STATE PENSION REVIEW BOARD OF TEXAS
ACTUARIAL COMMITTEE MEETING
AGENDA
Thursday, December 15, 2016 – 1:00 PM
William P. Clements State Office Building, Room 103
300 West 15th Street, Austin, Texas 78701

The Actuarial Committee may deliberate and take action on any of the following items:

1. Meeting called to order
2. Roll call of Committee members
3. TAB 1 Approval of the September 15, 2016 Committee meeting minutes
4. TAB 2 Review and consider modifications to the PRB Guidelines for Actuarial Soundness,
including presentation of comments received on the proposed language for updating the PRB
Guidelines
5. Receive staff update on the Dallas Police and Fire Pension System
6. TAB 3 Receive staff update on the upcoming 85th Legislative Session, including pre-filing of
pension-related bills and the actuarial impact statement process
7. Invitation for audience participation
8. Adjournment

NOTE: Persons with disabilities who plan to attend this meeting and who may need special assistance are requested to contact
Ms. Sheryl Perry at (800) 213-9425/ (512) 463-1736 three to five (3-5) working days prior to the meeting date so that
appropriate arrangements can be made.

TAB 1

Pension Review Board
Actuarial Committee Meeting
Minutes
Thursday, September 15, 2016
1.

Meeting called to order (0:37)
The third meeting of 2016 of the State Pension Review Board (PRB) Actuarial Committee was
called to order by Chair Bob May on Thursday, September 15, 2016, at 10:03 a.m. at 200 East
18th Street, ERS Board Room, in Austin, Texas.

2.

Roll call of Committee members (0:42)
Board Members Present:
Robert M. May
Keith W. Brainard
Josh McGee

3.

Approval of the July 14, 2016 Committee minutes– Chair May (01:02)
Mr. May entertained a motion to suspend the reading of the Minutes of the PRB Actuarial
Committee meeting held July 14, 2016.
Motion made by Mr. Brainard, seconded by Mr. McGee that the PRB Actuarial Committee
suspend the reading of the minutes of its meeting held on July 14, 2016.
MOTION CARRIED UNANIMOUSLY

4.

Review and consider modifications to the Prb Guidelines for Actuarial Soundness,
including presentation of comments received on the Prb Guidelines survey – Chair
May (01:39)
A.

Staff update on the PRB Guidelines for Actuarial Soundness , including presentation
of comments received on the PRB Guidelines survey – Kenny Herbold (09:55)
Mr. Herbold provided an executive summary of the comments on the PRB Guidelines
Survey. Mr. Herbold explained that there were 18 total responses and two (2) submitted at
the beginning of this week.
Mr. Herbold explained that the majority of respondents suggested that the PRB lower the
maximum amortization period and retain the current target range. Maximum boundary 20-35
years.
The Committee recommended reducing the 40 years amortization period. Chair May
recommended a maximum of 30 years and asked the Committee for their opinions.
Mr. McGee made a clarification of the amortization period currently defined as effective
amortization rate, which is the resulting amortization of the plan’s unfunded liability from the
sum total of the plan’s funding policy and contributions over time. The PRB is not talking
about dictating funding policy, but the result of the funding policy should have funding period
no longer than X.
Mr. McGee stated that these are guidelines, which provide helpful guidance to plans and
their sponsors on what they should be trying to do and doesn’t carry the force of law: law will
still be in place.
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Chair May agreed with Mr. McGee’s statement that the state law would continue as is unless
the State decided to make some change.
Chair May asked for any audience responses at this time.
Mr. Tom Cox, Fort Worth Employees Retirement Fund, expressed a concern on public
safety vs. non-public safety employees and their amortization periods. He stated that public
safety employees generally work longer than the non-public safety employees and should
not be lumped into one basket.
Chair May explained that 30 years originally was not focused on how long an employee
worked, but was focused on what is a reasonable period of time to pay off an unfunded
liability.
Mr. Brainard asked Mr. Cox his suggested range.
Mr. Cox noted that 30 years for public safety is well within their career life.
Mr. Brainard noted that the Committee’s expectation is take all of the information they have
received in writing and orally here and then come back to the next meeting with a draft on
which there will be more feedback.
Mr. McGee stated that it would be helpful to give staff guidance for the future draft that
includes a maximum of 25 years and a target range of 10 – 20 years.
Chair May stated he was in agreement, but would like further comments from the audience.
Mr. David Stacy, Midland Firemen’s Relief and Retirement Fund, stated that he had
concerns once you get down to ten years or less it exacerbates volatility in the overall plan
funding status. Mr. Stacy noted that you run the risk of plan sponsors seeing a low
amortization period and not paying as much into the pension. Mr. Stacy stated that his
understanding is to lay out a recommendation that funds can use to develop a funding
policy.
Mr. McGee clarified that the PRB is not dictating what the fund or the plan sponsor would
use in their funding policy: this is the sum total effect of the funding policy, effective
amortization. Mr. McGee stated that the fund and their plan sponsor can choose to do
whatever they want, but the PRB is setting a target range for how quickly the effect of that
funding policy would pay down that unfunded liability.
Mr. Stacy stated that his other concern is for fixed rate contribution plans. The amortization
is the variable for the fixed rate plans and so that will continue to change and there is sound
reasoning behind why fixed rate plans are set up on a fixed rate basis. Mr. Stacy
questioned why the PRB wants to have a range.
Mr. Brainard stated that a range helps achieve a combination of objectives the PRB is trying
to accomplish including intergenerational equity, cost ability and funding adequacy.
Tyler Grossman, El Paso Firemen and Policemen’s Pension Fund, commented on their
amortization of 40 years that would put them out of the PRB Guidelines if the amortization
period is changed.
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Chair May noted that these would be the PRB Guidelines and recommendations-- not
something systems have to do.
Mr. McGee stated that the goal of the PRB is to provide guidance and to add a little
additional pressure to improve funding policy, not to shame people who are above 25.
The Committee agreed that the staff produce a draft with a range of 10 – 20 and 10 – 25. It
was noted that more discussion on the range will take place at the next meeting. The
Committee moved on to the topic of discount rate.
Mr. Herbold stated that the majority of respondents said that the PRB should not be
reporting any guidance regarding the development of the discount rate. Mr. Herbold noted
that ASOP 27 was referenced by more than half of respondents, who stated that that
guidance was more than sufficient.
Mr. Brainard suggested on Item 1 of the current PRB Guidelines to replace that wording with
the statement that the funding of a pension plan should be consistent with ASOP. He stated
that the ASOP would require inclusion of all plan obligations and assets and address the
issue of discount rate. Mr. Brainard stated that where possible the PRB should allow ASOP
to be the prevailing rule in the funding guidelines and not try to improve upon those.
Mr. McGee stated that ASOP 27 provides guidance on the discount rate, but it’s very
pervasive, not restrictive and leaves a lot of leeway. He stated that he doesn’t feel that the
PRB should be picking a number or range of numbers for plans in the guidelines.
Mr. McGee stated that a suggestion on the discount rate should be based on forward
looking interest rates and should use a building block approach or some language to that
effect.
Chair May inquired of the actuaries in the audience on ASOP 27, if the building block
approach was taken out or if it was still there.
Mark Fenlaw, Rudd and Wisdom, stated the ASOPs related to pension plans are principlesbased and are not prescriptive. The building block approach was taken out.
Mr. McGee stated that the building block approach should be discussed.
Mr. McGee stated that he would like to see a few things in the discussion of discount rates
being forward looking and what plans think their risk premium is for being invested in the
market (building block approach).
Mr. McGee noted that the guidance should have plan board members and their actuaries
consider what they expect on top of forward looking interest rates for investing in the market.
Mr. McGee stated to keep it simple around those elements when plans set their discount
rate.
Mr. McGee suggested it might be useful to ask the staff to come up with less prescriptive
alternative suggestions and take to the full Board for discussion.
Mr. Brainard and Chair May recommended leaving the guidance on the discount rate as is.
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Mr. Brainard indicated that the PRB has faith in the trustees and staff of the systems and the
PRB can’t do it for them. He stated that the PRB would be over stepping their bounds by
telling the systems how to choose their discount rate. The discount rate is the trustees’
single most important decision.
Mr. McGee stated that the PRB provides guidelines for systems and works with plans,
trustees and plan sponsors to ensure adequate funding for member benefits. Mr. McGee
stated that it might be useful to have staff think up less prescriptive alternatives.
Mr. McGee noted that survey results inquired about certification or GASB-style description of
exactly how the discount rate was arrived at. Mr. McGee recommended a discussion with
the Board on the discount rate with some additional research by staff to be presented at the
next Board meeting.
Chair May stated that the Committee would bring it to the attention of the full Board for
further discussion.
Ms. Anumeha stated that staff could work on researching best practices around the process
of developing assumptions.
Chair May noted that the Committee would leave it up to Ms. Anumeha and staff regarding
recommendations for the next Board meeting.
Mr. Brainard recommended staff to consider a review of available research and summarize
the available research rather than creating something which would be a substantial
workload. The Committee agreed and directed staff accordingly.
Mr. Herbold provided the survey results regarding asset smoothing. He stated that there
were mixed responses on asset smoothing topics with results ranging from “the PRB should
not to be providing guidance in addition to the ASOPs,” to “maximum of 5 years for a
smoothing period” and “smoothing period should be based upon the corridor.” Several
references were made to the CCA whitepaper and their recommendations.
Chair May noted that the ASOPs and actuaries have done a good job on smoothing and he
doesn’t think that the PRB should include them in the guidelines. He stated that there is a
lot of interest in a 5-year smoothing in the actuary community with or without a corridor.
Mr. McGee stated that the PRB should consider a 5-year smoothing in its guidelines.
The Committee agreed on a 5-year maximum for smoothing.
Mr. Herbold briefly explained that the next question on the survey was about actuarial
experience studies.
Mr. Brainard stated that plans should have an experience study conducted no less than
every 5 years to be included in the PRB Guidelines.
Chair May asked for audience participation.
Mr. Stacy stated that there is a presumption without any definition that an experience study
is something an actuary has to do and that study is based on demographic experience.
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Mr. McGee stated that the study is based on economic and demographic experience.
Mr. Stacy suggested that the experience study should be left as is.
Mr. Brainard requested staff to come up with some alternative of an experience study that
describes the process or outcome that plans measure, monitor and report actuarial
experience once every five years.
Mr. McGee agreed with Mr. Brainard. He further explained that the point is to get the plans
to fully review actual plan experience that has happened in the past and use that for future
decision making.
Chair May emphasized that the PRB wants all plans to conduct an Actuarial Experience
Study.
Mr. Max Patterson, Texas Association of Public Employee Retirement Systems, stated that
cost is an issue for small plans.
Mr. Fenlaw stated that smaller plans could end up spending money on something that has
no value for setting assumptions and there may not be enough experience for it to be
credible.
Chair May noted that the PRB Guidelines currently leave that discussion to the Board and its
actuary. If the actuary says there is not enough experience to be credible, then that’s a
reasonable position for that Board to take not to complete a study.
Mr. Herbold reported on the actuarial cost methods referencing PRB Guideline #2. He
stated that 11 out of 18 respondents indicated that the PRB should keep the guideline as is.
Chair May noted that there has been a heavy focus in Texas on the entry age normal cost
method. It is accepted in Texas and the normal cost method is widely accepted nationally,
and he recommended taking no further action. Mr. Brainard agreed.
Mr. McGee recommended adding a statement that the normal cost should be based on the
actual benefits of all members and that the preferred actuarial cost method would be Entry
Age Normal (EAN).
Mr. Brainard requested staff to look into how plans report their normal cost. The Committee
agreed and directed staff accordingly.
Mr. Herbold reported on the results for the Guidelines of Actuarial Soundness title change.
Mr. Brainard and Mr. McGee agreed that the PRB should remove the words "actuarial
soundness" as it is not a technical term. Mr. Brainard recommended Pension Funding
Guidelines while Mr. McGee liked Fort Worth’s suggestion on PRB Guidelines for
Responsible Pension Funding.
Mr. McGee emphasized that "actuarial soundness" is not a technical term, so it is not helpful
to plans to have this term included in the Guidelines title. Chair May agreed.
Mr. Herbold provided information on responses for the funding responsibility of the role of
the associated governmental entity survey question.

