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- — H.B. No. 3158

AN ACT

relating to the retirement systems for and the provision of other
benefits to police and fire fighters in certain municipalities.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF TEXAS:

ARTICLE 1. CONTINGENT PROVISIC;NS:
EFFECTIVE SEPTEMBER 1, 2017

SECTION 1.01. Section 1.01, Article 6243a-1, Revised
Statutes, is amended to read as follows:

Sec. 1.01. AMENDMENT, RESTATEMENT, AND CONSOLIDATION. (a)
The purpose of this article is to restate and amend the provisions
of a former law governing the pension funds for police officers and
fire fighters in certain municipalities (Chapter 4, Acts of the

43rd Legislature, 1lst Called Session, 1933, also known as Article

6243a) having previously been amended and restated to permit the

consolidation of the terms of certain pension plans created under
Sections 1, 11A, and 11B of that Act for the purpose of simply and
accurately reflecting the joint administration of the plans.
(b) [Fheprevisions—of this—axrticleare entirely consistent
" 11 i Yied Lati ] c 3  ;
eptitlement—previouslty—containedin—+theplans=] This article does

not [+ptend+e] take away or reduce any accrued benefit contained in

the plans created under former Article 6243a or under this article

as it existed on or before August 31, 2017.

SECTION 1.02. Section 2.01, Article 6243a-1, Revised
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Statutes, is amended to read as follows:
Sec. 2.01. DEFINITIONS. In this article:
(1) "415 compensation” means a member's wages, salary,

'

and other amounts received for personal services rendered in the

course of employment with the city during a limitation year and

permitted to be treated as compensation for purposes of Section

415(c) of the code, including differential wage payments described

in Section 414(u)(12) of the code. The term does not include

amounts picked up under Section 4.03(i) of this article.

(2) "Active service" means any period that a member

receives compensation as a police officer. or fire fighter from
either departmeﬁt for services rendered.

(3) [423*] "Actuarial -equivalent" means a form of
benefit differing in time, duration, or manner of payment from a
standard benefit payable under this article but having the same
value when computed using the assumptions set forth in this
article.

(43} Admin " ] ood 11
Lol ] . ] T £ ] : -]

(4) "Alternate payee" has the meaning given the term

by Section 414(p) [434] of the code or any successor provision.

(5) "Alternative investment" means an investment in an

asset other than a traditional asset.’ The term includes an

investment in private equity funds, private real estate

transactions, hedge funds, and infrastructure.

(6) [£5)] "Annual additions" means the sum of the

following amounts credited to a member's account under any defined
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contribution plan maintained by the city for the limitation year:

(A) city contributions;

(B) member contributions, other than rollover
contributions from a plan maintained by any employer other than the
city;

(C) forfeitures; and

(D) amounts allocated after March 31, 1984, to an
individual medical benefit account, as defined in Section 415(1) (2)
[43543)+(2)] of the code, that is part of a pension or annuity plan

maintained by the city.

imitatdon—desexribodin-Section435{e () (B} of theeode~] For any

limitation year beginning before January 1, 1987, only that portion
of member contributions equal to the lesser of member contributions
in excess of six percent of 415 compensation or one-half of member
contributions to the combined pension plan or any qualified defined
contribution plan maintained by the city is treated as annual
additions.

(7) [4e+] "Annual Dbenefit" means the aggregate

benefit attributable to city and member contributions payable

annually under the combined pension plan, or any plan maintained by

the city, exclusive of any benefit not required to be considered for
purposes of applying the limitations of Section 415 of the code to
the combined pension plan, payable in the form of a straight life
annuity beginning at age 62 with no ancillary benefits. Solely for

purposes of computing the limitations under the combined pension
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plan, benefits actually payable to a pensioner are adjusted to the
actuarial equivalent of a straight life annuity pursuant to Section
415(b) [8+63F] of the code [this—axtielte] even though no member may
actually receive a benefit in the form of a straight life annuity.

(8) [4+#H-] "Article 6243a" means Chapter 4, Acts of the
43rd Legislature, 1lst Called Session, 1933 (former Article 6243a,
Vernon's Texas Civil Statutes), pertaining to a pension system for
police officers, fire fighters, and fire alarm operators in certain
cities.

(9) [48>] "Assignment pay" means monthly pay, in
addition to salary, granted to a Group B member and authorized by
the city council for the performance of certain enumerated duty

assignments.

(10) [493] "Base pay" means the maximum monthly civil

service pay from time to time established by the city for a person

who holds the rank of "police officer" in the city's police

department or the rank of "fire and rescue officer" in the city's

fire department [a—pelice—officer—ox—fire—fighter], exclusive of

any other form of compensation. The term does not include

compensation paid by the city to a person for prior periods of

sexvice or compensation that otherwise constitutes back pay unless

the compensation is eligible back pay. The board may adopt rules

and procedures necessary to include eligible back pay as base pay

for purposes of this definition, including rules regarding how

increases in benefits will be determined and administered.

(11) [436)+] "Base pension" means the amount of

retirement, death, or disability benefits as determined [eceomputed
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shrder—this—artielte] at the earliest of the time a Group B member

and, solely for the purposes of Section 6.12 of this article, a

Group A member:

(A) begins participation in DROP;

(B) 1leaves or left active service;

(C) [reawves—aetive-serwvieey] dies; [+] or

(D) becomes entitled to a disability pension

under the combined pension plan [disabled].

Solely for purposes of this definition, when a member becomes

entitled to a disability pension, the base pension shall be

determined as of the date on which the disability pension begins.

(12) [39] "Board" means the board of trustees

created under Section 3.01 of this article for the purpose of

administering the pension system.
(13) [2+] "Child" means a [ap—unmarxied] person
[onder—the—age—of—19] whose [ratural—exr adeptive] parent, as

recognized under the laws of this state, is a primary party.

(14) [433+] "City" means each municipality having a
population of more than 1.18 million and located predominantly in a
county that has a total area of less than 1,000 square miles.

(15) "City attorney"” means the chief legal officer of

acity.
(16) [434>] "City council"” means the governing body of

the city.

(17) "City manager" means the city manager of a city or

the city manager's designee and includes, to the extent of any

designation, an interim or acting city manager, chief financial
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officer, budget director, or assistant city manager. If a city does

not have an individual serving in a position otherwise described by

this subdivision, "city manager" means the mayor of that city.

(18) [43+53] "City service incentive pay" means annual
incentive pay, adjusted by the city from time to time, in addition
to the salary of a member granted to the member under the authority
of the city charter and received by the member during active

sexvice.

(19) [£363)] "Code" means the United States Internal

Revenue Code of 1986, as amended.
(20) [43+H-] '"Combined pension plan" means any pension

plan created pursuant to this article before Septembexr 1, 2017.

(21) [438)] "Computation pay" shall be wused in

determining the amount of the city's contribution under Section

4.02(d) of this article and a Group B member's contribution under

Section 4.03(d) of this article and in determining the base pension

[ef—any—benefits] to be paid to a Group B member or the benefits to

be paid to the member's qualified survivors and means the sum of the

following:

(A) the biweekly I[menthdiy] rate of pay of a
(Gxoup—B] member for the highest civil service rank the person
holds, from time to time, as a result of a competitive examination;
plus

(B) the [menthly—rate—-ofpay—of o CroupBmembex

as] educational incentive pay of a member, computed on a biweekly

basis; plus

(C) the longevity [menthiy—xate—of] pay of a
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[6xeup—B] member [as—lengewity—pay], as authorized by the

legislature, computed on a biweekly basis; plus

(D) the city service incentive pay, computed on a

biweekly [menthdy¢] basis, of a [Gxeup—B] member.

The term includes only amounts actually paid in salary or

payments made instead of salary to the member and member

contributions picked up by the city, and does not include any

imputed pay. Furthermore, any [An¥] compensation received by a

[6¥eup—B] member, other than that noted in Paragfaphs (A)-(D) of

this subdivision (for example, compensation for overtime work,

certification pay, and the [menthly—rate—e£f] pay a member would

receive from the city in the form of assignment pay), will not be

considered in determining the computation pay of a [Gxeup—B]
member. Any lump-sum payments for compensatory time, unused sick
leave, unused vacation time, or city service incentive pay payable
after a [exeup—B] member leaves active service, dies [death],
becomes disabled [d4sabidity], or resigns [¥esigratien], or after

any other type of termination may not be considered in determining

the computation pay of any [Gxeuwp—-B] member. Computation pay for a
[6xeup—B] member for any given period [menth] is determined on the

biweekly [menthdy] rates of pay due the [Gxeuwp—B] member for the
entire period [mewnth]. The term does not include compensation paid

by the city to a person for prior periods of service or compensation

that otherwise constitutes back pay unless the compensation is

eligible back pay. The board may adopt rules and procedures

necessary to include eligible back pay as computation pay for

purposes of this definition, including rules regarding how
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increases in benefits will be determined and administered. [

(22) [4285] "Department" means either the police

department of the city, the fire department of the city, or both the
police and fire departments of the city together.

(23) [4233] "Dependent parent” means a natural parent
or parent who adopted a primary party and who immediately before the
death of a primary party received over half of the parent's
financial support from the primary party.

(24) [4223] "Disability retirement" means any period

that a pensioner receives periodic disability compensation or a

disability pension.

(25) "DROP" means the deferred retirement option plan

established in accordance with Section 6.14 of this article.

(26) "Educational incentive pay" means incentive pay

designed to reward completion of certain hours of college credit,

adjusted by the city from time to time, that is paid to a membexr in

addition to the member's salary.

(27) "Eligible back pay," except as otherwise provided

by this definition, means additional compensation paid by the city
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to a member or pensioner:

(A) that constitutes back pay to the member's or

pensioner's prior period of service and is otherwise considered

taxable wages paid by the city to the member or pensioner for

federal income tax purposes; and

(B) for which the pension system receives:

(i) an amount equal to the aggregate member

and city contributions that the pension system would have collected

with fegpect to the compensation for all time periods relating to

the back pay compensation; and

(ii) interest, calculated using the pension

system's actuarial rate of return assumptions in effect for the

periods relating to the back pay, compounded annually, on the

contribution amounts for the period from the date that the

contributions would have been received if the back pay compensation

had been paid during the relevant periods of prior service through

the date the amount relating to the contributions for back pay is

actually received by the pension system.

The term does not include any additional compensation paid by

the city to a member or pensioner wholly or partly or directly or

indirectly as the result of litigation instituted to recover back

pay.

The pension system is not obligated to collect the additional

contributions or interest described in Paragraph (B) of this

subdivision from the member, pensioner, or city. The pension system

may not recognize back pay as eligible back pay until the

contributions and interest described in Paragraph (B) of this
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subdivision have been received.

(28) "Executive director" means the person designated

by the board to supervise the operation of the pension system.

[424)] "Fund" means all funds and property held to
provide benefits to [fex—thebenefit—-of] all persons who are or who

10
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may become entitled to any benefits under any plan within the

pension system, together with all income, profits, or other

increments.

(30) [425%] "Group A member" means any police officer

or fire fighter included in Group A membership under [desecxibedby]

Section 5.01(a) (1) of this article.

(31) [426)] "Group B member" means any police officer

or fire fighter included in Group B membership under [desecxibedbw]

Section 5.01(a)(2) of this article.

{32) [27)] "Health director" means any qualified
physician designated from time to time by the board.

(33) [28)] "Limitation year" means the plan year of
the combined pension plan and any defined benefit plan or aefined
contribution plan of the city in which a member participates.

(34) [429)] '"Longevity pay" means pay in addition to
the salary of a member granted under Section 141.032, Local
Government Code, for each year of active service completed by a
member in either department.

(35) [4383] "Member" means both Group A and Group B

members.

(36) [4333] "Member's account" means an account
established and maintained for a member with respect to the
member's total interest in one or more defined contribution plans
under this article or maintained by the city resulting in annual

additions.

(37) "Nominations committee" means the nominations

committee established under Section 3.011 of this article.

11



w

(o) NN ¥)

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

27

H.B. No. 3158

(38) [3=23] "O0Old plan" means any pension plan created

pursuant to Section 1 of Article 6243a.

(39) [4333] '"Pensioner," "Group A pensioner," or
"Group B pensioner" means a former member of the pension system who
is on either a service or disability retirement.

(40) [434)] "Pension service" means the time, in
years, and prorated for fractional years, that a member has

contributed to the fund under the terms of the combined pension plan

or any plan within the pension system, reduced to reflect refunds

that have been received and not fully repaid.

(41) [435)] "Pension system" means the fund and any

plans created pursuant to this article or Article 6243a and that are

intended to be qualified under Section 401(a) of the code.

(42) [43e)+] "Plan A" means any plan created pursuant
to Section 11A of Article 6243a.

(43) [43%-] "Plan B" means any plan created pursuant
to Section 11B of Article 6243a.

(44) [{38)] "Police officer" or "fire fighter" means,

as appropriate, a police officer, fire fighter, fire and rescue

officer, fire alarm operator, fire inspector, apprentice police
officer, apprentice fire fighter, or similar employee of either
department as defined in the classifications of the human resources
[personnelt] department of the city.

(45) [439)] "Primary party," "Group B primary party,"™

or "Group A primary party" means a member [ —fexrmer—membexy] oOr

pensioner.

(46) [4406)] "Qualified actuary" means either:

12
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(A) an individual who is a Fellow of the Society

of Actuaries, a Fellow of the Conference of Consulting Actuaries

[ir—PubliePraectiee], or a member of the American Academy of

Actuaries; or
(B) a firm that employs one or more persons who
are Fellows of the Society of Actuaries, Fellows of the Conference

of Consulting Actuaries [in—Publiec—Rractice], or members of the

American Academy of Actuaries and are providing services to the
pension system.

(47) [4433-] "Qualified domestic relations order" has
the meaning provided by Section 414(p) [434] of the code.

(48) [442)] "Qualified survivor" means a person who is
eligible to receive death [suxwiwe¥] benefits after the death of a
primary party and includes only:

(A) a surviving spouse, 1if the spouse was
continuously married to the primary party from [beth—at] the date
when the primary party either voluntarily or involuntarily left
active service as a member through [ard—=at] the date of the primary

party's death;

(B) all surviving, unmarried[+—Fegitimater—and
+egatty—adepted] children who are either under 19 years of age or

have a disability, as determined by the board under Section

6.06(0-2) of this artic}e, and who were:

(i) Dborn or adopted before the primary
party [as—a—membexr] either voluntarily or involuntarily left active
sexvice; or

(ii) [whe—wexe] born after the primary party

13
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[e—member] left active service if the mother was pregnant with the

child before the primary party [membex] left active service; and

(C) a surviving dependent parent of a primary
party if the primary party is not survived by a spouse or child

eligible for benefits.

(49) [4433] "Service retirement" means any period
that a pensioner receives a retirement pension but does not include
any period of disability retirement.

(50) [4443>] "Spouse" means the person to whom [husband

ox¥—wife—ef] a primary party is legally married [xeceognized] under

the laws of this state or any other state.

(51) "Traditional asset" includes stocks, bonds, and

cash [H45)—"Tetal-wages—and—salaries ' meanc—all—pay—received-by—a

Feaingactive sexrvice] .
(52) [446)] "Trustee" means a member of the board.

(53) "Two-thirds vote," in reference to a vote of all

the trustees, means a vote of 8 of the 11 trustees of the board.

SECTION 1.03. Sections 2.02(a) and (b), Article o6243a-1,
Revised Statutes, are amended to read as follows:

(a) If the amount of any benefit or contribution is to be

determined on the basis of actuarial assumptions that are not
otherwise specifically set forth for that purpose in this article,

the actuarial assumptions to be used are those earnings and

14
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mortality assumptions being used on the date of the determination

by the pension system's qualified actuary and approved by the

board.

(b) The actuarial assumptions being used at any particular

time shall be attached by the executive director [administxrater] as

an addendum to this article and treated for all purposes as a part

of any plan created by this article. The executive director shall

promptly update any addendum to conform to any changed actuarial

assumptions approved by the board.

SECTION 1.04. Part 2, Article 6243a-1, Revised Statutes, is
amended by adding Sections 2.025 and 2.03 to read as follows:

Sec. 2.025. INDEPENDENT ACTUARIAL ANALYSIS AND LEGISLATIVE

RECOMMENDATIONS. (a) Before July 1, 2024, the State Pension Review

Board shall select an independent actuary who the board shall hire

to perform an actuarial analysis of the most recently completed

actuarial valuation of the pension system. The independent actuary

shall submit the analysis to the State Pension Review Board and the

board not later than October 1, 2024. The analysis must include the

independent actuary's:

(1) conclusion regarding whether the pension system

meets State Pension Review Board pension funding quidelines; and

(2) recommendations regarding changes to benefits or

to member or city contribution rates.

(b) Subject to Subsection (d) of this section, not later

than November 1, 2024, the board shall by rule adopt a plan that:

(1) complies with funding and amortization period

requirements applicable to the pension system undexr Subchapter C,

15
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Chapter 802, Government Code; and

(2) takes into consideration the independent actuary's

recommendations under Subsection (a)(2) of this section.

(b-1) The board shall provide a copy of the analysis

§

prepared under Subsection (a) of this section and a summary of any

rules adopted by the board under Subsection (b) of this section to

the State Pension Review Board.

(c) Not later than December 1, 2024, the State Pension

Review Board shall submit a report to the legislature regarding

actions taken under this section. The report required under this

section must include a copy of the analysis prepared under

Subsection (a) of this section and a summary of rules adopted by the

board under Subsection (b) of this section.

(d) Notwithstanding any other provision of this article, a

rule adopted by the board under Subsection (b) of this section that

conflicts with a provision of this article remains in effect until:

(1) a law that is enacted by the legislature and

becomes law preempts the rule; or

(2) the board amends the rule and the amendment takes

effect, provided the board may only amend the rule if the pension

system complies with the funding and amortization period

requirements applicable to the pension system under Subchapter C,

Chapter 802, Government Code.

(e) This section expires September 1, 2025.

Sec. 2.03. REFERENCES TO CERTAIN LAW. A reference to a

statute made 1in this article 1includes a reference to any

regulation, rule, ordexr, or notice made by a governmental entity

16
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with the authority under law to adopt the requlation, rule, order,

or notice, and on which the governmental entity intends persons to

rely, as appropriate.

SECTION 1.05. Section 3.01, Article ©6243a-1, Revised
Statutes, 1s amended by amending Subsections (a), (b), (d), (e),
(€£), (h), (i), (j), (n), and (o) and adding Subsections (b-1),
(b-2), (b-3), (b-4), (3-1), (3-2), (3-3), (j-4), (3j-5), (j-e6),
(3-7), (3-8), (3-9), (3-10), (o-1), (p), (q), (r), and (s) to read
as follows:

(a) The pension system shall be administered by the board.

The board shall execute its fiduciary duty to hold and administer

the assets of the fund for the exclusive benefit of members and

their beneficiaries under Section 802.203, Government Code,

Section 67(f), Article XVI, Texas Constitution, and any other

applicable law, in a manner that ensures the sustainability of the

pension system for purposes of providing current and future

benefits to members and their beneficiaries.

(b) Subject to Subsections (b-1) and (b-2) of this section,

the [*he] board consists of 11 [sewer] trustees who shall be
selected and shall serve as follows:

(1) six trustees appointed by the mayor, in

consultation with the city council;

(2) three trustees elected under rules adopted by the

board by the members and pensioners of. the pension system from a

slate of nominees, in a number determined under the rules, selected

and vetted by the nominations committee;

(3) subject to Subsection (b-3) of this section, one

17
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trustee who is a current or former police officer of the city

nominated and elected by members of the pension system under rules

adopted by the board; and

(4) subject to Subsection (b-~3) of this section, one

trustee who is a current or former fire fighter of the city

nominated and elected by members of the pension system under rules

adopted by the board.

(b-1) To be appointed or elected a trustee under this

section, a person:

(1) must have demonstrated financial, accounting,

business, investment, budgeting, real estate, or actuarial

expertise; and

(2) may not be an elected official of the city.

(b-2) To be appointed or elected a trustee under Subsection

(b) (1) or (2) of this section a person may not be an active member or

pensioner.

(b-3) If the board determines that it is not possible to

nominate or elect a trustee under Subsection (b)(3) or (4) of this

section who meets the requirements of Subsection (b-1) of this

section, the board shall notify the nominations committee and the

nominations committee shall select, vet, and nominate a slate of

persons, the number of which is determined by board rule, who meet

the requirements of Subsection (b-1) of this section, and the

members of the pension system shall elect a trustee from the slate

of nominees to represent the interests of police officers or fire

fighters, as appropriate, of the city on the board. The nomination

and election of a trustee under this subsection may be made without

18
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regard to whether the trustee is qualified under Subsection (b) (3)

or (4), as applicable, of this section.

(b-4) A trustee is not required to reside in a particular

city or county of this state. [The—eity council shall name from

19
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(d) A [#£=] vacancy on the board in a trustee position under

Subsection (b) (1) or (2) of this section shall be filled in the same

manner as the original appointment, or election. The board by rule

shall determine the manner by which a vacancy in a trustee position

under Subsection (b)(3) or (4) of this section is filled [eeecuxs
] 1 5 3 1 -
ether—than—the-failure teo-elocta successoratternatetrusteeorthe

(e) The mayor shall determine whether all trustees

appointed under Subsection (b) (1) of this section hold office for

staggered two-year terms or staggered three-year terms. The

nominations committee shall determine whether all trustees elected

under Subsection (b)(2), (3), or (4) of this section hold office for

staggered two-year terms or staggered three-year terms. A trustee

appointed or elected, as applicable, under Subsection (b) (1) oxr (2)

of this section may not serve for more than six consecutive years on

the board [IH—a—aecancy-oceurs—among—thepoliceor—fixe—department
regular—itrustees,—the—alternate—tructee—representing—the

20
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(f) The election of the trustees under Subsection (b)(2),

(3), or (4) of this section, including an election undexr Subsection

(b-=3) of this section to fill a trustee position under Subsection

(b)(3) or (4) of this section, [#epresenting—the—police—and—£ire
depaxrtments] shall be held under the supervision of the board, and

the board shall adopt such rules [end—xegulatiens] governing the

election procedure as it considers appropriate, as long as the

rules [end—xegulations] are consistent with generally accepted

principles of secret ballot and majority rule. The rules [aréd
regulations] adopted by the board shall be recorded in the minutes

of the board and made available to the members of any pension plan

21



W N

O© 00 N o Ww!

10

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

H.B. No. 3158

within the pension system.

(h) The executive director [administxatex], or 1in the

executive director's [administratexrls] absence a member of the

administrative staff designated by the board, shall serve as the
secretary of the board.
(1) The board shall serve without separate compensation

from the fund, but a trustee is entitled to reimbursement for travel

expenses and, if applicable, [withentitlement] to any appropriate

compensation from the city as if the trustee [beaxrd—members] were

performing the trustee's [+hedix] regular functions for the police

or fire department or for the city. The board shall meet not less

than once each month and may meet at any time on the call of its

chairman.

(J) The board has full power to make rules [andregulatiens]

pertaining to the conduct of its meetings and to the operation of

the pension system as long as its rules are not, subject to

Subsections (j-1) and (j-2) of this section, inconsistent with the

terms of this article, any pension plan within the pension system,
or the laws of this state or the United States to the extent

applicable. A board meeting may be held by telephone conference

call or by videoconference call in accordance with Sections 551.125

and 551.127, Government Code, except that Section 551.125(b),

Government Code, does not apply.

(j=1) Subject to Subsection (o0)(2) of this section, the

board may adopt a rule that conflicts with this article:

(1) to ensure compliance with the code, including

Section 415 of the code, and other applicable federal law;
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(2) subject to Subsections (j-5) through (j-8) of this

section, to amortize the unfunded actuarial accrued liability of

the pension system within a period that does not exceed 35 years, if

the board determines the rule is appropriate based on the

evaluations required under Subsection (j=-5) of this section; or

(3) subject to Subsections (j-6) and (j-7) of this

section and notwithstanding any other law, to increase the benefits

provided under this article in any manner the board determines

appropriate if the increase will not cause the amortization period

of the unfunded actuarial accrued liability of the pension system

to exceed 25 years, after taking into account the impact of the

increase.

(j-2) Except as provided by Subsection (j-1) of this section

or Section 4.02(b) of this article, a provision of any plan provided

by the pension system may only be amended if approved by the board.

An amendment described by this subsection:

(1) may not cause the amortization period of the

unfunded actuarial accrued liability of the pension system to

exceed 35 vyears, after taking into account the impact of the

amendment, as determined by the board and reviewed by the State

Pension Review Board; and

(2) is not required to be ratified by the legislature.

(j=3) The board may correct any defect, supply any omission,

and reconcile any inconsistency that may appear in this article in a

manner and to the extent that the board believes would:

(1) be expedient for the administration of the pension

system;
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(2) be for the greatest benefit of all members,

pensioners, and gqualified survivors; and

(3) not adversely affect the benefits of a member,

pensioner, or qualified survivor.

(j-4) The board has full discretion and authority to

construe and interpret the combined pension plan and to do all acts

necessary to carry out the purpose of the combined pension plan. A

decision of the board is final and binding on all affected parties.

(j=5) Not later than January 1, 2018, the board shall

conduct an evaluation of:

(1) how benefits are computed under this article to

identify potential means of abusing the computation of benefits to

inflate pension benefits received by pensioners; and

(2) the impact, including the impact on the combined

pension plan, of establishing one or more alternative benefit

plans, including a defined contribution plan or a hybrid retirement

plan that combines elements of both a defined benefit plan and a

defined contribution plan, for newly hired employees of the city

and for members who voluntarily elect to transfer to an alternative

benefit plan.

(j-6) The board may not adopt a rule under Subsection

(§j=1)(2) oxr (3) of this section unless the rule has first been

reviewed by the State Pension Review Board and the State Pension

Review Board finds that implementation of a rule under:

(1) Subsection (j-1)(2) of this section complies with

the amortization period prescribed by that subdivision and

Subsection (j-8) of this section; or
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(2) Subsection (j=1)(3) of this section complies with

the amortization period prescribed by that subdivision.

