NOTICE OF MEETING

AGENDA
CITY OF GALVESTON EMPLOYEES' RETIREMENT FUND
FOR NON-CIVIL SERVICE EMPLOYEES
TOBEHELDAT 100P.M, 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 ¢
the City of Galveston Employees’ Retirement Fund for Police will conduct the meeting by telephone/video conference i
order to advance the public health goal of limiting face-to-face meetings (also called “social distancing”) to slow the sprea
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. Approval of ainutes of February 4, 2020 meeting

4. Update on investment Management Audit

5. Performarce report from the Quantitafive Group

6. Astionon recommendations by the Quantitative Group

7. Discussion and possible action on Actuarial Report from Rudd and Wisdom
3. Compiied financiai statements

3. Next meeting date August 4, 2020

10 Open Public Forum/Comments

11. 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 (deliheration regarding economic development negotiations).

Ann S. Masel, CPA
Administrator

Please Note
fMembers 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: 851 8408 1424
Phone: +1 346 248 7799 US (Houston

This written notice of the meeting agenda packet, are posted oniine 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 public in compliance with Chapter 551 of
the Texas Government Code on May

Janelie Williams, City Secretary

IN ACCORDANCE WITH THE PROVISIONS OF THE AMERICANS WITH DISABITIES ACT (ADA), PERSONS IN NEED OF A SPECI?
ACCOMODATION TO PARTICIPATE IN THIS PROCEEDING SHALL, WITHIN THREE (3) DAYS PRIOR TO ANY PROCEEDING, CONTACT THE CI1
SECTARY'’S OFFICE, SUITE 201; 823 ROSENBERG; GALVESTON, TEXAS 77550; (409) 797-3510

Poatz é/, fsae D'mbra &? Sém@/? QW 5-29-20 [(Oam



MINUTES OF THE CITY OF GALVESTON EMPLOYEES’ RETIREMENT FUND
BOARD OF TRUSTEES OF GALVESTON, TEXAS

Meeting Date
February 4, 2020

The following members were present:
Don Davison

Mike Loftin

Robert Simmons

Jeff Ammerman

The following members were absent:

Rodney Low

James Patterson

Also attending was Ron Kern and Katie Nesbit (Graystone Consulting)

It was determined that a quorum was present, and the meeting was called to order at 1:00.

Robert Simmons presented the name of Lewis Rosen to fill the vacated position of Michel Boyer. Robert
Simmons moved approval; Jeff Ammerman seconded. Motion passed unanimously.

Motion for approval of November 5, 2019 minutes was made by Mike Loftin; second by Robert Simmons.
Motion passed unanimously.

Ron Kern, with the Quantitative Group, presented the Performance Evaluation. The following illustrates
the returns and balances for the quarter:

Market

Manager Value Actual Benchmark
iShares Core S&P 500 ETF 8,548,405 8.97% Standard & Poors 500 9.07%
iSharesMSCI USA Min ETF 8,974,014 2.94% Standard & Poors 500 9.07%
Vanguard Mid Cap 9,272,115 6.87% Russell MidCap 7.06%
iShares Core S&P Small-( 4,907,237 8.26% S&P Small Cap 600 8.21%
iShares Cove MSCI EAFE E 2,915,641 8.29% MSCI ACWF ex-US 8.92%
iShares Core MSC) Emerg. 1,453,402 12.18% MSCI EM Net 11.84%
Baird Aggregate Bond 3,332,140 0.30% Barclays US Aggre 0.18%
Met West Total Rtn Bdl 3,561,467 0.19% Barclays US Aggre 0.18%
TIAA CREF Bond Fund 3,308,719 0.23% Barclays US Aggre 0.18%
Brandywine Global Opp 2,080,920 4.22% SB World Govt Bond -0.35%
PIMCO Income Fund 2,629,861 2.53% Barclays US Aggre 0.18%
FPA Crescent 2,422,941 5.69% HFRI Equity Hedge 5.71%
Salient Technical Growth 1,251,227 5.64% HFRI Equity Hedge 5.71%
Wells Fargo Absolutel Re: 1,517,548 5.29% HFRI Equity Hedge 5.71%
Cash 1,338,279

Total 57,513,916



Ron discussed the performance report. He pointed out that total fees are approximately .37% and fees
have been very carefully controlied. The Fund performance gained 5.13% for the quarter and gained
20.63% for the year to date.

Total rate of return since inception has been 7.15%; total over 10 years has been 7.98%.

Ron Kern noted that both Brandywine and the alternative investments will be taken off watch as
performance has now exceeded benchmark. There were no other recommendations for the quarter

As approved at the previous meeting, Rudd and Wisdom drafted the funding policy required by SB 322
that details the fund’s plan for achieving a funding ratio that is equal to or greater than 100%. This written
policy must be filed with the PRB. Motion by Don Davison, second by Jeff Ammerman to remove the
reference on page 3 that refers to a Board plan to lower the rate of return to 7%. Motion passed
unanimously. Robert Simmons moved, with a second by Mike Loftin, to approve the document as
amended. Motion passed unanimously.

The Board reviewed the RFP’s received from 5 independent firms proposing to evaluate the investment
practices and performance of the investment manager and make recommendations for improvement.
Motion by Mike Loftin, second by Robert Simmons to approve the proposal from Roland/Criss. Motion
passed unanimously.

Chris Breaux presented the engagement letter from Whitley Penn for the 2019 audit. Motion to accept
made by Mike Loftin: second by Robert Simmons. Motion passed unanimously.

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

Compiled financial statements for the quarter showed an increase in changes in net assets for the quarter
of $2,731,754 and an increase of $8,983,576 for year to date.

With no further business or requests, the meeting was adjourned at 2:30

Ann Masel, Plan Administrator
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Board of Trustees

The City of Galveston Employees’
Retirement Plan for City Employees

c/o Ms. Ann S. Masel, CPA

1011 Tremont

Galveston, Texas 77550

Re: Actuarial Valuation as of December 31, 2019

Dear Trustees:

At your request, we have prepared this report which presents the results of our actuarial
valuation of the City of Galveston Employees’ Retirement Plan for City Employees (the Plan)
as of December 31, 2019. The purpose of this actuarial valuation is to determine whether the
Plan has an adequate contribution arrangement. Tt also presents the actuarial condition of the
Plan and recommends a contribution ratc by the City of Galveston which together with the
6% contribution rate by the members would be part of a contribution policy expected to be
an adequate contribution arrangement for the long-term future.

Actuarial Condition of the Plan

The best indicator of the actuarial condition of a plan like yours in which the contribution
rates are assumed to be fixed is the actuarially determined period for amortizing the unfunded
actuarial accrued liability (UAAL). This December 31, 2019 valuation reflects an
actuarially assumed total contribution rate of 15%, comprised of 6% by the employees and
of 9% by the city. The total contribution rate of 15% exceeds the normal cost rate of 9.80%,
leaving 5.20% available to amortize the UAAL of $15,922,387. Assuming that the total
payroll increases at the rate of 2.75% per year in the future, the contributions in excess of
the normal cost will amortize the UAAL in 16.5 years.

