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April 3, 2025

The Public Employee Retirement Administration Commission (PERAC) has completed a review of the
audits of the Fitchburg Retirement System conducted by independent Certified Public Accountants.
These audits were conducted in accordance with auditing standards generally accepted in the
United States of America. The audits covered the period from January 1, 2018, to December 31,
2022. Melanson Heath conducted the 2018 audit. The firm then became Melanson and was
subsequently acquired by the firm Marcum, LLP which was then acquired by CBIZ, Inc.

We conducted an inspection of the work papers prepared by Melanson Heath, Melanson, and
Marcum (the firms). We determined that the audits were conducted in a competent professional
manner and the work papers demonstrated that audit tests and procedures were performed in
sufficient detail to allow us to accept the final audit reports as issued.

We identified specific differences between these financial audits designed to provide an opinion on
financial statements and our compliance audits performed in accordance with the accounting and
management standards established by PERAC in regulation 840 CMR 25.00 and in compliance with
the provisions specified in PERAC Memo #18/2019.

Accordingly, we supplemented the field work conducted in the audits by the firms with certain
limited procedures designed to provide additional assurance that the accounting and management
standards established by PERAC were adhered to and complied with. The specific objectives of our
review were to determine: 1) that the Board is exercising appropriate fiduciary oversight, 2) that
cash balances are accurately stated, 3) that retirement contributions are accurately deducted, 4)
that retirement allowances were correctly calculated, and 5) that required member documentation
is maintained.

To achieve these objectives, we inspected certain records of the Fitchburg Retirement Board in the
above areas. Specifically, we reviewed the minutes of the Board meetings for compliance with
fiduciary oversight and verified cash balances. We tested the payroll records of a sample of active
members to confirm that the correct percentage of regular compensation is being deducted,
including the additional two percent over $30,000. We tested a sample of members who
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retired during our audit period to verify that their retirement allowance was calculated in
accordance with the statute. We also reviewed a sample of member files for accuracy and
completeness.

In our opinion, the financial records are being maintained, and the management functions are being
performed in conformity with the standards established by PERAC.

It should be noted that the financial statements included in this audit report were based on the work
performed by the firms and the tests conducted for the periods referenced in their opinion. These
audits were not performed by employees or representatives of PERAC. It should also be noted that
the opinions expressed in these audit reports were based on the laws and regulations in effect at
the time.

The financial statements and footnotes presented in this report were limited to the express results
as of and for the years ended December 31, 2022, December 31, 2021, December 31, 2020,
December 31, 2019, and December 31, 2018.

In closing, | wish to acknowledge the work of Melanson Heath, Melanson, and Marcum who
conducted these examinations, and the PERAC examiners who conducted limited procedures to
supplement the field work and express my appreciation to the Fitchburg Retirement Board and staff
for their courtesy and cooperation.

Sincerely,

William T. Keefe.
Executive Director



SUPPLEMENTARY INFORMATION
SCHEDULE OF ALLOCATION OF INVESTMENTS OWNED

(percentages by category)

AS OF DECEMBER 31, 2022
PERCENTAGE
OF TOTAL
MARKET VALUE ASSETS
Cash ($66,915) 0.0%
PRIT Core Fund 157,347,071 100.0%
Grand Total $157.280.157 100.0%

For the year ending December 31, 2022, the rate of return for the investments of the Fitchburg
Retirement System was -11.12%. For the ten-year period ending December 31, 2022, the rate of
return for the investments of the Fitchburg Retirement System averaged 8.15%. For the 38-year
period ending December 31, 2022, since PERAC began evaluating the returns of the retirement
systems, the rate of return on the investments of the Fitchburg Retirement System was 7.68%.

