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Milliman Actuarial Valuation Appendix D - Description of the Maximum 
Deductible Contribution Limit 

General Rules 

A plan sponsor can deduct for income tax purposes only such amounts that fall within the permissible limits 
set forth in Section 404(a) of the Internal Revenue Code as amended. Any contributions in excess of such 
limits will be subject to a nondeductible 10% excise tax. This excise tax will be imposed annually on any 
accumulated undeducted contributions until such contributions are deducted. 

The general rule on the deductibility of employer contributions is that the amount required to meet minimum 
funding standards may be deducted. 

A second rule permits the employer to deduct annually the amount necessary to fund, with respect to each 
participant, the unfunded present value of the participant's future benefits over the participant's remaining 
future service. However, if the remaining unfunded present value with respect to any three participants is 
more than 50% of the total remaining unfunded cost, the amount of remaining unfunded cost attributable to 
these participants must be distributed over a period of at least five years. 

A third rule permits the employer to deduct annually an amount equal to the normal cost of the Plan plus an 
amount necessary to amortize any initial accrued liability or any increase or decrease in such accrued liability 
over a period of ten years . 

A fourth rule provides that the tax deduction for any particular year cannot exceed the amount needed to bring 
the Plan to a fully funded status. (This amount is called the full funding Iimitation).That is, no deductions can 
be taken for contributions that would raise the plan assets to a level above the greater of (1) the Plan's 
accrued liability, or (2) 90% of the current liability of the Plan as of the end of the Plan Year, less Plan assets 
as of the end of the Plan Year. 

A fifth rule permits employees with more than 100 plan participants to deduct annually an amount equal to 
150% of the current liability of the Plan as of the end of the Plan Year less plan assets as of the end of the 
Plan Year, even if such amount exceeds the full funding limitation. 

Maintenance of Stock Bonus or Profit Sharing Plan 

An additional limitation is imposed if (1) the plan sponsor maintains a stock bonus or a profit-sharing trust for 
any employees who are also participants of the defined benefit plan and (2) any contributions paid into such a 
trust are deductible in the current fiscal year. The total amount that is otherwise deductible cannot exceed the 
greater of (1) 25% of covered payroll or (2) the amount required to meet the minimum funding standards. 

Fiscal Year versus Plan Year 

Although the deductible limit applies for an employer's fiscal year, the deductible limit is determined on the 
basis of a Plan Year. If the employer's fiscal year coincides with the Plan Year, the deductible limit on the 
fiscal year is the deductible limit for the Plan Year that coincides with that year. 

If the employer's fiscal year does not coincide with the Plan Year, the deductible limit for a given fiscal year of 
the employer is one of the following alternatives: 

• 
• 
• 

The deductible limit determined for the Plan Year commencing within the fiscal year. 
The deductible limit determined for the Plan Year ending within the fiscal year. 
A weighted average of alternatives (1) and (2).Such an average may be based, for example, upon the 
number of months of each Plan Year falling within the fiscal year. 
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Milliman Actuarial Valuation Appendix D - Description of the Maximum 
Deductible Contribution Limit 

The employer must use the same alternatives for each fiscal year unless consent to change is obtained from 
the Commissioner of the Internal Revenue Service. 

For any fiscal year which is less than a full twelve months in length, the normal cost and any amortization 
charges or credits are generally reduced on a pro rata basis to reflect the length of the short fiscal year 

Timing of Contribution 

For purposes of making a tax-deductible contribution for a given fiscal year, the contribution must be paid 
over to the trustee not later than the due date for the tax return. If an extension for the tax return is received, 
the extension will also apply to the latest date that a deductible contribution may be made. 
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Milliman Actuarial Valuation Appendix E - Glossary 

Glossary 

Accrued Liability: That portion, as determined by a particular actuarial cost method, of the actuarial present 
value of plan benefits and expenses which is not provided by future normal costs. The accrued liability at any 
point in time for an active participant is the theoretical fund that would have been accumulated on his behalf 
from his normal cost payments and the earnings thereon for all prior years if the plan had always been in 
effect. For persons receiving benefits or entitled to a deferred vested retirement income, the accrued liability 
cost is equal to the present value of their future benefit payments. The accrued liability for the plan is the total 
of the individually computed accrued liability for all participants. Also referred to as Actuarial Accrued Liability. 