In order for a retirement plan to have an adequate contribution arrangement, contributions
must be made that are sufficient to pay the plan’s normal cost and to amortize the plan’s

9500 Arboretum Blvd., Suite 200 www.ruddwisdom.com Phone: (512) 346-1590
Austin, Texas 78759
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UAAL over a reasonable period of time. Based on the Texas Pension Review Board
guidelines, our professional judgment, and the actuarial assumptions and methods used in
making this valuation, we consider periods of 10 years to 25 years to be preferable and 30
years to be the maximum acceptable period. Since the total contributions are sufficient to
pay the Plan’s normal cost and to amortize the Plan’s UAAL within the maximum
acceptable period, we are of the opinion that the Plan, based on present levels of
benefits and contributions, has an adequate contribution arrangement.

Recommendations

An important part of reporting on the actuarial condition of the Plan is discussing how the
current design is increasingly limited for the long-term future and how the design could be
made more viable. The Plan was evidently amended in 2003 in response to an inadequate
contribution arrangement resulting from investment losses during the 2000-2002 economic
recession. One primary change was to cap the amount of the monthly benefit at $4,166.67
(850,000 per year). While the cap has helped the Plan to have an adequate contribution
arrangement in the five most recent actuarial valuations, it is gradually eroding the value of
the Plan for the employees of the city, particularly for those who will work for a long period
of years for the city or have a higher pay level. It did not have any immediate effect on those
who retired in the first ten years after 2003, but as time has passed, the cap has limited the
accrued benefit for a few people and a few retirees. Unless the cap is removed, it will limit
the projected retirement benefit for more and more employees and future retirees. The cap
was a temporary fix.

There are several ways that the cap could be removed. One approach would be with an
increase in the contribution rate that would allow the complete removal of the cap. The
increase in contributions could be all by the city or could be shared by the city and the active
participants. However, the total increase would be somewhat less if the city would provide
all of the increase because of the anticipated future refunds of employee contributions to
employees who terminate before becoming vested.

We studied the cost of removing the cap the last three years by increasing the city contribution
rate. We have updated the study based on this December 31, 2019 actuarial valuation. If the
city were to increase its contribution rate effective January 1, 2021 to 10.90%, then the cap
could be removed immediately and the $4.9 million higher without-cap UAAL would be
amortized in 20 years. Alternatively, the city contribution rate could be increased in two
steps. For example, a city contribution rate of 10% effective Januvary 1, 2021 and 11%
effective January 1, 2022 would also be expected to amortize the without-cap UAAL in 20
years.
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Another way to remove the cap is incrementally. Based on this actuarial valuation, if the
board were to authorize an increase in the cap from $4,166.67 per month to $5,000.00 per
month, the effect would be an increase in the unfunded liability pay off period from 16.5 years
to 20.4 years. Over time, the board would have similar opportunities to increase the cap by
allowing the pay off period to increase to an acceptable level that would still provide a
significant cushion for future adverse experience. The funding policy adopted by the board
earlier this year specifically allows the board to consider such an increase with the current
favorable actuarial condition of the Plan. We recommend that the board consider these
potential ways to increase or remove the cap and take steps this year to make the Plan
viable for the long-term future with the originally intended benefit design.

The provisions in the current plan document regarding the contributions to the Plan in
Articles IV and XII are fairly brief, not completely clear, out of date, and out of compliance
with the Pension Review Board Funding Guidelines. We recommend that these provisions
be updated. Consideration could also be given to an increased city contribution rate
described above in order to remove the dollar cap on benefits.

Actuarial Assumptions and Methods

As a part of each actuarial valuation, we review the actuarial assumptions used in the prior
actuarial valuation. As a result of our review, we have selected actuarial assumptions we
consider to be reasonable and appropriate estimates of future experience for the Plan for the
long-term future. Their selection complies with the applicable actuarial standards of
practice. Significant actuarial assumptions used in the valuation are:

1. 7.25% annual investment return net of investment-related expenses;

2. 2.75% annual general compensation increase plus pay increases due to promotions and
merit increases that vary by length of service and average of 1.4% per year over a 25-
year career;

3. Retirement rates which result in an average expected age at retirement of 63;

4. The mortality assumption consisting of the PubG-2010 below-median income tables
for employees and for retirees, projected for mortality improvement generationally

using the projection scale MP-2018; and

5. An aggregate payroll increase of 2.75% per year.
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The actuarial assumptions used in the December 31, 2018 valuation were reviewed, as
described in our letter dated April 17, 2020, and we recommended no changes. A summary
of all the assumptions and methods used in the valuation is shown in Section IV. In our
opinion the assumptions used, both in the aggregate and individually, are reasonable
estimates of anticipated experience of the Plan over the long-term future.

Plan Provisions

The plan provisions are the same as they were in the December 31 , 2018 actuarial valuation.
Section V of the report contains an outline of the principle eligibility and benefit provisions.

Change in Amortization Period

The amortization period, based on present plan provisions, was determined in the actuarial
valuation as of December 31, 2018 to be 16.8 years. Since one year has passed since that
valuation date, a 15.8-year amortization period would be expected if all actuarial
assumptions had been exactly met, no changes had occurred (other than those expected) in
the employee and pensioner data, and no changes in assumptions or methods had been
made. The amortization period is now 16.5 years. The actual experience occurring
between December 31, 2018 and December 31, 2019 differed from the expected
experience, resulting in the amortization period of 16.5 years, which is 0.7 of a year more
than the expected 15.8-year period for the following reasons:

1. The annual rate of investment return, net of investment-related expenses, on the market
value of assets during 2019 was 20.35%. However, the actuarial value of assets (AVA)
used in the valuation and the determination of the amortization period is based on an
adjusted market value. The annual rate of return on the AVA, net of investment-related
expenses, for 2019 was 6.40%, less than the assumed rate of return of 7.25%. This
resulted in an increase in the amortization period of 0.6 of a year.

2. The aggregate payroll increased 0.8% instead of the assumed 2.75% per year rate,
which caused the amortization period to increase by 0.5 of a year.

3. The net result of all experience other than the investment experience and the aggregate
payroll experience had the combined effect of a decrease in the amortization period of
0.4 of a year.
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Projected Actuarial Valuation Results

In addition to completing this actuarial valuation, we estimated the UAAL amortization
periods in the next four annual actuarial valuations by making projections from the
December 31, 2019 actuarial valuation. These projections examine the effect on the
amortization period in the next four actuarial valuations of the actuarial investment gains
and losses that the Plan experienced in the four years prior to the valuation date (loss in
2018 and gains in 2016, 2017, and 2019) that have been only partially recognized as of
December 31, 2019. The mathematical smoothing method used to determine the actuarial
value of assets (AVA) for this valuation is shown on page 15. This method phases in over
a five-year period any investment gains or losses (net actual investment return greater or
less than the actuarially assumed investment return) that the Plan has had. The AVA used
in this current valuation is deferring recognition of various portions of the gains and losses
in 2016-2019 that the Plan experienced. The AVA used in this valuation is $54,890,649.
The market value of assets (MVA) is $57,497,904. The $2,607,255 difference between the
MVA and the AVA is the net gain of the deferred gains and losses that will be recognized
in the next four actuarial valuations.

The theory behind the AVA method is to allow time for investment gains and losses to
partially offset each other and thereby dampen the volatility associated with the progression
of the MVA over time. In practice, the timing and amounts of investment gains and losses
can result in irregular effects on the AVA in a given year. However, the pattern of the
AVA is usually smoother over time than the pattern of the MVA as shown in the graph at
the end of Section III (page 16).

