NOTICE OF REGULAR MEETING

AGENDA
CITY OF GALVESTON EMPLOYEES’ RETIREMENT FUND
FOR POLICE
TO BE HELD AT 10:00 am., TUESDAY, JUNE 2, 2020

Notice is hereby given in accordance with the Order of the Governor issued March 16, 2020, that
the Board of Trustees of the City of Galveston Employees’ Retirement Fund for Police will conduct
the meeting by telephone/video conference in order to advance the public health goal of limiting
face-to-face meetings (also called “social distancing”) to slow the spread of the Corona
Virus/COVID-19. There will be no meeting or pubic access to the location described above.

INSTRUCTIONS FOR PARTICIPATING IN THIS SPECIAL MEETING IS PROVIDED BELOW.
1. Quorum Determination

2. Callto order

3. Approve minutes of February 4, 2020 regular meeting

4. Chairman’s Report

5. Ratification of loan request by Officer Destin Sims

6. Ratification of loan request by Officer Archie Chapman

7. Report from Investment Committee and possible action, if needed

8. Discussion and possible action on request by CapTrust re: change in contractual agreements

9. Presentation of Investment Report and market analysis by CapTrust and possible action, if
needed

10. Presentation, discussion and possible action on Retirement Horizons Actuarial Report
11. Presentation of compiled financial statements

12. Reminder next meeting date Tuesday, August 4, 2020

13. Board members reports/comments

14. Open Public Forum/Comment Period

15. Adjournment

Executive Session-Pursuant to Chapter 551, Subchapter D, Texas Government Code

At any time during the meeting, the Board may convene in closed session to deliberate any of the
matters listed on this agenda as authorized by Chapter 551 of the Texas Government Code, including
Sections 551.071 (consultation with attorney), 551.072 (deliberation regarding real property), 551.073




(deliberation regarding prospective gifts), 551.074 (deliberation regarding personnel matters),or
551.087 (deliberation regarding economic development negotiations).

Ann S. Masel, CPA
Administrator

Please Note
Members of the City Council may be attending and participating in the discussion.

To call in to Zoom Meeting :

Or dial the following numbers and enter the:
Meeting ID: 895 3271 0012

or

Phone: 1 346 248 7799 US (Houston)

This written notice of the meeting agenda packet, are posted online at:

www.galvestontx.gov/agendacenter

The public will be permitted to offer public comments telephonically as provided by the agenda and
as permitted by the presiding officer during the meeting

I certify that the above Notice of Meeting was posted in a place convenient to the publicin
compliance with Chapter 551 of the Texas Government Code on May

Janelle Williams, City Secretary

IN ACCORDANCE WITH THE PROVISIONS OF THE AMERICANS WITH DISABIITIES ACT (ADA), PERSONS IN NEED OF
A SPECIAL ACCOMODATION TO PARTICIPATE IN THIS PROCEEDING SHALL, WITHIN THREE (3) DAYS PRIOR TO
ANY PROCEEDING, CONTACT THE CITY SECTARY’S OFFICE, SUITE 201; 823 ROSENBERG; GALVESTON, TEXAS
77550; (409) 797-3510
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MINUTES OF THE REGULAR MEETING OF CITY OF GALVESTON RETIREMENT FUND FOR POLICE
BOARD OF TRUSTEES OF GALVESTON, TEXAS

Meeting Date
Tuesday, February 4, 2020

The following members were present:
Mike Loftin

Hal Rochkind

Richard Moore

Dan Buckley

Andre Mitchell

Destin Sims

The following members were absent:
Matthew Cauley
Geoff Gainer

Also participating was Dave Sawyer (Retirement Horizons)

It was determined that a quorum was present, and the meeting was called to order by Vice-Chair Dan
Buckley at 10:00

The new notebooks were discussed. Each member will take one home, but they will be updated
electronically after each meeting. Motion made by Hal Rochkind to adopt this process; second by
Richard Moore. Motion passed unanimously.

Richard Moore moved approval of the minutes of the November 6, 2019 meeting. Second by Mike
Loftin. Motion passed unanimously.

Hal Rochkind moved, with a second by Richard Moore, to ratify previously approved loans made to
Officers Robert Sanderson, Amanda Smith and Larry Smith. Second by Richard Moore; motion passed
unanimously.

Chris Breaux presented the audit letter from Whitley Penn for the year ended December 31, 2019. Mike
Loftin moved to accept; second by Andre Mitchell. Motion passed unanimously.

Dan Buckley moved to defer discussion of the Bylaws until a future meeting when more members could
be present. Second by Destin Sims. Motion passed unanimously.

The new legislation allows an assumed rate of return not to exceed 7% Richard Moore moved to
approve the assumed rate of return at 7%; second by Mike Loftin. Motion carried unanimously.

Dave Sawyer discussed the new mortality tables which will potentially be changing every year. Richard
Moore moved to approve a change to the mortality improvement scale from MP-2018 to MP-2019, Hal
Rochkind seconded; motion carried unanimously.

Dave Sawyer discussed the need for a study to review the actual changes in the salary scale in order to
project future estimated increases and payroll growth. Depending on the quality of the data he
receives, the study could be approximately $1,000. Destin Sims moved to approve the study; Mike
Loftin seconded and approval was unanimous.



Richard Moore reported on the results of the Investment Committee meeting. The return for the year
was 18.38% and the investment manager is projecting a 3-6% growth for 2020. The strategy of CapTrust
(STMM) as asset managers compared to the previous strategy of Greystone as investment managers
overseeing funds was discussed. The charge to the Investment Committee is to evaluate risk vs. reward.

Interest rates on employee loans were discussed. Dan Buckley moved, with a second by Richard Moore,
to lower the interest rate to 9.5% for new loans after today and to evaluate the rate annually. Motion

passed unanimously.

Discussion of a budget was tabled for 2 quarters to be looked at later after 3™ quarter in order to
evaluate normal operating expenses in a non-legislative environment.

The compiled financial statements for the quarter were presented. Net increase for the quarter was
$2,533,797; net year to date increase was $4,096,414.

The next regular meeting was set for Tuesday, May 5, 2020

With no further business or requests, the meeting was adjourned at 11:45

Ann Masel
Plan Administrator



THE CITY OF GALVESTON EMPLOYEES®
RETIREMENT PLAN FOR POLICE

To:  Trustees of the City of Galveston Employees’ Retirement Plan for Police
From: Plan Administrator

Re: Plan Loan to Destin L. Sims

Date: February 10, 2020

——

The plan member referred to above wishes to make application for a loan from the
Retirement Plan.

The Plan’s Administrator, has determined that the members contribution under the Plan
equal $ 151,551.00

25% of the member’s contributions equals $ 37.887.75
Total Requested $16.734.96

Please indicate your approval of the Plan loan to the above by signing and dating this
memorandum,

Trustee Trustee
Date | Date
Trustee Trustee
Date Date
Trustee Trustee
Date Date
Trustee Trustee

Date Date



THE CITY OF GALVESTON EMPLOYEES’
RETIREMENT PLAN FOR POLICE

To:  Trustees of the City of Galveston Employees’ Retirement Plan for Police
From: Plan Administrator

Re: Plan Loan to Archie Chapman

Date: May 22, 2020

The plan member referred to above wishes to make application for a loan from the
Retirement Plan,

The Plan’s Administrator, has determined that the members contribution under the Plan
equal $ 76.462.32

25% of the member’s contributions equals $ 19,115.58

Total Requested $19.115.58

Please indicate your approval of the Plan loan to the above by signing and dating this
memorandum.

Trustee Trustee
Date Date
Trustee Trustee
Date Date
Trustee Trustee
Date Date
Trustee Trustee

Date Date
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CAPTRUST 1st Quarter 2020

Market Update

From FOMO to FONGO to ... What Now?

Over the last decade, investors lived in a FOMO world—behavior driven by the fear of missing out. A
common and effective investment strategy came down to a few simple ideas: Buy every dip, double
down on losses, and invest in speculative and aggressive ideas. If you don't, your neighbor, your
colleague, your buddy, or even your archrival might do better than you. Just don’t miss out. However,
starting on February 19, during a historic rout in asset prices, investors suffered a brief but intense
period of FONGC—the fear of not getting out.

The panic set in quickly, like a parallel pandemic in the financial markets. Investors’ fears included
concerns that the market would fall forever, fear of COVID-19, fear of airlines and travel companies
going bankrupt, fear of outliving depleted investments, fear that clients would override their advisors’
best advice and sell everything—or, worse yet—fire them, then sell everything. FONGO dominated the
broad investment psyche for a challenging and panic-filled five weeks,

As advisors to clients, we’ve felt the sting and angst of client frustration and panic—all while going
through the same feelings ourselves. But, as fiduciaries and stewards of client assets, we do our best to
clear the psychological decks, to think constructively and with discipline about this time in history, this
place in the market, and our personal reactions on our clients’ behalf. It's easy to obsess over the latest
data on viral spread, estimates of the number of Americans sick and dying, and expected survival rates,
and to worry about how the economy will react when we get back to a new normal. But that doesn’t
make us better investors.

The last nine weeks have brought one unexpected thing after another—things we thought we would
never see. In mid-April, the Wall Street Journal published an innocuous story buried in Section B about
the Chicago Mercantile Exchange (CME) preparing their systems for trading oil contracts at negative
prices—basically paying someone to take oil.

Less than two weeks later, the contract for a barrel of West Texas Intermediate (WTI) oil plummeted to
a negative $40 per barrel. Short-term U.S. Treasury interest rates also turned negative last month.
And—oh yes—the S&P 500 posted its quickest 35 percent drop of all time, as shown in Figure One. It
was an amazing and historic month.

Figure One: S&P 500 Price - Year to Date 2020
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Source: CAPTRUST Research
Nobody Knows Nuttin’ About the Daily Gymnastics of the Stock Market

No one knows when the S&P 500 will bottom, at what point the pandemic will abate, and even if or
when life will return to normal. As shown in Figure One, above, the stock market has rebounded from a
massive sell-off and now stands down about 10.5 percent for the year.

To that end, here are a few reasons to be optimistic about today’s U.S. equity market;

1) The economic stimulus coming to a consumer near you:

® The drop in energy and gasoline prices should add over $50 billion in spending power to
the U.S. consumer this year;

¢ The impact of lower mortgage rates due to the freefall in Treasury yields should bring
somewhere in the $10 billion to $12 billion range of additional spending power to
consumers; and

® The massive fiscal stimulus packages enacted quickly may add as much as $2 trillion to
$4 trillion to the economy, with almost $1 trillion earmarked for workers’ paychecks.

2) The Federal Reserve has chopped short-term rates to zero. But that's not all. Chairman Powell
has begun asset purchases, flooding the economic system with more liquidity at a time when it
needs it. We know from 2009 how powerful a monetary stimulus can be for the fundamentals—
and for psychology.



3) Professional and retail sentiment is in the tank—a great contrarian signal. As seen in Figure Two,

4)

5)

the NAAIM Exposure Index, a measure of active managers’ exposure to the equity markets, has
plummeted to under 20 percent from approximately 90 percent last month. Similarly, Ned Davis
Research (NDR) follows many sentiment indicators, and almost all of them are looking dire, in a
good way. For example, the NDR Crowd Sentiment Poll stands at a level where equities have
appreciated at more than a negative 10 percent annualized rate. Sentiment has room to fal|
further, but most of the damage has been done.

