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Investment Experience Compared with Investment Return Assumption 

Actual investment returns lower than the assumed return has been a large contributor to the Fund’s 

increasing UAAL. The Fund currently assumes an 8.00% interest rate, which exceeds the 2017 national 

average of 7.52% (reported by NASRA) and most of its peer systems in Texas. As illustrated below, the 

Fund has not achieved an 8.00% annualized return over a consecutive 10-year period in any of the 10 

periods ending December 31, 2007 through December 31, 2016. 

 

The graph below projects the funded ratio for the next 30 years, assuming the member and the city 

contribution rates remain at a fixed 15.50% each and the investments return 7.00%, 8.00% or 9.00%. The 

impact of consistently earning less than the expected return on assets (EROA) but even as high as 7.00% 
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over the next 30 years, results in the funded status sinking to 45%. Earning 9.00% over the next 30 years 

would put Beaumont Fire at 99% funded. However, based on the current asset allocation, the PRB 

estimates the probability of earning less than or equal to a 7.00% annualized return is approximately twice 

as likely as achieving a 9.00% or greater annualized return over the next 30-year period. 

6 

Conclusion/Recommendation 

The investment return assumption is the sole assumption that allocates expected costs between 

contributions and investment income and the assumed payroll growth rate drives the determination of 

whether the existing contribution rate is sufficient to meet those needs. Funding risk arises when these 

assumptions understate the contributions needed in the short and medium term, forcing future members 

and tax-payers to bear the burden of increased contributions and/or lower benefits. 

To address these concerns, a strong funding policy that requires payment of an ADC is encouraged. 

Numerous actuarial methods can be utilized to help mitigate contribution volatility, including directly 

smoothing contribution rates or adding “guardrails” that require the stakeholders to come back to the 

table if the contribution rate falls outside a specified range. If funding according to an ADC is not adopted, 

a funding policy that fully funds the Fund over a finite period, such as 30 years, is recommended.  

                                                           
6 Total payroll and projected benefit payments are assumed to grow at 3.50%. All other current and projected assets 
and liabilities reflect the actuarial accrued liabilities, actuarial value of assets, plan provisions, and actuarial 
assumptions and methods as reported in the 12/31/2016 Actuarial Valuation prepared by Foster & Foster Actuaries 
and Consultants. 
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Key Metrics 

Metric Amortization period (104 years) 
 

What it 
measures 

Approximately how long it would take to fully fund the unfunded actuarial accrued liability 
(UAAL) based on the current funding policy. 
 

Why it is 
important 

Given the Fund’s current assumptions, an amortization period above 18 years indicates the 
contributions to the Fund in the coming year are less than the interest accumulated for that 
same period and therefore the total UAAL is expected to grow over the near term. In addition, 
for a plan that contributes on a fixed-rate basis such as Beaumont Fire, the higher the 
amortization period, the more sensitive it is to small changes in the UAAL. 
 

Peer 
Comparison 

Beaumont Fire currently has one of the highest amortization periods of all defined benefit 
pension plans in Texas and ranks highest amongst its peer TLFFRA plans (TLFFRA plans with 
the 11 highest market value of assets). 

 

Metric 
 

Funded ratio (67.53%) 

What it 
measures 
 

The percent of a fund’s actuarially accrued liabilities covered by its actuarial value of assets. 

Why it is 
important 
 

The lower the funded ratio, the fewer assets a fund must pay its current and future benefit 
payments.  

Peer 
Comparison 

Beaumont Fire’s funded ratio is below the State’s average of 72.53% 

 

Metric UAAL as a percent of payroll (274.69%) 
 

What it 
measures 
 

The size of a plan’s unfunded liability compared to the annual payroll of its active members. 
 

Why it is 
important 

Provides a way to compare plans of various sizes and expresses the outstanding “pension 
debt” relative to current personnel costs. 
 

Peer 
comparison 

The Fund’s UAAL as a percent of payroll is the third highest amongst the 11 largest TLFFRA 
funds. 

 

Metric Assumed rate of return (8.00%) 
 

What it 
measures 
 

The estimated annual rate of return on the Fund’s assets. 

