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December 30, 2019 
 
Ms. Tantri Emo 
Director, Finance Department 
City of Houston 
611 Walker 
Houston, TX 77002 
 
Re:  HFRRF Final Risk Sharing Valuation Study as of July 1, 2019 
 
Dear Tantri: 
 
Texas Revised Statutes article 6243e.2(1) (the Article) sets forth requirements for a Risk Sharing 
Valuation Study (RSVS) of the Houston Firefighters' Relief and Retirement Fund (HFRRF).  
The purpose of this study is to determine the City Contribution Rate for the following fiscal year.  
Retirement Horizons Inc. (RHI) was engaged by the City of Houston to perform this Risk 
Sharing Valuation Study as of July 1, 2019 as the Municipal Actuary.  This report provides the 
results of the Study and is organized as follows: 
 

 Section 1 – Risk Sharing Valuation Study Results 
 Section 2 – Actuarial Exhibits 
 Section 3 – Summary of Plan Provisions 
 Section 4 – Actuarial Methods and Assumptions 
 Section 5 – Summary of Valuation Data 
 Section 6 – Data Sources 
 Section 7 – ASOP 51 Assessment and Disclosure of Risk 
 
RHI received Actuarial Data as defined in Section 1-a of the Article and required by Section 
13C(b) of the Article.  RHI conducted our RSVS using the Actuarial Data provided and plan 
provisions as summarized in this report.  The analysis presented in this report is based on the 
interest rate assumption and actuarial cost and asset methods prescribed by the Article.  All other 
actuarial methods and assumptions summarized in this report were adopted by the City of 
Houston Finance Department with review and concurrence by RHI and based on existing 
assumptions used in the July 1, 2016 Risk Sharing Valuation Study as required by the Article.   
 
The HFRRF actuary published a proposed RSVS dated November 15, 2019.  That report was 
then provided to RHI on the same day by the HFRRF actuary.  RHI conducted our proposed 
RSVS dated November 27, 2019 using the Actuarial Data provided and plan provisions 
described therein.   
 
During the reconciliation process, it was determined the primary reason for the differences in the 
results of the two 2019 Proposed Risk Sharing Valuation Studies continues to be differences in 
the underlying assumptions.  As the 2019 RSVS assumptions must align with those used in the 
2016 RSVS until the recommendations from the next experience study are adopted, there were 
no changes to the assumptions used in the 2019 RSVS prepared by RHI.  Please note the HFRRF 
actuary updated the mortality improvement assumption from MP-2017 to MP-2018.  The City 
does not concede that HFRRF or its actuary have acted within the scope of their lawful authority.



Ms. Tantri Emo 
December 30, 2019 
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As described in the Article, results of the Risk Sharing Valuation Study performed by the 
HFRRF actuary will be compared to the results in this report. Since the results are greater than 
two percentage points different, a mathematical average of the Municipal and Fund actuary's 
results will be used.   
 

The actual costs, City Contribution Rates, and other results could be materially different from 
those described in this report in the future if actual plan experience differs significantly from the 
underlying valuation basis. Differences could occur for a number of reasons such as plan 
experience differing from the underlying demographic and economic assumptions or changes in 
plan provisions.  Due to the limited scope of this report, analysis of the potential range of such 
future measurements has not been performed. 

 

The results in this report and any measures of funded status are predicated on the notion of the 
Fund’s ongoing operation and should not be relied upon for assessing the sufficiency of plan 
assets for settlement of plan termination liabilities. 

 
The information contained in this report was prepared as requested by the City of Houston and 
solely for the purpose of satisfying the RSVS requirements of the Article, and should not be used 
for any other purpose.  As significantly different results from those contained in this report may 
be needed for other purposes, this report should only be provided to other parties in its entirety.   
 

The signing actuary for this report is a member of the Society of Actuaries and other professional 
actuarial organizations and meets the “Qualification Standards for Actuaries Issuing Statements 
of Actuarial Opinion.”  The undersigned is available to answer questions regarding the 
information contained in this report or to provide further explanations or details as needed.   

 

Respectfully submitted by Retirement Horizons Inc.  

 

 
 
 
David A. Sawyer, FSA EA MAAA    
Senior Consulting Actuary       
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Corridor Midpoint  
 
The table below contains the Corridor Midpoint, along with the corresponding Minimum and Maximum 
Contribution Rates using a 5% Corridor Margin as specified in the Article. Based on RHI’s proposed 
RSVS results, the City Contribution Rate for FY 2020 would be 26.19% of pensionable payroll, which is 
outside of the Corridor.  The Final City Contribution Rate will be determined after consideration of the 
results of the Fund Actuary’s RSVS.  
 