5

Pension Review Board
Actuarial Committee Meeting
Minutes
Thursday, September 15, 2016
Chair May requested Mr. Brainard to provide input to the staff regarding a preamble on the
purpose of the guidelines with responsibility of the sponsors. The Committee agreed and
directed staff to do so.
Mr. Herbold noted that the calculation and payment by the plan’s associated governmental
entity of the ADC responses varied. Based on the results, there are quite a few fixed rated
plans in Texas that have contributions set in statute, so it isn't necessary to request an ADC
to be paid. Mr. Brainard recommended including language that for plans using a fixed rate
structure, they should strive to ensure that the fixed rate is at least commensurate with the
ADC. Chair May and Mr. McGee were in agreement and directed staff accordingly.
Ms. Anumeha asked the Committee if staff should provide a definition for ADC or reference
the statute. The Committee recommended referencing the statute.
Mr. Herbold stated that the last question dealt with the needs of mature plans. He stated
that the majority of responses indicated no comment or that there was no need for any type
of guidance.
Ms. Anumeha stated that staff will come back with a draft of the PRB Guidelines at the
November Board Meeting. She stated that staff will send the draft out to our constituents for
further comments. The Committee agreed to Ms. Anumeha’s recommendations.
Chair May entertained a motion to direct staff to develop a proposal of the PRB Guidelines
for Actuarial Soundness, incorporating Committee discussion and public comments received
on the PRB Guidelines survey to be presented to the full Board at its November 3rd
meeting.
The motion made by Mr. McGee and seconded by Mr. Brainard.
MOTION CARRIED UNANIMOUSLY
B. Receive Public Comments (2:12:06)
Mr. David Stacy, Midland Firemen’s Relief and Retirement Fund, commented on fixed rate
plans. He stated that the PRB and the Actuarial Committee have in previous years
distinguished the priority of the PRB to focus on funding and not on accounting. He noted
that to tie the PRB into the accounting side is a slippery slope.
5.

Review and consider modifications to the PRB Actuarial Valuation Report, including
possible changes to PRB reported amortization periods for public retirement systems –
Chair May (2:17:17)
A.

Staff update on the Actuarial Valuation Report, including possible changes to PRB
amortization periods for public retirement systems – Kenny Herbold (2:18:40)
Chair May called a ten minute recess at 12:22 p.m. The ten minute recess ended and the
meeting came to order at 12:32 p.m.
Mr. Herbold provided an update on the Actuarial Valuation Report with background on how
the PRB is reporting amortization periods and assumptions for public retirement systems.
He explained the three amortization periods used which include closed, open or rolling and a
recalculated amortization.
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Mr. McGee noted that this is an internal system of the PRB to categorize the plans’ effective
amortization period.
Mr. McGee recommended that staff not use the term closed amortization period as the
labels don’t fully capture all the plans and recommended the use of different, more
descriptive labels based on what they mean.
Mr. Herbold clarified that amortization period is used to determine a contribution for a plan
and defined as the expected period of time to fully fund the unfunded accrued liability. The
goal of the report is to focus on the outcome.
Mr. McGee stated that staff will need to accurately define the outcome, how long it will take
to pay off the unfunded liability on the AV report and apply that to the plans which are not
accurately reporting now, which are the 9 systems on the list.
Ms. Anumeha stated that staff would work with the 9 systems to calculate an effective
amortization for the systems and report back to the Board. Ms. Anumeha also stated that
staff would add a footnote on the PRB AV report with a definition of amortization period and
an abbreviation on effective.
Mr. Herbold explained grouping the assumed discount rates for the systems.
The Committee agreed to using the first model of the 50 base points split RoR groupings
and including the summary and statistics incorporated in a column in the current AV report.
Chair May entertained a motion to recommend additional proposed changes to the Actuarial
Valuation Report, including possible changes to PRB reported amortization periods for
certain public retirement systems, as approved, to the full Board at its November 3rd
meeting.
Motion made by Mr. Brainard and seconded by Mr. McGee.
MOTION CARRIED UNANIMOUSLY
B.

Receive Public Comments
No public comment.

6.

Date and location of next Committee Meeting – Chair May (2:57:50)
The next committee meeting of the Actuarial Committee will be held on December 15, 2016, 1:00
th
p.m. at the William P. Clements State Office Building, 300 West 15 Street, Room 103, Austin,
TX 78701.

7.

Invitation for audience participation – Chair May (2:58:17)
No public comment.

8.

