FUNDED
RATIO

ANNUAL
COVERED
PAYROLL

2005 2007 10.63% N/A

2004 2006 8.72% N/A

2003 2005 8.76% $3,950,981

2002 2004 N/A 3,323,023

2001 2003  N/A 1,794,576

2000 2002  N/A 1,117,163

1999 2001  N/A 713,685

1998 2000 N/A 796,552

1997 1999  N/A 514,216

1996 1998 N/A 543,835

ANNUAL
REQUIRED

CONTRIBUTION
(ARC) AS A

PERCENT OF
VALUATION

PAYROLL
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Present Value of Future Benefits
• Retirees  $ 54,490,827

Present Value of Future Benefits
• Deferreds 2,957,312

Present Value of Future Benefits
• Actives 144,218,573

Total Present Value of
Future Benefits $201,666,712

 Present Value of Future
Normal Cost 53,751,044

Actuarial Accrued Liability $147,915,666

Actuarial Value of Assets 113,856,253

Unfunded Actuarial
Accrued Liability $ 34,059,413

Funded Ratio 77.0%

DEVELOPMENT OF
UNFUNDED ACTUARIAL

ACCRUED LIABILITY

Funded ratio is the actuarial value
of plan assets as a percentage of the

actuarial accrued liability

FISCAL
YEAR

ENDED
JUNE 30*

N/A - Not applicable

*Effective January 1, 2004, contributions were determined as a percent of
payroll basis by multiplying the ARC rate by the actual payroll.
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Schedule of Active and Retired Members

FOR PERIOD ENDING DECEMBER 31, 2006

Assessors Office 9 5
Airport Authority 78 9
Building Department 20 9
Cemetery Department 14 10
CIP - (Inactive, Now Elderly Services) 1 3
City Clerk’s Office 16 8
City Coordinator 1 0
City Solicitor’s Office 13 2
District Court 3 1
Employee Assistance Program 1 0
Elderly Services 4 1
Environmental Protection Division 45 9
Finance Department 11 5
Fire Department - (Non- NHRS Group II) 17 5
Fleet Management 0 1
Health Department 69 26
Highway Department 160 70
Human Resources 11 6
Industrial Council 0 1
Information Systems 20 3
City Library 39 20
Mayor’s Office 4 5
Manchester Economic Development Office 3 0
Municipal Facilities - (Inactive) 0 2
Office of Youth Services 9 3
Parking Enterprise 5 1
Parking Meters 0 3
Parks & Recreation 42 22
Public Building Services 24 57
Planning Board 14 0
Police Department - (Non- NHRS Group II) 66 7
Probation Department 1 1
Retirement 3 2
Risk Management 2 0
School Department – (Excludes teachers in NHRS) 485 93
School Food & Nutrition Services 118 107
Tax Collector’s Office 10 5
Traffic Department 11 5
Voter Registration - (Now part of City Clerk) 0 0
Water Works Department 87 36
Welfare Department 11 1
TOTAL 1427 544

OFFICE/DEPARTMENT ACTIVE OR VESTED RETIRED
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ACTUARIAL VALUATION METHOD AND ASSUMPTIONS
The Board of Trustees employs an independent actuarial firm to estimate the actuarial present value of
accumulated plan benefits and to determine future contribution rates.

Normal cost and the allocation of benefit values between service rendered before and after the valuation date
was determined using the individual entry-age actuarial cost method having the following characteristics:

• The annual normal cost for each individual active member, payable from the date of employment to the
date of retirement, is sufficient to accumulate the value of the member’s benefit at the time of retirement;

• Each annual normal cost is a constant percentage of the member’s year-by-year projected covered pay.

The Retirement System currently has a tiered benefit structure with the ultimate tier being more costly
than the initial tier. The normal cost is computed based on this tiered structure. As a result, the normal
cost rate is expected to increase as the members affected by the initial tier are replaced by new members.

ACTUARIAL ASSET
VALUATION METHOD
Last year’s valuation assets are increased by contri-
butions and reduced by refunds, benefit payments
and expenses. An amount equal to the assumed in-
vestment return for the year is then added. Differ-
ences between actual return on a market value ba-
sis and an assumed return are phased in over a five-
year period. For the December 31, 2004 valuation,
the Funding Value of assets was reset to the Market
Value as of January 1, 2004. The contribution require-
ments and benefit values of the System are calcu-
lated by applying actuarial assumptions to the ben-
efit provisions and member information furnished,
using the actuarial cost method described above.