FY	
Corridor	
Midpoint	

Corridor	
Minimum	

Corridor	
Maximum	

RHI	Calculated	
City	Contribution	

Rate

Final	City	
Contribution	

Rate	*	
2018  31.89%  26.89% 36.89% 26.98%  31.89%

2019  31.89%  26.89% 36.89% 28.33%  32.99%

2020  31.89%  26.89% 36.89% 27.52%  32.34%

2021  31.89%  26.89% 36.89% 26.19% 

2022  31.89%  26.89% 36.89%  

2023  31.89%  26.89% 36.89%  

2024  31.89%  26.89% 36.89%  

2025  31.89%  26.89% 36.89%  

2026  31.89%  26.89% 36.89%  

2027  31.89%  26.89% 36.89%  

2028  31.89%  26.89% 36.89%  

2029  31.89%  26.89% 36.89%  

2030  31.89%  26.89% 36.89%  

2031  31.89%  26.89% 36.89%  

2032  31.89%  26.89% 36.89%  

2033  31.89%  26.89% 36.89%  

2034  31.89%  26.89% 36.89%  

2035  31.89%  26.89% 36.89%  

2036  31.89%  26.89% 36.89%  

2037  31.89%  26.89% 36.89%  

2038  31.89%  26.89% 36.89%  

2039  31.89%  26.89% 36.89%  

2040  31.89%  26.89% 36.89%  

2041  31.89%  26.89% 36.89%  

2042  31.89%  26.89% 36.89%  

2043  31.89%  26.89% 36.89%  

2044  31.89%  26.89% 36.89%  

2045  31.89%  26.89% 36.89%  

2046  31.89%  26.89% 36.89%  

2047  31.89%  26.89% 36.89%  

2048  15.92%  10.92% 20.92%  
 
* Final City Contribution Rates for FY 2018 – 2020 were based on an average of Municipal and Fund Actuaries’ RSVS.
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City Contribution Rate 
 
The City Contribution Rate is equal to the sum of the Employer Normal Cost Rate and the Amortization 
Rate from any Liability Layers.  The Employer Normal Cost Rate is equal to the Gross Normal Cost Rate 
plus Administrative Expense Rate less the Member Contribution Rate.  
 

FY	

Employer	
Normal	Cost	

Rate	

Liability	
Layer	

Amortization	
Rate	

Estimated	
City	

Contribution	
Rate	

2018  14.74% 12.24% 26.98% 

2019  14.72% 13.61% 28.33% 

2020  14.68% 12.84% 27.52% 

2021  14.67% 11.52% 26.19% 

2022   

2023   

2024   

2025   

2026   

2027   

2028   

2029   

2030   

2031   

2032   

2033   

2034   

2035   

2036   

2037   

2038   

2039   

2040   

2041   

2042   

2043   

2044   

2045   

2046   

2047   

2048   
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2.1. Fair Value of Assets 
 

 
 

July 1, 2018 July 1, 2019
A. Fair Value of Plan Assets

1. Cash & Short Term Investments 226,425,134$            96,191,472$              
2. Fixed Income 896,354,249 1,182,708,848
3. Equity Securities 2,104,607,067 1,819,994,293
4. Alternative Investments 738,200,028 928,980,068
5. Real Estate 191,331,517 195,647,628
6. Land, Building, Etc. 4,942,825 4,560,371
7. Accrued Interest & Dividends 6,930,667 5,444,362
8. Accrued City Contributions 3,371,776 3,720,252
9. Accrued Member Contributions 1,705,318 1,680,081
10. Other (3,514,616) (1,235,295)
11. Total Fair Value 4,170,353,965$         4,237,692,080$         

B. Change in Fair Value Change
1. Contributions

a. Members 34,281,171$      
b. City 89,897,222
c. Total 124,178,393$    

2. Disbursements
a. Benefit Payments (272,398,319)$   
b. Administrative Expenses (6,217,169)
c. Total (278,615,488)$   

3. Investment Return
a. Interest and Dividends 32,076,634$      
b. Realized and Unrealized Gain/(Loss) 196,183,126
c. Plan Investment Expenses (6,484,550)
d. Total Return 221,775,210$    