For the purpose of projecting the amortization period through 2023 we used six scenarios
of various assumed annual rates of investment return, net of investment-related expenses,
over the 2020-2023 projection period. The projected amortization periods will not be the
same as the actual amortization periods from completed future actuarial valuations but are
projected future actuarial valuation results based on the completed December 31, 2019
actuarial valuation. These projections show the expected effects over the next four years
after the valuation date (1) of the recognition of the portions of the past investment gains
and losses over the past four years that are deferred as of December 31, 2019, and (2) of
investment returns over the next four years different from the 7.25% assumption used in
this valuation.



Board of Trustees
Page 6
May 27, 2020

Assumed Investment Return
for Calendar Year
2020 -10.00%] -10.00%
2021 4.00 0.00
2022 4.00 0.00
2023 4.00 0.00

2024 and later 7.25 7.25

Amortization Period in Years
as of December 31:
2019 (actual)
2020 (projected)
2021 (projected)
2022 (projected)
2023 (projected

The projected future December 31, 2023 valuation, four years later, in Scenario 1 reveals
that instead of decreasing by the expected four years from 16.5 years to 12.5 years, the
amortization period is projected to decrease to 8.9 years due to the recognition of the $2.6
million deferred net gain in those four years. This result is not surprising when you
consider that if the AVA were set equal to the MVA, recognizing all of the past gains and
losses in this December 31, 2019 actuarial valuation, the amortization period would have
been 12.9 years instead of 16.5 years. The primary conclusion from Scenario 1 is that
without any gains or losses the amortization period would be expected to decrease by more
than one year each year through 2023 because of the timing and amount of the investment
gains and losses in the prior four years as shown on page 15.

One of the characteristics of a plan like yours with a relatively high funded ratio is that
future amortization periods are sensitive to investment gains and losses even with their
gradual recognition over five years. For example, the Plan had a rate of return of 20.35%
in 2019. Without any investment gains or losses in the next four years, the amortization
period is projected to decrease from 16.5 years to 8.9 years as shown in Scenario 1. A year
earlier, the Scenario 1 showed the amortization period of 16.8 years as of December 31,
2018 projected to increase to 19.7 years four years later.

We do not know what the investment experience will be for each of the next four fiscal
years. However, Scenarios 2-6 give examples of what could happen to the UAAL
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amortization period with varying adverse results of the effects of the COVID-19 pandemic
on the economy of the U.S. and the world. Variations in experience from the underlying
assumptions, other than investment return, will cause the actual amortization periods to be
different from the periods shown above. In addition, the future investment experience in
each of the next four fiscal years could be better or worse than the assumed rates shown.
These scenarios present a range of plausible, adverse scenarios for the next four valuations
assuming no changes in contributions or in the number of actives.

The primary conclusion from the scenarios is that since the Plan has both an amortization
period under 20 years and a deferred net gain in the AVA, the Plan is somewhat less
vulnerable to future adverse experience than it was a year ago.

Actuarially Determined Contribution (ADC) Rates

The PRB recommended in their report to the Texas Legislature at the end of 2014 that
actuarial valuation reports for fixed contribution rate plans should disclose contribution
levels required for a variety of appropriate amortization periods. Since the preferred range
for the UAAL amortization period is 10 to 25 years in the PRB’s pension funding
guidelines with a new maximum of 30 years, we have shown ADC rates that would have
been required beginning January 1, 2020 for amortization periods of 10, 20, and 30 years
based on this December 31, 2019 actuarial valuation.

- UAAL =7 Employee
~ Amortization |  ADC Rate Contribution Total
Period by the City Rate ADC Rate
10 Years 11.37% 6.00% 17.37%

20 Years
30 Years

8.38%
7.44%

6.00%
6.00%

14.38%
13.44%

In 2015, the Legislature passed HB 3310 which amended Sections 801 and 802 of the
Government Code. It included a new sentence in Section 802.101(a) which requires an
actuarial valuation to include a recommended rate needed to have an amortization period
for the UAAL that does not exceed 30 years. The city currently contributes 9% of payroll
and has for a number of years. Since our assumed continuation of this rate results in an
actuarially determined amortization period of less than 30 years, we recommend a city
contribution rate of at least 9% of payroll, the current city’s contribution policy.

The board adopted a funding policy for the Plan earlier this year that includes a benchmark
ADC rate with an initial closed amortization period of 30 years beginning January 1, 2020.
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That rate is shown above as 13.44%. Since the total fixed contribution rate is 15% resulting
in an actuarially determined amortization period of 16.5 years, the board may consider an
increase in the dollar cap on benefits as indicated in the funding policy. For example, with
the current 15% contribution rate, increasing the dollar cap to $5,000 a month would increase
the amortization period to 20.4 years.

Variability in Future Actuarial Measurement

Future actuarial measurements may differ significantly from the current measurements
presented in this report due to such factors as the following:

* Plan experience differing from that anticipated by the current economic or
demographic assumptions;

® Increases or decreases expected as part of the natural operation of the methodology
used for these measurements;
Changes in economic or demographic assumptions; and

e Changes in plan provisions.

Analysis of the potential range of such future measurements resulting from the possible
sources of measurement variability was provided on pages 5-7 in the projected amortization
periods for the next four annual actuarial valuations under six scenarios. The projections were
designed to assess the risk of variance of potential future investment rates of return in the four
years following the actuarial valuation date from the assumed 7.25% rate and the potential
effect on the amortization period. Additional or other sensitivity analysis could be performed
in a subsequent report if desired by the Board of Trustees.

Summary

As aresult of our December 31, 2019 actuarial valuation of the Plan, we have determined that
the continuation of the city contribution rate of 9% together with the employee contribution
rate of 6% is adequate to pay the normal cost and to amortize the UAAL in 16.5 years; so the
Plan bas an adequate contribution arrangement. However, the present plan design is
increasingly limited because of the dollar cap on benefits that was added in 2003. We
recommend that the board work with the city to remove the dollar cap. We have included in
the report two ways to change the contribution policy that would remove the dollar cap and
thereby make the plan design more viable for the long-term future. In addition, the favorable
actuarial condition of the Plan allows the board to consider increasing the dollar cap to $5,000
a month without an increase in the contribution rates.
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The actuarial valuation of the Plan has been performed in accordance with actuarial standards
of practice and in accordance with guidelines for pension funding established by the Texas
Pension Review Board applicable to Texas public employee pension plans. We look forward
to presenting the highlights of this report to the board at your June 2 meeting and answering
any questions you may have.

Respectfully submitted,
RUDD AND WISDOM, INC.

Mok 2. Fomblsrm

Mark R. Fenlaw, F.S.A.

Kuborea B. Moy

Rebecca B. Morris, A.S.A.

MRF/RBM:nlg
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THE CITY OF GALVESTON EMPLOYEES’® ACTUARIAL VALUATION
RETIREMENT PLAN FOR CITY EMPLOYEES AS OF DECEMBER 31, 2019

Section I — Certification of Actuarial Valuation as of
December 31, 2019

At the request of the Board of Trustees, we have performed an actuarial valuation of The City of
Galveston Employees’ Retirement Plan for City Employees as of December 31, 2019. The purpose
of this report is to determine whether the Plan has an adequate contribution arrangement. It also
presents the actuarial condition of the Plan and recommends a contribution rate by the city which,
together with the 6% contribution rate by the members, would be part of a contribution policy
expected to be an adequate contribution arrangement for the long-term future.