The principal areas of financial risk which require
assumptions about future experience are:

• long-term rates of investment return to be gen-
erated by the assets of the System,

• patterns of pay increases to members,

• rates of mortality among members, retirees and
beneficiaries,

• rates of withdrawal of active members,

• rates of disability among members,

• the age patterns of actual retirement.

In a valuation, the monetary effect of each assump-
tion is calculated for as long as a present covered
person survives, a period of time which can be as
long as a century.

FINANCING OF
UNFUNDED ACTUARIAL
ACCRUED LIABILITIES

Unfunded actuarial accrued liabilities were
amortized by level (principal and interest
combined) percentage of payroll contribu-
tions over 28 future years.

ACTUARIAL ASSUMPTIONS
Actual experience of the System will not coin-
cide exactly with assumed experience, regardless
of the accuracy of the assumption, or the skill of
the actuary and the precision of the many calcu-
lations made. Each valuation provides a complete
recalculation of assumed future experience and
takes into account all past differences between
assumed and actual experience. The result is a
continual series of adjustments (usually small)
to the computed contribution rate.

From time to time it becomes appropriate to
modify one or more of the assumptions, to reflect
experience trends (but not random year-to-year
fluctuations). Assumptions used in this report are
based on the January 1, 1999 - December 31, 2003
experience study of the MECRS and were adopted
by the Board in November 2004. These assump-
tions were first used in the December 31, 2004
actuarial valuation.
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ASSUMED RATE OF RETURN

The rates of salary increase
used for individual members
are in accordance with the
following table. This assump-
tion is used to project a
member’s current salary to the
salaries upon which benefit
amounts will be based.

SALARY INCREASE ASSUMPTION FOR AN INDIVIDUAL MEMBER

If the number of active mem-
bers remains constant, then the
total active member payroll will
increase 4% annually, the base
portion of the individual salary
increase assumptions. This
increasing payroll was recog-
nized in amortizing unfunded
actuarial accrued liabilities.

Service Merit & Base Increase
Seniority (Economic) Next Year

1 10.00% 4.00% 14.00%

2 8.50% 4.00% 12.50%
3 7.00% 4.00% 11.00%

4 5.50% 4.00% 9.50%
5 4.00% 4.00% 8.00%

6 3.00% 4.00% 7.00%
7 2.50% 4.00% 6.50%

8 2.00% 4.00% 6.00%
9 1.50% 4.00% 5.50%

10 1.00% 4.00% 5.00%
15 0.00% 4.00% 4.00%

20 0.00% 4.00% 4.00%
25 0.00% 4.00% 4.00%

30 0.00% 4.00% 4.00%
35 0.00% 4.00% 4.00%

40 0.00% 4.00% 4.00%

The rate of investment return was 7.5 percent per year, compounded annually (net of adminis-
trative and investment expenses). This assumption is used to make money payable at one point in
time equal in value to a different amount of money payable at another point in time. The assumed
real rate of return (the net return in excess of the wage inflation rate) is 3.5%. Experience over the
last 5 years has been as follows:

5-Year*
Average

Year Ended December 31
2005 2004 2003 2002 2001

1) Nominal rate of return# 8.1% 8.1% 6.4% N/A N/A N/A
2) Increase in CPI 3.4% 3.3% 1.9% 2.4% 1.6% 2.5%
3) Average salary increase (ASI) 4.1% 5.0% 1.0% N/A N/A N/A
4) Real Return

- Total: CPI (1) - (2) N/A
- Total: ASI (1) - (3) N/A
- Assumption** 3.5% 3.5% 3.0% 3.0% 3.0% 3.5%

* A complete 5-year average will not be available until later years.
** 5-year average is based on current assumption.
# The nominal rate of return was computed using the approximate formula:

i = I divided by ½(A+B-I), where I is realized investment income net of expenses,
A is the beginning of year asset value and B is the end of year asset value.
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The mortality table
was the 1994
Group Annuity
Mortality Table,
(100% of male
rates, 95% of
female rates) set
back 1 year for
men and 0 years
for women.

