PENSION REVIEW BOARD OF TEXAS
ACTUARIAL COMMITTEE MEETING
AGENDA
Thursday, September 13, 2018 – 10:30 AM
Capitol Extension, Committee Room E1.012
1400 N. Congress Avenue, 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 April 24, 2018 Committee meeting minutes
4. Discuss and consider intensive actuarial reviews of the following:
a. TAB 2A Orange Firemen's Relief & Retirement Fund
b. TAB 2B Longview Firemen's Relief & Retirement Fund
c. Irving Firemen's Relief & Retirement Fund (review timeline)
5. Receive updates on the intensive actuarial reviews of the following:
a. TAB 3A Galveston Employees' Retirement Plan for Police
b. TAB 3B Staff update on Marshall Firemen's Relief & Retirement Fund
6. Discuss and consider interim study topics, including the following:
a. Asset Pooling for Small Plans
b. TAB 4 Funding Policies for Fixed Rate Plans
7. Date and location of next Actuarial Committee meeting – TBD
8. Invitation for audience participation
9. Adjournment

NOTE: Persons with disabilities who plan to attend this meeting and who may need special assistance are requested to contact
Mr. Wes Allen 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
Tuesday, April 24, 2018
1. Meeting called to order (0:10)
The second meeting of 2018 of the Pension Review Board (PRB) Actuarial Committee was called
to order by Chair Keith Brainard on Tuesday, April 24, 2018 at 10:30 AM at Capitol Extension,
Committee Room E1.028, 1400 N. Congress Avenue, Austin, Texas 78701.
2. Roll call of Committee members (0:47)
Board members present:
Keith Brainard
Bob May
Josh McGee
3. Approval of the January 25, 2018 Committee meeting minutes (01:58)
Chair Brainard entertained a motion to suspend the reading of the minutes of the PRB Actuarial
Committee meeting held January 25, 2018.
Motion made by Mr. McGee and seconded by Mr. May.
MOTION CARRIED UNANIMOUSLY
4. Discuss and consider intensive actuarial reviews of the following: (01:58)
Chair Brainard explained that the intensive actuarial reviews are conducted based on statute
and as a directive.
a. Irving Firemen’s Relief & Retirement Fund (review postponement) (02:36)
Anumeha Kumar, PRB Executive Director, explained that staff received letters from the
City of Irving as well as from Representative Anderson's office, requesting the PRB
postpone the intensive actuarial review of Irving Firemen's Relief and Retirement Fund
to the fall of 2018. She stated the reason being that the Fund is in the process of
conducting an actuarial valuation which takes into account changes they have made to
their system. Ms. Kumar added that, given the unique circumstances facing Irving, staff
determined that it would be best to postpone the review until the fall, until staff
receives the new information.
Mr. McGee stated that he had a desire not to delay the review further and would like
the review to be completed prior to the legislative session to be included within the
Biennial Report to the Legislature.
b. Beaumont Firemen’s Relief & Retirement Fund (05:26)
Kenny Herbold delivered a summary of the intensive actuarial review of Beaumont
Firemen's Relief and Retirement Fund to the committee. He stated that there were
three primary issues highlighted within the review: an asset/liability mismatch with
respect to the post retirement option plan (PROP), governance issues, and funding risks.
He stated that the conclusions within the reviews were that the plan conduct an indepth asset/liability study to understand the risks that the PROP is posing, and also that
the review suggested that the plan develop a coordinated funding and
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benefit/investment policy that lays out a more formal risk sharing policy with respect to
changes for good times and bad.
Mr. May noted that he felt there were similarities between the characteristics of the
Beaumont Firemen's Relief & Retirement Fund and Dallas Police and Fire Pension
System.
Mr. Herbold stated that there are a number of characteristics similar to Dallas Police and
Fire Pension System and Beaumont Fire, specifically a low funded ratio and a high
guaranteed rate of return on the PROP account balances.
Mr. Herbold explained the difference between the DPFPS DROP and Beaumont Fire's
PROP, noting that DPFPS has a forward DROP, whereas Beaumont's PROP allows
retirees to take the money that they would have received from the plan and defer it
with a guaranteed 6% interest credit.
Mr. McGee noted that the plan's assumed rate of return is 8%, and the guaranteed
return on the PROP accounts is 6%, and that the 10-year annualized returns do not show
a single 10-year period over 12 years that reach 8%. He added that there was a 5% gap
between the actual and required contributions, which was very concerning.
Chair Brainard invited the representatives of the City of Beaumont and Beaumont
Firemen's Relief & Retirement Fund to provide testimony. Representatives included
Brian Hebert, Chair of the Board; Chuck Campbell, attorney for the fund; Brad Heinrichs,
actuary with Foster & Foster; and Jack Evatt, investment consultant. Mr. Hebert stated
that also in the audience were Carl Whitehead, William Cheshire, and City CFO Todd
Simoneaux.
Mr. Hebert stated that the board has been proactive in addressing the issues, and the
board takes their role very seriously.
Mr. McGee stated that it was a good sign of a proactive board that so many people
attended the meeting. He added that the trajectory of the plan has been negative for
quite some time. He asked the representatives what the next steps were.
Mr. Hebert responded that they will conduct an actuarial audit. He stated that the Fund
has made changes since 2013, addressing assets and fund management.
Mr. Evatt added that since 2013, the Fund made 11 specific manager changes to both
replace managers they felt weren't delivering the investment results they were
expecting, as well as to explore asset classes that may provide better opportunities for
the future.
Chair Brainard asked if Mr. Evatt could provide a projected return for the Fund based on
the current asset allocation for 20 or 30 years.
Mr. Heinrichs stated that his actuarial firm believes that the advice on investment return
assumption is a collaborative effort with the investment consultant. He stated that he
performed an experience study in 2012, where they looked at all assumptions. He
added that with input from Mr. Evatt, they determined that the 8% investment return
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assumption was justifiable. Mr. Heinrichs noted that they prioritized lowering the
payroll growth assumption from 4% to 3.5% based on experience.
He stated that the Fund will most likely need a Funding Soundness Restoration Plan
after their next actuarial valuation, so more changes may come about. He stated that
the guaranteed interest on the PROP balances puts pressure on the Fund to earn higher
returns, but the Fund has made changes to improve its investment performance.
Chair Brainard noted that in 2013, when the return assumption was last reviewed, the
PROP balance as a percentage of the fund's assets was about half of what it currently is,
which is nearly 30%.
Mr. Evatt stated that changing the Fund's asset mix can also help, and that changing the
investment return assumption was not the only option.
Chair Brainard asked Mr. Simoneaux whether the City was committed to increasing its
contribution to meet the required ADC.
Mr. Simoneaux stated that the contribution is tied to a collective bargaining agreement,
which is a fixed rate based on a percentage of pay, matching the firefighters' input.
Chair Brainard asked whether that troubled anybody that the City did not commit to
paying the ADC.
Mr. Chuck Campbell stated that the City is not legally required to contribute above 12%
to the Fund. He added that since 2012, there have been two increases.
Mr. McGee stated that the concern is that there is nobody willing to sufficiently increase
contributions to make up the deficit in contributions. He stated that the City needs to
understand what they need to do and be a part of the solution.
Mr. Campbell stated that the board has been involved as it can be, but it cannot set the
contribution rates and cannot make the City or firefighters do anything, rather their job
is to inform. Mr. Hebert added that through collective bargaining agreements, the
contributions have gone from 13% to their current rate of 15.5%. He stated that having
two City representatives on the Fund's board allows them to be aware of where the
Fund stands and to help make the recommendations on future contract negotiations.
Chair Brainard asked whether the plan had a funding policy.
Mr. Heinrichs stated that variable contribution rate plans would absolutely have a
funding policy, but with fixed rate contribution plans, the board does not have control
over the contribution. He stated that the board has more control over the benefit
structure than the contribution.
Chair Brainard stated that the projections in the intensive review show that the fixed
contribution rate does not substantially change the funding level over the next 30 years.
He added that in his opinion, a plan ought to be moving toward full funding.
Mr. McGee added that if the current funding level is maintained, in the event of another
recession, it would cause the plan to increase liabilities substantially. He stated that he
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appreciated the changes that were being made, and expressed concern about the 8%
investment return assumption not being lowered and the 6% guaranteed interest for
current members in the PROP.
Mr. Evatt stated that the investment return assumption will continue to be evaluated in
the future. Mr. Heinrichs added that the plan is not subject to the FSRP yet and that
there are relatively small types of benefit changes that might be considered that could
get the plan back on track. He noted that the payroll growth rate change has quite a big
significance for a fixed rate plan.
Mr. McGee clarified that his concern with the investment return assumption is because
the higher it is, the higher the probability that it will fall short, adding that there are a lot
of risks at 8%. He stated that the fund's job is to provide information, so he would like to
see more complete information to help the City understand the gravity of the situation.
Mr. Hebert stated that they will continue to discuss the issues that have been raised in
the review and discussed by the committee.
Chair Brainard thanked the plan and offered assistance from the staff.
Mr. McGee requested two changes to the intensive review: highlighting the ADC in the
main body of the report, so that it could be compared to the actual contribution rates;
and adding the asset allocation information into the appendix. He moved to finalize the
report as amended for presentation to the full board.
The motion was seconded by Mr. May.
MOTION CARRIED UNANIMOUSLY
c. Marshall Firemen’s Relief & Retirement Fund (01:02:28)
Mr. Herbold summarized the intensive review for Marshall Firemen's Relief &
Retirement Fund, highlighting two specific risks: funding and governance.
He stated that the growth in unfunded accrued liability is primarily due to the
contribution being less than the normal cost and interest on the unfunded, as well as
investments being below the assumed rate of return.
He noted that the plan lowered the return from 8% to 7.75% in 2012, and then most
recently lowered it to 7.5%, which is effective for the 2018 actuarial valuation.
With respect to governance, Mr. Herbold stated that the employer contribution
increased, but there have not been any changes to benefits or employee contributions.
Mr. Herbold noted that the plan is subject to the FSRP, but the plan that the PRB
received essentially contained proposals contingent on other actions not yet taken.
He stated that the recommendations made in the review were to continually review
assumptions going forward, that the plan work closely with the City, and to develop a
written funding policy and benefit policy that features risk-sharing for both good and
bad years.
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Chair Brainard invited Joey Dunagan, board chair; Phil Burnet, former board chair; and
David Sawyer, Fund actuary, to provide testimony for the plan.
Mr. Dunagan updated the committee on the FSRP, stating that the Fund recently had an
election of the membership and made changes that included adding a tier to the plan.
He added that they are still in negotiations with the City on an increase of contributions.
Mr. McGee stated that he was heartened to see proactive actions being taken by the
board, and added that he was concerned that the problem is accelerating even with the
proactive steps.
Mr. Burnet stated that they understand that their changes are not going to fix the
problem, but he believed it was the first step in a multi-step process.
Chair Brainard asked whether the City was aware of the challenge the Fund is facing.
Mr. Burnet stated that there have been changes in city administration and the current
board is engaged in a reeducation process with the new city staff.
Mr. Sawyer added that the board is committed to having conversations with the City
and educating the staff. He asked whether the PRB could assist in communication with
the city.
Chair Brainard stated that the committee would be happy to work with staff to write a
letter to city representatives to articulate the issues with the fund.
Mr. McGee added that this step could be added into the intensive review process, so
that the recommendations can be included in a formal letter to city staff.
Mr. Sawyer and Mr. Burnet stated that it would be very helpful and would give the Fund
a firmer stance in discussions.
Mr. McGee moved to finalize the report for the full board with an amendment to bring
the ADC discussion into the full body of the report. The motion was seconded by Mr.
May.
MOTION CARRIED UNANIMOUSLY
5. Update on the intensive actuarial review of Galveston Employees' Retirement Plan for Police
(01:19:41)
Ms. Kumar informed the committee that representatives from the City and the Fund requested
to come before the committee to provide an update on any progress that they have made since
January.
Chair Brainard invited Mr. Dan Buckley, Deputy City Manager for the City of Galveston; Geoff
Gainer, Chairman of the Fund; and David Sawyer, actuary for the Fund to provide updates.
Mr. Buckley stated that the City remains committed to identifying a combination of funding and
plan changes to return the plan to its long term financial footing. He outlined the steps that have
been taken since January, including approving an increase in the city contribution to 14.83%,
5
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which was consistent with the budget that was approved by the city council. He added that they
identified changes in the city's funding methodology, which could result in earlier and increased
funding to the plan.
He noted that they are waiting on an actuarial report from the Fund so that a third party
valuation could be performed. He stated that after both valuations are reviewed by the City and
trustees, the City could work collectively toward a long-term solution to the plan's financial
problems.
Mr. Gainer stated that the members are paying a contribution amount higher than the normal
cost and noted that the city contribution rate is much lower than the statutory contribution
rate.
He stated that they could come to an agreement to make the plan solvent very soon, using the
collective bargaining agreement as a minimum funding level. He stated that the benefit levels
are very bare boned; the plan does not have a DROP plan, there are no COLAs granted, and the
multiplier is 2.1%, off base pay only.
Mr. McGee noted that it sounds like there are more open communication channels and asked
for clarification on how the plan could get to a 30-year amortization period soon with little
action.
Mr. Sawyer stated that if the statute and the 12% minimum in collective bargaining work
together, the amortization period could drop down closer to 30 years at the new discount rate.
Chair Brainard asked for clarification on the third-party valuation. Mr. Buckley stated that the
prior valuation performed by the Fund's actuary did not coincide with the city's budget
preparation. He stated that it would be best for the City to get a valuation from the Fund and
see if the third-party valuation is different so that there could be a discussion.
Chair Brainard asked for clarification on whether the City was looking to lower benefit levels.
Mr. Buckley stated that the City could not control that. He added that the City has always
complied with the negotiated rate of 12% until the last meeting, where they changed the
verbiage of the agreement to say there could be a minimum. He stated that the city's valuation
could be completed two weeks after they receive the fund's valuation.
Chair Brainard stated that PRB staff could work with the Fund and the city, after all the numbers
have been received. Mr. Buckley noted that when the City worked with the fire plan, it took
about six months to resolve the issues.
Chair Brainard asked whether the City would be prepared to honor a higher contribution rate.
Mr. Buckley stated that he wasn't sure if that was the city's obligation because collective
bargaining trumps all. He stated that as soon as he gets reports from the actuary, he would
forward them to the PRB staff.
Mr. McGee stated that he would like to see the Fund and City back at a future meeting to see
the results of the two actuarial reports. Chair Brainard stated that the September meeting
would be more realistic than asking the representatives to return in June.
Chair Brainard thanked the representatives for their time.
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6. Discuss and consider intensive actuarial review metrics (01:46:54)
Mr. Herbold explained the updates that were made to the actuarial review metrics spreadsheet,
including adding the difference from the mean and highlighting the plans that were currently
being reviewed, as well as the plans that have already been reviewed by staff.
Chair Brainard and Mr. McGee noted that the changes looked helpful and they did not request
any additional changes to the spreadsheet at the time.
Ms. Kumar stated that staff also added national averages to the spreadsheet.
7. Update on 2016 Actuarial Valuation of Lufkin Firemen’s Relief & Retirement Fund (01:51:00)
Ms. Kumar updated the committee on Lufkin Fire, stating that staff has requested information
from the plan three times, and the plan has declined to send the requested information. She
stated that the PRB has a statutory obligation to make rules regarding this kind of request, but
no rules currently exist. She stated that it could be something to consider in the future.
Mr. McGee asked whether there was value in sending a formal letter to the plan to lay out the
issue and state that the PRB will move forward if no action is taken by the plan.
Mr. May stated that he did not think another request would add value, and added that he did
not want to affect relationships with plans. Chair Brainard noted that he appreciates Mr.
McGee's intentions with a formal letter, but that formal action by the plan moves him to accept
their decision and move forward.
Mr. McGee noted that it was a simple information request that was material to the PRB's
statutory duty to continually review plans. He stated that his concern was that it would set a
precedent.
Ms. Kumar stated that staff will start including Lufkin Fire’s 2016 actuarial valuation in reports,
footnoting the discrepancy from the 2015 valuation.
8. Date and location of next Actuarial Committee meeting – TBD (02:01:05)
Ms. Kumar stated that staff has not polled the members yet, but that it would most likely be in
September.
9. Invitation for audience participation (02:01:42)
There was no audience participation.
10. Adjournment (02:02:05)
Chair Brainard adjourned the meeting at 12:34 PM.
In Attendance:
PRB Staff
Anumeha Kumar
Reece Freeman
Kenny Herbold
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Michelle Kranes
Eloisa Mata
Bryan Burnham
Eusebio Arizpe
Marc Chytil
Joey Evans
Wes Allen
Guests
Michael Trainer, San Antonio Fire and Police Pensioner Assoc.
Brian Hebert, Beaumont Firemen's Relief & Retirement Fund
Brad Heinrichs, Foster & Foster Consulting Actuaries (Beaumont Fire)
Todd Simoneaux, Beaumont Firemen's Relief & Retirement Fund
Carl Whitehead, Beaumont Firemen's Relief & Retirement Fund
William Cheshire, Beaumont Firemen's Relief & Retirement Fund
Jack Evatt, Beaumont Firemen's Relief & Retirement Fund
Alva Littlejohn, Lubbock Fire Pension Fund
Chuck Campbell, Jackson Walker (Beaumont Fire)
Alyca Riley, Jackson Walker (Beaumont Fire)
Eloise D. Raphel, Houston Firefighters Relief & Retirement Fund
Steve Waas, Houston Municipal Employees Pension System
Eddie Solis, TEXPERS
Sally Bakko, City of Galveston
Tyler Grossman, El Paso Fire & Police Pension
Lisa Hughes, El Paso Fire & Police Pension
Mark Fenlaw, Rudd and Wisdom
Leslee Hardy, TMRS
Kenneth Oliver, TMRS
Chris Bucknall, TCDRS
Chanley Delk, Texas State Fire Fighters
Dan Buckley, City of Galveston
Ann McGeehan, TCDRS
Geoff Gainer, Galveston Police Pension
David Keller, Houston Firefighters Relief & Retirement Fund
Ralph Marsh, Houston Firefighters Relief & Retirement Fund
Joe Gimenez, TEXPERS
Nancy Fisher, Austin Fire
Keith Johnson, Austin Fire
Bill Stefka, Austin Fire
David Stacy, Midland Firemen's Relief & Retirement Fund

Chair Keith Brainard
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Intensive Actuarial Review: Orange Firemen’s Relief and Retirement Fund

Executive Summary
Introduction
This intensive actuarial review of Orange Firemen’s Relief and Retirement Fund (“Orange Fire” or “the
Fund”) is intended to assist the Fund’s board of trustees and the City of Orange (“the City”) in assessing
the Fund’s ability to meet its long-term pension obligation. Overall, the review shows the Fund is taking
considerable risks in its approach to funding the system. The Pension Review Board (PRB) encourages
the Fund and the City to review the findings and conclusions of this report carefully and jointly adopt a
forward-looking plan to address these risks and guide the Fund towards a path of long-term
sustainability. The PRB can provide technical assistance in formulating such a plan.

