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Houston Police Officers Pension System

2007 Actuarial Report

Summary of Key Results ($000)

Actuarially Calculated City
Contribution Rate

m Normal Cost (City Portion)

M Amortization of Unfunded Actuarial Accrued
Liability (Surplus)

B Actuarially Calculated City Contribution Rate
(effective the following July 1)

Summary of Assets

B Market Value

®  Actuarial Value

Summary of Liabilities

B Actuarial Accrued Liability

M Actuarial Value of Assets

m  Unfunded Actuarial Accrued Liability (Surplus)

Summary of Data

B  Number of Participants Included in the
Valuation

— Active participants enrolled in DROP
— Other active participants

— Inactive participants

— Total

B Annual Total Direct Pay for Active and DROP
Participants Included in the Valuation

— Active participants enrolled in DROP
— Other active participants
— Total

B Annual Benefits for Inactive Participants

July 1, 2007

16.0%

July 1, 2005

16.5%
16.1 17.5
32.1% 34.0%
$ 3,359,666 $ 2,651,208
3,004,927 2,508,794
$ 3,857,680 $ 3,392,974
(3.004,927) (2,508,794)
852,753 884,180
1,933 1,837
2,946 3,030
2,717 2,403
7,596 7,270
$ 151,046 $ 137,589
184,983 183,468
336,029 321,057
105,481 86,933
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Houston Police Officers Pension System
2007 Actuarial Report 1

Summary of Assets as of July 1, 2007 ($000)

Market Value

Amount Percent
Investment Category
® Cash and Short-Term Investments $ 82,522 2.5%
m  Fixed Income Investments 885,284 26.3
®  Equity Securities 1,474,702 43.9
m  Alternative Investments 878,166 26.1
® Other Investments 132 0.0
B Other Assets (Liabilities)
— Miscellaneous receivables 52,860 1.6
— Miscellaneous payables | (13,595) (0.4)
— Other liabilities 405 _ 0.0
— Net 38,860 1.2
m Total $ 3,359,666 100.0%
—— eropritary and Contéento
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Houston Police Officers Pension System

2007 Actuarial Report

Change in Assets Since the Prior Valuation ($000)

Market Value as of July 1, 2005 $ 2,651,208
Contributions and Disbursements
— City contributions 53,068
— Employee contributions 28,863
— Benefit payments (130,443)
— Contributions refunds (700)
— Net (49,212)
Net Investment Return 310,587
Administrative and Investment Expenses (17,478)
Market value as of July 1, 2006 $ 2,895,105
. Approximate Annual Rate of Return (Net of Expenses)* 11.2%
Market Value as of July 1, 2006 $ 2,895,105
Contributions and Disbursements
— City contributions 58,000
— Employee contributions 29,489
— Benefit payments (133,351)
— Contributions refunds (739)
— Net (46,601)
Net Investment Return 527,641
Administrative and Investment Expenses (16,479)
Market value as of July 1, 2007 $ 3,359,666
Approximate Annual Rate of Return (Net of Expenses)* : 17.8%

*Calculated using a dollar—weighted rate of return assuming all contributions and disbursements are made uniformly throughout the year
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Houston Police Officers Pension System
2007 Actuarial Report 3

Development of Actuarial Value of Assets ($000)

Actuarial Investment Gain (Loss) for the Year

m  Market Value of Assets as of July 1, 2006 $ 2,895,105
= City Contributions 58,000
m  Employee Contributions 29,489
m Benefit Payments and Contribution Refunds (134,090)
m  Miscellaneous Contributions and Disbursements 0
m  Expected Interest at 8.5% 244 144
e Expected Market Value of Assets as of June 30, 2007 $ 3,092,648
m  Actual Market Value of Assets as of June 30, 2007 3,359,666
m Actuarial Investment Gain (Loss) $ 267,018

Schedule of Actuarial Investment Gains (Losses)

Plan Year Ending Initial Five-Year Unrecognized
Actuarial Amortization Gain (Loss) as of
Gain (Loss) July 1, 2007*
June 30, 2007 - $ 267,018 $ 53,404 $ 213,614
June 30, 2006 69,805 13,961 41,883
June 30, 2005 115,756 23,151 46,303
June 30, 2004 264,695 52,939 52,939
$ 354,739
*  Deferred for recognition in future years.
Actuarial Value of Assets
m  Market Value as of July 1, 2007 $ 3,359,666
m (Gain) Loss to be Recognized in Future Years (354,739)
m  Actuarial Value as of July 1, 2007 $ 3,004,927
*_——-_'——/ December 2007
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Houston Police Officers Pension System
2007 Actuarial Report 4