We have based our valuation on employee participant data as of December 31, 2019 provided by the
City of Galveston and on changes in pensioner participant data and preliminary asset information for
the Plan as of December 31, 2019 provided by Ms. Ann S. Masel, the board’s administrator for the
Plan. We have relied on the accuracy of the participant data and the unaudited assets provided. We
have used the actuarial methods and assumptions described in Section IV of this report. The actuarial
valuation has been performed on the basis of the plan provisions summarized in Section V.

To the best of our knowledge, no material biases exist with respect to any imperfections in the census
data provided. We have not audited the data provided but have reviewed it for reasonableness and
consistency relative to the census data received for the December 31, 2018 actuarial valuation.

All current employees cligible to participate in the Plan as of the valuation date and all other
individuals who have a current or deferred vested benefit under the Plan have been included in the
valuation. Further, all plan benefits have been considered in the development of plan costs.

To the best of our knowledge, the actuarial information supplied in this report is complete and
accurate. In our opinion the assumptions used, in the aggregate and individually, are reasonable
estimates of anticipated experience of the Plan over the long-term future, and their selection complies
with the applicable actuarial standards of practice.

We hereby certify that we are members of the American Academy of Actuaries who meet the
Qualification Standards of the American Academy of Actuaries to render the actuarial opinions
contained herein.

Mok L. Fonlom Qs B. Moy

Mark R. Fenlaw, F.S.A. Rebecca B. Morris, A.S.A.
Member of American Academy of Actuaries Member of American Academy of Actuaries

RUDD AND WISDOM, INC. 11 May 2020



THE CITY OF GALVESTON EMPLOYEES® ACTUARIAL VALUATION
RETIREMENT PLAN FOR CITY EMPLOYEES AS OF DECEMBER 31, 2019

Section I1 — Summary of Actuarial Valuations

% December 31, | December 31,
Tt 1 T I 2018 2019
1. Participant Census at Valuation Date
a. Covered employees 531 516
b. Vested terminated due deferred benefit 62 66
¢. Terminated due refund 156 166
d. Retirees and beneficiaries in pay status 346 356
e. Total 1,095 1,104
2. Annualized Covered Payroll $ 26,061,778 |$ 26,261,755
3. Actuarial Present Value of Future Benefits
a. Active employees $ 48,056,248 |$ 49,620,688
b. Terminated (vested deferred benefit or refund) 3,325,468 3,059,184
c. Retirees and beneficiaries 33,329,716 34,308,314
d. Total $ 84,711,432 |$ 86,988,186

4. éctuarial Present Value of Future Normal $§ 16,364,009 ($§ 16,175,150 ’
ost

5. Actuarial Accrued Liability (Item 3e —Item 4) |$ 68,347,423 |$ 70,813,036 !

6. Actuarial Value of Assets $ 52374631 [$ 54,890,649 !

7. Unfunded Actuarial Accrued Liability (UAAL) | $ 15,972,792 | $§ 15,922,387
(Item 5 — Item 6)

8. Current Contributions (Percent of Pay)
a. Employees 6.00% 6.00%
b. City of Galveston 9.00 9.00
c. Total 15.00% 15.00%

9. Normal Cost (Percent of Payroll) 9.81% 9.80%

10. Percent of Payroll to Amortize the UAAL
(Item 8c — Item 9) 5.19% 5.20%

11. Years to Amortize the UAAL 16.8 years 16.5 years
76.6% 77.5%

12. Funded Ratio (Item 6 + Item

! The funded ratio is not appropriate for assessing either the need for or the amount of future contributions or the adequacy
of the current contribution rates. Using the market value of assets instead of the actuarial value of assets for item 12
results in funded ratios of 71.0% as of December 31, 2018 and 81.2% as of December 3 1, 2019.

RUDD AND WiSDOM, INC. 12 MAy 2020



THE CITY OF GALVESTON EMPLOYEES®
RETIREMENT PLAN FOR CITY EMPLOYEES

ACTUARIAL VALUATION

AS OF DECEMBER 31, 2019

Section III — Plan Asset Information

Statement of Changes in Assets

for the Years Ended December 31, 2019 and 2018

Additions

1. Contributions
a. Employer
b. Employees
c. Total

2. Investment Income
a. Interest and dividends
b. Net appreciation in fair value
c. Total
3. Other Additions
Total Additions

Deductions
4. Benefit Payments

5. Expenses
a. Investment-related
b. Administrative
c. Total
Total Deductions

Net Increase in Assets

Market Value of Assets (Plan Net Position)

12/31/2019!
$ 2,424,690
1,616.461

$ 4,041,151
$ 1,318,159
8.583.152

$ 9,901,311
0

$ 13,942,462

$ 4,683,296
$ 109,820

165,770
$ 275,590

$ 4,958,886

$ 8,983,576

_12/31/2018"

§ 2,367,759

1,578,505

$ 3,946,264

$ 1,170,713
(3.493.677)

$ (2,322,964)
0

$ 1,623,300

§ 4,411,524

$ 108,872
138,864
$ 247,736

$ 4,659,260

$ (3,035,960)

Beginning of Year $ 48,514,328 $ 51,550,288

End of Year $ 57,497,904 $ 48,514,328
Rate of Return

Net of All Expenses 19.97% (5.01)%

Net of Investment-Related Expenses 20.35% 4.75)%

Gross 20.60% (4.54)%
Investment-Related Expenses (Direct) 0.25% 0.21%
! Preliminary

May 2020

RUDD AND WISDOM, INC. 13



THE CITY OF GALVESTON EMPLOYEES’ ACTUARIAL VALUATION
RETIREMENT PLAN FOR CiTY EMPLOYEES AS OF DECEMBER 31, 2619

Section III — Plan Asset Information (Continued)

Summary of Asset Data

Equities
Large Cap Domestic $ 17,522,419
Mid Cap Domestic 9,272,115
Small Cap Domestic 4,907,237
International 4,369,043
Total 36,070,814

Fixed Income 14,913,107

Alternatives 5,191,716
Cash and Equivalents 1,322,267

Grand Total $ 57,497,904

! The grand total is the preliminary unaudited amount. All of the investment amounts except cash are from
the December 31, 2019 report from the investment consultant. Cash is the balancing item,

December 31, 2018 December 31, 2019

Market Value $ 48,514,328 $ 57,497,904
Actuarial Value $ 52,374,631 $ 54,890,649

Actuarial Value as a Percent
of Market Value 108.0% 95.5%

RUDD AND WISDOM, INC. 14 MAy 2020



THE CITY OF GALVESTON EMPLOYEES?
RETIREMENT PLAN FOR CITY EMPLOYEES

ACTUARIAL VALUATION
AS OF DECEMBER 31, 2019

Section III — Plan Asset Information (Continued)
Development of Actuarial Value of Assets

e -
-

=N

ey e e

00 ]
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. Market Value of Assets as of Beginning of Year
City Contributions

Employee Contributions

Benefit Payments and Administrative Expenses

. Expected Investment Return*

Expected Market Value of Assets as of End of Year
Actual Market Value of Assets as of End of Year
Actuarial Investment Gain/(Loss)

Market Value Rate of Return Net of Expenses

Rate of Actuarial Investment Gain/(Loss

PPN B LN~

—

* Assuming (1) uniform distribution of contributions and payments during the plan years and (2) actuarially assumed investment return of 7.5% per year net of investment-

related expenses for 2016 and 7.25% for 2017- 2019.