Overview
Orange Fire’s unfunded actuarially accrued liability (UAAL or "unfunded liability") increased from $1.4
million in 2000 to $8.2 million by the beginning of 2017, and the Fund has routinely maintained funded
ratio less than 75%. This chronic underfunding can be primarily attributed to actual investment returns
consistently being lower than the assumed investment return and regularly contributing less than the
annual benefit accrual plus growth of existing unfunded benefits. The Fund's reported investment
expenses are among the highest in Texas and at current contribution rates and benefit levels, the
unfunded liability can be expected to continue to grow and the funded status to continue to languish.
Constantly underfunding a plan places the benefits of both retirees and active members at significant
risk and/or places the burden of paying for services already rendered on future generations of taxpayers
and employees through the reduction of future benefits or an increase in contributions. Orange Fire and
the City have made recent contribution increases, but these changes have not been enough to put the
fund on a solid path to sustainability. Orange Fire and the City have yet to make difficult decisions on
additional needed changes to benefit or contribution levels.

Conclusion
Orange Fire should consider the following actions to help ensure financial stability and mitigate the risks
that lead to underfunding: continually monitoring investment managers’ performance against their
benchmarks; evaluating asset allocation decisions and appropriate risk levels on a forward-looking basis;
conducting a peer group study on investment expenses to get a more accurate picture of investment
expenses paid and comparing those against their peers; reviewing actuarial assumptions against actual
experience and making necessary changes; and ensuring contributions are adequate to fully fund
Orange Fire over a reasonable period.
To address the funding and governance risks, the Fund and the City should develop written funding,
benefit, and investment policies that are linked to provide a formal risk-/cost-sharing arrangement. A
strong funding policy that requires payment of an actuarially determined contribution (ADC) is
encouraged. In addition to helping maintain a sound plan funding level, putting such forward-looking
policies into place can help reduce uncertainty for stakeholders who would know, in advance, how
adverse experience will be managed.
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Background
Texas Government Code Section 801.202(2) requires the Pension Review Board (PRB) to conduct
intensive studies of potential or existing problems that threaten the actuarial soundness of or inhibit an
equitable distribution of benefits in one or more public retirement systems. The PRB identified the
following key metrics, in addition to amortization period, to determine and prioritize retirement systems
for intensive actuarial review. The PRB selected Orange Firemen’s Relief and Retirement Fund (“Orange
Fire” or “the Fund”) for review based on the 2017 actuarial valuation data shown below. Unless
otherwise noted, the following metrics were calculated as of January 1, 2017.
Amort.
Period
(Years)

Funded
Ratio

UAAL as %
of Payroll

Assumed
Rate of
Return

Payroll
Growth Rate

Actual Cont.
as % of
1
ADC

NonInvestment
Cash Flow as
% of FNP

69.3

49.86%

336.03%

7.75%

4.00%

70.49%

-7.91%

Contribution and cash flow data are from the Fund’s 12/31/2016 financial audit.

Plan Profile
Actuarial Accrued Liability: $16,353,849
Market Value of Assets: $8,154,674
Normal Cost: 12.76% of payroll
Contributions: 12.50% employee
14.50% employer
Membership: 37 active
42 annuitants
Social Security Participation: No




At the time the Fund was selected for review:
 Its amortization period was the second highest
finite period of all defined benefit pension plans in Texas.
 Its funded ratio was the 13th lowest of all defined
benefit pension plans in Texas.
 Only 17 plans in Texas used an assumed rate of
return above 7.75%, which is above both the Texas and
national averages for public pension plans.
 Actual contribution as a percent of actuarially
determined contribution (ADC) was the eighth lowest
among Texas defined benefit plans and the lowest in its
peer group (TLFFRA plans with assets of less than $15

million).
Investment expense as a percentage of plan net assets was one of the highest amongst all
defined benefit plans in Texas.
Its non-investment cash flow as a percent of assets (fiduciary net position (FNP)) was the eighth
lowest among Texas defined benefit plans.

1

For plans whose contributions are 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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Risk Analysis
The various risks faced by a pension fund all boil down to one relatively simple question, “Will there be
enough money to pay benefits when due?” This section discusses potential funding and governance
risks facing the fund. The risk being taken in each of these areas increases the probability of a continued
period of severe financial stress for the Fund. This also raises the likelihood of deteriorating funding
conditions in the coming years, further imperiling the Fund’s ability to pay promised benefits.

Funding Risk
Orange Fire’s significant growth in unfunded liability (UAAL), which increased from $1.4 million in 2000
to $8.2 million in 2017, can be attributed primarily to actual returns consistently lower than the
assumed investment return and contributions consistently lower than the annual benefit accrual plus
growth of existing unfunded benefits.

2

Background
According to Orange Fire’s January 1, 2017 actuarial valuation, the Fund was 50% funded on an actuarial
basis, and according to reports filed with the PRB, it has not had a funded ratio above 70% since the
2006 valuation.

2

Other includes demographic experience, benefit changes, and changes to assumptions and methods.
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For a plan’s funding level to improve, its assets must grow faster than the liabilities, which can be
achieved by three key levers: contributions greater than the normal cost plus interest on the UAAL,
benefit reductions to lower liabilities, and/or investment returns consistently higher than the assumed
rate of return.
Investment Expenses and Performance
The Fund is currently spending a larger percentage of assets on investment related expenses than any
other plan in the state with total fees estimated at 1.15%. According to the information provided by the
Fund, investment returns have underperformed the Fund’s benchmark on a net of fees basis in all but
the most recent year. As shown in the chart below, Orange Fire has had a 5.67% net return since 2004,
which is 58 basis points lower than its benchmark of 6.25%.3

3

nd

Data is from 2 Quarter Performance Report for the City of Orange Fireman’s Retirement & Relief Fund,
Graystone Consulting, July 19, 2018.
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According to a study conducted by Morningstar in 2015, investment fees were a major predictor of
future fund performance4. The study concluded that funds with the lowest fees during the 2010 - 2015
period outperformed funds with higher fees across all asset classes. Reducing total expenses alone is not
likely to be sufficient for Orange Fire to consistently meet or exceed its assumed rate of return, but is an
important area the board should focus on in its fiduciary duty to improve investment performance and
efficiently manage the Fund’s investment program. For example, based on current projections, a
reduction in expenses of just 25 basis points could potentially save the Fund more than $2.5 million in
investment expenses over the next 30 years.
The chart below shows Orange Fire’s investment expenses as a percent of total net assets compared to
the TLFFRA plans closest to Orange Fire in asset size.
Effective Date

Total Net Assets

Investment Expenses

Inv Exp as % of Assets

Orange Fire

Peer Group Plans

12/31/2016

$8,154,674

$93,636

1.15%

Corsicana Fire

12/31/2016

$8,344,317

$92,459

1.11%

Waxahachie Fire

9/30/2016

$14,201,159

$142,317

1.00%

Plainview Fire

12/31/2016

$5,427,943

$49,439

0.91%

Sweetwater Fire

12/31/2017

$8,547,174

$66,056

0.77%

Greenville Fire

12/31/2016

$12,728,162

$90,884

0.71%

Paris Fire

12/31/2016

$4,764,272

$32,730

0.69%

Atlanta Fire

12/31/2016

$3,744,867

$25,495

0.68%

Marshall Fire

12/31/2016

$7,712,228

$45,898

0.60%

Weslaco Fire

9/30/2017

$10,429,381

$61,218

0.59%

4

https://corporate1.morningstar.com/ResearchArticle.aspx?documentId=752589
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Based on the audited financial statements provided by the systems to the PRB, Orange Fire pays a larger
percentage of their total net assets toward reported investment expenses than their peers. However,
due to inconsistencies in reporting of investment expenses between various investment vehicles and
investment managers and potential differences in expense classification between auditors, the PRB
recognizes that this data may not be an entirely accurate depiction of true investment related expenses
paid.
Investment Experience Compared with Investment Return Assumption
Orange Fire’s actual investment return has consistently been lower than the assumed investment
return, increasing the unfunded liability by more than $4.5 million between 2000 and 2017. As
illustrated below, the Fund has not achieved a 7.75% (the Fund’s current assumed rate of return)
annualized return over a consecutive 10-year period in any of the 13 periods ending December 31, 2005
through December 31, 2017.

The graph below projects the funded ratio for the next 30 years, assuming the member and the City
contribution rates remain at a fixed 12.50% and 14.50% respectively, and the investments return 6.75%,
7.75%, or 8.75%. The impact of consistently earning less than the expected return on assets (EROA) but
even as high as 6.75% over the next 30 years, results in the funded status sinking to 29%.
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5

Fixed-Rate Funding Model and Payroll Growth Rate
Most Texas plans use a fixed percent of pay funding approach. This is especially true for plans governed
by the TLFFRA statute. Under a fixed-rate funding structure, no formal amortization policy (i.e. the
expected time to fully fund the plan) exists; therefore, the Fund’s actuary estimates the amortization
period at each valuation date based on the current financial condition of the plan and the current
contribution rates.
The nature of a fixed-rate, percent-of-pay contribution policy may exacerbate the risk of underfunding a
plan over the long-term because:
1) Contributions to percent-of-pay plans are inherently back-loaded because the expected
contributions to a percent-of-pay plan grow on a nominal basis at the assumed rate of total
payroll growth.
2) Fixed-rate plans provide budgetary stability for the employer in the short term, but do not
include any inherent mechanisms for reacting to changes in a plan’s financial condition.
As noted above, the Fund’s unfunded liability increased by more than $6.7 million from 2000 through
2017. $1.7 million, or approximately 25%, of this increase, can be attributed total contributions that
were not sufficient to cover the cost of both the new benefits being accrued (normal cost) and the
interest accumulated on the unfunded benefits already earned (amortization payment).
5

Liabilities reflect the actuarial accrued liabilities, plan provisions, and actuarial assumptions and methods as
reported in the 1/1/2017 Actuarial Valuation prepared by Foster & Foster Actuaries and Consultants. Projected
liabilities include a 2.5% expected benefit growth rate. Asset projections reflect actual 2017 experience as reported
in the Fund’s 12/31/2017 audited financial statements.
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According to its actuarial valuations, Orange Fire has not received the reported ADC in any year since
2006. Even with contribution increases in 2008 and 2015, employer contributions have averaged less
than 85% of the Fund’s ADC over that period. Furthermore, the reported ADC is calculated using an
open amortization period that results in perpetual negative amortization. If the fund were to use this
ADC as a funding policy, the UAAL would grow indefinitely and the “pension debt” would never be paid
off.
For the fiscal year beginning January 1, 2017, the expected contributions were about 73% of the
reported ADC. This shortfall of $128,102 is equal to 0.71% of the City’s total General Fund expenditures
for the fiscal year ending December 31, 2016 and is the second highest among TLFFRA plans of similar
size.
Contribution Levels vs. Actuarially Determined Contribution
Date (1/1)

2000

2002

2004

2006

2008

2010

2012

2015

2017

Employee Contribution

9.00%

9.00%

9.00%

9.00%

11.00%

11.00%

11.00%

12.00%

12.00%

Employer Contribution

9.00%

11.00%

14.00%

14.00%

14.00%

14.00%

14.00%

14.00%

14.00%

Employer 30-Year ADC

8.86%

11.53%

13.25%

13.43%

14.01%

14.95%

19.61%

18.66%

19.25%

% of ADC funded
Covered Payroll (in
thousands)
Contribution Shortfall
(in thousands)

101.58%

95.40%

105.66%

104.24%

99.93%

93.65%

71.39%

75.03%

72.73%

$1,587

$1,647

$1,673

$1,717

$2,000

$1,907

$1,996

$2,292

$2,440

-

$8.72

-

-

$0.2

$18.12

$111.98

$106.81

$128.1

Both active members and the City increased their contribution rate by 0.25% of payroll in November
2017 and will increase it another 0.25% effective October 1, 2018 to a total of 12.50% and 14.50%,
respectively, which was agreed to as part of the latest Funding Soundness Restoration Plan (FSRP). This
increase plus positive asset experience during 2017 was enough to satisfy the FSRP requirements, but it
still falls 4.25% of pay short of meeting the 2017 recommended ADC.
In addition, the FSRP relies on a payroll growth assumption of 4.00%, which is tied for the fifth highest
rate in the state. This assumes future payroll growth will be 150% more than the 2.75% per year actual
payroll growth rate the Fund experienced from 2000 to 2017. In addition, the population of Orange,
Texas has been shrinking since the 1960s from a high around 35,000 to a current population of under
20,000 and is still recovering from the damage wrought by Hurricane Harvey.6,7 In order to sustain a
payroll growth rate well in excess of expected inflation and both national and Texas wage growth
projections, a sustained population boom would be necessary.
As an example of the impact of this key economic assumption, if the assumed rate for the 2017
valuation was just 3.0%, the Fund would be at an infinite amortization period and would not be
compliant with the recently submitted FSRP. Regardless of the impact on the Fund’s FRSP, the risk
associated with backloading the contributions but not achieving the assumed rate of payroll growth, and

6
7

http://www.orangetexas.net/about-orange/orange-history/
http://www.orangetexas.net/about-orange/city-of-orange-demographics/
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therefore not receiving the expected contributions is significant, as can be seen in the following graph
which shows the impact of various scenarios of lower actual payroll growth rates.

Conclusions/Recommendations
Pre-funding a defined benefit plan, i.e. setting aside assets now for benefits that will be paid in the
future, is necessary to help balance the three primary policy goals of benefit security, equity between
generations of taxpayers and employees, and a stable contribution from year to year. Consistently
underfunding a plan places the benefits of both retirees and active members at significant risk and/or
places the burden of paying for services already rendered on future generations of taxpayers and
employees through the reduction of future benefits or an increase in contributions.
In the absence of a formal, written funding and risk-sharing policy, the result is a de facto risk-sharing
arrangement that is simply a reaction to events, often well after the plan finds itself with financial
difficulties. Plans and their sponsors can take many actions to ensure financial stability and mitigate the
risks that lead to underfunding. These steps include ensuring contributions are adequate to fully fund
the plan over a reasonable period; developing formal policies to guide decision-makers under different
economic conditions; reviewing actuarial assumptions against actual experience and making necessary
changes; and monitoring investment performance and evaluating asset allocation decisions on a
forward-looking basis.
Investment Performance. Whatever the investment return assumption used, investment returns should
be closely monitored, and investment managers’ performance should be assessed regularly and
compared to appropriate asset class benchmarks. Orange Fire currently has one of the highest ratios of
investment expenses to market value of assets of any defined benefit plan in Texas. The Fund should
give serious consideration to its investment management strategy, specifically to the expenses it pays
9
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and if it is receiving a reasonable benefit for these costs. Lowering these expenses should be an effective
means to improve net investment performance. Given the limitations of the data reported to the PRB,
conducting a peer group study of investment expenses could serve as a useful exercise to determine if
actual expenses are in line with other institutional investors of similar size.
In addition, benchmarks should be reviewed to see if they have been met or exceeded and should be
viewed considering the risk taken to achieve those returns. Best practices also include revisiting advisor
selection periodically, with boards of trustees evaluating performance, fees, and whether their current
advisors are providing the highest possible value at the lowest possible cost. The asset allocation should
also be assessed from a risk perspective to provide insight into how the fund would weather a market
correction.
Actuarial Assumptions. Neither the payroll growth assumption nor the investment return assumption is
being consistently met when gauging actual plan experience. When pension funds are consistently
overestimating their assumptions, they underestimate the funding issues they are facing. In the case of
payroll growth, if Orange Fire had been assuming a growth rate or 2.75% (their average payroll growth
since 2000) their amortization period would be infinite rather than the 69 years reported in the 2017
valuation. Public pension plans must monitor actuarial assumptions continually through their actuarial
valuations and make appropriate adjustments to mitigate bias in the assumptions that result in
consistent actuarial gains or losses.
Actuarial gains and losses occur when the plan’s actual experience does not match expected experience.
Over time, without required changes, pension funds such as Orange Fire whose assumptions
consistently diverge from actual experience in the same direction (i.e. consistently seeing actuarial gains
or consistently seeing actuarial losses) can exacerbate the issue of intergenerational inequity, causing
one group of members and taxpayers to over- or under-pay. Boards of trustees should work with their
actuaries and other consultants to ensure assumptions are neither too aggressive nor too conservative,
while striving to maintain (or achieve) sound fiscal health to secure existing accrued benefits. PRB’s
Pension Funding Guidelines recommend systems to monitor, review, and report the impact of actual
plan experience on actuarial assumptions at least once every five years.
Adequate Funding. The Fund has been increasing both the member and city contribution rates in recent
years and it is the PRB’s understanding that discussions to increase contributions even further is still
being discussed. While we commend the actions taken by the Fund’s board and members, the current
contribution structure still has not been enough to meet the Fund’s ADC rate. 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.
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Governance Risk
When public pension plans and their sponsors wait too long to address them, the funding challenges
compounding over time can reach a point where small, incremental improvement, such as the
contribution increases made for Orange Fire, are not sufficient to make consistent, long-term
improvements to the overall health of the Fund. Orange Fire and the City have yet to make difficult
decisions on additional needed changes to benefit or contribution levels. If necessary changes are
ultimately made, they may right the ship, but they will potentially be made under less than ideal
conditions.
Funding Decision-making
Governance is essentially decision-making, and decision-making for public pension plans must balance
the competing interests of plans and their sponsors and should feature collaboration between the two.
The primary source of governance risk is the potential lack of involvement of key parties or stakeholders
(members, the sponsor government, and taxpayers) in important areas of decision-making for a pension
plan including plan design (benefits) and funding (contributions). When a key party is not engaged in
important decisions, the risk increases that benefit levels and the contributions required to fund them
will diverge, potentially putting the plan’s funding stability at risk.
For example, TLFFRA allows boards of trustees to make prospective benefit modifications, both
increases and reductions. These changes must be approved by an actuary and a majority of participating
members and may not deprive an eligible participant of vested accrued benefits. Although jointly
responsible for funding the retirement plan along with plan members, the sponsoring city may have
limited involvement in benefit decision-making, a structure which generates the risk that benefit levels
adopted could be unsustainable.
Benefit increases are not the only potential risk related to a potential lack of sponsor involvement under
TLFFRA; unwillingness to reduce benefits prospectively when necessary to address funding challenges
can be an obstacle to getting things back on track. It should be noted that even plans with very engaged
boards and sponsors can be susceptible to increasing benefits to unsustainable levels in good times or
failing to lower them when necessary in bad times. Governance risk related to an imbalance in decisionmaking can only exacerbate these risks. Given the Fund’s historically poor funding levels of under 75%
for the last 15 years, the absence of benefit modification by Orange Fire illustrates this point.
Funding Soundness Restoration Plan
State law recognizes the potential risks of underfunding and a lack of engagement by some key
stakeholders and imposes cooperation between the system and sponsoring governmental entity by
requiring retirement systems having trouble meeting their long-term obligations work with their
sponsors to develop a restoration plan for addressing those issues.8 This framework helps ensure that
8