Unfunded Actuarial Accrued Liability (Surplus) ($000)

July 1, 2007 July 1, 2005
m  Actuarial Present Value of Future Benefits
— Active participants enrolled in DROP $ 1,892,217 $ 1,676,659
— Other active participants 1,080,305 1,143,789
— Vested terminated participants 2,554 2,863
— Retirees and beneficiaries 1,573,346 1,256,380
— Total $ 4,548,422 $ 4,079,691
m Actuarial Present Value of Future Employee
Contributions (266,481) (251,611)
m Actuarial Present Value of Future Normal Costs (City
Portion) (424,261) (435,106)
m  Actuarial Accrued Liability $ 3,857,680 $ 3,302,974
®  Actuarial Value of Assets (3,004,927) (2,508,794)
® Unfunded Actuarial Accrued Liability (Surplus) $ 852,753 $ 884,180
S — - December 2007
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Houston Police Officers Pension System

2007 Actuarial Report 5
Change in Unfunded Actuarial Accrued Liability (Surplus)
From July 1, 2005 to July 1, 2006 ($000)
m  Unfunded Actuarial Accrued Liability (Surplus)
as of July 1, 2005 $ 884,180
m Expected Change Due to Normal Operation
"— Normal Cost (City Portion) 52,974
~— City Actuarially Determined Contribution (100,170)
— Interest" 61,085
— Recognition of Prior Asset Losses (Gains) 15,471
— Net Expected Change Due to Normal Operation $ 29,360
® Expected Change Due to City Funding Less than
Actuarial Rate 49,063
m  Change Due to Actuarial Experience
— Actuarial (Gain) Loss From Asset Sources (13,961)
— Actuarial (Gain) Loss From Liability Sources 3,128
— Net Change due to Actuarial Experience $ (10,833)
Change in Actuarial Assumptions and Methods 0
Unfunded Actuarial Accrued Liability (Surplus) ‘
as of July 1, 2006 $ 951,770

) Excludes interest on the unrecognized investment gains and losses

e —— December 2007
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Houston Police Officers Pension System
2007 Actuarial Report 6

Change in Unfunded Actuarial Accrued Liability (Surplus)
From July 1, 2006 to July 1, 2007 ($000)

m  Unfunded Actuarial Accrued Liability (Surplus)
as of July 1, 2006 $ 951,770

® Expected Change Due to Normal Operation

— Normal Cost (City Portion) 53,314

— City Actuarially Determined Contribution (111,207)

— Interest!” ' 60,323

— Recognition of Prior Asset Losses (Gains) (72,605)

— Net Expected Change Due to Normal Operation $ (70,175)
m Expected Change Due to City Funding Less than

Actuarial Rate 55,422
® Change Due to Actuarial Experience

— Actuarial (Gain) Loss From Asset Sources (53,404)

— Actuarial (Gain) Loss From Liability Sources (30,860)

— Net Change Due to Actuarial Experience $ (84,264)
m  Change in Actuarial Assumptions and Methods 0

Unfunded Actuarial Accrued Liability (Surplus)
as of July 1, 2007 $ 852,753

®  Excludes interest on the unrecognized investment gains and losses
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Houston Police Officers Pension System
2007 Actuarial Report

Actuarially Calculated City Contribution Rate

July 1, 2007 July 1, 2005
through through
June 30, 2008 June 30, 2006
® City Normal Cost Rate 16.0% 16.5%
® Rate to Amortize Unfunded Actuarial
Accrued Liability (Surplus) Over 30 Years 16.1 17.5
B Actuarially Calculated City Contribution '
Rate 32.1% 34.0%
v——‘/ - December 2007
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Houston Police Officers Pension System
2007 Actuarial Report 10

Change in Actuarially Calculated City
Contribution Rate Since the Prior Valuation

Actuarially Calculated City Contribution Rate as of July 1, 2005 34.0%
m Change in Actuarially Caiculated City Contribution Rate
— Normal operation . (0.1)
— Effect of City contribution less than actuarial rate 0.9
— Actuarial (gain) loss from asset sources (0.3)
— Actuarial (gain) loss from liability sources ‘ 0.2
— Decrease in total earnings _0.0
®m Actuarially Calculated City Contribution Rate as of July 1, 2006 34.7%
Actuarially Calculated City Contribution Rate as of July 1, 2006 34.7%
Change in Actuarially Calculated City Contribution Rate
— Normal operation ' (1.9)
— Effect of City contribution less than actuarial rate 1.0
— Actuarial (gain) loss from asset sources (1.0)
— Actuarial (gain) loss from liability sources ) (0.7)
—— Decrease in total earnings _0.0
m Actuarially Calculated City Contribution Rate as of July 1, 2007 32.1%