Figure Two: NAAIM Exposure Index

120

Q0
80
[0}
44

8]

I N Y S T 2019 MoA M U A s o N 2020
Source: naaim.org

Corporate insiders are buying at a frenzied pace—the highest level in nine years. Bloomberg
reports that insider purchases are outstripping sales by the most since 2011.

The market downdraft has been exacerbated by a significant reduction in liquidity in the market
over the last decade. All things equal, this exaggerates market moves, both up and down. Over
the last eight weeks, we’ve seen both the negative and the positive of low levels of liquidity.

This exercise of looking for reasons to be bullish does not mean the market will continue its recent
upward path. We see any number of potential near-term outcomes, including both further growth and a
retest of the March lows. The main point remains: Long-term investors aren’t in the prediction or
market timing business. As mentioned earlier, nobody knows nuttin’ about short-term market timing.



C

As of late April, the pandemic continues to work its way through the population and take its toll on the
economy. We expect to see more troubling data and hear grisly tales about COVID-19’s human cost. We
expect to hear the media bark about the recession in which we find ourselves. However, to take ful
advantage of being long-term investors, we remain clear-eyed and are thinking seriously about the
other side of the pandemic, whatever that looks like.

When the S&P was down 35 percent on March 23, the market was pricing in (or discounting) a massive
amount of economic damage. However, now, only five weeks later, with the market higher by 25
percent, expectations are for a quicker end to quarantine and a plateau in virus cases. The country is
beginning to debate the impact and economic toll of a full shutdown—unemployment as high as 25
percent, forcing thousands of bankruptcies; the disruption to long-term education systems; and much
more—relative to the human toll of what path the virus might take in a more open society, out of
lockdown.

The market will take its cue from the path and shape of the virus’s progression. While both FOMO and
FONGO have quieted, a cautious approach—watching carefully and adjusting strategy as appropriate—
provides the best way to face the remainder of 2020.

Michael ). Vogelzang, CFA
Chief Investment Strategist



CAPTRUST Stratogy Updase

Update from Christian Ledoux, CFA
Director | Investment Research

Greetings,

Last quarter, our equity team prioritized assessing the short-term solvency of the
companies in your portfolios in response to the rapidly changing health and economic
situation. Our discipline of avoiding heavily indebted balance sheets has made that
exercise much easier. We have sold three companies specifically due to concerns about
potential defaults if the economy does not recover this year. We also reduced your
exposure to the energy sector.

With the proceeds from the sales, we have been purchasing companies that we have been
researching for a long time and now have prices that provide enough upside to justify
purchase. Additionally, these companies are in businesses that should be resilient during
the virus-induced shutdown and should recover quickly once its impact subsides. We are
also looking to reshape the portfolio to better match the economy. That means more
technology and healthcare companies, where a higher percentage of the economy’s profits
are generated.

For those of you with fixed income €Xposure, your bonds served their purpose well in Q1,
providing stability and generating a slightly positive return, Many of your accounts that
have bond exposure now may be underweighted to equities. This is an opportunity to get
more invested in stocks at discounted prices. We will be making those adjustments over
the coming weeks and months.

I look forward to reporting our progress in July.
As always, thank you for being our client.
Best regards,

Christian Ledoux, CFA
Director | Investment Research
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Police Retirement Board of Trustees

The City of Galveston Employees’ Retirement Plan for Police
1011 Tremont

Galveston, Texas 77550

Re: 2020 ACTUARIAL VALUATION
Members of the Board of Trusiees:

The Board of Trustees for The City of Galveston Employees’ Retirement Plan for Police retained
Retirement Horizons Inc. (RHI) to perform an actuarial valuation as of January 1, 2020. This report
summarizes the results of our study including an analysis of current funded status and a projection of
valuation results. It also provides financial accounting and disclosure information in accordance with
GASB Nos. 67 and 68 with results organized as follows:

Section 1 — Valuation Highlights
Section 2 — Executive Summary
Section 3 — Actuarial Exhibits
Section 4 — Valuation Basis

Summary of Results

The unfunded actuarial liability was $37.6 million (36.4% funded status) as of January 1, 2020, compared
to $38.2 million (34.0 % funded status) in the prior valuation. Provided future plan experience is
consistent with the underlying valuation basis, including the change in the contribution policy, the
unfunded actuarial liability is expected to be amortized over 28 years based on the 2020 valuation,
compared to 30 years in the 2019 valuation. Due to favorable experience, the City and Member
Contribution Rates are projected to remain at 18.00% and 12.00% to achieve this 28-year amortization
period.

Texas Pension Review Board guidelines for actuarial soundness require a contribution policy
that will amortize the unfunded liability over a preferred period of 10-25 years, not to exceed a
maximum of 30 years. The 2020 valuation indicates the current financing arrangement satisfies
the minimum PRB funding policy guidelines.

Certification

We certify the amounts presented in the 2020 valuation report have been determined according
to the actuarial assumptions and methods selected by the Board of Trustees, with review and
concurrence by RHI. However, it is important to note that future results may be materially
different if actual plan experience varies significantly from the underlying valuation basis.
Differences could occur for a number of reasons such as plan experience differing from
underlying demographic and economic assumptions, changes in the plan provisions, or changes
in the law or accounting standards. Due to the limited scope of this report, an analysis of the
potential range of impact on results from any such future measurements has not been performed.

RHI-Texas.com / Houston / Dallas / San Antonio Retirement:
2201 Timberloch Place, Suite 150 / The Woodlands, Texas 77380 / (281) 296-1100 Solved.



Board of Trustees
May 27, 2020

Although the scope of this Actuarial Report is as stated above, there are events and anomalies
that are identified below to disclose risks associated with their impact on the plan and its cost.
The assessment and disclosure of these risks and the actual future results may reasonably be
expected to differ. These risks can impact pension obligations, the funded status, and the
adequacy of the funding policy.

Investment Risk - As the return on the plan trust assets is subject to market return,
should the actual rate of return be lower than the expected return the cost of the plan will
rise and vice versa.

Asset/Liability Mismatch Risk - The changes in assets are not tied to the changes in the
value of liabilities in direction or magnitude.

Longevity and other Demographic Risks - Cessation from employment due to
termination, disability, death, or retirement may not directly align with the assumptions
used to value the Actuarial Accrued Liability (AAL). Actual demographic experience of
the plan population may increase or decrease the future measurement of the AAL.

Contribution Risk - The expected period to fully amortize the Unfunded AAL as stated
in this valuation presumes future contributions will follow the current funding policy. If
contributions are less than expected, the funded status will likely decrease over time. The
current plan funding policy indicates that the members will contribute 12.00% of their
plan compensation and the City will contribute 18.00% of payroll both growing by 3.5%
each of the next five year, and this valuation has not considered the possibility of unpaid
contributions. Thereafter, if these contributions are not sufficient to cover the actuarially
determined contribution, the City and Member contributions will increase to cover the
difference. If the Board knows of events that might impact the ability to follow the
funding policy; these events should be discussed and evaluated as to how they may or
may not impact the future funded status of the plan.

Understand that the above risks may not be independent of one another. Thus, it is important to
discuss any known upcoming changes in the City of Galveston’s financials and the impact on the
Fund to better identify associated risks. Please discuss with me any impending changes as soon
as possible, so corresponding measures may be taken to align the pension plan liabilities with
these variations.

Also understand that this valuation did not assess the likelihood or consequences of potential
future changes in applicable law that would impact future benefits or funding of the plan. Should
applicable law be changed, these changes will be addressed in separate actuarial
communications.

The 2020 actuarial valuation was based upon member census data, financial information and
plan provisions as provided by the Plan Administrator. We relied on the census data provided,
but performed testing as needed to assure the reasonableness of the underlying input and the
results of the study. We did not audit the data. The 2020 valuation was prepared in accordance
with generally accepted actuarial principles and practices including compliance with applicable
Actuarial Standards of Practice issued by the Actuarial Standards Board.



Board of Trustees
May 27, 2020

Information contained in this report was prepared for the Board of Trustees as well as the
respective auditors of the GASB Nos. 67 and 68 financial disclosure information. If the results
of the Fund’s audited financials differ from the asset values used in this report, then the GASB
exhibits contained herein may need to be updated. This report is not intended for any other
purposes, and it should not be distributed to any outside party without the express written
consent of RHI, as significantly different results from those contained in this report may be
needed for other purposes.

The measures of funded status for long-term funding policy and PRB actuarial soundness should
not be relied upon for assessing the sufficiency of plan assets for setilement of liabilities for pian
termination. Likewise, the measurements of funded status for GASB Nos. 67 and 68 accounting
disclosures should not necessarily be relied upon for assessing the need for or amount of future
contributions or for assessing the sufficiency of plan assets for settlement of plan liabilities for
plan termination. Throughout this report, measures of funded status are based on the actuarial
value of assets unless otherwise noted. These measures would be different if based on the
market value of assets.

The undersigned has met the “Qualification Standards for Actuaries Issuing Statements of
Actuarial Opinion in the United States™ and is available to respond to any questions regarding
the information contained in this report or provide further details or explanations as needed,
respectfully submitted by Retirement Horizons Inc.

DRy

David A. Sawyer, FSA MAAA EA
Senior Consulting Actuary
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1. Valuation Highlights

FUNDING VALUATION January 1, 2019 January 1, 2020
Fair Value of Assets $17,856,397 $21,952,811
Average Annual Return (prior year) -5.7% 18.0%
Actuarial Value of Assets $19,642,037 $21,541,864
Average Annual Return (prior year) 2.0% 5.1%
Present Value of Projected Benefits $74,170,722 $75,619,864
% funded 26.5% 28.5%
Actuarial Accrued Liability $57,853,479 $59,113,656
% finded 34.0% 36.4%
Unfinded Actuarial Liability (UAL) $38,211,442 $37,571,792
% of valuation payroll 315.3% 301.5%
Normal Cost Rate (as a % of payroll) 13.41% 13.24%
Funding Policy Contribution Rates for following FY

City 18.00% 18.00%

Officer 12.00% 12.00%

Total 30.00% 30.00%
Remaining UAL Amortization Period (years) 30 28
Actuarially Determined Contribution Rate for following FY 30.70% 30.14%

Fixed Contribution Rate for PRB Preferred Period (25 years) !

30.00%/33.10%

30.00%/31.62%

ASSUMPTIONS

Investment Return 7.00% 7.00%
Salary Scale Graded by Service Graded by Service
Payroll Growth Assumption 3.50% 3.50%
Administrative Expense Assumption (as a % of payroll) 0.95% 0.95%
DEMOGRAPHICS

Active 160 155
Terminated with Deferred Benefits 26 33
Retirees\Beneficiaries 143 144
Total 329 332
Valuation Payroll (with Overtime Adjustment) $12,120,492 $12,460,037
Average Pay $76,230 $80,909

! Fixed rates as a percentage of payroll through 2024 and then for years beginning after 2024.
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1. Valuation Highlights (continued)

GASB 67 PLAN ACCOUNTING DISCLOSURE December 31, 2018 December 31, 2019
Total Pension Liability $57,853,479 $59,113,656
Plan Fiduciary Net Position $17,856,397 $21,952,811
Fund Net Pension Liability $39,997,082 $37,160,845
Effective Discount Rate 7.00% 7.00%

Fiscal Year Ending Fiscal Year Ending

GASB 68 EMPLOYER ACCOUNTING DISCLOSURE

September 30, 2019

September 30, 2020

Total Pension Liability
Plan Fiduciary Net Position
Fund Net Pension Liability

Measurement Date
Pension Expense

Effective Discount Rate
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$57,853,479

$17,856,397

$59,113,656

$21,952,811

$39,997,082
December 31, 2018
$3,933,249

7.00%

$37,160,845
December 31, 2019
$4,340,311

7.00%



2.1 Plan Asset Values

The fair value (FV) of plan assets was $22.0 million as of January 1, 2020, compared to $17.9 million for
the prior valuation. The increase of $4.1 million was primarily attributable to net investment income of
$3.2 million and by a positive cash flow to the Fund of $0.9 million (contributions of $5.3 million less
total disbursements of $4.4 million). Please see Exhibit 3.1 for details on the development of the fair
value of plan assets and reconciliation with prior year values.