ADJOURNMENT (2:58:31)
Chair May thanked the Committee and the audience for their participation at the meeting, as well
as ERS for hosting the meeting. With the business of the Committee completed, Chair May
adjourned the meeting at 1:12 p.m.
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In Attendance:
Staff
Anumeha
Bryan Burnham
Reece Freeman
Kenny Herbold
Michelle Kranes
Eloisa Mata
Shelley Murphy
Sheryl Perry
Ashley Rendon
Guests
Michael Trainer, San Antonio Fire and Police Pensioners Association
Todd Cox, Fort Worth Employees Retirement Fund
Joelle Mevi, Fort Worth Employees Retirement Fund
Jennifer Jones, Employees Retirement System of Texas
Leslee Hardy, Texas Municipal Retirement System
Dan Wattles, Texas Municipal Retirement System
David Gavia, Texas Municipal Retirement System
Jim Parrish, Texas Municipal Retirement System, Board Chair
Virginia Keeling, Capital Metropolitan Transportation Authority
Mary Gerik, Capital Metropolitan Transportation Authority
Kelly Gottschalk, Dallas Police and Fire Pension
David Stacy, Midland Firemen’s Relief and Retirement Fund
Joe Gimenez, Texas Association of Public Employee Retirement Systems
Steve Madden, Texas County and District Retirement System
Lois Emerson, City Public Service of San Antonio
Jill Jones, Odessa Firefighters Relief and Retirement Fund
Ben Marts, Odessa Firefighters Relief and Retirement Fund
Ryan Zelazny, Fort Worth Firefighters Association, Local 440
Max Patterson, Texas Association of Public Employee Retirement Systems
Eyna Canales-Zarate, City of Austin Employees’ Retirement System, TEXPERS
Eloise Raphel, Houston Firefighters Relief & Retirement Fund
Tyler Grossman, El Paso Firemen and Policemen’s Pension Fund
Jerry Villanueva, El Paso Firemen and Policemen’s Pension Fund

Chair Robert M. May
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TAB 2

Review of PRB Guidelines for Actuarial Soundness
Actuarial Committee Meeting
December 15, 2016
The Pension Review Board (PRB) sent a survey on August 9, 2016 to public retirement systems and their
actuaries to solicit comments on certain topics to assist the PRB in its review and update of the
Guidelines for Actuarial Soundness. The Actuarial Committee met on September 15, 2016 to discuss the
responses from the survey and also recommend changes to the Guidelines. The PRB received 20
responses to the survey from funds, their actuaries, and other interested parties prior to the committee
meeting. After consideration of these responses, along with public testimony at the committee meeting,
the committee directed PRB staff to prepare a proposal of the Guidelines incorporating Committee
discussion and public comments received for consideration by the full board.
The proposed Guidelines, survey results and Committee discussion, as well as 12 additional comment
letters were presented to the full board at its November 3, 2016 meeting. The Board directed staff to
finalize a draft of the Guidelines, incorporating survey responses and Board discussion, to be sent to the
systems and their actuaries for public comment.
The PRB solicited public comment on the draft Guidelines on November 22, 2016. The deadline for
commenting was December 7, 2016. The PRB received 16 responses from funds, their actuaries, and
other interested parties. The responses are summarized below by topic.
Preamble
 One commenter felt the 2nd sentence of the first paragraph should be replaced to read “The
Guidelines offer plans and their sponsors a set of best practices to consider as they determine a
reasonable….”
 One commenter suggested replacing the term “liability” with the term “obligations” in the 2nd
paragraph because it is consistent with item 1 and the “term “liability” has several different
meanings and is both misunderstood and abused.”
 One commenter stated “The second paragraph seems out of context since there is no other
reference in the proposal to the development of a funding policy. It might be more appropriate
to create a set of best practices for developing a funding policy separately.”

Amortization Period
 Keep current Guidelines for maximum amortization period (40 years): 9
 25 years (Option 1): 0
 30 years (Option 2): 5
 No comment: 1
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December 15, 2016
Additional Comments:
The following are all direct quotes from the comment letters received:









A ten year implementation period would be the best window to address this guideline.
We encourage the PRB to consider adding language to clearly define the meaning of
“amortization period” for purposes of the PRB Guidelines in order to distinguish between the
average remaining funding (amortization) period based on the current funding policy (fixed rate
plans) and the amortization period “ladder” for new gains and losses (actuarially determined
rate plans).
The PRB should consider a guideline that is tied to the demographics of the covered population
of a retirement system.
The proposed changes are in conflict with amendments to the Texas Government Code which
the Texas Legislature passed in the 2015 legislative session. As an oversight organization the
Pension Review Board should not be in the business of initiating legislature, but to ensure the
compliance of state law
We believe these potential decreases to be precipitous, unnecessary, counter-productive and
especially damaging to small funds.
Imposing either the “Option One” or the “Option Two” criterion will discourage funds from
strengthen their assumptions if doing so will push their plans outside the Guidelines. While the
25-year and 30-year limits in the current Guidelines are well-reasoned, they should continue to
serve as a “best practices” standard. They should not be imposed as required standards.

Plan Experience
Most commenters did not specifically mention item 6. Those who specifically mentioned it felt it should
be removed, primarily due to the cost associated with a formal report for small plans given the data is
unlikely to be credible. One commenter expressed it as follows:
Our concern with the wording of proposed guideline #6 on behalf of a number of our clients is the word
“report”. We review the experience of these clients to some extent every time we perform an actuarial
valuation but without producing a formal report. These plans don’t have enough participants to produce
very credible results in a classic experience study. So the expense of a formal report for results that are
not expected to be very credible is not justified in our opinion. Our gain and loss analysis of changes in
the UAAL as a part of each actuarial valuation over several valuations can be an appropriate indicator of
whether demographic assumptions are reasonable. In addition to that analysis, we periodically
aggregate the experience of 6 to 8 years to see how the number of actual retirements and terminations
compares to the number expected based on the current assumptions. These reviews can lead to changes
of assumptions to better fit recent experience. So we are not opposed to the monitoring and reviewing of
experience. However, we request that proposed guideline #6 be removed because it would require an
unwarranted expense for a formal report not expected to be very credible. In addition, our clients that
would be affected are trying to hold down their expenses.
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Pension Review Board
Guidelines for Actuarial Soundness
Pension Funding Guidelines
The purpose of the Pension Review Board’s Pension Funding Guidelines is to provide guidance to public
retirement systems and their sponsoring governmental entities in meeting their long-term pension
obligations. The Guidelines are intended to foster communication between plans and their sponsors as
they determine a reasonable approach to responsible funding, whether the contribution rate is fixed or
actuarially determined.
The primary objective of establishing an appropriate funding policy is to fund the liabilities over a
reasonable period of time to ensure benefit security while balancing the additional, and sometimes
competing, goals of intergenerational equity and a stable contribution rate. Certain situations may
justify particular elements of a system’s funding policy to fall outside these guidelines if the expected
outcome of the funding policy accomplishes this objective.
1. The funding of a pension plan should reflect all plan obligations and assets.
2. The allocation of the normal cost portion of the contributions should be level or declining as a
percent of payroll over all generations of taxpayers, and should be calculated under applicable
actuarial standards.
3. Funding of the unfunded actuarial accrued liability should be level or declining as a percentage of
payroll over the amortization period.
[Option 1]
4. Actual contributions made to the plan should be sufficient to cover the normal cost and amortize
the unfunded actuarial accrued liability over a period not to exceed 40 25 years, with 15 - 25 years
being a more the preferable target range. Benefit increases should not be adopted if all plan
changes being considered cause a material increase in the amortization period and if the resulting
amortization period exceeds 25 years.
[Option 2]
4. Actual contributions made to the plan should be sufficient to cover the normal cost and amortize
the unfunded actuarial accrued liability over a period not to exceed 40 30 years, with 15 - 25 years
being a more the preferable target range. Benefit increases should not be adopted if all plan
changes being considered cause a material increase in the amortization period and if the resulting
amortization period exceeds 25 years.
1

5. The choice of assumptions should be reasonable, and should comply with applicable actuarial
standards.
6. Retirement systems should monitor, review, and report the impact of actual plan experience on
actuarial assumptions at least once every five years.
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PRB
From:
Sent:
To:
Cc:
Subject:

Tyler Grossman <TGrossman@ElPasoFireAndPolice.org>
Tuesday, November 22, 2016 3:41 PM
PRB
'Tyler Grossman'
RE: Draft PRB Guidelines for Actuarial Soundness - Comments Requested

Option 2 is preferred but it should not be implemented from one day to the next. There should be a phase in period to
give Funds and Governmental agencies time to react. Just like the funding restoration plan gives six years for Funds to
act or the market to correct. A ten year implementation period would be the best window to address this guideline.
Currently approximately 80% of the 92 Funds in Texas are within guidelines. With an abrupt change from 40 to 30 years
only 63% would be within guidelines. This is unfair and quite frankly just media fodder to show that Texas was in good
shape today but over night we have a crisis on our hands. Unless this is the PRB’s desire to show a crisis where there
was none, an overnight change is irresponsible and a disservice to the hard working women and men of these Funds.
Thank you,
Tyler C Grossman
Executive Director
El Paso Firemen & Policemen's Pension Fund
909 East San Antonio
El Paso, Texas 79901‐2523
Phone: 915‐771‐8111
Cell: 915‐494‐3056
Fax: 915‐779‐6693
TGrossman@ElPasoFireAndPolice.org
www.El PasoFireAndPolice.org