(6,147,332)
3,063,657
137,002

$ 6,303,480

$ 48,514,328
2,424,690
1,616,461

(4,849,066)
3,488,002

$ 51,194,415
57.497.904

$ 51,550,288
2,367,759
1,578,505

(4,550,388)
3.715.496

$ 45,640,192
2,274,927
1,518,519

(4,239,743)
3,292.736

$ 42,942,347
2,059,527
1,371,184

(4,066,695)
3,196,827

$ 54,661,660
48.514,328

$ 48,486,631
51,550,288

$ 45,503,190
45,640,192

$ 6,303,489
20.35%
13.10%

December 31, 2019

. Deferred Gain/(Loss) to be Recognized in Future

- Preliminary Value (Item 11 — Item 12)
. Corridor for Actuarial Value of Assets

a. 80% of Market Value as of December 31, 2019 (minimum)
b. 120% of Market Value as of December 31, 2019 (maximum)

. Actuarial Value as of December 31, 2019
. Write U]

/(Down) of Assets (Ttem 15 — Item 11

$ (6,147,332)
(4.75)%
12.00)%

$

| ';ns:éf

$ 3,063,657
14.00%

5,042,791
(3.688,399)
1,225,463

27.400

2,607,255

)

$
$
8
8
3

57,497,904
2.607.255
54,890,649

45,998,323
68,997,485
54,890,649

§ 137,002
7.82%
0.32%

RUDD AND WISDOM, INC.
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THE CITY OF GALVESTON EMPLOYEES®

ACTUARIAL VALUGATION

RETIREMENT PLAN FOR CITY EMPLOYEES ASOF DECEMBER 3&&0}2
Section III — Plan Asset Information (Continued)
Historical Comparison of Market and Actuarial Value of Assets
(Valuation as of December 31)
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THE CITY OF GALVESTON EMPLOYEES’ ACTUARIAL VALUATION
RETIREMENT PLAN FOR CITY EMPLOYEES AS OF DECEMRBER 31, 2019

Section IV - Actuarial Methods and Assumptions

A. Actuarial Methods

1. Actuarial Cost Method

The Entry Age Actuarial Cost Method is an actuarial cost method in which the actuarial
present value of projected benefits of each active employee included in the valuation is
allocated as a level percentage of compensation between age at hire and assumed
termination. Each active employee’s normal cost is the current annual contribution in a
series of annual contributions which, if made throughout the employee’s total period of
employment, would fund his expected benefits. Each employee’s normal cost is calculated
to be a constant percentage of his expected compensation in each year of employment. The
normal cost for the Plan is the sum of the normal costs for each active employee for the
year following the valuation date. The normal cost as a percent of payroll reflects that
contributions are made biweekly.

The Plan’s actuarial accrued liability is the excess of the actuarial present value of projected
benefits over the actuarial present value of all future remaining normal cost contributions.
The unfunded actuarial accrued liability (UAAL) is the amount by which the actuarial
accrued liability exceeds the actuarial value of assets. The UAAL is recalculated each time
a valuation is performed. Experience gains and losses, which represent deviations of the
UAAL from its expected value based on the prior valuation, are determined at each
valuation and are amortized as part of the newly calculated UAAL.

2. Amortization Method

The UAAL is assumed to be amortized with level percentage of payroll contributions (total
assumed contribution rate less normal cost contribution rate) based on assumed payroll
growth of 2.75% per year. This assumed growth rate is attributable to the 2.75% general
compensation increase assumption and an assumed stable number of active participants in
future years. The actuarial determination of the amortization period reflects that
contributions are made biweekly.

3. Actuarial Value of Assets Method

All assets are valued at market value with an adjustment made to uniformly spread actuarial
gains or losses (as measured by actual market value investment return vs. expected market
value investment return) over a five-year period. The total adjustment amount shall be
limited as necessary such that the actuarial value of assets shall not be less than 80% of
market value nor greater than 120% of market value. See page 14.

B. Actuarial Assumptions

As a part of each actuarial valuation, we review the actuarial assumptions used in the prior
actuarial valuation. We are guided in our review and selection of assumptions by the relevant
actuarial standards of practice. As a result of our review, we have selected actuarial
assumptions we consider to be reasonable and appropriate estimates of future experience for
the Plan for the long-term future.

RUDD AND WISDOM, INC. 17 May 2020



THE CITY OF GALVESTON EMPLOYEES® ACTUARIAL VALUATION
RETIREMENT PLAN FOR CITY EMPLOYEES AS OF DECEMBER 31, 2019

The investment return assumption is reviewed using the building block approach that includes
several asset allocations, assumed real rates of return for each asset class, an assumed rate of
investment-related expenses for each asset class, and an assumed rate of inflation, with all
assumptions for the long-term future. Our economic assumptions are influenced both by long-
term historical experience and by future expectations of investment consultants and
economists, but we select the economic assumptions and present them to the board as part of
the actuarial valuation,

L.

Investment Return

7.25% per year net of investment-related expenses.

Inflation

2.75% per year included in compensation increases and investment return assumptions.
Mortality Rates

PubG-2010 below-median income tables for employees and for retirees, projected for
mortality improvement generationally using the projection scale MP-2018.

Compensation Increases

General increases of 2.75% per year in addition to promotion and merit increases that
average 1.4% per year over a 25-year career. See Table 1 (page 19). The additional
promotion and merit increases were first selected for the December 31, 2015 actuarial
valuation and were based on the pattern of such increases assumed by the Texas County
and District Retirement System (TCDRS).

Retirement Rates
Rate per Year for Employees
¢ Eligible to Retire

55-59 3%
60-61 10
62-64 20
65-69 30
95
100

The average expected retirement age for employees not yet eligible to retire based on these
rates is 63.

Termination Rates

See Table 1 (page 19). These rates were first selected for the December 31, 2015 actuarial
valuation and were based on the pattern of termination rates assumed by TCDRS.
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THE CITY OF GALVESTON EMPLOYEES’ ACTUARIAL VALUATION
RETIREMENT PLAN FOR CITY EMPLOYEES AS OF DECEMBER 31, 2619

10.

11.

12

13.

14.

15.

Disability Rates

See Table 1 (page 19). These rates were first selected for the December 31, 2015 actuarial
valuation and were the disability rates assumed by TCDRS.

Percent Married

85% of the active participants are assumed to be married when a death benefit could be
paid to a spouse, with male participants assumed to have a spouse three years younger and
female participants to have a spouse three years older. For retirees and vested terminated

participants, spouse date of birth is provided at date of termination for those married.

Payment Form for Monthly Benefits Due to Retirement, Disability, or Vested
Termination

® Joint and 50% to surviving spouse for the 85% assumed to be married
» Life annuity for the 15% assumed to be single

Surviving Child’s Death Benefit

None are assumed as a result of future deaths.

Employees’ Contribution Rate

6% of covered pay.

City’s Contribution Rate

9% of covered pay for at least as long as the period required to amortize the UAAL.
Covered Payroll for First Year Following Valuation Date

Actual pay for 2019 for each active member as of December 31, 2019 increased 1.5% to
reflect the 2% general compensation increase effective October 1, 2019, (but not less than
the annual rate of salary as of December 31, 2019).

Administrative Expenses

The expenses paid by plan assets for other than investment-related expenses are assumed
to be 0.60% of payroll. The normal cost rate as a percent of payroll is assumed to be 0.60%

of payroll higher to reflect these expenses.

