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COST ANALYSIS 
 
 
BACKGROUND 
 
At the request of Carmel Area Wastewater District, we have performed an actuarial cost analysis for the 
Carmel Area Wastewater District Pension Plan (the Plan) for the purpose of determining the funding 
impact of an annual cost-of-living adjustment (COLA) effective July 1, 2026. We analyzed the following 
scenarios: 
 

 Scenario 1: Automatic 2.0% annual COLA for all current active employees effective July 1, 2026 
 Scenario 2: Automatic 2.0% annual COLA for all plan participants effective July 1, 2026 

 
SUMMARY OF FINDINGS 
 
The following table compares the final July 1, 2025, funding results with the impact of implementing 
Scenario 1 and Scenario 2 described above. Additional details are included in the attached exhibit. 
 
 Final 7/1/2025 

Funding Results Scenario 1 Scenario 2 
Liability $6,027,762 $6,681,122 $7,226,369 
Actuarial Value of Assets 
(AVA) $6,364,745 $6,364,745 $6,364,745 
Unfunded Accrued Liability 
(UAL)  ($336,983) $316,377   $861,624  
Actuarially Determined 
Contribution (ADC) $0 $70,500 $191,998 

 
The addition of a 2% annual COLA first increasing benefits on July 1, 2026, will result in the plan once 
again having a funding shortfall, and by extension, we would recommend annual contributions of 
$70,500 be made for 5 years to pay off the new shortfall. If the COLA were extended to all participants, 
the annual cost over 5 years is estimated to be $191,998.  
 
Based on the 2025 JP Morgan Capital Market Assumptions, historical asset returns, and the Plan’s 
current invest mix, we believe that the 4.5% discount rate is conservative. If we are understating the 
returns the trust can earn, then we will be overstating current plan liabilities, and therefore, the required 
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amount to pay off the shortfall under Scenarios 1 and 2. While this sort of conservatism is generally a 
good thing, as the plan winds down, overly conservative estimates could result in excess assets in the 
Plan once all benefits are settled. Transitioning to a liability driven investing (LDI) approach may be 
advisable.  
 
The increase in liability from Scenario 1 to Scenario 2, $653,360, represents the additional retirement 
benefits to be given to employees no longer employed by the District. Funding these additional benefits 
for former employees will cost an additional $121,498 per year for 5 years. Most employers view 
retirement benefits as a tool to attract, retain, and compensate employees, and consequently, spending 
money on former employees runs counter to standard practice. That being said, former employees are 
occasionally granted additional benefits under certain circumstances, for instance, when a plan is 
overfunded and the plan sponsor wishes to allocate a portion of overfunding to prior employees during 
the period overfunding accumulated (generational equity), when legally required to in order to provide 
increases to active employees, or when the organization feels there is a moral imperative to help protect 
former employees against inflation.  
 
We recommend you discuss any potential legal implications due to adding a COLA with legal counsel. 
 
DATA, ASSUMPTIONS, CAVEATS 
 
All data, assets, methodology, and assumptions used in this analysis, other than the COLA assumption, 
are consistent with the final July 1, 2025, Actuarial Report for Funding sent to the District on November 
11, 2025. This analysis is based on the provisions of the plan in effect on 7/1/2025 and on financial 
data from the Trustee as of 7/1/2025. 
 
In preparing this analysis, we have utilized the data collected for the 2025 actuarial valuation. Prior to 
use in the annual valuation, we reviewed the data provided for reasonableness compared to prior data 
collections, however, we did not audit the data. Where data was missing, we made assumptions we 
believe to be reasonable given the purpose of the measurement. In general, we have relied on the data 
provided. The accuracy of the results summarized in this report are directly contingent on the accuracy 
of the data provided. Any errors or omissions in the data provided will cause the results of our report 
to differ. 
 
Actuarial assumptions were selected by the plan sponsor. We believe the selected discount rate of 4.50% 
is lower than what could be supported based on the Plan’s current investment mix, resulting in a 
measurement that is likely conservative. NCG has reviewed the assumptions and believes them to 
reasonable and suitable for the purposes of this actuarial measurement. Future actuarial measurements 
may differ significantly from the current measurements presented in this report due to such factors as the 
following: 

 Plan experience differing from that anticipated by the economic or demographic assumptions; 
 Changes in economic or demographic assumptions; 
 Increases or decreases expected as part of the natural operation of the methodology used for these 

measurements (such as the end of an amortization period); 
 Changes in plan provisions or applicable law. 

 
We did not perform an analysis of the potential range of future measurements due to the limited scope of 
our engagement.
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The results included in this report may not be appropriate for purposes other than those stated in this 
report and should not be relied on for any other purposes without first contacting Nicolay Consulting 
Group (NCG). Specifically, the results of this report are not appropriate to assess the Plan’s sufficiency 
for plan termination, derisking activities, or disclosure in company financials.  
 
Contributing to fully fund the Plan at a point in time does not guarantee additional funding may not be 
required in the future. Adverse demographic experience, investment performance, plan expenses, and 
other factors could result in the Plan again requiring contributions. 
 
CERTIFICATION 
 
Except where otherwise stated, all assumptions and methods have been based on those included in the 
Nicolay Consulting Group (NCG) actuarial valuation as of July 1, 2025. We have relied on the data 
provided to us by Carmel Area Wastewater District without any independent audit or verification.  
 
This report should not be disclosed to other parties without prior consent from NCG. When shared, 
this report should be shared in its entirety. No party other than the District may rely on the results of 
this report for any reason. 
 
The undersigned consultants meet the US Qualification Requirements for Actuaries Issuing A 
Statement of Actuarial Opinion. We are not aware of any relationship that would inhibit, or appear to 
inhibit, our impartiality in performing this work.  
 
 
NICOLAY CONSULTING GROUP 
 
 
 

  

James Ferreri, ASA  Malcolm Merrill, FSA, EA, FCA 
Actuarial Analyst  Vice President & Senior Actuary 
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