(j=7) The board shall provide the State Pension Review Board

with a copy of a proposed rule for purposes of Subsection (j-6) of

this section at least 90 days before the date the board intends to

implement the rule.

(1-8) The board may not adopt a rule under Subsection

(j=1)(2) of this section based on an evaluation under Subsection

(3j-5)(2) of this section if the board determines implementation of

the rule would cause the amortization period of the unfunded

actuarial accrued liability of the combined pension plan or any

plan established under this article by the pension system to exceed

35 years, after taking into account implementation of the rule.

(j-9) At least twice each year, the board shall have a

meeting to receive public input regarding the pension system and to

inform the public about the health and performance of the pension

system. The State Pension Review Board is entitled to all documents

and other information provided to the public or that are the basis

for information provided to the public, as determined by the State

Pension Review Board, for purposes of this subsection and shall

independently review the information to ensure its validity.

(j=10) An employee or other agent acting on behalf of the

pension system or the city must certify to the State Pension Review

Board that any information provided by the pension system or city,

as appropriate, under this article or other law is accurate and

based on realistic assumptions.

(n) Six [Eewx] trustees of the board constitute a quorum at
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any [eadded] meeting[—esecept—that—a—trustee—from—the—police

(0) No action may be taken by the board except at a meeting.

Except as otherwise specifically provided by this article or other

law:

(1) [+——=rd] no action shall be taken during a board

meeting without the approval of a majority of the trustees of the

board; and

(2) no action otherwise authorized by this article or

other law may be taken that establishes an alternative benefit

plan, reduces the city contribution rate, increases the member

contribution rate, or reduces benefits, including accrued

benefits, without the approval of at least a two—-thirds vote of all

the trustees of the board [pxresent].

{o0-1) Only actions of the board taken or approved of during
a meeting are binding on the board, and no other written or oral
statement or representation made by any person is binding on the
board or the pension system.

(p) The board may file suit on behalf of the pension system

in a court of competent jurisdiction regardless of the court's

location. The board has sole authority to litigate matters on

behalf of the pension system. Notwithstanding Chapter 15, Civil

Practice and Remedies Code, or any other law, an action against the

pension system or the board shall be brought in a court of competent

jurisdiction located in the city or county in which the pension

system is located.
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(g) The board may purchase from one or more insurers one oY

more insurance policies that provide for the reimbursement of a

trustee or employee of the pension system for liability imposed as

damages caused by, and for costs and expenses incurred by the

individual in defense of, an alleged act, error, or omission

committed by the individual in the individual's capacity as a

fiduciary or employee of the pension system. The board may not

purchase an insurance policy that provides for the reimbursement of

a trustee or employee of the pension system due to the trustee's or

employee's dishonesty, fraudulent breach of trust, lack of good

faith, intentional fraud or deception, or intentional failure to

act prudently.

(r) The board shall adopt a code or codes of ethics

consistent with Section 825.212, Government Code. In adopting or

amending a code or codes of ethics, the board may consider comments

on the policy from the city attorney of the city. The board shall:

(1) review the code or codes of ethics on an annual

basis and amend the code or codes as the board considers necessary;

(2) file a copy of the code or codes of ethics adopted

or amended 1in accordance with this subsection with the State

Pension Review Board; and

(3) provide a copy of the code or codes of ethics

adopted or amended in accordance with this subsection to the city

attorney.

(s) The board shall develop an Internet website designed to

give active members and pensioners access to the information

concerning the pension system and the individual's participation in
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the pension system required by Section 802.106, Government Code, as

well as information concerning the financial health of the pension

system.
SECTION 1.06. Part 3, Article 6243a-1, Revised Statutes, is

amended by adding Sections 3.011, 3.012, and 3.013 to read as
follows:

Sec. 3.011. NOMINATIONS COMMITTEE. (a) Subject to

Subsection (b) of this section, the nominations committee consists

of:

(1) the executive director, who is a nonvoting member;

and

(2) the president, chair, or other executive head of

the following organizations or their successor organizations, or

that person's designee:

(A) the Dallas Black Firefighters Association;

(B) the Black Police Association of Greater

Dallas;

(C) the National Latino Law Enforcement

Organization;

(D) the Dallas Fraternal Order Police Lodge 588;

(E) the Dallas Police Association;

(F) the Dallas Fire Fighters Association,

International Association of Fire Fighters Local No. 58;

(G) the Dallas Hispanic Firefighters

Association, Inc.;

(H) the Dallas Police Retired Officers

Association;
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(I) the Dallas Retired Firefighters Association;

(J) the Retired Black Firefighters Association

of Dallas; and

(K) the Dallas Hispanic Retired Fire Fighters

Association.

(b) If an organization described by Subsection (a)(2) of

this section elects not to participate on the nominations

committee, is prohibited from participating on the nominations

committee under Subsection (g) of this section, or ceases to exist,

the nominations committee members appointed under that subsection

consist only of representatives of the remaining organizations, if

any.

(c) The executive director shall serve as presiding officex

of the nominations committee.

(d) The nominations committee shall meet at the call of the

presiding officer.

(e) The nominations committee shall nominate trustees to

the board in accordance with Sections 3.01(b)(2) and (b-3) of this

article.

(f) A person serving on the nominations committee under

Subsection (a)(2) of this section serves without compensation and

may not be reimbursed for travel or other expenses incurred while

conducting the business of the nominations committee. The

executive director may not receive additional compensation for

sexvice on the nominations committee.

(g) An organization described by Subsection (a)(2) of this

section may not participate on the nominations committee unless the
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organization is in good standing with the secretary of state, if

applicable.

(h) Chapter 2110, Government Code, does not apply to the

nominations committee.

(1) The nominations committee may establish policies and

procedures governing its operations.

Sec. 3.012. REMOVAL OF TRUSTEES. (a) In accordance with

procedures adopted by board rule, a trustee:

(1) appointed under Section 3.01(b) (1) of this article

may be removed by the mayor for cause; and

(2) elected under Section 3.01(b)(2), (3), or (4) of

this article may be removed by the nominations committee for cause.

(b) It is a cause for removal of a trustee from the board

that the trustee:

(1) does not have at the time of taking office the

qualifications required by Section 3.01(b) or (b-1)(1) of this

article, subject to Subsection (b-3) of that section;

(2) does not maintain during service on the board the

qualifications required by Section 3.01(b) or (b-1)(1) of this

article, subject to Subsection (b-3) of that section;

(3) 1is ineligible for membership under Section

3.01(b-1)(2) or (b-2) of this article; or

(4) is absent from more than 40 percent of the meetings

that the trustee is eligible to attend during a calendar year

without an excuse approved by a majority vote of the board.

(c) The validity of an action of the board is not affected by

the fact that it is taken when a cause for removal of a trustee
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exists.

(d) If the executive director has knowledge that a potential

cause for removal exists, the executive director shall notify the

chairman of the board of the potential cause. The chairman shall

then notify the mayor or nominations committee, as appropriate,

that a potential cause for removal exists. If the potential cause

for removal involves the chairman, the executive director shall

notify the vice chairman or next highest ranking officer of the

board, who shall then notify the mayor or nominations committee, as

appropriate, that a potential cause for removal exists.

Sec. 3.013. TRUSTEE TRAINING. (a) A person who is

appointed or elected to the board and qualifies for office as a

trustee shall complete a training program that complies with this

section.

(b) The training program must provide the person with

information regarding:

(1) the law governing the pension system's operations;

f2) the programs, functions, rules, and budget of the

pension system;

(3) the scope of and limitations on the rulemaking

authority of the board;

(4) the results of the most recent formal audit of the

pension system;

(5) the requirements of:

(A) laws relating to open meetings, public

information, administrative procedure, and disclosing conflicts of

interest; and
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(B) other laws applicable to a trustee in

performing the trustee's duties, including the board's fiduciary

duties described under Section 3.01(a) of this article;

(6) the code or codes of ethics adopted under Section

3.01(x) of this article and any applicable ethics policies adopted

by the Texas Ethics Commission; and

(7) financial training regarding the risks of

investing in alternative investments.

(c) The executive director shall create a training manual

that includes the information required by Subsection (b) of this

section. The executive director shall distribute a copy of the

training manual annually to each trustee. On receipt of the

training manual, each trustee shall sign and submit to the

executive director a statement acknowledging receipt of the

training manual.

SECTION 1.07. Section 3.02, Article 6243a-1, Revised
Statutes, is amended to read as follows:

Sec. 3.02. PROFESSIONAL CONSULTANTS. In addition to the
authority of the board to employ the services of certain
consultants set forth in this article, the board has the authority

to employ the services of any professional consultant recommended

by the executive director, including investment advisors and

investment managers, whenever the services of the consultants

[eeonsultant] are considered necessary or desirable and in the best

interests of the pension system, as determined by the board in

consultation with the executive director. A professional

consultant shall receive such compensation as may be determined by
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the board in accordance with Section 4.01 of this article.
SECTION 1.08. Part 3, Article 6243a-1, Revised Statutes, is
amended by adding Section 3.025 to read as follows:

Sec. 3.025. CHIEF INVESTMENT OFFICER. The executive

director may hire a chief investment officer, subject to

confirmation by the board, to assist the pension system regarding

the investment of assets of the fund. Compensation for a chief

investment officer hired under this section shall be made in

accordance with Section 4.01 of this article.

SECTION 1.09. Section 3.03, Article 6243a-1, Revised
Statutes, is amended by amending Subsections (b) and (c) and adding
Subsection (b-1) to read as follows:

(b) Subject to Subsection (b-1) of this section, the [Fhe]

city attorney or an assistant city attorney may [shalt] attend
board [a3}] meetings [ef—+thebeaxrd] and may advise the board on any

matter on which the pension system [beaxd] requests a legal opinion

from the city attorney.

(b-1) The city attorney or an assistant city attorney is not

required to provide an opinion under Subsection (b) of this section

unless the opinion is requested by the city council on behalf of the

pension system. The city attorney or assistant city attorney may

decline to provide the opinion if the subject matter of the request

is too dependent on disputed facts to permit a generalized opinion,

as determined by the city attorney or assistant city attorney.

(c) The board may retain other attorneys to serve as legal

advisors to [¥epxesent] the board [ex—te—give—advice]. The

executive director may hire a chief legal officer, subject to
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confirmation by the board, or other attorneys if necessary to carry

out the business of the pension system. Compensation for a chief

legal officer ox other attorneys hired under this subsection shall

be made in accordance with Section 4.01 of this article.
SECTION 1.10. Section 3.04, Article 6243a-1, Revised
Statutes, is amended to read as follows:

Sec. 3.04. APPOINTMENT OF EXECUTIVE DIRECTOR

[ABMINESTRATOR] . (a) The board has the authority to appoint an

executive director [administratexr] to assist [ecaxxry—out—the

business—e£f] the board with administering the pension system and
ensure that records are kept [+e—tkeep—a—xeecexd] of the proceedings

of the board. Subject to Subsection (a-1) of this section, a perxson

appointed executive director under this section:

(1) must have, to the extent possible, relevant

experience in managing a similarly situated business entity; and

(2) may not be a current or former trustee [The

valuation of the pension system indicates that the period needed to

amortize the unfunded actuarial accrued liability of the pension

system exceeds 35 vears, the board shall, to the extent lapsed

investments are a significant portion of the pension system's

assets, ensure that the executive director appointed under

Subsection (a) of this section has, or hires staff that has,

appropriate experience in managing a business entity with lapsed
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investments in a manner that resulted in the improved liquidity or

profitability of the business entity.

(b) Subject to Subsections (b-1) and (b-3) of this section

[he—approval-eftheboard], the executive director [administxator]

may select any number of persons the executive director determines

appropriate to assist the executive director in carrying out the

executive director's duties under this section. Subject to Section

4.01 of this article, the titles and salaries of persons selected to

assist the executive director shall be determined by the executive

director.

(b-1) The executive director may not select a person to

assist the executive director who is an active, former, or retired

police officer or fire fighter of the city [administxatex].

(b-2) The executive director shall establish the

organizational structure of pension system employees to optimize

administration of the pension system.

(b-3) A former or retired employee of the city may not

before the second anniversary of the first day of the month

following the date the person terminated employment with the city

serve the pension system in any capacity other than as a trustee.

Except as specifically provided by this article, including Section

3.01(b)(3) or (4) of this article, or other law, an employee of the

city may not serve the pension system in any capacity.

(c) The executive director [Beth—+the administ¥ratexr] and

those persons selected to assist the executive director

[adminictxator] may be considered employees of the city. Unless

otherwise delegated to the executive director [administxatex], the
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board shall have the ultimate authority to retain, discipline, or

terminate the engagement of the executive director.

(d) If acting in the executive director's own discretion,

the executive director owes a fiduciary duty to the pension system

and shall ensure the sustainability of the pension system for the

purpose of providing current and future benefits to members of the

pension system and their beneficiaries [anypexsons—selected—ander
Hhi-s—subsection] . If the executive director is acting at the

direction of the board and not exercising the executive director's

own discretion, the executive director does not owe a fiduciary

duty under this subsection.

SECTION 1.11. Sections 4.01(a), (c), and (d), Article
6243a-1, Revised Statutes, are amended to read as follows:
(a) The board shall pay for all costs of administration out

of the income from the fund when in the judgment of the board the

costs are necessary, including the cost of:

(1) salaries and benefits for the executive director

[of—+the— administrateor,——asSsistant——administratory] and

administrative staff;
(2) [+] office expenses;

(3) expenses associated with securingl{+] adequate

office space and associated utilities;

(4) compensation for [——and] professional

consultants, professional investment managers, or other persons

providing professional services; and
(5) any other expenses approved by the board[+—euvt—e£
. . ] Rl DL a1l g ned +] ]
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(¢) No expenditure for the costs of administration,

including the [e¥] payment of any fee for professional consultants,

professional investment management services, or any other person

providing professional services, may be made from the fund without
the approval of the board.

(d) After the board has developed an annual budget for the
pension system, the budget shall be presented to the city manager

[edtyts-budget—-office] for comment. The city manager [eity'sbudget

effiee] may request the board to reconsider the appropriation for

any expenditure at a board meeting, but the board shall make the
final determination concerning any appropriation.

SECTION 1.12. Sections 4.02(b), (d), and (e), Article
6243a-1, Revised Statutes, are amended to read as follows:

(b) TFunds contributed by the city as its share of the amount
required to finance the payment of benefits wunder the pension

system may be used for no other purpose. The city is not

responsible for the payment of any administrative or professional

sexvice fees of the pension system. Any change to the [The]

contributions required to be made to the pension system by the city
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amount—of+thicsperecentage—andany—change—in—it] may [be—-detexrmined]

only be made:

1) by the legislature; [e¥]

(2) Dby amajority vote of the voters of the city; or

(3) in accordance with a written agreement entered

into between the pension system, by at least a two-thirds vote of

all trustees of the board, and the city, provided that a change made

in accordance with this subdivision may not increase the period

required to amortize the unfunded actuarial accrued liability of

the fund.

(d) Subject to Section 4.025 of this article, the city shall

make contributions to the pension system biweekly in an amount

equal to the sum of:

(1) the greater of:

(A) 34.5 percent of the aggregate computation pay

paid to members during the period for which the contribution is

made; ox

(B) the applicable amount set forth below:

(i) $5,173,000 for the biweekly pay periods

beginning with the first biweekly pay period that begins after

September 1, 2017, and ends on the last day of the first biweekly

pay period that ends after December 31, 2017;

(ii) $5,344,000 for the 26 biweekly pay

periods immediately following the last biweekly pay period

described by Subparagraph (i) of this paragraph;
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(iii) $5,571,000 for the 26 biweekly pay

periods immediately following the last biweekly pay period

described by Subparagraph (ii) of this paragraph;

(iv) $5,724,000 for the 26 biweekly pay

periods immediately following the 1last biweekly pay period

described by Subparagraph (iii) of this paragraph;

(v) $5,882,000 for the 26 biweekly pay

periods immediately following the last biweekly pay period

described by Subparagraph (iv) of this paragraph;

(vi) $6,043,000 for the 26 biweekly pay

periods immediately following the last biweekly pay period

described by Subparagraph (v) of this paragraph;

(vii) $5,812,000 for the 26 biweekly pay

periods immediately following the last biweekly pay period

described by Subparagraph (vi) of this paragraph;

(viii) $6,024,000 for the 26 biweekly pay

periods immediately following the last biweekly pay period

described by Subparagraph (vii) of this paragraph through the

biweekly pay period that ends after December 31, 2024; and

(ix) S0 for each subsequent biweekly pay

period beginning with the first biweekly pay period following the

last biweekly pay period described by Subparagraph (viii) of this

paragraph; and

(2) except as provided by Subsection (e) of this

section, an amount equal to 1/26th of $13 million. [The—perecentage
:  od ¥ : c ] . hall boi 3 i)
] ol low hedi] 3 . ; . .
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[CityContributions Member Contributions
28=1/2% 9%

29=1 /2% 8=1 /2%

26% 8%

24=1/2% I3 /2%

23% 7%

231429 6=1/2%)

(e) The city is required to pay the contribution amount

described by Subsection (d)(2) of this section only through the

last biweekly pay period that ends after December 31, 2024 [ma¥y

SECTION 1.13. Part 4, Article 6243a-1, Revised Statutes, is

amended by adding Section 4.025 to read as follows:

Sec. 4.025. CITY OR MEMBER CONTRIBUTIONS IF NO UNFUNDED

ACTUARIAL LIABILITIES. Notwithstanding Section 4.02 or 4.03 of

this article, if the pension system has no unfunded actuarial

liability according to the most recent actuarial valuation, the

annual normal costs must be equally divided between the city and the

members unless equally dividing the costs would increase the member

contribution rates beyond the rates prescribed by Section 4.03 of

40



N

O 00 N U W

10

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

H.B. No. 3158

this article. The board shall adjust the city contribution rates

undexr Section 4.02 of this article and the member contribution

rates under Section 4.03 of this article accordingly, and certify

the adjusted rates. After the completion of a subseguent actuarial

valuation showing unfunded actuarial liabilities, the contribution

rates applicable under Sections 4.02 and 4.03 of this article

apply.

SECTION 1.14. Section 4.03, Article 6243a-1, Revised
Statutes, is amended by amending Subsections (a), (b), (c), (4),
and (g) and adding Subsections (a-1), (d-1), (d-2), and (i) to read
as follows:

(a) Subject to Subsection (a-1) of this section and except

as provided by Section 4.025 of this article, each [Eash] Group A

membexr of the combined pension plan shall have 13.5 [6<=5] percent of

base pay deducted from the member's wages on a biweekly basis [eaech

month], and the contributions shall be promptly remitted to the
fund by the city.

(a=1) If a Group A member is assigned, for any period, to a

job-sharing program or any similar work schedule that is considered

by the member's department to be less than a full-time work

schedule, the member's contributions are determined by multiplying

the applicable contribution rate by a fraction, the numerator of

which is the number of hours the member actually worked during the

period and the denominator of which is the number of hours the

member would have worked during the period if the member had been

working a full-time work schedule.

(b) Each member shall [eentinuve—+*o] contribute to the fund

41



w

(02 TN © ) B! Y

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

H.B. No. 3158
under the applicable terms of this article [seetion] until the
member leaves active service with either department. If a member

leaves active service with a department, [ex—until-thebeginning-of
the-member's33rd—year-ofpensionoservice—at-whichtime] the member

shall cease making contributions.

(c) Each Group B member shall authorize the city to deduct
from the member's salary a percentage of the member's computafion
pay. The authorization shall be in writing and filed with the
executive director [admimictxatex].

(d) Subject to Subsection (d-1) of this section and except

as provided by Sectioh 4.025 of this article, for pay periods

starting on or after September 1, 2017, each [Baeh] Group B member

shall have 13.5 [8&+5] percent of the member's computation pay

deducted from the member's wages on a biweekly basis [eaeh—months]

and the contributions shall be promptly remitted to the fund by the
city.

(d-1) TIf a Group B member is assigned, for any period, to a

job-sharing program or any similar work schedule that is considered

by the member's department to be less than a full-time work

schedule, the member's contributions are determined by multiplying

the applicable contribution rate by a fraction, the numerator of

which is the number of hours the member actually worked during the

period and the denominator of which is the number of hours the

member would have worked during the period if the member had been

working a full-time work schedule.

(d-2) For purposes of Subsection (d) of this section,

"computation pay" includes computation pay paid to a Group B member
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during any period the member is receiving workers' compensation.

(g) The percentage of base pay contributed by Group A
members or computation pay contributed by Group B members may not be
altered except by an adjustment under Section 4.025 [amendment
puarsuant—teo—theterms—ofSection4-02] of this article.

(1) Member contributions under this article or any payments

a member 1is entitled to make under this article to receive

additional pension service may be picked up by the city undex the

terms of an appropriate resolution of the city council.

SECTION 1.15. Section 4.04, Article 6243a-1, Revised
Statutes, is amended by amending Subsections (a), (c), (d), (e),
(£), (g), (h), (j), and (k) and adding Subsections (f-1) and (h-1)
to read as follows: '

(a) Except as provided by Subsection (d) or (e} of this

section, a [A] Group B member who, either wvoluntarily or

involuntarily, leaves active service is entitled to a refund from
the fund of the total amount of the member's Plan B and Group B
contributions, without interest, that were paid beginning with the
effective date of the member's Group B membership or membership in
Plan B. A refund under this subsection results in a total

cancellation of pension service credit and the member and any

person who would otherwise take by, through, or under the member is

not entitled to any benefits from the pension system [a®n

. : . . o],
(c) A [fexrmexr] Group B member who desires [desiring] a

refund of the Plan B or Group B contributions under Subsection (a)

of this section [the—person—made—to—the—fund] must make written
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application for the refund with the executive director

[edministrateor]. In no case may any refund be made to a [awny
feormex] Group B member before the expiration of 30 days after the
date the person leaves active service.

(d) Subject to Subsection (k) of this section, if a Group B
member with 1less than five years of pension service either
voluntarily or involuntarily leaves active service and fails to
make written application for a refund of contributions within three
years after the date of the notice described by Subsection (3j) of
this section [+s] made by the board, the person forfeits the right
to withdraw any portion of the contribution, and the total amount of
Plan B and Group B contributions the person made will remain in the
fund. If the Group B member described by this subsection dies after
leaving active service, the [persenis—heirs—oxr—if—there—areno
heirs—the] deceased member's designee [estate] may apply for the
refund of the person's contributions, resulting in an appropriate
loss of pension service if the application is filed with the

executive director [administ¥atex] within three years after the

date of the notice described by Subsection (j) of this section [4s&]
made by the board. Subject to Subsection (k) of this section, if a
Group B member's designee [hei¥rs—o¥r—estate] fails to apply for a
refund of the Group B member's contributions within the three-year

period described by this subsection, the designee forfeits [heixs

apd—the—estate—foxfeit] any right to the contributions, and the
total amount of the Plan B and Group B contributions made by the
Group B member will remain in the fund.

(e) Subject to Subsection (k) of this section, if a Group B
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member with five or more years of pension service either
voluntarily or involuntarily leaves active service and fails to
make written application for a refund of the person's Plan B and
Group B contributions within three years after the date of the
notice described by Subsection (j) of this section [4+s] made by the
board, the person forfeits the right to withdraw any portion of the
contributions, and the total amount of the contributions will
remain in the fund. A Group B member described by this subsection

may, however, apply for a Group B retirement pension [beamefits]

under Section 6.02 of this article or, if the Group B member dies

before the member is eligible to apply for a Group B retirement
pension, the member's qualified survivors [benefitsy,—+the—persen's
heirs—o¥r—if there—are—noheirs—the—deceasedmembers—estate] may
apply for Group B death benefits under Sections 6.06, 6.061, 6.062,

and 6.063 of this article. If the Group B member dies before the

member is eligible to apply for a Group B retirement pension and the

member has no qualified survivors, the Group B member's designee

[ 3 RN . e b o1 he hes
the—estate] may apply for a refund of the Group B member's Plan B and

Group B contributions, resulting in a total cancellation [an

app*ep*éaée—}eés] of pension service. Subject to Subsection (k) of

this section, if a Group B member's designee [heixrs—ox—estate] fails

to apply for a refund of the Group B and Plan B member's
contributions within the three-year period described by this

subsection, the designee forfeits [heixc—and—the—estate—forfeit]

any right to the contributions, and the total amount of the Plan B

and Group B contributions made by the Group B member will remain in
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the fund.

(f) Subject to Subsections (g) and (h) of this section, [IE]

a Group B member, other than a Group B member who elects or has
elected to receive a Group A benefit or a benefit determined under
the old plan or Plan A, who [with—fiveer mereyears—ofpensien
se¥vice] either_voluntarily or involuntarily leaves active service

with five or more vears of pension service [—the—pexrsen] is

entitled to:

(1) subject to Subsection (f-1) of this section, have

the total amount of the person's Plan B and Group B contributions to
the fund refunded in accordance with Subsection (a) of this
section, . which results in a loss of all of the person's accrued
pension service; or

(2) if the Group B member first entered active service

before January 1, 1999, elect to take a refund of less than the

total amount of the person's Plan B and Group B contributions while
leaving a sufficient amount to retain pension service amounting to
five or more years.

(f-1) A Group B member who elects to receive a refund under

Subsection (f)(1) of this section and any person who would

otherwise take by, through, or under the member is not entitled to

any benefits from the pension system.

(g) If a Group B member elects a refund of a portion of the
person's contributions under Subsection (f)(2) of this section, the
amount of the refund shall equal the total amount of the person's
Plan B and Group B annual contributions, without interest, for each

full year of pension service canceled [eanecelled], computed based
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on the earliest contributions made.

(h) A [fexmex] Group B member who first entered active

sexvice on or after January 1, 1999, is entitled to have the total

amount of the person's Group B contributions refunded under

Subsection (a) of this section in accordance with Subsection (f) (1)

of this section, but may not receive a refund of less than the total

amount in accordance with Subsection (f)(2) of this section.