Increase in Future Retirement Benefits Due to Definition of Average Monthly
Compensation

1%.
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THE CITY OF GALVESTON EMPLOYEES® ACTUARIAL ¥YALUATION
RETIREMENT PLAN FOR CITY EMPLOYEES AS OF DECEMBER 31, 2019

Table 1
Disability and Termination Rates per 1,000 Active Members
Compensation Increases by Years of Service

Compensation Increases
Years of Increase
Service Percent
6.35%
6.35
6.35
6.35
6.35
4,81
481
4.81
4,81
4,81

LoV bhWN =D
SOOI B WM -

3.78
3.78
3.78
3.78
3.78
3.26
3.26
3.26
3.26
3.26

44
45 & over

! Applicable when not eligible for retirement.
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THE CITY OF GALVESTON EMPLOYEES® ACTUARIAL VALUATION
RETIREMENT PLAN FOR CITY EMPLOYEES AS OF DECEMBER 31, 2019

Section V — Outline of Principal Plan Eligibility and
Benefit Provisions as of December 31, 2019

1. Identifying Information

a.

Plan name: The City of Galveston Employees’ Retirement Plan for City Employees

b. Type of plan: Defined benefit pension benefits

C.

Plan sponsor: City of Galveston

d. Plan Year: January 1 - December 31

2. Participation

a.
b.
C.

Minimum Age: none

Probationary Service: none

Eligible Employee: All full-time employees except for those (i) covered by the separate
retirement plans for police and for firefighters, (ii) performing emergency services as
temporary employees, (iii) compensated on a fee basis; or (iv) leased.

3. Contributions

a.
b.

Active Member: 6% of pay

City: all amounts necessary, together with the members® 6% contributions, to pay the
normal cost and interest on the unfunded actuarial accrued liability; however since
October 2009 the city has contributed 9% of pay

4. Eligibility for Retirement or Disability

a.
b.

C.

Normal Retirement: age 65 plus five or more years of service

Early Retirement: age 55 or above plus ten or more years of service or age 62 plus five or
more years of service

Disability: eligible for Social Security disability benefits

5. Retirement or Disability Benefit Monthly Amounts

a.

b.
c.

Normal Refirement: 2.25% of average monthly compensation per year of service, payable
the first of each month, not to exceed $4,166.67 per month

Late Retirement: same as Normal Retirement

Early Retirement: amount equal to monthly normal retirement benefit accrued at early
retirement date reduced by 1/180% for each of the first 60 months and 1/360% for each
additional month by which early retirement precedes the member’s normal retirement, with
the reduced amount not to exceed $4,166.67 per month.

Disability: benefit before age 65 is 60% of monthly rate of pay in effect at date of disability
reduced by any other disability benefit except from Social Security, but net benefit may not
exceed $1,500 per month; benefit afier age 65 is the normal retirement benefit the member
would have received if he had continued in employment with the city until age 65 and his
rate of pay had remained the same as at his date of disability.
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THE CITY OF GALVESTON EMPLOYEES’ ACTUARIAL VALUATION
RETIREMENT PLAN FOR CITY EMPLOYEES AS OF DECEMBER 31, 2019

6. Payment Options

a. The normal form of monthly payment for life is joint and 50% to surviving spouse for the
member leaving a surviving spouse at date of death.

b. The member eligible to commence a monthly retirement benefit may elect a lump sum
distribution of the member’s accumulated contributions and an actuarially reduced monthly
benefit.

7. Termination Benefits

a. Benefit with at least five years of service: vested percentage of accrued benefit deferred to
normal retirement age. A member with at least ten years of service may elect a reduced
benefit before age 65 on or after age 55 reduced in the same manner as for early retirement.

b. Vesting Schedule:

10 or more

A member is always 100% vested in the portion of the accrued benefit attributable to the
member’s employee contributions.

¢.  Accrued Benefit: a monthly benefit payable in the normal form of payment beginning at
normal retirement age; the amount of the accrued benefit would be determined using the
normal retirement benefit formula using years of benefit service and compensation credited
at date of the determination, such as termination of employment.

d. Benefit with less than five years of service: member will receive his contributions to the
Plan as an employee.

8. Average Monthly Compensation

The result calculated using the greater of (2) plan compensation averaged over the five calendar
years of service covered by the Plan which produce the highest average monthly compensation
and (b) the monthly average of plan compensation over the last five years of service ending on
the date of termination of employment by the city.

9. Survivor Benefit for Death in Service

a. Death with at least five years of service: spouse will receive an immediate monthly benefit
for life equal to 50% of the normal retirement benefit the member would have received if he
had continued employment with the city until age 65 based on his Average Monthly
Compensation as of his date of death.

b. Death with less than five years of service: beneficiary will receive the member’s
contributions to the Plan as an employee.
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THE CITY OF GALVESTON EMPLOYEES®
RETIREMENT PLAN FOR CITY EMPLOYEES

ACTUARIAL VALUATION
AS OF DECEMBER 31, 2019

Section VI — Participant Information

Participant Census Summary

31, | December 31,

20301 3 1y Pk ey R i 2017 2019

1. Covered Employee Count
a. Vested 260 266 261
b. Nonvested 271 265 255
c. Total 531 531 516

Employees

. Age and Service of Covered

a. Average attained age

46.8 years

b. Average benefit service earned 7.7 years

status

b. Aggregate monthly benefit
¢. Average monthly benefit

b. A,

. Immediate Retirement Benefits
a. Retirees and beneficiaries in pay

. Deferred Retirement Benefits
a. Vested terminated participants 54
31,042
575

b. Aggregate monthly benefit
c. Average monthly benefit

. Refund of Contributions Payable
a. Terminated participants
egate amount payable

335
285,209
851

7 A

& o

141
432,196

©“

A L

46.8 years
7.7 years

346
300,202
868

62
33,010
532

156
503,067

&> H

&~ 5

$

47.3 years
7.9 years

356
311,822
876

66
30,910
468

166
423,336
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THE CITY OF GALVESTON EMPLOYEES® ACTUARIAL VALUATION
RETIREMENT PLAN ¥OR CITY EMPLOYEES AS OF DECEMBER 31, 2019

Section VI — Participant Information (Continued)

Participant Census Reconciliation

”1. As of ]jéééfnber ?;1, 2018

[|2. Change of status

. retirement

. disability

. death

. survivor payment
begins

. termination and
withdrawal
vested termination

. data correction

. new alternate payee
payment completed
net changes

S|
clooc oo o

o

[| 3. New actives

w
n
[=)

4. As of December 31, 2019

1 Includes four alternate payees receiving benefits according to the terms of Qualified Domestic

Relations Orders (QDRO).
2 Includes one alternate payee eligible to receive benefits according to the terms of a QDRO once

the participant begins receiving benefits.
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THE CITY OF GALVESTON EMPLOYEES’ ACTUARIAL VALUATION
RETIREMENT PLAN FOR CiTY EMPLOYEES AS OF DECEMRBER 31,2019

Section VI — Participant Information (Continued)

Distribution of Actives by Age and Service on December 31, 2019
with Average Annual Salary