- The rate of return on the fair value of assets was 18.0% (net of investment expenses) for plan year ended
2019, compared to the long-term investment return assumption of 7.0% (net of investment expenses).
The rate of return on the fair value of assets averaged 5.9% over the last 5 years and 6.8% over the last 10
years. Based on future expectations, the Board adopted a 7.00% assumed investment return (net of
investment expenses) for the 2019 valuation, and it should continue to monitor this assumption carefully.

Please note the long-term interest rate assumption was changed from net of all trust payable expenses, to
net of investment management expenses only effective January 1, 2015, analogous to the GASB rules. As
a result, historical rates of return in the chart below are calculated net of all trust paid expenses prior to
that date, but net of investment management expenses only after that date.

Plan Asset Comparison as of January 1

$27 - 20%
$25
$23 A 10%

$21 -

$19 1 L 0%
$17 - '

- -10%

$15 1

Plan Assets (FV)| $22.8 | $21.4 | $21.5 | $23.0 | $22.4 | $20.2 | $19.8 | $20.5 | $17.9| $22.0
Plan Assets (AV)]| $24.4 | $22.7 | $21.5 | $22.0 | $22.4 | $21.9 | $21.2 | $20.8 | $19.6 | $21.5
—4—ROR FV Prior Yr| 10.8% | 2.1% | 7.7% | 15.4%| 3.2% | -2.3% | 7.8% | 13.7% | -5.7% | 18.0%
=>=ROR AV Prior Yr| 7.4% | 0.6% | 1.3% [ 10.6%| 8.0% | 5.5% | 5.9% | 6.9% | 2.0% | 5.1%

To produce a more stable measure of plan asset values for measuring long-term actuarial soundness, the
actuarial value of assets (AV) is developed as the fair value of plan assets as of the measurement date with
deferred recognition of investment gains and losses amortized straight-line over 5 years (20% per year),
subject to corridor limits within a range of 90% to 110% of the fair value of assets.

As developed in Exhibit 3.2, the AV was $21.5 million as of January 1, 2020, compared to $19.6 million

for the prior valuation. After application of the asset smoothing method, the annual rate of return on AV
was 5.1% for the 2019 plan year and averaged 5.1% over the last 5 years.
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2.2 Actuarial Present Value of Projected Benefits

The true cost of a pension plan is the accumulation of benefit payments less investment income (net of
expenses), over the lifetime of the program. In the actuarial valuation process, we use a mathematical
model to project the future stream of plan benefits. The mode! incorporates current plan provisions and
member census data, using the actuarial assumptions to predict future events.

Discounting the stream of expected future benefit payments for the time value of money produces the
actuarial present value of projected benefits (APVPB). This represents the hypothetical amount of plan
assets necessary to fully fund future plan costs for all current members — assuming future plan experience
follows the actuarial assumptions. It is important to note that this measure of pension liability includes
benefits that have not yet been fully earned for current employees, based on expected future pay increases
as well as projected service, a portion of which will be funded by future contributions.

The total APVPB was $75.6 million as of January 1, 2020, compared to $74.2 million for the prior year
valuation. The net increase of $1.4 million is primarily attributable to the normal operation of the plan,
including new entrants and maturing plan obligations, offset by benefit payments. Please see Exhibit 3.3
for details on the development of the APVPB.

Comparing the actuarial value of plan assets to the APVPB provides one measure of long-term funding
policy progress. The APVPB funded status increased from 26.5% to 28.5% since the prior valuation. As
illustrated below, funded status has not fully recovered from the decade long trend of workforce
contraction that began in 2011, lower than assumed returns on investments and updates to the actuarial
assumptions. Assuming the current actuarial assumptions are met, the recent changes made to the
funding policy should restore the plan’s funded status over the next 28 years.

APVPB Funded Status as of January 1

$80 7 N—— _— —— 80%
$70 L 70%
$60 L 60%
$50 L 50%
2 $40 - L 40%
% $30 L 30%
$20 - L 20%
$10 - L 10%
$0 - L 0%
2011 | 2012 [ 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020
Plan Assets (AV) | 244 | 227 | 2156 | 22.0 | 224 | 219 | 212 | 208 | 196 | 215
==APVPB 500 | 592 | 624 | 62.7 | 59.1 | 61.0 | 617 | 668 | 742 | 756
—a—Funded Percentage|40.7% | 38.3% | 34.4% | 35.1% | 38.0% | 35.9% | 34.4% | 31.1% | 26.5% | 28.5%
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2.3 Actuarial Accrued Liability

As a practical matter, few plan sponsors can afford to fully fund benefits before they have been earned.
Generally accepted actuarial principals apply a mathematical formula known as an actuarial cost method
to allocate the APVPB over periods of employee service. The portion of cost attributable to periods of
employee service rendered prior to the valuation date is the actuarial accrued liability (AAL), and the
allocation to the current year of expected employee service is referred to as normal cost (NC).

Comparing the AAL to the actuarial value of plan assets provides a more appropriate measure of progress
in long-term funding policy over the period that employee services are rendered. The unfunded actuarial
accrued liability (UAAL) was $37.6 million as of January 1, 2020, compared to $38.2 million for the prior
year. The net decrease of $0.6 million in UAAL is primarily due to demographic gains during the year.
Please see Exhibit 3.4 for more details on the development of the UAAL.

Comparing the actuarial value of plan assets to the AAL provides another measure of long-term funding
policy progress, more consistent with the attribution of liabilities and costs to periods of member service.
The AAL funded status increased from 34.0% to 36.4% since the prior valuation. As illustrated below,
the funded status has declined over the last decade. Assuming the current actuarial assumptions are met,
the recent changes made to the funding policy should restore the plan’s funded status over the next 28

years.

AAL Funded Status as of January 1

$80 -
$70
$60
$50 -
$40
$30
$20
$10 —|
$0

[==2Plan Assets (AV)
[==AAL
[—+—Funded Percentage

Millions
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2.4 Funding Policy and Deterministic Forecast of UAL

Under Article 6243p of Vernon’s Texas Civil Statutes, the Funding Policy is now based on an actuarially
determined contribution rate (ADCR) designed to fully amortize the AAL over a 30-year period
beginning January 1, 2019. Similar to other Funds that measure an actuarially determined contribution
rate, the ADCR calculated in the current calendar year will apply to the contributions made for the
following plan year. Under the statute, the City will contribute 18% of payroll for the 2020 — 2024 plan
years, while the members will contribute 12% for that period. After 2024, if the ADCR exceeds the total
contribution of 30% of payroll, City and the members will increase their contribution percentage to make
up the difference (City by 1/2 and members by 1/2 of difference as a percent of payroll). While member
contributions will be made throughout the plan year, City contributions will be deposited in an annual
lump sum each October based on the budgeted forecast of member payroll. If actual payroll exceeds the
budgeted amount, a true-up contribution within three months following the City’s fiscal year.

Current Texas Pension Review Board (PRB) pension funding guidelines recommend a funding policy that
will amortize the UAAL over a period of 10-25 years, not to exceed a maximum period of 30 years.
Furthermore, plan improvements should not be considered if the resulting expected amortization period
would exceed 25 years.

To measure the expected UAAL amortization period, we performed the projection summarized below.
The UAAL expected amortization period was 30 years as of January 1, 2019, as developed in Exhibit 3.5,
with the 2020 values reflecting actual experience during 2019. Due to the favorable 2019 experience,
contributions for the City and Members are projected to remain at 18.0% and 12%, respectively. Below is
a summary of the results from Exhibit 3.5.

2019 -1 year $38.3 17.00% 12.00%

2020 0 $37.6 18.00% 12.00%
2025 S $39.8 18.00% 12.00%
2026 6 $40.2 18.00% 12.00%
2027 7 $40.4 18.00% 12.00%
2028 8 $40.4 18.00% 12.00%
2029 9 $40.5 18.00% 12.00%
2030 10 $40.3 18.00% _12.00%
2035 15 $37.5 18.00% 12.00%
2040 20 $29.5 18.00% 12.00%
2045 25 $13.6 18.00% 12.00%
2048 28 -$1.5 18.00% 12.00%

It is important to note that the UAAL expected amortization period is based on the assumption that the
Actuarial Value rather than the Fair Value of Assets will grow at 7.00% per year. It is important to also
consider the results assuming the Fair Value of Asset will grow at the assumed rate when forecasting
future valuation results. Currently, there is a deferred asset gain of $0.4 million, so assuming a 7.00%
return on Fair Value of Assets, higher contributions would not be required (the additional 0.76% of
payroll starting in 2025 decreasing slowly throughout the forecast period mentioned in the 2019 report has
been eliminated).
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2.4 Funding Policy and Deterministic Forecast of UAL (Continued)

For illustration, we have included an additional projection in Exhibit 3.6 increasing the contributions for
Members and the City in 2025 to amortize the UAAL over the next 25 years. In this scenario, the City
would contribute 19.25% of payroll and members would contribute 13.25% of payroll in 2025 and
increase to 19.26% and 13.26%, respectively for 2026. Thereafter, they would decrease gradually until
they reach 18% of payroll for the City and 12% of payroll for members. For this illustration, we
calculated an ADCR amortizing the UAAL over 25 years.

Member Contribution Rate

Time Period UAAL (SMillions) City Contribution Rate

2019 -1 year $38.3 17.00% 12.00%
2020 0 $37.6 18.00% 12.00%
2025 5 $39.7 19.25% 13.25%
2026 6 $39.7 19.26% 13.26%
2027 7 $39.4 19.23% 13.23%
2028 8 $39.0 19.20% 13.20%
2029 9 $38.6 19.17% 13.17%
2030 10 $37.9 19.14% 13.14%
2035 15 $31.9 19.01% 13.01%
2040 20 $19.2 18.90% 12.90%
2045 25 -$3.3 18.00% 12.00%

As an alternative, the City could contribute 18.81% of payroll and members could contribute 12.81% of
payroll from 2025 through 2044 to amortize the UAAL over 25 years (down from 19.55% and 13.55%
forecasted in the 2019 valuation).
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2.5 Open Group Forecast Valuation

The measurements of liabilities summarized in Exhibit 3.4 are based only on the current group of plan
members as of the valuation date, what is commonly referred to as a closed group valuation. Based on the
results from the 2020 valuation, we can also project pension plan liabilities and costs using an open group
forecast that reflects future entrants.

Valuation Payroll

Based on the data provided for the 2020 valuation, the payroll is projected forward using the 3.50%
payroll growth assumption from the actuarial valuation. We then subtracted the payroll from a closed
group projection of payroll for the January 1, 2020 active members. As the remaining Group A members
are basically receiving the same benefit as Group B members, we are grouping them together for this
forecast (Tier I). New entrants will have the new plan provisions with later retirement eligibility (Tier II).