From: PRB [mailto:PRB@prb.state.tx.us]
Sent: Tuesday, November 22, 2016 12:57 PM
To: 'tgrossman@elpasofireandpolice.org'
Subject: Draft PRB Guidelines for Actuarial Soundness - Comments Requested

Texas Public Retirement Systems and Interested Parties:
At its December 15th Actuarial Committee meeting, the Pension Review Board (PRB) will be discussing the draft of its
updated PRB Guidelines for Actuarial Soundness. At this time, the PRB is seeking comments from all interested parties
regarding the draft Guidelines.
To review the draft, please click here.
If you are aware of other interested parties, please feel free to forward this email. Plan Administrators: please note that
we have sent this survey to all the actuaries in our database. However, you might want to check with your actuary to
1
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PRB
From:
Sent:
To:
Cc:
Subject:

Walter Middleton <wmiddleton@Brownwoodtexas.gov>
Monday, November 28, 2016 11:11 AM
PRB
'Carey Stewart'; Christi Wynn; Jeanice Padilla; Jody Horton; 'Joe Stieber'; Joe Stieber;
'Mark Bessent'; Melanie Larose; 'Michelle Sears'; 'Pierre Osbourn'; William Campbell
Draft PRB Guidelines for Actuarial Soundness - Comments Requested

Sirs:
The Brownwood plan currently has an Unfunded Actuarial Accrued Liability (UAAL) of 36.1 years based on the 12/31/15
actuarial study. This was an improvement from 37 years on 12/31/13. This represents the actuarially determined
amount of time needed to pay for the future expenses of the fund based on the current plan structure and current
assets. A plan is currently considered to have an adequate financing arrangement if the UAAL is under 40 years.
The Brownwood Firemen’s Relief and Retirement Fund objects to the proposals to change the Pension Funding
Guidelines to reduce the compliance period from 40 years to either 30 or 25 years as described in the link below. We
believe these potential decreases to be precipitous, unnecessary, counter‐productive and especially damaging to small
funds such as Brownwood.
We do not understand the current impetus to make this change. We have come through some particularly difficult
times with the challenges we faced after the 2000 tech collapse and the 2008 banking crisis. Brownwood, along with
many other plans, took the steps necessary to bring our plan into compliance with the 40 year requirement. This
requirement has not changed during all of this time and became the standard to which we applied ourselves. The things
we had to do were difficult, but we got it done. Now, the PRB is proposing to make what can only be seen as an
unreasonable change in this standard, one that will not create a healthier pension environment in the State, but will
arbitrarily cast a large number of plans into non‐compliance.
This is totally unnecessary. A 40 year amortization period for a pension plan is completely justifiable. When compared
to a young couple that gets a 40 year mortgage on a new home, that same time period for a pension plan is completely
appropriate. A pension plan has an unlimited life. Setting an impossibly short amortization period for a plan with no
time horizon makes no sense. It places an unnecessary burden on the plan and its sponsors to truncate the amount of
time they have to spread these costs out.
If the PRB’s goal is to provide standards that will help make statewide pension plans healthier, this proposal would have
the opposite effect. With the swipe of a pen, this would create a large number of non‐compliant plans out of otherwise
healthy ones. These proposed reductions are unreasonable because it is based on nothing more than someone’s
opinion that the amortization period should be shorter. A reduction from 40 years to 30 would be difficult for most
plans. Requiring a reduction to 25 years would be disastrous.
Small funds such as ours rely on a limited contribution source. Brownwood, like all small towns, face significant budget
challenges to provide services to our citizens. Some of these challenges are created by random and capricious unfunded
mandates passed down to us by federal and state agencies. This would be another example of such a
mandate. Requiring more contributions from our sponsor creates what may be insurmountable budget challenges
which will result in difficulties in providing what has always been a singular and significant benefit to our Fire Fighters.
1

We urge you to reject these changes and leave the amortization period at 40 years. Thank you.
Walter Middleton, CPA CGFO
Director of Finance
City of Brownwood
PO Box 1389
Brownwood, TX 76804
(325) 646‐5775, ext 1128
(325) 646‐0938 FAX

From: PRB [mailto:PRB@prb.state.tx.us]
Sent: Tuesday, November 22, 2016 1:57 PM
To: Walter Middleton <wmiddleton@Brownwoodtexas.gov>
Subject: Draft PRB Guidelines for Actuarial Soundness ‐ Comments Requested

Texas Public Retirement Systems and Interested Parties:
At its December 15th Actuarial Committee meeting, the Pension Review Board (PRB) will be discussing the draft of its
updated PRB Guidelines for Actuarial Soundness. At this time, the PRB is seeking comments from all interested parties
regarding the draft Guidelines.
To review the draft, please click here.
If you are aware of other interested parties, please feel free to forward this email. Plan Administrators: please note that
we have sent this survey to all the actuaries in our database. However, you might want to check with your actuary to
make sure they received it. Please submit your comments by email to prb@prb.state.tx.us. If you would prefer to give
your comments by telephone, please contact Kenny Herbold at (512) 463‐1736.
We would appreciate your response by Wednesday, December 7th. Thank you for your participation in this process.
Thank you,
Texas Pension Review Board
www.prb.state.tx.us | prb@prb.state.tx.us | P.O. Box 13498 | Austin, TX 78711‐3498 | P 512‐463‐1736 or 800‐213‐9425| F 512‐463‐1882
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PRB
From:
Sent:
To:
Cc:
Subject:

Gary Calmes <gary@dentonfirepension.com>
Tuesday, December 06, 2016 8:51 AM
PRB
Derek Oswald
Guidelines

We would prefer the PRB use Option 2, an actuarial amortization period of 30 years for its proposed guidelines. A 25
year amortization period would create an undue hardship on ours, as well as, many other plans currently working to
reduce their amortization period over time on their own.
Thanks,
Gary Calmes, CPA, CFP ®
Denton Fire Pension
940‐898‐6229
www.dentonfirepension.com
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PRB
From:
Sent:
To:
Subject:

Bryant, Baker <Baker.Bryant@abilenetx.com>
Wednesday, December 07, 2016 12:39 PM
PRB
Proposed Changes to the Pension Review Board Guidelines for Actuarial Soundness

Texas Pension Review Board
P.O. Box 13498
Austin, Texas 78711-3498

Pension Review Board Members,
In September, comments were submitted to the Pension Review Board Actuarial Committee concerning
proposed changes to the Pension Review Board Guidelines for Actuarial Soundness. The purpose of this letter
is to reaffirm the point which was made in a significant number of those comments: the PRB Guidelines should
remain unchanged.
Pension Review Board members and especially members of the PRB Actuarial Committee should recognize
these views and retain the Guidelines in their present form. The proposed changes are in conflict with
amendments to the Texas Government Code which the Texas Legislature passed in the 2015 legislative
session. As an oversight organization the Pension Review Board should not be in the business of initiating
legislature, but to ensure the compliance of state law.
On October 27, 2016, the Texas Municipal Retirement System (TMRS) sent the PRB Chairman a letter
provided by its actuarial firm, Gabriel Roeder Smith & Company, which provided additional reasons why the
existing Guidelines should remain in force. The Pension Review Board and the PRB Actuarial Committee
should follow the recommendations of the September comment letters as well as the TMRS letter of October
27, 2016. The existing Pension Review Board Guidelines for Actuarial Soundness should be retained.

Sincerely,
Baker Bryant
Vice-chairman Abilene FRRF
baker.bryant@abilenetx.com

1
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PRB
From:
Sent:
To:
Cc:
Subject:

Chris Hanson <Chris.Hanson@coaers.org>
Wednesday, December 07, 2016 5:32 PM
PRB
Russell Nash
RE: PRB Guidelines (draft) Reminder: Comments by 12/7

In response to the Pension Review Board’s (PRB) request for comments on the proposed changes to the PRB Guidelines
for Actuarial Soundness, the City of Austin Employees’ Retirement System (COAERS) offers the following comments:
1. Consider revising the language in the first paragraph, second sentence that reads “The Guidelines are intended
to foster communication between plans and their sponsors…”. The Guidelines serve as funding standards or best
practices and it would be more appropriate to state “The Guidelines offer plans and their sponsors a set of best
practices to consider as they determine a reasonable….”
2. The second paragraph seems out of context since there is no other reference in the proposal to the
development of a funding policy. It might be more appropriate to create a set of best practices for developing a
funding policy separately.
3. Although both Option 1 and Option 2 are reasonable, Option 2 would make more sense as drafted as it
separates the maximum period and preferred ranges by establishing a maximum funding period of 30 years and
a preferred range of 15‐25 years.
COAERS would like to thank the PRB for the opportunity to provide comment of the proposed changes to the PRB
Guidelines for Actuarial Soundness.
Christopher Hanson
Executive Director
City of Austin Employees’ Retirement System
418 E. Highland Mall Blvd.
Austin, TX 78752
(512) 458‐2551
www.coaers.org

From: PRB [mailto:PRB@prb.state.tx.us]
Sent: Monday, December 05, 2016 1:21 PM
To: Chris Hanson
Subject: PRB Guidelines (draft) Reminder: Comments by 12/7

Texas Public Retirement Systems and Interested Parties:
This is a reminder that the PRB is seeking comments from all interested parties regarding the draft of the PRB Guidelines.
To review the draft, please click here.

