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 payoff 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 infonnation 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 layout 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, EI 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 .
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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 Rel ief 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 payoff 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
rd
certain public retirement systems, as approved, to the full Board at its November 3
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
p.m. at the William P. Clements State Office Building, 300 West 15th 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 Bumham
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, EI Paso Firemen and Policemen's Pension Fund
Jerry Villanueva , EI Paso Firemen and Policemen 's Pension Fund

ChairRO~~~
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