Below is a graph of the open group payroll over the next 15 years. As you can see, about 65% of the
payroll will be from Tier II members by 2035.

Valuation Payroll
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2.5 Open Group Forecast Valuation (continued)

Fund Cash Flows

Total disbursements have exceeded total contributions for the last several years, resulting in negative net
cash flow to the Fund. This temporarily reversed in 2019 with the City making contributions for both the
2019 and 2020 plan years. Based on the 2020 valuation, our projections indicate the Fund cash flow will

be positive starting in 2024:

Fund Cash Flows
$8 1
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$5 1
$4 -

$3
$2

$1
$0

2020 2022 2024 2026 2028 2030 2032 2034

-8 Contributions ——Disbursements

Page 14



2.6 GASB 67/68 Accounting Information

The GASB adopted changes to GASB Statement Nos. 25 and 27, creating GASB statement Nos. 67 and 68.
These statements apply to the actuarial valuation for accounting disclosures only, and do not change the
calculation of the actuarially determined financing arrangement. The accounting statements expanded the
disclosure information required for both the Fund and the sponsoring employer and also increased the
complexity of the actuarial calculations. Below is a high-level summary of the impact for the Plan and the
City of Galveston based on our current understanding of the guidance issued to date:

® Terminology — GASB 67 and 68 introduced new labels for the traditional actuarial terminology that
was used in GASB 25 and 27. The actuarial accrued liability is referred to as the Total Pension
Liability, the market value of assets is referred to as the Plan Fiduciary Position, and the unfunded
actuarial liability and balance sheet liability are referred to as the Net Pension Liability.

* Net Pension Liability — Under GASB 68, the City must recognize the unfunded actuarial liability on
its balance sheet. Based on the 2020 actuarial valuation and applying the “look back” approach, the
City’s September 30, 2020 Net Pension Liability will decrease to $37.2 million.

¢ Discount Rate Assumption — To the extent current plan assets and funding policy are not sufficient to
cover projected plan benefit payments, the net pension liability would be measured using a blended
discount rate based on the plan’s long-term actuarial assumption for the funded portion and a 30 year
municipal bond index rate (AA/Aa or higher) for the unfunded portion. Based on the 2020 valuation
projections, this provision will not impact the Fund.

® Pension Expense — Under GASB 67, the pension expense will equal the difference between the Fund’s
actuarially determined contribution rate and actual contributions. However, GASB 68 requires a
completely separate calculation of pension expense for the City’s financial statements that results in
more rapid cost recognition of changes in the Net Pension Liability than prior rules. The GASB 68
pension expense equals the sum of the following components:

o Service Cost (Normal Cost) for additional benefits accrued.
o Interest Cost on Total Pension Liability less Expected Return on Plan Fiduciary Position.
o Amortization of changes in the components of Net Pension Liability:
* Full and immediate recognition of plan changes and improvements.
* Plan asset experience gains and losses amortized over 5 years.
* Plan liability experience gain/loss amortized over future service (about 6 years).
®* Impact of assumption changes amortized over future service (about 6 years).

» Expanded Disclosure —Exhibit 3.7 provides GASB 67 disclosure information for the Fund from
December 31, 2017 through December 31, 2019. Exhibit 3.8 provides GASB 68 disclosure
information for City fiscal year end September 30, 2020, using the look back approach for the plan
year end measurement date of December 31, 2019.
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2.7 Membership Demographics

There were 155 active members (4 Group A, 151 Group B) covered by the Fund as of January 1, 2020,
compared to 160 (4 Group A, 156 Group B) in the prior valuation. Based on member contributions,
actual 2019 payroll increased by 6.2% over the prior year. However, because the number of active
members decreased as of the valuation date, the 2020 valuation payroll is only expected to increase by
about 2.8% from $12.12 million to $12.46 million. This valuation payroll does not meet the payroll
growth assumption, so future projected contributions in this report are lower than would be if the
population hadn’t decreased. This may simply be a short-term fluctuation in the population that will be
corrected for the next valuation. In addition, the member’s valuation compensation reflects the January 1,
2020 negotiated increases rather than the December 2019 values. The average age of the active member
group decreased from 36.3 years to 35.1 years, and average service remained at 8.5 years.

The number of retired and disabled members in pay status increased from 143 to 144, with the average
annual benefit payments decreasing from $25,916 to $25,338. The number of inactive members with
deferred payments/refunds due increased from 26 to 33.

Please see Exhibit 4.1 for a summary of census data used in the valuation as of January 1, 2019, along
with the prior valuation. Exhibit 4.2 provides a reconciliation of census data by member group and
exhibit 4.3 provides a distribution of active members by age and service.

Participants by Category as of January 1
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ll 2012 2013 2014 2015 2016 2017 2018 2019 2020 |
B Actives 127 138 141 138 142 145 157 160 155
B Deferred Vested 10 6 7 10 10 ] 16 19 26 33
D Pay Status 123 126 131 131 137 142 144 144 143 144

As indicated above, the number of active members has increased from a low of 127 in year 2012 to 160
in year 2019 before decreasing to 155 in 2020. In the meantime, the number of retired and disabled
members receiving monthly pensions has increased by about 26% over the same period. As a result, the
ratio of the number active members to those in payment status decreased from 1.4 to 1.1 over the last 10
years.
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2.8 Actuarial Methods and Assumptions

Introduction

Sponsoring a defined benefit pension plan is a long-term commitment, with the ultimate cost dependent
on a number of financial and demographic variables. The actuarial valuation process uses a mathematical
model and applies actuarial assumptions to predict these future events. Periodic updates of the actuarial
valuation process are necessary to ensure the model is financially sound, comparing emerging plan asset
and liability experience to valuation projections to measure actuarial gains and losses, making adjustments
to the long-term actuarial assumptions if appropriate.

Actuaria] Standards of Practice (ASOP)

ASOP No. 27 provides a framework for the actuary in providing advice on development of economic
actuarial assumptions. Because no one knows for certain what the future holds with respect to volatile
financial markets and a dynamic global economy, ASOP No. 27 emphasizes use of professional judgment
to develop a best estimate for each economic assumption.

Under generally accepted actuarial principles, each individual assumption should represent a best estimate
of expected long-term experience, and should also be reasonable and realistic in the aggregate. Likewise,
the GASB accounting standards confirm that actuarial assumptions should be based on the actual plan
experience (to the extent credible), emphasizing expected long-term future trends rather than giving undue
weight to recent past experience.

ASOP No. 35 requires the actuary to use professional judgment in the selection of demographic and other
non-economic actuarial assumptions considering the relevant universe of possible choices. It also directs
the actuary to consider the specific characteristics of the particular benefit provisions and covered group
of the plan being valued.

Reasonable demographic assumptions are defined as those that are expected to appropriately model the
contingency being measured without producing any significant cumulative actuarial gains and losses over
the measurement period. ASOP No. 35 encourages the use of more sophisticated models if appropriate
for the situation (e.g. large plans) while also acknowledging that simplified techniques may actually be
more accurate in other situations (e.g. small plans).

Please see Exhibit 4.4 for a summary of actuarial assumptions and methods used for the 2020 valuation of
the Fund. The amounts presented in this actuarial report have been determined according to the actuarial
assumptions and methods selected by the Board of Trustees with review and concurrence by RHI. The
mortality assumption was updated for the 2020 valuation. There were no other assumption changes
adopted for this valuation.
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2.8 Actuarial Methods and Assumptions (continued)

Long-Term Investment Return Assumption

The interest rate is the most powerful assumption in the actuarial valuation process, used to project the
average rate of return expected on assets and also used to discount future benefit payments in the actuarial
present value calculations. To illustrate the sensitivity, a one-percentage-point increase in the interest rate
assumption will generally decrease plan liabilitics and cost 10% to 15% based on plan demographics.

The rate of return on the fair value of assets was 18.01% (net of investment expenses) for plan year ended
2019, compared to the long-term investment return assumption of 7.0% (net of investment expenses). The
rate of return on the fair value of assets averaged 5.9% over the last 5 years and 6.8% over the last 10
years. Based on future expectations, the Board adopted a 7.00% assumed investment return (net of
investment expenses) for the 2019 valuation, and it should continue to monitor this assumption carefully.

The GASB 67 rules require the long-term investment return assumption be applied net of investment
expenses only, with other plan administration expenses separated as an explicit charge in the calculation
of annual pension accounting expense. The Fund is now using a long-term funding policy interest rate
assumption of 7.0% net of investment management with a separate explicit assumption for plan
administration costs.

As the investment expenses have also averaged about 40 basis points in recent years, the Fund will need
to earn a gross rate of return of about 7.4% in order to achieve the long-term actuarial assumption of
7.0% net of investment expenses. Based on historical capital market performance and assuming an asset
allocation of 65% equity/35% fixed income and cash, consistent with the current holdings of the Fund, we
believe an expected rate of return of 7.4% is reasonable.

However, data on forward looking capital market expectations over the next 10-15 years (source J.P.
Morgan) indicate it may be a challenge to achieve an 7.4% gross rate of return with a traditional asset
allocation model:

Capital Market E_\'pcct:lti(mj\.' Total Expected Return

U.S. Equity — Large Cap 5.60%
U.S. Equity — Small Cap 6.50%
International Equity - EAFE 7.20%
International Equity — Emerging Markets 9.20%
U.S. Treasury Bonds 1.60%
U.S. Corporate Bonds — Investment Grade 3.40%
US REITs 6.00%

We encourage the Board to review this critical assumption with its investment advisors, to confirm it is
consistent with their expectations for the Fund under the current asset allocation strategy and financial
market outlook.
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2.8 Actuarial Methods and Assumptions (continued)

Mortality

The mortality assumption is another important factor in the actuarial valuation process. The current base
mortality assumption is the Society of Actuaries (SOA) Public Safety mortality tables with generational
improvement using the MP-2019 longevity projection scale (MP-2018 in prior valuation).

Valuation Pay

Benefits are determined on base pay, but contributions to the Fund are determined as a percentage of total
compensation including overtime. We are currently assuming a 10% load to base pay in the calculation of
valuation pay to represent assumed overtime. Based on recent experience, overtime has averaged closer
to 13% of base pay. With the growth in the active population over the past year, the amount of overtime
may decrease in the future. We recommend reviewing this assumption closely over the next few years to
assess whether 10% continues to be a best estimate.

2.9 Plan Provisions

Please see Exhibit 4.5 for a summary of provisions included in the current year valuation. Effective June
2019, HB 2763 increased the City contribution rate to 18.00% of member payroll from 2020 through
2024. The member contributions remain at 12% through 2024. Thereafter, the City and the members will
increase their contribution rates equally, as necessary, to contribute the actuarially determined
contribution rate determined in the prior valuation.

The unreduced and special early retirement eligibility was changed for members hired after February 4,
2019. For these new members, the unreduced early retirement eligibility occurs at age is 55 with 20 years
of service and the special early retirement eligibility occurs at age 50 with 20 years of service.