The composite rate of return for all retirement systems for the year ending December 31, 2022 was
-10.84%. For the ten-year period ending December 31, 2022, the composite rate of return for the
investments of all retirement systems averaged 8.18%. For the 38-year period ending
December 31, 2022, since PERAC began evaluating the returns of the retirement systems, the
composite rate of return on the investments of all retirement systems averaged 8.99%.
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SUPPLEMENTARY INFORMATION (Continued)

ADMINISTRATION OF THE SYSTEM

The System is administered by a five-person Board of Retirement consisting of the City Auditor who
shall be a member ex-officio, a second member appointed by the governing authority, a third and
fourth member who shall be elected by the members in or retired from the service of such system,
and a fifth member appointed by the other four board members.

Ex-officio Member: Jacquelyn Cronin

Appointed Member:  Mary E. Cringan Serves until successor is appointed
Elected Member: Thomas A. Dateo, Jr., Chairperson Term Expires: 10/31/2025
Elected Member: Anna M. Farrell Term Expires: 10/31/2026
Appointed Member:  John Brown Term Expires: 10/31/2027

The Board members are required to meet at least once a month. The Board must keep a record of
all of its proceedings. The Board must annually submit to the appropriate authority an estimate of
the expenses of administration and cost of operation of the system. The board must annually file a
financial statement of condition for the system with the Executive Director of PERAC.

The investment of the system’s funds is the responsibility of the Board. All retirement allowances
must be approved by the Retirement Board. The PERAC Actuary performs verification prior to
payment, unless the system has obtained a waiver for superannuation calculations allowing them to
bypass this requirement. All expenses incurred by the System must be approved by a majority vote
of the Board. Payments shall be made only upon vouchers signed by two persons designated by the
Board.

Retirement board members and employees are bonded by an authorized agent representing a
company licensed to do business in Massachusetts. Fidelity insurance is the only required policy
coverage under Ch. 32 §21 and §23 as well as 840 CMR 17.01. The policy is designed to cover specific
intentional acts such as theft, fraud or embezzlement and also specify who commits such acts, most
commonly employees of the system. This coverage reimburses the system for the losses it suffers as
a result of its employees’ actions. It does not insure the employees for their illegal acts. Statutorily
required coverage is provided by the current fidelity insurance policy to a limit of $1,000,000 with a
$10,000 deductible issued through Travelers Casualty and Surety Company. The system also has
Fiduciary coverage to a limit of $50,000,000 under a blanket policy issued through the Massachusetts
Association of Contributory Retirement Systems.

BOARD REGULATIONS

The Fitchburg Retirement Board has adopted Regulations which are available on the PERAC website
at https://mass.gov/fitchburg-retirement-board-regulations.

Fitchburg Retirement System Audit Report 4
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MEMBERSHIP EXHIBIT

SUPPLEMENTARY INFORMATION (Continued)

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Retirement in Past Years
Superannuation 33 17 24 18 29 25 14 23 27 27
Ordinary Disability 0 0 0 0 0 1 0 1 0 1
Accidental Disability 1 0 0 6 0 2 3 2 1 1
Total Retirements 34 17 24 24 29 28 17 26 28 29
Total Retirees, Beneficiaries
and Survivors 555 560 564 568 584 588 593 597 607 614
Total Active Members 610 644 650 671 674 670 701 661 694 785
Pension Payments
Superannuation $7,410,703 $7,622,236 $8,077,287 $7,880,129 $8,319,892 | $10,784,909 | $10,896,878 | $11,132,268 | $11,665,025 | $12,479,056
Survivor/Beneficiary Payments 329,877 352,996 438,841 569,010 601,492 631,749 682,469 656,469 635,596 619,626
Ordinary Disability 92,769 82,271 70,788 139,725 92,118 92,619 111,182 102,966 101,251 137,188
Accidental Disability 1,377,140 1,403,429 368,053 569,010 601,492 1,802,850 1,868,574 2,020,088 2,040,022 2,087,594
Other 2,412,249 2,682,277 3,585,849 3,802,158 4,101,246 1,005,995 1,024,897 1,084,801 1,089,381 1,061,480
Total Payments for Year| $11,622,738 $12,043,209 $12,540,818 $12,960,032 $13,716,240 $14,318,122 $14,584,000 $14,996,591 $15,531,276 $16,384,944
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Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but
is not absolute assurance and therefore is not a guarantee that an audit conducted in accordance
with GAAS will always detect a material misstatement when it exists. The risk of not detecting a
material misstatement resulting from fraud is higher than for one resulting from error, as fraud
may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control. Misstatements are considered material if there is a substantial likelihood that,
individually or in the aggregate, they would influence the judgment made by a reasonable user
based on the financial statements.