M Includes decrease due to new entrants coming in under the new benefit formula.
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Houston Police Officers Pension System
2007 Actuarial Report

11

Historical City Contribution as a
Percentage of Covered Payroll

Actuarially Calculated City
Contribution Rate

Actual City Contribution Rate

Valuation Date Rate
July 1, 1990 14.2%
July 1, 1992 19.0
July 1, 1993 18.0
July 1, 1994 18.0
July 1, 1995 17.4
July 1, 1996 16.2
July 1, 1997 16.8"
July 1, 1998 16.2
July 1, 1999@ 16.3
July 1, 2000 11.3
July 1, 2001 20.5
July 1, 2002 24.4
July 1, 2003 28.5
July 1, 2004 31.200
July 1, 2005 34.0
July 1, 2007 32.1

M Average for the year

Period
July 1, 1991 through June 30, 1993
July 1, 1993 through June 30, 1994
July 1, 1994 through June 30, 1995
July 1, 1995 through June 30, 1996
July 1, 1996 through June 30, 1997
July 1,.1997 through June 30, 1998
July 1, 1998 through June 30, 1999
July 1, 1999 through June 30, 2000
July 1, 2000 through June 30, 2001
July 1, 2001 through June 30, 2002
July 1, 2002 through June 30, 2003
July 1, 2003 through June 30, 2004
July 1, 2004 through June 30, 2005
July 1, 2005 through June 30, 2006
July 1, 2006 through June 30, 2007
July 1, 2008 through June 30, 2009

Rate
14.3%
19.0
18.0
18.0
16.2
16.2
15.2
12.4
12.2
12.4
12.1
12.2
11.3
16.5
17.7

N/A

@ For the period July 1, 1999 through July 1, 2000 the City Contribution rates are shown as a percentage of total direct pay less overtime rather than
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Houston Police Officers Pension System
2007 Actuarial Report 15

Summary of Inactive Participants as of July 1, 2007

Annual Benefits Average Annual

Number ($000) Benefit
m Retirees 2,070 $ 84,062 $ 40,610
m  Beneficiaries 516 17,082 33,105
m Disabled Participants 113 . 3,919 34,681
m Deferred Vasteds 18 418 23222
m  Total 2,717 $ 105,481 $ 38,823

In addition to annual benefits, there is $192,252,788 in PROP account balances and $1,945,068 in
QDRO DROP account balances.

December 2007
TOWERS Proprietary and Confidential
PERRIN Not for use or disclosure outside Towers Perrin and Houston Police Officers Pension System
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Houston Police Officers Pension System
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Summary of Actuarial Methods and Assumptions

Actuarial Methods

Actuarial Value of Assets

Actuarial Cost Method

Economic Assumptions
Investment Return

Payroll Growth Rate/Inflation
Individual Merit Increase Rate

Individual Pay Increase Rate
DROP Crediting Rate

HR SERVICES

Gains and losses in the market value of assets, based
on the difference between the actual and the assumed
rate of return, are recognized over five years.

Entry Age Normal Method with liabilities allocated
from date of entry to assumed retirement age. The
Unfunded Actuarial Accrued Liability (Surplus),
including effects of actuarial gains and losses, is
amortized as a level percentage of pay over 30 years.
The contribution is increased for interest for one-half
of a year to reflect timing of payments.

8.5% per year, net of expenses
3.50% per year

Service Increase

1 7.00%
2 0.25
3 0.25
4 5.00
5 9.50
6 8.50
7 0.75
8 0.50
9 7.75
10 1.00
11 9.00
12 0.75
13 1.25
14 1.50
15 0.50
16 5.50
17 0.75

18 and over 0.00

Merit plus 3%

Five year average returns using actual return through
June 30, 2005 and estimated 8.5% returns thereatfter,
with a maximum 5-year average of 7.0%.

December 2007

Proprietary and Confidential

Not for use or disclosure outside Towers Perrin and Houston Police Officers Pension System
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2007 Actuarial Report

Summary of Actuarial Methods and Assumptions (continued)

Demographic Assumptions
Entry Age
DROP Participation Rates

Retirement Rates

» Participants as of

Date sworn.

100% of eligible active participants are assumed to
elect the DROP. Participants are assumed to elect the
maximum duration for the back DROP, up to 20
years.