The plan document was restated to reflect recent amendments and the changes enacted by HB 2763.
There have been no other plan amendments since the prior valuation which impact valuation results.
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3.1 Fair Value of Plan Assets

A. Fair Value of Plan Assets
1. Fixed Income
2. Equities
3. Cash Equivalents
4. Participant Loans
5. Accruals
6. Prepaid Benefits
7. Receivables/(Payables)

8. Total Fair Value

B. Change in Fair Value
1. Contributions
a. Officers
b. City
c. Total
2. Disbursements
a. Benefit Payments
b. Administrative Expenses
c. Total
3. Investment Return
a. Interest and Dividends
b. Realized and Unrealized Gain/(Loss)
c. Plan Investment Expenses
d. Total Return
4. Net Change
5. Average Rate of Return
a. Average Asset Value
b. Income Net of Investment Expenses

January 1, 2019 January 1, 2020
$5,499.614 $6,223,556
$11,492,145 $15,137,299
$591,569 $264,183
$189,503 $223,026
$55,327 $55,327
$0 " $0
$28,239 $49,420
$17,856,397 $21,952,811
Change
$1,504,688
$3,803,070
$5,307,758
(54,107,380)
(8297,764)

¢. Annual Rate of Return - Net of Investment Expenses

d. Annual Rate of Return - Gross
6. Investment Gamn/(Loss)
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($4,405,144)

$497,134
$2,764,933
($68,267)

$3,193,800

$4,096,414

$17,737,243

$3,193,800
18.01%
18.43%

$1,952,193



3.2 Actuarial Value of Plan Assets

2. Disbursements
a. Benefit Payments
b. Administrative Expenses
c. Total
3. Net Investment Return
4. Net Change
5. Average Rate of Return
a. Average Asset Value
b. Income Net of Investment Expenses
¢. Annual Rate of Return
6. Investment Gain/(Loss)

($4,107,380)
($297,764)

($4,405,144)
$997,213

$1,899,827
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$19,522,883

$997,213
5.1%
($369,388)

January 1, 2019 January 1, 2020
A. Prior Years' Investment Gain/(Loss) History
1. Year N-1 ($2,616,853) $1,952,193
2. Year N-2 $1,071,864 ($2,616,853)
3. Year N-3 ($47,205) $1,071,864
4. Year N-4 ($2,211,007) ($47,205)
5. Year N-5 (8961,663) ($2,211,007)
B. Actuarial Value of Plan Assets
1. Fair Value $17,856,397 $21,952,811
2. Gain/(Loss) Deferral
a. 80% of Year N-1 ($2,093,482) $1,561,754
b. 60% of Year N-2 $643,118 ($1,570,112)
c. 40% of Year N-3 ($18,882) $428,746
d. 20% of Year N-4 ($442,201) ($9,441)
e. 0% of Year N-5 $0 $0
£ Total Gain/(Loss) Deferral (81,911,447) $410,947
3. Preliminary Actuarial Value $19,767,844 $21,541,864
4. 90% FV (Minimum) $16,070,757 $19,757,530
5. 110% FV (Maximum) $19,642,037 $24,148,092
6. Final Actuarial Value $19,642,037 $21,541,864
C. Change in Actuarial Value Change
1. Contributions
a. Officers $1,504,688
b. City $3,803,070
c. Total $5,307,758



3.3 Actuarial Present Value of Projected Benefits

A. Discount Rate

B. Present Value of Projected Benefits
1. Active
2. Contribution Payable
3. Terminated Vested
4. Retired
5. Disabled
6. Beneficiary
7. Total

C. Change in Present Value of Projected Benefits
1. Benefits Accumulated
2. Benefits Paid
3. Decrease in Discount Period
4. Plan Experience
5. Actuarial Assumptions
6. Actuarial Methods
7. Plan Amendments

8. Net Change
D. Actuarial Value of Assets
E. Present Value of Future Compensation

F. Funded Status

January 1, 2019

7.00%

$35,162,096
$169,290
$229,399
$36,932,951
$156,378
$1,520,608

$74,170,722

Change

January 1, 2020

7.00%

$36,525,980
$104,155
$1,112,663
$36,040,511
$153,595
$1,682,960

($4,107,380)

$5,048,192
$633,794
($125,464)

$1,449,142

$19,642,037

$121,695,302

26.5%
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$75,619,864

$21,541,864

$125,544,571

28.5%



3.4 Actuarial Accrued Liability and Normal Cost Rate

January 1, 2019 January 1, 2020

A. Discount Rate 7.00% 7.00%
B. Actuarial Accrued Liability (EAN)

1. Active $18,844,853 $20,019,772

2. Contribution Refund Payable $169,290 $104,155

3. Terminated Vested $229,399 $1,112,663

4. Retired $36,932,951 $36,040,511

5. Disabled $156,378 $153,595

6. Beneficiary $1,520,608 $1,682,960

7. Total $57,853,479 $59,113,656
C. Actuarial Value of Assets $19,642,037 $21,541,864
D. Unfunded Actuarial Liability $38,211,442 $37,571,792
E. Change in Unfinded Actuarial Accrued Liability Change

1. Contributions ($5,307,758)

2. Benefits Accumulated $1,622,016

3. Decrease in Discount Period $2,612,992

4. Administrative Expense $297,764

5. Plan Asset Experience $369,388

6. Plan Liability Experience ($138,553)

7. Actuarial Assumptions ($95,499)

8. Actuarial Methods $0

9. Plan Amendments $0

10. Net Change ($639,650)
F. Funded Status 34.0% 36.4%
G. Normal Cost Rate 13.41% 13.24%
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3.5 Expected Amortization Period
The table below shows the projected results (in $Millions) used to develop the amortization period.

I nfunded
Aotwarial  Actuarial — Actoarial Prior Ciny Member  Administeative

u

veerued Value of Accrued  Funded Normal Year's Contribution  Contritmtion  Expeasesas %

Liahility Assels Liahility  Status  Cost Rate Payroll ADCR Rate Rate of Pavrall
2019 -1 579 19.6 38.3 34% 134% |$ 1210 17.00% 12.00% 0.95%
2020 0 59.1 21.5 376 36% 132% |$ 1250 30.7% 18.00% 12.00% 0.95%
2021 1 60.8 2.7 38.1 3% 131% |$ 129 30.1% 18.00% 12.00% 0.95%
2022 2 62.6 240 38.6 38% 13.0% |$ 1330 30.0% 18.00% 12.00% 0.95%
2023 3 64.6 255 39.1 39% 129% 1S 13.80 30.0% 18.00% 12.00% 0.95%
2024 4 66.8 272 396 41% 129% |$ 1430 29.9% 18.00% 12.00% 0.95%)
2025 5 69.1 293 39.8 42% 128% |$ 1480 29.8% 18.00% 12.00% 0.95%
2026 6 716 314 40.2 4% 127% 1§ 1530 29.8% 18.00% 12.00% 0.95%
2027 7 74.2 338 404 46% 126% |$ 159 29.7%) 18.00% 12.00% 0.95%
2028 8 76.9 36.5 404 47% 126% |$ 1640 29.6% 18.00% 12.00% 0.95%
2029 9 79.8 39.3 40.5 4% 125% 1§ 1700 29.5% 18.00% 12.00% 0.95%
2030 10 82.8 4.5 40.3 51% 124% |§ 1760 294% 18.00% 12.00% 0.95%
2031 11 86.0 45.9 40.1 53% 123% |$ 1820 29.3% 18.00% 12.00% 0.95%
2032 12 89.3 49.6 39.7 56% 122% [$§ 1880 29.3% 18.00% 12.00% 0.95%
2033 13 92.7 53.6 39.1 58% 122% 18 1950 29.2% 18.00% 12.00% 0.95%
2034 14 96.3 57.9 384 60% 121% |$ 2020 29.1% 18.00%, 12.00% 0.95%)
2035 15 99.9 624 375 62% 120% |$ 209 29.0% 18.00% 12.00% 0.95%
2036 16 103.7 67.3 364 65% 120% |$ 2160 28.9% 18.00% 12.00% 0.95%
2037 17 107.7 72.6 35.1 67% 119% |8 2240 28.8% 18.00% 12.00% 0.95%
2038 13 1117 78.2 33.5 70% 113% |$ 2310 28.6% 18.00% 12.00% 0.95%
2039 19 115.9 84.2 3L.7 3% 118% |$ 2400 28.5% 18.00% 12.00% 0.95%
2040 20 120.1 90.6 29.5 75% 11.7% [$ 2480 28.4% 18.00% 12.00% 0.95%
2041 21 124.5 974 27.1 78% 116% |$ 2570 28.2% 18.00% 12.00% 0.95%
2042 2 129.1 104.8 24.3 81% 115% 18 2660 28.1% 18.00% 12.00% 0.95%
2043 23 133.9 112.7 21.2 84% 115% |§ 2750 27.5% 18.00% 12.00% 0.95%
2044 24 139.0 1214 17.6 8§7% 114% |$ 2830 27.8% 18.00% 12.00% 0.95%
2045 25 1444 130.8 13.6 91% 114% |$ 2940 27.7%) 18.00% 12.00% 0.95%)
2046 26 1502 141.1 9.1 94% 114% |$ 3050 27.5% 18.00% 12.00% 0.95%
2047 27 1564 1524 4.0 97% 114% |$§ 3150 27.4% 18.00% 12.00% 0.95%
2048 28 1632 164.7 -1.5 101% 113% |$ 3260 27.2% 18.00% 12.00% 0.95%
2049 29 170.6 178.3 =17 104% 113% {$ 33.80 27.1%) 18.00% 12.00% 0.95%
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3.6 Funding Policy Guidelines

The table below shows the projected results (in $Millions) used to develop the 25-year amortization
period.

2019 -1 579 19.6 383 34% 134% |$ 12.10 17.00% 12.00% 0.95%
2020 0 59.1 21.5 376 36% 133% |$ 1250 33.1% 18.00% 12.00% 0.95%
2021 1 60.8 227 38.1 3% 132% 18§ 129 32.2% 18.00% 12.00% 0.95%
2022 2 62.6 0 38.6 38% 13.i% |8  13.30 32.2% 18.00% 12.00%| 0.95%
2023 3 64.6 25.5 39.1 3% 130% |§ 13.80 32.3% 18.00% 12.00% 0.95%
2024 4 66.8 272 39.6 41% 13.0% |3 1430 324% 18.00% 12.00% 0.95%
2025 5 692 29.5 39.7 43% 129% |$ 1480 32.5% 19.25% 13.25% 0.95%
2026 6 71.7 32,0 39.7 45% 128% |§ 1530 32.5% 19.26% 13.26% 0.95%
2027 7 74.3 34.9 394 47% 127% |$ 1590 32.5% 19.23% 13.23% 0.95%
2028 8 770 380 39.0 49% 126% |$ 1640 324% 19.20% 13.20% 0.95%
2029 9 79.9 41.3 38.6 52% 126% |$ 17.00 32.3% 19.17% 13.17% 0.95%
2030 10 82.9 45.0 379 54% 125% |$ 1760 32.3% 19.14% 13.14% 0.95%
2031 11 86.2 49.1 37.1 5T% 124% |$ 1820 32.2% 19.10% 13.10% 0.95%
2032 12 89.5 534 36.1 60% 123% |$ 1880 32.2% 19.08%. 13.08% 0.95%
2033 13 93.0 58.1 349 62% 123% 1§ 1950 32.1% 19.05% 13.05% 0.95%
2034 14 96.6 63.1 335 65% 122% {$ 2020 32.1% 19.03% 13.03% 0.95%
2035 15 1003 684 319 68% 121% |$§ 2090 32.0% 19.01% 13.01% 0.95%
2036 16 104.1 74.2 29.9 71% 121% |$ 2160 32.0% 18.99% 12.99% 0.95%
2037 17 108.1 80.3 27.8 74% 120% ($ 2240 31.9% 18.97% 12.97% 0.95%
2038 18 1122 86.9 25.3 78% 11.9% |$ 23.10 31.9% 18.95% 12.95% 0.95%
2039 19 1164 94.0 24 81% 118% |§ 2400 31.9% 18.93% 12.93% 0.95%
2040 20 120.7 10L.5 19.2 84% 118% |$ 2480 31.8%, 18.90% 12.90% 0.95%
2041 21 125.2 109.6 15.6 88% 11.7% |$ 2570 31.7% 18.87% 12.87% 0.95%
2042 22 129.8 118.3 11.5 91% 116% |$ 26.60 3L.7% 18.85% 12.85% 0.95%,
2043 23 1347 127.6 7.1 95% 116% |$§ 27.50 3L7% 18.83% 12.83% 0.95%
2044 24 139.8 137.8 20 99% 115% |$ 2850 31.6% 18.81% 12.81% 0.95%
2045 25 1453 148.6 -3.3 102% 115% 1$ 2940 13.7% 18.00% 12.00% 0.95%
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3.7 GASB 67 Plan Accounting Information