In performing an audit in accordance with GAAS, we:

e Exercise professional judgment and maintain professional skepticism throughout the
audit.

e Jdentify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements.

s Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the System’s internal control. Accordingly,
no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the financial statements.

¢ Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the System’s ability to continue as a going
concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control-related matters that we identified during the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that Man-
agement’s Discussion and Analysis, the Schedule of Changes in the Net Pension Liability, and
the Schedules of the Net Pension Liability, Contributions, and Investment Returns, be presented
to supplement the basic financial statements. Such information is the responsibility of
management and, although not a part of the basic financial statements, is required by the
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Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of
America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of
the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express
an opinion or provide any assurance.

%W,Q LLf

Greenfield, Massachusetts
October 26, 2023
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FITCHBURG CONTRIBUTORY RETIREMENT SYSTEM
(A COMPONENT UNIT OF THE CITY OF FITCHBURG, MASSACHUSETTS)

MANAGEMENT’S DISCUSSION AND ANALYSIS

DECEMBER 31, 2022

As management of the Fitchburg Contributory Retirement System (the System), we offer readers
this narrative overview and analysis of the financial activities of the System for the year ended
December 31, 2022,

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the basic financial
statements. The basic financial statements are comprised of two components (1) fund financial
statements and (2) notes to financial statements. This report also contains other required
supplementary information in addition to the basic financial statements themselves.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. Fund accounting is used to ensure and
demonstrate compliance with finance-related legal requirements.

The Statement of Fiduciary Net Position presents information on the System’s assets and
liabilities and the resulting net position held in trust restricted for pension benefits. This
statement reflects the System’s investments at fair value, as well as cash, receivables, and
liabilities.

The Statement of Changes in Fiduciary Net Position presents information showing how the
System’s net position restricted for pension changed during the year ended December 31, 2022.
It reflects contributions by participating employers, active members, and external parties,
investment activity, along with deductions for retirement benefits, refunds, transfers, and
administrative expenses.

Notes to Financial Statements
The notes provide additional information that is essential for the reader to gain a full
understanding of the data provided in the financial statements.

Required Supplementary Information
The required supplementary information includes this Management’s Discussion and Analysis,
the Schedule of Changes in the Net Pension Liability, and the Schedules of Net Pension Liability,
Contributions, and Investment Returns.

Fitchburg Retirement System Audit Report
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FITCHBURG CONTRIBUTORY RETIREMENT SYSTEM
(A COMPONENT UNIT OF THE CITY OF FITCHBURG, MASSACHUSETTS)

MANAGEMENT’S DISCUSSION AND ANALYSIS

DECEMBER 31, 2022

Requests for Information

This financial report is designed to provide a general overview of the Fitchburg Contributory
Retirement System’s finances. Questions concerning any of the information provided in this
report, or requests for additional financial information, should be addressed to:

Fitchburg Contributory Retirement System
Ms. Tina Schneider, Retirement Administrator
718 Main Street, Suite 310
Fitchburg, Massachusetts 01420

Fitchburg Retirement System Audit Report
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FITCHBURG CONTRIBUTORY RETIREMENT SYSTEM
(A COMPONENT UNIT OF THE CITY OF FITCHBURG, MASSACHUSETTS)

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2022

NOTE 1 - DESCRIPTION OF PLAN (CONTINUED)
PARTICIPANT RETIREMENT BENEFITS (CONTINUED)

If the participant was a member on or after January 1, 1978 and a member of Groups 1 or 2,
then a retirement allowance may be received if the participant (1) has at least 10 years of
creditable service, (2) is age 55, (3) voluntarily left City employment on or after that date,
and (4) left accumulated annuity deductions in the fund. Members of Group 4 have no
minimum vesting requirements, however, must be at least age 33.