Why it is 
important 

If actual future returns are lower than the assumed rate of return, future contributions will 
need to increase significantly, especially for a poorly funded plan. Beaumont Fire’s assumed 
rate of return is 8.00%, while its actual ten-year investment rate of return for the period 
ending December 31, 2016 was only 3.77%. 
 

Peer 
comparison 

Beaumont Fire is one of five funds with an assumed rate of return in its peer group with an 
assumed rate of return at 8.00% or above. 
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Metric 
 

Payroll growth rate (3.50%) 

What it 
measures 
 

The estimated annual growth in the total payroll of active members contributing into the 
Fund. 

Why it is 
important 

Contributions are calculated as a percent of active members’ pay and are back-loaded based 
on the expected growth in total payroll. If payroll does not increase at this rate, actual 
contributions will not meet those expected in the Fund’s actuarial valuations. Given the 
Fund’s inactive and active liabilities are not fully funded; contributions below expected levels 
will have serious consequences on the Fund’s long-term solvency. 
 

Peer 
comparison 

The Fund’s payroll growth rate of 3.50% percent is average for their peer group. 

 

Metric Actual contributions as a percent of actuarially determined contributions (74.37%) 
 

What it 
measures 
 

Whether the current employer contributions have met a theoretical minimum threshold.7 

Why it is 
important 

The employer’s portion of the contribution is less than 75% of the amount needed to fund the 
Fund on a rolling 30-year amortization period. The PRB’s 2014 Study of the Financial Health of 
Texas Public Retirement Systems found that plans that have consistently received adequate 
funding are in a better position to meet their long-term obligations.   
 

Peer 
comparison 

This is one of the largest shortfall percentages in the state and the largest in its peer group. 

 

Metric DROP/PROP as a percent of fiduciary net position (27.95%) 
 

What it 
measures 
 

The amount of the Fund’s assets that are designated for lump-sum payouts to retired 
members as a percent of its total assets. 
 

Why it is 
important 

Viewing this metric as a percent of total net assets (or fiduciary net position (FNP)) shows how 
large a decrease in the Fund’s assets could be if most or all DROP participants decided to take 
their balances out in a short amount of time. 
 

Peer 
comparison 

This is the fifth largest percentage in the state and the second largest in its peer group. 

 

  

                                                           
7 The theoretical minimum threshold, or actuarially determined contribution (ADC), is a target or recommended 
contribution “to the plan as determined by the actuary using a contribution allocation procedure,” as defined in 
Actuarial Standards of Practice No 4. If contributions to the plan are made as a fixed rate based on statutory or 
contractual requirements, the ADC for this purpose is the contribution needed to fund the benefits accrued in the 
current year and maintain an amortization period that does not exceed 30 years, as required to be reported under 
Texas Government Code §802.101(a). 
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Metric Non-investment cash flow as a percent of fiduciary net position (-4.27%) 
 

What it 
measures 

Non-investment cash flow shows how much the Fund is receiving through contributions in 
relation to its outflows: benefit payments, withdrawals and expenses. 
 

Why it is 
important 

Viewing this metric as a percent of total net assets (or fiduciary net position (FNP)), in 
conjunction with the funded ratio and recognition of the relative maturity of a plan, provides 
information about the stability of a plan’s funding arrangement. 
 

Peer 
comparison 

Beaumont Fire’s non-investment cash flow as a percent of FNP is the lowest in its peer group. 
If this trend continues, the Fund could face the potential risk of needing to liquidate a portion 
of existing assets to pay current benefits and/or expenses. 

 

Plan Summary 

The Beaumont Firemen’s Relief and Retirement Fund (“Beaumont Fire” or “the Fund”) was established in 

1937 under what is now entitled the Texas Local Fire Fighter’s Retirement Act (TLFFRA). TLFFRA provides 

general guidelines for fund management, but leaves administration, plan design, contributions, and 

specific investments to the discretion of the board of trustees. Beaumont Fire, as with all TLFFRA systems, 

is entirely locally-funded. 