4. Net Change 67,338,115$      

5. Average Rate of Return
a. Average Asset Value 4,093,135,418$ 
b. Income Net of Investment Expenses 221,775,210$    
c. Annual Rate of Return - Net of Investment Expenses 5.42%
d. Annual Rate of Return - Gross 5.58%
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2.2. Actuarial Value of Assets 
 
1. Market Value of Assets at beginning of year 4,170,353,965$  

2. Net Cash Flow
a. Contributions 124,178,393$     
b. Benefit Disbursements (272,398,319)
c. Administrative Expenses (6,217,169)
d. Net Cash Flow [2.a. + 2.b. + 2.c.] (154,437,095)$   

3. Expected Investment Return [1. x 0.07] + [2.d. x ((1.07) .̂5-1)] 286,610,899$     

4. Expected Market Value of Assets at end of year [1. + 2.d. + 3.] 4,302,527,769$  

5. Market Value of Assets at end of year 4,237,692,080$  

6. Investment Gain/(Loss) [5. - 4.] (64,835,689)$     

7. Schedule of Actuarial Investment Gains (Losses)

Fiscal Year 
End

Initial Actuarial 
Gain (Loss)

Five-Year 
Recognition

Deferred Gain 
(Loss) As of July 

1, 2019

2017 176,603,306$    105,961,984$ 70,641,322$       
2018 46,641,921$      18,656,768$   27,985,153$       
2019 (64,835,689)$    (12,967,138)$  (51,868,551)$     
2020 N/A N/A N/A
2021 N/A N/A N/A
Total 158,409,538$    111,651,614$ 46,757,924$       

8. Market Value as of July 1, 2019 4,237,692,080$  
    (Gain) Loss to be Recognized in Future Years (46,757,924)       
    Actuarial Value as of July 1, 2019 4,190,934,156$  

9. Actuarial Value of Assets, Prior Year 4,027,078,444$  

10. Rate of Return on Actuarial Value of Assets (Net of Investment Expenses) 8.1%
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2.3. Actuarial Accrued Liability 
 

 
 
 
  

July 1, 2018 July 1, 2019

A. Discount Rate 7.0% 7.0%

B. Actuarial Accrued Liability
1. Active $1,411,960,040 $1,448,629,842
2. Terminated Vested $3,782,903 $4,691,665
3. Disabled $220,443,201 $211,448,364
4. Retired $2,982,855,332 $3,049,948,921
5. Total $4,619,041,476 $4,714,718,792

C. Change in Actuarial Accrued Liability 2019 Fiscal Year
1. Benefits Accumulated $63,363,254
2. Benefits Paid ($272,398,319)
3. Decrease in Discount Period $316,140,416
4. Plan Experience ($11,428,035)
5. Actuarial Assumptions $0
6. Actuarial Methods $0
7. Plan Amendments $0
8. Net Change $95,677,316

D. Actuarial Value of Assets 4,027,078,444$        4,190,934,156$        

E. Unfunded Actuarial Liability $591,963,032 $523,784,636

F. Total Normal Cost % of Payroll
1

25.18% 25.17%

G. Member Contribution % of Payroll 10.50% 10.50%

H. Employer Normal Cost Rate [F - G] 14.68% 14.67%

1
 Includes administrative expense load
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2.4. Liability Layers 
 

 
 

Valuation 
Date Base 

Established
Initial Amount of 

Liability Layer (BOY)

Remaining 
Liability to be 

Amortized as of 
7/1/2019

Remaining 
Amortization 
Period as of 

7/1/2019

Amortization 
Amount for FY 

2021

7/1/2016 $601,731,984 $594,448,547 27 $36,098,419
7/1/2017 $47,533,433 $51,521,208 28 $2,974,086
7/1/2018 ($47,351,521) ($50,666,127) 27 ($2,987,132)
7/1/2019 ($71,518,992) ($71,518,992) 27 ($4,471,411)

Total $523,784,636 $31,613,962

Projected Payroll for Fiscal Year +1 $274,471,795

Amortization Payments as a % of Projected Payroll 11.52%
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Eligibility and Participation  Any firefighter shall automatically become a participant in the 
plan upon completing the training period, as long as he or she 
has not reached age 36. 