A participant who became a member on or after April 2, 2012 is eligible for a retirement
allowance upon 10 years creditable service and reaching ages 60 or 55 for Groups 1 and 2,
respectively. Participants in Group 4 must be at least age 55. Groups 2 and 4 require that
participants perform the duties of the group position for at least 12 months immediately prior
to retirement.

METHODS OF PAYMENT

A member may elect to receive his or her retirement allowance in one of three forms of
payment as follows:

e Option A — Total annual allowance, payable in monthly installments, commencing at
retirement and terminating at the member’s death.

¢ Option B — A reduced annual allowance, payable in monthly installments, commencing at
retirement and terminating at the death of the member, provided however, that if the total
amount of the annuity portion received by the member is less than the amount of his or her
accumulated deductions, including interest, the difference or balance of his accumulated
deductions will be paid in a lump sum to the retiree’s beneficiary or beneficiaries of choice.

¢ Option C — A reduced annual allowance, payable in monthly installments, commencing at
retirement. At the death of the retired employee, 2/3 of the allowance is payable to the
member’s designated beneficiary (who may be the spouse, or former spouse who has not
remarried, child, parent, sister, or brother of the employee) for the life of the beneficiary. For
members who retired on or after Januvary 12, 1988, if the beneficiary pre-deceases the retiree,
the benefit payable increases (or “pops up” to Option A) based on the factor used to
determine the Option C benefit at retirement. For members who retired prior to January 12,
1988, if the System has accepted Section 288 of Chapter 194 of the Acts of 1998 and the
beneficiary pre-deceases the retiree, the benefit payable “pops up” to Option A in the same
fashion. The Option C became available to accidental disability retirees on November 7,
1996.

12
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FITCHBURG CONTRIBUTORY RETIREMENT SYSTEM
(A COMPONENT UNIT OF THE CITY OF FITCHBURG, MASSACHUSETTS)

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2022

NOTE 1 - DESCRIPTION OF PLAN (CONTINUED)
PARTICIPANT REFUNDS

Employees who resign from service and who are not eligible to receive a retirement
allowance are entitled to request a refund of their accumulated total deductions. Members
voluntarily withdrawing with at least 10 years of service or involuntarily withdrawing,
receive 100% of the regular interest that has accrued on those accumulated total deductions.
Members voluntarily withdrawing with less than 10 years of service get credited interest each
vear at a rate of 3%.

NOTE 2 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
NATURE OF OPERATIONS

The System is a member of the Massachusetts Contributory Retirement Systems and is
governed by Chapter 32 of Massachusetts General Laws. Because of the significance of its
operational and financial relationship with the City, the System is included as a fiduciary
component unit in the City’s basic financial statements. The System is governed by a five-
member board. The five members include two appointed by the City, two elected by the
members and retirees, and a fifth member chosen by the other four members with the
approval of PERAC.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the System as reflected in the accompanying financial statements
for the year ended December 31, 2022 conform to generally accepted accounting principles
for public employee retirement systems (PERS). The more significant accounting policies of
the System are summarized below:

BASIS OF ACCOUNTING

The System follows accounting policies mandated by the Commonwealth of Massachusetts.
The accounting records are maintained on the accrual basis of accounting. Contributions
from the City of Fitchburg, Fitchburg Housing Authority, and Fitchburg Redevelopment

Authority employees are recognized as revenue in the period in which employees provide
services to the respective member unit.
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FITCHBURG CONTRIBUTORY RETIREMENT SYSTEM
(A COMPONENT UNIT OF THE CITY OF FITCHBURG, MASSACHUSETTS)