Texas Government Code 802.2015 and 802.2016 require public retirement systems whose amortization period
exceeds 40 years for 2 or 3 consecutive actuarial valuations to develop, with their sponsor, a funding soundness
restoration plan designed to bring their amortization period within 40 years over 10 or fewer years.
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both the system and its sponsoring employer are involved in pension plan reform decisions, but it comes
at a point when actuarial health is already threatened. Orange Fire submitted an FSRP for review on
November 8, 2016. The FSRP stated after the 1/1/2015 valuation member contributions had increased
from 11.00% to 12.00% The changes outlined in the FSRP recalculated an amortization period of 47.4
years for 2015; however, the 1/1/2017 valuation showed the amortization period had increased to 69.3
years.
Because of the increase in the amortization period, Orange Fire submitted a second FSRP on February
15, 2018. This FSRP instituted further contribution increases bringing the contribution rates for
members and the city to 12.50% and 14.50% respectively, by October 2018. Additionally, the board
proposed a benefit change to amend the normal form of annuity payment from a 66 2/3% joint
annuitant form of payment for married members to a life annuity for all members regardless of marital
status, which is expected to decrease the amortization period by approximately 7 years. Plan members
ultimately voted down this proposal in July, however the Fund’s board has moved to carry out a new
vote with the following options: (A) amend the normal form of annuity payments at the time of
retirement as recommended by the Fund’s actuary; (B) increase the members’ contribution rate by 2%
over a four-year period beginning on 10/1/2019; or (C) opt out of both (A) and (B) (no action). It is
possible the new vote could be completed before mid-September.
Investment Decision-making
For Orange Fire, another area of governance risk relates to management and oversight of the Fund’s
investment program by the board. Orange Fire has adopted an investment policy statement (IPS) that
clearly identifies the overall investment objectives of the Fund and the expectations of investment
managers to meet these objectives, as outlined below.
1. Achieve a total return, net of fees, in excess of the assumed rate of return
2. Outperform the annualized return of the Fund’s composite policy benchmark
3. Achieve a real return of 4.5% over the CPI
The policy also outlines steps the board can take if at least two of these three objectives are not being
met. These include re-evaluating the goals, modifying the asset allocation, and/or revisiting investment
manager selection. Given the many years of protracted underperformance of the Fund’s assets and not
meeting the stated IPS objectives, the following elements of the Fund’s investment program should all
be reviewed: the Fund’s risk tolerance, asset allocation, and investment manager performance. Along
with reviewing these factors, the board should re-examine whether the current goals are obtainable and
take appropriate actions to improve the overall investment performance of the Fund.
Conclusions/Recommendations
Plans and their sponsors can develop policies that proactively manage risk in the future by laying out a
formal risk-sharing plan. To proactively manage governance and funding risk, retirement plans and their
sponsors should work together to adopt written policies far in advance, that can guide them through
both good and bad years and shield against the risk of either party’s exclusion or disengagement from
decision-making. Funding and benefit policies can be adopted that provide a framework for how benefit
12

Intensive Actuarial Review: Orange Firemen’s Relief and Retirement Fund

and contribution levels may be modified under different conditions. An advantage of such policies is that
changes to plan benefits and costs are known and understood by all parties in advance, rather than
negotiated under difficult circumstances.
For example, a benefit policy can outline the primary objectives the employer wishes to achieve, which
can be as detailed as a specified replacement ratio, or as general as offering competitive benefits at a
reasonable cost, as well as identifying policies and procedures designed to determine if the objectives
are being met and how they can be reviewed at reasonable intervals. In addition, outlining potential
benefit enhancements or reductions based on the funding goals outlined in the funding policy.
The funding policy might incorporate objectives associated with benefit security, contribution stability
and intergenerational equity and outline how those objectives will be met through the use contribution
changes, as well as referencing potential changes outlined in the benefit policy. For example, the
coordinated policies might limit future benefit enhancements, cost of living adjustments, and/or
contribution rate reductions such that they can only be considered or made if the Fund's funded ratio
remains greater than a chosen threshold. In addition, if the funded ratio falls below a certain threshold,
the stakeholders are required to come back to the table to make necessary contribution and benefit
adjustments.
Orange Fire in conjunction with the City should utilize the funding soundness restoration plan
requirement to develop such long-term policies. This will likely require some difficult decisions to get the
Fund set on the proper path, but the longer these decisions are delayed, and a reasonable cost-sharing
structure is not implemented, the more difficult the decisions become.
In the area of investment governance, the board should work closely with its advisors to manage the
Fund’s investment program and ensure that the IPS is being fully utilized. Manager performance should
be continuously monitored, and appropriate action should be taken in accordance with the steps laid
out in the IPS.
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Key Metrics
Metric

Amortization period (69.3 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 17 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 Orange Fire, the higher the amortization
period, the more sensitive it is to small changes in the UAAL.

Peer
comparison

Orange 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 a market
value of assets below $15 million).

Metric

Funded ratio (49.86%)

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

Orange Fire’s funded ratio is below the State’s average of 72.53% and is one of the lowest in the
state.

Metric

UAAL as a percent of payroll (336.03%)

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 one of the highest amongst TLFFRA funds.
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Metric

Assumed rate of return (7.75%)

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. Orange Fire’s assumed rate of
return is 7.75%, while its actual ten-year investment rate of return for the period ending
December 31, 2016 was only 3.72%.

Peer
comparison

Orange Fire is tied for the fourth highest Assumed rate of return in its peer group.

Metric

Payroll growth rate (4.00%)

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 4.00% percent is tied for the second highest in its peer group.

Metric

Actual contributions as a percent of actuarially determined contributions (70.49%)

What it
measures

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

Why it is
important

The employer’s portion of the contribution is less than 71% 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.

9

9

The theoretical minimum threshold, or actuarially determined contribution (ADC), is a target or recommended
contribution “to the Fund as determined by the actuary using a contribution allocation procedure,” as defined in
Actuarial Standards of Practice No 4. If contributions to the Fund 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 (-7.91%)

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

Orange Fire’s non-investment cash flow as a percent of FNP is the third 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.
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Plan Summary
The Orange Firemen’s Relief and Retirement Fund (“Orange Fire” or “the Fund”) is established in 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. Orange Fire, as with all TLFFRA systems, is entirely locally-funded.
Benefits
Retirement Eligibility
Vesting
Benefit Formula
Final Average Salary (FAS)
COLA
Retirement Benefit Options
Social Security

Age: 50 years; Years of Credited Service (YCS): 20 years
Fully vested after 20 YCS
Years of Service (up to 20 years) x 2.6% x Final Average Salary
+$91 per month for each year > 20 Years of Service
Highest 60-Month Average Salary
None
Forward DROP: 3-year maximum. Employee contributions credited; no
interest. Eligible at 53 years of age and 23 years of service.
Yes – Social Security Leveling Option

Contributions
As of October 1, 2018, active members of Orange Fire contribute 12.50% of pay while the City of Orange
contributes 14.50% of pay.
Membership
Total Active
Members

Retired
Members

Terminated

Total
Members

Active-toAnnuitant Ratio

37

42

1

80

0.88

TLFFRA Board Structure
Active Members
Sponsor Government

Taxpayer, Not Affiliated
With Fund/Sponsor Govt.

3 - Members of the retirement system; elected by fund members.
Three-year terms.
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.
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 percent,
whichever is smaller. TLFFRA also allows a city to contribute at a higher rate than employees do through
a change in city ordinance.
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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.
Expense Breakdown
Fiscal Year ending 12/31/2016
Fiduciary Net Position (FNP)
Investment Expenses
Investment Expenses % of FNP
Administrative Expenses
Administrative Expenses % of FNP

$8,154,598
$93,636
1.15%
$18,742
0.23%

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 Orange Fire.
Orange 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 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
Orange Fire’s actuarial accrued liability (AAL) increased by nearly 83% between 2000 and 2017. The
Fund’s actuarial value of assets (AVA) increased by only 8.50% over the same period. The Fund was 84%
funded in 2000 but fell to below 50% in 2017.
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Funding Trends
Funded Ratio, Assets, Liabilities and Year over Year Growth
Fiscal Year

10

2000

2002

2004

2006

2008

2010

2012

2015

2017

Funded Ratio

84.02%

74.76%

72.76%

72.09%

63.97%

66.05%

57.25%

57.41%

49.86%

Am Period (years)

27

32

25

27.4

30.1

34.3

82.3

47.4

69.3

UAAL (in millions)

$1.43

$2.33

$2.93

$3.18

$4.57

$4.64

$6.54

$6.96

$8.20

AVA (in millions)

$7.52

$6.91

$7.83

$8.21

$8.12

$9.04

$8.77

$9.38

$8.15

AVA Growth (YoY)

-

-4.12%

6.44%

2.42%

-0.59%

5.52%

-1.50%

3.46%

-6.78%

AAL (in millions)
AAL Growth (YoY)

$8.95
-

$9.24
1.65%

$10.76
7.90%

$11.39
2.89%

$12.69
5.54%

$13.68
3.84%

$15.31
5.80%

$16.35
3.32%

$16.35
0.03%

Investment Assumption and Returns
The 10-year net return on investments in 2016 was 3.72%, which is more than 400 basis points below its
assumed interest rate. PRB’s AV Supplemental Report dated June 14, 2018 showed that out of 91 Texas
Funds that reported a 10-year net investment return, Orange Fire stood at 71st.
Rates of Return (as of 12/31/2016)

10

Time Period

1-year

3-year

10-year

Since 1995

Gross Return
Net Return

5.85%
4.65%

2.67%
1.54%

4.83%
3.72%

7.18%
6.25%

st

st

The report date for Fiscal Year 2000-2012 is December 31 and was changed to January 1 for 2015 and 2017.
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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 (as of 12/31/2016)
Asset Class

Equities

Fixed Income

Cash

Other11

Current Allocation
Target Allocation

55.25%
65.00%

39.64%
35.00%

5.03%
-

0.09%
-

Cash flow
Orange Fire has the third lowest non-investment cash flow among its peers. In 2016 the Fund’s noninvestment cash flow was -7.91%. The large dips in 2002 and 2006 were due to large increases in total
disbursements. Total contributions have grown on average by 2.29% annually since 2000 but are being
outpaced by the average growth in yearly benefit disbursements of 3.38%. Total expenses are growing
at an average rate of 4.44%
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.

11

Other is “accrued Interest and dividends”
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Peer Group Key Metric Comparison
Funding Val Metrics

Peer Group Plans
Waxahachie Firemen's Relief &
Retirement Fund
Greenville Firemen's Relief &
Retirement Fund
Big Spring Firemen's Relief &
Retirement Fund
Weslaco Firemen's Relief &
Retirement Fund
Corsicana Firemen's Relief &
Retirement Fund
Orange Firemen's Relief &
Retirement Fund
Sweetwater Firemen's Relief &
Retirement Fund
Marshall Firemen's Relief &
Retirement Fund
Plainview Firemen's Relief &
Retirement Fund
Paris Firefighters' Relief &
Retirement Fund
Atlanta Firemen's Relief &
Retirement Fund

Fiscal Year End Metrics

DROP as
% of FNP

NonInvestment
Cash Flow as
% of FNP

MVA

Am Period
Date

Am Period

Funded
Ratio

UAAL as %
of Payroll

Assumed
Interest

Payroll
Growth

FYE

Actual
Cont. as
% of ADC

$ 14,201,159

10/1/2016

25.4

66.86%

164.84%

7.00%

4.00%

9/30/2016

102.75%

N/A

-3.16%

$ 12,728,162

12/31/2016

38.0

47.69%

387.00%

8.00%

4.00%

12/31/2016

73.99%

N/A

-5.86%

$ 10,399,250

1/1/2017

36.2

54.86%

241.05%

8.00%

5.00%

12/31/2016

110.08%

0.00%

-9.54%

$ 9,186,148

9/30/2016

14.1

68.53%

111.07%

7.25%

3.25%

9/30/2017

154.51%

N/A

2.92%

$ 8,344,317

12/31/2016

28.9

53.14%

211.44%

7.00%

3.00%

12/31/2016

100.01%

N/A

-1.97%

$ 8,154,674

1/1/2017

69.3

49.86%

336.03%

7.75%

4.00%

12/31/2016

70.49%

N/A

-7.91%

$ 7,826,879

12/31/2016

27.5

69.99%

229.12%

8.00%

4.00%

12/31/2017

154.44%

N/A

-4.07%

$ 7,712,228

12/31/2016

56.4

42.02%

398.51%

7.75%

4.00%

12/31/2016

84.67%

3.99%

-5.50%

$ 5,296,898

12/31/2015

31.6

37.33%

453.72%

7.75%

3.50%

12/31/2016

87.77%

N/A

-2.63%

$ 4,764,272

12/31/2016

41.9

35.64%

373.32%

7.50%

3.50%

12/31/2016

100.00%

N/A

-10.31%

$ 3,744,867

12/31/2016

28.4

82.13%

136.63%

7.40%

3.00%

12/31/2016

107.62%

N/A

-1.55%
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Peer Group Sponsor Funding Comparison

Peer Group Plans
Waxahachie Firemen's Relief &
Retirement Fund
Greenville Firemen's Relief &
Retirement Fund
Big Spring Firemen's Relief &
Retirement Fund
Weslaco Firemen's Relief &
Retirement Fund
Corsicana Firemen's Relief &
Retirement Fund
Orange Firemen's Relief &
Retirement Fund
Sweetwater Firemen's Relief &
Retirement Fund
Marshall Firemen's Relief &
Retirement Fund
Plainview Firemen's Relief &
Retirement Fund
Paris Firefighters' Relief &
Retirement Fund
Atlanta Firemen's Relief &
Retirement Fund

GF Expend

EOY GF Bal

Expected Employer
Contributions

UAAL

ADC

30-yr Shortfall

30-Y SF % of
ADC

30-Y SF % of
GFE

No Shortfall

N/A

N/A

$

30,570,845

$

14,660,133

$

7,039,421

$

663,197

$

621,346

$

19,089,359

$

6,271,335

$

15,021,872

$

652,120

$

836,499

$

184,379

22.04%

0.97%

$

18,328,572

$

6,549,205

$

9,078,736

$

489,614

$

538,952

$

49,338

9.15%

0.27%

$

25,524,743

$

7,529,804

$

4,334,628

$

468,327

$

310,657

No Shortfall

N/A

N/A

$

16,163,690

$

4,689,025

$

8,135,345

$

538,651

$

538,651

No Shortfall

N/A

N/A

$

17,985,946

$

8,272,029

$

8,199,175

$

341,606

$

469,709

27.27%

0.71%

$

8,733,810

$

3,929,907

$

3,617,210

$

284,174

$

284,174

N/A

N/A

$

20,353,433

$

6,537,285

$

10,641,648

$

508,698

$

651,293

$

142,595

21.89%

0.70%

$

12,768,715

$

15,844,471

$

9,781,866

$

532,083

$

606,247

$

74,164

12.23%

0.58%

$

25,422,079

$

10,839,700

$

9,625,814

$

309,414

$

385,995

$

76,581

19.84%

0.30%

$

3,568,284

$

1,676,529

$

860,536

$

81,878

$

81,878

N/A

N/A
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Peer Group Expense Comparison
Peer Group Plans
Waxahachie Firemen's Relief &
Retirement Fund
Greenville Firemen's Relief &
Retirement Fund
Big Spring Firemen's Relief &
Retirement Fund
Weslaco Firemen's Relief &
Retirement Fund
Corsicana Firemen's Relief &
Retirement Fund
Orange Firemen's Relief &
Retirement Fund
Sweetwater Firemen's Relief &
Retirement Fund
Marshall Firemen's Relief &
Retirement Fund
Plainview Firemen's Relief &
Retirement Fund
Paris Firefighters' Relief &
Retirement Fund
Atlanta Firemen's Relief &
Retirement Fund