5 | 25-29
11 6 4 4 6 3 6 4 3 47 $35,081
7 9 10 10 4 6 13 5 3 67 39,097
4 7 3 7 6 9 2 6 6 50 46,043
3 1 12 5 4 4 5 10 8 52 50,028
0 5 9 5 1 2 7 6 4 39 53,908
0 2 3 3 3 1 6 5 5 28 60,503
0 0 4 1 2 2 1 6 9 25 51,703
0 3 1 5 2 2 2 3 3 21 52,314
0 1 0 1 2 0 | 5 4 14 58,984
0 1 3 1 2 3 4 0 6 20 67,587
0 0 1 3 1 2 1 1 2 11 65,258
0 0 0 1 1 0 0 0 2 4 47,057
0 0 0 2 3 ] 2 0 3 10 45,185
0 0 1 2 0 3 | 3 2 12 48,393
0 0 0 1 1 1 5 1 0 9 58,185
0 0 0 ¢ 0 3 3 1 4 11 52,011
0 0 0 1 0 3 2 5 2 13 62,633
0 0 0 0 3 1 4 3 3 14 62,445
0 0 0 | 0 2 2 1 | 7 51,827
0 0 0 1 0 0 1 1 5 8 63,862
0 0 0 0 1 1 6 9 12 29 52,555
0 0 0 0 0 1 3 2 3 9 63,960
0 0 0 0 0 0 1 1 8 10 52,736
0 0 0 0 0 0 0 _1 b ] 83,456
25 35 51 54 42 49 78 79 103 516 50,895
Average $30,678 $49,234 $46,938 $50,999 $57,736
Salary $40,884 $48,221 $52,072 $56,979 $50,895
Average age 473
Average years of service 7.9
Average age at hire 394
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THE CITY OF GALVESTON EMPLOYEES®

ACTUARIAL VALUATION

RETIREMENT PLAN FOR CITY EMPLOYEES AS OF DECEMBER 31, 20619

Section VII — Glossary of Actuarial Terms

1. Actuarial Accrued Liability

2. Actuarial Assumptions

3. Actuarially Equivalent

4. Actuarial Gain (Loss)

5. Actuarial Present Value

6. Actuarial Valuation

7. Actuarial Value of Assets

That portion, as determined by the particular actuarial cost
method used, of the Actuarial Present Value of future
pension plan benefits as of the Valuation Date that is not
provided for by the Actuarial Present Value of future
Normal Costs.

Assumptions as to the occurrence of future events affecting
pension costs, such as: mortality, termination, disablement
and retirement; changes in compensation; rates of
investment earnings and asset appreciation; and other
relevant items.

Of equal Actuarial Present Value, determined as of a given
date with each value based on the same set of Actuarial
Assumptions.

A measure of the difference between actual experience and
that expected based on the Actuarial Assumptions during
the period between two Actuarial Valuation dates, as
determined in accordance with the particular actuarial cost
method used.

The value of an amount or series of amounts payable or
receivable at various times, determined as of a given date
(the Valuation Date) by the application of the Actuarial
Assumptions.

The determination, as of a Valuation Date, of the Normal
Cost, Actuarial Accrued Liability, Actuarial Value of
Assets and related Actuarial Present Values for a pension
plan.

The value of cash, investments and other property
belonging to a pension plan, as determined by a method and
used by the actuary for the purpose of an Actuarial
Valuation.

RUDD AND WISDOM, INC.
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THE CITY OF GALVESTON EMPLOYEES®

ACTUARIAL VALUATION

RETIREMENT PLAN FOR CITY EMPLOYEES AS OF DECEMBER 31, 2019

8. Entry Age Actuarial Cost
Method

9. Plan Year

10. Normal Cost

11. Projected Benefits

12. Overfunded Actuarial
Accrued Liability

13. Unfunded Actuarial Accrued
Liability

14. Valuation Date

15. Years to Amortize the
Unfunded Actuarial Accrued
Liability

An actuarial cost method under which the Actuarial Present
Value of the Projected Benefits of each individual included
in the Actuarial Valuation is allocated as a level percentage
of earnings between entry age and assumed termination.
The portion of this Actuarial Present Value allocated to a
valuation year is called the Normal Cost. The portion of
this Actuarial Present Value not provided for at a Valuation
Date by the Actuarial Present Value of future Normal Costs
is called the Actuarial Accrued Liability. Under this
method, Actuarial Gains (Losses), as they occur, reduce
(increase) the Unfunded Actuarial Accrued Liability.

A 12-month period beginning January 1 and ending
December 31.

That portion of the Actuarial Present Value of pension plan
benefits that is allocated to a valuation year by the actuarial
cost method.

Those pension plan benefit amounts that are expected to be
paid at various future times according to the Actuarial
Assumptions, taking into account such items as the effect
of advancement in age and past and anticipated future
qualified service.

The excess, if any, of the Actuarial Value of Assets over
the Actuarial Accrued Liability.

The excess, if any, of the Actuarial Accrued Liability over
the Actuarial Value of Assets.

The date upon which the Normal Cost, Actuarial Accrued
Liability and Actuarial Value of Assets are determined.
Generally, the Valuation Date will coincide with the end of
a Plan Year.

The period is determined in each Actuarial Valuation as the
number of years, beginning with the Valuation Date, to
amortize the Unfunded Actuarial Accrued Liability with a
level percent of payroll that is the difference between the
expected total contribution rate and the Normal Cost
contribution rate.
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Appendix A

Review of the Actuarial Economic Assumptions
for the December 31, 2019 Actuarial Valuation

Investment Return Assumption Development

Gross Annual
Real Rate of Estimated Net Asset Allocation
Investment Investment Real 12/31/ Hypothetical
Return (ROR)! Expenses? ROR 20193 Set A SetB
Domestic Equity
Large cap (iShares Core S&P 500) 6.5% 0.25% 6.25% 14.9% 15% 15%
Large cap (iShares MSCI USA
min. vol.) 6.5 0.36 6.14 15.6 14 15
Mid cap (Vanguard Index) 7.0 0.25 6.75 16.1 14 10
Small cap (iShares S&P
Small-Cap) 7.0 0.28 6.72 _85 1 _6
55.1 50 46
International Equity
Developed (iShares MSCI EAFE) 7.0 0.28 6.72 5.1 6 10
Emerging (iShares MSCI Emerg.) 8.5 0.35 8.15 _25 _3 _3
7.6 9 13
Fixed Income
Domestic Intermediate (Baird, Met
West, TIAA-CREF) 2.0 0.53 1.47 17.7 19 22
World (Brandywine Global) 2.5 0.80 1.70 3.6 5 5
Multisector (PIMCO Income) 2.5 0.71 1.79 _46 _35 _5
25.9 29 32
Alternatives
Long/short equity (Salient) 5.5 1.77 3.73 2.2 3 0
Absolute return (Wells Fargo) 3.5 1.31 2.19 2.6 3 0
Balanced allocation (FPA
Crescent) 4.5 1.28 3.22 _4.2 _4 _6
9.0 10 6
Cash 0.5 0.31 0.19 24 _2 _3
100.0% 100%  100%
Weighted Average Net Real ROR Assumption 4.78% 4.62% 4.55%
Possible Theoretical Annual Investment Return Assumption
—Net Real ROR Plus Assumed Annual Rate of Inflation
Assumed 2.75% Inflation 1.53% 737% 7.30%

' A gross annual real rate of investment return is the long-term total annual rate of investment return, before any
expenses, that is in excess of the assumed annual inflation rate. These are assumptions made by Rudd and Wisdom,
Inc.

? These assumed investment-related expenses as a percent of assets are based on the larger of expense ratios from the
Quantitative Group and from Morningstar and include both direct and indirect expenses, with an addition of 0.07%
for the fees of the custodial bank and 0.14% for the fees of The Quantitative Group.