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2022

NOTE 2 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

INVESTMENTS
Investment Policy
Investments are reported at fair value in accordance with PERAC requirements. System
assets are managed on a total return basis with a long-term objective of achieving and
maintaining a fully funded status for the benefits provided through the pension plan.
Rate of Return
For the year ended December 31, 2022, the annual money-weighted rate of return on
pension plan investments, net of pension plan investment expenses, was -11.85%. The
money-weighted rate of return expresses investment performance, net of investment
expense, adjusted for the changing amounts actually invested throughout the year.
NOTE 3 - CASH AND SHORT-TERM INVESTMENTS
CUSTODIAL CREDIT RISK — DEPOSITS
Custodial credit risk is the risk that in the event of a bank failure, the System’s deposits may
not be returned. Massachusetts General Laws Chapter 32, Section 23, limits the System’s
deposits “in a bank or trust company to an amount not exceeding ten percent of the capital
and surplus of such bank or trust company.” The System does not have a deposit policy for

custodial credit risk.

As of December 31, 2022, none of the System’s bank balance of $285,597 was exposed to
custodial credit risk as uninsured and/or uncollateralized.

14
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FITCHBURG CONTRIBUTORY RETIREMENT SYSTEM
(A COMPONENT UNIT OF THE CITY OF FITCHBURG, MASSACHUSETTS)

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2022

NOTE 4 - INVESTMENTS

All of the System’s investments totaling $157,347,071 are in an external investment pool, the
Pension Reserves Investment Trust (the PRIT Fund).*

* Fair value is the same as the value of the pool share. The Pension Reserves Investment
Trust (PRIT) was created under Massachusetts General Laws (MGL), Chapter 32, Section
22, in December 1983. PRIT is operated under contract with a private investment advisor,
approved by the Pension Reserves Investment Management Board. The Pension Reserves
Investment Management Board shall choose an investment advisor by requesting proposals
from advisors and reviewing such proposals based on criteria adopted under MGL, Chapter
30B.

Credit Risk — Investments in Debt Securities

Generally, credit risk is the risk that an issuer of an investment will not fulfill its
obligation to the holder of the investment. Massachusetts General Laws, Chapter 32,
Section 23, limits the investment of pension funds, to the extent not required for current
disbursements, in the PRIT Fund or in securities, other than mortgages or collateral loans,
which are legal for the investment of funds in savings banks under the laws of the
Commonwealth of Massachusetts, provided that no more than the established percentage of
assets, is invested in any one security. The System does not have formal investment
policies related to credit risk.

Due to their nature, none of the System’s investments are subject to credit risk disclosure.
Custodial Credit Risk

The custodial credit risk for investments is the risk that, in the event of the failure of the
counterparty (e.g., broker-dealer) to a transaction, investments or collateral securities that
are in the possession of another party will not be recovered. The System does not have
policies for custodial credit risk.

Investments in external investment pools are not exposed to custodial credit risk because
their existence is not evidenced by securities that exist in physical or book entry form. As

a result, all of the System’s investments of $157,347,071 are exempt from the custodial
risk disclosure.
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FITCHBURG CONTRIBUTORY RETIREMENT SYSTEM
(A COMPONENT UNIT OF THE CITY OF FITCHBURG, MASSACHUSETTS)

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2022

NOTE 4 — INVESTMENTS (CONTINUED)
Fair Value (Continued)

Due to the nature of the System’s investments, they are measured at net asset value
(NAV).

The NAYV per share is the amount of net assets attributable to each share of capital stock
outstanding at the close of the period. Investments measured at the NAV for fair value are
not subject to level classification.

Redemption
Frequency Redemption
Unfinded (If currently Notice
Description Value Commitments eligible) Period
Extemnal investment pool $ 157,347,071 $ -- Monthly 30 Days

NOTE 5 - ACCOUNTS RECEIVABLE
Annually the Public Employee Retirement Administration (PERAC) determines the amount
of employer contributions (pension appropriations) to be made to the System. The accounts
receivable balance primarily represents legal amounts due from employers for pension
appropriation not received until after December 31, 2022.