10 yr.
return
(Net)

Active/
Annuitants

Average
Benefit

NPL

Admin
Expenses

Admin Exp as
% of Assets

Investment
Expenses

Inv Exp
as % of
Assets

Other
Expenses

Total
Expenses

Exp as % of
Assets

4.90%

1.77

$ 43,297

$ 7,039,421

$ 21,760

0.15%

$ 142,317

1.00%

-

$ 164,077

1.16%

4.23%

0.79

$ 24,101

$ 16,709,548

$ 34,472

0.27%

$ 90,884

0.71%

-

$ 125,356

0.98%

4.26%

1.27

$ 37,713

$ 9,713,127

$ 100,927

0.97%

-

0.00%

-

$ 100,927

0.97%

2.59%

2.07

$ 18,033

$ 4,702,051

$ 54,676

0.52%

$ 61,218

0.59%

-

$ 115,894

1.11%

3.40%

1.81

$ 31,722

$ 8,837,348

$ 22,168

0.27%

$ 92,459

1.11%

-

$ 114,627

1.37%

3.72%

0.88

$ 26,036

$ 8,946,685

$ 18,742

0.23%

$ 93,636

1.15%

-

$ 112,378

1.38%

4.91%

1.04

$ 33,311

$ 4,041,873

$ 35,021

0.41%

$ 66,056

0.77%

-

$ 101,077

1.18%

4.67%

1.32

$ 30,632

$10,956,850

$ 4,077

0.05%

$ 45,898

0.60%

-

$ 49,975

0.65%

1.95%

1.03

$ 24,050

$ 10,746,840

$ 12,557

0.23%

$ 49,439

0.91%

$ 811

$ 62,807

1.16%

2.16%

1.17

$ 24,491

$ 9,642,566

$ 37,674

0.79%

$ 32,730

0.69%

-

$ 70,404

1.48%

4.84%

1.25

$ 9,039

$ 1,129,175

$ 23,941

0.64%

$ 25,495

0.68%

-

$ 49,436

1.32%
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Comments from Orange Firemen’s Relief and Retirement Fund and City
of Orange
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Executive Summary
Introduction
This intensive actuarial review of Longview Firemen’s Relief and Retirement Fund (“Longview Fire” or
“the Fund”) is intended to assist the Fund’s board of trustees and the City of Longview (“the City”) in
assessing the Fund’s ability to meet its long-term pension obligation. Overall, the review shows the Fund
is facing significant financial stress and is taking considerable risks in its approach to funding. The
Pension Review Board (PRB) encourages the Fund and the City to review the findings and conclusions of
this report carefully and jointly adopt a forward-looking plan to address these risks and guide the Fund
towards a path of long-term sustainability. The PRB can provide technical assistance in formulating such
a plan.

Overview
Longview Fire’s unfunded actuarially accrued liability (UAAL or "unfunded liability") increased from
$16.9 million at the end of 2005 to over $50 million by the end of 2017. This chronic underfunding can
be primarily attributed to actual returns consistently lower than the investment return assumption;
repeated liability losses due to adverse experience compared to the Fund’s other assumptions; and
contributions consistently lower than the annual benefit accrual plus growth of existing unfunded
benefits. At current contribution rates and benefit levels, the unfunded liability can be expected to
continue to grow and the funded status to continue to languish.
Longview Fire has been working with the City since 2012 on a four-step plan to increase contributions to
improve the Fund. Currently, active members of the Fund contribute either 15.00% or 17.00% of pay
depending on their hire date, and effective October 2018, the City will contribute 19.00% of pay. These
changes have helped to lower the amortization period to 40.2 years as of the 2017 valuation.

Conclusion
Longview Fire should consider the following additional actions to help ensure financial stability and
mitigate the risks that lead to underfunding: working with its actuaries and other consultants to ensure
assumptions are neither too aggressive nor too conservative; conducting an actuarial audit of the plan’s
assumptions performed by an independent actuary; evaluating asset allocation decisions and
appropriate risk levels on a forward-looking basis; developing a more robust investment policy; and
ensuring contributions are adequate to fully fund Longview Fire over a reasonable period.
To address the funding and governance risks, the Fund and the City should develop written funding,
benefit, and investment policies that are linked to provide a formal risk-/cost-sharing arrangement. A
strong funding policy that requires payment of an actuarially determined contribution (ADC) is
encouraged. In addition to helping maintain a sound plan funding level, putting such forward-looking
policies into place can help reduce uncertainty for stakeholders who would know, in advance, how
adverse experience will be managed.
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Background
Texas Government Code Section 801.202(2) requires the PRB to conduct intensive studies of potential or
existing problems that threaten the actuarial soundness of or inhibit an equitable distribution of
benefits in one or more public retirement systems. The PRB identified the following key metrics, in
addition to amortization period, to determine and prioritize retirement systems for intensive actuarial
review. The PRB selected Longview Firemen’s Relief and Retirement Fund (“Longview Fire” or “the
Fund”) for review based on the data shown below. Unless otherwise noted, the following metrics were
calculated as of the Fund’s December 31, 2016 actuarial valuation.
Amort.
Period
(Years)

Funded
Ratio

UAAL as %
of Payroll

Assumed
Rate of
Return

Payroll
Growth
Rate

Actual
Cont. as %
of ADC1

DROP as %
of FNP

NonInvestment
Cash Flow as
% of FNP

50.7

45.53%

383.31%

8.00%

3.00%

63.75%

0.55%

-5.93%

*Contribution, DROP and cash flow data are from the Fund’s 12/31/2016 financial audit

Plan Profile (as of 12/31/2017)
Actuarial Accrued Liability: $93,381,961
Market Value of Assets: $43,004,267
Normal Cost: 15.14% of payroll
Contributions: 16.84% employee
18.25% employer
Membership: 175 active
147 annuitants
Social Security Participation: No

•

At the time the Fund was selected for review:
• Its funded ratio of 45.53% was second lowest
among its TLFFRA peer plans, and one of the lowest in the
state of Texas.
• The 50.7-year amortization period on its unfunded
actuarial accrued liability was the third highest among its
peers and the sixth highest finite period in the state.
• Its assumed rate of return on assets of 8.00% was
tied for the highest within its peer group and among the
highest in the state.
• Its 383.31% UAAL as a percent of payroll was the
second highest in its peer group, and sixth highest in the
state.

Actual contribution as a percent of its Actuarially Determined Contribution (ADC) of 63.75% was
the lowest amongst its TLFFRA peer plans and third lowest in the state.

Risk Analysis
The various risks faced by a pension fund all boil down to one relatively simple question, “Will there be
enough money to pay benefits when due?” This section discusses potential funding and governance
1

For plans whose contributions 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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risks facing the Fund. The risk being taken in each of these areas increases the probability of a continued
period of severe financial stress for the Fund. This also raises the likelihood of deteriorating funding
conditions in the coming years, further imperiling the Fund’s ability to pay promised benefits.

Funding Risk
Longview Fire’s December 31, 2017 actuarial valuation shows that the Fund is approximately 46%
funded on an actuarial basis, and according to reports filed with the PRB, it has not had a funded ratio
above 60% since 2007.

Funded Ratio
90.00%
80.00%

78.14%

70.00%
60.00%
46.05%

50.00%
40.00%
30.00%
20.00%
10.00%
0.00%
2001

2003

2005

2007

2009

2011

2013

2014

2015

2016

2017

Longview Fire’s significant growth in unfunded liability, which increased from $16.9 million at the end of
2005 to over $50 million by the end of 2017, can be attributed to 3 key issues: actual returns
consistently lower than the assumed investment return; contributions consistently lower than the
annual benefit accrual plus growth of existing unfunded benefits; and repeated liability losses due to
adverse experience compared to the fund’s assumptions.
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Liability Experience Compared with Assumptions
In all but one of the past 12 actuarial valuations Longview Fire’s liability increased more than expected,
resulting in an increase in the unfunded liability (UAAL) of $16.5 for the 2006-2017 period.
While the investment return assumption is an extremely important assumption, and has the single
greatest impact by itself, all of the plan’s assumptions play a part when determining if the plan is being
valued appropriately. It is well understood that it is rare for plan experience to exactly match
assumptions in a given year. However, generally a plan should expect to have gains in some years (i.e.
the liability increases less than expected) and losses in others (i.e. the liability increases more than
expected) such that the difference between the assumptions and reality are close to zero over time. If
this doesn’t occur, assumptions should be changed to align with plan experience and long-term,
forward-looking expectations.
The Fund’s actuary performed an experience study in 2016 which compared the plan’s actual experience
against what was assumed would occur for the period of January 1, 2009 through December 31, 2015.
Several changes were made to individual assumptions, lowering the plan’s liability by $1.5 million.
The Actuarial Standards of Practice (ASOPs) require that “each assumption selected by the actuary
should be reasonable.” They also state “the combined effect of all … assumptions … should be
reasonable.” It is difficult to understand how a $1.5 million reduction in liability is a reasonable
“combined effect” of the changes in assumptions when the aggregate experience over the period
studied showed significant unexpected increases in total liability, not reductions.
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While Longview is not required by state law to have an audit of the plan’s actuarial valuations, studies
and reports, engaging an outside, independent actuary to perform such an audit could provide helpful
information to the board and the City regarding the actuarial assumptions and methods compared to
generally accepted actuarial standards of practice.2
Investment Experience and Asset Allocation
Longview Fire’s actual investment return has been consistently lower than the assumed investment
return, increasing the UAAL by more than $16.2 million between 2006 and 2017. As illustrated below,
the Fund has not achieved an 8% annualized return (the Fund’s current assumed rate of return) over a
consecutive 10-year period in any of the 13 periods ending December 31, 2005 through December 31,
2017.

Over the last few years, Longview Fire’s governing board recognized that the poor returns were partly
due to costly and illiquid alternative investments that were significantly underperforming their
benchmarks and were not a proper fit for the Fund. As a result, the Fund shifted towards a strategy that
focuses on using low cost, passively managed index funds in markets it believes are reasonably efficient
and only using an active management strategy in asset classes it believes are inefficient.
As shown in the table below, the Fund continues to maintain a high percentage allocated to alternative
investments. However, the Fund has indicated it is steadily moving toward a target allocation of 10% for
alternatives, as the existing expensive alternative investments mature and they are able to take the
necessary steps to divest from them without taking significant losses.

2

Texas Government Code, Section 802.1012.
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Asset Allocation
Asset Class
Minimum Allocation
Current Allocation3
Maximum Allocation

Equities
45.00%
46.85%
65.00%

Fixed Income
20.00%
23.88%
35.00%

Alternatives
0.00%
25.32%
35.00%

Cash
N/A
4.00%
N/A

Fixed-Rate Funding Model and Contribution Insufficiency Risk
Most Texas plans use a fixed percent of pay funding approach. This is especially true for plans governed
by the TLFFRA statute. Under a fixed-rate funding structure, no formal amortization policy (i.e. the
expected time to fully fund the plan) exists; therefore, the plan’s actuary estimates the amortization
period at each valuation date based on the current financial condition of the plan and the current
contribution rates.
The nature of a fixed-rate, percent-of-pay contribution policy may exacerbate this risk over the longterm because:
1) Contributions to percent-of-pay plans are inherently back-loaded because the expected
contributions to a percent-of-pay plan grow on a nominal basis at the assumed rate of total
payroll growth.
2) Fixed-rate plans provide budgetary stability for the employer in the short term, but do not
include any inherent mechanisms for reacting to changes in a plan’s financial condition.
Currently, active members of the Fund contribute either 15.00% or 17.00% of pay depending on their
hire date and effective in October 2018 the City will be contributing 19.00% of pay. These contribution
increases are the culmination of a four step plan the City and the Fund began developing as early as
2012 following the receipt of the 12/31/2011 Actuarial Valuation. Despite the proactive steps taken by
the City and the Fund to address funding shortfall over the past 6 years, Longview Fire contributions
have averaged less than 85% of the Fund’s ADC over that period. Furthermore, the reported ADC is
calculated using an open amortization period that results in perpetual negative amortization (i.e.
contributions that are always less than the interest accruing on the UAAL). If the fund were to use this
ADC as a funding policy, the UAAL would grow indefinitely and the “pension debt” would never be paid
off.
Contribution Levels vs. Actuarially Determined Contribution
Date (12/31)

2005

2007

2009

2011

2013

2014

2015

2016

2017

Employee Contribution

14.00%

15.00%

15.00%

15.00%

15.00%

15.00%

16.25%

16.88%

16.84%

Employer Contribution

14.00%

14.00%

15.00%

15.00%

16.00%

17.00%

17.00%

17.00%

18.25%

Employer 30-Year ADC

17.24%

11.62%

19.62%

22.14%

20.20%

20.73%

19.26%

21.27%

21.77%

% of ADC funded

81.21%

120.48%

76.45%

67.75%

79.21%

82.01%

88.27%

79.92%

83.83%

Covered Payroll

$7,452,033

$8,524,544

$9,859,161

$10,123,308

$10,690,633

$11,141,833

$11,411,886

$12,731,377

$12,934,792

$241,446

-

$455,493

$722,804

$449,007

$415,590

$257,909

$543,630

$455,305

Contribution Shortfall

3

Current allocation as reported in the Fund’s Investment Performance and Asset Allocation Analysis as of
December 31, 2017.
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The projection below illustrates the total expected contributions into the Fund under three contribution
scenarios. The scenarios are 1) maintaining the current fixed contribution rates effective October 2018;
2) adopting a funding policy that utilizes a 30-year open amortization approach; and 3) adopting a
funding policy that utilizes a single-layer 30-year closed amortization approach (i.e. will fully fund the
plan in 30 years). The Fund’s current fixed contribution structure under Scenario 1 is not sufficient to
pay down the unfunded liability in the near future and in fact allows the UAAL to continue to grow for
the next 20 years, resulting in negative amortization during that time.

4

Conclusion/Recommendations
Pre-funding a defined benefit plan, i.e. setting aside assets now for benefits that will be paid in the
future, is necessary to help balance the three primary policy goals of benefit security, equity between
generations of taxpayers and employees, and a stable contribution from year to year. Consistently
underfunding a plan places the benefits of both retirees and active members at significant risk and/or
places the burden of paying for services already rendered on future generations of taxpayers and
employees through the reduction of future benefits or an increase in contributions.
In the absence of a formal, written funding and risk-sharing policy, the result is a de facto risk-sharing
arrangement that is simply a reaction to events, often well after the plan finds itself with financial
difficulties. Plans and their sponsors can take many actions to ensure financial stability and mitigate the
risks that lead to underfunding. These steps include ensuring contributions are adequate to fully fund
the plan over a reasonable period; developing formal policies to guide decision-makers under different
economic conditions; reviewing actuarial assumptions against actual experience and making necessary
4

All 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 12/31/2017 Actuarial Valuation
prepared by Foster & Foster.
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changes; and monitoring investment performance and evaluating asset allocation decisions on a
forward-looking basis.
Actuarial Assumptions. Longview Fire’s liability has increased more than expected in all but one of the
past 12 actuarial valuations. When pension funds are consistently overestimating their assumptions,
they underestimate the funding issues they are facing. Public pension plans must monitor actuarial
assumptions continually through their actuarial valuations and make appropriate adjustments to
mitigate bias in the assumptions that result in consistent actuarial gains or losses. Actuarial gains and
losses occur when the plan’s actual experience does not match expected experience.
Over time, without required changes, pension funds such as Longview Fire, whose assumptions
consistently diverge from actual experience in the same direction (i.e. consistently seeing actuarial gains
or consistently seeing actuarial losses) can exacerbate the issue of intergenerational inequity, causing
one group of members and taxpayers to over- or under-pay. Boards of trustees should work with their
actuaries and other consultants to ensure assumptions are neither too aggressive nor too conservative,
while striving to maintain (or achieve) sound fiscal health to secure existing accrued benefits. PRB’s
Pension Funding Guidelines recommend systems to monitor, review, and report the impact of actual
plan experience on actuarial assumptions at least once every five years.
In addition, while not required by state law, an actuarial audit of the plan’s assumptions performed by
an independent actuary can provide valuable additional insight regarding the actuarial assumptions and
methods compared to generally accepted actuarial standards of practice.
Investment Performance. The Fund’s governing board recognized issues associated with costly, illiquid
investments and made changes to its investment strategy to address these concerns. However, the Fund
continues to maintain a relatively risky target asset allocation. Evidence suggests that to maintain an
8.00% expected return, public pension portfolios have increased risk by more than three-fold between
1995 and 2016.5 It is important that asset allocation decisions are made based on the associated
riskiness of the investments and a determination of whether individual investments are appropriate by
themselves, as well as within the context of the total risk the Fund is accepting.
Investment allocation decisions should never be made with a goal of achieving a specific assumed rate
of return, the assumed rate of return should only be calculated once an appropriate allocation and
associated level of risk is determined. The Fund is encouraged to develop an investment policy
statement that considers the plan’s general funding policy; follows industry best practices, including
outlining general objectives that consider appropriate risk levels; and establishes policies and
procedures for evaluating the impact of changes to the funding policy and if the Fund is not achieving its
investment objectives.
Adequate Funding. The Plan and City took proactive steps beginning in 2012 to both increase
contribution rates in recent years and lower future benefit accruals. While the actions taken are
commendable, the current contribution structure still has not been enough to meet the Plan’s ADC rate.
To address this concern, a strong funding policy that requires payment of an ADC is encouraged.
5

http://www.rockinst.org/pdf/government_finance/2017-02-01-Risk_Taking_Appropriateness.pdf
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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 plan over a finite period, such as 30 years, is
recommended.