October 9, 2004 Service
40 and
Age 20-21 22-23 24-25 26-27 28-29 30-39 over
40-54 5% 5% 5% 10% 20% 20% 100%
55-59 5 10 10 30 30 40 100
60-64 10 10 25 50 50 50 100
65 and over 100 100 100 100 100 100 100
» New Participants after
October 9, 2004 Service
37.5 and
Age 20-21 22-23 24-25 24-27 28-29 30-37.5 over
55-59 5% 10% 10% 30% 30% 40% 100%
60-64 10 10 25 50 50 50 100
65 and over 100 100 100 100 100 100 100

Mortality Rates

» Active participants and non-disabled
retirees

» Disabled retirees

Disability Rates

Percentage of Deaths and Disabilities in the
Line of Duty

Termination Rates and Terminated Vested
Pension Benefit Election

Marital Status at Benefit Eligibility

» Percentage married

» Age difference

1994 Group Annuity Mortality Table (see table below
for sample rates).

1987 Commissioners Group Disabled Mortality Table
(see table below for sample rates).

Graduated rates (see table below for sample rates).
100%.

Graduated rates (see table below for sample rates).
50% of members eligible to receive a terminated
vested pension are assumed to elect the pension at
age 60 instead of a refund of contributions.

90%. (No beneficiaries other than the spouse
assumed).

Husbands assumed to be three years older than
wives.

December 2007
TOWERS Proprietary and Confidential
PERRIN Not for use or disclosure outside Towers Perrin and Houston Police Officers Pension System

HR SERVICES
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Houston Police Officers Pension System
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Summary of Actuarial Methods and Assumptions (continued)

Valuation Earnings Pay excluding CMEPP and SOSP in the last 26 pay
periods preceding the valuation date annualized and
increased for one year of assumed pay increases, or
$30,000 if larger. Grandfathered CMEPP and SOSP
amounts were added back in on a prorated basis for
determining transition earnings through 2007.

DROP balance and annuity The DROP balance and annuity were calculated
based on current valuation earnings projected to the
back-DROP date. For members participating in the
DROP as of July 1, 2007, the actual amounts were
compared to the estimate, and the greater value was
used. No comparison was made if the actual DROP
entry date was more than a year from the estimated
date.

Sample Rates
Sample Rates per 100 Participants

Disabled
Mortality
Non-disabled Mortality (Ultimate) Termination Disability
Age Male Female All All Male Female

20 0.05 0.03 2.82 4.44 0.08 0.10
25 0.07 0.03 2.82 3.99 0.08 0.10
30 0.08 0.04 2.82 3.02 0.08 0.12
35 0.09 0.05 2.82 1.92 0.10 0.16
40 0.11 0.07 2.82 0.92 0.14 0.22
45 0.16 0.10 2.82 0.21 0.21 0.30
50 0.26 0.14 2.82 ' 0.00 0.37 0.54
55 0.44 0.23 2.82 0.00 0.79 1.08
60 0.80 0.44 3.14 0.00 2.15 2.86
65 1.45 0.86 3.98 0.00 0.00 0.00

Changes in Methods and Assumptions Since the Prior Valuation

There were no changes in methods and assumptions since the prior valuation.

December 2007
TOWERS Proprietary and Confidential
PERRIN Not for use or disclosure outside Towers Perrin and Houston Police Officers Pension System
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Summary of Plan Provisions

Covered Members

Final Compensation
Prior to November 28, 1998

After November 28, 1998 but

prior to July 1, 2001

After July 1, 2001 but prior to

October 9, 2004

After October 9, 2004

Service Retirement
Eligibility

>

Sworn prior to
October 9, 2004

Sworn on or after
October 9, 2004

RIN
HR SERVICES

TOWERS
PERRI

All police officers sworn before September 1, 1975 are covered
under Plan 1, except those who elected by December 31, 1981 to
participate in Plan 3.

All police officers sworn on or after September 1, 1975, but before
September 1, 1981 are covered under Plan 2, except those who
elected by December 31, 1981 to participate in Plan 3 and those
from Police Cadet Classes 70 and 71 who elected to transfer to
Plan 1.

All other police officers are covered by Plan 3, except those from
Police Cadet Classes 70 and 71 who elected to pay additional
contributions and transfer to Plan 1.

Monthly base salary paid to the participant in his/her last month of
service. For any participant from a position held for less than 3
years, final compensation is the average monthly base salary for
the 3 years prior to retirement.