 
Final Average Pay (FAP) For members hired prior to July 1, 2017, the average of the 

highest 78 bi-weekly payroll periods of salary, before reduction 
for pre-tax employee contributions and salary deferrals.  
Overtime and any excess of the salary earned on the basis of the 
member's appointed position over the salary of the member's 
highest tested rank are excluded for pay periods after July 1, 
2017.  For members hired after July 1, 2017, the average of the 
final 78 bi-weekly payroll periods of salary, before reduction 
for pre-tax employee contributions and salary deferrals, and 
excluding overtime and any excess of the salary earned on the 
basis of the member's appointed position over the salary of the 
member's highest tested rank. 

 
Credited Service Elapsed time from date of hire, for all periods of service 

classified as full-time, fully paid, active duty employment with 
the City of Houston Fire Department. 

 
Retirement Benefit   

Eligibility  20 years of service if hired prior to July 1, 2017. Attainment of 
age plus service of at least seventy (Rule of 70) for those hired 
on or after July 1, 2017.   

Amount Prior to July 1, 2017, 2.5% of FAP times credited service up to 
20 years of service, plus 3.0% of FAP for credited service in 
excess of 20 years, up to a maximum pension of 80% of FAP. 
In addition, the member will receive a $5,000 lump sum.   

 

 On or after July 1, 2017, 2.75% per year prior to 20 years of 
service and 2.00% thereafter for those hired prior to July 1, 
2017 (no maximum).  For those hired on or after that date, 
2.25% per year up to 20 years of service and 2.00% thereafter, 
up to a maximum of 80% of FAP.  Percentages earned prior to 
July 1, 2017 are retained. $5,000 lump sum payable upon 
retirement if member has completed 20 years of service, 
regardless of date of hire. 

 

 
  



Summary of Plan Provisions 
 

Retirement Horizons Inc.  July 1, 2019 HFRRF RSVS   Page | 11 

 

Termination Benefit 

Eligibility Termination of employment prior to satisfying the retirement 
eligibility requirements. 

Amount Hired prior to July 1, 2017 with less than 10 years of service: 
Lump sum refund of member contributions without interest. 

  
 Hired prior to July 1, 2017 with at least 10 but less than 20 

years of service: Choice of 
 Refund of contributions (with 5% interest, not 

compounded, on contributions made prior to July 1, 
2017), or 

 Monthly benefit of 1.7% of final average pay per year of 
service, payable at age 50 

 
Hired on or after July 1, 2017: Lump sum refund of member 
contributions without interest. 
 

On-Duty Disability 

Eligibility  No age or service requirements. 

Amount  Firefighters who are not capable of performing their normal and 
customary firefighter duties receive the greater of their accrued 
retirement benefit or 50% of FAP (75% of FAP for firefighters 
not capable of performing any substantial gainful activity). In 
addition, the member will receive a $5,000 lump sum.  This 
benefit was assumed to be payable immediately, even if the 
member does not yet meet retirement eligibility. 

Off-Duty Disability 

Eligibility  No age or service requirements.   

Benefit  Firefighters who are not capable of performing their normal and 
customary firefighter duties receive the greater of their accrued 
retirement benefit or 25% of FAP plus 2.5% of FAP per year of 
service (up to a maximum of 50% of FAP).  In addition, the 
member will receive a $5,000 lump sum.  This benefit was 
assumed to be payable immediately, even if the member does 
not yet meet retirement eligibility. 
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Active Member Death 

Eligibility  No age or service requirements. 

Duty Related Benefit  100% of FAP. In addition, the beneficiary will receive a $5,000 
lump sum. 

Non-Duty Related Benefit Greater of the accrued retirement benefit or Off-Duty Disability 
benefit. In addition, the beneficiary will receive a $5,000 lump 
sum. 

Allocation to Beneficiaries The benefit amount above is payable to a surviving spouse, or 
allocated 50% to the surviving spouse with the remaining 50% 
divided equally among any eligible children, or if no surviving 
spouse divided equally among any eligible children, or 
otherwise paid to any eligible parents if no surviving spouse or 
eligible children.  An eligible child enrolled in college must be 
unmarried. 

Please Note: Members who become disabled or die from heart or lung disease or cancer must have at least 
six years of service to receive a disability or death benefit.  They must also have passed a physical upon 
beginning employment or prior to the claimed disability or death which did not reveal evidence of the 
condition. 

 

Retired Member Death 
 

Eligibility  Retired and receiving monthly pension. 

Amount  100% of monthly pension the retired member was receiving.  