3 From the December 31, 2019 report of the Quantitative Group.
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THE CITY OF GALVESTON EMPLOYEES®
RETIREMENT PLAN FOR CITY EMPLOYEES

ACTUARIAL VALUATION
AS OF DECEMBER 31, 2019

Appendix A (continued)

Price Inflation in the USA - Average Annual Rates of Increase in the CPI-U

Years Number Average
(Dec. to Dec.) of Years Annual Increase

1954 —-2019 65 3.54%
1959 -2019 60 3.68
1964 — 2019 55 3.91
1969 - 2019 50 3.91
1974 -2019 45 3.62
1979 -2019 40 3.07
1984 — 2019 35 2.58
1989 — 2019 30 2.40
1994 -2019 25 2.18
1999 - 2019 20 2.14

Most inflation forecasts are for 10 years or less. For example, the average 10-year
forecast in the December 2019 Livingston Survey published by the Federal Reserve
Bank of Philadelphia was 2.22%. Similarly, the 2020 Wall Street Consensus Survey for
the next decade included an average inflation forecast of 2.1%. However, 10 years is
much too short a forecast period for a public employee defined benefit pension plan. In
the 2020 annual report of the OASDI Trust Funds (Social Security), the ultimate
inflation assumptions for their 75-year projections are 3.0%, 2.4%, and 1.8% for the
low-cost, intermediate, and high-cost assumptions, respectively. Looking at the average
annual increase in the CPI-U over historical periods of 30 to 65 years above and
considering the Social Security forecasts, we believe that reasonable assumed rates of
inflation for the long-term future would range from 2.25% to 3.25%. Shorter term
considerations make the lower part of that range more desirable.

Administrative Expenses Paid from the Plan Assets

Administrative % of Payroll
Plan Year Expenses Paid from the Plan Covered Payroll 23
D) 2) 3) 4

2019 $165,770 $26,941,018 0.62%
2018 138,864 26,308,423 0.53
2017 133,006 25,308,650 0.53
2016 145,136 22,853,063 0.64
2015 127,460 21,925,267 0.58
2014 123,414 20,400,300 0.60
2013 136,324 17,570,017 0.78

2013-2019 $969,974 $161,306,738 0.60%
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THE CITY OF GALVESTON EMPLOYEES® ACTUARIAL VALUATION
RETIREMENT PLAN FOR CITY EMPLOYEES AS OF DECEMBER 31, 2019

Appendix A (continued)

The assumed future administrative expenses will be added to the normal cost contribution
rate as was done for the prior four actuarial valuations. For the December 31, 2019
actuarial valuation, we recommend assuming 0.60% of payroll, the average developed
above for the last seven plan years. This is the same assumption as for the prior actuarial
valuation. The covered payroll was determined as the employee contributions for the plan

year divided by the 6% contribution rate.

Comparison of 12/31/2018 Actuarial Economic Assumptions

with 12/31/2619 Actuarial Economic Assumptions

12/31/2018 12/31/2019

Actuarial Actuarial

Economic Economic

Actuarial Assumption! Assumptions Assumptions

Inflation (Price) 2.75% 2.75%
Net real rate of return? 4.50 4.50
Net total investment return® 7.25% 7.25%
Employee pay increase? 4.15% 4.15%
Aggregate payroll increase 2.75% 2.75%
Administrative expenses (% of payroll) 0.60% 0.60%

! All assumptions are annual rates.
2 Net of investment-related expenses.

* For both 12/31/2018 and 12/31/2019, it is a 2.75% annual general pay increase combined with

promotion and merit pay increases that average 1.4% per year over a 25-year career.

RuDD AND WisDoM, INC. 30

May 2020



City of Galveston Employees’ Retirement Plan

COMPILED FINANCIAL STATEMENTS
For the One Month and Three Months Ended
March 31, 2020



ACCOUNTANTS' COMPILATION REPORT

To the Board of Directors
City of Galveston Employees' Ret Plan
Galveston, TX 77550

Management is responsible for the accompanying financial statements of City of Galveston Employces' Ret Plan (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
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 the 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, these financial statements are not designed for those who are not informed about such matters,

We are not independent with respect to City of Galveston Employees' Ret Plan as we perform monthly administrative
duties for the plan.

Ham, Langston, & Brezina
Galveston, TX

May 17, 2020



City of Galveston Employees' Retirement Plan
Net Assets Available for Benefits

As of March 31, 2020
ASSETS
MNB - Trust 300 $ 0.00
MNB - MM - Act 300 1,084,942.22
Accrued dividends & interest 10,301.77
Investments at FMV
Int'l Fixed Income Mutual Funds 2,235,008.08
Market values adj - Int'l Fixed Income Mutual Funds (390,573.46)
Investments - Equity Funds 27,800,566.17
Market value adj - Equity Funds 3,118,772.82
Fixed Income Funds 12,751,272.70
Market value adj - Fixed Income Funds (68,848.19)
Private Equity Funds 1,294,629.93
Market value adj - Private Equity Funds (48,536.95)
Total Investments 46,692,291.10
TOTAL ASSETS $ 47,797,535.09
LIABILITIES
Withholding payable $ 17.326.97
TOTAL LIABILITIES 17,326.97
NET ASSETS HELD IN TRUST FOR
BENEFIT OBLIGATION $ 47,780,208.12

Inaedo 3, 2017 EABLIARA

See Accountant's Compilation Report
1



City of Galveston Employees' Retirement Plan
Statement of Changes in Net Assets

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

1 Month Ended 3 Months Ended
March 31, 2020 March31,2020 /3,
ADDITIONS:
Contributions
Contributions - City $ 198,705.87 $ 578,890.78
Contributions - Employees 132,470.81 385,927.68
Total contributions 331,176.68 964,818.46 (?36 27
Investment income
Realized Gain on Sale of Investment 0.00 0.00
Net gain(/loss) in Fair Market Value (6,365,977.64) (9.577,329.82) 1./4/ /ﬁﬁgc
Capital Gain Distributions 0.00 0.00
(6,365,977.64) (9,577,329.82)
Other income 0.00 373.39
Dividends 178,263.40 247,290.03
Total Other Income 178,263.40 247,663.42  2fD53¢
Total Investment Income/(loss) (6,187,714.24) (9,329,666.40) % g 4;3@
/
Less: Investment expense !
Manager expense 0.00 (20,019.87) 1 (’g>
Total investment expense 0.00 (20,019.87) fo
TOTAL ADDITIONS (5.856,537.56) (8,384,867.81) 5574,‘04‘
7/
DEDUCTIONS:
Retirement benefits 282,859.46 842,171.40
Benefits - non-taxable 795.04 2,379.85
Survivor benefits 26,309.14 ,\\'\ 78,927.42 gt
Survivor benefits - non-taxable 162.78 Q, 488.34 \\OH’)
Disability benefits 2,720.42 \q‘} 8,181.26
Disability benefits - non-taxable 6.09 ) 18.27
Rollover benefits 27.144.72 45,519.98
Lumpsum benefits 30,793.29 2,030.48
Actuarial fees 6,146.50 6,846.50 ({300
Custodial services 3,000.00 9,000.00 9600 .
Dues and fees 0.00 0.00
Legal fees 0.00 0.00
Professional fees 9,565.00 27,265.00 llpﬂ 50.
TOTAL DEDUCTIONS 389,502.44 1,332,828.50
Net increase/(decrease) $ (6,246,040.00) $ (9.717,696.31) P uf
4345

=

See Accountant's Compilation Report
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