Monthly total direct pay less overtime paid to the participant in
his/her last month of service. For any participant from a position
held for less than 3 years, final compensation is the average
monthly base pay for the 3 years prior to retirement plus the other
current components of total direct pay.

Highest biweekly pay period (excluding overtime) during the last
26 pay periods annualized. Amounts not paid on a biweekly basis
are deducted from period paid. Annual amounts are divided by 26
and added to the highest pay period, including motorcycle
allowances.

Average of the last three years of compensation (excluding
exempt time, overtime and strategic officer staffing pay). This
average will be phased in beginning with the pay period ending
after October 9, 2004 until the new definition is fully phased in
after 78 pay periods.

20 years of service.

Age 55 with 10 years of service

December 2007
Proprietary and Confidential

Not for use or disclosure outside Towers Perrin and Houston Police Officers Pension System
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Summary of Plan Provisions (continued)

Benefit

»

Prior to November 1, 1955

After November 1, 1955 but
prior to January 13, 1968

After January 13, 1968 but
prior to July 1, 1986

After July 1, 1986 but prior
to July 1, 1988

After July 1, 1988 but prior
to September 1, 1997

After September 1, 1997 but
prior to July 1, 2001

After July 1, 2001 but prior
to October 9, 2004

HR SERVICES

$75 per month plus $2 per month for each year of service in
excess of 25 years.

30% of final compensation plus 1% of final compensation for each
year of service in excess of 20 years.

Plans 1 and 2: 30% of final compensation plus 2% of final
compensation for each year of service in excess of 20 years.

Plan 3: 2% of final compensation for each year of service up to 40
years, reduced 0.42% for each month benefit commencement
precedes age 55.

2% of final compensation for each year of service up to 40 years.

45% of final compensation plus 2% of final compensation for each
year of service in excess of 20 years; maximum 80% of final
compensation. Benefit based on prior formula is payable until July
1, 1991 and recomputed benefit is payable thereafter.

50% of final compensation plus 2% of final compensation for each
year of service in excess of 20 years; maximum 80% of final
compensation.

55% of final compensation plus 2% of final compensation for
service in excess of 20 years.

The Pension System recomputed the benefit of each person who
retired before July 1, 2001. The retiree’s benefit was increased by
the result of multiplying the difference between 55% and the
percentage used at the time of retirement in computing the
retiree’s benefit for the first 20 years of service by the base salary
of the retiree at the time of retirement. Retroactive cost-of-living
increases were not applied to the increased benefit. This
recomputed benefit is effective for all payments on or after July 1,
2001.

December 2007

Proprietary and Confidential

Not for use or disclosure outside Towers Perrin and Houston Police Officers Pension System
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Summary of Plan Provisions (continued)

»

After October 9, 2004

Additional Benefits

Terminated Vested
Pension Benefit

Eligibility

Benefit

Deferred Retirement
Option Plan (DROP)

Eligibility
Benefit

»

After September 1, 1995 but
prior to September 1, 1997

HR SERVICES

Participants sworn prior to October 9, 2004 will receive the
highest of the following alternatives using Final Average
Compensation effective after October 9, 2004, from October 9,
2004 through October 7, 2007:

1) 2.25% of Final Average Compensation for each of the
first 20 years of service plus 2% of Final Average
Compensation for each year of service in excess of 20
years, with a maximum of 80% of Final Average
Compensation.

2) Benefit participant would have received had participant
retired or entered the DROP immediately before
October 9, 2004

3) Benefit calculated using a sliding average of the pay
received for the pay periods elapsed since October 9,
2004.

New participants after October 9, 2004:

2.25% of Final Average Compensation for each of the first 20
years of service plus 2% of Final Average Compensation for each
year of service in excess of 20 years, with a maximum of 80% of
Final Average Compensation.

An extra monthly benefit of $150.00 is payable for life. Effective
November 28, 1998, a $5,000 lump sum is payable upon
retirement for members sworn prior to October 9, 2004.

More than 10 but less than 20 years of service. Termination on or
after November 28, 1998.

2.75% of final compensation times years of service. This benefit
commences at age 60 or at termination of service if later.

20 years of service and sworn in prior to October 9, 2004.

Eligible participants may elect to participate in the DROP until
they leave active service. The member’s retirement pension will
be calculated based on service and earnings at the time the
DROP is elected.