Schedule of Changes in the City of Galveston's Employees' Retirement Plan for Police

Net Pension Liability and Related Ratios

Total Pension Liability
Service Cost
Interest
Changes of benefit terms
Differences between expected
and actual experience
Changes of assumptions
Benefit payments, including
refunds of member contributions
Net change in total pension liability

Total pension liability - beginning
Total pension liability - ending (a)

Plan fiduciary net position
Contributions - employer
Contributions - member
Net investment income
Benefit payments, including
refinds of member contributions
Administrative expense
Other
Net change in plan fiduciary net position

Plan fiduciary net position - beginning
Plan fiduciary net position - ending (b)

Fund's net pension liability - ending (a) - (b)

Plan fiduciary net position as a percentage
of the total pension liability

Covered-employee payroll

Fund's net position liability as a percentage
of covered employee payroll

December 31, 2017 December 31, 2018 December 31, 2019
$1,073,161 $1,258,499 $1,622,016
$3,932,216 $3,897,883 $3,979,593

$0 $0 $o
($358,201) ($992,543) ($138,553)
$2,398,032 $5,113,954 ($95,499)
($4,547,830) ($4,275,151) ($4,107,380)
$2,497,.378 $5,002,642 $1,260,177
$50,353,459 $52,850,837 $57,853,479
$52,850,837 $57,853,479 $59,113,656
$1,486,488 $1,713,305 $3,803,070
$1,371,862 $1,417,069 $1,504,688
$2,581,753 ($1,134,296) $3,193,800
($4,547,830) ($4,275,151) ($4,107,380)
($132,932) ($408,688) ($297,764)
$o0 $0 $0
$759,341 ($2,687,761) $4,096,414
$19,784,817 $20,544,158 $17,856,397
$20,544,158 $17,856,397 $21,952,811
$32,306,679 $39,997,082 $37,160,845
38.9% 30.9% 37.1%
$11,432,183 $11,808,908 $12,539,068
282.6% 338.7% 296.4%

Notes to Schedule: Covered-employee payroll is estimated using officer contributions divided by the contribution percentage.
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3.7 GASB 67 Plan Accounting Information (continued)

Schedule of the City of Galveston's Contributions

December 31, 2018

December 31, 2017
Required City Contributions $1,486,488
Contributions in relation to the City $1,486,488
required contributions
Contribution deficiency (excess) $0
Covered-employee payroll $11,432,183
Contributions as a percentage of 13.0%
covered-employee payroll
Notes to Schedule
Valuation date: January 1, 2020

$1,713,305

$1,713,305

$0
$11,808,908

14.5%

December 31, 2019

$3,803,070

$3,803,070

$0
$12,539,068

30.3%

Contributions to the Fund have historically been based on negotiations between the Board and the City rather than an actuarially
determined rate. The funding policy ofthe City of Galveston's Employees' Retirement Plan for Police requires contributions fiom
both the City and the police. Upon passage of House Bill 2763 in June 2019, the finding policy changed. The City's contribution
rate increased to 17% of payroll retroactive to January 1, 2019 with an increase to 18% of payroll in October 2019. Member
contributions remain at 12% of payroll for 2019. In future years, the City and member contribution rates follow HB 2763. For
members hired after February 5, 2019, the unreduced early retirement date is age 55 with 20 years of service and the special
early retirement date will be age 50 the 20 years of service. With the passage of HB 2763, there were other changes to the plan,

but none that impacted the valuation results.

The mortality assumption was updated to use the Public Safety version of the Pub-2010 mortality tables with generational longevity
projection from Scale MP-2019. There were no other changes in the assumptions or methods since the prior valuation.
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3.7 GASB 67 Plan Accounting Information (continued)

Notes to Schedule

The long-term expected rate of return on pension plan investments was determined using a building block
method in which best-estimates ranges of expected future real rates of return (expected returns, net of
pension plan investment expense and inflation) are developed for each major asset class. These ranges
are combined to produce the long-term expected rate of return by weighting the expected future real rates
of return by the target asset allocation percentage and by adding expected inflation (assumed 2.50%).
Best estimates of arithmetic real rates of return for each major asset class included in the pension plan’s
target asset allocations as of December 31, 2019 (see the discussion of the pension plan’s investment
policy) are summarized in the following table:

Long-Term Expected

Asset Class Real Rate of Return
Equity 6.0%
Fixed Income 3.0%
Cash 0.0%

Discount rate: The discount rate used to measure the total pension liability was 7.00%. The projection of
cash flows used to determine the discount rate assumed that the City and member contributions would
equal the statutory contributions. Based on those assumptions, the pension plan’s fiduciary net position
was projected to be available to make all projected future benefit payments of current plan members.
Therefore, the long-term expected rate of return on pension investments was applied to all period of
benefit payments to determine the total pension liability.

Sensitivity of the net pension liability to changes in the Discount rate: The following presents the net
pension liability of the City, calculated using the discount rate of 7.50% as well as what the City’s net
pension liability would be if it were to be calculated using the discount rate that is 1-percentage-point
lower (6.50%) or 1-percentage-point higher (8.50%) than the current rate:

1% Current 1%
Decrease Discount Increase

(6.00%) Rate (7.00%) (8.00%)
City’s net pension liability $44,491,136 $37,160,845 $31,089,925

Schedule of Investment Returns
Fiscal Year Ending December 31

2017 2018 2019
Annual money-weighted rate of 13.68% -5.74% 18.01%
return, net of investment
expense
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3.8 GASB 68 City Accounting Information

Changes in Net Pension Liability

The Net Pension Liability Amounts shown below assume the City will use a measurement date equal to
the Fund’s prior fiscal year end. Under this method, the City’s reporting for its fiscal year ended
September 30, 2020 would use the Fund’s valuation results as of December 31, 2019.

Increase (Decrease)

Total Pension Plan Fiduciary Net Pension
Liability (TPL) Net Posiion ~_ Liability (NPL)
Balance at 9/30/2019 $57,853,479 $17,856,397 $39,997,082
Changes for the year:
Service Cost 1,622,016 1,622,016
Interest 3,979,593 3,979,593
Experience (138,553) (138,553)
Enmployer Contributions 3,803,070 (3,803,070)
Member Contributions 1,504,688 (1,504,688)
Net Investment Income 3,193,800 (3,193,800)
Benefit Payments (4,107,380) (4,107,380) -
Administrative Expense (297,764) 297,764
Assumption Changes (95,499) (95.499)
Changes in Benefit Terms - -
Net Change 1,260,177 4,096,414 (2,836,237)
Balance at 9/30/2020 $59,113,656 $21,952,811 $37,160,845

Sensitivity of the Net Pension Liability to Changes in the Discount Rate.

The following presents the net pension liability, calculated using the discount rate of 7.00%, as well as what the
net pension liability would be if it were calculated using a discount rate that is 1-percentage-point lower (6.00%)
or l-percentage-point higher (8.00%) than the current rate:

1% Decrease Current Discount 1% Increase
6.00% Rate of 7.00% 8.00%
Policemen Fund Net Pension Liability $44.491,136 $37,160,845 $31,089,925
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3.8 GASB 68 City Accounting Information (continued)

Pension Expense and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to Pensions

Pension Expense Components FYE 9/30/2020
Service Cost $ 1,622,016
Interest on TPL 3,979,593
Differences between expected and actual experience (237,278)
Changes in Assumptions 1,054,307
Changes in Benefit Terms -
Employee Contributions (1,504,688)
Projected Earnings on Pension Plan Investments (1,241,607)
Differences between projected and actual earnings on plan investments 370,205
Pension Plan Administrative Expenses 297,764
Other Changes in Fiduciary Net Position -
Total Pension Expense $ 4,340,311

For the year ended September 30, 2020, the City should recognize a pension expense of $4,340,311. At September
30, 2020, the City should report deferred outflows of resources and deferred inflows of resources related to
pensions fromthe following sources:

Deferred Outflows Deferred Inflows

of Resources of Resources

Differences between expected and actual experience 251,078 991,498

Changes in assumptions 4,767,803 376,941

Net difference between projected and actual investment earnings - 410,949
City Contributions subsequent to Measurement Date To be determined -

Total To be determined 1,779,388

Amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions will be
recognized in pension expense as follows:

Year Ended September 30:

2021 $834,155

2022 $1,159,209

2023 $1,252,262

2024 $32,876

2025 ($39,009)
Thereafter $0
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3.8 GASB 68 City Accounting Information (continued)

Recognition of Changes in TPL

City
Fiscal

Differences
Between
Expected and

Year Actual Experience

2015
2016
2017
2018
2019
2020

Subtotal

City
Fiscal
Year

2015
2016
2017
2018
2019
2020

Subtotal

(8502,743)
$157,590
$519,531

($358.201)

($992,543)

($138,553)

Changes in
Assumptions

(82,527,532)
$590,641
$223,990

$2,398,032
$5,113,954
($95,499)

Recognition of Investment (Gains) / Losses

Year

2015
2016
2017
2018
2019
2020

Subtotal

Total

Differences
between
Projected and
Actual Eamings
on Pension Plan
Investment

$872,502
$2,211,007
$47,205
($1,071,864)
$2,616,853
($1,952,193)