(h-1) A Group B member who leaves active service and later

returns to active service is permitted to repay to the fund any
previously withdrawn employee contributions and receive pension

service in accordance with Section 5.07(d) of this article as a

Group B member to the extent that [4+f+] before again leaving active

service, the Group B member repays [ecempitetely] to the fund the
previously withdrawn contributions with interest, calculated at
the interest rate from time to time used in the pension system's
actuarial rate of return assumptions, compounded annually, on the
previously withdrawn contributions [fer—the—peried—~fxom—the date
] s . PR (1 ] ] ] ncinal ]
4 g 11].
(j) On the 58th [58¢h] anniversary of the birth of a Gxroup B

member described by Subsection (d) or (e) of this section, or on the
board's receipt of notice of the death of the Group B member, the
board shall, by registered or certified mail, return receipt
requested, attempt to notify the Group B member or designee [£he
membexrls—heirs—oxr—estate], as applicable, of the status of the
person's [£hedix] entitlement to a refund of contributions from the
fund.
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(k) A Group B member or designee described by Subsection (4d)

or (e) of this section [e¥—the-heirs-or—estate—ofthe-Croup-B-membex]
shall have the person's [+hedx] right, title, interest, or claim to

a refund of the Group B member's contributions reinstated only on
the board's grant of their written request for a reinstatement and
refund. The board's decision shall be based on a uniform and
nondiscriminatory basis [pediey—that it shall,—from time—totimer
adept] .

SECTION 1.16. Section 4.06(c), Article 6243a-1, Revised
Statutes, is amended to read as follows:

(c) Thé authority of the board to make a custody account or
master trust agreement is supplementary to its authority to make an
investment management contract. Allocation of assets to a custody
accounf or master trust shall be coordinated by the executive
director [administ¥ater], as authorized by the board, and the bank
designated as custodian or master trustee for the assets.

SECTION 1.17. Section 4.07, Article 6243a-1, Revised
Statutes, is amended by amending Subsections (a), (d), and (g) and
adding Subsection (h) to read as follows:

(a) Subject to Section 4.071 of this article, if [F£] the

board determines that there is in the fund a surplus exceeding a
reasonably safe amount to take care of current demands on the
pension system, the board may invest or direct the investment of the
surplus for the sole benefit of the pension system.

(d) The board also has the authority to contract for
professional investment management services. Any contract that the

board makes with an investment manager shall set forth the board's

48



O 0 NN e W N

— e
= O

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

H.B. No. 3158

investment policies and guidelines [ef—the—boardfortheuse—of
lord . . 1 chall includ L . o £

determiningthe—guality-oefinvestments]. A professional investment

management service shall receive such compensation as may be

determined by the board in accordance with Section 4.01 of this
article.

(g) A [Ne—nvestment—managerr—other—than—-a] bank or trust

company that has custody and trustee powers and a contract with the

board to provide assistance in making investments[+] shall be the
custodian or master trustee of ény of the securities or other assets
of the fund. Pursuant to Section 4.06 of this article, the board
may designate a bank to serve as custodian or master trustee, ox
subcustodian or submaster trustee, to perform the customary duty of
safekeeping as well as duties incident to the execution of
transactions. As the demands of the pension system require, the
board shall withdraw from the custodian or master trustee money
previously considered surplus in excess of current cash and
proceeds from the sale of investments. The money may without
distinction be used for the payment of benefits pursuant to each of
the plans within the pension system and for other uses authorized by
this article and approved by the board.

(h) The board through policy shall establish an investment

advisory committee composed of trustees and outside investment

professionals to review investment related matters as prescribed by

the board and make recommendations to the board. A majority of the

members of the committee established under this subsection must be

outside investment professionals.
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SECTION 1.18. Part 4, Article 6243a-1, Revised Statutes, is
amended by adding Section 4.071 to read as follows:

Sec. 4.071. BOARD APPROVAL OF CERTAIN ALTERNATIVE

INVESTMENTS. (a) The executive director, an investment manager, a

provider of professional investment management services orx

pxofessional advisory services, or any other person delegated

authority to invest or reinvest pension system assets under this

article may not invest pension system assets 1in a single

alternative investment unless the board votes to approve the

investment by at least a two-thirds vote of all the trustees.

(b) The board may adopt rules necessary to implement this

section.
SECTION 1.19. Section 4.08, Article 6243a-1, Revised
Statutes, is amended by adding Subsection (c) to read as follows:

(c) On written request by the city, the executive director

shall make available to the «city's actuary or auditor the

information and documents provided to or used by the pension

system's actuary or auditor in conducting an actuarial valuation

under this article or preparing any other document prepared undex

this article.

SECTION 1.20. Section 4.09, Article 6243a-1, Revised
Statutes, is amended to read as follows:

Sec. 4.09. REWARDS, DONATIONS, AND CONTRIBUTIONS. Any
reward, donation, or contribution given to any member as payment or
gratuity for service performed in the line of duty shall be turned

over to the chief of the member's department, who shall, in turn,

forward the reward, donation, or contribution to the executive
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director [administxatexr] of the pension system for deposit in the

fund.

SECTION 1.21. Section 5.01, Article 6243a-1, Revised
Statutes, is amended to read as follows:

Sec. 5.01. MEMBERSHIP IN COMBINED PENSION PLAN. (a) Except

as provided by Subsection (a-1) of this section, the [Zhe]

membership of the combined pension plan is composed of the
following persons:
(1) Group A members:

(A) police officers or fire fighters who are on
active service and who as of February 28, 1973, had filed a written
statement with the pension system of their desire to participate in
either the old plan or Plan A;

(B) police officers and fire fighters who are on
active service and [+] who were employed and receiving compensation
from the city as a police officer or a fire fighter before March 1,
1973, and who made contributions to either the o0ld plan or Plan A
attributable to any period of employment before March 1, 1973; and

(C) except as provided by Subsection (b) of this
section, persons who elect to become Group A members under that
subsection; and

(2) Group B members:

(A) police officers and fire fighters who are on
active service and who [+] were formerly members of either the old
plan or Plan A[+] and who, as of April 30, 1973, had filed a written
statement with the pension system of their desire to participate in

Plan B;
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(B) police officers and fire fighters who are on
active service and who on or after March 1, 1973, and before January
1, 1993, became members of Plan B;

(C) as a condition of employment, any police
officer [effiee] or fire fighter who is initially employed as a
police officer or a fire fighter by the city on or after January 1,
1993;

(D) as a condition of return to active service
and except as provided by Subsection (b) of this section, former
members of the old plan'or Plan A who left active service before
March 1, 1973;

(E) as a condition of return to active service
and except as provided by Subsection (c) of this section, formerx

Group B members who are no longer on active service, whether or not

the persons were ever a member of the old plan, Plan A, or the
combined pension plan;

(F) Group A members who are on active service and
meet the requirements and make an election under Subsection (d) of
this section; and

(G) persons who are on active service and make an
election under Subsection (e) of this section.

(a=1) Group A or Group B members do not include any employee

of the city who is:

(1) required by ordinance or who elects, in accordance

with an ordinance, to participate in an alternative benefit plan

established under Section 3.01(j-1)(2) of this article based on an

evaluation under Section 3.01(3j-5)(2) of this article; or
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(2) reguired by ordinance to participate in an

alternative benefit plan established wunder Section 810.002,

Government Code.

(b) A person who has received an o0ld plan, Plan A, orx
combined pension plan retirement or disability pension on or after
March 1, 1973, may, if the person returns to active service, elect
to participate as a Group A or Group B member by filing a written

application for membership with the executive director

[administ¥rater] not later than 60 days after the date of return to
active service. [As—a—condition—of—either—GCroup—RA—oxr—GCreoup—-

assigned—-] If the person described by this subsection does not

elect to become a Group A or Group B member, the person shall on
leaving active service receive a retirement pension in an amount
that is unadjusted for the period of return to active service if the
person meets all of the requirements of Group A membership.

(c) A Group B pensioner who was never a member of the old
plan, Plan A, or the combined pension plan before January 1, 1993,
may, if the person returns to active service, elect to become a
Group B member by filing a written application for membership with

the executive director [admindist¥xratexr] not later than 60 days after

the date of return to active service. [As—a—condition—-of—GCroup—B
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assigred-] If the person described by this subsection does not

elect to again become a Group B member, on leaving active service,
if the person meets all applicable requirements of this article,
the person shall receive benefits in an amount equal to the amount
the person was receiving as of the day before the day the person
returned to active service, and the person's base pension shall be
the same as the base pension originally computed before the return
to active service.

(d) A person who is on active service and is a Group A member

may, before the person participates in DROP, irrevocably elect to

become a Group B member by filing a written application with the

executive director [administxatex]. On and after the filing of the

application, the Group A member shall make contributions to the
fund at the rate applicable to Group B members. However, the
contributions do not, by themselves, establish [eenstitute] Group B
membership. Group B membership is contingent on the satisfaction
of the following conditions:

(1) the [The] person must, before the person elects to

participate in DROP, pay an amount to the fund equal to the

difference between the contributions the person would have made to
the fund had the person been a Group B member for the entire period
the person could otherwise have been a Group B member before making
application for membership and the contributions the person
actually made during that period, plus interest calculated in
accordance with procedures adopted by the board from time to time;
and[~]

(2) the [Zhe] payments described by this subsection
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must be completed before the earlier of the date on which the person

begins participation in DROP or leaves active service in accordance

with procedures adopted by the board from time to time.

(d-1) If the fund does not receive payment under Subsection

(d) (1) of this section by the [+hat] date prescribed by Subsection

(d) (2) of this section, all payments made under Subsection (d) (1)

of this section [ef—+this—+ype], as well as those contribution

amounts paid by the person after the person's application for Group
B membership that are in excess of the Group A member contribution

rate, shall be returned without accrued interest to the person, ox

in the event of the person's death to the person's designee
[ serriving-spouse—children,—o¥—estate], as applicable.

(e) A person who is on active service and has never been a
member of any plan within the pension system may elect to become a
Group B member on a prospective basis by filing a written

application for membership with  the executive director

[admindictrater].
SECTION 1.22. Sections 5.02(a), (d), (e), (h), and (i),
Article 6243a-1, Revised Statutes, are amended to read as follows:
(a) The effective date of Group B membership for a person

who becomes a Group B member under [persens—desexribedby] Section
5.01(a)(2)(A) or (B) of this article is the date the Group B member

first became a member of Plan B [January—1—3893].
(d) The effective date of Group B membership for a person

[ £oxmer—GCroup—B—member] who again becomes a Group B member and is
described by Section 5.01(a)(2)(E) of this article is the person's

original effective date of Group B membership, adjusted for any

55



O 0O 9 o ;b w NN

=
o

I._\
'_I

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

H.B. No. 3158
period for which [#kat] the person was not on active service or [+

+f—the—person] has [me+] withdrawn some, but not all, contributions

to the fund pursuant to Section 4.04 of this article. If, however,

the person withdraws [fermer—GCroup—B—member—has—withdrawn] all

contributions to the fund in accordance with Section 4.04 of this

article, and the person does not replace the previously withdrawn
contributions together with interest as provided by Section
4.04(h-1) [4=04{h)>] of this article, the effective date of the
person's membership is the date of return to active service.

(e) The effective date of membership for a person who
becomes a Group B member pursuant to Section 5.01(b) of this article
is the date on which written application for the membership is filed

with the executive director [adminicst¥rater]. The effective date of

membership for a person who becomes a Group A member pursuant to
Section 5.01(b) of this article is the person's original effective
date of membership in the old plan, Plan A, or the combined pension
plan, whichever is applicable.

(h) A person described by Subsection (a), (c), (d4), (e),
(£}, or (g) of this section shall be given full pension service for
the time the person was a contributing member of the old plan, Plan
A, the combined pension plan, and Plan B, and the pension service
shall be counted as if it had been earned while a Group B member.
Neither the length of time persons described by Subsection (a),
(c), (d), (e), (f), or (g) of this section received a retirement ox
disability pension, whether under the old plan, Plan A, the
combined pension plan or Plan B, nor the amount of any benefits paid

to the person shall have any effect on the pension service earned by
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the person. No pension service may be earned while on service

Yetirement or disability retirement, or when the person was not on

active service. Except as provided by Sections 5.08 [5-682] and 5.09
of this article, a person described by Subsection (a), (c), (4),
(e), (£), or (g) of this section’may not be allowed to contribute to
the fund in order to receive pension service for the time the person
was not on active service, regardless of whether the person was
actually receiving a pension.

(1) The effective date of Group B membership for a person
who becomes a Group B member pursuant to Section 5.01(e) of this
article 1is the date on which written application for Group B

membership is filed with the executive director [administxater].

SECTION 1.23. Section 5.03, Article 6243a-1, Revised
Statutes, is amended by amending Subsections (c) and (d) and adding
Subsection (c-1) to read as follows:

(c) A Group B member who is on active service and.[ex—fermer

Group-—Bmember—who—altse] was a former contributing member of either
the o0ld plan or Plan A may elect, when applying for either a

retirement or disability pension if applicable, to terminate
membership and receive a Group A retirement or disability pension
under the applicable provisions of this article, if the Group B
member's application for retirement or disability pension is
granted by the board.

(c=1) A Group B member who is not on active service and was a

former contributing member of either the old plan or Plan A may

elect, when applying for a retirement pension, to terminate

membership and receive a Group A retirement pension under the
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applicable provisions of this article, if the Group B member's

application for retirement pension is granted by the board.

(d) If a Group B member [eoxr—foxrmerGCroup-B-membexr] described

by Subsection (c) or (c-1) of this section has elected and been
granted a Group A retirement or disability pension under the
applicable provisions of this article, the person is entitled to a
reimbursement from the fund. The reimbursement shall be equal to
that portion of the person's contributions to the fund, without
interest, from the person's effective date of Group B membership
until the time the person left active service[+] that is in excess
of the total amount the person would have contributed as a Group A
member or as a member of the old plan or Plan A for the same period.
A Group B member [ex—former—GCroup—B—member] desiring a refund of
excess contributions must make written application for the refund

with the executive director [admipdistxatex] within three years

after the date the person's Group A retirement or disability

pension, whichever is applicable, begins; otherwise, the person

will [e%] lose all right, title, interest, or claim to the refund
until such time as the board grants the refund in response to the
person's written request. The refund shall be made as soon as
practicable after written application is filed with the executive
director [administrater].

SECTION 1.24. Section 5.04, Article 6243a-1, Revised
Statutes, is amended to read as follows:

Sec. 5.04. GROUP B MEMBERSHIP MAY BE DECLARED INACTIVE. (a)

Except as provided by Subsection (d) (1) of this section, 1if [#£] a

Group B member with less than five years of pension service either
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voluntarily or involuntarily leaves active service, the person's
Group B membership remains active as long as the person has not
withdrawn the person's contributions pursuant to Section 4.04 of
this article.

(b) Except as provided by Subsection (d)(2) of this section,

if [#£] a Group B member with five or more years of pension service
either voluntarily or involuntarily leaves active service, the
person's Group B membership remains active as long as the person has
not withdrawn the person's entire contributions pursuant to Section

4.04 of this article.

(c) Except as provided by Subsection (d)(3) of this section,

if [££] the board receives valid information that a Group B primary

party has died, [‘eaving—eone—oxr—more—hei¥rsy] the board shall, by

registered or certified mail, return receipt requested, attempt to

notify:

1) the qualified survivors [hedixs] of the primary

party of the procedures for applying and qualifying for death

[sexwive¥] benefits under Section 6.06, 6.061, 6.062, or 6.063 of

this article; or

(2) if the primary party does not have any qualified

survivors, the primary party's designee of the procedures for

applying for [ex] a refund of the [Gxeuwp—B] primary party's

contributions, if applicable, in accordance with Section 4.04 of

this article.

(d) (1) Subject to the provisions of Subdivision (5) (A) of
this subsection, the membership of a Group B member described by

Subsection (a) of this section shall be declared inactive and all of
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the person's accrued pension service voided if the person does not

return to active service within three years after the date of

[reeeiving] the notice described by Subdivision (4) of this
subsection.

(2) Subject to the provisions of Subdivision (5) (B) of
this subsection, the membership of a Group B member described by
Subsection (b) of this section shall be declared inactive and all of
the person's accrued pension service voided if the person does not
file an application for a Group B retirement pension with the board

within three years after the date of [xeeediwing] the notice

described by Subdivision (4) of this subsection.
(3) Subject to the provisions of Subdivision (5)(C) of

this subsection, if a primary party described by Subsection (c) of

this section:

(A) does not have any qualified survivors, the
designee has [+—the—heirs—or—estate—of—a—deceased—primary—party

deseribed by-Subseetion—+te—ef—+thics—seetionhave] no right, title,
interest, or claim for [benefits—ex] a refund of the primary party's

contributions to the fund[+] if the designee does not file an

application for the primary party's contributions within three

yvears after the date of the notice described in Subsection (c) of

this section; or

(B) has gqualified survivors, the qualified

survivors have no right, title, interest, or claim to [hei¥xs—ex—the

hiel . L cable. £3i] i1 Lication for]

the primary party's death benefits if the qualified survivor does

not file an application for the benefits [ex—ecentxibutiens] within
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three years after the date of [#eeeiwing] the notice described in
Subsection (c) [bySubdivisien—+4)] of this section [subseectier].

(4) On the 58th [56&h] anniversary of the birth of a

Group B member described by Subsection (a) or (b) of this section

desexribed—by—Subseetion—{e)—of—+this—section], the board shall, by
registered or certified mail, return receipt requested, attempt to
notify:

(A) the [Gxeup—B] member [e¥x—theheixrs—or—estate
of—aprimaryparty—whichever—isappiicabltesy] of the status of the
member's [+kedix] entitlement to benefits or contributions from the

fund; or

(B) if the boaxd receives valid information that

the member has died, the qualified survivors of the deceased pexrson

or, if none exists, the designee of the deceased person.

(5)(A) A Group B member described by Subdivision (1)
of this subsection shall have the person's Group B membership and
pension service reinstated on the person's return to active
sexrvice.

(B) A Group B member described by Subdivision (2)
of this subsection shall have the person's Group B membership and
pension service reinstated on the person's return to active service
or on the grant of the person's written request to the board of the
person's desire to apply for a Group B [sexviee] retirement pension

under Section 6.02 of this article [benefi¥].

(C) A primary party's qualified survivors orxr

designee, as appropriate, [Fheheirs—oxrestate—-ofaprimaryparey]
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described by Subdivision (3) of this subsection shall have their
right, title, interest, or claim to the primary party's refund of

the party's contributions reinstated on the board's grant of their

written request [foxr—the—reinctatement—and—sefund]. [Theboaxd's

SECTION 1.25. Section 5.05, Article 6243a-1, Revised

Statutes, is amended to read as follows:

Sec. 5.05. PENSION SERVICE. (a) Subject to Subsection (d)

of this section and except as provided by Subsection (e) of this

section, a [A] member shall receive pension service for the time,

computed 1in years and fractional years for months and days,

completed as a member of the combined pension plan, the old plan,

Plan A, or Plan B.
(b) A member who elects to pay contributions for time spent

on military leave, authorized non-uniformed leave of absence, or

for an apprenticeship or probationary period, or for any other
reason provided for by this article may [met] receive [an¥] pension
sexrvice for [any—paxt—of] the time for which the member is

contributing only to the extent provided under Section 5.07(d),

5.08, or 5.09 of this article [uptil—the—entire—amount—due—the—£fund

(c) If a member, either voluntarily or involuntarily,

leaves active service and later returns to active service, the
person shall receive full pension service for the period of the

person's original membership, if the person did not withdraw the
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person's contributions pursuant to Section 4.04 of this article.
If, however, the member had withdrawn the person's contributions
and did [éees] not replace the previously withdrawn contributions
[with—interest] as required by Section 4.04 of this article, the

member [persen] forfeits any pension service attributable to any

period of time for which the respective contributions were not

repaid [aecexrved—while—a—membexr—before +the date—af the-personls
¥eturn—to—active-sexrvice] .

(d) If a member is assigned, for any period, to a

job-sharing program or any similar work schedule that is considered

by the member's department to be less than a full-time work

schedule, the member's pension service is determined by multiplying

the pension service that could have been earned for full-time work

during the period by a fraction, the numerator of which is the

number of hours the member actually worked during the period and the

denominator of which is the number of hours the member would have

worked during the period if the member had been working a full-time

work schedule. This proration may not affect the computation of

pension service for a member during any period the member is on

leave:

(1) because of an illness or injury; or

(2) receiving periodic payments of workers'

compensation.

(e) Notwithstanding any other provision in this section, a

member may not receive pension service attributable to nonqualified

service to the extent the pension service would result in either

more than five vyears of permissive service attributable to
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nonqualified service being taken into account, or any permissive

service being taken into account before the member has completed at

least five vyears of active service. In this subsection,

"permissive service" and "nonqualified service" have the meanings

described by Section 415(n) (3) of the code.

SECTION 1.26. Sections 5.06, 5.07, 5.08, and 5.09, Article
6243a-1, Revised Statutes, are amended to read as follows:

Sec. 5.06. VESTED RIGHTS OF GROUP B MEMBERS. (a) If a Group
B member accrues five years of pension service, whether the pension
service is accrued while a Group B member or while a member of the
old plan, Plan B, Plan A, the combined pension plan, or a
combination of the plans, the Group B member has vested rights and
is eligible to apply for a retirement pension in accordance with
Section 6.02 of this article.

(b) If a Group B member has vested rights as determined
under Subsection (a) of this section, and the Group B member either
voluntarily or involuntarily leaves active service before becoming
eligible to receive any benefits under Section 6.02 of this
article, the person shall be provided with a letter approved by the

board and signed by the executive director [edministrater] that,

barring unrepaid refunds, clerical error, miscalculation, or other

error, is incontestable and shall state:
(1) the total amount of pension service the Group B
member had accrued until the date the person left active service;
(2) the total amount of contributions the Group B
member made under the terms of Plan B and the combined pension plan;

and

64



[

O 0O N o0 b W N

N e
w N B2 O

14
15
16
17
18
19
20
21
22
23
24
25
26
27

H.B. No. 3158
(3) the monthly retirement pension due the Group B

member at age 58 [58].
Sec. 5.07. PURCHASE OF PENSION SERVICE BY GROUP B MEMBERS.

(a) A Group B member who is on active service and has previously

elected not to become a contributing member of the old plan or [and]
Plan A may purchase pension service from the fund for that period
during which the member performed active service with either
department until the effective date of the member's Group B
membership. No pension service may be given to the Group B member
except to the extent that [wntil] payment is made for the [entixe
period—desecxibed—by this subseetionr—andne] pension service in
accordance with Subsection (d) of this section [may—be—purchaced
foxr—any-periecdthaetisof—greatererlessextength].

(b) Payment for the purchase of pension service under

Subsection (a) of this section shall be equal to the amount of

contributions the Group B member would have made to the old plan and
Plan A had the member been a contributing member of either of the
plans during the period for which the pension service is being

purchased [desexribed—by Subsection—{a)r—of +this—-seetion], plus

interest calculated in accordance with procedures adopted by the

board from time to time.

(c) Subject to Subsection (d) of this section, a [A] Group B

member who is on active service may repay the fund all or a portion

of the employee contributions withdrawn by an alternate payee

pursuant to the terms of a qualified domestic relations order [arnéd
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the—withdrawn—econtributiens] with interest, calculated at the
interest rate from time to time used in the pension system's

actuarial rate of return assumptions, compounded annually, on the

contributions for the period from the date the contributions were
withdrawn until the date the principal and accrued interest are

repaid, and receive pension service as a Group B member, in

accordance with Subsection (d) of this section, for the period for

which the contributions and interest were paid [din<£ull].

payment of the entire amount of pension service a member is entitled

to under Subsection (a) or (c) of this section or under Section

4.04(h-1) of this article is not completed by the earlier of the

date the Group B member begins participation in DROP oxr the date the

member [is—net—ecompletedby—the-date—the—GCroup—B—member] leaves

active service, pension service will be provided only for the

number of full years of pension service that the contributions and

interest paid under those provisions will purchase, computed based

on the most recent years for which the member was entitled to

purchase pension service. Except for pension service that is

picked up by the city under the authority of Section 414(h)(2) of

the code, a fractional year of pension service may be purchased only

if less than a full year of pension service is available for

purchase.

(e) The amounts paid but insufficient to purchase one or

more whole years of pension service that remain available for
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purchase, including any interest paid by the Group B member, must be

returned to the Group B member or, if the Group B member has died, to

the Group B member's designee, without any accrued interest on the

returned money.

(f£) Notwithstanding any other provision of this section,

any amounts that have been picked up and paid by the city may not be

paid to a member or designee, and the member shall be given credit

for all years, and fractions of years, of pension service that can

be purchased with the picked-up contributions [all-partial-payments

Sec. 5.08. MEMBERS IN UNIFORMED [ARMEDB] SERVICES. (a) 1In

this section, "service in the uniformed sexvices" has the meaning

assigned by the federal Uniformed Services Employment and

Reemployment Rights Act of 1994 (38 U.S.C. Section 4301 et seqg.), as

amended.

(a=1) A member who is reemployed by the city after an

absence due to service in the uniformed services shall receive

contributions, benefits, and pension service that are no less

favorable than those required by Section 414(u) of the code in

accordance with the procedure described by Subsection (c) of this
section [mayp—reeceive—pension—service—for—time—spent—away—frxom
" . bl . . . e 4] L1
. e g e ludi . .
Nat 1 3 c {14 : .
3 eh ) 14 1  ded g ion] .

(b) To the extent a provision of this section that was in
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effect before November 25, 1996, would provide a member who was on

active service with the pension system before November 25, 1996,

with greater rights, the prior provision of this section applies

Subsection—{th)ofthis section).

(c) Payment for credit for pension service under this

section [Any—member—enlisting—in—the—armed—forces—other—thanas—a
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25 [)—Repayment] shall be made in accordance with Section
26 5.07 of this article and a [the-procedure—set-forthinany] uniform

27 and nondiscriminatory [militaxry—leave—and—payment] procedure
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adopted by the board [and—in-effeectfrom-timeto-time].