1

If you are aware of other interested parties, please feel free to forward this email. Plan Administrators: please note that
we have sent this e‐mail to all the actuaries in our database. However, you might want to check with your actuary to
make sure they received it. Please submit your comments by email to prb@prb.state.tx.us. If you would prefer to give
your comments by telephone, please contact Kenny Herbold at (512) 463‐1736.
We would appreciate your response by Wednesday, December 7th. Thank you for your participation in this process.
Thank you,
Texas Pension Review Board
www.prb.state.tx.us | prb@prb.state.tx.us | P.O. Box 13498 | Austin, TX 78711‐3498 | P 512‐463‐1736 or 800‐213‐9425| F 512‐463‐1882
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xerox ~f~
David L. Driscoll, FSA
Principal, Consulting Actuary

December 7, 2016

VIA E-MAIL to: prb@prb.state.tx.us
Texas Pension Review Board
P.O. Box 13498
Austin, TX 78711-3498

Buck Consultants, LLC.
101 Federal Street, Suite 900
Boston, MA 02110
david.driscoll@xerox.com
tel 617.275.8028
fax 201.633.5168

RE: Proposed Pension Funding Guidelines
To whom it may concern:
I write to provide comment on the Pension Review Board's proposed Pension Funding Guidelines, as set forth at
http://www.prb.state.tx.us/txpen/wp-content/uploads/2016/11/prbGuidelinesDraft_2016-11-22.pdf.
I offer this
commentary as a principal of a firm that provides actuarial services to a number of public retirement systems in
the State of Texas.
I believe these guidelines, if adopted, would represent a step in the right direction, and that they reflect much
current thinking within the actuarial profession regarding the characteristics of a sound funding policy. With
respect to the two optional provisions shown for amortization of a system's unfunded liability, I might suggest that
the Pension Review Board consider a guideline that is tied to the demographics of the covered population of a
retirement system.
I appreciate the opportunity to provide comment on this matter to the Pension Review Board.
Sincerely,

1J~ 1.. t>~ .. ,L

David L. Driscoll, F.S.A.
Principal, Consulting Actuary
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PRB
From:
Sent:
To:
Subject:

GLENNAUH2O@aol.com
Wednesday, December 07, 2016 4:56 PM
PRB
Re: Proposed Changes to the Pension Review Board Guidelines

December 7, 2016

Texas Pension Review Board
P.O. Box 13498
Austin, Texas 78711-3498

Re: Proposed Changes to the Pension Review Board Guidelines for Actuarial Soundness
Pension Review Board Members,
The Pension Review Board has requested comments on the latest revision of draft Guidelines for Actuarial
Soundness. While the latest draft is a significant improvement over prior proposals, many of those involved
with Texas public plans continue to believe that the Guidelines should remain unchanged. The 2015
Legislature added Sections 802.2015 and 802.2016 to the Texas Government Code. These requirements have
been very successful in encouraging Texas public plans and their sponsoring entities to put their funds in a
stronger position.
The current PRB Guidelines for Actuarial Soundness are consistent with Sections 802.2015 and 802.2016.
Action is required if a fund’s amortization period is greater than 40 years, and the contribution rate and amount
needed to produce a 30-year amortization period must be disclosed if the amortization period is greater than 30
years.
If the proposed Guidelines are adopted, Texas public plans will have to both comply with Sections 802.2015
and 802.2016 as well as administer their funds according to PRB Guidelines. The Texas Legislature has set the
rules for Texas Public Plans. The role of the Pension Review Board is to promote compliance with Texas law.
The Pension Review Board should not attempt to legislate.
Imposing either the “Option One” or the “Option Two” criterion will discourage funds from strengthen their
assumptions if doing so will push their plans outside the Guidelines. While the 25-year and 30-year limits in
the current Guidelines are well-reasoned, they should continue to serve as a “best practices” standard. They
should not be imposed as required standards.

Finally, members of the Pension Review Board should avoid the use of the term “liabilities” in the second
paragraph of the Guidelines. Plans, plan sponsors, and taxpayers will be much better served by the use of the
term “obligations” as is done in Guideline number one. The term “liability” has several different meanings and
is both misunderstood and abused.
1
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Lubbock Fire Pension Fund
# 15 Briercroft Office Park
Lubbock, Texas 79412
(806) 762-1590
FAX (806) 762-1591
· December 7, 20 l 6
Texas Pension Review Board
P.O. Box 13498
Austin, TX 78711-3498
re: Guidelines for Actuarial Soundness (Draft)
Pension Review Board Members,
Thanks you for your request for comments; mine are as follows:
Introductory paragraphs:
i. Stating the purpose and primary objective of the guidelines is appropriate in
communicating the intent of the document
ii. Adding that information better outlines the expectations of the Pension Review
Board relative to their oversight of the plan sponsors and the associated plans.
Option 2 is the more appropriate of the two options offered:
i. 30 year upper limit is sufficient to express sustainability and intergenerational
equality in a plan. Target range of 15-25 years conceptually represents the idea
that over a career of similar length, both normal cost and accrued liability costs
are paid in full for an individual retirement.
ii. 25 year upper limit is unrealistic for practical application. There are few
absolutes in performing actuarial valuations. Numerical values representing
actuarial assumptions are, at best, estimations of the specific position of a moving
target with both variable speed and direction. Since the mathematical relationship
between amortization period and dollar amount of accrued liability is exponential
in nature, the 25-30 year period allows for unforeseen assumption anomalies
exaggerating the final numerical expression of the valuation.
iii. Expectations of amortization periods of less that 15 years are similarly
unrealistic, because of the its linear relationship to accrued liabilities as the
amortization period approaches zero and more importantly, because amortization
periods in that range represent current participants and taxpayers contributions
funding yet-to-be-hired participant benefits.
Paragraph 6:
Actuaries performing valuations should determine whether experience studies are
warranted. Requiring that study represents an unnecessary expense to smaller
plans with limited data for meaningful results from the study.
Thank you for consideration.

~w~
Jack Watkins, Plan Administrator
Lubbock Fire Pension Fund
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PRB
From:
Sent:
To:
Subject:

Jennifer Jones <Jennifer.Jones@ers.state.tx.us>
Wednesday, December 07, 2016 10:26 AM
PRB
RE: PRB Guidelines (draft) Reminder: Comments by 12/7

Comments From ERS:
1. For guideline 4 ‐ As stated in the August survey, ERS believes the existing guideline is fine. However, of the
options presented, we prefer # 2 (30 years max) since it best aligns with our existing statute.
2. No comments on any other proposed changes.
Thanks,
----------------------------------------------------------------------------------Jennifer Jones
Senior Program Specialist
Executive Office
(512) 867-7177

EMPLOYEES RETIREMENT SYSTEM OF TEXAS

-----------------------------------------------------------------------------------

From: PRB [mailto:PRB@prb.state.tx.us]
Sent: Monday, December 05, 2016 1:21 PM
To: Jennifer Jones
Subject: PRB Guidelines (draft) Reminder: Comments by 12/7

Texas Public Retirement Systems and Interested Parties:
This is a reminder that the PRB is seeking comments from all interested parties regarding the draft of the PRB Guidelines.
To review the draft, please click here.
If you are aware of other interested parties, please feel free to forward this email. Plan Administrators: please note that
we have sent this e‐mail to all the actuaries in our database. However, you might want to check with your actuary to
make sure they received it. Please submit your comments by email to prb@prb.state.tx.us. If you would prefer to give
your comments by telephone, please contact Kenny Herbold at (512) 463‐1736.
We would appreciate your response by Wednesday, December 7th. Thank you for your participation in this process.
Thank you,
Texas Pension Review Board
www.prb.state.tx.us | prb@prb.state.tx.us | P.O. Box 13498 | Austin, TX 78711‐3498 | P 512‐463‐1736 or 800‐213‐9425| F 512‐463‐1882
1
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John M. Crider, Jr.
Consulting Actuary
1701 Gateway Boulevard, Suite 461
Richardson, Texas 75080-3627
P.O. Box 832066
Richardson, Texas 75083-2066