Recognition
Period Year
(Years) 2019 2020 2021 2022 2023 2024 2025
6.8 ($73,933) (873,933) (859,145) $0 $0 $0 $0
6.8 $23,175 $23,175 $23.175 $18,540 $0 $0 $0
6.7 $77,542 $77,542 $77,542 $77,542 $54,279 $0 $0
6.9 ($51,913) ($51,913) ($51,913) ($51,913) ($51,913) ($46,723) $0
525 (5189,056)  ($189,056)  ($189,056)  ($189,056)  ($189,056) (847,263) $0
6 ($23,093) ($23,092) ($23,092) ($23,092) (323,092) ($23,092)
($214,185) ($237,278) ($222,489) ($167,979) ($209,782) ($117,078)  ($23,092)
Recognition
Period Year
(Years) 2019 2020 2021 2022 2023 2024 2025
6.8  ($37L,696)  ($371,696)  ($297,356) $0 $0 $0 $0
6.8 $86,859 $86,859 $86,859 $69,487 $0 $0 $0
6.7 $33.431 $33,431 $33,431 $33,431 $23,404 $0 $0
6.9 $347,541 $347,541 $347,541 $347,541 $347 541 $312,786 $0
5.25 $974,086 $974.086 $974,086 $974,086 $974,086 $243,524 $0
6 ($15,914) ($15,917) (815,917 ($15,917) (815,917 ($15917)
$1,070,221 $1,054,307 $1,128,644 $1,408,628 $1,329,114  $540,393 ($15,917)
Recognition
Period Year
(Years) 2019 2020 2021 2022 2023 2024 2025
5 $174,502 $0 $0 $0 $0 $0 $0
5 $442,201 $442,.203 $0 $0 $0 $0 $o
5 $9,441 $9.441 $9,441 $0 $0 $0 $0
5  ($214373) ($214373)  ($214,373)  ($214,372) $0 $0 $0
5 $523,371 $523,371 $523,371 $523371 $523,369 $0 $0
5 ($390,437)  ($390,439)  ($390439)  ($390,439)  ($390,439) $0
$935,142  $370,205 ($72,000) ($81,440) $132,930 ($390,439) $0
$1,791,178 $1,187,233  $834,155 $1,159,209 $1,252,262 $32,876 ($39,009)
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4.1 Demographic Summary

A. Active Members - Pre 2/4/2019 Hires
Number

Valuation payroll

Average pay

Average age

Average service

kWb

B. Active Members - Post 2/4/2019 Hires
Number

Valuation payroll

Average pay

Average age

Average service

A e

C. Terminated Vested

1. Number
2. Average age

D. Disabled
1. Number
2. Average age

E. Retired
1. Number
2. Total benefits
3. Average annual benefits
4. Average age

F. Beneficiaries
1. Number
2. Total benefits
3. Average annual benefits
4. Average age

G. Contribution Payable
1. Number
2. Total contributions
3. Average contributions
4. Average age

January 1, 2019

January 1, 2020

160
$12,120,492
$75,753
36.3

8.4

473

66.1

125
$3,543,923
$28,351
63.9

17
$148,049
$8,709
68.1

24
$189,764
$7,907
31.2
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141
$11,659,204
$82,689
374

9.4

14
$800,833
$57,202
25.3

0.5

45.3

67.1

123
$3,462,982
$28,154
64.6

20
$171,681
$8,584
70.1

26
$112,376
$4,322
314



4.2 Data Reconciliation

A. Prior Valuation Date
B. Change due to:
1. New hires, rehires
2. Data corrections
3. Termination
4. Cash Out
5. Retirement
6. Disability
7. Death without beneficiary
8. Death with beneficiary

9. Net change

C. Current Valuation Date

Term,
Active Vested Disabled Retirees  Bene. Total
160 26 1 125 17 329
20 ) 0 0 0 18
0 0 0 0 0 0
(11) 11 0 0 0 0
(13) V) 0 0 0 (15)
¢} 0 0 1 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 (3) 3 0
(5) 7 0 0} 3 3
155 33 1 123 20 332
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4.3 Active Members by Age and Service

Page 34

Attained Years of Service as of December 31, 2019
Age 0-4 5-9 10-14 | 15-19 | 20-24 | 25-29 {30 & up| Total

Under 25 16 0 0 0 0 0 0 16
25-29 30 2 0 0 0 0 0 32
30-34 17 6 3 0 0 0 0 26
35-39 7 8 13 5 0 0 0 33
40-44 2 3 4 10 0 0 0 19
45-49 0 0 4 8 16
50-54 3 1 0 1 7
55-59 0 0 0 0 3
60-64 1 0 0 0 2

65 & up 1
Total 76 20 24 24 5 5 1 155

Not Vested




4.4 Assumptions and Methods

Economic Assumptions

Investment Return 7.00% per annum, net of investment expenses.
Administrative Expense 0.95% of Payroll.
Salary Increases 4.00% per annum for wage inflation.

3.00% grading down to 0.00% per annum for
longevity and promotion based on years of service.

The total annual assumed salary increase for wage
inflation plus longevity and promotion is based on
years of service according to the following table:

Years of Service  Salary Increase

1-5 7.00%
6-10 6.00%
11-15 5.00%
16+ 4.00%
Overtime Pay 10% of base pay.
Payroll Growth 3.50% per annum.
Valuation Compensation Base pay rate as of the valuation date increased by

the annual salary scale assumption and loaded 10%
for overtime (benefit accrual excludes overtime load).

Demographic Assumptions

Mortality — All Participants Society of Actuaries (SOA) Public Safety mortality
tables projected generationally with Scale MP-2019.
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4.4 Assumptions and Methods (continued)

Retirement Active Officers are assumed to retire based on age
related rates once eligible for Special Early
Retirement, according to the following table:

Age Rate
45 0.35
46 0.15
47 0.16
48 0.17
49 0.18
50 0.20
51 0.22
52 0.24
53 0.25
54 0.25
55 0.25
56 0.25
57 0.25
58 0.25
59 0.25
60 0.30
61 0.30
62 0.30
63 0.30
64 0.30
65 1.00

Termination Rates based on Service at the beginning of the year:
Service Rate

0-4 0.100

5-9 0.050
10 0.035
11 0.030
12 0.025
13 0.020
14 0.015
15 0.010
16+ 0.000

Members terminating with less than ten (10) years of
service are assumed to elect a refund of contributions.
All other members terminating are assumed to
commence a lifetime annuity at age 55, or current age
if older.
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4.4  Assumptions and Methods (continued)

Disability Active Officers are assumed to incur disabilities
based on experience that vary by age as shown
below, with sample rates per 1,000 lives summarized

below:

Age Rate Age Rate
20 0.14 42 1.32
21 0.15 43 1.48
22 0.16 44 1.73
23 0.17 45 2.09
24 0.18 46 2.55
25 0.19 47 2.98
26 0.21 48 3.34
27 0.23 49 3.62
28 0.25 50 3.79
29 0.28 51 3.92
30 0.31 52 4.04
31 0.35 53 4.24
32 0.40 54 4.56
33 0.45 55 4.90
34 0.49 56 5.32
35 0.52 57 5.86
36 0.54 58 6.60
37 0.57 59 7.53
38 0.62 60 9.11
39 0.73 61 11.72
40 0.92 62+ 0.00
41 1.14

Social Security Disability Benefit For the purpose of the offset to the pre-65 disability

benefit, the Social Security disability benefit is
assumed to be 40% of base pay.

Marital Status 85% of all active Officers are assumed to be married.
Female spouses are assumed to be two years younger
than their male spouses. Surviving spouses are
assumed never to remarry.

Changes in Assumptions The longevity scale used to project the mortality table
was changed from MP-2018 to MP-2019. There have
been no other changes in actuarial assumptions since
‘'the prior year valuation.
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4.4 Assumptions and Methods (continued)

Methods
Valuation Date

Asset Valuation Method

Actuarial Cost Method

Amortization Method

Changes in Methods

January 1, 2020

Adjusted market value, with asset gains and losses
recognized over 5-years. The adjusted market value
is adjusted to remain within a corridor range of 90%
to 110% of fair market value.

The Entry Age Normal Actuarial Cost Method
The present value of the projected benefit (PVB) is

determined as of the date the member entered the
plan (or would have entered if the plan had always
been in effect). The present value of future salary
(PVFS) is also determined at entry age. The
percentage of the PVFS represented by the PVB is
the level percent of pay which, if contributed every
year, would exactly fund the benefit if the valuation
actuarial assumptions were realized. The actuarial
accrued liability is the theoretical value of assets
which would result from the accumulation of these
contributions from the plan entry until the valuation
date.

Once adjusted for the time value of money, the
unfunded actuarial accrued liability is assumed to be
reduced each year by the amount contributions
exceed the normal cost of the Fund. Payroll is
assumed to grow at 3.50% per year.

There have been no changes since the prior valuation.
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4.5 Plan Provisions

Effective Date

Administration

Eligibility

Group A Member

Group B Member

Service

Post Transition Service

The Plan was established December 1, 1980 by city
ordinance. In 1997 the city council adopted Article
6243p of the Texas Revised Civil Statutes. The plan
was restated effective January 1, 2009 to create a new
benefit structure, and subsequently amended for
technical corrections retroactive to January 1, 2009.
The plan was amended in 2017 to change the vesting
schedule for new hires on or after April 15, 2017.
Effective for members hired after February 4, 2019,
the retirement eligibility provisions were modified
such that the unreduced retirement eligibility was
moved to age 55 and the special early retirement
eligibility was moved to age 50. Article 6243p was
amended by HB 2763 on June 2019.

The plan is administered by a board of trustees
consisting of eight members. Funds are held by the
board, as trustee.

All regular and permanent full-time police officers
who are employed by the City of Galveston in the
police department become members of the plan as a
condition of employment.

Any participant with fifteen (15) or more years of
Service as of January 1, 2006 who was a Member on
June 30, 2008.

Any participant with less than fifteen (15) years of
Service as of January 1, 2006 who was a Member on
June 30, 2008, or any Member whose period of
employment begins on or after July 1, 2008.

Service is calculated on an elapsed time basis from
date of hire.

Service for a Group A Member that is earned after
June 30, 2008.
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4.5 Plan Provisions (continued)

Average Monthly Base Pay
Transition Monthly Base Pay

Member Contributions

City Contributions

Actuarially Determined Contribution (ADCR)

Normal Retirement

Unreduced Early Retirement

Special Early Retirement

The average base pay during the last 60 consecutive
completed calendar months of employment.

The average base pay during the last 60 consecutive
completed calendar months as of June 30, 2008.

Each active member shall have 12.0% of biweekly
compensation deducted and paid into the plan. As of
2025, members wili also contribute half of the prior
year ADCR in excess of 30% of member payroll.

Effective June 2019, HB 2763 increased the City
contribution rate to 18.00% of member payroll from
2020 through 2024. Thereafter, the City will also
contribute half of the prior year ADCR in excess of
30% of member payroll.

The rate of payroll required to pay the normal cost,
administrative expenses and amortize the Unfunded
Actuarial Accrued Liability over closed 30-year
periods.

Normal retirement eligibility is attainment of age 65.

Group A members are eligible for an unreduced
benefit if they retire after age 45 with at least 20
years of Service, or after 25 years of Service
regardless of age.

Group B members, hired prior to February 4, 2019,
are eligible for an unreduced benefit if they retire
after age 50 with at least 20 years of Service.

Members hired after February 4, 2019 are eligible for
an unreduced benefit if they retire after age 55 with at
least 20 years of Service.

Group A members are eligible for a retirement
benefit if they retire prior to age 45 with at least 20
years of Service. The benefit is unreduced, but it is
deferred for commencement until age 45.

Group B members, hired prior to February 4, 2019,
are eligible for a retirement benefit if they retire after
age 45 with at least 20 years of Service. The benefit
is reduced 1/180 per month for each month that the
retirement date precedes age 50.
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4.5 Plan Provisions (continued)

Special Early Retirement (Continued)

Regular Early Retirement

Retirement Benefit — Group A Member

Preserved Benefit

Post Transition Benefit

Members hired after February 4, 2019 are eligible for
a retirement benefit if they retire after age 50 with at
least 20 years of Service. The benefit is reduced
1/180 per month for each month that the retirement
date precedes age 55.

Members are eligible to retire after age 55 with at
least 10 years of Service with the benefit reduced
1/180™ per month for each of the first sixty months
and by 1/360™ for each of the next sixty months by
which the retirement date precedes age 65.