Governance Risk
When public pension plans and their sponsors wait too long to address them, the funding challenges
compounding over time can reach a point where incremental improvement, such as the contribution
increases made for Longview Fire, are not sufficient to make consistent, long-term improvements to the
overall health of the plan. Longview Fire and the City of Longview have yet to make difficult decisions on
additional needed changes to its actuarial assumptions and funding policy. Although a series of
contribution increases have been implemented, these haven’t been enough to bring the Fund to a state
of actuarial soundness. If necessary changes are ultimately made, they may right the ship, but they will
potentially be made under less than ideal conditions.
Governance is essentially decision-making, and decision-making for public pension plans must balance
the competing interests of plans and their sponsors and should feature collaboration between the two.
The primary source of governance risk is the potential lack of involvement of key parties or stakeholders
(members, the sponsor government, and taxpayers) in important areas of decision-making for a pension
plan including plan design (benefits) and funding (contributions). When a key party is not engaged in
important decisions, the risk increases that benefit levels and the contributions required to fund them
will diverge, potentially putting the plan’s funding stability at risk.
For example, TLFFRA allows boards of trustees to make prospective benefit modifications, both
increases and reductions. These changes must be approved by an actuary and a majority of participating
members and may not deprive an eligible participant of vested accrued benefits. Although jointly
responsible for funding the retirement plan along with plan members, the sponsoring city may have
limited involvement in benefit decision-making, a structure which generates the risk that benefit levels
adopted could be unsustainable.
Overall, Longview Fire’s governance has been proactive regarding its benefit and contribution structure,
even if changes have been insufficient to achieve desired funding levels. Its last benefit increase was
implemented in July 2000. Starting in 2012, The Fund and the City developed a four-step plan to tackle
funding issues without being statutorily subject to any such requirement. The plan included increasing
the City’s contribution rate from 15% of payroll in 2012 to 19% as of October 2018 and several benefit
reductions for current and future members including a new tier with a lower benefit design in January
2016. The board has also been proactive in making investment management changes after a period of
inadequate results and taking measures to draw down the Fund’s underperforming alternative
investments over the next few years.
In the area of investment governance, however, Longview Fire amended its investment policy statement
in May 2017. In an effort to streamline the policy, the Fund removed a number of important elements
from its previous IPS that are best practices according to the Government Finance Officers Association
9
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(GFOA). The GFOA recommends that investment policy statements include detailed policies in areas
such as roles and responsibilities, risk tolerances, liquidity, and manager performance evaluation, among
others.6 The purpose for having a detailed written policy is to help guide board members in their
decision-making and ensure both current and future boards follow similar objectives within the same
framework.
Conclusion/Recommendation
The PRB encourages all plans and their sponsors to develop policies that proactively manage risk. This
includes following best practices in investment policy statements as well as laying out a formal risksharing plan. To proactively manage governance and funding risk, retirement plans and their sponsors
should work together to adopt written policies far in advance, that can guide them through both good
and bad years and shield against the risk of either party’s exclusion or disengagement from decisionmaking. Funding and benefit policies can be adopted that provide a framework for how benefit and
contribution levels may be modified under different conditions. An advantage of such policies is that
changes to plan benefits and costs are known and understood by all parties in advance, rather than
negotiated under difficult circumstances.
For example, a benefit policy can outline the primary objectives the employer wishes to achieve, which
can be as detailed as a specified replacement ratio, or as general as offering competitive benefits at a
reasonable cost, as well as identifying policies and procedures designed to determine if the objectives
are being met and how they can be reviewed at reasonable intervals. A benefit policy can also outline
potential benefit enhancements or reductions based on the funding goals as outlined in the funding
policy. The funding policy might incorporate objectives associated with benefit security, contribution
stability and intergenerational equity and outline how those objectives will be met through contribution
changes, as well as referencing potential changes outlined in the benefit policy. The coordinated policies
might limit future benefit enhancements, cost of living adjustments, and/or contribution rate reductions
such that they can only be considered or made if the plan's funded ratio remains greater than a chosen
threshold. In addition, if the funded ratio falls below a certain threshold, the stakeholders may be
required to come back to the table to make necessary contribution and benefit adjustments.
Finally, the board is encouraged to reassess its investment policy statement to balance its desire to
streamline the policy with the guidance provided by the GFOA. Doing so would help ensure that current
and future boards maintain thorough policies that clearly delineate roles and responsibilities, risk
tolerances, liquidity needs, and a detailed process for evaluating manager performance against
appropriate benchmarks.

6

http://www.gfoa.org/investment-policies-defined-benefit-plans
http://www.gfoa.org/investment-policy
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Key Metrics
Metric

Amortization period (50.7 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 Plan’s current assumptions, an amortization period greater than 17 years indicates
that contributions to the Plan 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 Longview Fire, the higher the
amortization period, the more sensitive it is to small changes in the UAAL.

Peer
comparison

Longview Fire’s amortization period is the third highest among its peers, the sixth highest finite
period in the state and is greater than the maximum PRB pension funding guideline of 30 years.

Metric

Funded ratio (45.53%)

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 has to pay its current and future benefit
payments.

Peer
comparison

Longview Fire’s 45.53% funded ratio is the second lowest among its TLFFRA peer plans, and one
of the lowest in the state of Texas.

Metric

UAAL as a percent of payroll (383.31%)

What it
measures

The size of a plan’s unfunded liability compared to the annual payroll of the 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 Plan’s UAAL as a percent of payroll is was the second highest in its peer group, and sixth
highest in the state.

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

Peer
comparison
Metric

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. Longview Fire’s assumed rate of
return is 8.00%, while its actual ten-year investment rate of return for the period ending
December 31, 2017 was 3.17%.
Longview Fire is tied for the second highest assumed rate of return in the state.
Payroll growth rate (3.00%)

12

Intensive Actuarial Review: Longview Firemen's Relief & Retirement Fund
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. Persistent contributions below
expected levels could have serious consequences on the Fund’s long-term solvency.

Peer
comparison

The Fund’s payroll growth rate of 3.00% is tied for the lowest in its peer group of TLFFRA plans
with similar asset size and one of the lowest in the state.

Metric

Actual contributions as a percent of actuarially determined contributions (63.75%)

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 65% of the amount needed to fund the
plan 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 the largest shortfall percentage in its peer group.

Metric

DROP balance as a percent of fiduciary net position (0.55%)

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

Longview Fire’s DROP balance as a percent of FNP is the lowest among its peer group and one of
the lowest in the state.

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 (-5.93%)

What it
measures

Non-investment cash flow shows how much the plan 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 the plan, provides
information about the stability of a plan’s funding arrangement.

Peer
comparison

Longview Fire’s non-investment cash flow as a percent of FNP is the second lowest in its peer
group and one of the lowest in the state.

Plan Summary
The Longview Firemen’s Relief and Retirement Fund (“Longview Fire” or “the Fund”) was established in
1937 under 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. Longview Fire, as with all TLFFRA systems, is entirely locallyfunded.
Benefits
Tiers
Retirement Eligibility
Vesting
Benefit Formula

Final Average Salary (FAS)
COLA
Retirement Benefit Options

Tier 1 – Hired before 1/1/2016
Tier 2 – Hired on or after 1/1/2016
Tier 1 – Age: 50 years; Years of Credited Service (YCS): 20 years
Tier 2 – Age: 55 years; YCS: 20 years
Fully vested after 20 YCS
Tier 1 – 80% x Final Average Salary + $80 per month for each year of
service in excess of 20 years.
Tier 2 – YCS x 3.0% x Final Average Salary (max 75% FAS) + $80 per
month for each year of service in excess of 25 years.
Hired before 1/23/1993 – Highest consecutive 36 months
Hired on or after 1/23/1993 – Highest consecutive 60 months
None
3-year Retro DROPs: Eligible once a member has satisfied Service
Retirement requirements, not to exceed 36 months
Retro DROP accumulation includes the sum of the monthly service
retirement benefit the member would have received if had retired on
the DROP determination date plus an amount equal to the member
contributions to the fund while a DROP participant.

Social Security

No interest is credited on Retro DROP. DROP balance is distributed as a
lump sum
No
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Contributions
As of October 1, 2017, active members of Longview Fire hired before 1/1/2016 contribute 17.00% of pay
and those hired on or after 1/1/2016 contribute 15.00% of pay while the City of Longview (the City)
contributes 18.00% of pay. City contributions will increase to 19% of pay as of October 1, 2018.
Membership
Total Active
Members

Retired
Members

Beneficiaries

Total
Annuitants

Terminated

Total
Members

Active-toAnnuitant
Ratio

175

121

26

147

1

323

1.19

TLFFRA Board Structure
Active Members
Sponsor Government

Taxpayer, Not Affiliated
With Fund/Sponsor Govt.

3 - Members of the retirement system; elected by fund members.
Three-year terms.
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.
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 contribute at least the greater of 12% of pay or the rate at which the active
members contribute. 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 Fund with an asset level lower than its accrued
liability has insufficient funds to cover benefits. A Fund 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 Fund’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 Longview Fire.
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Longview Fire’s funded status has been trending downward since 2001. Numerous factors have
contributed to this deterioration, including inadequate contributions, investment returns lower than the
chosen assumption, and the lack of adjustments to the Fund’s assumptions. 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

2001
78.14%

2003
69.45%

2005
67.43%

2007
73.71%

2009
54.35%

2011
52.02%

2013
56.22%

2015
47.34%

2017
46.05%

Am Period (years)

71.6

Infinite

Infinite

20.1

88.6

Infinite

63.3

37.9

40.2

UAAL (in millions)

$8.82

$13.81

$16.88

$15.92

$32.07

$36.51

$36.08

$46.34

$50.38

AVA (in millions)

$31.54

$31.40

$34.95

$44.64

$38.18

$39.58

$46.33

$41.66

$43.00

AVA Growth (YoY)

-

-0.22%

5.50%

13.01%

-7.52%

1.81%

8.19%

-7.88%

5.41%

AAL (in millions)
AAL Growth (YoY)

$40.36

$45.22

$51.83

$60.56

$70.25

$76.09

$82.40

$88.00

$93.38

-

5.84%

7.07%

8.09%

7.70%

4.07%

4.07%

4.55%

4.22%

Funded Ratio

Longview Fire’s actuarial accrued liability (AAL) increased by over 130% between 2001 and 2017. The
Fund’s actuarial value of assets (AVA) increased by less than 40% over the same period. The Fund was
nearly 80% funded in 2001 and has been less than 50% funded since 2015.

Cash flow
Longview Fire non-investment cash flow was -5.6% in 2017 and has been in decline since 2009. The
decrease is due to benefit payments growing by nearly 87% between 2011 and 2016 while contributions
only grew by 37% during that same period. 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
16
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potential investment returns because a fund must either invest in a higher proportion of incomeproducing investments, which traditionally provide lower returns, or must liquidate existing assets to
pay out current benefits and/or expenses.
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Peer Group Key Metric Comparison
Funding Val Metrics

Fiscal Year End Metrics
DROP as
% of
FNP

NonInvestment
Cash Flow as
% of FNP

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

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%

Wichita Falls Firemen's Relief &
Retirement Fund

$46,915,744

1/1/2017

49.4

62.48%

265.13%

8.00%

4.50%

12/31/2016

71.51%

N/A

-4.80%

Odessa Firemen's Relief &
Retirement Fund

$45,718,416

1/1/2018

47.1

43.08%

510.60%

7.75%

3.50%

12/31/2017

81.31%

4.54%

-11.16%

McAllen Firemen's Relief &
Retirement Fund

$44,759,055

10/1/2016

41.4

69.11%

187.25%

7.75%

4.00%

9/30/2016

103.85%

N/A

-3.15%

Port Arthur Firemen's Relief &
Retirement Fund

$43,469,930

12/31/2015

18.3

77.97%

160.73%

8.00%

4.00%

12/31/2016

100.39%

N/A

-5.15%

Longview Firemen's Relief &
Retirement Fund

$40,798,027

12/31/2016

50.7

45.53%

383.31%

8.00%

3.00%

12/31/2016

63.75%

0.55%

-5.93%

Galveston Firefighter's Relief &
Retirement Fund

$40,155,474

12/31/2016

Infinite

68.04%

257.06%

7.75%

3.00%

12/31/2016

79.37%

N/A

-3.04%

Temple Firemen's Relief &
Retirement Fund

$39,838,918

9/30/2016

28.4

75.12%

164.97%

7.75%

3.75%

9/30/2017

95.24%

N/A

-2.89%

Killeen Firemen's Relief &
Retirement Fund

$35,342,830

9/30/2016

22.8

69.74%

114.49%

7.75%

3.25%

9/30/2016

100.97%

N/A

3.14%

Harlingen Firemen's Relief &
Retirement Fund

$31,224,379

9/30/2017

59.1

66.06%

248.99%

7.75%

3.50%

9/30/2016

115.85%

1.12%

-3.78%

Texarkana Firemen's Relief &
Retirement Fund

$31,019,529

12/31/2015

16.3

87.37%

118.93%

7.75%

3.25%

12/31/2016

100.00%

N/A

-4.55%
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Peer Group Sponsor Funding Comparison

Peer Group Plans
Abilene Firemen's Relief &
Retirement Fund
Wichita Falls Firemen's Relief &
Retirement Fund
Odessa Firemen's Relief &
Retirement Fund
McAllen Firemen's Relief &
Retirement Fund
Port Arthur Firemen's Relief &
Retirement Fund
Longview Firemen's Relief &
Retirement Fund
Galveston Firefighter's Relief &
Retirement Fund
Temple Firemen's Relief &
Retirement Fund
Killeen Firemen's Relief &
Retirement Fund
Harlingen Firemen's Relief &
Retirement Fund
Texarkana Firemen's Relief &
Retirement Fund

GF Expend

EOY GF Bal

UAAL

Expected
Employer
Contributions

Abilene

$83,561,890

$24,912,196

$43,412,430

$2,642,987

$2,703,398

$60,411

2.23%

0.07%

Wichita Falls

$73,605,525

$14,329,468

$29,905,176

$1,353,554

$1,735,933

$382,379

22.03%

0.52%

Odessa

$79,627,501

$48,378,438

$60,600,337

$2,373,699

$2,987,300

$613,601

20.54%

0.77%

McAllen

$106,200,111

$46,387,548

$21,571,433

$1,497,603

$1,668,099

$170,496

10.22%

0.16%

Port Arthur*

$58,765,367

$67,804,846

$12,792,922

$1,103,170

$1,103,170

$-

0.00%

0.00%

Longview

$60,227,994

$15,557,734

$48,800,857

$2,360,600

$2,815,904

$455,305

16.17%

0.76%

Galveston

$48,539,395

$17,786,895

$20,353,268

$2,849,458

$4,475,684

$1,626,226

36.33%

3.35%

Temple

$68,789,608

$28,482,112

$14,003,032

$1,293,576

$1,355,539

$61,963

4.57%

0.09%

Killeen

$76,816,134

$20,151,484

$16,234,675

$1,843,473

$1,921,466

$77,993

4.06%

0.10%

Harlingen

$40,931,266

$18,512,353

$16,040,541

$966,349

$1,179,590

$213,241

18.08%

0.52%

Texarkana

$32,041,046

$14,114,855

$4,786,718

$784,848

$784,848

$-

0.00%

0.00%

Sponsor

ADC

30-yr
Shortfall

30-Y SF %
of ADC

30-Y SF %
of GFE

* 2017 sponsor data was unavailable for Port Arthur at the time of this review. Data in this table for Port Arthur is from 12/31/2016.
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Peer Group Expense Comparison
Peer Group Plans
Abilene Firemen's Relief &
Retirement Fund
Wichita Falls Firemen's Relief &
Retirement Fund
Odessa Firemen's Relief &
Retirement Fund
McAllen Firemen's Relief &
Retirement Fund
Port Arthur Firemen's Relief &
Retirement Fund
Longview Firemen's Relief &
Retirement Fund
Galveston Firefighter's Relief &
Retirement Fund
Temple Firemen's Relief &
Retirement Fund
Killeen Firemen's Relief &
Retirement Fund
Harlingen Firemen's Relief &
Retirement Fund
Texarkana Firemen's Relief &
Retirement Fund

10 yr.
return
(Net)