Sec. 5.09. NON-UNIFORMED [NONMILITARY] LEAVE OF ABSENCE.

(a) An "authorized non-uniformed leave of absence" means any leave

of absence that meets one of the following requirements

[conditdions] :

(1) the leave of absence was unpaid and granted by the

member's department in accordance with the federal Family and

Medical Leave Act of 1993 (29 U.S.C. Section 2601 et seq.); or

(2) the leave of absence was unpaid and was [must—be]

an official leave authorized and certified by the chief of the

member's [either] department as beingd beneficial to [4+—and
[2—the—Teave—ofabsence—must—be—for-—thepurpose—of
benefitting] the department.

(b) Subject to the requirements of this section and any

procedures adopted by the board, a [A] member may receive pension

service for time spent away from the member's [edthex] department

on an authorized non-uniformed [memmiltitaxry] leave of absence. To
receive pension service under this section [fexr—arenmilitaryleave

£ ol Mo follow ied ] .
[ Dbefore—the-datethe-members—leave—ofabsence—is—+to

begin], the member must file with the executive director

[administratexr] a written application to pay to the fund both:

(1) the member contributions the member would have

made to the fund had the member remained on active service and had

there been no change in the member's position or hours of work

during the period of the authorized non-uniformed leave of absence;

and

70



u W N

18
19
20
21
22
23
24
25
26
27

H.B. No. 3158

(2) the contributions the city would have made to the

fund on the member's behalf [any—econtxributions—that—will-—accxue

have—xeceiired] had the member remained on active service and had

there been no change in the member's position ox hours of work

during the period of the authorized non-uniformed leave of absence.

(b=1) Contributions made under Subsection (b)(2) of this

section may not be refunded to the member.

(b-2) The written application described by Subsection (b)

of this section must be filed before the member's authorized

non-uniformed leave of absence begins, unless the pension system

determines that it would not be reasonable to expect the member to

file the application before the authorized non-uniformed leave of

absence begins, in which case the application must be filed as soon

as circumstances permit, as determined by the pension system.
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subsections ]

(b-3) To receive pension service under this section, the

following additional conditions must also be met:

P

1) [443)] if the member's contribution rate, the

city's contribution rate, or both the member's and city's

contribution rates change before the end of the member's authorized

non-uniformed leave of absence [ehanges—asprovidedby-Section4-02
of—this—axtiecle], the percentage [eof—total—wages—and—salaxy]

required to be paid by the member also changes, so that the amount

paid by the member in accordance with this section always equals the

amount that would have been contributed by the member, and by the

city on the member's behalf had the member remained on active

axthorized-leave—ofabsence];

(2) [453>] payment of contributions as set forth in

Subsection (b) of this section [Subdivisieons—{(3}—and-—{4)—of this

subseection] shall begin coincident with the beginning of the

applicable authorized non-uniformed leave of absence and shall be

made monthly to the executive director [admindistrater] for deposit

in the fund, unless the board authorizes the deferment of the

payments, in which case the payments must include interest

calculated in accordance with Subsection (b-4) of this section

[eatilthe member has—returned to—active-sexrvice];

(3) no pension service will be granted to the member

72



u b W N

(o)

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

H.B. No. 3158
until the member returns to active service, and if the member does

not return to active service, the contributions paid, including any

interest paid, will be returned to the member except as provided by

Subsection (c) of this section;

(4) if the Dboard authorizes the deferment of +the

payments under Subdivision (2) of this subsection, the payment must

[ma¥] be made either by authorizing the deduction of pro rata
portions of the total amount due from the member's salary over a

one-year period, or by cash payment made to the executive director

[edministratex] within one year after the date of the member's
return to active service, except that the board may approve a longer
period for making the payment if it finds that the one-year limit
would work a financial hardship on the member;

5) [463>] the member must return to active service

within 90 days after the date the member's authorized non-uniformed

leave of absence expires, or if the member's authorized

non-uniformed leave of absence does not have a fixed expiration

date, within a reasonable time to be determined by the board, or the
member forfeits the right to pay for the leave time; and
(6) [4+H-] no member may ever be allowed to pay leave of

absence contributions under this section for any time in excess of

the time actually spent on an authorized non-uniformed leave of

absence.

(b-4) For purposes of Subsection (b-3)(2) of this section,

interest is calculated from the date the member's payment was first

due, at the interest rate from time to time used in the pension

system's actuarial rate of return assumptions, compounded annually
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until the date the principal and accrued interest are repaid in

full.
(c)(l) If a member of the combined pension plan is disabled

or dies while on an authorized non-uniformed leave of absence, the

member or the member's designee is [hedixs—axe] entitled to [either]

a refund of contributions pursuant to Section 4.04 of this article
or the member or the member's qualified survivors are entitled to
benefits under the provisions of this article, to the extent
applicable.

(2) A member who is disabled or dies while on an

authorized non-uniformed leave of absence pursuant to this section

may receive no pension service for any portion of the period of the
leave, [+] except that if the member had, before the member's

disability or death, paid for contributions while on an authorized

non-uniformed leave of absence in accordance with [Subsectien—{a’)

o£) this section, the member shall receive pension service for the
leave time actually paid for at the time of the member's disability
or death. The [+—but—the] member may receive no pension service for
any portion of the period of leave for which contributions were

[hawe] not [been] paid to the executive director [administrate¥x]

for deposit in the fund.

SECTION 1.27. Section 6.01, Article 6243a-1, Revised
Statutes, is amended by amending Subsections (a), (b), (d), (e),
(f), (g), and (h) and adding Subsections (a-1) and (a-2) to read as
follows:

(a) A Group A member [ex—feormer—GCroup—A-membexr] must have 20

years of pension service to be eligible for a Group A retirement
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pension under this section. A member's benefit election

[apptieation] under this section, once approved [made], is

irrevocable.

(a-1) If a Group A pensioner returns to active service as a
police officer or fire fighter with the city, the person's Group A
retirement pension ceases until [&#he-time] that [£he] person again
leaves active service with the city.

(a=2) If a Group A pensioner resumes employment with the

city in a capacity other than as a police officer or fire fighter,

the pensioner's Group A retirement pension continues during the

period of employment, except the pensioner may not accrue

additional <credit for pension service during this period.

Additional credit for pension service does not accrue during any

period in which a Group A pensioner becomes employed by the city

unless the additional credit is attributable to active service as a

police officer or fire fighter with the city.

(b) At age 50 a Group A member [eox—foxrmer—Croup—hmembex] is

eligible to begin drawing a monthly Group A retirement pension. A

monthly Group A retirement pension equals 50 percent of the base pay
per month, plus 50 percent of any longevity pay the Group A member
was receiving at the time the member left active service. Although
the number of years used in the computation of longevity pay remains

fixed at the earlier of the time a Group A member [exr—formerGroup-~

membex] leaves active service or begins participation in DROP, the

monthly rate of longevity pay used in this computation is subject to
change in the event of an amendment to the state law governing

longevity pay. The monthly Group A retirement pension benefits of
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Group A pensioners shall be adjusted from time to time in a like
manner .

(d) The element of annual retirement pension computed under
Subsection (c)(1l) of this section is subject to the following
limitations: |

(1) it shall be prorated for the year in which the
pensioner begins receiving a retirement pension;

(2) 1t shall be payable only‘ to those Group A
pensioners who, as [a] Group A members [membex] on active service,
received city service incentive pay and who receive a monthly Group
A retirement pension as determined under Subsection (b) of this
section on the last day of September of each year; and

(3) it shall be paid to Group A pensioners as long as
the city continues to pay city service incentive pay to Group A
members on active service.

(4) Notwithstanding Subsections (b) and (c) of this
section, a Group A member with a minimum of 20 years of pension
service may apply for an actuarially reduced retirement pension to
begin no earlier than when the member attains age 45 but before the
member attains age 50. The Group A member [exr—a—former—GCroup—~
membexr] who has made an application may receive a retirement
pension calculated under Subsections (b) and (c) of this section
reduced by two-thirds of one percent per month for each whole

calendar month the benefit is payable before the month in which the

Group A member [exr—former—GCroup-Amembex] attains age 50.
(e) At age 55 a Group A member [ex—former—GCroup—A-member] is

eligible to begin drawing a monthly retirement pension computed as
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follows:

(1) (A) at the rate of three percent of base pay for
each year, prorated for fractional years, of pension service, with
a maximum of 32 years of pension service, or 96 percent of base pay;
ox

(B) if the Group A member [er—former—Croup—A
member] had 34 or more years of pension service as of April 30,

1990, then the member's retirement pension is calculated at the

rate calculated under the terms of the combined pension plan in

effect on April 30, 1990, if the resulting amount would be greatex

than the amount calculated under Paragraph (A) of this subdivision;

plus
(2) one-half of the longevity pay the Group A member
[oxr—formerGCroupA-member] was receiving at the time the person left

active service; plus
(3) 1/24th, without subsequent adjustment, of the

annualized amount of the city service incentive pay the Group A

member [er—former—Croup—A—member] received at the time the person

left active service.

(£) [NetwithstandingSubsection—tel—of—this—sectionGCroup

ipcentive—pay—to—GCroup—Amembers—en—active—servieer]| For purposes

of Subsection (e) of this section, base pay and longevity pay are

the amounts in effect on the earlier of the date the member begins

participation in DROP or the date benefits are to begin, without

subsequent adjustment.
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(g) Notwithstanding Subsection (e) of this section, a Group
A member [eoxr—foxrmerGCroup—Amembexr] with 20 or more years of pension
service may apply for an actuarially reduced Group A retirement
pension beginning on or after the date the Group A member [exfoxrmer
croupA-—member] attains age 50 but before the person attains age 55.
The Group A member [er—former—Croup—A—member] may receive a
retirement pension calculated under Subsection (e) of this section
reduced by two-thirds of one percent per month for each whole
calendar month the benefit is payable before the month in which the

Group A member [o¥r—foxrmerGCroupAmember] attains age 55.
(h) Entitlement to the Group A retirement pension described

by this section is subject to the following conditions:

(1) a written application must be filed with the

executive director [administrater];

(2) the grant of a Group A retirement pension by the
board must be made at a meeting of the board held during the month
the [6¥eup—A] retirement pension is to become effective, or as soon

after that as administratively possible; and

(3) the Group A member must no longer be on active
service.
SECTION 1.28. Section 6.02, Article 6243a-1, Revised
Statutes, is amended to read as follows:
Sec. 6.02. GROUP B RETIREMENT PENSION. (a) If a [#] Group B

member [eorformer-Croup-B-membexr—whe] has accrued five or more years

of pension service, is no longer on active service with the

department, has not withdrawn the member's contributions, and

otherwise meets the age and pension service requirements under the
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applicable provision of this section, the member may apply [may
make—application] for a Group B retirement pension under this

section. A member's benefit election application under a provision
7

of this section, once approved, is irrevocable.

(a-1) If a Group B pensioner returns to active service as a

police officer or fire fighter with the city, the person's [en

reaching50—years—ofager—or—for—an—actuarially—xreduced] Group B

retirement pension ceases until that person again leaves active

service with the city.

(a=2) If a Group B pensioner resumes employment with the

city in a capacity other than as a police officer or fire fighter,

the pensioner's Group B retirement pension continues during the

period of employment except the pensioner may not accrue additional

credit for pension service during this period. Additional credit

for pension service does not accrue during any period in which a

Group B pensioner becomes employed by the city wunless the

additional credit is attributable to active service as a police

officer or fire fighter with the city [en*xeaching-45-yeaxc—of-age].
(b) A [fexrmex] Group B member who began active service

before March 1, 2011, and who has attained at least 50 years of age,

or who began active service on or after March 1, 2011, and has

attained at least 58 years of age, and who otherwise meets the

4

requirements of Subsection (a) of this section may elect to receive

a Group B retirement pension that shall be calculated as follows:

(1) for a member who began active serxrvice before March

1, 2011, the member's retirement pension shall be the sum of:

(A) the number of years of pension service before
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September 1, 2017, prorated for fractional vears, times three

perxcent of the average computation pay determined over the 36

consecutive months of pension service in which the Group B member

received the highest computation pay; plus

(B) the number of years of pension service on or

after September 1, 2017, prorated for fractional years, times the

applicable percentage prescribed by Subsection (b-1) of this

section of the average computation pay determined over the 60

consecutive months of pension service in which the Group B membex

received the highest computation pay; or

(2) for a member who began active service on or after

March 1, 2011, the member's retirement pension shall be the number

of vears of pension service, prorated for fractional years, times

2.5 percent of the average computation pay determined ovexr the 60

consecutive months of pension service in which the member received

the highest computation pay.

(b-1) For purposes of Subsection (b)(1)(B) of this section,

the applicable percentage is based on the age of the Group B member

when the member's retirement pension begins as set forth below:

Age of Member When Retirement Pension Begins Percent
58 and older 2.5%
57 2.4%
56 2.3%
55 2.2%
54 2.1%
53 and younger 2.0%

(b-2) Days during which the member earned no pension service
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due to a termination of active service or otherwise must be

disregarded in determining the 36 or 60 consecutive months of

highest computation pay under Subsection (b) (1) or (2) of this

section, as appropriate. The pension benefit calculated under

Subsection (b) of this section may not exceed the greater of:

(1) 90 percent of the member's average computation pay

determined under the applicable subsection; or

(2) the vested and accrued benefit of a membexr as

determined on August 31, 2017. [ex—GCreup—B—pensioner—who—withdrew

bo olicible £ . Con]

(c) Except as provided by Subsection (c-2) of this section,

[BrEtitlement—+to] a Group B member who has either attained at least

45 years of age on September 1, 2017, or who attains at least 53

vears of age after September 1, 2017, and who otherwise meets the

requirements of Subsection (a) of this section may elect to receive

an actuarially reduced Group B retirement pension calculated in

accordance with Subsection (c¢-1) of this section:

(1) not earlier than the member's 45th or 53rd

birthday, as applicable; and

(2) not later than the member's 50th or 58th birthday,

as applicable.

(c-1) Except as provided by Subsection (c-2) of this section
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and subject to Section 6.021 of this article, a Group B member who

applies for an actuarially reduced Group B retirement pension under

Subsection (c) of this section shall receive a pension calculated

under Subsection (b) of this section, reduced by two-thirds of one

percent per month, for each whole calendar month the benefit is

payvable before the month in which the member attains:

(1) for members who attained at least 45 years of age

on Septembexr 1, 2017, 50 years of age; or

(2) for members not described by Subdivision (1) of

this subsection who attain at least 53 years of age after September

1, 2017, 58 years of age.

(c-2) Subject to Subsection (d-3) of this section and for

purposes of Subsection (c-1) of this section, if a Group B member's

pension benefit calculated under Subsection (b) of this section is

equal to 90 percent of the member's average computation pay, the

member is entitled to a Group B retirement pension under Subsection

(c) of this section at 45 or 53 years of age, as applicable, that is

not actuarially reduced as provided under Subsection (c-1) of this

section [*etixement—pensi-cn—as—describedby—Subsection—{a)ror—{bt
£ ths . . b he followd it .
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sexrvice].

(d) Except as provided by Subsection (d-2) of this section,

¢
a [A] Group B member who has accrued 20 or more years of pension

service and has been on active service at any time on or after

January 1, 1999, may elect to apply for a Group B retirement pension

beginning at any time after the Group B member leaves active

sexvice, yYegardless of age. A Group B member may elect a Group B

retirement pension under this subsection as follows:

(1) if the member accrued 20 or more years of pension

service on or before September 1, 2017, the member may elect a

pension under this subsection that is computed in the same mannexr as

the Group B retirement pension under Subsection (b) (1) of this

section except that the percentage set forth below must be used

instead of the three percent multiplier prescribed by Subsection

(b) (1) (A) of this section:

Age of Member When Retirement Pension Begins Percent
48 and 49 2.75%
47 2.5%
46 2.25%
45 and younger 2%; and

(2) except as provided by Subsection (d-2) of this

section and subject to Section 6.021 of this article, if the member

accrued 20 or more years of pension service after September 1, 2017,

the member may elect a pension under this subsection computed in the

same manner as the Group B retirement pension under Subsection

(b) (2) of this section except that the percentage set forth below

must be used instead of the 2.5 percent multiplier prescribed by
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Subsection (b)(2) of this section:

Age of Member When Retirement Pension Begins Percent
57 2.45%
56 2.3%
55 2.23%
54 2.1%
53 and younger 2.0%

(d-1) A member who elects a pension under Subsection (d) of

this section is not entitled to:

(1) minimum benefits under either Section 6.10A or

6.11 of this article; or

(2) benefits under Subsection (g) of this section.

(d-2) Subject to Subsection (d-3) of this section and for

purposes of Subsection (d) of this section, if a Group B membexr's

pension benefit calculated under Subsection (b) of this section is

equal to 90 percent of the member's average computation pay, the

member is entitled to a Group B retirement pension under Subsection

(d) of this section that is not reduced as provided under Subsection

(d) (1) or (2) of this section [¥xetixement—pension-shall-be computed

: : hed underthic sl on].

(d-3) For purposes of Subsections (c-2) and (d-2) of this

section, a Group B member's pension benefit calculated under
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Subsection (b) of this section shall be calculated without

application of any reduction under Subsection (b-1) of this

section.
(e) A [Hewewexry—a] Group B member or former Group B member
with 34 or more years of pension serxrvice as of April 30, 1990, is

entitled to, [shaddt] receive the greater of a Group B retirement

pension calculated under the terms of Plan B as in effect on that

date or a Group B retirement pension calculated pursuant to

Subsection (b) [4é3)] of this section.

(g) In no event may any Group B member [e¥—former—Group—B

member] who was at any time a Group A member or a contributing
member of the old plan or Plan A, and who satisfied the applicable
age and length-of-service requirements of the applicable plan at

the time the person left active service, receive a retirement

pension’ in an amount less than the amount the person would be

entitled to receive as a Group A member.
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(h) Notwithstanding any other provision of this section, a

(A—£e¥mexr] Group B member who was not a Group B member on or after
Januvary 1, 1993 [May—3+—3990], shall receive a retirement pension

calculated under the applicable provisions of Plan B [+his—plan] as

that plan existed [din—effeet] on the date the member terminated

[pexson—teft] active service.

(1) Entitlement to a Group B retirement pension under

Subsection (b), (c), (d), or (e) of this section is subject to the

following conditions:

(1) a written application must be filed with the

executive director;

(2) the grant of the Group B retirement pension by the

board must be made at a meeting of the board held during the month

the retirement pension is to become effective, or as soon after as

administratively possible; and

(3) the Group B member may no longer be on active

SECTION 1.29. Part 6, Article 6243a-1, Revised Statutes, is
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amended by adding Sections 6.021 and 6.022 to read as follows:

Sec. 6.021. AUTHORITY TO ADOPT ALTERNATIVE MULTIPLIERS FOR

COMPUTATION OF CERTAIN GROUP B BENEFITS. (a) For purposes of

Section 6.02(c-1) or (d)(2) of this article, the board by rule may

adopt alternative multipliers, including an alternative table

prescribing actuarially appropriate multipliers. In adopting

rules under this subsection, the board shall designate the date on

which the alternative multiplier shall take effect.

(b) Copies of any alternative multipliers adopted under

this section must be maintained at the principal office of the

pension system and published on the pension system's publicly

available Internet website.

Sec. 6.022. AUTHORITY TO REDUCE RETIREMENT AGE.

Notwithstanding any other law, the board may reduce the age at which

a Group B member is eligible to begin receiving a retirement

pension, including an actuarially reduced retirement pension,

under Section 6.02 of this article if the board determines that the

reduction will not cause the amortization period of the unfunded

actuarial accrued liability of the pension system to exceed 25

years, after taking into account the impact of the reduction. A

board action under this section may not take effect. until the State

Pension Review Board reviews the board's determination described by

this section.

SECTION 1.30. Section 6.03, Article 6243a-1, Revised
Statutes, is amended by amending Subsections (a), (d), (f), and (g)
and adding Subsections (k) and (1) to read as follows:

(a) If a member who is on active service, other than a member

87



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

H.B. No. 3158

participating in DROP, becomes disabled to the extent that the

member cannot perform the member's duties with the member's
department, the member may apply for a disability pension, subject
to [im——aecordanee—with] any uniform and nondiscriminatory

disability application procedure and recall and review procedure

adopted by the board and in effect from time to time.

(d) No disability pension may be paid to a member for any
disability if the disability was a result of an intentionally
self-inflicted injury or a chronic illness resulting from an
addiction by the member through a protracted course of [rorceoerced]
indulgence in alcohol, narcotics, or other substance abuse that was

not coerced.

(f) No disability pension may be paid if the chief of the
member's department is able to provide the member with duties that
are within the member's physical or mental capabilities, [as—Feorg
as—the—board—agxees—ihat—the —duties —are—within—the—wembexr's
capabilities,] even though the duties are different from the duties
the member performed before the disability.

(g) Written application for a disability pension must be

filed with the executive directoxr not later than the 180th day after

the date the member leaves active service [administrater]. The

application must be accompanied by a recommendation from the health
director. This recommendation shall contain a statement indicating
whether the member became disabled while the member was on duty or
off duty and whether the disability was service-connected or was

not service-connected [penserwice=mconnected].

(k) For purposes of Sections 6.04 and 6.05 of this article
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and this section:

(1) longevity pay and incentive pay are the amounts in

effect on the date the benefits are to begin, without subsequent

adjustment; and

(2) except as provided by Section 6.05(b-1) of this

article, base pay is the amount in effect on the date benefits are

to begin, without subsequent adjustment.

(1) Notwithstanding any other law, Subchapter B, Chapter

607, Government Code, applies to all members without regard to the

employing department or job assignment.

SECTION 1.31. Part 6, Article 6243a-1, Revised Statutes, is
amended by adding Section 6.035 to read as follows:

Sec. 6.035. DISABILITY BENEFITS FOR CERTAIN PERSONS 1IN

UNIFORMED SERVICES. (a) In this section, "uniformed sexrvices" has

the meaning assigned by the federal Uniformed Services Employment

and Reemployment Rights Act of 1994 (38 U.S.C. Section 4301 et

seq.).

(b) This section applies to a person who was released from

the uniformed services after December 17, 2001, under conditions

that would have made the person eligible for benefits under Section

414(u) of the code if the person could have returned to active

service.

(c) If a person subject to this section was unable to return

to active service by reason of disability incurred while on a leave

of absence due to service in the uniformed services, that person is

entitled to a reqular disability pension in accordance with Section

6.03 of this article, calculated in accordance with Section 6.04 of
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this article.

(d) Notwithstanding Section 6.03(g) of this article, a

written application for a disability pension must be filed not

latexr than the 180th day after the date of the person's release from

the uniformed services.

(e) A person subject to this section is entitled to receive

pension service for the period of service with the uniformed

services only to the extent that contributions are made for that

period in accordance with this article.

SECTION 1.32. Section 6.04, Article 6243a-1, Revised
Statutes, is amended to read as follows:
Sec. 6.04. CALCULATION OF REGULAR [&ROUR—A] DISABILITY

BENEFITS [RENSION]. (a) Subject to Subsection (g) of this section,

if [#£] a Group A member's application for a Group A disability
pension has been approved by the board pursuant to Section 6.03 of
this article, including any procedures adopted under that section,
the Group A member may elect to receive a Group A disability pension
calculated:

{1) in the same manner as the benefit under Sections
6.01(b) and (c) of this article; or

(2 under Subsection (c) [4b3)] of this section.

(b) An election under Subsection (a) of this section, once

approved by the board [made], is irrevocable.
[ —When—a—Croup—A—membex—elects—to—accept—a—Group—A
ieabili . . i ) . hall leulated

 ded ] ] . e} 4d Y (o) of thi con]
(c) Subject to Subsection (g) of this section, [F£] a Group
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A berls dicabili 1 i l 5 £ duii
with—either department—the] member who elects to have benefits

determined under this subsection is entitled to a monthly

disability pension calculated as follows:
(1) at a rate of three percent of base pay for each

year, prorated for fractional years, of pension service, with a

maximum of 32 years of pension service being credited, or 96 percent

of base pay [e¥], except that if the Group A member had 34 or more

years of pension service as of April 30, 1990 [May—3,—31998], the

member is entitled to [shad+] receive the greater of a disability

pension calculated under the terms of the combined pension plan in
effect on that date or as calculated under this subdivision; plus
(2) one-half of the longevity pay the Group A member
was receiving at the time the member left active service; plus
(3) subject to Subsection (d) of this section,

1/24th [+—witheut—subseguent—adiustmenty] of the annualized amount

of city sexvice incentive pay the Group A member received at the

time the member left active service.

(c-1) The disability pension calculated under Subsection

(c) of this section may not exceed the greater of:

(1) 90 percent of the member's average base pay

determined under the applicable subsection; or

(2) the vested and accrued disability pension of the

member as determined on August 31, 2017.
(d) Payments of the amounts described by [Netwithstanding
Sl . o) e iny . ] c 1icabili
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retirement—unde¥r] Subsection (c)(3) of this section are [3s]

contingent on the city's continuing payment of city service

incentive pay to Group A members on active service. [Rexr—purposes

adFastment—]

(e) If a Group B [A] member's application for a Group B

disability pension has been approved by the board under Section

6.03 of this article, including any procedures adopted under that

section, the Group B member may elect to receive a Group B

disability pension calculated in the manner described by Subsection

(f) or (f-1) of this section, subject to Subsection (g) of this
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(f) Subject to Subsections (f-1), (f-3), and (g) of this

section, the disability pension of a Group B member shall be

calculated as follows:

(1) for a member who began active service before March

1, 2011, the member's disability pension shall be the sum of:

(A) the member's number of vyears of pension

service earned before September 1, 2017, prorated for fractional

vears, times three percent of the average computation pay

determined over the 36 consecutive months of pension service in

which the member received the highest computation pay; plus

(B) the number of vyears of pension service,

including pension service credit imputed undexr Section 6.05(c) of

this article, earned on or after Septembexr 1, 2017, prorated for

fractional years, times the applicable percentage prescribed by

Section 6.02(b-1) of this article of the average computation pay

determined over the 60 consecutive months of pension service in

which the member received the highest computation pay; or

(2) for a member who began active service on or after

March 1, 2011, the member's disability pension shall be the number

of vyears of pension service, including pension service credit

imputed under Section 6.05(c) of this article, prorated for

fractional years, times 2.5 percent of the average computation pay

determined over the 60 consecutive months of pension service in

which the member received the highest computation pay.