Allocation to Beneficiaries The benefit amount above is payable to a surviving spouse, or 
allocated 50% to the surviving spouse with the remaining 50% 
divided equally among any eligible children, or if no surviving 
spouse divided equally among any eligible children, or 
otherwise paid to any eligible parents if no surviving spouse or 
eligible children.  An eligible child enrolled in college must be 
unmarried. 

Supplemental Annuity An extra monthly benefit of $150 is payable for life to any 
retired or disabled member or to an eligible survivor of a 
deceased member.  

 

Supplemental Bonus Checks Annual payments of up to $5 million are provided to retirees 
and beneficiaries. 
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Cost of Living Adjustment Beginning at age 55, a retired member or beneficiary will 
receive an adjustment reflecting the Fund's 5-year average 
investment return less 4.75%, with a floor of 0% and a cap of 
4%.  Prior to July 1, 2020, no COLA is provided to members 
under age 70. Notwithstanding the foregoing, prior to July 1, 
2019, COLA provided to members who are at least 70 years of 
age is the Fund's 5-year average investment return less 5%, with 
a floor of 0% and a cap of 4%. 

 
DROP Hired prior to July 1, 2017: Upon reaching retirement 

eligibility, members may enter the Deferred Retirement Option 
Plan (DROP).  The member's monthly annuity is added to a 
notional account.  Interest is credited on the account using 65% 
of the 5-year average of the Fund's rate of return, with a 
minimum of 2.5%.  COLAs are not applied to the monthly 
benefit until the member exits DROP, and member 
contributions are not credited to the DROP account.  

For those eligible to retire prior to July 1, 2017, upon exiting the 
DROP for retirement, the member's monthly benefit is 
increased by 2% of the original monthly benefit for each year 
the member remained in DROP, up to 10 years. 

Please note: for accumulation to July 1, 2017, DROP accounts 
include the value of COLAs after age 48 at 3.0% per year, as 
well as member contributions of 9% of total pay. 

Hired on or after July 1, 2017: not available. 

 
PROP Prior to July 1, 2017, a member could elect to have all or a 

portion of his or her monthly annuity credited to the Post 
Retirement Option Plan (PROP) account, along with interest.  
On and after July 1, 2017, the interest credit is 65% of the 5-
year average of the Fund's rate of return, with a minimum of 
2.5% (same as DROP crediting rate).  Additionally, no new 
amounts are eligible for deferral into the PROP. 

Contribution Rates 

Members  10.50% of pensionable pay.   

City       The City Contribution Rate from the RSVS applied to  
      pensionable payroll. 
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Actuarial Cost Methods 

Measurement Date Census data as of July 1, 2019.  Impact of plan changes 
measured on future accruals only; no impact to accruals through 
the valuation date, including for back-DROP accruals based on 
dates before the valuation date. 

Actuarial Value of Assets  Five-year smoothing of future gains and losses.  20% of each 
gain or loss will be recognized each year.  Gains and losses are 
based on the difference between the actual and expected fair 
market value each year.  The expected value is based on the 
assumed rate of return on investments and is net of investment 
expenses. 

Actuarial Cost Method  The Ultimate Entry Age Normal Actuarial Cost Method  As 
used in the City Funding Policy, a method under which the 
actuarial present value of all potential future projected benefits 
of each individual included in the valuation is calculated, 
assuming continued service and pay increases.  The normal cost 
is calculated as the average uniform percentage of payroll 
which, if applied to the compensation of each participant during 
the entire period of anticipated covered service, would meet the 
cost of all benefits payable based on benefits provisions for new 
hires.  The portion of the actuarial present value of future 
benefits not provided for at the valuation date by the present 
value of future normal costs is called the actuarial accrued 
liability. 

Key Economic Assumptions 

Interest Rate 7.0%, as required by Senate Bill 2190   

Inflation 2.25% 

Wage Inflation 3.00% 

Payroll Growth  3.00% 

Cost of Living Adjustment 2.00% 

Administrative Expenses 1.25% of payroll 
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Individual Pay Increase Rate 
 

Age Assumed 
Increase 

20 7.00% 

25 6.25% 

30 5.50% 

35 5.00% 

40 4.00% 

45 3.70% 

50 3.40% 

55 3.00% 

 

DROP Interest Crediting Rate  4.75%.  Please note: 8.50% was assumed to be credited prior to 
the valuation date.  This reflects the historical expected rate of 
return on the trust, since actual rates of return on DROP 
balances were not provided. 