NOTE 6 - COMMITMENTS AND CONTINGENCIES
OUTSTANDING LEGAL ISSUES
On an ongoing basis, there are typically pending legal issues in which the System is
involved. The System’s management is of the opinion that the potential future settlement of
these issues would not materially affect its financial statements taken as a whole.

UNFUNDED CAPITAL COMMITMENTS — INVESTMENTS

As of December 31, 2022, the System did not have any outstanding capital commitments.
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Auditors’ Responsibilities for the Audit of the Schedules

Our objectives are to obtain reasonable assurance about whether the schedules as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditors’ report
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute
assurance and, therefore, is not a guarantee that an audit conducted in accordance with GAAS
will always detect a material misstatement when it exists. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control. Misstatements are considered material if there is a substantial likelihood that,
individually or in the aggregate, they would influence the judgment made by a reasonable user
based on the schedules.

In performing an audit in accordance with GAAS, we:

e Exercise professional judgment and maintain professional skepticism throughout the
audit.

¢ Identify and assess the risks of material misstatement of the schedules, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the schedules.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the System’s internal control. Accordingly,
no such opinion is expressed.

¢ Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the schedules.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control-related matters that we identified during the audit.

Other Matters

We have audited, in accordance with auditing standards generally accepted in the United States
of America (GAAS), the financial statements of the Fitchburg Contributory Retirement System
as of and for the year ended December 31, 2022, and our report thereon dated October 26, 2023,
expressed an unmodified opinion of those financial statements.

26
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Restriction on Use
Our report is intended solely for the information and use of Fitchburg Contributory Retirement
System management, the Retirement Board, System employers and their auditors as of and for

the year ended December 31, 2022 and is not intended fo be and should not be used by anyone
other than these specified parties.

Moreu LLP

Greenfield, Massachusetts
October 26, 2023
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FITCHBURG CONTRIBUTORY RETIREMENT SYSTEM
(A COMPONENT UNIT OF THE CITY OF FITCHBURG, MASSACHUSETTS)

SCHEDULE OF EMPLOYER ALLOCATIONS

FY 2023
Actual

Employer Allocation
Employer Contributions Percentage
City of Fitchburg $ 15,399,762 95.18%
Fitchburg Housing Authority 700,578 4.33%
Fitchburg Redevelopment Authority 79,280 0.49%
Total $ 16,179,620 100.00%

See actuarial assumptions in the Fitchburg Contributory Retirement System’s audited financial statements.
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As of December 31, 2019, the System did not have any investments subject to
concentration of credit risk disclosure as all of the investments are in the State invest-
ment pool, which are excluded from concentration of credit disclosure.

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the
fair value of an investment. Generally, the longer the maturity of an investment, the
greater the sensitivity of its fair value to changes in market interest rates. The System
does not have a formal investment policy that limits investment maturities as a means
of managing its exposure to fair value losses arising from increasing interest rates.

Information about the sensitivity of the fair values of the System’s investments to
market interest rate fluctuations is not applicable as all of the System's investments are
immediately liquid.

Foreign Currency Risk

Foreign currency risk is the risk that changes in foreign exchange rates will adversely
affect the fair value of an investment. The System does not have a formal investment
policy related to foreign currency risk.

Fair Value

The System categorizes its fair value measurements within the fair value hierarchy
established by Governmental Accounting Standards Board Statement No. 72 Fair Value
Measurement and Application (GASB 72).

All of the System’s investments are in an external investment pool which are measured
at net asset value (NAV), not fair market value. The NAV per share is the amount of net
assets attributable to each share of capital stock outstanding at the close of the period.
Investments measured at the NAV for fair value are not subject to level classification.

The following are additional disclosures as of December 31, 2019:

Redemption
Frequency Redemption
Unfunded (If currently Notice
Description Amount Commitments eligible) Period
External investment pool S 132,259,242 s - Monthly 30 Days

5. Accounts Receivable

Annually the Public Employee Retirement Administration (PERAC) determines the
amount of employer contributions (pension appropriations) to be made to the System.