Telephone (972) 690-5390
Fax (972) 690-5398

December 7, 2016

Texas Pension Review Board
P.O. Box 13498
Austin, Texas 78711-3498

Re: Proposed Changes to the Pension Review Board Guidelines for Actuarial Soundness
Pension Review Board Members,
The Pension Review Board has requested comments on the latest revision of draft Guidelines for
Actuarial Soundness. While the latest draft is a significant improvement over prior proposals, many of
those involved with Texas public plans continue to believe that the Guidelines should remain
unchanged. The 2015 Legislature added Sections 802.2015 and 802.2016 to the Texas Government
Code. These requirements have been very successful in encouraging Texas public plans and their
sponsoring entities to put their funds in a stronger position.
The current PRB Guidelines for Actuarial Soundness are consistent with Sections 802.2015 and
802.2016. Action is required if a fund’s amortization period is greater than 40 years, and the
contribution rate and amount needed to produce a 30-year amortization period must be disclosed if the
amortization period is greater than 30 years.
If the proposed Guidelines are adopted, Texas public plans will have to both comply with Sections
802.2015 and 802.2016 as well as administer their funds according to PRB Guidelines. The Texas
Legislature has set the rules for Texas Public Plans. The role of the Pension Review Board is to promote
compliance with Texas law. The Pension Review Board should not attempt to legislate.
Imposing either the “Option One” or the “Option Two” criterion will discourage funds from strengthen
their assumptions if doing so will push their plans outside the Guidelines. While the 25-year and 30year limits in the current Guidelines are well-reasoned, they should continue to serve as a “best
practices” standard. They should not be imposed as required standards.

Pension Review Board
December 7, 2016
Page Two

Finally, members of the Pension Review Board should avoid the use of the term “liabilities” in the
second paragraph of the Guidelines. Plans, plan sponsors, and taxpayers will be much better served by
the use of the term “obligations” as is done in Guideline number one. The term “liability” has several
different meanings and is both misunderstood and abused.

Sincerely,

John M. Crider, Jr., ASA, MAAA, EA

THIS PAGE INTENTIONALLY LEFT BLANK

PRB
From:
Sent:
To:
Cc:
Subject:

Hardy, Leslee <LHardy@tmrs.com>
Wednesday, December 07, 2016 2:08 PM
PRB
Wattles, Dan; Gavia, David; Davis, Eric; Hardy, Leslee
RE: Draft PRB Guidelines for Actuarial Soundness - Comments Requested

The revised edits to the PRB Guidelines for Actuarial Soundness accurately reflect TMRS’ expectations based on the
discussions at the November 3, 2016 PRB meeting. As noted in TMRS’ original survey response as well TMRS’ letter to
the PRB Chair dated October 27, 2016, we believe that item 4, Option 2, which allows for a maximum amortization
period of 30 years, provides the most flexibility to the retirement systems while maintaining an upper boundary that is
within a range of what is generally consistent with best practices. Finally, we encourage the PRB to consider adding
language to clearly define the meaning of “amortization period” for purposes of the PRB Guidelines in order to
distinguish between the average remaining funding (amortization) period based on the current funding policy (fixed rate
plans) and the amortization period “ladder” for new gains and losses (actuarially determined rate plans).
Respectfully submitted,
Leslee S. Hardy, ASA,FCA,EA,MAAA
Director of Actuarial Services
Texas Municipal Retirement System
Lhardy@tmrs.com
(512)225-3760 direct
(512)364-3906 mobile
(512)476-2903 fax

From: PRB [mailto:PRB@prb.state.tx.us]
Sent: Tuesday, November 22, 2016 1:58 PM
To: Hardy, Leslee
Subject: Draft PRB Guidelines for Actuarial Soundness - Comments Requested

Texas Public Retirement Systems and Interested Parties:
At its December 15th Actuarial Committee meeting, the Pension Review Board (PRB) will be discussing the draft of its
updated PRB Guidelines for Actuarial Soundness. At this time, the PRB is seeking comments from all interested parties
regarding the draft Guidelines.
To review the draft, please click here.
If you are aware of other interested parties, please feel free to forward this email. Plan Administrators: please note that
we have sent this survey to all the actuaries in our database. However, you might want to check with your actuary to
make sure they received it. Please submit your comments by email to prb@prb.state.tx.us. If you would prefer to give
your comments by telephone, please contact Kenny Herbold at (512) 463‐1736.
We would appreciate your response by Wednesday, December 7th. Thank you for your participation in this process.
1
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PRB
From:
Sent:
To:
Cc:
Subject:

Mark Fenlaw <mfenlaw@ruddwisdom.com>
Wednesday, December 07, 2016 1:58 PM
PRB
Kenny Herbold; 'Rebecca Morris'
Comments on Draft Pension Funding Guidelines

Dear Actuarial Committee of the PRB,
Thank you for the opportunity to comment again on proposed changes to the PRB Guidelines for Actuarial Soundness.
We have several comments on the current draft which will be considered at your meeting on December 15. We will not
be able to attend due to a previously scheduled client meeting that day.
1.

We really like the new title, Pension Funding Guidelines. “Actuarial soundness” is an out‐of‐favor phrase among
actuaries.

2.

We really like the preamble, full of good, relevant content yet concise.

3.

We really do not like either proposed Option 1 or 2 for guideline #4. It would be inappropriate in our opinion for
the PRB to adopt either one of those options at the next PRB meeting and move a significant number of public
pension clients, including some of our public pension clients, from an adequate contribution arrangement to
inadequate in one day. Perhaps a grace period to move from “not to exceed 40 years” to an ultimate UAAL
amortization benchmark of “not to exceed 30 years” over a period such as 10 years would be appropriate. Our
preference is that the ultimate new maximum be 30 years rather than 25 years.
Including a grace period would give these clients of ours with an amortization period in the range of 30 to 39
years enough time to increase their contribution rate and never appear classified as having an inadequate
contribution arrangement. There is a precedent for this approach. When GASB 25 was issued in 1994 and
became effective two years later, the ARC was to be based on an amortization period not exceeding 40 years for
the first 10 years that GASB 25 was in effect and then not exceeding 30 years after that. See paragraph 36(f)(1)
of GASB 25 for the wording that was used. Please consider a similar grace period approach, or at a minimum
consider a phase‐in period to move gradually from 40 years to 30 years over 10 years.

4.

Proposed guideline #6 would extend to every Texas public pension plan with assets under $100 million
something similar to the requirement in state law for an experience study at least every 5 years for those with
over $100 million in assets. Our concern with the wording of proposed guideline #6 on behalf of a number of our
clients is the word “report”. We review the experience of these clients to some extent every time we perform an
actuarial valuation but without producing a formal report. These plans don’t have enough participants to
produce very credible results in a classic experience study. So the expense of a formal report for results that are
not expected to be very credible is not justified in our opinion. Our gain and loss analysis of changes in the UAAL
as a part of each actuarial valuation over several valuations can be an appropriate indicator of whether
demographic assumptions are reasonable. In addition to that analysis, we periodically aggregate the experience
of 6 to 8 years to see how the number of actual retirements and terminations compares to the number expected
based on the current assumptions. These reviews can lead to changes of assumptions to better fit recent
experience. So we are not opposed to the monitoring and reviewing of experience. However, we request that
proposed guideline #6 be removed because it would require an unwarranted expense for a formal report not
expected to be very credible. In addition, our clients that would be affected are trying to hold down their
expenses.
1

5.

We appreciate your consideration that resulted in your removing some of the earlier proposed changes.

Thank you for your consideration of our comments on behalf of our public pension clients.

For Rudd and Wisdom,
Mark Fenlaw and Rebecca Morris
Mark R. Fenlaw, F.S.A.
9500 Arboretum Boulevard, Suite 200, Austin, TX 78759 | www.ruddwisdom.com
Phone: 512.346.1590 | Fax: 512.345.7437 | mfenlaw@ruddwisdom.com

CONFIDENTIALITY NOTICE: this email including any attachments is
intended only for the use of the individual or entity to which it
is addressed and may contain information that is privileged,
confidential, or exempt from disclosure under applicable law. If the
reader is not the intended recipient, you are hereby notified that you
are strictly prohibited from reading, disseminating, distributing or
copying this communication. If you have received this email in error,
please notify the sender immediately and destroy the original transmission.
Thank you.
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PRB
From:
Sent:
To:
Cc:
Subject:

Joyner, Rocky <rjoyner@segalco.com>
Wednesday, December 07, 2016 1:37 PM
PRB
Joyner, Rocky
RE: PRB Guidelines (draft) Reminder: Comments by 12/7

I prefer Option 2 of the attached.