A Group A member, upon retirement, will choose
either the Preserved Benefit plus the Post Transition
Benefit, or a benefit calculated under the Group B
formula. The Preserved Benefit and the Post
Transition Benefit provide a higher benefit prior to
age 65 and a lower benefit thereafter.

The Preserved Benefit is the result of the prior plan
formula calculated as of June 30, 2008 for Group A
Members. There are separate pre-65 and post-65
Preserved Benefits.

The Post Transition Benefit is an additional accrual
that is added to the Preserved Benefit for Service
after June 30, 2008. For the remainder of this section,
Transition Monthly Base Pay is abbreviated as
“Transpay”. The benefit is (a) plus (b) plus (c) for
the pre-65 benefit and (d) for the post 65 benefit:

(a) 2.725% of Transpay multiplied by Post Transition
Service, if any, that makes total Service exceed
15 years, but not exceed 20 years.

(b) 5.000% of Transpay multiplied by Post Transition
Service, if any, that makes total Service exceed
20 years, but not exceed 25 years.

(c) 1.000% of Transpay multiplied by Post Transition
Service, if any, that makes total Service exceed
25 years, but not exceed 30 years.

(d) 1.650% of Transpay multiplied by Post Transition
Service, if any, that makes total Service exceed
15 years, but not exceed 30 years.
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4.5 Plan Provisions (continued)

Retirement Benefit — Group B Member

Minimum Retirement Benefit

Deferred Vested Retirement

Refund of Contribution

Disability Retirement

A monthly lifetime pension benefit, commencing on
the first day of the month next following the
member’s date of retirement equal to 2.11% of
Average Monthly Base Pay multiplied by the number
of years of service, limited to 30 years.

The minimum monthly pension benefit payable to a
retired member or his beneficiary is $500 per month.

Vested retirement eligibility is completion of 5 or
more years of service. For members hired on or after
April 15, 2017, a graded vesting schedule of 0% until
5 years of service, 50% at 5 years of service, and
increasing 10% per year until 100% at 10 years of
service is applied.

Each member who terminates employment after
meeting vested retirement eligibility but before
meeting any of the early retirement eligibility
provisions shall receive a monthly lifetime pension
benefit according to the formula for early retirement
payable upon attainment of early retirement
eligibility or as late as age 65. If a vested terminated
member receives a refund of his accumulated
contributions, membership is terminated and the
deferred retirement benefit is forfeited.

Each member who terminates prior to completing 5
or more years of service shall receive a refund of his
accumulated contributions without interest.

Any member who becomes disabled in accordance
with the provisions of the plan shall receive a
monthly benefit payable up to age 65 equal to 60% of
his current pay rate minus any Worker’s
Compensation or any other disability benefit paid,
with a maximum net benefit of $1,500 per month.

Any member who becomes disabled in accordance
with the provisions of the plan shall receive a
monthly lifetime benefit payable after age 65 equal to
the normal retirement benefit as if he had continued
working to age 65 with the rate of pay at the time of
disability.
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4.5 Plan Provisions (continued)

In-Service Death Benefit

Post-Retirement Death Benefit

Changes in Plan Provisions

In-service death benefit eligibility is completion of 5
years of service.

The surviving spouse of a deceased active member
shall receive a monthly lifetime pension benefit
payable beginning the first of the month next
following the date of death for as long as the spouse
does not remarry equal to 50% of the normal
retirement pension the member wouid have received
at age 65, considering service to date of death and
average monthly compensation at date of death.

If there is no surviving spouse but there are surviving
dependent children, each surviving child shall receive
a proportionate share of the monthly pension benefit

the spouse would have received payable until age 18.

The surviving spouse of a member who dies after
commencement of a normal, early, special early, or
disability pension benefit shall receive a monthly
lifetime pension benefit payable for as long as the
spouse does not remarry equal to 50% of the pension
benefit which the retired member would have
received if he had continued living.

The surviving spouse of a disabled member who dies
prior to age 65 will receive a monthly pension equal
to 50% of the monthly pension benefit the deceased
member would have received had he worked up the
to the date of death at the rate of pay in effect at date
of disability and had retired and continued living.

The unreduced and special early retirement eligibility
was changes for members hired after February 4,
2019. The funding policy was modified per HB 2763
during 2019, but those changes were reflected in the
prior valuation. In addition, the plan was restated to
reflect prior amendments and other changes from HB
2763. There have been no other plan amendments
since the prior year valuation which have an impact
on the valuation results.
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/A1 Ham, Langston
Zf & Brezina LLP

Certified Public Accountants
Accountants’ Compilation Report

To the Board of Directors
Galveston Police Retirement Fund
Galveston, TX 77550

Management is responsible for the accompanying financial statements of Galveston Police Retirement
Fund (a Texas, non-profit organization), which comprise the Statement of Net Assets Available for
Benefits - tax basis as of March 31, 2020 and the related Statement of Changes in Net Assets Available
for Benefits - tax basis for the one month and three months then ended in accordance with the tax-basis of
accounting, and for determining that the tax basis of accounting is an acceptable financial reporting
framework. We have performed a compilation engagement in accordance with the Statements on
Standards for Accounting and Review Services promulgated by the Accounting and Review Services
Committee of the AICPA. We did not audit or review the financial statements nor were we required to
perform any procedures to verify the accuracy or completeness of the information provided by
management. Accordingly, we do not express an opinion, a conclusion, nor provide any form of
assurance on these financial statements.

The financial statements are prepared in accordance with the tax basis of accounting, which is a basis of
accounting other than accounting principles generally accepted in the United States of America.

Management has elected to omit substantially all of the disclosures ordinarily included in financial
statements prepared in accordance with the tax basis of accounting. If the omitted disclosures were
included in the financial statements, they might influence the user’s conclusions about the Company’s
assets, liabilities, equity, revenues and expenses. Accordingly, the financial statements are not designed
for those who are not informed about such matters.

Supplementary Information

The supplementary information is presented for purposes of additional analysis and is not a required part
of the basic financial statements. This information is the representation of management. The information
was subject to our compilation engagement; however, we have not audited or reviewed the supplementary
information and, accordingly, do not express an opinion, a conclusion, nor provide any assurance on such
supplementary information.

We are not independent with respect to the Galveston Police Retirement Fund as we perform monthly
administrative duties for the plan.

Ham, Langston & Brezina, LLP
Galveston, Texas

May 17, 2020



Galveston Police Retirement Fund

Statement of Net Assets Available for Benefits
As of March 31,2020

Cash - Moody National Bank
Cash sweep - Schwab
Accrued dividends & interest
Loans receivable-retirees
Due from Schwab

Investments, at FMV
Investments-govt & corp bonds
Market value adj - bonds
Exchange Traded Funds
Market value adj. - ETF
Investments-common stock
Market value adj - stocks
Real Estate Investment Trusts
Market value adj. - REIT
Investments - Equity funds - MNB
Market value adj. - Equity funds - MNB
Fixed Income funds - MNB
Market value adj. - Fixed Income - MNB
Total investments

Total Assets

Accounts payable

Payroll tax payable

Child support payable
Total Liabilities

Net Assets Available for Benefits

Assets

6,204,117
89,620
1,534,992
(208,150)
9,445,556
(1,044,255)
595,748
(34,760)
174,770
(43,079)
127,229
(1,762)

Liabilities

See Accountants' Compilation Report

1

(211,091.78)

407,617.31
55,327.00

254,354.13
90,000.00

16,840,025.71

17,436,232.37

19,301.00
4,694.56
1,684.00

25,579.56

17,410,652.81




Galveston Police Retirement Fund
Statement of Changes in Net Assets

ADDITIONS:

Contributions
Contributions - Police
Contributions - City

Total contributions

Investment income

Available for Benefits
For the One Month and Three Months Ending March 31, 2020

Net unrealized Gain/(Loss) in FMV

Capital Gain distributions

Other Income
Interest
Interest - Retiree Loans
Dividends
Total Other Income

Total Investment Income/{loss)

Less: Investment expense
Manager expense
Total investment expense

TOTAL ADDITIONS

DEDUCTIONS:
Retirement benefits
Benefits - non-taxable
Survivor benefits
Survivor benefits - non-taxable
Disability benefits
Disability benefits - non-taxable
Rollover benefits
Lumpsum benefits
Actuarial expenses
Custodial services
Legal fees
Professional fees
Insurance
Travel/conference expense
Miscellaneous
Foreign taxes
TOTAL DEDUCTIONS

Net increase/(decrease)

1 Month Ended 3 Months Ended
March 31, 2020 March 31, 2020

S 131,494.81 372,887.07
0.00 0.00

131,494.81 372,887.07
(2,277,267.17) (3,865,075.56)
0.00 0.00
(2,277,267.17) (3,865,075.56)
0.00 0.00

5,352.95 42,094.73

1,776.82 5,901.79
39,092.34 77,408.41
46,222.11 125,404.93
(2,231,045.06) (3,739,670.63)
(5,665.83) (17,993.57)
(5,665.83) (17,993.57)
(2,105,216.08) {3,384,777.13)
299,763.91 896,972.44
3,532.95 10,686.38

2,549.37 7,648.11

25.63 76.89

1,449.76 4,349.28

50.24 150.72

7,178.92 7,178.92

59,792.85 . 192,320.95 .

4,000.00 15,300.00

13491 517.98

0.00 0.00

6,565.00 23,938.29

0.00 0.00

0.00 0.00

(3,250.61) (1,758.89)

0.00 0.00

381,792.93 1,157,381.07

S (2,487,009.01) (4,542,158.20)

See Accountant's Compilation Report
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SUPPLEMENTAL SCHEDULE




Galveston Police Retirement Fund

Supplemental Schedule
Retiree Loans Receivable
March 31, 2020
Outstanding
Retiree Loan

Loans receivable - R. Owens $ 35,974.35
Loans receivable-A. Mitchell 548.15
Loans receivable- J. Harris 17,186.54
Loans receivable-H. Dominguez 21,719.45
Loans receivable-J Loyd 4,760.70
Loans receivable - Duenez 10,179.34
Loans receivable- Sanderson, L. 28,283.15
Loans receivable - Erickson 10,698.53
Loans receivable - Juana Villarreal 5,192.45
Loans receivable - T. Buck 25,898.76
Loans receivable-Moody 1,276.30
Loans receivable - Murdock 7,044.00
Loan receivable - Smith, Larry 3,819.56
Loan receivable - Smith, Amanda 2,186.21
Loan receivable - Arellano, O. 4,005.64
Loan receivable - Sims, D. 16,321.29
Loans receivable - D. Watson 33,101.11
Loans receivables - J. Kylen 21,898.01
Loans receivable - Perry 4,260.59

Total $__ 254,354.13

See Accountants' Compilation Report
1




If contrib. amortized

3/31/2020 3/31/2019
Addittions:
Contributions - Police 372,887 366,433
Contributions - Employer 559,331 452,850
932,218 819,283
Investment Income (Loss) (3,739,671) 1,418,532
Manager expense (17,994) (15,673)
Total Additions (2,825,447) 2,222,142
Deductions:
Distributions 1,119,384 1,058,738
Actuarial 15,300 22,175
Custodial 518 565
Legal and Professional fees 23,938 64,944
Miscellaneous (1,759) 11,465
Total Deductions 1,157,381 1,157,887

Net increase/(decrease) (3,982,828) 1,064,255