14
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The accounts receivable balance primarily represents legal amounts due from
employers for pension appropriation not received until after December 31, 2019.
6. Contingencies

There are various pending claims arising in the ordinary course of operations; however,
management believes that the probable liability resulting from such claims and litigation
would not materially affect the System’s financial position.

7. Net Pension Liability of Participating Employers

The net pension liability was based on an actuarial valuation dated January 1, 2020.

Net Pension Liability of Employers
The components of the net pension liability of the participating employers at
December 31, 2019 were as follows:

Total pension liability S 276,966,084
Plan fiduciary net position 134,008,248)
Employers' net pension liability S 142,956,836

Plan fiduciary net position as a percentage of
total pension liability 48.38%

Actuarial Assumptions
A summary of the actuarial assumptions as of the latest actuarial valuation is shown below:

Valuation date 1/1/2020
Actuarial cost method Entry Age Normal Cost Method
Remaining amortization period 12 years
Actuarial assumptions:
Investment rate of return 7.00%
Projected salary increases:
Group 1 and 2 4.75%
Palice 7.3%
Fire 15.75%
Inflation rate 2.50%
Post-retirement cost-of-living adjustment 3% on first $12,000

Actuarial valuations of the ongoing Systems involve estimates of the reported amounts and
assumptions about probability of occurrence of events far into the future. Examples
include assumptions about future employment mortality and future salary increases.
Amounts determined regarding the net pension liability are subject to continual

15
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considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion aon the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the owverall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the fiduciary net position of the Fitchburg Contributory Retirement System as of December 31,
2018, and the respective changes in fiduciary net position for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis, the Schedule of Changes in the Net Pension Liability,
and the Schedules of Net Pension Liability, Contributions, and Investment Returns, listed in the
foregoing table of contents, be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Beard, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of
Amaerica, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
hasic financial statements. We do not express an opinion or pravide any assurance on the
informatian because the limited procedures do not provide us with evidence sufficient to
express an opinion or provide any assurance.

lanuary 27, 2020
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F. Fair Value

The System categorizes its fair value measurements within the fair value hierarchy
established by Governmental Accounting Standards Board Statement No. 72 Fair
Value Measurement and Application (GASB 72).

The hierarchy is based on the valuation inputs used to measure the fair value of the
asset. The hierarchy categorizes the inputs to valuation techniques used for fair
value measurement into three levels as follows:

e level 1 — Inputs that reflect quoted prices (unadjusted) in active markets for
identical assets or liabilities that the fund has the ability to access at the
measurement date.

¢ Level 2 — Inputs other than quoted prices that are observable for an asset or liability
either directly or indirectly, including inputs in markets that are not considered to he
active. Because they must often be priced on the basis of transactions involving
similar but not identical securities or do not trade with sufficient frequency, certain
directly held securities are categorized as level 2.

s |level 3 — Unobservable inputs based on the best information available, using
assumptions in determining the fair value of investments and derivative
instruments.

The net asset value (NAV) per share is the amount of net assets attributable to each
share of capital stock outstanding at the close of the period. Investments measured

at the NAV for fair value are not subject to level classification.

The System has the following fair value measurements as of December 31, 2018:

Description Amount
Investments measured at the net asset value (NAV):
External investment pool $ 115,145,454
Total $ 115,145,454
Redemption
Freguency Redemption
Unfunded (If currently Notice
External investment pool S 115,145,454 S - Monthly 30 Days
15
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5. Accounts Receivable

Annually the Public Employee Retirement Administration (PERAC) determines the
amount of employer contributions (pension appropriations) to be made to the System.
The accounts receivable balance primarily represents legal amounts due from
employers for pension appropriation not received until after December 31, 2018.

6. Contingencies
There are various pending claims arising in the ordinary course of operations; however,
management believes that the probable liability resulting from such claims and litigation
would not materially affect the System’s financial position.

7. Net Pension Liability of Participating Employers

The net pension liability was based on an actuarial valuation dated January 1, 2018,
rolled forward to December 2018.