Accumulated Plan Benefit: The amount of an individual's pension benefit (whether or not vested) which has 
been earned as of a specified date based upon service and compensation to that date. Also referred to as 
Accrued Benefit. 

Actuarial Assumptions: Assumptions as to the occurrence of future events affecting pension costs, such 
as: mortality, withdrawal, disablement and retirement; changes in compensation and national pension 
benefits; rates of investment earnings and asset appreciation or depreciation; procedures used to determine 
the actuarial value of assets; and other relevant items. 

Actuarial Cost Method: A particular technique used to establish the amount and incidence of the annual 
actuarial cost of plan benefits. 

Actuarial Equivalent: Of equal actuarial present value, determined as of a given date with each value based 
upon the same set of actuarial assumptions. 

Actuarial Gain or Loss: A measure of the difference between actual experience and that which is expected 
based upon a set of actuarial assumptions, during the period between two actuarial valuation dates, as 
determined in accordance with a particular actuarial cost method. 

Actuarial Value of Assets: The value of cash, investments and other property belonging to a pension plan, 
as used by the actuary for the purpose of an actuarial valuation. 

Additional Funding Charge: Amount which is required to be contributed for the Plan Year to amortize a 
portion of the unfunded Current Liability existing as of the beginning of the Plan Year for employers with more 
than 100 plan participants. 

Amortization Payments: That portion of the pension plan contribution which is designated to pay Interest on 
and to amortize the unfunded accrued liability or the unfunded frozen actuarial liability. 

Current Annual Cost: The minimum required contribution for a plan year before recognition of any credits 
which may have accumulated from having contributed more than the minimum required contribution for prior 
plan years and before the application of any full funding limitation. If no credits have been accumulated, the 
minimum required contribution for a plan year Is equal to the current annual cost. 

Current Liability: The present value of all Accumulated Plan Benefits, determined using a restricted interest 
rate which must be within a range of 90% to 100% of the average rate on the composite corporate bond Index 
during the previous four years. 

ERISA: The Employee Retirement Income Security Act of 1974. 
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Frozen Actuarial Liability: That portion of the present value of future benefits which is separated as of a 
valuation date and frozen under certain actuarial cost methods. Generally this separated portion is the sum of 
an initial unfunded accrued liability and any increments or decrements in the accrued liability subsequently 
established as a result of changes in plan benefits or actuarial assumptions. 

Full Funding Limitation: The amount of contribution needed to bring the plan to a fully funded status. The 
full funding limitation is equal to the excess of the greater of: 

• the Accrued Liability under the plan (including the Normal Cost) over the lesser of the market value of 
assets or the actuarial value of assets as of the end of the Plan Year, or 

• 90% of the Current Liability under the plan, over the actuarial value of assets as of the end of the Plan 
Year. 

Funded Ratio: The ratio, as of a given date, of the market value of plan assets to the present value of 
accumulated plan benefits. When the market value of plan assets is equal to the present value of 
accumulated plan benefits, the funded ratio is equal to 100%. When the funded ratio is less than 100%, there 
may be sufficient assets to cover the vested accumulated plan benefits but not sufficient assets to cover all of 
the additional nonvested accumulated plan benefits. At the time that a retirement plan is adopted, the funded 
ratio is usually substantially less than 100% but usually exceeds 100% after the plan has been funded on an 
ongoing basis for a period of years (such as ten). The funded ratio may decline from one year to the next, 
however, as a result of benefit improvements or a relative decline in the amount of assets when measured 
against the usual increase in the value of accumulated plan benefits from year to year. 