Benefits 

Retirement Eligibility Age: 50 years; Years of Credited Service (YCS): 20 years 

Vesting Fully vested after 20 YCS 

Benefit Formula 63.15% x Final Average Salary + $123 per month for each year of service 
in excess of 20 

Final Average Salary (FAS) Highest 36-Month Average Salary 

COLA None 

Retirement Benefit Options 5 –Year Retro DROP: Attainment of age 50 and 20 YCS, not to exceed 60 
months 
7 – Year Retro DROP: Attainment of age 55 and 25 YCS, not to exceed 
84 months 
Post Retirement Option Plan (PROP): For Retro DROP balances on or 
after January 1, 2006 and for all monthly benefits on or after March 1, 
2010. Members can elect to defer receipt of their monthly benefit into 
a PROP account earning interest at a rate 2% below the actuarial 
assumed rate of return.  
For firefighters hired on or after January 1, 2017, interest will be 
credited at an annual rate equal to: 

• 6% if the actual investment return for the previous calendar 
year is 6% or greater  

• 4% if the actual investment return is greater than 2% but less 
than 6% 

• 2% if actual investment return is 2% or less. 
Members can keep their benefit in the PROP until age 70-1/2 when the 
PROP will then be distributed in annual payments over three years. 

Social Security No 
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Contributions 

As of October 1, 2017, active members of Beaumont Fire contribute 15.50% of pay while the City of 

Beaumont (the City) also contributes 15.50% of pay. 

Membership 

Total Active  
Members 

Retired  
Members 

Terminated  
Total  

Members 
Active-to- 

Annuitant Ratio 

232 217 1 450 1.07 

TLFFRA Board Structure 

Active Members 3 - Members of the retirement system; elected by fund members. 
Three-year terms. 

Sponsor Government 1 - Mayor or designated representative, or the political subdivision's 
Chief Operating Officer or designated representative.  
1 - Chief Financial Officer of the political subdivision, or designated 
representative. Terms correspond to term of office. 

Taxpayer, Not Affiliated 
With Fund/Sponsor 
Govt. 

2 - Residents of the State of Texas, must not be officers/employees of 
the political subdivision; elected by other Board of Trustee members. 
Two-year terms. 

Contribution and Benefit Decision-Making 

TLFFRA authorizes members of the retirement systems to determine their contribution rates by voting. 

The statute requires cities to make contributions at the same rate paid by employees or 12%, whichever 

is smaller. TLFFRA also allows a city to contribute at a higher rate than employees do through a change in 

city ordinance.  

TLFFRA gives the board the power to make decisions to modify the benefits (increases and reductions). 

However, a proposed addition or change must be approved by the actuary and a majority of participating 

plan members. Benefit changes cannot deprive a member, retiree or beneficiary of the right to receive 

vested accrued benefits. 

Historical Trends 

To conduct an intensive review of risks associated with the long-term funding of a pension Fund, it is 

important to analyze trends in multiple metrics. A plan with an asset level lower than its accrued liability 

has insufficient funds to cover benefits. A plan can experience an increase in unfunded liability due to 

various factors, including insufficient investment returns, inadequate contributions and inaccurate or 

overly aggressive assumptions. Hence, a single metric cannot effectively capture the different drivers 

contributing to the increase of a plan’s unfunded pension obligation. This section analyzes historical 

trends in various metrics identified by the PRB and makes comparisons to understand the sources of 

growth in unfunded liability for Beaumont Fire.   

Beaumont Fire’s funded status has been steadily declining since 2000. Numerous factors have contributed 

to this deterioration, including inadequate contributions, investment returns being lower than the chosen 
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assumption, increased benefit payments, and the inclusion and expansion of PROP accounts accruing 

interest. The following sections discuss these and other factors in detail.  