Active/
Annuitants

Average
Benefit

NPL

Admin
Expenses

Investment
Expenses

Other
Expenses

Total
Expenses

Exp as %
of Assets

4.40%

0.94

$36,556

$50,512,956

$29,699

$194,616

$-

$224,315

0.39%

5.18%

1.15

$29,292

$46,175,637

$115,843

$227,282

$-

$343,125

0.73%

2.58%

0.91

$52,055

$92,884,709

$204,605

$218,069

$-

$422,674

0.92%

4.17%

1.62

$37,994

$27,828,153

$56,906

$296,057

$-

$352,963

0.79%

5.15%

1.30

$54,098

$15,326,469

$36,358

$45,688

$-

$82,046

0.19%

3.22%

1.24

$41,493

$55,681,251

$116,238

$225,267

$-

$341,505

0.83%

3.74%

1.35

$35,879

$25,178,930

$103,459

$162,606

$-

$266,065

0.66%

4.17%

1.39

$40,920

$16,001,777

$101,321

$69,570

$-

$170,891

0.40%

4.01%

3.67

$30,021

$21,110,703

$94,483

$50,299

$-

$144,782

0.41%

5.06%

1.43

$25,706

$38,003,230

$24,755

$143,491

$-

$168,246

0.59%

5.27%

1.15

$30,731

$7,275,575

$85,879

$181,904

$-

$267,783

0.84%
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Comments from Longview Firemen’s Relief and Retirement Fund
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September 6, 2018

Pension Review Board
RE: 2018 Intensive Actuarial Review

Kolby Beckham
Chairman
Cell (903) 738-7545
Station #3 (903) 291-5203

On August 30th 2018 the Longview Firemen’s Relief & Retirement Fund received the draft
copy of your Intensive Actuarial Review. Please see our formal response below.
First off it was a disappointment to see that the PRB report chose to exclude the 2017 Plan
information on the first page. Instead, the PRB chose to use the information that better fit the
negative narrative of this report. It was included throughout this report, so updating that page
would have been easily accomplished.

kbeckham@longviewtexas.gov

What updating those numbers would have done to the bullet points on page 1;
● 40.2 amortization period would have changed the
amount from third highest among its peers to 6th out of the group of ten.
● 255.6 UAAL would have taken us from second
highest in the peer group to 5th out of the group of
10.
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There is an implication of some sort of fraud or deception from our last Actuarial Assumption
review. All assumptions were discussed and some aspects of them were put on the table for
changing over the next several years. Our discussion was to work towards a 7.75% Assumed Rate
of Return. If you looked at at some of the areas we could have made changes that were well
justified, we chose to take the more conservative route. Specifically at the advice of our Actuary,
we chose to keep our Payroll growth assumption at 3%, despite actual experience for the 5 year
period being
4.32% and 5.1% over the last 14 years.
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There is a comment that our poor returns were primarily from “illiquid alternative investments,
primarily private equity”. I am not sure what the basis of this information is, but it is incorrect.
We have a diverse assortment of alternatives with none of them being in direct private equity. We
have exposure to distressed debt, Capital Ventures, etc. these funds were not underperforming
their benchmarks, but rather in their drawdown period (see page 5of the attached document). The
nature of these investments is to have the majority of returns back loaded in the 7-10 years
horizon. It is not reasonable to calculate the final ROI at this time. We have reached the positive
slope of the J curve on our alternative funds, and have started to receive distributions on a more
regular basis (see page 4 of the attached document). I am not sure why the PRB would think we
would sell these investments in some secondary market for a loss to lower our allocation. Our
plan is to lower that allocation to 10% as they mature. Moreover, we replaced our investment
consultant. This, along with the positive impact of the alternative returns, has made a drastic
improvement in our fund’s performance. You can see on Page 1-2 of the attached document the
fund’s investment returns vs the peer group. The investment changes have brought us from the
98th percentile 7 years ago, to the 1st percentile YTD.

Longview Fire Relief & Retirement Fund
411 N. Fredonia Suite 110, Longview, Texas 75601
www.longviewfirepension.com
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I am proud of the hard work of both the City and Members to make many changes to strengthen
the fund. There has been an improvement from an amortization of infinity to 40.2 years. The next
increase of contributions in October 2018 along with the gradual effect of the new Tier 2 plan will
continue to have a positive impact on the plan.
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There is a reference that TLFFRA somehow excludes the city from participating in the benefit
modifications of the fund. Since 1938 TLFFRA has always placed all stakeholders at the table
of the decisions. Boards are comprised of 3 Active members, 2 City personnel and 2 Citizen
board members (taxpayers). The report eludes that the firefighters can somehow make changes
without the key stakeholders’ approval. That assertion is neither factual nor conceptually sound.
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As explained in the conference call last month. The previous Investment Policy Statement (IPS)
that was replaced with a much more simplified IPS was a unanimous decision of the board. We
found that the previous version that is listed as “Preferred” led to a constant update issue. When
you change your IPS every time you change an allocation, you end up with the cart leading the
horse. The IPS should drive the investment decisions not vice versa. That is why we changed to
a more manageable IPS.
Sincerely,

Kolby Beckham
Chairman

Longview Fire Relief & Retirement Fund
411 N. Fredonia Suite 110, Longview, Texas 75601
www.longviewfirepension.com
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Pension Review Board
September 13, 2018
Summary of July 3, 2018 Actuarial Audit of Galveston Employees’ Retirement Plan for Police
The City of Galveston requested an actuarial audit of the January 1, 2018 actuarial valuation of the
Galveston Employees’ Retirement Plan for Police. The following are the key findings from the actuarial
audit:


All of the assumptions in the 2018 AV were determined to be reasonable; however, the audit
recommended that the plan and its actuary consider changing the assumed salary increases and
payroll growth assumption for future valuations. The recommendation was to lower the salary
assumption from 4% to 3%, and the payroll growth assumption from 3.5% to 3%.



The audit discussed the 23.26% city contribution rate projected in the 2018 valuation based on the
funding policy laid out in the state law (contribute the assumed interest on the UAAL plus an
amount to pay for administrative expenses). However, the audit questioned the 12% minimum
contribution rate assumed in the valuation, and stated that without the 12% minimum, the
projected amortization period would increase from 31.4 years to more than 40 years.



According to the audit, the statutory funding policy is not an appropriate funding policy because:
o

o



The audit made two suggestions for plan benefit changes:
o

o


It isn’t expected to pay off the UAAL in an acceptable period of time (calculated as 45.7 years in
the revised 2017 AV and would have been well over 40 years in the 2018 AV if not for the 12%
minimum contribution requirement), making the plan subject to developing a new FSRP and not
falling within PRB guidelines of 30 years (10-25 target).
The starting contribution rate is stated to be unreasonable and impractical from a city budget
standpoint. The city had already budgeted 12.83% for 2018, but the actuarial valuation expects
the city to begin contributing 23.26% in 2018.

Currently the benefit is determined by the average monthly base pay during the last 60
consecutive calendar months of employment but is limited to a maximum of 30 years of service.
Removing the 30-year cap could be a potential incentive to work beyond 30 years.
Increasing the minimum retirement eligibility from age 50 with 20 years of service to age 55
with 20 years of service. Early retirement age would change from 45 to 50.

The following table shows proposed alternate funding policies recommended in the audit:
Alternative Funding Policies for the Police Plan
City Contribution Rate
Plan Year
Set A
Set B
Set C
Set D
2018
14.83%
14.83%
14.83%
14.83%
2019
14.83%
16.00%
16.00%
16.00%
2020
14.83%
16.00%
16.83%
17.00%
After 2020
14.83%
16.00%
16.83%
17.00%
UAAL Pay Off Period with
Retirement Eligibility Provisions
Age 50/20 yrs
35.8 years
30.9 years 28.5 years 28.0 years
Age 55/20 yrs
30.0 years
26.5 years 24.7 years 24.3 years
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The City of Galveston
Employees’ Retirement Plan
for Police

ACTUARIAL AUDIT AND ANALYSIS
JULY 3, 2018

Rudd and Wisdom, Inc.
CONSULTING ACTUARIES
Mitchell L. Bilbe, F.S.A.
Evan L. Dial, F.S.A.
Philip S. Dial, F.S.A.
Philip J. Ellis, A.S.A.
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Brandon L. Fuller, F.S.A.

Shannon R. Hatfield, A.S.A.
Christopher S. Johnson, F.S.A.
Oliver B. Kiel, F.S.A.
Dustin J. Kim, A.S.A.
Edward A. Mire, F.S.A.
Rebecca B. Morris, A.S.A.
Amanda L. Murphy, F.S.A.
Michael J. Muth, F.S.A.

Khiem Ngo, F.S.A., A.C.A.S.
Elizabeth A. O’Brien, F.S.A.
Timothy B. Seifert, A.S.A.
Chelsea E. Stewart, A.S.A.
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David G. Wilkes, F.S.A.

July 3, 2018

Via E-Mail: DBuckley@GalvestonTX.Gov
Mr. Dan Buckley
Deputy City Manager
City of Galveston
823 Rosenberg
Galveston, Texas 77553
Re:

Actuarial Audit and Analysis of the
Police Plan

Dear Mr. Buckley:
In accordance with our engagement for actuarial services for the City of Galveston to provide an
independent actuarial valuation of The City of Galveston Employees’ Retirement Plan for Police
(the Police Plan) as of January 1, 2018 and to assist the city as it considers different ways for the
Police Plan’s Board of Trustees and the city to work together to improve the city’s funding policy
for the Police Plan, we have prepared this report.
Our independent actuarial valuation of the Police Plan as of January 1, 2018 is similar to an
actuarial audit in which we have attempted to replicate the actuarial valuation of the Police Plan’s
retained actuarial firm, Retirement Horizons, Inc. (RHI). When we refer to RHI, we are referring
collectively to the actuaries who provided the actuarial services. Even though we used the same
census data, asset information, assumptions, cost method, and plan of benefits as RHI, we did not
expect the results of all of our calculations to exactly replicate those of RHI because the actuarial
valuation systems of different actuarial firms contain certain differences in some of the details of
calculation methodology. However, we expected their results to be reasonably close to our results
in the aggregate. Our independent actuarial valuation included a review of the actuarial
assumptions and methods used by RHI.

9500 Arboretum Blvd., Suite 200
Austin, Texas 78759

www.ruddwisdom.com

Phone: (512) 346-1590
Fax: (512) 345-7437

Mr. Dan Buckley
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July 3, 2018

The additional actuarial services for this engagement requested by the city include the study of the
effects of alternative potential funding policies and of potential changes in the plan provisions.
We have been engaged to be an objective resource to the city as it works with the Police Plan’s
Board of Trustees to develop a pragmatic, reasonable and acceptable funding policy for the city
for the Police Plan.
Thank you for the opportunity to serve the city through this actuarial audit. We are members of
the American Academy of Actuaries who meet the Qualification Standards of the American
Academy of Actuaries to render the actuarial opinions contained herein.
Sincerely,

Mark R. Fenlaw, F.S.A.

Rebecca B. Morris, A.S.A.
MRF/RBM:nlg
cc:

Mr. Brian Maxwell, City Manager
Mr. Mike Loftin, Assistant City Manager
Mr. Kent Etienne, Executive Director of Human Resources and Civil Service

I:\CLIENTS\galvpolice\2018\audit.docx

THE CITY OF GALVESTON EMPLOYEES’
RETIREMENT PLAN FOR POLICE

ACTUARIAL AUDIT OF ACTUARIAL
VALUATION AS OF JANUARY 1, 2018
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RETIREMENT PLAN FOR POLICE

ACTUARIAL AUDIT OF ACTUARIAL
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I. Executive Summary
Scope of the Actuarial Review
The scope of the project you engaged us to complete, described as a replication actuarial
audit, includes analyzing the recent actuarial services provided for the Police Plan by RHI.
Our audit has included the following items:
• A test of the results of the actuarial valuation as of January 1, 2018 with a full
replication of the valuation in the aggregate
• Appropriateness of the actuarial cost method used to calculate the normal cost and
actuarial accrued liability
• Appropriateness of the method used to develop the actuarial value of assets
• Appropriateness under actuarial standards of practice of the assumptions used in the
actuarial valuation, looking at them for reasonableness individually, consistency
with other assumptions, and appropriateness of application
• The reasonableness of the calculation of the amortization period for the unfunded
actuarial accrued liability

Statement of Key Findings
Even though our review of the two most recent actuarial valuations by RHI was detailed in
many respects, we have focused our attention on the findings that may be of most interest
to you.
1. Overall, given the aggregate results, we believe that RHI accurately reflected plan
provisions and actuarial assumptions in the January 1, 2018 actuarial valuation.
2. The January 1, 2018 actuarial valuation by RHI is a reasonable basis for studying
alternative potential funding policies and potential changes in the plan provisions.
3. The determination of the amortization period for the unfunded actuarial accrued
liability was changed from the revised January 1, 2017 actuarial valuation report to
the January 1, 2018 report by assuming a minimum city contribution rate of 12%.
The January 1, 2018 report did not include any elaboration on why the 12%
minimum was used. The amortization method used reflects the funding policy per
the state law governing the Police Plan. However, a minimum city contribution is
RUDD AND WISDOM, INC.
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not referenced in the state law. Without the 12% minimum, the UAAL amortization
period would have been over 40 years.
4. The assumed salary increases and the payroll growth assumption should be
reviewed by RHI, and they should consider changing them before the next actuarial
valuation.
Recommendations for Discussion with the Police Board of Trustees
1.

A new funding policy acceptable to both the Police Board of Trustees and the city
should be developed because the funding policy in the state law governing the Police
Plan violates the key goals of an appropriate funding policy.

2.

Ways to encourage a somewhat longer career as a police officer with the city with
potential changes in the Police Plan provisions should be explored.

3.

In order to develop a package of changes that would be a collaborative effort, the
changes in funding policy and plan provisions should include some give and take by
both the city and the Police Board of Trustees.

RUDD AND WISDOM, INC.
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II. Actuarial Methods

We reviewed the actuarial cost method and the actuarial asset valuation method used by
RHI in the two actuarial valuations we reviewed. We also reviewed the method of
determining the amortization period for the unfunded actuarial accrued liability (UAAL).

Actuarial Cost Method
The actuarial cost method used by RHI is the entry age actuarial cost method. It is the most
common method used by public employee retirement systems in the United States. It has
the advantage of more stability from year to year in the normal cost contribution rate than
with any other acceptable actuarial cost method. We believe that the entry age actuarial
cost method is reasonable, acceptable, and appropriate for the Police Plan.
There are several variations in the details of calculating the normal cost contribution rate
with the entry age actuarial cost method. RHI uses a variation in which the normal cost
contribution rate is the present value of future normal costs divided by the present value of
future compensation, both present values as of the actuarial valuation date for all active
participants. The more traditional approach is to determine the dollar amount of normal
cost for the year following the valuation date for each active participant, sum those
amounts, and divide that sum by the sum of their compensation for the year following the
valuation date. The normal cost contribution rates of the two different methods are usually
somewhat different, the amount of which depends upon the age and service and
compensation characteristics of the actives.
We prefer the more traditional individual normal cost approach. However, we have used
RHI’s approach in our attempt at replicating the results of their actuarial valuation as of
January 1, 2018.

Actuarial Asset Valuation Method
The method used to determine the actuarial value of assets in each of the valuations is a
smoothing method that spreads annual asset gains and losses over five years. An annual
gain or loss is measured as the difference between actual net investment income and
expected net investment income based upon the assumed investment return rate in that
year. The smoothed actuarial value of assets is restricted to a range of 90% to 110% of the
market value of assets. Even though we use the same five-year smoothing method for all
of our public plan clients, we more typically use a corridor of 80% to 120% for government
employee plans. However, we do also sometimes use a corridor of 90% to 110% for a
RUDD AND WISDOM, INC.
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number of our clients. The corridor rarely comes into play. A five-year smoothing
method is used by many public employee retirement systems, and we believe it is
appropriate for the Police Plan. We found that the method used for determining the
actuarial value of assets is reasonable and consistent with ASOP No. 44.

Amortization Period Determination Method
There are two common ways in which the UAAL is to be amortized or paid off. Some
plans preselect an amortization period (e.g., a closed period of 25 years) and an
amortization method (e.g., with a level percentage of total payroll). In that case the
employer’s contribution rate is actuarially determined. This is the amortization approach
used for the plans in the Texas Municipal Retirement System.
The other common method is for the employer’s contribution rate to be preselected or
predetermined. In that case the actuary often assumes the rate will be level or fixed until
the UAAL is paid off. Sometimes the employer may have agreed to phasing into an
ultimate rate. In that case the actuary will assume that the employer’s future contribution
rates will follow the agreed upon pattern and then be fixed at the ultimate rate until the
UAAL is paid off. With this method of funding a plan, the actuary determines how many
years it will take to pay off the UAAL with the total contributions remaining each year
after paying the normal cost for that year. For most public pension plans, the actuary
projects that the total payroll will grow at an assumed rate each year. This is the
amortization approach used for the majority of the public pension plans in Texas.
In their revised January 1, 2017 actuarial valuation (dated November 7, 2017), RHI had a
table on page 26 that showed the actuarial determination of the expected 45.7 year
amortization period. They assumed the city would contribute 12.83% of payroll in 2017
and 23.26% in 2018. This reflects the one-year lag mentioned on page 10. RHI followed
the funding policy in the state law governing the Police Plan in which the city is to
contribute the assumed interest on the UAAL plus an amount to pay for administrative
expenses. The dollar amounts for 2017 were converted to 23.26% and assumed to be
contributed in 2018.
We reviewed the table on page 26, and it appears to project the UAAL each year assuming
that the city would contribute the percentage of payroll determined according to the funding
policy and assuming contributions were made uniformly throughout each year, with the
payroll assumed to increase 3.5% each year. The city’s contribution rate declined each
year until the UAAL was paid off in the 46th year. After that year, the city contribution
rate was 0.95%, the rate determined by RHI necessary to pay administrative expenses. The
determination of the expected amortization period of 45.7 years in the January 1,
2017 actuarial valuation appears to be correct.
RUDD AND WISDOM, INC.
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RHI had a comparable table in their January 1, 2018 actuarial valuation report on page 24.
They determined the city contribution rate for 2019 based on this actuarial valuation would
be 22.26% of payroll. Their projection of the UAAL each year began with the assumption
that the city is contributing 23.26% in 2018, the contribution rate determined in their
revised January 1, 2017 actuarial valuation report. The city’s contribution rate for the next
plan year was determined each year as the interest on the UAAL plus 0.95% for
administrative expenses, the same approach as used in the prior valuation report, for the
first 15 years. Then RHI stopped following the funding policy in the state law and
assumed the city’s contribution rate would be 12% each year.
Even though RHI disclosed on page 10 of their report that they used a minimum city
contribution rate of 12% in determining the expected UAAL amortization period of 31.4
years, they did not explain why they did that in their January 1, 2018 report but not in their
revised January 1, 2017 report. Without that change to assume a minimum city
contribution rate of 12%, the UAAL amortization period as of January 1, 2018 would
have been well over 40 years.