(f-1) Notwithstanding Subsection (f) of this section, for a

Group B member who had 34 or more years of pension service as of
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April 30, 1990, the member is entitled to receive the greater of a

disability pension calculated under the terms of Plan B in effect on

April 30, 1990, or calculated under Subsection (f) of this section.

(f-2) For purposes of Subsections (f) and (f-1) of this

section:

(1) any partial year of pension service for a Group B

member's first 20 years of pension service is counted as a full vyear

of pension service, if the member was considered by the member's

department to have worked a normal full-time schedule at the time of

the disability;

(2) if the member has less than 36 or 60 consecutive

months of pension service, as applicable, the member's average

computation pay will be computed based on the member's entire

pension service; and

(3) days during which the member earned no pension

service due to a termination of active service or otherwise must be

disregarded in determining the 36 or 60 consecutive months of

highest computation pay.

(f-3) The disability pension calculated under Subsection

(f) or (f-1) of this section may not exceed the greater of:

(1) 90 percent of the member's average computation pay

determined under the applicable subsection; or

(2) the vested and accrued disability pension of the

member as determined on August 31, 2017 [Rayments—ef—the—amounts
3 bed ] ] . e} 43) of thi . .

] oy . c i . . .
Croup-A-membere—onactive—serviee] .
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(g) The disability pension calculated in accordance with

this section, including both a Group A benefit described by

Subsection (a) of this section and a Group B benefit described by

Subsection (f) of this section, shall be reduced dollar-for-dollar

by any monthly disability compensation benefit received under

Section 6.05 of this article. If the monthly disability

compensation benefit provided to a member under Section 6.05 of

this article equals or exceeds any benefit the member is entitled to

under this section or Section 6.01(b) or (c) of this article, the

member may not receive the benefit under this section [Fexrpurpeses

subseguent—adiustment] .
SECTION 1.33. The heading to Section 6.05, Article 6243a-1,

Revised Statutes, is amended to read as follows:

Sec. 6.05. COMPENSATION BENEFITS FOR SERVICE-CONNECTED

[ CALCULATIONOR-GROURB] DISABILITY [BENEEREEITS].

SECTION 1.34. Section 6.05, Article 6243a-1, Revised
Statutes, is amended by amending Subsections (a), (b), and (c) and
adding Subsection (b-1) to read as follows:

(a) If a member leaves active service at any time due to

disability and the board determines that the member with the

disability became unable to perform the member's duties with the

member's department due to an injury or sickness incurred in the

performance of the member's duties, the member is entitled to

periodic disability compensation benefits in accordance with this

section [Gxroup—B membex's—application—for—a—Group—B—disability
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(b) Subject to Subsection (b-1), [#£] a Group A [B] member

whose disability, as determined by the board, was caused by an

injury or sickness incurred in the performance of the member's duty

shall receive a monthly benefit equal to 60 percent of the member's

base pay. For purposes of this subsection, "base pay" is the amount

in effect on the date compensation benefits under this section are

to begin, without subsequent adjustment.

(b-1) Instead of receiving a periodic disability

compensation benefit under Subsection (b) of this section, a Group

A member who 1is entitled to periodic disability compensation

benefits under this section may elect, before the benefits begin,

to receive those benefits as a monthly benefit equal to 50 percent

of the member's base pay adjusted from time to time to reflect

changes in base pay that occur after the member began receiving a

monthly compensation benefit under this section [becomes—disabled
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or—<cateutatedpursvant—to-thissubsection] .

(c) A [Fhe—GCroup—B—disability—pensieon—Ffer—any] Group B

member whose disability, as determined by the board, was caused by

an injury or sickness incurred in the performance of the member's

duty shall receive a monthly benefit equal to the disability

pension under Sections 6.04(f), (f-1), (f-2), and (f-3) of this

article except that if the member:

(1) does not have 20 vears of pension service, the

member is considered to have 20 years of pension service for the

purposes of calculating the disability pension under that section;

and

(2) has less than 36 or 60 consecutive months, as

applicable, of employment with the department, the member's average

computation pay will be computed based on all the member's

computation pay, and days during which the member earned no pension

service due to a termination of active service or otherwise must be

disregarded in determining either the 36 or 60 consecutive months

of highest computation pay [&ees—not—result—duringthe pexrfoxrmance
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SECTION 1.35. Section 6.05(d), Article 6243a-1, Revised

Statutes, 1is redesignated as Section 6.055, Article 6243a-1,
Revised Statutes, and amended to read as follows:

Sec. 6.055. REDUCTION IN DISABILITY OR COMPENSATION

BENEFITS FOR CERTAIN PERSONS. (a) In this section, "earned income"

means income earned by a Group B pensioner in the form of wages,

salaries, commissions, fees, tips, unemployment benefits, and

other amounts received by virtue of employment or self-employment

but paid before any deduction for taxes or insurance. In addition,

earned income also includes those amounts contributed on a

before-tax basis to any retirement plan or employee health and

welfare benefit plan.

b) [4&)+] The board shall require any Group B pensioner who
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became a member of Plan B or the combined pension plan on or after
May 1, 1990, and who is receiving a Group B disability pension under

Section 6.04 of this article or a periodic disability compensation

undexr Section 6.05 of this article [in—aecoxrdance-—with-Subsectioen

b —er—{e)—of+this—section] to provide the board annually, on or

before July 1 [May—3] of each year, with a true and complete copy of
those portions of the person's federal and, if applicable, state
tax return, including appropriate schedules, for the previous
calendar year that indicate the person's occupations, if any, and

earned income for the previous calendar year. If the pensioner did

not file a tax return for the previous calendar year, the board may

require other documentation reflecting the pensioner's occupation

or earned income that the board determines appropriate.

(c) The pension system [Hewewer,—the—board] may waive the

July 1 [May—3] date under Subsection (b) of this section in lieu of

one later in the same calendar year if the Group B pensioner
provides the board with a true and complete copy of a grant of an
extension of time for the filing of the person's tax return from the
appropriate governmental agency or a true and complete copy of an
extension request that results in any automatic extensibn.

(d) If, after evaluating the information received under

Subsection (b) of this section, the board finds the Group B
pensioner is or has been receiving earned income from one or more
employments, including self-employment, during the preceding year,

the board shall reduce future disability retirement [persion]

payments to the Group B pensioner in accordance with the following

formula: $1 for each $1 that the sum of "a" + "b" is greater than
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c," where "a" 1is the earned income of the Group B pensioner
attributable to the previous calendar year from the person's
employments, "b" is the total amount of Group B disability

retirement payments [pemssien] received by the Group B pensioner the

previous calendar year, and "c¢" is the annualized amount of the
average computation pay the Group B pensioner received as of the
date the person left active service.

(e) TFor purposes of the [#his] computation under Subsection

(d) of this section, the average computation pay shall be deemed

increased at a rate of 2.75 percent [ef—feur—percenpt—simple
interest], without compounding during the year, as of each January

1 that the Group B pensioner receives a Group B disability

retirement payment [pernsienl].

SECTION 1.36. Section 6.06, Article 6243a-1, Revised
Statutes, is amended by amending Subsections (b), (e), (£), (g9),
(h), (3), (kx), (1), (m), (n), (o), (p), (q), (r), and (t) and adding
Subsections (e-1), (e-2), (j-1), (o-1), (0-2), (u), and (v) to read
as follows:

(b) A written application for benefits must be filed with
the executive director [administxrater].

(e) 1If [+he—gualified] surviving children of a primary party
are not gqualified survivors entitled to death benefits, the

[gualified—suxviving] spouse of the primary party who is a

gualified survivor is entitled only to receive a share of the death

benefits in the amount calculated under Section 6.07(a) [ex—b3] or
Section 6.08(b) (1), (c)(1), (d)(1l), or (e)(l) of this article,

whichever is applicable, and is not entitled to what otherwise
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would be the [guatified] surviving children's share.
(e-1) If a primary party had [&hexe—is] no [gualifying]

surviving spouse, any [guwatified] surviving child who is a

qualified survivor [ehiddxen] shall receive only the amount

calculated under Section 6.07(a) [ex—b)] or Section 6.08(b)(2),
(c)(2), (d)(2), or (e)(2) of this article, whichever is applicable,
and is [axe] not entitled to what otherwise would be the [gualified]
surviving spouse's share.

(e-2) 1If a primary party does not have a [+here—is—neo

goatified—surviving] spouse or [gualified—suxrviving] children who
are qualified survivors, any [guadified] dependent parent of the

primary party who is a qualified survivor shall receive only the

amount calculated under Section 6.07(c) or Section 6.08(b)(3),
(d)(3), or (e)(3) of this article, whichever is applicable, and is
not entitled to what otherwise would be the [gualified] surviving
spouse's or [guwadiified] surviving children's share.

(f) The total monthly death benefits [bemefit] received by

the qualified survivors of a primary party under this article,

including the primary party's [suxrwiwing] spouse, [gualified

surviving] children, or [gualified] dependent parents, [parent]
may not exceed the pension to which the deceased primary party was
entitled per month.

(g) If there is no surviving spouse or legal guardian for

the [guwaltified] surviving children of a primary party who are

qualified survivors and 1if the board determines that the

[ggaltified] surviving children lack the discretion to handle money,

or in other appropriate circumstances, notwithstanding any other
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provision of this section, the board may request a court of
competent jurisdiction to appoint a suitable person to receive and
administer the [gualified] surviving children's money or in those
circumstances described in Subsection (n) of this section, appoint
a new trustee to administer the [guedified] surviving children's
[suppext] trust.

(h) With the exception of a [suppe¥t] trust described in
Subsection (n) of this section, no death benefits awarded to
[geatified] surviving children may be used for any purpose other
than to benefit the [gualified] surviving children. [Zheboaxrdmay

 hhold 5 4 PENTEE bols ]

(j) With the exception of those circumstances described in
Subsection (n) of this section, death benefits payable [paid] to
[guatified] surviving children [3Hwingwitha-persenether—thanthe
s&%#évéﬁg—sée&se] shall be delivered to the legal guardian of the

estate of the surviving children if one has been appointed and the

pension system has been provided proof of the appointment. If no

legal guardian has been appointed, death benefits shall be

delivered to one of the following persons, provided there is

evidence that the person is [persen—with—whom—the—gqualified
.. hild R £ 4] | 11 e 1
person—as—Ppbeing] a suitable person to receive and administer the

benefits:

(1) the surviving spouse with whom the child resides;

(2) the adult head of the household with whom the child
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resides, if the child does not reside with the surviving spouse.

(j=1) 1In accordance with Subsection (h) of this section, the

recipient of a surviving child's death benefits under Subsection

(3) of this section must use the death benefits to benefit the

child. The board may[+—hewewvexro] withhold payment of benefits to

anyone, if presented with evidence that the death benefits are not

being used to benefit the surviving child [but—thelegal-guardian-of

pexsen] .

(k) Dependent [Fhe—gualifiedsurviving—dependent] parents
of a primary party [membexr] who are entitled to receive death [an¥

suxrvive¥r] benefits provided by this article may only receive the

benefits for the remainder of the dependent parents' [thedx] lives.

(1) The pension system [bea¥d] may require all gqualified
survivors [pexsens] receiving death benefits|[+—reluding—gualtified
o lified . hila hed
guardians—and—gualificd——surviving—dependent—parentsy] to file
[with—the—administrator—atleast—once——every—two—yeaxrsyr] a sworn

statement with the executive director concerning the gqualified

survivor's [+hedx] eligibility to continue to receive death

benefits at least once every two years, or at any other time the

executive director considers a sworn statement to be appropriate to

evidence the continued eligibility of the qualified survivor. [Fhe

death benefitsatanytime-] The board may withhold death benefits
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from any person who. fails or refuses to file a statement when
r;quested to do so.

(m) When the last qualified survivor of any primary party
becomes ineligible to continue to receive death benefits, [&hat
Seaxrvivershall-bepaid—in-a—tump—sum] an amount equal to the excess
[d+£ference], if any, of [between] the total amount of all

contributions made to the fund by the primary party while a member

over [y—end] the sum of all benefits paid to the primary party and

all of the primary party's [bkis] qualified survivors shall be paid

in a lump sum to the last person to receive benefits as a qualified

survivor or, if none exists, to the member's designee. The total

amount to be paid in benefits to the primary party and all qualified

survivors shall never be 1less than the total amount of
contributions the primary party made to the fund while a member.
(n) Notwithstanding any other provision of this section:

(1) [+] death benefits awarded to an unmarried child

who is a qualified survivor [suxviving-child—ef-aprimaryparEy] who

is determined by the board to be disabled [handieapped] under the

terms of Subsection (0-2) [4e)] of this section may be paid to the

trustee of a management trust, supplemental needs or special needs

trust, or comparable trust [suppoxt—txust] established for the

benefit of the child, if the trust meets the requirements set forth

in a procedure adopted from time to time by the board [gualified
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the-situatien) ; and

(2) as soon as practicable after the pension system

has knowledge of an event listed in this subdivision, the pension

system shall terminate payment of death benefits to a [eeinecident

[+4)—the—support] trust described by Subdivision (1) of

this subsection effective [will terminate—ac—Soon—as—practicable]

on the earlier occurrence of the following events:

(A) the date as of [em] which the [gualified
suxrviving] child is determined by the board to no longer be disabled
[handicapped] under the terms of this section;

(B) the date on which the [gualified—surviving]

child is lawfully married;

(C) the date on which the [gwatified——surviving]

child is deceased;

(D) the date on which the pension system becomes

aware that the assets of the [suppert] trust are deemed to be the

resources of the child under applicable federal or state laws or
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regulations; or
(E) if [untess—etherwise—execused by the boardy]
the trustee of the child's [suppext] trust fails to provide a court

of competent jurisdiction [+hebeaxd] with an annual éccounting of

the child's trust, the date occurring [within] six months after the

date of the close of the [suppoxrt] trust's fiscal year.

(o) When a child who, as a qualified survivor, [surwiving

ehild-whe] is entitled to receive death benefits under this article

reaches the age of 19, the [gualifiedsurviving] child may no longerxr

participate in the division of the benefits, but the same
undiminished [guwadified—scuxrviving] child's share as determined by
this section shall be paid to any remaining [gualified—suxrviving]

children who are qualified survivors who remain eligible to

continue to receive death benefits.

(o=1) If benefits are no longer payable to the trust

described in Subsection (n)(1l) of this section in accordance with

Subsection (n)(2) of this section, the benefits are divisible and

payable to any remaining children who are qualified survivors who

remain eligible to receive death benefits.

(0=2) If an unmarried child [uvpRdex—319—vyears—of—ager

not—marriedand], after cessation of entitlement to death benefits

[+lbecause of attainment of age 19[)}—butbefore—age—23], becomes
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disabled before age 23 [handicapped], the child is entitled to

participate in the division of death benefits under this article.
Notwithstanding the preceding, all death benefits granted under
this subsection are conditioned on the board finding that:

(1) the [guatified—surviving] child is so physically
or mentally disabled [herdiecapped], either congenitally or through
injury suffered or disease contracted, as to be unable to be
self-supporting or to secure and hold gainful employment or pursue
an occupation;

(2) the [guatifiedsurviving] child is not married;
(3) the disability [kerndieap] was not the result of an

occupational injury for which the [gualtified—surviving] child

received compensation equal to or greater than that provided under

this article;

(4) the disability [hendieap] was not the result of an

intentional self-inflicted injury or a chronic illness itself

resulting from an addiction of the [gualified—surviving] child
through a protracted course of [nenceexreed] indulgence in alcohol,

narcotics, or other substance abuse that was not coerced; and

(5) the disability [hewdieap] did not occur as a
result of the [gualified——surviving) child's participation in the

commission of a felony.

(p) If a [hondicopped—gualified——surviving] child with a

disability received or 1is receiving workers' compensation

resulting from an occupational injury equal to an amount less than
the death benefit to be provided under this section, the difference

shall be paid out of the assets of the fund in the form otherwise
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payable as monthly benefits. For purposes of Subsections

[Subseetion] (0), (0-1), and (0-2) of this section, if a lump sum is

awarded for an injury, the fund's actuary may compute a
corresponding monthly equivalent. A finding relating to a
[guatifiedsurviving] child's disability [kanddicap] is subject to
periodic review and modification by the board.

(gq) On the death or marriage of a [gualified—surwiving)l
child granted death benefits under this article, the death benefits

shall cease being paid to that child; however, the same

undiminished [gualifiedsurwiwving] child's share as determined by

this section shall be uniformly distributed among any remaining

unmarried [guatifiedsurviving] children who are:

(1) wunder 19 years of age; or

(2) disabled [&F@_Wed_q&ma_sﬁ%&g
ehildren—who—are—handicapped] as described by Subsection (0-2)

[463] of this section and entitled to death benefits as qualified

sSurvivors.

(r) A spouse of a primary party who married the primary

after the date the primary party terminated [member—ox—pensioner
+eares] active service is not a qualified survivor [suxrviving

speuse] and is [me£] entitled only to those death benefits, if

L

applicable, provided under Section 6.063 of this article.

(t) A [guwatified] surviving spouse who first remarried on or

after April 21, 1988, is eligible to receive death benefits for the

remainder of the [gualified-—suxrwiving] spouse's life provided the

surviving spouse is a gqualified survivor. This subsection may not
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be applied retroactively.

(u) The eligibility of a surviving spouse who first

remarried before April 21, 1988, is governed by Section 6.061 of

this article.

(v) The gualified survivors of a member who dies while

performing qualified military service are entitled to any

additional benefits, other than benefits relating to the qualified

military service, that gualified survivors would have received if

the member had returned from gualified military service the day

before death, resumed employment, and then died.

SECTION 1.37. Part 6, Article 6243a-1, Revised Statutes, is
amended by adding Sections 6.061, 6.062, 6.063, and 6.064 to read as
follows:

Sec. 6.061. PROSPECTIVE REINSTATEMENT OF CERTAIN DEATH

BENEFITS. (a) Subject to Subsection (c¢) of this section, the

surviving spouse of a primary party who was a member of the old

plan, Plan A, or Plan B whose death benefits, also referred to as

"survivor benefits" or "widow benefits," terminated because of a

remarriage of the surviving spouse that occurred before April 21,

1988, is entitled to receive death benefits, on a prospective basis

only, as of the first day of the month following the month in which

the executive director receives the application.

(b) The board shall make reasonable efforts to notify all

known 1living surviving spouses who may be entitled to a

reinstatement of benefits under this section.

(c) A surviving spouse's properly completed, board-approved

application for reinstatement of death benefits under this section
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must be received by the executive director not later than the 180th

day after the date the board completes, as determined by the board,

the reasonable efforts required by Subsection (b) of this section.

(d) A surviving spouse's application for reinstatement of

death benefits under this section constitutes the spouse's waiver

of any claims against the pension system, the board, the executive

director, or any other employee of the board or the pension system

arising out of any claim for death benefits.

(e) This section may not be applied retroactively. A

surviving spouse may not receive death benefits attributable to

periods before the executive director's receipt of a properly

completed and board-approved application, and any benefit provided

to a surviving spouse described in this section must be calculated

as if the benefits had not terminated on the surviving spouse's

remarriage notwithstanding the fact the reinstatement of benefits

is not retroactive.

Sec. 6.062. TLUMP-SUM PAYMENT ON DEATH OF CERTAIN MEMBERS.

(a) If an unmarried member dies while on active service and before

beginning participation in DROP, the 1last person to receive

benefits as the member's qualified survivor or, if the member does

not have a gqualified survivor living, the member's designee, shall

be paid a lump-sum payment determined in accordance with this

section if, at the time of the member's death, the member:

(1) had no qualified survivors; or

(2) only had qualified survivors who are children who

become ineligible to receive death benefits before the benefits

were paid for at least 120 consecutive months.
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(b) The amount of the lump-sum payment under this section is

the greater of:

(1) the payment that could have been provided under

Section 6.06(m) of this article; or

(2) an amount equal to the actuarial equivalent of the

remainder of the monthly benefits that would have been paid for the

period from the last monthly benefit payment to the end of the 120

months, starting with the date of the first monthly benefit

payment, if any.

(c) If no death benefit payments have been made with respect

to the member, the amount of a monthly death benefit payment shall

be considered to be the monthly death benefit that would have been

paid if the member had died leaving only one dependent parent who

was a qualified survivor.

(d) If a qualified survivor or designee is entitled to

payment under both this section and Section 6.06(m) of this

article, payments shall be made only under this section.

(e) The payment required under this section shall be made as

soon as practicable after the later of the date:

(1) of the death of the member; or

(2) the last gualified survivor becomes ineligible to

receive monthly death benefit payments.

Sec. 6.063. AUTHORITY TO ELECT CERTAIN ACTUARIALLY REDUCED

BENEFITS. (a) The board shall adopt policies under which a member

who is leaving active service or a pensioner may elect to accept

actuarially reduced benefits to provide the following optional

benefits:
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(1) a 100 perxcent joint and survivor annuity with the

member's or pensioner's spouse;

(2) a 50 percent joint and survivor annuity with a

spouse who is not a gqualified survivor because the marriage to the

pensioner occurred after the pensioner terminated active service,

provided the election is made not later than one year after the date

of the marriage; or

(3) a death benefit for a child who is not a qualified

survivorx because the child was born or adopted after the member left

active service, but only if the child:

(A) 1is a dependent of the pensioner, within the

meaning of Section 152(a) (1) of the code; and

(B) has not attained 18 years of age at the time

of the election.

(b) An election under this section may not be revoked by the

member or pensioner after it is filed with the pension system.

(c) Notwithstanding any other provision of this article, an

election under this section shall result in benefits being paid as

prescribed by this section instead of as prescribed by Section

6.01, 6.02, 6.04, 6.05, 6.07, or 6.08 of this article, as

applicable.

(d) A pensioner who desires to make an election under

Subsection (a)(1l) of this section after having made an election

under Subsection (a)(2) of this section shall incur a second

actuarial reduction in benefits to pay for the increased survivor

annuity.

(e) Except as provided by Subsection (f) of this section, a
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person is not entitled to the payment of benefits under this section

with respect to a pensioner who makes an election after termination

of active service and dies within one vyear after making the

election, except the amount by which the pensioner's benefits were

reduced are paid to the person who is entitled to receive payments

under Section 6.064 of this article.

(f) Subsection (e) of this section does not apply to a

person who makes an election under Subsection (a)(1l) of this

section to receive a 100 percent joint and survivor annuity with a

spouse who is a qualified survivor at the time:

(1) the board grants a retirement pension; orxr

(2) a retirement pension would have been granted but

for the fact that the person elected to participate in DROP after

retirement.

(g) The actuarially reduced benefits being paid to the

pensioner under this section will not be increased if the spouse

dies before the pensioner, or if the child attains 19 years of age

before the pensioner dies.

(h) The joint and survivor annuity or the pensioner's

pension and child's death benefit payable under this section is the

actuarial equivalent of the pension and death benefits, if any,

that would have been payable, at the time of the election, if the

election had not been made. On the death of the pensioner:

(1) the surviving spouse of a pensioner who made an

election under Subsection (a)(1l) of this section receives a pension

that is equal to the reduced pension being received by the pensioner

at the time of death; and
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(2) a surviving spouse who is not a qualified survivor

of a pensioner who made an election under Subsection (a) (2) of this

section receives a pension that is 50 percent of the reduced pension

being received by the pensioner at the time of death.

(1) A pensioner and surviving spouse receiving a death

benefit payable under this section are eligible for adjustments

under Sections 6.12 and 6.13 of this article, if the pensioner or

surviving spouse, as applicable, is otherwise entitled to those

adjustments, except that in each case the adjustment shall be

calculated so that the total pension or death benefit paid 1is

reduced by the same percentage the pensioner's pension is otherwise

reduced under this section.

(j) A pensioner and surviving spouse receiving a death

benefit pavable under this section are not entitled to the minimum

benefits provided under Section 6.10A, 6.10B, or 6.11 of this

article.

(k) A surviving spouse receiving a death benefit payable

under this section is not entitled to the special death benefit

provided under Section 6.09 of this article.

(1) During a period in which there are two or more qualified

survivors of a member who has made a joint and survivor annuity

election under this section, the spousal benefit will be divided

among the eligible survivors under Section 6.07 or 6.08 of this

article, as applicable.

(m) A child's death benefit elected under Subsection (a) (3)

of this section is treated the same way as a death benefit to a child

who 1s a qualified survivor, except that it is based on the
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actuarially reduced pension.

Sec. 6.064. DESIGNEES. (a) A member, pensioner, or

qualified survivor may at any time designate, in writing, one ox

more persons as a designee to receive any lump-sum payment due from

the pension system on the death of the member, pensioner, or

qualified survivor, as applicable.

(b) A designation under this section of a person other than

the spouse of the member, pensioner, or gqualified survivor, as

appropriate, must be made with the written consent of the spouse, if

the individual has a spouse.

(c) A designation made under this section:

(1) may be revoked or changed at any time; and

(2) is void if the person designated dies or goes out

of existence before the payment is made.

(d) If a member, pensioner, or qualified survivor

designates a spouse to receive a payment and the parties are later

divorced, the designation is void at the time of the divorce unless

ratified in writing at the time of the divorce or after that time.

(e) A designation by a member under this section is void at

the time the member becomes a pensioner unless ratified in writing

at the time the member becomes a pensioner or after that time.

(f) If a member, pensioner, or qualified survivor does not

have a valid designee on file with the pension system at the time of

death, the designee is:

(1) the spouse;

(2) the qualified survivors, if any, if there is no

spouse;
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(3) the estate of the person, if there is no spouse or

gualified survivors; or

(4) the heirs of the person, if there is no spouse,

qualified survivors, or estate.