Funding Standard Account: An account which must be maintained by pension plan sponsors to measure 
compliance with the minimum funding provisions of ERISA. The account is charged annually with the normal 
cost for the year and, if applicable, required amortizations of the unfunded accrued liability or the unfunded 
frozen actuarial liability. It is credited with the plan sponsor's contributions. A deficiency in the account may 
indicate a failure to meet the funding requirements while a credit balance indicates a funding surplus which 
can be used to reduce future contributions. (A zero balance indicates that the minimum requirements have 
been precisely met.) 

Future Benefits: Those pension plan benefit amounts which are expected to be paid at various future times 
under a particular set of actuarial assumptions, taking into account such items as the effect of advancement in 
age and past and antiCipated future compensation and service credits. Also referred to as Projected Benefits. 

Normal Cost: That portion of the present value of future pension plan benefits and expenses which is 
allocated to a valuation year by the actuarial cost method. 

One-year Term Cost: The actuarial present value of all benefits expected to become payable in the future 
as a result of an event or events expected to occur during a given valuation year. 

Present Value: The value of an amount or series of amounts payable or receivable at various times, 
determined as of a given date by the application of a particular set of actuarial assumptions. Also referred to 
as Actuarial Present Value. 

Quarterly Installments: That portion of the Minimum Required Contribution which must be contributed by 
the 15th day of the month following the end of each Plan Year quarter. 

Unfunded Accrued Liability: The excess of the accrued liability over the actuarial value of assets. 

----------------- -- -
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Unfunded Frozen Actuarial Liability: The portion of the frozen actuarial liability remaining after the addition 
of interest and the deduction of the amortization payments. 

Vested Accumulated Plan Beneflt~ The portion of an individual's accumulated plan benefit which is vested. 
Also referred to as Vested Accrued Benefit. 

Vested Funded Ratio: The ratio, as of a given date, of the market value of the plan assets to the present 
value of vested accumulated plan benefits. 
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GASB 25/27 Documentation 

Statements No.25 and 27 of the Governmental Accounting Standards Boards (GASB 25/27), Financial 
Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined Contribution Plans and 
Accounting for Pensions by State and Local Governmental Employers, apply to the financial statements 
issued by the Plan for years beginning on and after 8/1/96, and by the Employer for years beginning on and 
after 1/1/98, respectively. This Appendix F contains documentation of the actuarial determinations required 
by GASB 25/27 with respect to the Port of Houston Authority Restated Retirement Plan (Plan). These 
determinations rely on information contained in this report for the year ending 7/31/12, and/or comparable 
reports issued for prior years. Additional GASB 25/27 determinations may be required with respect to other 
plans you maintain. 

Appendix F determinations should be used only for the purpose of complying with the requirements of GASB 
25/27. Additional determinations may be necessary for other purposes. The determinations contained in 
Appendix F were made in accordance with the provisions of GASB 25/27. 

GASB 25 Annual Required Contribution for Plan Year ended 7/31/12 

a. Normal Cost 

b. Amortization 

c. Interest 

d. Contribution Excess/Deficiency 

e. Total (a)+(b)+(c)+(d) 

Actuarial Valuation Date 

Actuarial Cost Method 

Unfunded Actuarial Accrued Liability 

Equivalent Single Amortization Period 

Asset Valuation Method 

Investment Rate of Return 

Projected Salary Increases 

Inflation 

Cost of Living Adjustment 

GASB 25 Schedule of Amortization Bases 

8/1/11 

$4,070,401 

3,737,953 

324,402 

o 

$8,132,756 

Entry Age Normal 

$8,731,509 

3 years 

Market Value 

7.25% 

3.0% to 7.5% 

3.5% 

None 

Components of the unfunded actuarial liability are amortized as level dollar amounts using the closed basis. 
Components consisting of actuarial gains and losses are amortized over 5 years. Components consisting of 
amendments are amortized over 30 years, except the 8/95 amendment that is amortized over 5 years. 
Components consisting of revised assumptions are amortized over 10 years. Components consisting of 
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revised actuarial methods are amortized over 30 years. The resulting equivalent single amortization base is 
amortized over a maximum period of 30 years. 