RUDD AND WISDOM, INC.
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III. Actuarial Assumptions
Review Process
We reviewed RHI’s discussion of key actuarial assumptions on pages 16-20 of their revised
January 1, 2017 actuarial valuation report. We also reviewed the summary description of
the actuarial assumptions in the report of the January 1, 2018 actuarial valuation on pages
34-36.
Actuaries have different opinions and different preferences for setting, reviewing, and
adjusting actuarial assumptions, which generally have a range of reasonable alternatives.
Actuarial standards of practice for setting, reviewing, and adjusting actuarial assumptions
provide guidance to actuaries about the process and considerations, not about the actual
assumptions themselves. The two actuarial standards of practice (ASOP) for selecting
actuarial assumptions, ASOP Nos. 27 and 35, first became effective in 1997 and 2001,
respectively, and have been amended in recent years. One of the principles included in
both of these ASOPs is that for each valuation the actuary should consider whether the
selected assumptions continue to be reasonable. The actuary is not required to do a
thorough review of each assumption for each valuation, but a review of all of the
assumptions for reasonableness should be a part of each valuation. (See Sec. 3.12 of ASOP
No. 27 and Sec. 3.9 of ASOP No. 35.)

Findings
The summary of our review of the actuarial assumptions used in the January 1, 2018
actuarial valuation is that, in our opinion, all of the assumptions are reasonable in the
aggregate. However, RHI should review and consider changing the assumed salary
increases and payroll growth assumption before the next actuarial valuation.

Compensation-Related Assumptions
The compensation increase assumption for projecting future benefits for each active
consists of annual promotional and longevity increases for the first 15 years of service and
an underlying annual general wage increase for all years of service. The annual general
wage increase component is referred to as wage inflation by RHI and was 4% both in their
January 1, 2017 and January 1, 2018 reports. That component is commonly understood by
actuaries to consist of price inflation and wage inflation in excess of price inflation, even
though RHI has not described it that way. Sometimes the wage inflation in excess of price
inflation is referred to as a productivity increase.
RUDD AND WISDOM, INC.
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RHI did not disclose their price inflation assumption in their assumptions and methods
section (Section 4.4) of their two reports we reviewed. However, they did disclose their
price inflation assumption in their GASB 67 section as 3% in their January 1, 2017 report
(page 30) and as 2.5% in their January 1, 2018 report (page 28). So effectively, by leaving
their wage inflation assumption at 4%, the assumed productivity increase was increased
from 1% to 1.5%. Compared to what other actuaries are assuming for productivity
increases, 1.5% is relatively high, although not outside of a range of reasonableness.
The table below makes the comparison for other public plans in Texas for police.
Comparison of Compensation-Related Assumptions
For Police in Texas Public Employee Pension Plans
Covered Employees
(Retirement System
Name)

Compensation-Related Assumption
Individual Salary Increases
Aggregate
Payroll
General
Price
Productivity
Increase
Wage
Inflation
(1) – (2)
(1)
(2)
(3)
(4)
2.75%

Actuarial
Firm
(5)

Houston Police Officers

2.75%

2.75%

0.00%

GRS

Fort Worth Police
Officers

2.75

2.75

0.00

3.00

Segal

Dallas Police and Fire

3.00

2.75

0.25

2.75

Segal

San Antonio Fire and
Police

3.75

3.00

0.75

3.50

Segal

Austin Police

3.25

3.00

0.25

4.00

Foster

El Paso Police

4.00

3.00

1.00

3.00

Buck

Galveston Police

4.00

2.50

1.50

3.50

RHI

Other City Police (TMRS)

3.00

2.50

0.50

3.00

GRS

It is certainly not unusual for there to be relatively short periods in which police officers
might receive general wage increases that exceed price inflation by 1.5% or more. Even
nationally there have been periods like that. From the 2016 OASDI Trustees Report, the
following table shows information which is comparable to what we are calling productivity
increases in wages. This table was from page 107 of the 2016 OASDI report.

RUDD AND WISDOM, INC.
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Five-Year Period
1960-1965
1965-1970
1970-1975
1975-1980
1980-1985
1985-1990
1990-1995
1995-2000
2000-2005
2005-2010

Real-Wage Differential*
1.98%
1.61
-0.22
-0.04
1.30
0.94
0.51
2.89
0.22
0.22

* Average of the single year percentage change in the average annual wage in covered
employment less the annual percentage change in the Consumer Price Index.

We reviewed the annual base pay for each classification for the last eleven years to see if
that history indicated support for an assumed productivity increase of 1.5% per year above
inflation. The table below summarizes our review. The two columns on the right are the
effective productivity increases over the last ten and six years, respectively.

Classification
Police Cadet
Police Officer I
Police Officer II
Police Officer III
Police Officer IV
Police Officer V
Sr. Police Officer
Sergeant
Sergeant II
Lieutenant

Total
Average Annual Increase
From 2007
From 2011
to 2017
to 2017
2.4%
4.0%
1.9
2.1
1.6
1.7
1.7
1.9
1.9
2.2
2.1
2.5
2.0
2.4
2.1
2.5
2.2
2.7
2.0
2.4

Average Annual Increase
In Excess of Inflation
From 2007
From 2011
to 2017
to 2017
0.6%
2.4%
0.1
0.5
-0.2
0.1
-0.1
0.3
0.1
0.6
0.3
0.9
0.2
0.8
0.3
0.9
0.4
1.1
0.2
0.8

It is possible that the economic effects of Hurricane Ike in 2008 held down the city’s ability
to afford higher pay. However, there was a reduction in force, as shown on page 15 of both
reports, that was probably the main way that the city dealt with the decline in tax revenue.
So recent history in the Galveston Police pay schedules suggests that an assumed
productivity increase of 1.5% is too high, and its use causes the projected retirement
benefits to be somewhat overstated.
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RETIREMENT PLAN FOR POLICE

ACTUARIAL AUDIT OF ACTUARIAL
VALUATION AS OF JANUARY 1, 2018

Even though RHI has not described the two components of their wage inflation assumption
of 4% in Section 4.4 that summarizes their actuarial assumptions, they did refer to the two
components, effectively, in their 2017 report (page 19) in giving the rationale for the
change in the payroll growth assumption from 4% to 3.5% for the January 1, 2017 actuarial
valuation, “This change is consistent with a long-term inflation assumption of 3.0% plus
0.5% real growth in wages.”
We recommend that RHI review and consider changing their wage inflation
assumption to 3% to be consistent with their 2.5% long-term price inflation
assumption plus an assumed 0.5% for productivity (or real growth in wages). In
addition, we recommend that RHI review and consider changing their payroll growth
assumption to 3% to be consistent with their wage inflation assumption.
RHI’s promotional and longevity increases for the first 15 years of service reflect the
average annual effect of those kinds of increases with annual rates of 3% over the first five
years of service, 2% over the second five years, and 1% over the third five years. We
reviewed the pattern of average annual base pay by years of service for the first 19 years
as of January 1, 2018. Using the average annual pay of two consecutive years (mainly to
dampen the effect of the 28% increase from Cadet pay to Officer I pay), we determined the
average annual increase over the five years separating the two-year average annual pays.
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Pattern of Average Annual Base Pay by Service
as of January 1, 2018

1
2

Near Years
of Service

Number of
Actives

Average
Annual Pay

0
1
2
3
4

18
24
81
9
4

$39,249
50,240
55,007 1
54,848
57,091

5
6
7
8
9

10
10
4
1
1

57,398
62,104
63,571
73,807
67,726

10
11
12
13
14

3
10
7
5
7

66,993
73,212
71,503
73,686
71,762

15
16
17
18
19

10
4
5
2
2

73,657
72,816
77,703
70,745
72,816

Years
Included

Average
Annual Pay2

Five-Year Average
Annual Increase

0, 1

$44,745

5, 6

$59,751

6.0%

10, 11

$70,103

3.2%

15, 16

$73,237

0.9%

Excludes the police chief to remove distortion of the pattern
Simple average of the two average annual pays included

Based on our review, it appears that RHI’s assumed average annual promotion and
longevity increases of 3% for the first five years of service and 2% for the second five
years are somewhat too low and cause the projected retirement benefits to be
understated. We recommend that RHI review and consider changing their assumed
average annual promotion and longevity increases for the first ten years of service to
better fit the pattern above reflecting the current schedule of base pay and the
combination of the various classifications of the active participants by year of service.
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IV. Actuarial Valuation as of January 1, 2018
Based on our replication of the January 1, 2018 actuarial valuation, we believe the plan
provisions and actuarial assumptions were accurately reflected by RHI in that actuarial
valuation. Recognizing that variations in results can occur as a result of differences in
detailed methodologies within the valuation software systems used by different actuarial
consulting firms, we were able to match results within acceptable ranges for the aggregate
results shown in the table below, except for one item. Ideally as part of our audit, we would
have liked to review and compare individual test case samples for active participants
included in the valuation in order to discover why we were not closer to the present value
of future normal cost. However, because of the desire for a completion of our review by
all interested parties, we are comfortable with our overall conclusion. The most important
area for agreement, the present value of future benefits, has a very close match.
Item Being Compared

Dollar Amounts
R&W
RHI

R&W ÷ RHI

Present Value of Future Benefits
Active members
Vested terminated members
Pensioners
Total

$ 28,978,461
482,550
37,052,748
$ 66,513,759

$ 29,069,491
473,644
37,240,142
$ 66,783,277

99.7%
101.9
99.5
99.6%

Actuarial Accrued Liability
Active members
Vested terminated members
Pensioners
Total

$ 16,203,020
482,550
37,052,748
$ 53,738,318

$ 15,137,051
473,644
37,240,142
$ 52,850,837

107.0%
101.9
99.5
101.7%

Present Value of Future Normal Cost

$ 12,775,441

$ 13,932,440

91.7%

Present Value of Future Compensation

$ 125,156,796

$ 125,475,790

99.7%

Unfunded Actuarial Accrued Liability

$ 32,946,592

$ 32,059,111

102.8%

Annualized Payroll

$ 11,292,134

$ 11,283,866

100.1%

Overall, given the aggregate results, we believe that RHI accurately reflected plan
provisions and actuarial assumptions in the January 1, 2018 actuarial valuation.
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V. Alternative Funding Policies
The funding policy in the state law governing the Police Plan is for the city to contribute
the assumed interest on the UAAL plus an amount to pay for administrative expenses. (If
the normal cost contribution rate ever exceeds the active participant contribution rate, then
the city would also contribute the difference to cover the normal cost contribution.)
On page 10 of RHI’s report of the actuarial valuation as of January 1, 2018, they explain
that under the statutory funding policy, the city’s contribution rate as a percent of payroll
is projected to decrease over time. There is a table on that page showing the projected rate
going from 23.26% in 2018 to 12.25% in 2033. That page includes this sentence, “This
differs from most other Texas Funds that either have a fixed City contribution rate or a
fixed amortization period for the UAAL.” In either of the two typical scenarios cited, the
sponsoring employer has the expectation of a fairly level contribution as a percentage of
pay until the UAAL is paid off.
The statutory funding policy is an inappropriate funding policy for two reasons. First, it
isn’t expected to pay off the UAAL in an acceptable period of time. The actuarially
determined amortization period following that policy was 45.7 years in the revised 2017
report and would have been longer than that in their 2018 report if RHI had followed the
statutory policy without the 12% minimum. That result would have made the Police Plan
subject to developing a new Funding Soundness Restoration Plan according to Section
802.2015 of the Texas Government Code. In addition, the PRB Pension Funding
Guidelines were revised in 2017 to say that the amortization period should not exceed 30
years with 10 to 25 years being a more preferable target range.
The second reason that the statutory funding policy is inappropriate is because with its
declining pattern of contribution rates, starting at an unrealistic rate, it is unreasonable and
impractical from a city budget standpoint. Most public plan sponsors expect a fairly level
contribution rate over future years. In addition, the Police Plan Board of Trustees is now
saying that the statutory funding policy is to be followed when both they and the city had
not considered using that policy in the past. The board endorsed this policy at their
November 2017 board meeting, knowing that the city had already budgeted a contribution
rate of 12.83% for 2018, but expecting that the city should suddenly begin contributing
23.26% for 2018.
Based on the results and assumptions in RHI’s report of the actuarial valuation as of
January 1, 2018, we have developed some alternative funding policies. Three of the four
alternatives on the next page would result in a lower UAAL pay off period than the 31.4
years that RHI determined in their January 1, 2018 report following the statutory policy
with a 12% minimum contribution rate added to the statutory policy. The UAAL pay off
periods in the “age 50/20 yrs” line give preliminary ideas for developing a new funding
policy for the Police Plan, before considering any changes in plan provisions.
RUDD AND WISDOM, INC.
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Alternative Funding Policies for the Police Plan
City Contribution Rate
Set B
Set C

Plan Year

Set A

Set D

2018
2019
2020
After 2020

14.83%
14.83
14.83
14.83

14.83%
16.00
16.00
16.00

14.83%
16.00
16.83
16.83

14.83%
16.00
17.00
17.00

35.8 years
30.0 years

30.9 years
26.5 years

28.5 years
24.7 years

28.0 years
24.3 years

UAAL Pay Off Period with
Retirement Eligibility
Provisions

• Age 50/20 yrs
• Age 55/20 yrs
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VI. Potential Plan Provision Changes
In conjunction with developing a new funding policy, the city has a desire to encourage
police to work a somewhat longer career in order to enhance the overall experience of the
police department. One area for review would be the benefit formula. Another area would
be the retirement eligibility provisions.
• An example of a change in the benefit formula which might encourage some police to
work a few more years would be to remove the cap on service currently in the formula.
The benefit is determined by the average monthly base pay during the last 60
consecutive calendar months of employment and by the years of service, but limited to
30 years. Removing the 30-year cap on service could be an incentive to keep working
beyond 30 years, especially for those hired at relatively young ages.
• Another potential plan provision that could be changed would be the retirement
eligibility provisions from the current requirements of at least age 50 with at least 20
years of service to age 55 with 20 years of service. If they were to terminate with 20 or
more years before age 55, then they would be eligible for an unreduced benefit
commencing at age 55. The current provisions allowing for reduced benefits at ages
45 to 49 would be changed to allow for reduced benefits at ages 50 to 54.
The change in the retirement eligibility provisions to add five years of age to the
requirements, if made effective for those under age 50 as of January 1, 2018, would reduce
the UAAL pay off period as shown in the bottom line of the table on page 16. The higher
the UAAL pay off period with the current age 50/20 years retirement eligibility, the greater
the reduction with the change to age 55/20 years retirement eligibility. The retirement rates
were changed only to use no rates at ages 45 to 49.
If both of the changes were implemented, together they would reduce the UAAL pay off
period by about half as much with the change to age 55/20 years retirement eligibility. For
example, with Set D the UAAL pay off period will be 26.0 years with both of the potential
changes.
These pay off periods were determined using RHI’s actuarial valuation as the base, while
changes in the normal cost and in the UAAL were from studies of the changes we made
with our replication valuation results. RHI would be responsible for the actual
calculations of the effect of the changes in funding policy and in plan provisions.
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NEW PLAN PROPOSAL
Galveston Municipal Retirement Plan for Police
Abstract

A proposal to ease the financial burden to the City,
share responsibility, and incentivize member
retention.

Chairman Geoffrey Gainer

ggainer@galvestontx.gov
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Note from Chairman Geoff Gainer:
This proposal attempts to satisfy the most important points of interest from the City, Plan, and
Member perspectives. These points of interest have been identified over the course of many meetings,
negotiations, and individual discussions with City administration and government over the last year.
There can be a solution that satisfies the goals of the City, Plan, and Members. However, this solution
will require amending our current statute. The Plan is individually governed by state statue, which
cannot reasonably be amended without the City and Plan jointly submitting one agreed upon amendment
to the upcoming State Legislature. Independent legislative proposals will be looked upon unfavorably by
the legislature and further preclude meaningful action.
Briefly, these are the biggest issues facing the parties of interest in the Plan:
City’s interest in Plan changes

1. Create a contribution structure that is more representative of the Pension Review Board’s (PRB)
recommendations.
a. Funding that satisfies a 30-year amortization rate, meaning funding that pays the current
unfunded liability in 30 years.
b. Contributions that are actuarially determined, meaning an actuary would decide the
necessary contribution to satisfy the Plan’s financial soundness.
c. A closed loop structure progressing the Plan, and not consistently readjusting to 30 years
amortization.
2. Share the unfunded liability between the City and the Members of the Plan.
3. Increase City representation in regard to changes to Plan benefits that would increase the City’s
contribution.
4. Ease the fiscal responsibility to the City for the statutory municipal contribution rate of 23.26%
of payroll that is currently faced by the City.
Board’s interest in Plan changes
1. Motivate the City administration to abide by the state law governing the Plan and eliminate the
need for costly litigation against the City.
2. Fund the Plan adequately and be within PRB guidelines.
3. Stop Members from paying more than their retirement benefit is worth.
4. Create clear rules that eliminate the need to argue responsibility and liability over the course of
the Plan’s dynamic life.
Members Interest in Plan Changes
1. Changes that recognize the sacrifices made by the officers over the past 10 years.
a. Reduction in retirement benefits by nearly 30%.
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b. Reduction in pay.
c. Reduction in manpower.
d. Benefits consistently below market in salary, retirement, and incentives.
2. Recognition by the City of its liability, not only to the Plan under state law, but to the Members
as public servants of the city.
3. Member contributions at a rate that is reflective of the benefit Members will receive, and a
commitment to work towards improving benefits in the future.
Through careful thoughtfulness to all sides of this issue, and creative contribution measures, this
proposal will do the following:
•

Reduce overall current aggregate annual City and Member contributions to the Plan from
35.26%to 26.76%

•

Immediately save the City 1.86 million dollars in forgiven contributions under the current statute
and continue saving the City for the next 6 years based on current actuarial assumptions.