SECTION 1.38. Sections 6.07, 6.08, 6.09, and 6.10A, Article
6243a-1, Revised Statutes, are amended to read as follows:
Sec. 6.07. GROUP A DEATH BENEFITS. (a) (1) If a Group A

member dies before leaving active service [xetdxement] and before

the Group A member had [kas] 20 years of pension service, the Group
A member's [teaving—beoth—a—guatified—surwiving] spouse and
(guatified—surviving)] children who are [+—the] qualified [swxviving
spouse—shall—make—an—election—for—all] survivors shall, in the
aggregate, [+e] receive a Group A death benefit [ecensisting—in—the
aggregate—of—an—amount] equal to a Group A retirement pension

computed under the terms of Section 6.01 of this article as if the

Group A member had completed 20 years of pension service. [An
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[ o r—FfFa—GCroup—Amember—or—foxrmexr—Croup—aA] member dies
before service retirement and after the Group A member has [e¥
formerGCroup-Amembexr—has] 20 years of pension service, the Group A
member's [teavingboetha—gualified surviving] spouse and [guatified
suriving] children[+] who are [£he] qualified [swrwisring—spouse

shall-makean—eteetion—fe¥—att] survivors shall, in the aggregate,

[£e] receive a Group A death benefit calculated under Section 6.01

of this article as if the Group A member [ef—an—amount—egual—te—a

member—woultd-havexeceived] had [thepexsen] left active service on

the date of the [death—computedundexr—the—terms—ofSection 60+ of

(3) If a Group A pensioner dies during service

retirement, the Group A pensioner's spouse and children who are

qualified survivors shall, in the aggregate, receive a Group A

death benefit in an amount equal to the Group A retirement pension

being received by the Group A pensioner on the date of the

pensioner's death.

(4) If a Group A pensioner dies after November 25,

1996, while receiving periodic disability compensation under
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Section 6.05 of this article or a disability pension under Section

6.04 of this article, and before the Group A pensioner has 20 years

of pension service, the Group A pensioner's spouse and children who

are qualified survivors shall, in the aggregate, receive a Group A

death benefit calculated under Section 6.04 or 6.05 of this

article, as applicable, in the same manner as the Group A

pensioner's periodic disability compensation or disability

pension, but as if the Group A pensioner had completed 20 years of

pension service.

(5) [42342)+] If a Group A pensioner who has 20 or more

years of pension service dies during disability retirement, the

Group A pensioner's spouse and children who are qualified survivors

shall, in the aggregate, [&ies—teaving—hotha—gualified Surviving

spouse—shall make-anelectionfor—all suxviverste]| receive a Group

A death benefit in an [#he] amount equal to [e£f] the Group A

disability [#etixement] pension being received by the Group A

pensioner on the date of the pensioner's death.
(b) [before—+the—persenls—death———TFhis] Group A death
benefits under Subsection (a) of this section [berefit] shall:
(1) be divided one-half to the [gualified—surviving]
spouse and one-half to the [gualifiedsurviving] children who are

qualified survivors; and [=]

(2) subject to [B)—With] the terms of Sections
[ exception—of-those—circumstances—desecxribedby—Seetion] 6.06(n),

(o), (o=1), and (0-2) of this article, be distributed in an equal

and uniform manner to the children described by Subdivision (1) of
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this subsection [t+he—Cxeup—A-—death—benefite—awarded—to—the

(c) [+e+43] 1If a Group A member or pensioner [fexmexr—Group
A—membex] dies leaving no [gualified—su¥rviving] spouse or
[gealified——suxrviving] children who are qualified survivors, the

parents—the—gualified—suxrwiving]| dependent parents who are
qualified survivors shall [may—edteet—+to] receive a Group A death

benefit equal to the death benefit otherwise payable under

Subsection (a) of this section. The death benefit payable to the

dependent parents under this subsection shall be divided equally

between the parents regardless of whether the parents are married

or living at the same residence. [&Gxeoup—A—¥ectixrement—pensieon—the
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. i b diviod oo ble.

[+69] If there is only one [gualified—surviving] dependent
parent, that [+he] parent is entitled to one-half of the death

benefit described in [ameunt—determinedunder Subsection—{er{i)r—or

442}y of] this subsection [seetion].

Sec. 6.08. GROUP B DEATH BENEFITS. (a) If a Group B member
dies while on active service, a [fexmer] Group B member who left

active service and is vested under Section 5.06 of this article

dies, or a Group B pensioner dies while receiving [ew] service or

disability retirement or while receiving periodic disability

compensation under Section 6.05 of this article, the person's

qualified survivors, or the person described in Section 6.06(g) or

(3) of this article as the recipient of the children's benefits

[ 15 4 lified .. hild g lified
S iviRg—Spouse—esists], may make application for Group B death
benefits. If the deceased [The—gualified surviving—spouse—ofa

120



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

27

H.B. No. 3158

foxmer] Group B member was previously eligible to elect whether to

receive either a Group A or Group B retirement pension, the option

to elect whether Group A or Group B death benefits are received

shall be exercised by one of the following:

(1) a qualified survivor who is the spouse of the

deceased Group B member described by this subsection;

(2) the person described in Section 6.06(g) or (j) of

this article as the recipient of benefits on behalf of the deceased

member's children who are gqualified survivors, if no spouse is a

qualified survivor; or

(3) the gqualified survivors who are dependent parents

of the deceased member, if there is neither a spouse nor children

who are qualified survivors.

(a=1) A qualified survivor who receives Group A death

benefits under Subsection (a) of this section [subsectien] is

entitled to a ratable portion of a reimbursement from the fund in
the same amount and manner determined under Section 5.03(d) of this
article. A qualified survivor or guardian desiring a refund of
excess contributions must make application for the refund with the

executive director [edministratex] within three years after the

date the qualified survivor or guardian makes application for Group

A death benefits. The option contained in this subsection is not
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available to qualified survivors of a Group B member [exr—Ffeormer
Group—B-member] who had, at the time of death, already applied for a
retirement pension and selected a Group A retirement pension as
provided by Section 5.03(c) or (c-1) of this article, but the
qualified survivors are entitled to receive a Group A death
benefit.

(b) Subject to Subsection (b-2) of this section, death

[Beath] benefits shall be computed as follows for the qualified

survivors of Group B members who die while on active service:

(1) the [Agualified-survivingsSpouse s-GCxeoupPB] death

benefit of a qualified survivor who is the spouse of a member who

began active service:

(A) before March 1, 2011, shall be the sum of:

(i) the number of years of pension service

earned before September 1, 2017, prorated for fractional years,

times 1.5 percent of the [computedatthexrateof l-5percentof—+the
Sxoup—B—membexr's] average computation pay determined over the 36

[66] consecutive months of pension serxrvice in which the Group B

member received the highest computation pay; plus

(ii) the number of [—fe¥r—each—year—and
1 £ : . ; . . . " .. :

28] years of pension service, including pension service credit

imputed under Section 6.05(c) of this article, after September 1,

2017, prorated for fractional vyears, times the applicable

percentage rate set forth below [assumed—ox—30—pexrecent] of the

average computation pay determined over the 60 consecutive months

of pension service in which the Group B member received the highest
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computation pay:

Age of Member When Retirement Pension Begins Percent
58 and olderx 1.25%
57 1.2%

56 1.15%
55 1.10%
54 1.05%
53 and younger 1.0%; or

(B) on or after March 1, 2011, shall be the number

of years of pension service, including pension service imputed

under Section 6.05(c) of this article, prorated for fractional

years, times 1.25 percent of the average computation pay determined

over the 60 consecutive months of pension service in which the Group

B member received the highest computation pay;

(2) the death benefit of qualified survivors who are a

member's children shall be computed in the same mannexr as a spouse's

benefit is computed under Subdivision (1)(A) ox (B) of this

subsection, as applicable, and shall be divided equally among all

of the children who are qualified survivors; and

(3) the death benefit of each qualified survivor who

is a member's dependent parent shall be computed in the same manner .

as a spouse's Group B benefit is computed under Subdivision (1) (A)

or (B) of this subsection, as applicable.

(b-1) Pension service for purposes of the calculation undex

Subsection (b) of this section may not be less than 20 years. Any

partial year of pension service for the first 20 years of pension

service is counted as a full year of pension service, if the member
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was considered by the member's department to have worked a normal

full-time schedule at the time of the member's death.

(b-2) The death benefit calculated under Subsection (b) of

this section may not exceed the greater of:

(1) 45 [a—ecomputation—foxr32—yearc—of-pension-sexrvicer

ox—48] percent of the member's average computation pay determined

over the 36 or 60 consecutive months, as applicable, in which the

Group B member received the highest computation pay; or

(2) the vested and accrued death benefit as determined

on August 31, 2017.

(b-3) For purposes of Subsections (b) through (b-2) of this

section:
(1) if [Z£] the Group B member had less than 36 or 60

consecutive months, as applicable, [five—yeaxrs] of pension serxrvice,

the average computation pay will be computed based on the person's
entire pension service; and

(2) days during which the member earned no pension

service due to a termination of active service or otherwise must be

disregarded in determining the 36 or 60 consecutive months of

highest computation pay.
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(c) Group B death benefits shall be computed as follows for

the qualified survivors of any [fexmex] Group B member who died
after leaving active service and who had vested rights under
Section 5.06 of this article but who had not received [Gxoup—B]
retirement benefits [under—Seetion—6-02—of—this—axtiecle] at the
time of death:

(1) the death benefit of a [Fhe] qualified survivor

who is the member's [su¥rwiving] spouse [ef—the—foxrmer—Croup—F
membex] 1s [entitledto—aGCroupB-death-benefit] equal to 50 percent
of any [&xeup—B] retirement pension the [fexrmer—Group—B] member
would have been entitled to [vnder—Seectien-6-02—of—thic—axtiecle] as

of the date the [fermexr GxroupB] member left active service; [<]

(2) the death benefits of [Fhe] qualified survivors
who are the member's [swrviwving] children [ef—+theformer GCroup—B
membexr] are [entitled—+to—aGCroupBbenefit] calculated in the same
manner as the spouse's benefit is computed under Subdivision (1) of
this subsection [Gxreup—B—death—benefit—ofa—gualtified—surviving
spouse], to be divided equally between the [gualified—surwiving]

children; and[=]

(3) the death benefit of each [EBaeh—ef—+the] qualified

survivor who is the member's [suxwiving] dependent parent [parents
of—the—former—Croup—B—membexr] is [entitledto—a—GCroup—B—death
benefit] equal to 50 percent of any [6xeup—B] retirement pension the

[feoxmer—GCxroup—B] member would have been entitled to [wrder—the
provisions—of—Section—6-02—of+this—article] as of the date the
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[£ormexr—Group—B] member left active service.

(d) Group B death benefits shall be computed as follows for
the qualified survivors of any Group B pensioner [ef—+this—ptan] who
dies while receiving service [aGxeoup-B] retirement [pension]:

(1) the death benefit of a [Fhe] qualified [swrviving]
survivor who is the pensioner's spouse [eof—a—GCroup—B—pensionex] is
[eptitled—to—GCroup—B—death-benefits] equal to 50 percent of any

retirement pension the Group B pensioner was receiving at the time

of death; [+]

(2) the death benefits of gualified survivors who are
the pensioner's [Fhe—gualtified——sourviving] children [ef—a—GCxroup—B
pensione¥]| are [(entitledto—a—GCxoupB—death-benefit] calculated in
the same manner as the spouse's benefit is computed under
Subdivision (1) of this subsection [Gxeup—B—death—benefit—of—
guatified surviving—spouse], to be divided equally between the

[gpalified—suyrwiving] children; and[-+]
(3) the death benefit of each [Eaeh—ef—the] qualified

survivor who is the pensioner's [suxwiving] dependent parent
[ parents—efa-GCreoup—B—pensionex] is [entitled—teo—a—Croup—B—death
benefit] equal to 50 percent of any retirement pension the Group B

pensioner was receiving at the time of death.
(e) Group B death benefits shall be computed as follows for
the qualified survivors of any Group B pensioner who dies while

receiving disability retirement or while receiving periodic [=

Gxeup—B] disability compensation under Section 6.05 of this article
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(1) the death benefit of a [Fhe] qualified survivor

who 1is the pensioner's [suxwiwing] spouse [ef—the—GCroup—S-
pensiene¥r] is [entitledto—thegreater—of-aCroup—B-—death-benefit]

equal to 50 percent of any Group B periodic disability compensation

or disability pension the Group B pensioner would have been
entitled to [under—Section6-05of thisarticle] as of the date the
Group B pensioner left active service because of disability, or a

Group B death benefit equal to 50 percent of any periodic disability

compensation or [Gxewp—B] disability pension the Group B pensioner

was receiving at the time of death; [<]

(2) the death benefits of [Fhre] qualified survivors
who are the pensioner's [su¥rwiving] children [ef—the—GCxroup—>B
pensieoner] are [entitled—to—a—-Croup—B—death-benefit] calculated in
the same manner as the spouse's [Gxoup-—B—death] benefit is computed
under Subdivision (1) of this subsection [efea—guatifiedsurviving
speuse], to be divided equally between the [gualified——ecurviving]

children; and[=]

(3) the death benefit of each [Eaech—ef—the] qualified

survivor who is the pensioner's [suxrwviving] dependent parent
[ paxrents—of-the-CroupB—pencsioner]| is [entitled-tothegreater of =
Group—B—death—benefit] equal to 50 percent of any periodic

disability compensation or disability pension the Group B pensioner

would have been entitled to [under—Seection6-05—-of thisartielte] as
of the date the Group B pensioner left active service because of
disability, or a Group B death benefit equal to 50 percent of any

periodic disability compensation or [Gxewp—B] disability pension

the Group B pensioner was receiving at the time of death.
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Sec. 6.09. QUALIFIED SURVIVING SPOUSE SPECIAL DEATH
BENEFIT. (a) A person who is the [Netwithstapnding—Sections—6+06
ard—-6-—0+eofthicartiecle—thegualified-surviving] spouse of a Group

A primary party, who is a qualified survivor, and who is entitled to

death benefits under Sections 6.06, 6.061, 6.062, 6.063, and 6.07

of this article is also entitled to a special death benefit under

this section if:

(1) the Group A primary party:

(A) [elected—to—receive—a—GCroup—A—reotirement
: ] tied o 1icabili .

[2—the—GCreoup—A—primary—party—i)+] had at least 20

years of pension service, [ard] left active service after October

1, 1985, and was at least 55 years of age on the earliexr of the date

the primary party:

(1) left active service; or

(ii) began participation in DROP [ex

otdex]; or

(B) had [+&3)eoneoraftexrMay31—31990,—+he-Croup-A
primary—partyr—after—aceruing] at least 20 years of pension

service, left active service on or after May 31, 2000, and on the

earlier of the date the primary party left active service or began

participation in DROP, [amd] had a total of at least 78 ([88]
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credits, with each year of pension service, prorated for fractional
years, equal to one credit and with each year of age, prorated for
fractional years, equal to one credit; or [and]

(2) the [43)>—the—gualified—surviving] spouse has
attained 55 years of age and there are no [gualified—surviving)

children who are qualified survivors eligible for death benefits.

(b) Until the requirements of Subsection (a) of this section

are satisfied, a qualified survivor who is the spouse of a Group A

primary party [surviving—speuse] shall receive a Group A death

benefit in accordance with Section 6.07 of this article.

(c) The special Group A death benefit under Subsection (a)

of this section is calculated based on the following formula:
(PxPxA)+ (PxC)+ D, where
A = base pay at the time the Group A primary party began

participation in DROP, begins service retirement, dies, or becomes

disabled, plus longevity pay, plus one-twelfth of last-received
city service incentive pay;
B = Group A primary party's benefit calculated at the time the

Group A primary party began participation in DROP, begins service

retirement, dies, or becomes disabled;

P = B/A (expressed as a percentage or a decimal);

C = the number of adjustments made to a Group A primary
party's [Gxeup—»A] retirement pension, disability pension, or

periodic [Gxeup#A] disability compensation, [persien—under—Seection
604 ofthis—articte] multiplied by the amount of the adjustments;

and

D = the number of adjustments made under this article to the
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[a—guatified—curviving—spousels] Group A death benefit of a spouse

who is a qualified survivor under Section 6.07 of this article,

multiplied by the amount of the adjustments.

(d) A person who is the [Netwithstanding—Sectionc—6-03—and
e—05—of—this—artiecler—a—gualified—ssuxrviving] spouse of a Group B

primary party, who is a qualified survivor, and who is entitled to

any death benefits under Sections 6.06, 6.061, 6.062, 6.063, and

[ex] 6.08 of this article is also entitled to a special benefit

under this section if:

(1) the Group B primary party [eleeted—to—receive—a

(A) had at least 20 years of pension service,

left active service after October 1, 1985, and was at least 55 years

of age at the earlier of the date the primary party left [&ime—of

+eawing]| active service or began participation in DROP; or
(B) on or after May 31, 2000 [+—3998], [+heGCxoup
B—primary—party] left active service or began participation in

DROP, whichever was earlier, having a total of at least 78 [88]

credits, with each year of pension service, prorated for fractional

years, equal to one credit and with each year of age, determined at

the time the Group B primary party left active service or began

participation in DROP, prorated for fractional years, equal to one

credit; or [and]

(2) [43)3] the [gualified —suxrwiwing] spouse has
attained 55 years of age, and there are no [gualified—surviving]
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children of the primary party who are qualified survivors.

(d=1) Until the requirements of Subsection (d) [4e)] of this

section are satisfied, a spouse who is a qualified survivor

[serviving—spouse] may only receive a Group B death benefit in
accordance with Sections 6.06, 6.061, 6.062, 6.063, [6~083] and 6.08

[665] of this article.

(e) The [Fhis] special Group B death [suxwiwer] benefit

under Subsection (d) of this section is calculated based on the

following formula:
(PxPxA) + (PxC) +D, where
A = average monthly computation pay at the time the Group B
primary party begins service retirement, dies, [ex] Dbecomes

disabled, or begins participation in DROP;

B = the Group B primary party's benefit [Gxreup B xretirement—or
Gxroup—B—disabilitypension] calculated at the time the Group B

primary party begins participation in DROP, begins to receive

service [ex—disability] retirement, [o¥] dies, or becomes disabled;

P = B/A (expressed as a percentage or a decimal);

C = the number of post-retirement [ postxetirement]
adjustments made to a Group B primary party's [Gxeup-B] retirement

pension, disability pension, or periodic [&xeup—B] disability
compensation [pensieon—under—Seetion—6-05—of—this—articte]

multiplied by the amount of the adjustments; and

D = the number of adjustments made to the [e—gualified

servriving—spousels] Group B death benefit of a qualified survivor

who is the primary party's spouse under Section 6.08 of this article

multiplied by the amount of the adjustments.
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Sec. 6.10A. MINIMUM BENEFITS TO CERTAIN GROUP A PRIMARY

PARTIES WHO WERE GROUP A, OLD PLAN, OR COMBINED PENSION PLAN MEMBERS

4+c3] AND THEIR QUALIFIED SURVIVORS. (a) Except as provided by

Section 6.063 of this article or Subsections (b) and (h) of this

section and notwithstanding any Dbenefit computation and
determination to the contrary contained in this article, the
minimum Group A benefits provided by this section shall be paid to
any Group A primary party who elects to receive a Group A retirement
pension under Sections 6.01(b) and (c) of this article, the old

plan, or former Section 14(a) of this article, or to the primary

party's qualified survivors [—Fhe—benefits—under—this—section
hall l 13 ¥ 14 ] TR . 6 01(B) 1 (e
6~—O4ta)T—o¥—6-0F—of—thicarticler—as—appiicable], except that a

Group A primary party who elects to receive an actuarially reduced

feo—reeceive—a—GCroup—A] retirement pension before 50 years of age and

the primary party's qualified survivors are not entitled to the
[6xeup—2A] minimum benefits specified under this section. An
alternate payee is not entitled to the Group A minimum benefits
specified in this section.

(b)) A Group A primary party who elects to receive a Group A
retirement pension under Sections 6.01(b) and (c) of this article,

the 0ld plan, or former Section l4(a) of this article and who left

active service with 20 or more years of pension service is entitled

to receive a minimum Group A retirement pension of $2,200 [$3&568] a

month. [FH—the-GCroup—A-primary—pareyle-—Croup—Aretirementpension
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(c) In the absence of children who are [A] qualified

survivors, a [swrviwving] spouse who is a qualified survivor of a

Group A primary party who elected to receive a Group A retirement
pension under Sections 6.01(b) and (c) of this article, the old

plan, or former Section 14(a) of this article will receive a minimum

monthly Group A death benefit of $1,200 [$458].

(d) A spouse who is a qualified survivor [swrvwivingspeuse]

of a Group A primary party who elected to receive a Group A
retirement pension under Sections 6.01(b) and (c) of this article,

the old plan, or former Section 14(a) of this article will receive,

if there are children who are qualified survivors [survwiving

ehildren], a minimum Group A death benefit of $1,100 [$458] a month.

(e) 1In the absence of a spouse who is a qualified survivor

[ soxrivring-spouse] of a Group A primary party who elected to receive
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a Group A retirement pension under Section ([Seetiens] 6.01(b),

[ard] (c), or (e) of this article, the o0ld plan, or former Section

l4(a) of this article, the primary party's children who are

qualified survivors [surviving-ehildxen], as a group, will receive
a minimum Group A death benefit of $1,100 [$#58] a month, to be

divided equally among them.

(£) 1If there is neither a [Inthe-absence—ofbothagualified
su¥rviving] spouse noxr a child who is a [awnd] qualified survivor

[sexrviving—ehiltdren] of a Group A primary party who elected to

receive a Group A retirement pension under Sections 6.01(b) and (c)

of this article, the old plan, or former Section l1l4(a) of this

article, each [gualified—surwiwving] dependent parent who is a

gualified survivor will receive a minimum Group A death benefit of

$1,100 [$#50] a month. If only one of them is surviving, that [+he
goatifiedsurviving] dependent parent will receive a minimum Group
A death benefit equal to $1,100 [$458] a month.

(g) Notwithstanding the minimum monthly benefit described
in other subsections of this section, a Group A primary party who

receives periodic disability compensation under Section 6.05(b) of

this article or a Group A disability pension under Section 6.04(a)

of this article, the o0ld plan, or former Section 17(a) of this

article, [eateutated in—the samemanner as—a—-Croup—A—retirement
pension—undexr—Sections—o-—0+{b)—and—te)—of—this—axtieley] shall

receive a minimum Group A disability pension equal to $2,200

[¢315,5068] a month.

(h) If a Group A pensioner who received a monthly benefit

under Section 6.05(b-1) of this article or a disability pension
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undexr Section 6.04(a) of this article, calculated in the same

manner as a Group A retirement pension under Sections 6.01(b) and

(c) of this article, the o0ld plan, or former Section 17(a) of this

article [primary—partys—dicability—pension—ics—scubject—to—a

axtielte]| before the completion of 20 years of pension service dies,
the qualified survivors will receive a minimum Group A death
benefit as provided under Subsection (c), (d), (e), or (f) of this
section, as applicable, whichever is greatest.

SECTION 1.39. The heading to Section 6.10B, Article
6243a-1, Revised Statutes, is amended to read as follows:

Sec. ©6.10B. MINIMUM BENEFITS TO CERTAIN GROUP A PRIMARY

PARTIES WHO WERE GROUP A, PLAN A, OR COMBINED PLAN MEMBERS [EEECE-EO

] AND THEIR

QUALIFIED SURVIVORS.

SECTION 1.40. Sections 6.10B(a), (b), (¢), (&), (e), (f),
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(g), and (i), Article 6243a-1, Revised Statutes, are amended to
read as follows:

(a) Except as provided by Section 6.063 of this article and

Subsection [Subseetions] (b) [apd—h)}] of this section and

notwithstanding any benefit computation and determination to the
contrary contained in this article, the minimum Group A benefits
provided by this section shall be paid to any Group A primary party
who elects to receive a Group A retirement pension under Section

©6.01(e) of this article, Plan A, or former Section 14(b) of this

article or to the primary party's qualified survivors|[——Fhe
benefits—under—+this—rcectionschall be-dictributedinaeccordance—with
Seection—6-01fe)—6-04{b}r—oxr—6-0F1of thisarticte,ras—appiicable],
except that a Group A primary party who elects to receive an
actuarially reduced Group A retirement pension [beecauwse—ef—%the
. . . . ion]
before 55 years of age and the primary party's qualified survivors
are not entitled to the [&xeup—A] minimum benefits specified in
[erde¥] this section. An alternate payee is not entitled to the
Group A minimum benefits specified in this section.
(b) A Group A primary party who elects [eleected] to receive
a Group A retirement pension under Section 6.01(e) of this article,

Plan A, or former Section 14(b) of this article and who left active

service with 20 or more years of pension service is entitled to
receive a minimum [Gxeup—A] retirement pension equal to the greater
of $2,200 [+)$1,500] a month or [4433] $1,000 a month adjusted, if
applicable, in the manner described by Section 6.12 [&~3F24a)] of

this article. [If—the GCroup—-Aprimary—partyls Croup—A—¥retirement
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(c) In the absence of children who are [A] qualified

survivors, a [suexrwiwing] spouse who is a gqualified survivor of a

Group A primary party who elects [eleeted] to receive a Group A
retirement pension under Section 6.01(e) of this article, Plan A,

or former Section 14(b) of this article will receive a minimum

monthly [Gxewp—A] death benefit equal to the greater of $1,200
[+59>—-+58] a month or [4333] $500 a month adjusted, if applicable,

in the manner described by Section 6.12 [e~324a)] of this article.