   

Demographic Assumptions 

Mortality Rates 

Active and nondisabled members RP-2000 Combined Healthy Mortality Tables with longevity 
improvement projected generationally using Scale AA.  

 

Disabled pensioners               RP-2000 Disabled Mortality Tables with longevity  
           improvement projected generationally using Scale AA. 
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Retirement Rates 

 

  

           These rates apply to members hired on or after July 1, 2017  
      once they are eligible to retire. 

      Members currently in DROP are assumed to retire according to 
      the retirement rates, with 100% retirement assumed after ten 
      years in DROP. 

      The following table shows, for sample years of service, the  
      assumed probability of the active members not currently in  
      DROP having been in the DROP for a certain number of years 
      at retirement: 

     

 Percent Electing Specified DROP Period at 
Retirement 

Years of 
Service at 
Retirement 0 Years 3 Years 5 Years 8 Years 

10 
Years 

20 0% 0% 0% 0% 0% 

25 0% 0% 100% 0% 0% 

30 0% 0% 5% 30% 65% 

35 0% 0% 5% 30% 65% 

40 0% 0% 0% 0% 100% 

 

         

  

Years of 
Service 

Probability of Retiring 
Within One Year 

20 - 24 1% 

25 - 29 5% 

30 - 34 15% 

35 - 36 25% 

37 30% 

38 35% 

39 40% 
40+ 100% 
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Disability Rates     

 

 
 
 
 
 
 
 
 
 
 
 
Percentage of Disabilities in the Line of Duty 

 Deaths 50% 
 Disabilities 50% 

All Deaths are assumed to occur in the Line of Duty. 
 
  

Disability per 100 
Age All 
20 0.75 
25 0.75 
30 0.75 
35 1.50 
40 1.50 
45 1.50 
50 1.50 
55 1.50 
60 3.00 
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Termination Rates                                          Sample Rates 

Age Termination Rate 

20 1.30% 

25 1.30% 

30 1.18% 

35 0.70% 

40 0.40% 

45 0.45% 

50 0.00% 

            For participants hired prior to July 1, 2017 with at least 10 years 
      of service but not yet eligible to retire, 50% are assumed to elect 
      a contribution  refund, and 50% are assumed to elect a deferred 
      monthly benefit payable at age 55.   

 
Percentage married  90% of participants are assumed to be married. 

No beneficiaries other than the spouse assumed. 

 

Age difference Husbands assumed to be three years older than wives. 

 
Child Benefits For children under the age of 23, the benefit was assumed to 

cease at age 23.  Children over the age of 23 were assumed to 
be disabled and were measured assuming a lifetime annuity. 

 

Development of Valuation Pay  Valuation pay is projected by increasing the prior year’s pay 
with the individual pay increase rate. The Actuarial Data 
provided included two amounts for the prior year’s pay.  One 
amount included the Proposition B pay and the other did not.  
As a result of the 157th District Court of Harris County, Texas 
ruling declaring Proposition B (i) preempted in its entirety by 
Chapter 174 of the Texas Local Government Code and (ii) 
unconstitutional and void in its entirety because it violates 
article XI, section 5 of the Texas Constitution, the fiscal year 
ending June 30, 2019 pay used to determine valuation pay was 
based on the amount provided without the Proposition B pay. 
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Load for Nature of Average Salaries Benefits for active members with at least ten years of service by 
July 1, 2017 were increased 5% to account for difference 
between the plan's definition of average monthly salary and the 
average of the most recent 78 pay periods.     

 
Payment of DROP Balances Installments over 15 years for active members and 10 years for 

inactive members.  A factor of 0.8654 was applied to active 
DROP balances and a factor of 0.9105 was applied to inactive 
DROP balances to account for the difference between the 
4.75% DROP interest crediting rate and the 7.00% interest rate 
assumption. 

  
 
Funding Policy The City is assumed to contribute the City Contribution Rate 

from the prior year.  The actuarially determined City 
Contribution Rate is measured as the normal cost rate, plus the 
administrative expenses rate, plus 30-year amortization rate of 
the Unfunded Actuarial Accrued Liability (UAAL) from the 
initial RSVS, plus the amortization rates of all subsequently-
determined Liability Layers, less the member contribution rate, 
adjusted with interest to mid-year.  The closed amortization 
rates for the Liability Layers are calculated as a level percent of 
pay.  The initial amortization period for a Liability Loss Layer 
is 30 years.  The initial amortization period for a Liability Gain 
Layer is equal to the remaining amortization period for the 
largest Liability Loss Layer. 