A member was assumed to be eligible
for normal retirement after attaining
age 60 with 5 or more years of service.
A member was assumed to be eligible
for early retirement after attaining
age 55 with at least 20 years of service
or if the sum of age and service is at
least 80.

Ages % Retiring
50 5%

51 5%
52 5%

53 5%
54 10%

55 10%
56 10%

57 10%
58 10%

59 10%
60 10%

61 10%
62 35%

63 10%
64 10%

65 35%
66 15%

67 15%
68 15%

69 15%
70 100%

Ref. 730

ACTIVE MEMBERS
RETIRING NEXT YEAR

The rates of retirement used to measure
the probability of eligible members
retiring during the next year are illus-
trated on this chart.

This assumption is used to measure the probabilities of members dying before retirement
and the probabilities of each benefit payment being made after retirement.

Ages Male Female Male Female

50 $142.36 $147.83 31.62 35.35
55 134.46 141.34 27.04 30.63
60 124.60 132.91 22.67 26.03
65 113.00 122.75 18.60 21.69
70 100.30 111.01 14.97 17.69
75 86.40 96.97 11.72 13.95
80 71.54 81.46 8.87 10.62

SAMPLE
ATTAINED

Single Life Retirement Values

FUTURE LIFE
EXPECTANCY (YEARS)

PRESENT VALUE OF $1
MONTHLY FOR LIFE



Rates of separation from active membership
are shown below (rates do not apply to members
eligible to retire and do not include separation
on account of death or disability). This assump-
tion measures the probabilities of members
remaining in employment.

Rates of disability
were divided equally between duty and
non-duty disability, and are as follows:

Sample % of Active Members

Ages Becoming Disabled
Within Next Year

MALE FEMALE

20 0.007% 0.020%

25 0.007% 0.025%

30 0.007% 0.030%

35 0.037% 0.040%

40 0.142% 0.050%

45 0.292% 0.075%

50 0.480% 0.130%

55 0.712% 0.245%

60 1.060% 0.605%

Ref. 37 x 1.00 238 x 0.50

0-1 10.00% 14.00%
1-2 17.00% 14.00%
2-3 12.00% 14.00%
3-4 5.00% 7.00%
4-5 5.00% 7.00%

30 5 & Up 2.34% 8.00%
35 2.00% 6.40%
40 1.49% 4.40%
45 1.00% 2.30%
50 1.00% 1.90%

231 345
Ref. 83 465

Sample
Ages Service

% of Active Members
Separating Within

Next Year

FEMALEMALE
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Expense Load: None.

Marriage Assumption: 100% of males and 100% of females are assumed to be married for
purposes of death-in-service benefits. Male spouses are assumed to
be three years older than female spouses.

Pay Increase Timing: Beginning of the year. This is equivalent to assuming that reported
pays represent amounts paid to members during the year ended on
the valuation date.

Decrement Timing: Decrements of all types are assumed to occur mid-year.

Eligibility Testing: Eligibility for benefits is determined based upon the age nearest
birthday and exact fractional service on the date the decrement is
assumed to occur.

Decrement Relativity: Decrement rates are used directly from the experience study,
without adjustment for multiple decrement table effects.

Decrement Operations: Disability and withdrawal decrements do not operate after member
reaches retirement eligibility.

Normal Form of Benefit: The assumed normal form of benefit is the straight life form.

Benefit Service: Exact fractional service as of the valuation date is used to determine
the amount of benefit payable.

Incidence of Contributions: Contributions are assumed to be received continuously throughout
the year based upon the actual payroll payable at the time contri-
butions are made.

COLA Assumption: 2% compounded annually (assumption phased in over four years
beginning with the December 31, 2004 actuarial valuation).



THIS REPORT HAS BEEN PREPARED PURSUANT TO
CHAPTER 218:6, II, LAWS OF 1973 OF THE STATE OF
NEW HAMPSHIRE, AS AMENDED, AND IS INTENDED

TO SATISFY PUBLIC PENSION PLAN FINANCIAL
REPORTING REQUIREMENTS.

CITY OF
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