
City of Mountain Brook
RSA Pension Plan

Evaluation of the Impact of
Act 2019-132 

(Tier 2 Pension Conversion to Tier 1)

• Tier 1 FLC benefits are 46% greater than Tier 2 benefits
• Tier 1 Civilian benefits are 22% greater than Tier 2 Civilians
• Mtn Brook’s weighted average difference between Tier 1 and Tier 2 benefits is 35%+

Comparison of Tier 1 and Tier 2 Plans

22% greater than T2                    18% less than T1
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1996-2018 Compound Annual Growth Rates
7.7% Plan assets
8.4% Total pension liability

(0.7%) Differential including $10.5 million excess contributions

City’s Annual Required Contribution %, 
Tier 1 Civilian Withholding % and 
Additional Amounts Deposited by City 

2012-2021:  7.5% compound annual growth rate

Increased Pension Cost
$350,000 2019
$280,000 2020
$650,000 2021
$1.3 million increase 2019-2021



RSA Case Study Summarized
1. Immediate increase in the UAAL by 

$334,000 (retroactive Tier 3 service credit)

2. Year 1 increase in City’s pension cost of 
$80,500 (due to prospective 35%+ increased Tier 3 pension benefit)

Is that all?
Case Study Results
2.10% City
4.05% Park Board
0.82% Library
2.06% Weighted Average

(years 1-15)

1.90% Weighted Average
(years > 15)



General Fund Expense Summary

Line Item
09/30/2019 

Amount
% of Total 
Expenses % of Salaries

Salaries/Overtime $16,327,056 41% 
Longevity 440,000 1% 
FICA 1,243,149 3% 7% 
Pension (ARC) 2,165,767 5% 13% 
Pension (Extra) 647,000 2% 4% 
Medical (Employees) 1,712,833 4% 10% 
Medical (Retirees) 354,303 1% 2% 
Medical (OPEB Trust) 300,000 1% 2% 
Work Comp 204,238 1% 
All Other 186,463 0% 

Total Labor Cost 23,580,809 59% 59% 
All Other Expenses 16,368,483 41% 

Total General Funds
Expenses and Transfers $39,949,292 100% 

Compound annual growth 
rate 10%+
(7.5% rate increase plus 3% wage growth)

Medical trend per OPEB 
actuaries 5.5%+

The Tier 2 Conversion
Only Gets More Costly

1. After implementation, pension costs will increase annually
2. As Tier 1 employees retire, instead of being replaced with Tier 2 workers 

they will be replaced with Tier 3 workers whose benefits are 35%+ greater 
than the Tier 2’s

3. Mountain Brook’s expense differential after the Tier 3 transformation will be 

$300,000+ annually based  on the RSA case study estimates

4. Mountain Brook’s total cost (employee + City) after the Tier 3 transformation 

will be $540,000+ annually

5. Mountain Brook has already increased is Tier 1 employee withholdings (Act 
2011-676).  How does this action make its RSA case study results different 
from another city’s who has not?



Everyone Else
1. Another city could see a pension expense decrease once 

they implement Tier 3 plan based on their RSA case study
2. The savings will be achieved by transferring a portion (2.5%) 

of its pension cost to the Tier 1 employee
3. This cost transfer does not impact in any way the total cost 

of the pension plan—only who is paying the cost
4. Tier 1 wages will decrease over time as they retire and so 

will this 2.5% cost transfer savings
5. Mountain Brook has been there and done that, what 

happened?

CONCERNS:
1. Considering the increasing City pension cost trends, 

is the current 2-tiered plan sustainable?

2. The Tier 2 conversion plan is substantially more 
expensive than Tier 2.  If Tier 2 is questionable, how 
can a Tier 2 conversion to Tier 1 be justified 
considering the greater cost?



1.2% difference
all attributable to the
normal cost component
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14.35
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16.02%    (2.4% increase)

9/30/2018    9/30/2016
27.8 years     28.4 years