Assets and Liabilities 

Funding Trends 

Funded Ratio, Assets, Liabilities and Year over Year Growth 

Fiscal Year (12/31) 2000 2002 2004 2006 2008 2010 2012 2014 2016 

Funded Ratio 85.91% 73.67% 78.58% 77.93% 72.65% 71.24% 68.25% 72.72% 67.53% 

Am Period (years) 15 32 24 22 34.9 53.6 49.6 39.1 104 

UAAL (in millions) $9.99 $20.14 $18.90 $22.36 $31.73 $36.93 $42.80 $39.41 $52.87 

AVA (in millions) $60.92 $56.38 $69.32 $78.96 $84.29 $91.47 $92.03 $105.07 $109.97 

AVA Growth (YoY) - -3.80% 10.88% 6.73% 3.32% 4.17% 0.31% 6.85% 2.31% 

AAL (in millions) $70.91 $76.52 $88.22 $101.32 $116.02 $128.40 $134.84 $144.48 $162.84 

AAL Growth (YoY) - 3.88% 7.37% 7.17% 7.01% 5.20% 2.48% 3.51% 6.16% 

 

Beaumont Fire’s actuarial accrued liability (AAL) increased by nearly 130% between 2000 and 2016. The 

Fund’s actuarial value of assets (AVA) increased by only 80% over the same period. The Fund was nearly 

85% funded in 2000 but fell to just above 67% in 2016. 

 

The graph below illustrates that the increase in the UAAL for the Fund was primarily caused by investment 

returns being lower than assumed and contributions being less than the ADC since 2000. Investment 

returns being lower than assumed accounted for over $41 million in UAAL growth and contributions being 

below the normal cost and interest on the UAAL accounted for nearly $19 million in UAAL growth. Other 

factors such as plan amendments, changes in assumptions and methods, and demographic experiences 

contributed to a roughly $17.5 million reduction in the UAAL. 
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8 

Investment Assumption and Returns 

The 10-year net return on investments in 2016 was 3.77%, which is more than 420 basis points below its 

assumed interest rate. While most plans have been experiencing a difficult 10-year period since the 2008-

2009 market downturn, Beaumont Fire's returns are the lowest 10-year average returns reported by its 

peer group (the 11 largest TLFFRA plans in Texas) over the same period, which is roughly 5.14%. PRB’s AV 

Supplemental Report dated March 1, 2017 showed that out of 91 Texas Funds that reported a 10-year net 

investment return, Beaumont Fire stood at 69th. 

Asset Allocation 

As shown in the chart below, the Fund’s actual asset allocation is close to its target allocation and within 

the ranges of the Fund's Investment Policy Statement. 

Asset Allocation 

Asset Class Equities Fixed Income Alternatives Real Estate Other 

Current Allocation 63.03% 22.58% 6.26% 5.31% 2.82% 

Target Allocation 62.50% 25.00% 7.50% 5.00% 0.00% 

Cash flow  

Beaumont Fire has the lowest non-investment cash flow among its peers. In 2016 the Fund’s non-

investment cash flow dipped to -4.27%, a large drop from before the market downturn in 2008 (-0.58%). 

The large dips in 2002 and 2007 were due to a decrease in total contributions received and large increases 

                                                           
8 The gains in the “Other” category consist of plan amendments, changes in assumptions and methods, and 
demographic experience. The PRB does not have sufficient detail to outline the exact split between the remaining 
items. 
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in total disbursements. Total contributions have grown on average by 2.45% annually since 2000 but are 

being outpaced by the average growth in yearly benefit disbursements of 4.07%. Total expenses are also 

the third highest in their peer group as a percentage of the Fund’s total assets (0.75%). 

A negative non-investment cash flow is not abnormal for mature defined benefit pension plans. However, 

a cash flow percentage this low is likely to be a drag on potential investment returns because a plan must 

either invest in a higher proportion of income-producing investments, which traditionally provide lower 

returns, or must liquidate existing assets to pay out current benefits and/or expenses. 

 

Retroactive DROP and PROP 

Beaumont Fire has a 5-year and a 7-year retroactive deferred retirement option plan (Retro DROP) 

provision that allows members to retroactively end their years of service before their actual retirement 

date and receive a lump sum payment equal to the total retirement benefits the member would have 

received plus the amount of contributions the member made into the Fund over that time.  

The Fund also offers a post retirement option plan (PROP), which as of 2006 has allowed any member 

who entered the Retro DROP program to place their accrued Retro DROP Benefit into a PROP account 

which accrues interest at a rate of 2% less than the Fund’s actuarially assumed investment return rate. 

This was expanded in 2010 to include all accrued benefits for members electing into the PROP account 

and not just the Retro DROP funds.  