A. Net Pension Liability of Employers

The components of the net pension liability of the participating employers at
December 31, 2018 were as follows:

Total pension liability $ 269,341,216
Plan fiduciary net position (116,083,199
Employers' netpension liability ¢ 153,258,017

Plan fiduciary net position as a percentage of
total pension liability 43.10%

B. Actuarial Assumptions

A summary of the actuarial assumptions as of the latest actuarial valuation is shown

below:
Valuation date 1/1/2018
Actuarial cost method Entry Age Normal Cost Method
Remaining amortization period 14 years
Actuarial assumptions:
Investment rate of return 7.25%
Projected salary increases 4.00%
Inflation rate 2.25%
Post-retirement cost-of-living adjustment 3% on first $12,000
16
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D. Discount Rate

The discount rate used to measure the total pension liability was 7.25%. The
projection of cash flows used to determine the discount rate assumed that
contributions from participating employers will be made based on the actuarially
determined rates based on the Board’s funding policy, which establishes the
contractually required rates by Statute. Based on those assumptions, the System’s
fiduciary net position was projected to be available to make all the projected future
benefit payments of current plan members. Therefore, the long-term expected rate
of return on pension plan investments was applied to all periods of projected benefit
payments to determine the total pension liability.

E. Sensitivity of Discount Rate

The following presents the net pension liability of the participating employers calculated
using the discount rate of 7.25%, as well as what the participating employers’ net
pension liability would be if it were calculated using a discount rate that is 1 percentage-
point lower or 1 percentage-point higher than the current rate:

Current
1% Discount 1%
Decrease Rate Increase
[6.25%) 7.25% (8.25%
$182,639,431 $153,258,017 $128,366,870

F. Deferred Outflows/{inflows) of Resources

The following schedule reflects the deferred outflows/(inflows) of resources for the
System for the year ended December 31, 2018:

Deferred Deferred
Outflows of (Inflows) of
Resources Resgurces
Differences between expected and actual experience $ 4,047,925 S -
Changes of assumptions 8,970,293 -
Net difference between projected and actual
earnings on pension plan investments 5,043,967 -
Changes in proportion and differences between
employer contributions and proportionate share
of contributions 427,538 (427,538)
Total $ 18,489,723 $ (427,538)

18
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The following schedule reflects the amortization of the balance of deferred
outflows/(inflows) of resources:

Fiscal

Year* Iotal
2020 $ 6534544
2021 5,054,593
2022 3,904,778
2023 2,568,270

$ 18,062,185

* Presented by member units’ fiscal year to fairly present the fiduciary impact of related
deferred outflows/(inflows) in the fiscal year affecting the member unit.

20
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of pension amounts by employer. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the schedule of employer
allocations and specified totals included in the schedule of pension amounts by employer,
whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the entity’s preparation and fair presentation of the schedule of employer
allocations and specified totals included in the schedule of pension amounts by emplayer in
order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
af accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the schedule of employer
allocations and specified totals included in the schedule of pension amounts by employer.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.

Opinions

In our opinion, the schedules referred to above present fairly, in all material respects, the
employer allocations and net pension liability, total deferred outflows of resources, total
deferred inflows of resources, and total pension expense for the total of all participating entities
for the Fitchburg Contributory Retirement System as of and for the year ended December 31,
2018, in accordance with accounting principles generally accepted in the United States of
America.

Restriction on Use
Our report is intended solely for the information and use of Fitchburg Contributary Retirement
System management, the Retirement Board, System employers and their auditors as of and for

the year ended December 31, 2018 and is not intended to be and should not be used by anyone
other than these specified parties.

MeLomssn Heoth

lanuary 27, 2020
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COMMONWEALTH OF MASSACHUSETTS
Public Employee Retirement Administration Commission

Five Middlesex Avenue, Suite 304 | Somerville, MA 02145
Phone: 617-666-4446 | Fax: 617-628-4002

TTY: 617-591-8917 | Web: www.mass.gov/perac
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