December 2007

Proprietary and Confidential

Not for use or disclosure outside Towers Perrin and Houston Police Officers Pension System
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Summary of Plan Provisions (continued)

» After September 1, 1997 but
prior to December 1, 1998

» After December 1, 1998 but
prior to July 1, 2001

» After July 1, 2001 but prior
to October 9, 2004

» After October 9, 2004

HR SERVICES

A notional account will be maintained for each DROP participant.
This account will be credited with the following amounts while the
member is participant of the DROP:

— The member’s monthly retirement pension, including
applicable cost-of-living adjustments,

— The member’s contribution to the Pension Sys;[em, and

— Investment earnings/losses at the rate of the Pension
System’s earnings/losses averaged over a five-year period.
Effective July 1, 2001, this rate is subject to a minimum of
0%. ‘

A benefit equal to the DROP account balance is paid at the time
the member leaves active service. The payment is made as a
single lump sum.

If a DROP participant suffers an on-duty disability resulting in the
inability to perform his/her usual and customary duties as a police
officer or dies in the line of duty, he (or his survivors) are allowed
to revoke the DROP election and to receive the more generous
on-duty disability or death benefits.

The Pension System recomputed the benefit of each person who
entered the DROP before September 1, 1997. The benefit was
increased in the same manner as the retiree’s benefit.

The Pension System recomputed the benefit of each person who
entered the DROP before December 1, 1998. The benefit was
recalculated based on Total Direct Pay less overtime upon entry
to the DROP. This recomputed benefit is effective for all payments
on or after December 1, 1998.

The Pension System recomputed the benefit of each person who
entered the DROP before July 1, 2001. The member’s benefit was
increased by the result of multiplying the difference between 55%
and the percentage used at the time of DROP entry in computing
the member’s benefit for the first 20 years of service by the base
salary of the member at the time of DROP entry. Retroactive cost-
of-living increases were applied to the increased benefit. The
account balance for each participant was recomputed as if this
new benefit had been effective since DROP entry.

A minimum of 3.00% interest will be credited to existing DROP

accounts with a maximum of 7.00%. If the actuary certifies that

past service costs are fully funded, the credit may be as high as
10.00%.
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Summary of Plan Provisions (continued)

Benefit Recalculation

Back DROP Option

Postretirement
Option Plan (PROP)

Eligibility
Benefit

» After November 28, 1998
but prior to July 1, 2001

»  After July 1, 2001

Partial Lump Sum
Optional Payment (PLOP)

Eligibility
Benefit ‘
» After October 9, 2004

Disability Retirement

Eligibility
TOWERS
PERRIN

HR SERVICES

Effective July 1, 2001, monthly benefit at retirement will be
recalculated to be the greater of (i) current monthly benefit, or (ii)
monthly benefit based on service at DROP entry and Final
Compensation at retirement date.

Effective on July 1, 2001, a back DROP option is available for all
eligible participants. The DROP account is recalculated under the
option based on what the account balance would have been had
the participant elected the DROP earlier than he/she actually did.
The initial DROP entry date cannot be backdated prior to
September 1, 1995 or prior to 20 years of credited service, and
must be on the first of the month selected.

Retired from DROP and sworn in prior to October 9, 2004.

A retired member is allowed to leave all or a portion of their DROP
account in the System. These accounts are credited every
calendar year with the 30-year Treasury bond rate as of June of
the preceding year.

The interest rate earned on PROP accounts will be the same as
the interest rate credited to DROP accounts, including a minimum
credited rate of 0%.

Participant on or after October 9, 2004.

Up to 20% of the actuarial value of the accrued pension at
retirement.

Effective July 1, 2001, participant partially or totally disabled is
eligible for Disability Retirement as defined below:

— Total: Disability is defined as “unable to perform his/her usual
and customary duties as a police officer”.

— Partial: Disability is an impairment which renders the
participant unable to work as a police officer and which is
expected to last 12 months.
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Summary of Plan Provisions (continued)

Benefit

» Duty-connected

» Not duty-connected

Additional Benefits

Survivor Benefits
Eligibility

Benefit
» Prior to September 1, 1997

TOWERS
PERRIN

HR SERVICES

Total: The service retirement benefit accrued to date of disability
(or 20 years, if greater).

Partial: 35% of final compensation is payable for life or as long as
he remains incapacitated.

Total or partial: The disability benefit is 2.75% of final
compensation times years of service up to 20, minimum 27.5% of
final compensation.

For participants before October 9, 2004, an education allowance
equal to 100% of final compensation less disability benefit is
payable for up to four years for off-duty or duty-related disability.

Proportionate members injured while on-duty as a municipal
worker will receive immediate off-duty benefit upon Board
approval.