(d) A spouse who is a qualified survivor [sexrwivingspeuse]

of a Group A primary party who elects to zreceive a Group A
retirement pension under Section 6.01(e) of this article, Plan A,
or former Section 14(b) of this article will receive, if there are

children who are qualified survivors [suxrwiwing—echild¥ren], a
minimum Group A death benefit equal to the greater of $1,100 [+

$758] a month or [434)] $500 a month adjusted, if applicable, in the

manner described by Section 6.12 [e—324a)] of this article. The
children who are qualified survivors [surwiving—ehild¥ren], as a
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group, will receive a minimum [Gxeup—2] death benefit equal to the
greater of §1,100 [H333—$4508] a month or [4-] $500 a month

adjusted, if applicable, in the manner described by Section 6.12

[6324a)] of this article, to be divided equally among them.

(e) In the absence of a spouse who is a qualified survivor

[ serviving-speuse] of a Group A primary party who elected to receive
a Group A retirement pension under Section 6.01(e) of this article,

Plan A, or former Section 14(b) of this article, the [+£hegualified
Sarviving—ehildren—of—a—GCroup—A] primary party's children who are

qualified survivors [part¥], as a group, will receive a minimum

Group A death benefit equal to the greater of $1,100 [H3—$+58] a

month or [4333)] $500 a month adjusted, if applicable, in the manner

described by Section 6.12 [6—324a)] of this article, to be divided

equally among them.

(f) 1If there is neither a [Fn—+the-absence-ofbothagualified
Sa¥viving] spouse nor child who is a [amé] qualified survivor

[ suxriving—ehitdren] of a Group A primary party who elected to

receive a Group A retirement pension under Section 6.01(e) of this

article, Plan A, or the former Section 14(b) of this article, each

[gualified——suxwiving] dependent parent who is a qualified survivor

will receive a minimum Group A death benefit equal to the greater of

$1,100 [43—+508] a month or [4333] $500 a month adjusted, if

applicable, in the manner described by Section 6.12 [6—324a)}] of

this article. If only one of them is surviving, that [theegualified
su¥rwiving] dependent parent will receive a minimum Group A death
benefit equal to the greater of $1,100 [+i)—$#58] a month or

[5>] $500 a month adjusted, if applicable, in the manner
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described by Section 6.12 [e~3+24=}] of this article.
(g) Notwithstanding the minimum monthly benefit as
described in other subsections of this section, a Group A primary

party who leaves active service on a non-service-connected

[ roRService—connected] disability under Section 6.04(a)

[604{B)42)] of this article, Plan A, oxr former Section 17(b)(2) of

this article with less than 20 years of pension service shall

receive a minimum monthly Group A disability pension equal to the
greater of $110 [+5)—$+5] multiplied by the number of years of the
primary party's pension service or [444)] $50 multiplied by the
number of years of the primary party's pension service, the product
adjusted, if applicable, in the manner described by Section 6.12

[6—224a})] of this article.

(1) If a Group A pensioner who received a

non-service-connected [nenserwviece—-conneeted] disability pension

under Section 6.04(a) [e=044b)}{2}] of this article, Plan A, or

former Section 17(b)(2) of this article before the completion of 20

years of pension service dies, the qualified survivors will each
receive the amount specified in Section 6.07 of this article or the
minimum [menthdy] Group A death benefit as provided under
Subsection (c), (d), (e), or (f) of this section, as applicable,
whichever is greatest.

SECTION 1.41. Sections 6.11, 6.12, and 6.13,
Article 6243a-1, Revised Statutes, are amended to read as follows:

Sec. 6.11. MINIMUM BENEFITS TO GROUP B PRIMARY PARTIES AND

THEIR QUALIFIED SURVIVORS. (a) Except as provided by Section 6.063

of this article or Subsections (b), (c¢), and (h) of this section and
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notwithstanding any benefit computation and determination to the
contrary contained in this article, the minimum Group B benefits
provided by this section shall be paid to any Group B primary party
or the primary party's qualified survivors, except further that a
Group B primary party who elects to receive an actuarially reduced

[6xeup—B] retirement pension, including a request for a benefit

undexr Sections 6.02(c) and (d) of this article, [because—of—the

) , . ] . e L5
but—before—age—506] and the primary party's qualified survivors[+]
or [ar] alternate payee [ef—theprimaryparey], are not entitled to

the Group B minimum benefits specified by this section.

(b) 1If a Group B primary party leaves active servi&e with 20
or more years of pension service, the Group B primary party 1is
entitled to receive a Group B minimum retirement pension equal to
the greater of $2,200 [++3—$3506] a month or [4&33] $925 a month,
which sum may (A) increase at the rate of $5 a month for each year of
pension service beyond 20 years, but the increase may not exceed $75

and (B) be adjusted, if applicable, in the manner described by

Section 6.12 [6~=2{a)>]) of this article. [ HE—a—GCroup—B—primaxy
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(c) If a Group B primary party leaves active service with
less than 20 years of pension service, the primary party is entitled
to receive a minimum monthly Group B retirement pension equal to the

greater of:

(1) $2,200 [93—$35+508] a month divided by 20 and

multiplied by the Group B primary party's number of years of pension
service; oxr
(2) [H33] $925 a month divided by 20 and multiplied

by the Group B primary party's number of years of pension service,

which amount is then adjusted, if applicable, in the manner

described by Section 6.12 [6-—3+24a3] of this article. [FHaGCroupB

(d) In the absence of children who are qualified survivors,

a spouse who is a [surviwving—echildrenr—the] qualified survivor
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[sexriving-speuse] of a Group B primary party will receive a minimum
Group B death benefit equal to the greater of:
(1) $1,200 [4393—s+50] a month; or

(2) [4359] $600 a month adjusted, if applicable, in

the manner described by Section 6.12 [6=324a3)] of this article.

(e) A spouse who is a qualified survivor [susrviving-spouse]

of a Group B primary party [will¥xeeceiwe], if there are children who

are qualified survivors [surwiving—ehildxen], will receive [+he

reeceive—the—greater—of] a minimum [menthly] Group B death benefit of
$1,100 a month [50percent—of—thewminimummonthly-Croup—B-retixrement

goatified——suxrwiving] children who are qualified survivors of a

Group B primary party, as a group, will receive a minimum Group B
death benefit equal to the greater of $1,100 [+53—s+58] a month or

[+539)] $600 a month adjusted, if applicable, in the manner

described by Section 6.12 [&=324a)] of this article, to be divided
equally between them.

(g) If there is neither a [Fa—the—absence—of—ecither o
goatified—surwiving] spouse nor a child who is a [e¥] qualified
sSurvivor [ surviving——echitdren], each [gualified—surviving]

dependent parent who is a qualified survivor of the deceased Group B
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(h) Notwithstanding the minimum monthly [ Gxroup—F]
retirement pension otherwise described by this section, a Group B

primary party who left active service on a non-service-connected

[ronsexvice=connected] disability with less than 20 years of
pension service will receive a minimum monthly [&¥xeup—B] disability
pension equal to the greater of $110 [433—$+5] multiplied by the
number of years of the primary party's pension service or [4335]
$46.25 multiplied by the number of years of the primary party's

pension service, the product adjusted in the manner, if applicable,

described by Section 6.12 [e~324a)] of this article. [FH—+the Group
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penpsionas—ealeutatedunder—thic—subsections] If a Group B primary

party who was receiving a non-service-connected

[ronrservice—connected—Cxoup—B] disability pension before the

completion of 20 years pension service dies, the qualified

survivors will receive the amount specified in Section 6.08 of this
article, or the [Gxeuwp—B] minimum monthly death benefits granted to
qualified survivors as provided by Subsections (d), (e), (f), and
(g) of this section, as applicable, whichever is greater.

Sec. 6.12. ADJUSTMENTS TO RETIREMENT AND DISABILITY PENSION

BENEFITS. (a) This section applies to the following benefits

provided under this article:

(1 [Appualty—eon—the—fixst—day—ef—0Octobexry] a
retirement pension calculated under Section 6.01(e) [Seetion—6-01+]

or 6.02 of this article;

(2) [+] a disability pension calculated under Section

6.04 of this article, other than under Section 6.04(a) of this

article;

(3) periodic disability compensation benefit wunderx

Section [e*] 6.05 of this article, other than Section 6.05(b-1) of

this article; [+] or

(4) a death benefit calculated under:

(A) Section 6.07 of this article, if calculated

in the manner of a retirement pension under Section 6.01(e) of this

article or in the manner of a disability compensation benefit under

Section 6.05(b) of this article; or
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(B) Section 6.08 of this article currently in pay

status, or pending board approval on the last day of September [+

(b) Except as provided by Subsection (d) of this section,

annually on the first day of October, the pension system may

increase the base pension of a benefit described by Subsection (a)

of this section by a percentage equal to the average annual rate of

actual investment return of the pension system for the five-year

period ending on the December 31 preceding the effective date of the

adjustment less five percent.

(c) An adjustment under this section may not be less than

zero percent or exceed four percent of the applicable base pension

benefit.

(d) The pension system may only make an adjustment to

benefits under this section if the ratio of the amount of the

pension system's market value of assets divided by the amount of the

pension system's actuarial accrued liabilities, after giving

effect to the adjustment, is not less than .70.

(e) For purposes of Subsection (d) of this section, the

amount of the pension system's market value of assets and the amount

of the pension system's actuarial accrued liabilities shall be

based on and determined as of the date of the most recently

completed actuarial valuation.

(f) The following persons may not receive an adjustment

under this section:
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(1) a member on active service, including a DROP

participant;

(2) a pensioner until the first October 1 occurring

aftexr both the pensioner's retirement and the earlier of:

(A) the date the pensioner reaches 62 years of

age; or
(B) the third anniversary of the date the

pensioner retired; or

(3) a qualified survivor until the first October 1

occurring after the earlier of:

(A) the date the qualified survivor reaches 62

years of age;

(B) the third anniversary of the date the primary

party retired; or

(C) the third anniversary of the date of the

member's or pensioner's death.

{g) [6*+] A [&xeup—B] retirement or [Gxewp—B] disability

pension or periodic disability compensation paid to any Group B

pensioner may not be less than the Group B pensioner's base pension.

(h) The death benefit of the qualified survivors who are the

[a—Croup—B—gualified —surviving] spouse, [Gxoup—B—gualified
surwiving] dependent parent, or child of a Group B pensioner

group, may not be less than 50 percent of the [a—GCxroup—B]
pensioner's base pension.
Sec. 6.13. SUPPLEMENT TO CERTAIN RECIPIENTS 55 YEARS OF AGE

OR OLDER. (a) Except as provided by Subsection (b) of this
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section, if [+#£] a pensioner had at least 20 years of pension

service under any plan adopted pursuant to Article 6243a or this

article, or if a pensioner is receiving the periodic [=a

sexrvice—-connected] disability compensation benefit under Section

6.05 of this article [pensiern], the pensioner, the pensioner's
[gquatified—surviving] spouse who is a qualified survivor eligible

to receive benefits under this article, or the pensioner's

[ggatified—suxrviving] children who are gqualified survivors, as a
group, under Section 6.06 [&6~06+4e)] of this article are entitled to

receive, when the pensioner or spouse who is a qualified survivor

[ sexriving—spowuse] attains 55 years of age, provided the pensioner

or spouse attains 55 years of age before September 1, 2017, [+he

gxreater—o£f] a monthly supplement equal to the greater of $50 or

three percent of their total monthly benefit{+] and for months
[y¥ea¥s] beginning on and after January 1, 1991, a [#ke] monthly
supplement [widtlbe] equal to the greater of $75 or three percent of
their total monthly benefit. For purposes only of calculating this
supplement, the phrase "their total monthly benefit" means the
amount payable to a pensioner or qualified survivors under the
terms of the plans described by this section under which the
pensioner or qualified survivor elected to receive benefits but
does not include the supplement authorized by this section or any

adjustments under Section 6.12 of this article made after September

1, 2017.

(b) A person described by Subsection (a) of this section

who, on September 1, 2017, is not receiving or has not received a

supplemental benefit under this section is not entitled to receive
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a supplemental benefit under this section.

SECTION 1.42. Section 6.14, Article 6243a-1, Revised
Statutes, is amended by amending Subsections (a), (b), (c), (4d),
(e), (£), (g), (h), and (j) and adding Subsections (e-1), (e-2),
(e-3), (e-4), (£f-1), (g-1), (1), (m), (n), and (o) to read as

follows:

a5—provided—under—Section—6-01-ex6-02—a] member who remains on

active service after becoming [+s] eligible to receive a [a=n

whR¥educed] retirement pension under either Section 6.01 or 6.02 of
this article may [¥emain—in-active—sexrwvicer] become a participant
in the deferred retirement option plan [Pefexxed-Retirement—Option

L "}] in accordance with Subsections (b) and (c) of this

section, and defer the beginning of the person's retirement
pension. Once an election to participate in the DROP has been made,
the election continues in effect at least as long as the member
remains in active service. On leaving active service, the member
may:

(1) apply for a retirement pension under Sections

6.01(b) and (c), Section 6.01(e), or Section 6.02(b), (c), (d), or

(e) [Seetion—e-02] of this article, whichever 1is applicable,
together with any DROP benefit provided under this section; or

(2) continue to participate in DROP except the member

is ineligible for disability benefits described by Subsection (g-1)
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of this section.

(b) The election to participate in the DROP shall be made in
accordance with procedures set forth in any wuniform and
nondiscriminatory election form adopted by the board and in effect
from time to time. To determine the proper amount to be credited to
a member's DROP account, the election shall indicate whether the
member desires to receive a retirement pension under Sections

6.01(b) and (c), Section 6.01(e), or Section 6.02(b), (c¢), (4d), or

(e) [e=062] of this article, whichever is applicable. The election
may be made at any time on or after the date the member becomes
eligible for a [an—unreduced] retirement pension as provided by
this subsection. The election [undexr—Sectioncs—6-0i{b)r—and—(ec)r

S . . 0ile . ) ) X )
appricables—and] becomes effective on the first day of the first

month on or after the date on which the member makes the election,

except that an election that would otherwise have been effective on

October 1, 1993, and every October 1 after that date, is considered,

for purposes of this section and Section 6.12 of this article, to be

effective on September 30 of the year in which it would otherwise

have been: effective. On and after the effective date of the

election, the member will no longer be eligible for any refund of

[make—member] contributions [+e—the—fund,—neotwithstandingSection
403t —or (£ —of +this article, whichevwer 3o appiicable]. The

election by one or more members to participate in the DROP has no

effect on the amount of city contributions to the fund under Section
4.02 of this article.

(c) Each month after a member has made an election to
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participate in the DROP and indicated a desire to receive a
retirement pension under Sections 6.01(b) and (c), Section 6.01(e),

or Section 6.02(b), (c), (d), or (e) [Seetion6-02] of this article,

whichever is applicable, and through the month before the month in

which [=watid] the member leaves active service, an amount equal to
the retirement pension the member would have received under the
[ SectHions—6-01{b)—and—te)—Section—6-01{e)—or Section—6-02+
whiechewver—is] applicable subsection[+] for that month if the member

had left active service and been granted a retirement pension by the
board on the effective date of DROP participation shall be credited
[£xansferred] to a separate DROP account maintained within the fund

for the benefit of the member. Amounts held in the DROP account of a

member [membexls—DPRORacecount] shall be credited at the end of each
calendar month [with—dnterest—at—a—rate—that—will appreximately

aetvariat—rate—ef—xeturn—for—the—fund] . Notwithstanding this

section, effective January 1, 2018, a member on active service who

has 10 years or more of participation in DROP shall no longer have

the amount of the member's retirement pension credited to the

member's DROP account while the member is on active serxrvice.

(d) A [oateavingaectiveservice—andonthe board's—grantof
a—¥etirement—pensionr—=a] member may not [whe—perticipates—in—DROP
shall-begin+te] receive a [thebalanceinthe person s DRORPaccount
vrder—eone—of —the—following—methods—eof] distribution from the

member's DROP account while the member is on active service

[edectedby—the members
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(e) Except as provided by Subsections (e~1) and (1) of this

section, the balance in the [®he] DROP account [batanee] of a member

who terminated from active service on or before September 1, 2017,

or who terminates from active service shall be distributed to the

member in the form of an annuity, payable either monthly or annually

at the election of the member, by annuitizing the amount credited to

151



BSow N

12
13
14
15
le6
17
18
19
20
21
22
23
24
25
26
27

H.B. No. 3158

the DROP account over the life expectancy of the member as of the

date of the annuitization using mortality tables recommended by the

pension system's qualified actuary. The annuity shall be

distributed beginning as promptly as administratively feasible

after the later of, as applicable:

(1) the date the member retires and is granted a

retirement pension; or

(2) September 1, 2017 [elects—+the——method—of

ofthissection].

(e=1) The board may adopt a shorter period for annuitizing

DROP account balances under Subsection (e) of this section if the

pension system's qualified actuary determines that the shorter

period will not cause the pension system's amortization period to

exceed 25 years [A-membermay changeadistxributioneolection—at—any

Section403+-{a)r(9) of theecodel].

(e=2) The annuitization of a DROP account under Subsection

(e) of this section must reflect the accrual of interest on the

amount in the DROP account as of September 1, 2017, over the
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annuitization period applied to the account under this section.

The interest rate applied under this subsection must be a rate as

reasonably equivalent as practicable to the interest rate on a note

issued by the United States Department of the Treasury or other

federal treasury note with a duration that is reasonably comparable

to the annuitization period applied to the account, as determined

by the board. The portion of an annuity attributable to amounts

credited to a member's DROP account on or after September 1, 2017,

may not reflect the accrual of this interest on annuitization.

(e-3) The board may by rule allow a DROP participant who has

terminated active service and who is eligible for a retirement

pension to:

(1) assign the distribution from the participant's

annuitized DROP account to a third party provided the pension

system receives a favorable private letter ruling from the Internal

Revenue Service ruling that such an assignment will not negatively

impact the pension system's qualified plan status; and

(2) subject to Subsection (e-4) of this section, in

the event of a financial hardship that was not reasonably

foreseeable obtain a lump-sum distribution from the participant's

DROP account resulting in a corresponding reduction in the total

number or in the amount of annuity payments.

(e-=4) The board shall adopt rules necessary to implement

Subsection (e-3)(2) of this section, including rules regarding what

constitutes a financial hardship for purposes of that subdivision.

In adopting the rules, the board shall provide flexibility to

members.
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(f) The board may adopt rules and policies relating to the

administration of Subsections (e), (e-1), and (e-2) of this section

if the rules and policies are:

(1) consistent with the qualification of the plan

under Section 401 of the code; and

(2) 1in the best interest of the pension system [An¥y

c 1 : Con 6 1dld) i1} if Licable] .

(f-1) The DROP account of a member who begins participating

in DROP on or after September 1, 2017, does not accrue interest.

(g) The provisions of Sections 6.06, 6.061, 6.062, 6.063,

6.07, and 6.08 of this article pertaining to death benefits of a

qualified survivor do not apply to amounts held in a member's or

pensioner's DROP account [—and—the——<class—of persons—etigible—+teo

ofE—the member s—participation—+n—PROR] . Instead, a member or

pensioner who participates in DROP may designate a beneficiary to

receive the annuity payments under this section over the remaining

annuitization period [balance—-of—the member'c—PROPaceeunt] in the

event of the member's or pensioner's death subject to any rights

provided under Subsection (e-3) of this section and in the

[f£edtleowding] manner allowed by Section 401(a)(9) of the code and any

policy adopted by the board. A member or pensioner who is or

becomes married is considered to have designated the member's or

pensioner's spouse as the member's or pensioner's beneficiary,
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notwithstanding any prior beneficiary designation, unless the

member or pensioner has made a different designation in accordance

with a policy adopted by the board. If a member or pensioner does

not have a spouse or the spouse predeceases the member or pensioner,

the member's or pensioner's, as applicable, DROP account will be

distributed to the member's or pensioner's, as applicable,

designee. Notwithstanding anything in this section to the

contrary, 1f a member or pensioner has previously designated the

member's or pensioner's spouse as the beneficiary or co-beneficiary

of the DROP account and the member or pensioner and spouse are

subsequently divorced, the divorce automatically results in the

invalidation of the designation of the spouse as a beneficiary and,

if there is no additional beneficiary designated, the member's or

pensioner's DROP account shall be distributed as provided by

Subsection (e) of this section. If there are beneficiaries who

survive the deceased member or pensioner, the surviving

beneficiaries share equally in that portion that would have

otherwise been payable to the former spouse. [+
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(g-1) [45)] A member who [participates—in—DROR] becomes a

DROP participant is ineligible for any disability benefits

described by Section [Seetiens] 6.03, 6.04, or [amd] 6.05 of this

article, but is entitled to [instead,—eontheboardls—acknewledgment
e 4icabili ] 14 ] . 1if ] ] e

disability-benefits—theboard-shallgrant] a retirement pension in

accordance with Sections 6.01(b) and (c), Section 6.01(e), or

Section 6.02 of this article, whichever 1is applicable, on

termination from active service, and [the-membexr] is also entitled
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to receive annuity payments [beth—a—retirement—peonsion—and—a
dictributionof the BROPaeceeunt] in accordance with Subsection (e)
[483-] of this section.

(h) The base pay or computation pay, whichever is

applicable, in effect as of the effective date of a [Gxoup—&A]

member's participation in DROP shall be used in calculating the
member's [Gxeup—A] retirement pension under Section 6.01 oxr 6.02 of
this article. A [6xeoup—A] member who elects to participate in DROP
does not accrue additional pension service for purposes of
computing a [the—Gxeup—~A] retirement pension [previded—under
Section—-0+te)-of thic—artiele] for any period after the effective
date of the election.

(J) Except as provided by Subsection (1) of this section, if

[¥£] a pensioner who has been a [pa¥ticipated—in) DROP participant

returns to active service, the person must [enece—again] become a
participant in DROP under the terms and conditions in effect at the

time of [#hepersen's] return to active service.

(1) Notwithstanding any other provision of this section and

except as provided by Subsection (0) of this section, a member who

has entered DROP before June 1, 2017, may revoke the DROP election

at any time on or after September 1, 2017, and before the earlierx

of:

(1) February 28, 2018; or

(2) the member's texrmination of active service.

(m) If a member revokes participation in DROP under

Subsection (1) of this section:

(1) the member's DROP account balance is eliminated;
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and

(2) the member shall receive pension service credited

for all or a portion of the period of the revoked DROP participation

on payment of the required contributions for the period of the

revoked DROP participation in accordance with a wuniform and

nondiscriminatory procedure adopted by the board that results in

the payment of the amount of member contributions that would have

been made if the member had never participated in DROP.

(n) A member who revokes the member's DROP election under

Subsection (1) of this section is entitled to only a monthly pension

computed on the basis of the member's pension service, including

pension serxvice purchased under Subsection (m) of this section:

(1) that is based on the member's average computation

pay at the time of leaving active service, if the member is a Group B

member; or

(2) as provided by Section 6.01(b) of this article, if

the member is a Group A member.

(0) A member may not revoke DROP participation under

Subsection (1) of this section if any money has been transferred out

of the member's DROP account.

SECTION 1.43. Part 6, Article 6243a-1, Revised Statutes, is
amended by adding Section 6.141 to read as follows:

Sec. 6.141. DEFERRED ANNUITIZATION OF CERTAIN DROP

ACCOUNTS. (a) This section applies only to a pensioner who:

(1) before attaining 50 years of age:

(A) 1left active service; and

(B) was granted a service retirement pension
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under Section 6.01 or 6.02 of this article;

(2) since the pensioner's retirement has continued to

receive substantially equal periodic payments, as determined under

Section 72(t) of the code; and

(3) on September 1, 2017:

(A) 1is a DROP participant; and

(B) has not attained 59-1/2 years of age.

(b) Notwithstanding Section 6.14 of this article and solely

to avoid the possibility of an early distribution tax penalty under

Section 72(t) (4) of the code:

(1) a pensioner subject to this section may until the

pensioner attains 59-1/2 yvears of age:

(A) subject to Subsection (c¢) of this section,

continue to participate in DROP;

(B) have the same amount of the pensioner's

service retirement pension credited to the pensioner's DROP account

as has been credited since the pensioner's service retirement

pension was initially granted; and

(C) defer annuitization of the pensioner's DROP

account under Section 6.14(e) of this article; and

(2) once a pensioner subject to this section attains

59-1/2 years of age:

(A) the pensioner may not have any portion of the

pensioner's service retirement pension credited to the pensioner's

DROP account; and

(B) as soon as administratively feasible, the

balance in the pensioner's DROP account shall be annuitized and
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distributed to the pensioner in accordance with Section 6.14(e) of

this article.

(c) The DROP account of a pensioner who continues

participation in DROP under Subsection (b) (1) (A) of this section

does not accrue interest on and after September 1, 2017.

SECTION 1.44. Sections 6.15(a), (b), and (e), Article
6243a-1, Revised Statutes, are amended to read as follows:
(a) The Dboard may require the following pensioners

receiving a disability pension or a periodic disability

compensation benefit to appear and undergo a medical examination by

the health director or, if the health director approves, by any
licensed medical practitioner, to determine if the pensioner's
disability continues or has been removed to the extent that the
pensioner is able to resume duties with the department:

(1) any Group A pensioner who has served less than 20
years;

(2) any Group A pensioner who elected a Group A [B]
disability pension under Section 6.04 [&~844e}] of this article,

periodic disability compensation undexr Section 6.05 of this

article, or a non-service-connected disability pension under Plan A

or former Section 17(b)(2) of this article, and who had [hes——served]

more than 20 years of pension service, but is less than 55 years of

age; and

(3) any Group B pensioner who was granted [eleeted] a

Group B disability pension under Section 6.04 of this article or

periodic disability compensation under Section 6.05 of this article

or a disability pension under the terms of Plan B and is less than 50
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years of age.
(b) Any medical examination under this section is subject to
the following conditions:

(1) Except as otherwise provided by this section, the
board has complete discretion to require a pensioner to appear and
undergo a medical examination as well as the time that may pass
between examinations. When it becomes clear to the board from
reliable medical evidence that the disability is unequivocally
permanent and is not expected to diminish, the board may waive [re€
reguire] subsequent examinations.