Thanks

From: PRB [mailto:PRB@prb.state.tx.us]
Sent: Monday, December 5, 2016 2:21 PM
To: Joyner, Rocky <rjoyner@segalco.com>
Subject: PRB Guidelines (draft) Reminder: Comments by 12/7

Texas Public Retirement Systems and Interested Parties:
This is a reminder that the PRB is seeking comments from all interested parties regarding the draft of the PRB Guidelines.
To review the draft, please click here.
If you are aware of other interested parties, please feel free to forward this email. Plan Administrators: please note that
we have sent this e‐mail to all the actuaries in our database. However, you might want to check with your actuary to
make sure they received it. Please submit your comments by email to prb@prb.state.tx.us. If you would prefer to give
your comments by telephone, please contact Kenny Herbold at (512) 463‐1736.
We would appreciate your response by Wednesday, December 7th. Thank you for your participation in this process.
Thank you,
Texas Pension Review Board
www.prb.state.tx.us | prb@prb.state.tx.us | P.O. Box 13498 | Austin, TX 78711‐3498 | P 512‐463‐1736 or 800‐213‐9425| F 512‐463‐1882

THIS MESSAGE IS INTENDED ONLY FOR THE USE OF THE
ADDRESSEE. IT MAY CONTAIN PRIVILEGED OR CONFIDENTIAL
INFORMATION THAT IS EXEMPT FROM DISCLOSURE. Dissemination,
distribution or copying of this message by anyone other than the addressee is
1
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PRB
From:
Sent:
To:
Subject:

Goodman, Rodney <Rodney.Goodman@abilenetx.com>
Wednesday, December 07, 2016 11:00 AM
PRB
Proposed Pension Funding Guidelines

To the PRB,
I believe the current PRB Guidelines should remain unchanged. The current PRB Guidelines are well‐written and provide
a very good measure of plan soundness. Some of the proposals in the amended Guidelines could cause currently
healthy plans to be reported as unsound. The last 10 years have been a difficult time for investors and many plans are
still sound. I believe that some of the plans that are in trouble have extended unsupportable benefits when times were
good and have not been able to maintain soundness with some of the recent down markets. We, the Abilene Firemen’s
fund, are not one of those funds. We have modest benefits and have not increased benefits over what we can afford. I
believe the current 40 years with a target of 30 years or less is a good measure of soundness. Please don’t penalize
those funds that abide by the current law and guidelines. You, the PRB, should be aware of Texas Government Code
802.2015 which was passed by the legislature in 2015. The current law states 40 years as a guideline. It was my
understanding that the PRB was a regulatory body and not a legislative body. If the board would like to change the
current law, they should contact their legislators and persuade them that a change in the law is needed.
Thanks,
Rodney Goodman
Chairman
Abilene Firemen’s Relief and Retirement Fund

1
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TAB 3

TEXAS PENSION REVIEW BOARD BILL STATUS
REPORT
Bill Status Report
12-08-2016 - 15:18:11

- Action in the date range

- Link to Related Information

( ) - Priority

State Pension Review Board
HB 43

Flynn, Dan(R)

Relating to the public retirement systems of
certain municipalities.

Bill History: 11-14-16 H Filed
HB 89

King, Phil(R)

Relating to state contracts with and
investments in companies that boycott Israel.

Companions: SB 134

Creighton, Brandon
11-14-16 S Filed

(Identical)

Bill History: 11-14-16 H Filed
HB 248

Hernandez, Ana(D)

Relating to a cost-of-living increase applicable
to benefits paid by the Teacher Retirement
System of Texas.

Companions:
HB 45

Martinez, Armando

HB 1149

Hernandez, Ana

(Refiled
from
84R
Session)
(Refiled
from
84R
Session)

Bill History: 11-14-16 H Filed
HB 265

Hernandez, Ana(D)

Relating to the composition of the board of
trustees of the Employees Retirement System
of Texas.

Bill History: 11-14-16 H Filed

HB 397

Allen, Alma(D)

Relating to benefits paid by the Teacher
Retirement System of Texas.

Bill History: 11-17-16 H Filed
HB 398

Allen, Alma(D)

Relating to certain benefits paid by the
Employees Retirement System of Texas.

Companions:
HB 701

Allen, Alma

(Refiled
from
84R
Session)

Bill History: 11-17-16 H Filed
HB 422

Fallon, Pat(R)

Relating to the eligibility for service
retirement annuities from the Employees
Retirement System of Texas of certain elected
officials convicted of certain offenses.

Companions: SB 68

Zaffirini, Judith
11-14-16 S Filed

(Identical)

Bill History: 11-21-16 H Filed
HB 440

Martinez, Armando(D)

Relating to a cost-of-living increase applicable
to benefits paid by the Teacher Retirement
System of Texas.

Bill History: 11-22-16 H Filed
SB 45

Zaffirini, Judith(D)

Relating to the service retirement annuity for
certain members of the Judicial Retirement
System of Texas Plan Two who resume
service.

Bill History: 11-14-16 S Filed
SB 68

Zaffirini, Judith(D)

Relating to the eligibility for service
retirement annuities from the Employees
Retirement System of Texas of certain elected
officials convicted of certain offenses.

Companions: HB 422

Fallon, Pat
11-21-16 H Filed

Bill History: 11-14-16 S Filed

(Identical)

SB 134

Creighton, Brandon(R)

Relating to state contracts with and
investments in companies that boycott Israel.

Companions: HB 89

King, Phil
11-14-16 H Filed

(Identical)

Bill History: 11-14-16 S Filed
SB 151

Bettencourt, Paul(R)

Relating to voter approval of obligations for
certain municipal liabilities to a public pension
fund.

Bill History: 11-14-16 S Filed
SB 152

Bettencourt, Paul(R)

Relating to municipal control of certain public
retirement systems established for the benefit
of municipal employees.

Companions:
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Actuarial Impact Statements

• During legislative sessions, the agency provides an actuarial
impact statement analyzing the economic or financial impact
of a proposed pension bill on a public retirement system.
• Changes to pension systems often create financial
commitments that extend far into the future.
• By addressing the actuarial impact of certain proposed
changes, the PRB provides the Legislature with information
that assists in managing pension costs.

1

Actuarial Impact Statement Process

•
•
•
•

•
•

When a bill with a potential cost effect on a retirement system is scheduled for
committee hearing, the PRB obtains an actuarial analysis of the legislation from
the system’s actuary.
The actuarial analysis is reviewed by the PRB’s staff actuary, providing a “second
opinion” on any costs associated with the bill.
These two documents— the system’s actuarial analysis and the PRB’s actuarial
review— are summarized in an actuarial impact statement prepared by staff and
submitted to the Legislative Budget Board (LBB).
The LBB publishes the final actuarial impact statement, which is attached to the
bill in committee and stays with the bill throughout the legislative process.
If a bill is subsequently amended or substituted so that its actuarial effect is
changed, another impact statement is usually prepared.
The PRB also estimates the cumulative effect of all pension bills affecting TRS
and ERS 70 days and again at 30 days before the end of session.
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Bill Provisions - Triggers for Actuarial
Impact Statement