The PROP balance as of December 31, 2016 was $28,627,514, which was a $26 million increase from 

2007’s initial balance of $2,172,699. When the PROP was expanded in 2010 to include all accrued benefits 

and not just Retro DROP funds, the PROP balanced nearly doubled from $6,930,008 in 2010 to 

$12,066,367 in 2011. This PROP balance is 27.95% of the Fund’s total net assets. 
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Peer Group Key Metric Comparison 

  Funding Val Metrics Fiscal Year End Metrics 

Peer Group Plans MVA 
Am Period 

Date 
Am 

Period 
Funded 

Ratio 
UAAL as % 
of Payroll 

Assumed  
Interest 

Payroll 
Growth FYE 

Actual 
Cont. as 
% of ADC 

DROP as 
% of FNP 

Non-
Investment 

Cash Flow as 
% of FNP 

Lubbock Fire Pension Fund  $         176,016,821  12/31/2016 33.5 72.63% 240.47% 7.75% 4.00% 12/31/2016 100.00% N/A -3.63% 

Irving Firemen's Relief & 
Retirement Fund 

 $         174,037,587  12/31/2015 33.0 74.92% 228.54% 8.25% 4.25% 12/31/2016 82.33% 29.63% -1.24% 

Amarillo Firemen's Relief & 
Retirement Fund 

 $         144,657,881  12/31/2015 34.5 81.82% 172.47% 8.00% 4.00% 12/31/2016 93.92% N/A -3.76% 

Corpus Christi Fire Fighters' 
Retirement System 

 $         133,901,631  12/31/2016 23.1 62.14% 265.57% 7.75% 3.50% 12/31/2016 100.00% N/A -3.04% 

Laredo Firefighters Retirement 
System 

 $         126,305,204  9/30/2016 28.0 59.28% 263.00% 7.90% 3.25% 9/30/2016 100.17% N/A 1.58% 

Beaumont Firemen's Relief & 
Retirement Fund 

 $         102,435,664  12/31/2016 104.0 67.53% 274.69% 8.00% 3.50% 12/31/2016 74.37% 27.95% -4.27% 

Midland Firemen's Relief & 
Retirement Fund 

 $           80,942,385  12/31/2015 44.7 65.78% 264.77% 8.00% 4.50% 12/31/2016 89.77% 0.32% -2.44% 

Denton Firemen's Relief & 
Retirement Fund 

 $           67,976,717  12/31/2015 31.6 80.82% 115.26% 6.75% 3.00% 12/31/2016 94.99% N/A 0.42% 

Tyler Firemen's Relief & 
Retirement Fund 

 $           59,949,406  12/31/2015 21.6 75.87% 178.30% 7.65% 3.50% 12/31/2016 106.92% N/A -4.21% 

San Angelo Firemen's Relief & 
Retirement Fund 

 $           58,272,932  12/31/2015 38.5 65.65% 280.71% 7.90% 3.50% 12/31/2016 85.40% N/A -4.19% 

Abilene Firemen's Relief & 
Retirement Fund 

 $           52,343,510  10/1/2015 31.5 56.60% 316.19% 8.00% 4.00% 9/30/2016 97.77% N/A -3.35% 
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Peer Group Sponsor Funding Comparison 

 

 

 

 

 

 

 

Peer Group Plans GF Expend EOY GF Bal UAAL 
Expected Employer 

Contributions ADC 30-yr Shortfall 
30-Y SF % of 

ADC 
30-Y SF % of 

GFE 

Lubbock Fire Pension Fund  $     162,139,351   $   35,673,526   $   73,353,115   $      6,652,807   $      6,878,532   $         225,725  3.28% 0.14% 

Irving Firemen's Relief & 
Retirement Fund 

 $     216,852,808   $   57,666,475   $   61,873,333   $      4,534,842   $      5,146,707   $         611,865  11.89% 0.28% 

Amarillo Firemen's Relief & 
Retirement Fund 

 $     157,909,148   $   48,079,850   $   33,128,756   $      3,759,167   $      3,884,024   $         124,857  3.21% 0.08% 