 
 
Benefits Not Valued Due to limitations of the data received, no adjustment has been 

made for the difference between pay based on the appointed 
position and pay based on the highest tested rank.  Additionally, 
no marital status was provided for child beneficiaries, so the 
provision against married children in college receiving a 
survivor benefit was not valued.   
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July 1, 2018 July 1, 2019

A. Active Members Not in DROP
1. Number 3,198                              3,185                              
2. Valuation payroll $203,532,265 $207,078,246
3. Average pay $63,644 $65,017
4. Average age 37.6                                38.2                                
5. Average service 10.0                                10.7                                

B. Active Members in DROP
1. Number 777 748
2. Valuation payroll $61,292,974 $59,399,225
3. Average pay $78,884 $79,411
4. Average age 52.5                                53.1                                
5. Average service 26.6                                26.9                                

C. Terminated Vested
1. Number 22 21
2. Total benefits $250,572 $226,572
3. Average Annual benefits $11,390 $10,789

D. Disabled
1. Number 307                                 307                                 
2. Total benefits $16,020,000 $16,152,000
3. Average Annual benefits $52,182 $52,612

E. Retired
1. Number 2,402                              2,416                              
2. Total benefits $127,416,000 $129,276,000
3. Average Annual benefits $53,046 $53,508

F. Beneficiaries
1. Number 603 622
2. Total benefits $26,328,000 $28,116,000
3. Average Annual benefits $43,662 $45,203

Notes:
1. DROP Balance values not shown.
2.

3. Payroll and Pay values exclude overtime.
4. Date fields provided to RHI by HFRRF only included the year (no month or day).  

Terminated Vested count does not include 67 members due refunds totaling $1,367,478 for July 1, 2018 
and 92 members due refunds totaling $2,364,392 for July 1, 2019.
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Data and inputs used in this report were provided from the following sources: 
 
 

 Census data for all members was provided on October 23, 2019.  We understand this data is 
substantially the same as that used by the HFRRF actuary for their Risk Sharing Valuation Study.  
As the data provided to RHI does not contain the month for any dates, we have assumed all dates are 
July 1st of the respective year.  Because the benefit provisions differ by the date of hire, some 
members will be measured under the wrong provisions. RHI is following the provisions of the 
Article, but we are unable to determine the magnitude of this difference without more precise data.     

 
 The DROP balances for active members was provided in the Actuarial Data.  The aggregate 

DROP/PROP balance for inactive members was provided by the Municipal Actuary on November 
25, 2019.  In prior years, the aggregate DROP/PROP balance for inactive members was determined 
by subtracting the sum of the DROP balances for active members provided in the Actuarial Data 
from the aggregate total of all DROP/PROP balances disclosed in the financial statements. 

 
 The fair value of assets of $4,237,692,080 as of June 30, 2019 was provided in the audited HFRRF 

financials.  These were provided to RHI by HFRRF on November 14, 2019.   
 

 The Fiscal Year 2020 payroll used was $266,477,471, which was based on the census data as of 
June 30, 2019 (without Prop B Pay) increased with one year of salary scale.  The Fiscal Year 2021 
payroll is equal to the Fiscal Year 2020 payroll increased with one year of payroll growth. 

 
 The provisions of the Article are contained in the enrolled text of Senate Bill 2190, which was 

signed by the Governor on May 31, 2017. 
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The measurement of Pension Obligations and Actuarially Determined Contributions requires assumptions 
about future economic and demographic variables. The events and outcomes identified below are some of 
the risks associated with these measurements and how they may impact the pension obligations, funded 
status, and the adequacy of the funding policy. The assessment and disclosure of these risks and the actual 
future results may reasonably be expected to differ.  
 

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 directly tied to the changes in the 
value of liabilities in magnitude or direction. 

 
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. 

 
Payroll Risk – The funded status and future Actuarially Determined Contributions Rates (ADCR) 
are subject to payroll risk.  Payroll lower than expected can result in future increases in the ADCR 
required to amortize the Unfunded Actuarial Accrued Liability and vice versa.   
 