Surviving spouses and dependent children and parents of
participants, including surviving spouses of retired or disabled
participants who were not married at the time of retirement or
disability, provided the spouse was married to the participant for
at least 5 years at the time of death.

If duty-connected: monthly lifetime benefit equal to 100% of final
compensation at date of death.

If not duty-connected: monthly lifetime benefit equal to 100% of
the service retirement benefit the participant had accrued at the
time of death.

Spouse’s benefit upon death after retirement: monthly lifetime
benefit equal to actual benefit payable at time of death.

Depehdent children’s benefit if no surviving spouse: the benefit
that would have been payable to the spouse is divided equally
among the dependent children.

If there is a surviving spouse, the dependent children of Plan 1
and Plan 2 participants receive $25 per month. Dependent
children include unmarried children who are under age 18, and
for Plan 3, full-time students under age 22, or permanently
disabled children.
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Summary of Plan Provisions (continued)

» After September 1, 1997 but
prior to July 1, 2001

»  After July 1, 2001

Additional Benefits

Benefit Adjustments
Cost-of-Living
» Prior to October 9, 2004

» After October 9, 2004

13" Benefit Check

ERS
RIN

HR SERVICES

TOW
PER

Dependent parent’s income if no surviving spouse or children,
but there is a dependent parent: the benefit that would have been
payable to the spouse will be paid to the dependent parent.

The Pension System recomputed the benefit of each survivor
whose original benefit was computed prior to September 1, 1997.
The benefit was increased in the same manner as the retiree’s
benefit.

The Pension System recomputed the benefit of each survivor
whose original benefit was computed prior to July 1, 2001. The
benefit was increased in the same manner as the retiree’s benefit.

Effective December 1, 1998, a $5,000 lump sum is paid upon the
death of an active member who was sworn in prior to October 9,
2004.

Effective July 1, 2001, an extra monthly benefit of $150.00 is
payable for life. Children receiving equivalent of the spouse’s
benefit do not receive this additional benefit.

Monthly benefits for participants receiving payments are
increased each April 1 by 2/3 of the increase in the Consumer
Price Index for All Urban Consumers (CPI-U) for the preceding
calendar year. Effective September 1, 1997 this increase is
subject to a minimum of 3.0% per year compounded and a
maximum increase of 8.0% per year compounded.

Monthly benefits for participants receiving payments are
increased each April 1 by 80% of the increase in the Consumer
Price Index for All Urban Consumers (CPI-U) for the preceding
year, with a minimum of 2.4% and a maximum of 8%.

Effective Novembef 28, 1998, a 13" benefit check is paid to
current retirees and DROP members when:

— The assets on the fund equal or exceed the liabilities after the
13" benefit check is paid.

— The return on investments for the preceding fiscal year
exceeds 9.25%.

— The payment of the benefit will not cause the City of
Houston'’s contribution to the System to increase.

— Effective October 9, 2004, the funded ratio of the plan must
be at least 120% for the 13" check to be paid out.

December 2007
Proprietary and Confidential

Not for use or disclosure outside Towers Perrin and Houston Police Officers Pension System
S:M2567\07\RETWULY 2007 VAL\EXEC - DELIVA2007 REPORT.DOC



Houston Police Officers Pension System

2007 Actuarial Report

27

Summary of Plan Provisions (continued)

Service Adjustments

Contributions
Employee Contributions
» Prior to December 1, 1998

» After December 1, 1998 but
before October 9, 2004

» After October 9, 2004

— Members sworn in prior
to October 9, 2004

— Others

Refunds

HR SERVICES

Effective November 28, 1998, participants with previous service
with the City in non-classified positions may use that service to
satisfy the service requirement of 20 years for retirement
purposes only.

Effective July 1, 2001, participants who have service credit in
more than one City of Houston Pension Plan may use their
combined service to qualify for DROP participation.

Effective July 1, 2001, participants involuntarily transferred to the
System from the Houston Municipal Employees System will
receive service under this plan for years worked while serving as
a City Marshall, Airport Police or Park Police.

Each participant contributes 8.75% of base salary.

Each participant contributes 8.75% of average total direct pay less
overtime.

Each participant contributes 9.00% of pay. The additional 0.25%
will be credited to the Plan’s general fund.

Each participant contributes 10.25% of pay, which will be credited
to the Plan’s general fund.

Refunds of contributions are made if

(i) The participant dies before 10 years of service and the death
is not duty-connected,

(i) The participant dies with no eligible survivor,

(iii) A Plan 1 or 2 participant leaves service before eligibility for
retirement after completing 5 years of service, or

(iv) A Plan 3 participant leaves service with less than 20 years of
service.