• A bill that may affect any element of the basic funding equation: C + I = B
+ E Contributions (C) + Income (I) = Benefits (B) + Expenses (E).
• C = Increase or decrease in employer, employee or non-employer
contributions.
• I & E = Permissible investments or financing.
• B = Plan participation, eligibility for benefits, or amount of benefits.
• Benefit change examples:
o New tiers for new or existing employees.
o Benefit formula for existing members (e.g., multiplier, final average
salary, service credit)
o Retirement eligibility requirements
o Cost of living adjustment (COLA) or supplemental payments.
o Adding or removing a class of employees.
3
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LEGISLATIVE BUDGET BOARD
Austin, Texas
ACTUARIAL IMPACT STATEMENT
84TH LEGISLATIVE REGULAR SESSION
April 29, 2015
TO: Honorable Joan Huffman, Chair, Senate Committee on State Affairs
FROM: Ursula Parks, Director, Legislative Budget Board
IN RE: HB9 by Flynn (Relating to member contributions to the Employees Retirement System of
Texas.), As Engrossed
The increased contribution rate under the bill would have a material positive impact on the
actuarial soundness of ERS, changing its amortization period from infinite (never) to 34 years,
based on the mid-year valuation as of February 28, 2015.
Employees' Retirement System of Texas
Projected for Fiscal Year 2016 and Beyond
Current (Projected
Proposed
Difference
08/31/2015 Valuation)
State Contribution
7.50%
9.50%
2.00%
Employee Contribution
7.20%
9.50%
2.30%
State Agency Contribution
0.50%
0.50%
0.00%
Total Contribution*
15.20%
19.50%
4.30%
Normal Cost (% of payroll)**
11.58%
12.26%
0.68%
Unfunded Actuarial Accrued
$8,078.90
$8,029.60
($49.30)
Liability (millions)**
Amortization Period (years)
Infinite (Never)
34
NA
Funded Ratio
76.40%
76.50%
0.10%
Projected Estimated Fund
Yes
No
NA
Exhaustion Date
*The actuarial analysis assumes that the member (employee class and elected class, including
members of the legislature) contribution rate increase to 9.50 percent proposed by the bill would
be accompanied by an increase in the combined State and state agency contribution rate of 10.00
percent (9.50 percent State, 0.50 percent state agency) for fiscal year 2016 and beyond.
**The increase in the normal cost rate and the slight decrease in the unfunded actuarial accrued
liability (UAAL) are based on the assumption that a greater proportion of employee class members
would terminate and elect to get a refund of their accumulated employee contributions instead of a
deferred pension. The actuarial analysis projects that the bill would increase the normal cost rate
due to the increase in future refunds of employee contributions.
ACTUARIAL EFFECTS
The Employees Retirement System (ERS) total contribution rate for fiscal year 2016 is 15.20
percent. Based on the February 28, 2015 update of the August 31, 2014 valuation, the UAAL will
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never be amortized (infinite amortization period) with a 15.20 percent contribution rate. As of the
projected August 31, 2015 valuation results, the total contribution rate necessary for ERS to fund
the normal cost and achieve a 31-year amortization period is 19.11 percent of payroll. Assuming
the State contributes 9.50 percent for fiscal year 2016 and thereafter, the bill would increase the
total contribution rate to 19.50 percent in fiscal year 2016 and beyond, and significantly improve
the amortization period for the retirement system, as of the February 28, 2015 valuation, to 34
years. The actuarial analysis states that an amortization period of 34 years is a significant
improvement from the current infinite (never) amortization period. Further, an amortization period
of 34 years indicates that ERS would be expected to meet the 31-year amortization limit set in its
statute within three years.
The actuarial review also states that ERS is currently actuarially unsound. The increased
contribution rate would make ERS actuarially sound with a 34 year amortization period. Under the
current Pension Review Board (PRB) Guidelines for Actuarial Soundness, funding should be
adequate to amortize the UAAL over a period which should not exceed 40 years, with 15-25 years
being a more preferable target. The PRB projects that the total contribution rate of 19.50
percent would make ERS's amortization period meet the PRB Guidelines.
SYNOPSIS OF PROVISIONS
The bill would amend Government Code to increase the employee contribution rate for ERS
members who are not legislators from 7.2 percent to 9.5 percent and for legislators from 8.0
percent to 9.5 percent of the member's compensation for service after August 31, 2015. The
contribution rate increase applies to both the employee class and the elected class, including
members of the legislature. Additionally, for service rendered on or after September 1, 2017, the
employee contribution rate of 9.5 percent for ERS members who are not legislators would be
reduced by one-tenth of a percent for each corresponding one-tenth of a percent reduction in the
State contribution. This bill would become effective September 1, 2015.
Although not part of the bill, the actuarial analysis was prepared based on the understanding that
the State and agency contribution would be increased to 10.0 percent (9.5 percent from the State,
and 0.5 percent from state agency appropriations), also for service after August 31, 2015.
FINDINGS AND CONCLUSIONS
According to the actuarial analysis, the bill would increase, by 0.68 percent of payroll, the total
normal cost rate of ERS from 11.58 percent to 12.26 percent. This increase in the normal cost rate
would cause the actuarially sound contribution rate to increase from 19.11 percent to 19.75
percent of payroll. The proposal would slightly improve the funded ratio of the system from 76.40
percent to 76.50 percent.
Additionally, the actuarial analysis discusses the cost-of-living adjustment (COLA) under Texas
Government Code Section 814.604. This COLA is required to be made to certain retiree benefits
when ERS's amortization period is less than 31 years. At that time, the increase in liability
associated with the COLA will increase the plan's amortization period by approximately one year.
The actuarial review states that any proposed increase in pay for ERS active members coinciding
with the increase in member contribution rate could slightly increase ERS's amortization period.
The actuarial review also notes that the bill increases the plan funding security for all ERS
members.
GASB EFFECTS
Although not discussed in the actuarial analysis, the passage of the bill (together with an increase
in the State plus agency contribution rate to 10 percent) would have a positive impact on ERS and
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the State under the new Governmental Accounting Standards Board (GASB) reporting standards
(GASB 67 & 68). The increase in the total contribution rate to 19.50 percent may have the effect
of reducing the 8/31/2015 ERS Net Pension Liability (NPL) from its $14.5 billion (as of 8/31/14)
level. The PRB believes that for GASB purposes, the State will be able to project future State,
member and agency funding at the contribution rates put into effect for fiscal year 2016. The
likely result, if the total contribution rate is increased to 19.50 percent, is that no fund exhaustion
date or blended discount rate (lower than the assumed rate of return) will be used. In that case, the
ERS NPL will be lower than the $14.5 billion (as of 8/31/2014) level and will be equal to the Entry
Age Normal unfunded actuarial accrued liability on a market value of assets basis.
METHODOLOGY AND STANDARDS
The analysis assumes no further changes are made to ERS and cautions that the combined
economic impact of several proposals can exceed the effect of each proposal considered
individually. The ERS analysis relies on the participant data, financial information, benefit
structure and actuarial assumptions and methods used in the ERS actuarial valuation for August
31, 2014 and mid-year valuation as of February 28, 2015. According to the PRB actuary, the
actuarial assumptions, methods and procedures used in the analysis appears to be reasonable. All
actuarial projections have a degree of uncertainty because they are based on the probability of
occurrence of future contingent events. Accordingly, actual results will be different from the
results contained in the analysis to the extent actual future experience varies from the experience
implied by the assumptions.
SOURCES
Actuarial Analysis by Mr. R. Ryan Falls, FSA, EA, MAAA and Mr. Joseph P. Newton, FSA, EA,
MAAA; Senior Consulting Actuaries, Gabriel Roeder Smith & Company, April 21, 2015.
Actuarial Review by Robert M. May, FSA, EA, MAAA, Board Actuary; and Mr. Daniel P. Moore,
FSA, EA, MAAA, Staff Actuary, Pension Review Board, April 28, 2015.
GLOSSARY
Actuarial Accrued Liability (AAL) - The portion of the PVFB that is attributed to past service.
Actuarial Value of Assets (AVA) - The smoothed value of system's assets.
Amortization Payments - The yearly payments made to reduce the Unfunded Actuarial Accrued
Liability (UAAL).
Amortization Period - The number of years required to pay off the unfunded actuarial accrued
liability. The State Pension Review Board recommends that funding should be adequate to
amortize the UAAL over a period which should not exceed 40 years, with 15-25 years being a
more preferable target.
Actuarial Cost Method - A method used by actuaries to divide the Present Value of Future Beneits
(PVFB) into the Actuarial Accrued Liability (AAL), the Present Value of Future Normal Costs
(PVFNC), and the Normal Cost (NC)
Funded Ratio (FR) - The ratio of the actuarial assets to the actuarial accrued liabilities.
GASB 68 and related terminology - A statement of the Governmental Accounting Standards Board
(GASB) concerning accounting for pension by governmental employers effective for FYE
6/30/2015 and later:
Net Pension Liability (NPL): The liability of employers and non-employer contributing entities for
pension benefits shown on the entity's balance sheet for FYE 6/30/2015 and later. The NPL equals
the TPL minus the market value of plan assets. (If plan assets exceed the TPL, there is a Net
Pension Asset.)
Total Pension Liability (TPL): The portion of the actuarial present value of projected benefit
payments attributed to past periods of employee service under the Entry Age Normal valuation
method.
Discount Rate: A single rate used to discount and calculate the TPL which is equivalent to
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discounting future payments reflected in the TPL at the long-term expected rate of return until
plan assets are projected to be exhausted, and discounting at the municipal bond rate for
subsequent payments reflected in the TPL.
Market Value of Assets (MVA) - The fair market value of the system's assets.
Normal Cost (NC) - The portion of the PVFB that is attributed to the current year of service. ERS
uses the Ultimate Entry Age Normal Cost Method for funding.
Present Value of Future Benefits (PVFB) - The present value of all benefits expected to be paid
from the plan to current plan participants.
Present Value of Future Normal Costs (PVFNC) - The portion of the PVFB that will be attributed to
future years of service.
Unfunded Actuarial Accrued Liability (UAAL) - The Actuarial Accrued Liability (AAL) less the
Actuarial Value of Assets (AVA).

Source Agencies: 338 Pension Review Board
LBB Staff: UP, EP, EMo, KFa
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