Contribution Risk - The City and members are assumed to make the statutorily required 
contributions and this valuation has not considered the possibility of unpaid contributions.  If 
contributions are less than expected, the funded status will likely decrease over time. Due to the all 
the risks mentioned above, even making the statutorily required contributions does not fully 
guarantee the benefit security. 
 

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’s financials and the impact on the Fund to better identify associated 
risks. Any impending changes should be discussed 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. 
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Historical Results 
 
The following information summarizes some of the historical RSVS measurements.  This information may 
be helpful in better understanding the risks of sponsoring this defined benefit pension plan. 
 
Actuarial Liabilities and Assets 
The numerical results in this section provides funded status progress since July 1, 2017.  Over this period, the 
favorable investment returns exceeded any unexpected growth in the Actuarial Accrued Liability (AAL) due 
to experience and assumption changes resulting in a reduction in the Unfunded AAL over this period.   
 
Cash Flows 
Negative cash flows indicate benefit payments and expenses exceed the contributions coming into the trust.  
Negative cash flows are common for mature plans like HFRRF, but this may require liquidation of higher 
returning investments at inopportune times impacting the investment return.  As noted on the next page, the 
cash flows have been negative in each of the last three years.   
 
Rates of Return 
The trust assets are invested in a diversified portfolio.  The results of the RSVS assume the trust earns 7% 
per year over the long-term future, but actual annual returns will differ from the 7% assumption.  The 
historical returns provide information on how these returns have differed from the assumption in recent 
years.  As noted above, returns above the 7% assumption reduce the long-term cost and vice versa. 
 
Maturity Measures  
The last section summarizes several maturity measures related to payroll and the inactive members.  The 
ratio of the asset measure to payroll provides information on contribution volatility as it relates to asset 
returns. The higher the ratio, the larger the increase/decrease in contributions (as a % of payroll) are for 
unfavorable/favorable investment experience compared to the 7% return assumption. 
   
The ratio of the number of active members to the number of inactive members is an important measure of the 
plan maturity.  This ratio will typically decrease as the plan matures over time.  As the ratio of active to 
inactive members decreases, larger increases in contribution rates (as a % of payroll) are typically required to 
amortize the same percentage increase in UAAL.  The ratio of inactive AAL to total AAL is a similar 
measure of the plan maturity.  As the percentage of the inactive member AAL increases, larger increases in 
contribution rates are typically required to amortize the same percentage increase in UAAL.  As plans 
mature, the contribution volatility for these mature plans becomes more dependent on the investment returns 
than contribution amounts.  
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Historical Results

The table below shows historical measures from the prior Risk Sharing Valuation Studies. This

($1,000)

Actuarial Liabilities and Assets (BOY ‐ 7/1) 2017 2018 2019

Fair Value of Assets (FVA) 4,025,090$             4,170,354$             4,237,692$            

Actuarial Value of Assets (AVA) 3,883,807$             4,027,078$             4,190,934$            

Actuarial Accrued Liability (AAL) 4,513,234$             4,619,041$             4,714,719$            

Funded Status (AVA/AAL) 86.1% 87.2% 88.9%

Unfunded AAL (AAL ‐ AVA) 629,427$                591,963$                523,785$               

Total Normal Cost as % of Payroll 25.22% 25.18% 25.17%

Cash Flows (EOY ‐ 6/30)

Contributions (City + Member) 119,061$                118,632$                124,178$               

Disbursements (256,590)$               (295,674)$               (278,615)$              

Positive/(Negative) Cash Flows (137,529)$               (177,042)$               (154,437)$              

‐ as % of Fair Value of Assets ‐3.4% ‐4.2% ‐3.6%

Rates of Return (EOY ‐ 6/30)

Assumed Rate 7.0% 7.0% 7.0%

AVA 8.0% 8.4% 8.1%

FVA 11.8% 8.2% 5.4%

Maturity Measures (BOY ‐ 7/1)

Payroll 289,947$                260,345$                272,498$               

‐ FVA/Payroll 13.9 16.0 15.6

‐ AVA/Payroll 13.4 15.5 15.4

‐ AAL/Payroll 15.6 17.7 17.3

‐ UAAL/Payroll 2.2 2.3 1.9

Inactive Member Measures

‐ # of Actives/# of Inactives 125.5% 119.2% 116.8%

‐ Inactive AAL/Total AAL 68.5% 69.4% 69.3%

information demonstrates trends in the Plan's funded status, information on the cash flows, volatility of the 

asset returns and several maturity measures.
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