•

Bring the Plan immediately within PRB compliance based on a recommended 30-year closed
amortization schedule.

•

Stop Members from contributing more to the Plan than their benefit is worth.

•

Share financial responsibility for the Plan between the Member and City.

•

Afford the City additional representation on Board decisions effecting benefit increases.

•

Streamline and simplify the Plan, reduce future turmoil, and allow the Board and City to work
progressively.

Proposed Design Changes
1. Change the Current statutory formula for calculating City contributions, from a statutory
framework that does not guarantee full funding, to an actuarially determined contribution (ADC).
a. Current formula states that the City is responsible annually for the Municipalities Normal
Cost, Plan administrative costs, and interest on any unfunded liability (currently
$33,000,000)
b. The ADC would be the total contribution of both Members and City to cover the annual
cost of the Plan and eliminate the Plan’s unfunded liability in 30 years.
c. Additionally, once the Plan is within 25 years of amortization, the Board will have
discretion when responding to unforeseen rises in unfunded actuarially accrued (UAAL),
to raise contributions, amortize the liability within 25 years, or a combination of the two.
2. Create a contribution ratio reflective of the Texas Municipal Retirement System of 2:1 to divide
the ADC between the City and the Members.
3. Adjust the timing of the City contribution to a lump sum at the beginning of every year.
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a. This allows the total contribution to decrease, as the City’s contribution would have an
entire year’s worth of growth in the Plan to maximize the benefit of the contribution.
b. This would also include the total ADC contribution of vacant positions at a police
officer 1 (PO1) pay level.
4. Create a required super majority vote that would be needed to make changes to benefits that
would cause the City’s contribution to increase.
Effects of Changes
•

Changing from our current contribution formula, which does not factor the amortization period,
to a closed 30-year ADC, is a more effective and predictable structure, and is directly
representative of the most recent advice of the PRB.

•

Creating a fixed City/Member contribution ratio will avoid future disagreements about the shared
responsibility for Plan funding. Texas Municipal Retirement System (TMRS), which holds the
vast majority of municipal retirements in the state of Texas, sets a standard contribution ratio of
2:1 (sponsor to member). This insures all Plan obligations are shared between both Members and
sponsor. If a market correction occurs, and the unfunded liability grows, it will be shared. This
change alone would make the Plan one of the most progressive in the state. Most ADC plans in
Texas adjust only the City’s contribution. Agreeing ahead of time that any adjustment would be
shared by both member and sponsor will streamline the institution of necessary Plan changes.

•

Monetarily, the City’s required contribution would decrease from 23.26% of payroll in 2018, to
17.84% of payroll under current assumptions. This is an immediate savings for the City of over
$950,000 for the fiscal year 2018 (FY18), $910,000 for FY19, $440,000 for FY20, $350,000 for
FY21, $240,000 for FY22, and $140,000 for FY23. Under current assumptions, the City would
save $3,030,000 over the next five years.

Contribution Comparisons
$3,000,000.00
$2,500,000.00
$2,000,000.00
$1,500,000.00
$1,000,000.00
$500,000.00
$0.00

2018

2019

2020

Statutory Contribution

2021

2022

2023

Proposed Contribution
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•

Members will finally view their retirement as a benefit, since the cost of their retirement would be
shared between the Members and City. Currently, no City contributions go towards paying for
current Member retirement benefit accruals (aka “normal cost”). The value of current Member
retirement benefit accruals is roughly 11% of payroll, and Members contribute 12% of payroll to
the Plan annually, which is nearly 110% of the value of the benefit they earn under the Plan.
Under this proposal, members will pay for roughly 80% of the value of their retirement benefit
(8.92% of pay), and the City will pay for the remaining 20% of the value of the retirement benefit
under current assumptions.

•

Affording the City additional representation in matters involving increasing benefits to Members
that would result in an increase in City contributions will provide equitable representation of the
City’s interests. This additional representation will take the form of a required super majority vote
(i.e., minimum of 5 Trustee votes) to increase benefits that will cause the City’s annual
contribution to rise.

Alternative
The unfortunate alternative to a fair and progressive Plan such as this is proposing, is
perpetuating an adversarial relationship between the Members and the City. The City would
continue a funding policy contradictory to State law. The Plan will remain underfunded and
continue to operate with significant risk. In an effort to protect both the Plan and the
Members, the Board would have no choice but to seek available legal remedies. This costly
final move would be detrimental to all parties involved. The Plan will incur a significant
loss of assets due to high administrative costs. The City will incur similar costs, and most
likely a reduction in bond rating, as has been seen in similar situations in the past. Most
importantly, while engaged in litigation, no legislation can be passed, due to the statute
being involved in ongoing litigation. This will inevitably lead to the Plan remaining
significantly underfunded, expose the City to a large settlement in backdated contributions,
and further exacerbate the strained relationship between the City administration and the
Members.
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Actuarial Projections of Proposal
The 30-Year City ADC rate of 17.84% was measured as of January 1, 2019 (earliest valuation that we
could do this). With the one-year lag, the 17.84% rate wouldn’t apply until 2020 contributions were
made. This means the immediate savings would be the difference in the statutory City Contributions
scheduled for 2018 and 2019 vs. the current rate of 14.83% (assuming you won’t require the City to
make the statutory contributions). The future savings from the new funding policy are projected to
begin in 2020. Below is a table of the City Contribution Rates and projected dollar amounts from the
2018 valuation report and the study of the new funding policy.

The table below show the calendar year in which the City Rate (calculated in the prior year valuation) is
applied. For example, the 2018 Statutory City Contribution Rate of 23.26% was calculated in the 2017
valuation, but it applies to 2018 payroll in the calculation of City contributions made during 2018.

City
Contribution
Rate

New City

New City

Funding

Projected
Statutory

City Rate

Policy Rate

$11.3

23.26%

2019

$12.2

2020

Projected

Projected
Statutory

Payroll
2018

Funding

Dollar

City Dollars

Policy
Dollars

Savings

14.83%

$2.62

$1.67

$0.95

22.26%

14.83%

$2.71

$1.80

$0.91

$12.6

21.34%

17.84%

$2.68

$2.24

$0.44

2021

$13.1

20.46%

17.84%

$2.68

$2.33

$0.35

2022

$13.5

19.61%

17.83%

$2.64

$2.40

$0.24

2023

$14.0

18.80%

17.83%

$2.63

$2.49

$0.14
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September 11, 2018

Via E-Mail: DBuckley@GalvestonTX.Gov
Mr. Dan Buckley
Deputy City Manager
City of Galveston
823 Rosenberg
Galveston, Texas 77553
Re: A New Funding Approach for the Police
Retirement Plan
Dear Mr. Buckley:
Based on the July 11 meeting of representatives from the City of Galveston and from the
City of Galveston Employees’ Retirement Plan for Police (the Plan), and at your request,
we have determined a new funding approach for the Plan with a modified actuarially
determined contribution rate (ADCR). It is different from the ADCR approach in the
municipal plans in the Texas Municipal Retirement System (TMRS). When a city first
begins participating in TMRS, it commits to contributing the ADCR. However, the city
has the control over the benefit design. If the cost goes up too much or otherwise becomes
too expensive for the city’s budget, the city can adjust the benefit provisions, and the
ADCR is recalculated to reflect the adjustments. Because the City of Galveston does not
control the Plan’s benefit provisions, the funding policy needs to include reasonable
safeguards against a sizable increase in the ADCR. The overall objective of the outlined
approach which follows this letter is to establish and maintain an adequate contribution
arrangement that
• will be shared by the Police and the City,
• will respond in measured ways to adverse experience,
• will incorporate both benefit improvements and reductions in contribution rates due
to the combination of good experience and the passage of time, and

• will follow the PRB Pension Funding Guidelines in ways that are responsive over
the long-term future to the interests of both the Police and the City.
In the July 11 meeting, both sides expressed a willingness to have the funding policy
currently in the state law legislatively changed if there can be an agreement in principle on
an approach that restores an adequate contribution arrangement and that is reasonable and
practical for both the Police and the City. We believe that the outlined approach reasonably
balances the interests of not only the Police and the City, but also the Texas Legislature
and the Pension Review Board. The attached outline is a draft of procedures for the
modified ADCR approach. If this approach goes forward, then further refinements would
be needed.
Sincerely,

Mark R. Fenlaw, F.S.A.

Rebecca B. Morris, A.S.A.
MRF/RBM:nlg
cc: Mr. Mike Loftin, Assistant City Manager
Mr. Kent Etienne, Jr., Executive Director
i:\clients\galvpolice\2018\ADCRletter.docx

Outline of an Approach for Funding the
City of Galveston Employees’ Retirement Plan for Police
with an Actuarially Determined Contribution Rate (ADCR)
ADCR Goals and
Procedures for Attaining Them

I.

Definitions
A. ADCR – Actuarially determined contribution rate. This is the total contribution rate
required to pay the plan’s normal cost and to amortize the unfunded actuarial accrued
liability (UAAL) over the closed (meaning decreasing per year) 30-year period
beginning January 1, 2018. The ADCR is to be determined in each annual actuarial
valuation.
B. BCR – Budgeted contribution rate. There is one for the Police and one for the City,
effective for the calendar year beginning 24 months after the actuarial valuation date
and based on the ADCR in that actuarial valuation and on the goals and procedures
below.

D
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C. ADAP – Actuarially determined amortization period. In addition to the ADCR, each
actuarial valuation will include an ADAP, the actuarially determined period required
to amortize the UAAL assuming the BCRs were to remain fixed in subsequent years.
If one or both of the BCRs or the benefits change as the result of an actuarial valuation,
then there will be (1) a preliminary ADAP reflecting the BCRs and benefits before any
changes and (2) a resulting ADAP reflecting the changes resulting from that actuarial
valuation.
D. AP – Amortization period for the UAAL.

E. Remaining AP – The number of years remaining in the closed 30-year AP as of the
current actuarial valuation date.
II.

Goals
A. The overall objective of the operational procedures in III and IV is to maintain an
adequate contribution arrangement that (1) will be shared by the Police and the City,
(2) will respond in measured ways to adverse experience, (3) will incorporate both
benefit improvements and BCR reductions due to the combination of good experience
and the passage of time, and (4) will follow the PRB Pension Funding Guidelines in
ways that are responsive over the long-term future to the interests of both the Police
and the City.
B. The first goal is to achieve an ADAP of 20 years or less with BCRs that do not exceed
13% for the Police and 17% for the City.

C. The second goal, if not achieved concurrently with the first goal, is to achieve an ADAP
of 20 years or less with BCRs of 12% for the Police and 16% for the City.
D. The third goal is to alternate benefit increases and reductions in the City BCR, while
gradually reducing the threshold AP for benefit increases and BCR reductions from 20
years to 15 years.
III.

How to deal with adverse and favorable experience
A. If the ADCR indicates an increase in the BCRs, then the Police and the City share the
increase equally, with a maximum increase in one year of 0.25% each (0.50% total),
limited by a maximum BCR of 13% for the Police and 17% for the City.
B. If the ADAP exceeds 35 years for three consecutive annual actuarial valuations, the
Police Board must develop and implement a solution so that the resulting ADAP does
not exceed the greater of the remaining AP and 25 years. The solution can include a
reduction in benefits; an equal increase in the BCRs in one year of 0.25% each (0.50%
total), but not an increase in the City BCR to more than 17%; an increase in the Police
BCR above 13% without an increase in the City BCR; or a combination of these.

IV.
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C. If the ADCR indicates a decrease in the BCRs, then the Police and the City share the
decrease equally, with a maximum decrease in one year of 0.25% each (0.50% total),
except that the BCRs will not be less than 12% for the Police and 16% for the City until
the ADAP is less than 20 years.
Benefit increases and BCR reductions

A. The first time the ADAP is less than 20 years and with BCRs of 12% for the Police and
16% for the City, then the Police Board may develop and implement a benefit increase
that increases the resulting ADAP not to exceed 22 years.
B. After the benefit increase in A, when the ADAP is less than 18 years, then the City
BCR will be reduced (but not below the Police BCR) so that the resulting ADAP
increases not to exceed 20 years.
C. After the reduction of the City BCR in B, when the ADAP is less than 16 years, then
the Police Board may develop and implement a benefit increase that increases the
resulting ADAP not to exceed 18 years.
D. After the benefit increase in C, when the ADAP is less than 15 years, then the City
BCR will be reduced (but not below the Police BCR) so that the resulting ADAP
increases not to exceed 17 years.
E. After the reduction of the City BCR in D, when the ADAP is less than 15 years, then
the Police Board may develop and implement a benefit increase that increases the
resulting ADAP not to exceed 17 years.

F. Continue alternating benefit increases and City BCR reductions (but not below the
Police BCR) when the ADAP is less than 15 years so that the resulting ADAP increases
not to exceed 17 years.
G. When the City BCR is reduced to be equal to the Police BCR, then gradually lower the
threshold ADAP for benefit increases from 15 years to 10 years, one year at a time,
allowing the resulting ADAP to increase not to exceed the threshold AP by two years.
Getting started
A. BCRs for 2018 are 12% for the Police and 14.83% for the City.
B. BCRs for 2019 are 12% for the Police and 16% for the City.
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C. BCRs for 2020 are based on the ADCR based on the January 1, 2018 actuarial valuation
in relation to the 2019 BCRs, estimated to be 12.17% for the Police and 16.17% for the
City. The determination of the actual BCRs for 2020 would be the responsibility of the
actuarial firm engaged by the Police Board.
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Pension Review Board
Actuarial Committee
September 13, 2018
Funding Policies for Fixed Rate Pension Plans
❖ Introduction
➢ Problem: Declining pension funded status in low interest rate environment.
▪ What is a funding policy? Goal should be to fully fund the plan.
▪ GASB 67 and 68 delinked accounting and funding measures.
▪ National trends – some states now require pension plans to adopt funding policies.
➢ Public pension employer contribution structures (different ways to fund a plan):
▪ Actuarially Determined Contribution (ADC) – aimed at full funding; may result in
contribution volatility
• ADC with guardrails/trigger mechanisms (e.g. contribution smoothing/corridor) to limit
contribution volatility
▪ Non-ADC
• Fixed rate (e.g., set by statute, ordinance, collective bargaining)- prioritizes contribution
stability; may not achieve funding goals.
• Other (e.g., linked to TMRS contribution for municipal plan)
❖ Public plan contribution structures in Texas and funded status
➢ Most Texas plans (almost 80%) have fixed contribution rate; remainder are ADC or other.
➢ Funded status by contribution type. (Include table with Actual ER Contribution Type, AV Date,
Amortization Period, Funded Ratio, ER Recommended Contributions, Actual ER Contributions, %
of Recommended Contribution Paid)
➢ Case studies of ADC-funded systems in Texas:
▪ TMRS/TCDRS: ADC-funded with funding policy
▪ Houston plans: ADC-funded with corridor mechanism
❖ Fixed rate systems can benefit from a funding policy
➢ If a plan is not ADC-funded, having a funding policy is even more crucial to provide a roadmap to
full funding
➢ Benefits of a funding policy:
▪ Transparency. Codifies a formal risk or cost-sharing arrangement. In the absence of a
written funding/risk-sharing policy, de facto risk-sharing usually occurs in response to
economic downturns, without advance stakeholder buy-in.
▪ Governance. The process of developing a funding policy forces the pension system to ask
itself fundamental, mission-related questions such as, “How will we define full funding?
What are our priorities? How will we respond to adverse investment experience?”
▪ Funding Discipline. Increases discipline around funding decisions by providing clear
guidelines related to benefit and contribution changes. This should contribute to more
predictability in funding.
▪ Downside Protection. Outlines a course of action the system will take in adverse market
conditions such as the 2008 Recession to immediately address the problem.
▪ Sponsor Credit Ratings. Ratings agencies look favorably upon a plan to achieve full funding.
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❖ Possible components of a funding policy (and examples from around the U.S.)
➢ Establish funding priorities/order of future actions (e.g., Pension contributions will have the
same budget priority as salaries and wages)
➢ Limit contribution decreases/deficits (e.g. contribution reduction can only be considered if the
funded ratio will remain > 105% after the reduction.)
➢ Lay out risk-sharing mechanisms:
▪ Share risk through employee contribution (employee contribution tied to actual investment
returns)
▪ Share risk through tying funding and benefit policies (e.g., if funding targets not met,
benefits may not be increased or may/shall be decreased; COLAs tied to actual investment
returns)
➢ Describe actuarial methods to be used:
• Amortization policy, cost method, smoothing, etc.
❖ Possible Recommendation
➢ All Texas public retirement systems should adopt a funding policy, if possible in conjunction with
the plan sponsor.
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