Contributions are refunded without interest.
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Summary of Plan Provisions (continued)

Employer Contribution The city will follow the following contribution schedule:

Fiscal Year Ending (June 30) City Contribution Amount
2001 $ 30,645,000
2002 32,645,000
2003 34,645,000
2004 36,645,000
2005 36,645,000

2006 16% of total compensation, with
a minimum of $53,000,000
2007-2012 $5,000,000 above the

prior year’s payment

Beginning in Fiscal Year 2013 and continuing until the plan’s funded ratio is 100%, payments will
increase each year by $5,000,000 or, if the scheduled payment is less than the actuarial rate,
$10,000,000. In addition, once the plan’s funded ratio is 100%, the city will pay the actuarially
required rate, but not less than 16% of covered pay.

Additionally, beginning in Fiscal Year 2013 and once the funded ratio reaches 75%, if the funded
ratio drops below 75%, the City will pay additional amounts in the following fiscal year to return the
plan to 75% funded. Once the fund ratio reaches 80%, the City will contribute additional amounts to
return the plan to 80% funded.

Changes in Plan Provisions from Since the Prior Valuation

There were no changes to the plan provisions from the prior valuation.
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Actuarial Certification, Reliances and Distribution

This report describes the results of an actuarial valuation of the Houston Police Officers Pension
System. The Houston Police Officers Pension System retained Towers Perrin to perform this actuarial
valuation for the purposes of determining the funding status for the plan year July 1, 2007 through
June 30, 2008.

The consulting actuaries are members of the Society of Actuaries and other professional actuarial
~ organizations and meet their “General Qualification Standard for Prescribed Statements of Actuarial
Opinions” relating to pension plans.

In preparing the actuarial results, we have relied upon information provided by the Board of Trustees
regarding plan provisions, plan participants, plan assets, and other matters. While the scope of our
engagement did not call for us to perform an audit or independent verification of this information,
we have reviewed this information for reasonableness but have not audited it. The accuracy of the
results presented in this report is dependent upon the accuracy and completeness of the underlying
information. Historical information for years prior to 1986 was prepared by the prior actuaries and
was not subjected to our actuarial review.

The actuarial methods and assumptions used in this valuation were selected by the Board of Trustees.
The Board has sole authority to determine the actuarial assumptions. In our opinion, the actuarial
assumptions used (i) are appropriate for purposes of the valuation, (ii) in the aggregate, are
reasonably related to the experience of the Fund and to reasonable expectations as of the valuation
date, and (iii) meet the parameters established by Governmental Accounting Standard Board
Statement No.25.

The funding determination portion of this actuarial valuation has been conducted in accordance with
principles of practice prescribed by the Actuarial Standards Board and the requirements of the Texas
Government Code. Section 802.101 of the Texas Government Code requires the use of actuarial
“assumptions and methods that are reasonable in the aggregate, considering the experience of the
program and reasonable expectations, and that, in combination, offer the actuary’s best estimate of
anticipated experience under the program.”

The results shown in this report are reasonable actuarial results. However, a different set of results
could also be considered reasonable actuarial results, since the Actuarial Standards of Practice
describe a “best-estimate range” for each assumption, rather than a single best-estimate value. Thus,
reasonable results differing from those presented in this report could have been developed by -
selecting different points within the best-estimate ranges for various assumptions. -

It should be noted that other than the City agreement to maintain a funded status floor as specified -
under the 2004 Meet and Confer (see City Contribution Schedule on page 28), the City funding

schedule could potentially not be sufficient to cover all future benefit payments of the Houston

Police Officers Pension System. Moreover, it is possible that the Houston Police Officers Pension

System will fall below the funded status floor as actual experience differs from assumed and/or

assumptions change. Towers Perrin has not been provided detailed provisions on how the funded

status floor will be maintained if the funded status declines below specified levels.
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The information contained in this report was prepared for the internal use of the Houston Police
Officers Pension System and its auditors in connection with our actuarial valuation of the pension
plan. It is neither intended nor necessarily suitable for other purposes. The Houston Police Officers
Pension System may also distribute this actuarial valuation report to the appropriate authorities who
have the legal right to require the Houston Police Officers Pension System to provide them with this
report, in which case, the Houston Police Officers Pension System will use best efforts to notify
Towers Perrin in advance of this distribution. Further distribution to, or use by, other parties of all or
part of this report is expressly prohibited without Towers Perrin’s prior written consent.
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December, 2007
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