Corpus Christi Fire Fighters' 
Retirement System 

 $     218,749,071   $   41,873,537   $   85,995,868   $      6,728,823   $      6,728,823   $                     -    0.00% 0.00% 

Laredo Firefighters Retirement 
System 

 $     173,176,192   $   42,167,732   $   87,733,185   $      7,047,691   $      7,861,156   $         813,465  10.35% 0.47% 

Beaumont Firemen's Relief & 
Retirement Fund 

 $     115,988,300   $   26,709,699   $   52,869,076   $      2,911,034   $      3,882,020   $         970,986  25.01% 0.84% 

Midland Firemen's Relief & 
Retirement Fund 

 $     116,701,277   $   62,991,568   $   44,243,979   $      3,795,617   $      4,176,888   $         381,271  9.13% 0.33% 

Denton Firemen's Relief & 
Retirement Fund 

 $       97,686,459   $   28,169,848   $   17,249,607   $      2,319,631   $      2,743,151   $         423,520  15.44% 0.43% 

Tyler Firemen's Relief & 
Retirement Fund 

 $       66,287,413   $   14,908,722   $   20,639,623   $      2,257,337   $      2,257,337   $                     -    0.00% 0.00% 

San Angelo Firemen's Relief & 
Retirement Fund 

 $       72,209,393   $   38,842,353   $   32,163,039   $      2,314,444   $      2,714,316   $         399,872  14.73% 0.55% 

Abilene Firemen's Relief & 
Retirement Fund 

 $       81,777,971   $   26,458,762   $   43,412,430   $      2,642,987   $      2,703,398   $           60,411  2.23% 0.07% 
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Peer Group Expense Comparison 

Peer Group Plans 

10 yr. 
return  
(Net) 

Active/ 
Annuitants 

Average  
Benefit NPL 

Admin 
Expenses 

Investment 
Expenses 

Other 
Expenses 

Total 
Expenses 

Exp as % 
of Assets 

Lubbock Fire Pension Fund 4.39% 
                       

1.39  
 $           54,610   $   90,715,999   $         322,882   $         651,091   $                     -     $    973,973  0.55% 

Irving Firemen's Relief & 
Retirement Fund 

5.28% 2        $           50,297   $   76,692,304   $           76,887   $      1,391,083   $           35,044   $ 1,503,014  0.81% 

Amarillo Firemen's Relief & 
Retirement Fund 

6.80% 
                       

1.26  
 $           53,329   $   37,044,636   $           80,849   $         388,013   $                     -     $    468,862  0.31% 

Corpus Christi Fire Fighters' 
Retirement System 

5.53% 
                       

1.35  
 $           44,113   $   91,671,329   $         257,440   $         456,800   $                     -     $    714,240  0.53% 

Laredo Firefighters Retirement 
System 

4.33% 
                       

2.24  
 $           55,268   $   93,600,365   $         209,946   $         340,343   $                     -     $    550,289  0.44% 

Beaumont Firemen's Relief & 
Retirement Fund 

3.77% 
                       

1.07  
 $           41,483   $   91,716,980   $         479,503   $         292,841   $                     -     $    772,344  0.75% 

Midland Firemen's Relief & 
Retirement Fund 

3.88% 
                       

1.28  
 $           42,246   $   57,751,765   $         139,980   $         631,166   $         111,641   $    882,787  1.07% 

Denton Firemen's Relief & 
Retirement Fund 

6.52% 
                       

2.15  
 $           50,235   $   19,593,428   $           94,175   $           80,181   $                     -     $    174,356  0.23% 

Tyler Firemen's Relief & 
Retirement Fund 

4.77% 
                       

1.55  
 $           59,999   $   25,419,271   $           54,206   $         128,637   $                     -     $    182,843  0.29% 

San Angelo Firemen's Relief & 
Retirement Fund 

6.34% 
                       

1.20  
 $           41,084   $   41,242,389   $           55,543   $         239,681   $           19,648   $    314,872  0.52% 

Abilene Firemen's Relief & 
Retirement Fund 

4.96% 
                       

0.99  
 $           33,920   $   49,270,713   $           40,529   $         196,829   $                     -     $    237,358  0.43% 
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Comments from Beaumont Firemen’s Relief and Retirement Fund 