GASB 25 Schedule of Funding Progress for Plan Years Ending 7/31/11 and earlier 

See Appendix F-1 

GASB 25 Schedule of Employer Contributions for Plan Years Ending 7/31/11 and 
earlier 

See Appendix F-2 

GASB 25 Schedule of Employer Contributions for the Plan Year Ended 7/31/12 

11/15/11 

1/15/12 

4/15/12 

6/15/12 

Total 
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Appendix F-1 

Port of Houston Authority Retirement Plan 

Schedule of Funding Progress 

Actuarial Actuarial Accrued Unfunded UAALas a 
Actuarial Value of Liability - Entry Age AAL Funded Covered Percentage of 
Valuation Assets (AAL) (UAAL) Ratio Payroll Covered Payroll 

Date (a) (b) (b-a) (alb) (c) «b-a)/c) 

08/01/1992 46,713,020 47,253,923 540,903 98.9% 14,876,560 3.6% 
08/01/1993 49,758,151 49,725,289 (32,862) 100.1% 15,433,126 (0.2%) 
08/01/1994 52,889,104 53,002,829 113,725 99.8% 16,405,014 0.7% 
08/01/1995* 55,560,254 63,947,567 8,387,313 86.9% 14,499,135 57.8% 
08/01/1996 58,642,876 66,326,734 7,683,858 88.4% 15,416,326 49.8% 
08/01/1997 67,829,173 67,387,724 (441,449) 100.7% 16,174,442 (2.7%) 
08/01/1998 70,763,045 68,844,893 (1,918,152) 102.8% 16,825,447 (11.4%) 
08/0111999 70,935,582 70,939,814 4,232 100.0% 16,388,149 0.0% 
08/01/2000 70,309,053 73,452,556 3,143,503 95.7% 17,550,162 17.9% 
08/01/2001 64,677,712 77,033,505 12,355,793 84.0% 18,778,969 65.8% 
08/01/2002 59,637,491 80,187,561 20,550,070 74.4% 20,257,220 101.4% 
08/01/2003 66,992,188 83,562,068 16,569,880 80.2% 21,968,773 75.4% 
08/01/2004 74,867,530 87,331,953 12,464,423 85.7% 23,170,058 53.8% 
08/01/2005 84,810,133 89,911,993 5,101,860 94.3% 24,113,184 21.2% 
08/01/2006** 89,737,077 104,321 ,646 14,584,569 86.0% 26,285,989 55.5% 
08/01/2007 101 ,148,401 109,918,975 8,770,574 92.0% 28,620,863 30.6% 
08/01/2008 96,724,229 117,731,407 21,007,178 82.2% 32,270,226 65.1% 
08/01/2009 93,179,637 122,093,307 28,913,670 76.3% 32,695,393 88.4% 
08/01/2010*** 105,870,699 128,583,531 22,712,832 82.3% 34,938,502 65.0% 
08/01/2011 123,763,457 132,494,966 8,731,509 93.4% 35,570,719 24.5% 

* Includes effect of October 1995 early retirement window 
** Includes effect of April 2006 COLA and August 2006 assumptions changes 
*** Includes effect of August 2010 assumption changes 
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Port of Houston Authority Retirement Plan 

Schedule of Employer Contributions 

Year Annual 
Ended Required Percentage 
July 31 Contribution Contributed 

1996 2,981,500 100.0% 
1997 3,129,838 100.0% 
1998 1,667,584 100.0% 
1999 1,011,261 100.0% 
2000 1,126,800 100.0% 
2001 2,136,112 100.0% 
2002 3,228,692 100.0% 
2003 6,915,752 100.0% 
2004 6,983,092 100.0% 
2005 7,131,380 100.0% 
2006 5,813,248 100.0% 
2007 6,509,928 100.0% 
2008 3,929,348 100.0% 
2009 7,357,368 100.0% 
2010 9,857,308 100.0% 
2011 10,808,796 100.0% 
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