(2) A pensioner may not be required to undergo a
medical examination more often than once in a six-month period,
except that the board may order the pensioner to undergo an
examination at any time if the board has reason to believe the
pensioner's disability has been removed and that the pensioner may
be able to resume duties with the pensioner's former department or
if the pensioner requests to be allowed to return to duty.

(3) If a pensioner fails to undergo an examination
after being notified by the board that the examination is required,
the board may discontinue disability benefits until the pensioner
has undergone the examination and the results of the examination
have been sent to the board.

(4) 1If the pensioner 1is examined by an ‘approved
outside medical practitioner other than the health director, the
reasonable and customary cost of the examination, if any, 1is
payable from the assets of the fund.

(e) Pursuant to its authority under Section 6.06(0-2)
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[6=66+4e3)] of this article to review and modify any funding relating
to the disability of a child who is a qualified survivor [surwiving
¢hild's—handicap], the board may require the [a—hondicapped]
qualified survivor with a disability [suwrviving—ehild] receiving

death benefits to appear and undergo medical examination by the
health director or, if the health director approves, by any
licensed medical practitioner, to determine if the disability

[(hardieap] continues or if the disability [handiecap] has been

removed.

SECTION 1.45. Sections 6.16, 6.18, and 6.19, Article
6243a-1, Revised Statutes, are amended to read as follows:

Sec. 6.16. WAIVER OF BENEFITS. (a) A primary party

beneficiary of a member's [deceased—Former] DROP account
[ participant—or—a—gualifiecd—surviving—dependent—parent] may, on a

form prescribed by the board and filed with the executive director

[edministrator], [ixrewoecably] waive all or a portion of the
benefits[+] to which the person [whe-waives—thebenefit] 1s or may

be entitled. The waiver may state whether it is revocable or

irrevocable, and is irrevocable unless the waiver clearly states it

is revocable.

(b) The [ixrewecable] waiver described by Subsection (a) of
this section applies only to [xetirement,—dicabilityr—or—DPROR

suxwivexr] benefits that become payable on or after the date the

walver is filed.
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(b-1) Benefits waived by a revocable waiver are forfeited

and the person making the waiver has no right, title, claim, or

interest in the benefits.

(c) 1If two or more persons are or may be entitled to benefits

under this article [there—are—twe—guatified surviving—a 3
parents—reeceiving—death—benefits], the waiver described by

Subsection (a) of this section must be executed by each person to

become effective. The living parent or parents or legal guardian or

guardians of a child must sign the waiver described by Subsection

(a) of this section on behalf of the child [beth-eofthe-paxents].
Sec. 6.18. INVESTIGATION. (a) The board shall consider all

applications for retirement and disability pensions [ef—members],

all applications for death benefits [by—gualified—survive¥rs]), and
all elections to participate [feoxr—participatieon by amember] in
DROP. The board shall give notice to [+hese] persons applying for

benefits, advising them of their right to appear before the board
and offer such sworn evidence as they may desire. Any [p¥imaxy

party—surviver—o¥x—othex] person claiming retirement, disability,
or DROP benefits may appear before the board [#mpexsen] and offer

testimony that 1is relevant to a contested application for a
retirement pension, a disability pension, death Dbenefits
[benefit], or DROP benefits [bemefit]. The chairman of the board
may issue process for witnesses, administer oaths to witnesses, and
examine any witness as to any matter affecting benefits under any
plan within the pension system. Process for witnesses shall be

serxrved by any [membe*—eé—g@e—pe44ee—e+—éé*e—éepa%%men%—e%—by—any
ethexr) method of serving process [expersern] permitted by the state
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law in any civil judicial proceeding. A witness who fails ox
refuses to attend and testify may be compelled to attend and
testify, as in any judicial proceeding. The board may seek
assistance from any court of competent Jjurisdiction to further
compel or sanction a witness who fails or refuses to attend and
testify.

(b) Any [primexryparty, speuce,child, dependent parent, ox
other] person [elaiming—DROPR—benefits] who is aggrieved by a

determination of the board regarding [en—theperson's—appitication
foxr—or—contingationof] a retirement pension, a disability pension,

[e+] death benefits [benefit], or [an—edection—Ffox] DROP benefits
may appeal the board determination to a state district court in the
city [eeuwnty] where the pension system is located by giving written
notice of appeal. The notice shall contain a statement of the

grounds and reasons why the party feels aggrieved. The notice shall

be served personally on the executive director [seecxretary—eof—the

beaxd] within 20 days after the date of the board's determination.
After sexrvice of the notice, the party appealing shall file with the
state district court a copy of the notice of intention to appeal,
together with an affidavit of the party making service showing how,
when, and on whom the notice was served.

(c) Within 30 days after the date of sexvice of the notice of

appeal on the board, the executive director [seecretaxry—of—+the
beaxd] shall make up and file with the state district court a

transcript of all nonprivileged papers and proceedings in the case

before the board. When the copy of the notice of appeal and the

transcript has been filed with the court, the appeal is perfected,
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and the court shall docket the appeal, assign the appeal a number,
fix a date for hearing the appeal, and notify both the appellant and
the board of the date fixed for the hearing.

(d) At any time before the rendering of its decision on
[£khe] appeal, the court may require further or additional proof or
information, either documentary or under oath. On rendition of a
decision on appeal, the court shall give to each party to the appeal
a copy of the decision of the case. The decision [ex—exdex] of the
court is appealable in the same manner as are civil cases generally.

(e) As provided by Section 4.01 of this article, the [The]

board shall approve all money used for investigations [as—previded
under—Seetion—4-0+—eofthis—artiele]. The board may request the
investigative services of either the police or fire departments in
connection with any matter arising under this section.

Sec. 6.19. CERTIFICATE OF MEMBER PENSION BENEFIT

ELIGIBILITY [REFIREMENT]. When a member has earned five [28] years

of pension service, the member shall be issued an [e—eexrtificate—of
. ] ] ) mind . o lewd .

other—exrro¥——after- Issuance—is) incontestable five-year

certificate indicating that the member is entitled to pension

benefits subject to the effect of any withdrawals as permitted

under Article 6243a or this article. The certificate shall state

that the calculation of the retirement pension to which the member
is entitled, or any disability benefits to which the member may
become entitled, shall be determined solely under the actual terms

of the combined pension plan as in effect at the time the member

leaves active service. The certificate shall further state that in
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the case of the member's death, the member's qualified survivors, if

any, may become [shall-be] entitled to death [swxwirex] benefits as

determined solely under the actual terms of the combined pension

plan as in effect at the time of the member's death. The

certificate shall bear a seal and be signed by the executive

director [mayerr—eor—the-mayeor pro—tem—oxr—the—ecitymanagex] and [by
£he] chairman of the board [andeattestedunder—the—secal-ofthe—city
bytheeitysecxretary].

SECTION 1.46. Part 6, Article 6243a-1, Revised Statutes, is

amended by adding Section 6.20 to read as follows:

Sec. 6.20. ERRONEOUS PAYMENTS OR OVERPAYMENTS. (a) If the

pension system pays money to any person not entitled to the payment,

whether by reason of an error of the pension system as to

entitlement to or the amount of a benefit or otherwise, or an act or

error of some other person, including the recipient of the payment,

the recipient of the payment holds the funds to which the recipient

was not entitled in constructive trust for the pension system and

those funds are subject to demand by the pension system at any time.

(b) The recipient of an erroneous payment from the pension

system shall repay to the pension system all funds associated with

the erroneous payment.

(c) Subject to Subsection (e) of this section, the board may

by rule adopt a procedure to enable the pension system to offset the

future benefit or other payments of a recipient described by this

section. In addition, the board may take any additional action,

including the bringing of a lawsuit, the board considers necessary

to recover an erroneous payment the pension system is entitled to
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under this section.

(d) If the pension system determines that a person is

entitled to additional benefits as a result of an error made by the

pension system, the pension system shall promptly pay the

additional benefits owed.

(e) The board's correction procedures must comply with the

Internal Revenue Service's Employee Plans Compliance Resolution

System and Revenue Procedure 2016-51, including subsequent

guidance.
SECTION 1.47. Article 6243a-1, Revised Statutes, is amended

by adding Part 6A to read as follows:

PART 6A. EQUITABLE ADJUSTMENTS

Sec. 6A.01. EQUITABLE ADJUSTMENTS TO BENEFITS. (a)

Subject to this section and notwithstanding any other provision of

this article, the board by at least a two-thirds vote of all

trustees may consider and adopt rules requiring the equitable

return of funds paid to or credited to the benefit of a member or

pensioner under this article before September 1, 2017, to the

extent the funds exceeded reasonable amounts that should be paid or

credited given the circumstances of the pension system at the time

the payment or credit was made, including the return of excessive

interest credited to a member's DROP account and excessive

adjustments made under Section 6.12 of this article.

(b) For purposes of Subsection (a) of this section,

"reasonable amounts" includes the amounts that would have been paid

or credited:

(1) if the interest rate applied in determining a
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benefit, including the interest rate applied to a DROP account,

equaled the actual, audited rate of return of the plan at the time

the interest was credited to the account; or

(2) 1if the percentage increase applied under Section

6.12 of this article equaled the percentage increase, if any, in the

Consumer Price Index for Urban Wage Earners and Clerical Workers

(CPI-W) most recently published by the Bureau of Labor Statistics

of the United States Department of Labor and used by the United

States Social Security Administration to provide a cost-of-living

adjustment for social security benefit payments payable beginning

in January of the next year.

Sec. 6A.02. ADJUDICATION OF CERTAIN CHALLENGES. (a) The

Texas Supreme Court has exclusive and original jurisdiction over a

challenge to the constitutionality under the Texas Constitution of

Section 6A.01 of this article. An action undexy this section is

authorized to the full extent permitted by Section 3, Article V,

Texas Constitution. The Texas Supreme Court may issue any

injunctive, declaratory, or equitable xelief the court deems

appropriate or necessary to effectuate the court's mandamus

jurisdiction in connection with a challenge under this section.

(b) Any action brought under this section must be filed not

later than the 90th day after the date the board adopts a rule under

Section 6A.01 of this article.

(c) If an action brought under this section is timely filed,

the board may not enforce or otherwise administer any rules adopted

pursuant to Section 6A.01 of this article during the pendency of the

action.
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SECTION 1.48. Section 8.01, Article 6243a-1, Revised
Statutes, is amended to read as follows:

Sec. 8.01. QUALIFICATION UNDER FEDERAL TAX LAW. (a) The

plans within the pension system and the assets of the fund are

intended to qualify as a governmental plan under Sections [Seetion]

401 and 414(d) of the code, be exempt from federal income taxes

under Section 501(a) of the code, and conform at all times to
applicable requirements of law, regulations, and orders of duly
constituted federal governmental authorities. Accordingly, if any
provision of this article is subject to more than one construction,
one of which will permit the qualification of a plan that is within
the pension system, that construction that will permit the plan to
qualify and conform will prevail.

(b) The plans within the pension system as well as the
assets of the fund shall be maintained for the exclusive benefit of
members and their beneficiaries. At no time before the termination
of all the plans within the pension system and the satisfaction of
all liabilities with respect to members and their beneficiaries
under all plans shall any part of the principal or interest from the
assets of the fund be used for or diverted to purposes other than
the exclusive benefit of the members and beneficiaries.

(c) Notwithstanding any other provisions of this article,

the annual benefit [pensiern] provided with respect to any member

[ —The—maximum—anpuatl—benefit—payabie] 1in any
limitation year [fe—amembexr] may not exceed the amount permitted by
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Section 415(b) of the code for the limitation year, and the sum of

the member contributions and all other annual additions for any

limitation year may not exceed the amount permitted undexr Section

415(c) of the code for the limitation vyear. If the aggregated

annual benefit or aggregated annual additions under [lesser—of+

[A)—$980+0004+——0x
[B)—300—percent—of—a—membexrs—415——compensation

aggregate—benefits—otherwice—payable—fxom] any qualified plans
created under this article and any other defined benefit plan or

plans maintained by the city would otherwise exceed the limitations

of Section 415 of the code [Subdivisten+ireof this—subsection], the

required reductions in benefits or contributions shall first be

made to the extent possible from the other plan or plans. The

limitations referenced in this subsection shall be adjusted

annually in accordance with Section 415(d) of the code and any

adjustment to benefits applies to the benefits of active and

terminated members and applies without regard to whether a

terminated member is a pensioner.

(43— - . e followines
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defined—econtributieonplon=]

(c-1) [3] Notwithstanding anything contained in this

section to the contrary, the limitations, adjustments, and other
requirements prescribed by this section shall at all times be

computed in the manner most favorable to the affected members, to

the extent permitted by guidelines issued by the Internal Revenue

Service [compiy—with-the reguirements—of Section4i5of thecode—and
aHregulatieons—promulgated—under—the—code]. If any provision of

Section 415 of the code is repealed or is not enforced by the

Internal Revenue Service, that provision may not reduce the
benefits of any member after the effective date of the repeal of the
provision or during the period in which the provision is not

enforced.
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(c=2) Any benefit reductions that are required to be made

under this section shall be applied to reduce the monthly benefit

that would otherwise have been payable to the member, unless the

value of the member's DROP account accrued under Section 6.14 of

this article exceeds the amount that may be paid under this section.

If the value of the DROP account exceeds the value of the payments

that may be made under this section, the member shall receive a

lump-sum payment from the account of the maximum amount that may be

paid under this section and the payment shall permanently reduce

the benefits the member would otherwise have been entitled to

receive under the combined pension plan.

(d) A member's retirement pension may not begin later than
April 1 of the year after the later of the year in which the member
leaves active service or the year in which the member attains age

70-1/2 and must at all times comply with the regquirements of Section

401(a) (9) of the code. [Benefitsto—a—gualified-beneficiarymaynoet
begintater—thaneoneyearafter thedate—eofthe memberisdeath].
(e) Any person [membexr—eor—benefieiary] who receives any

distribution from any plan within the pension system that is an

eligible rollover distribution as defined by Section 402(f) (2) (A)
of the code is entitled to have that distribution transferred
directly to another eligible retirement plan as defined by Section

402(c) (8)(B) of the code of the person's [member's—er beneficiaxry's]

choice on providing direction regarding that transfer to the

executive director [administxate¥r] in accordance with procedures

established by the executive director [administxater].

(e=1) If an eligible rollover distribution described by
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Subsection (e) of this section is to a designated beneficiary who is

not the spouse or former spouse of the member, the transfer may only

be to an individual retirement account or an individual retirement

annuity.
(f) For the 2017 calendar vyear, the [Fhe] annual

compensation taken into account for any purpose under the combined

pension plan [+his—artiete] may not exceed $400,000 for an eligible

participant or $270,000 for an ineligible participant [$200-000—Ffexr
SRy —eatendar—yea¥] . For a Group A member the term "annual

compensation” means the aggregate of the member's base pay. For a

Group B member the term "annual compensation" means the aggregate
of the member's computation pay for any given plan year. These
dollar limits [Fhe—$2004,000—3imit] shall be adjusted from [e=n
Jangary—t+eofeachyearat—+thesame] time to time [and] in accordance
with quidelines [&he——same—mannex—as] provided by the secretary of
the treasury. For [Seetien4ib5{d)—ofthecode—Indetexrminingthe
compensation—-ofa-membexr—fo¥x] purposes of this subsection, an:

(1) "eligible participant" means any person who first

became a member of the pension system before January 1, 1996; and

(2) "ineligible participant” means any membexr who is

not an eligible participant [dimitation—the—family—aggregatien
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(g) For purposes of Subsection (h) of this section, "normal

retirement age" means the earlier of:

(1) the attainment of 50 years of age on or before

September 1, 2017, and completion of at least five years of pension

service;

(2) the attainment of 58 years of age after September

1, 2017, and completion of at least five years of pension service;

or
(3) completion of 20 years of pension service.
(h) The retirement benefit earned by a member is
nonforfeitable:

(1) on attainment of normal retirement age, if not

already nonforfeitable; or

(2) to the extent the benefit is funded, if not already

nonforfeitable, on the termination or partial termination of the

combined pension plan or the complete discontinuance of city

contributions to the fund.

(i) In accordance with Section 401(a)(8) of the code,

forfeitures arising under the combined pension plan may not be used

to increase the benefits any member would otherwise receive under

the terms of the plan. Forfeitures may be used first to reduce

administrative expenses, then to reduce required city

contributions.

(j) Subject to procedures adopted by the board, the pension

system shall accept an eligible rollover distribution from anothex
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eligible retirement plan as defined by Section 402(f)(2)(B) of the

code as payment of all or a portion of any payment a member is

permitted to make to the pension system for past pension service

credit. The pension system shall separately account for any

after—-tax contributions transferred from any plan under this

subsection.

SECTION 1.49. Section 8.02, Article 6243a-1, Revised
Statutes, is amended to read as follows:
Sec. 8.02. EXCESS BENEFIT PLAN FOR POLICE OFFICERS AND FIRE

FIGHTERS. The board may by rule establish and administer [6a—the

pensiop——-oystem]) a separate [+] qualified governmental

[rongualified] excess benefit arrangement and associated trust for

the arrangement in accordance with Section 415(m) of the code.

(o L Lo £ollowi ;
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26 SECTION 1.50. Section 8.03, Article 6243a-1, Revised

27 Statutes, is amended to read as follows:
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Sec. 8.03. EXEMPTION OF BENEFITS FROM JUDICIAL PROCESS OR

ALIENATION. (a) A portion of the fund or benefit or amount awarded

to any primary party, qualified survivor, [e¥] beneficiary of a

member's DROP account, excess benefit participant, or survivor of

an excess benefit participant under this article may not be held,

seized, taken, subjected to, or detained or levied on by virtue of
any execution, attachment, garnishment, injunction, or other writ,
order, or decree, or any process or proceedings issued from or by
any court for the payment or satisfaction, in whole or in part, of
any debt, damage, claim, demands, or Jjudgment against any person
entitled to benefits from any plan within the pension system or from

the excess benefit plan. The fund and the excess benefit plan or

any claim against the fund or the excess benefit plan may not be

directly or indirectly assigned or transferred, and any attempt to

transfer or assign the fund or the excess benefit plan or a claim

against the fund or the excess benefit plan is void.

(b) A benefit under any plan created or existing pursuant to
this article or Article 6243a is subject to division pursuant to the
terms of a qualified domestic relations order. The executive
director [administratex] shall determine the qualifications of a
domestic relations order according to a uniform, consistent
procedure approved by the board. The total benefit payable to a
primary party or to an alternate payee under a qualified domestic
relations order may not actuarially exceed the benefits to which a
primary party would be entitled in the absence of the qualified
domestic relations order. In calculating the alternate payee's

benefits under a qualified domestic relations order, the interest
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rate is the rate used by the pension system's actuary in the
actuarial evaluation for that year, except that the minimum
interest rate for this purpose is the minimum required by Section
414 of the code.

(c) This section does not preclude:
(1) the payment of death benefits to a [suppext] trust
for certain [suwxwiwing] children of a primary party pursuant to
Section 6.06(n) of this article;

(2) the withholding of federal taxes from pension

benefits;

(3) the recovery by the board of overpayments of

benefits previously made to any person;

(4) the direct deposit of benefit payments to an

account in a bank, savings and loan association, credit union, or

other financial institution, provided the arrangement is not an

alienation;

(5) wunder any policy adopted by the board and

uniformly applied to voluntary arrangements entered into by a

primary party or gqualified survivor, any voluntary and revocable

arrangement entered into by a pensioner or a gqualified survivor

that permits the withholding and direct payment of health care or

life insurance premiums or similar payments from the monthly

benefit payments; or

(6) an assignment of the distribution from an

annuitized DROP account to a third party under Section 6.14(e-3) (1)

of this article.

(d) For purposes of Subsection (c) of this section, an
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attachment, garnishment, levy, execution, or other legal process is

not considered a voluntary arrangement.

SECTION 1.51. Chapter 810, Government Code, is amended by
adding Section 810.002 to read as follows:

Sec. 810.002. ALTERNATIVE BENEFIT PLAN FOR CERTAIN

MUNICIPALITIES. (a) In this section, "alternative benefit plan"

means a continuing, organized benefit plan, including a plan

qualified under Section 401(a) of the Internal Revenue Code of

1986, of service retirement, disability retirement, or death

benefits for officers or employees of a municipality.

(b) This section applies only to a municipality subject to

Article 6243a-1, Revised Statutes.

(c) Notwithstanding any other law and subject to Subsection

(f), the governing body of a municipality subject to this section

may by ordinance:

(1) establish an alternative benefit plan and

determine the benefits, funding source and amount, and

administration of the alternative benefit plan; and

(2) require an employee first hired by the

municipality on or after the date the alternative benefit plan is

implemented to participate in the alternative benefit plan instead

of participating in the pension system provided under Article

6243a-1, Revised Statutes.

(d) Each active participant of an alternative benefit plan

established under this section shall contribute to the plan an

amount, if any, determined by the municipality. The municipality

shall contribute for each active participant in an alternative
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benefit plan established under Subsection (c) an amount determined

by the municipality.

(e) A municipality that establishes an alternative benefit

plan under this section shall file all reports with the State

Pension Review Board required by Chapter 802.

(f) The governing body of a municipality may only establish

an alternative benefit plan under this section if:

(1) the qualified actuary of the pension system

established under Article 6243a-1, Revised Statutes, determines

that after establishment and implementation of the alternative

benefit plan, the pension system would continue to comply with

funding and amortization period requirements applicable to the

pension system under Subchapter C, Chapter 802; and

(2) the State Pension Review Board conducts a review

of and validates the determination made under Subdivision (1).

SECTION 1.52. The following provisions of Article 6243a-1,
Revised Statutes, are repealed:
(1) Section 3.01(c);
(2) Section 4.01(b);
(3) Section 4.02(f);
(4) Sections 6.06(i) and (s);
(5) Section 6.10B(h);
(6) Sections 6.14(i) and (k); and
(7) Part 7.
SECTION 1.53. (a) In this section, "board," "city,"
"nominations committee," "pension system," and "trustee" have the

meanings assigned by Section 2.01, Article 6243a-1, Revised
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Statutes, as amended by this article.

(b) The terms of the current trustees expire on the
effective date of this article. Subject to Subsection (e) of this
section, on that date or as soon as possible after that date:

(1) the mayor shall appoint new trustees to the board
in accordance with the requirements of Section 3.01(b) (1), Article
6243a-1, Revised Statutes, as added by this article; and

(2) notwithstanding the requirements of Sections
3.01(b)(2), (3), and (4) and (f), Article 6243a-1, Revised
Statutes, as added or amended by this article, that the board in
consultation with the nominations committee adopt rules governing
the election of trustees appointed under Sections 3.01(b)(2), (3),
and (4), Article 6243a-1, Revised Statutes, as added by this
article, the nominations committee shall adopt procedures for
electing the initial trustees elected under Sections 3.01(b)(2),
(3), and (4), Article 6243a-1, Revised Statutes, as added by this
article.

(c) Notwithstanding Section 3.01(o), Article 6243a-1,
Revised Statutes, as amended by this article, and except as
provided by Subsections (d) and (g) of this section, the board may
not take any action authorized by Article 6243a-1, Revised
Statutes, until at least 10 initial trustees have been appointed or
elected, except that the board may take such an action, other than
an action described by Section 3.01(0) (2), Article 6243a-1, Revised
Statutes, as added by this article, before at least 10 initial
trustees have been appointed or elected if the action is in the

ordinary course of business of the board and is required for the
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continued administration of the pension system.

(d) Once all trustees have been appointed or elected to the
board under this section, the board shall by majority vote adopt
rules establishing a process for electing trustees under Sections
3.01(b)(2), (3), and (4), Article 6243a-1, Revised Statutes, as
added by this article.

(e) As soon as possible after the effective date of this
article, the mayor and the nominations committee shall:

(1) make a determination wunder Section 3.01l(e),
Article 6243a-1, Revised Statutes, as amended by this article,
regarding the term limits of the board established under that
section; and

(2) notwithstanding Section 3.01(e), Article 6243a-1,
Revised Statutes, as amended by this article, determine the terms
of initial trustees to ensure the appropriate staggering of trustee
terms.

(f) Notwithstanding Section 3.01(g), Article 6243a-1,
Revised Statutes, the board shall elect from among its trustees an
initial chairman, vice chairman, and deputy vice chairman as soon
as possible after all trustees have been appointed or elected in
accordance with this article and, if the board elects to do so, an
initial second deputy vice chairman.

(g) Not later than the 90th day after the date all trustees
under Section 3.01, Article 6243a-1, Revised Statutes, as amended
by this article, have been appointed or elected, the board shall
vote on and, if the board determines it is appropriate, amend the

existing rules relating to the governance and conduct of the board.
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SECTION 1.54. (a) Not later than January 1, 2018, the board
of trustees of the pension system established under Article
6243a-1, Revised Statutes, shall:

(1) establish the ethics policy required by Section
3.01(r), Article 6243a-1, Revised Statutes, as added by this
article; and

(2) appoint an executive director under Section 3.04,
Article 6243a-1, Revised Statutes, as amended by this article.

(b) As soon as possible after the executive director is
appointed under Subsection (a) of this section, the executive
director may hire, subject to confirmation by the board of trustees
of the pension system established under Article 6243a-1, Revised
Statutes, a chief investment officer as authorized under Section
3.025, Article 6243a-1, Revised Statutes, as added by this article,
and a chief 1legal officer as authorized under Section 3.03(c),
Article 6243a-1, Revised Statutes, as amended by this article.

SECTION 1.55. (a) In this section, "executive director,"
"nominations committee," and ‘"pensioner" have the meanings
assigned by Section 2.01, Article 6243a-1, Revised Statutes, as
amended by this article.

(b) As soon as possible after the effective date of this
article but not later than the 30th day after the effective date of
this article, the president, chair, or other executive head of an
organization described by Section 3.011(a)(2), Article 6243a-1,
Revised Statutes, as added by this article, that is eligible to and
intends to participate on the nominations committee shall notify

the executive director of:
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(1) the organization's intent to participate on the
nominations committee; and
(2) whether the president, chair, or other executive
head, as appropriate, or that person's designee will serve on the
committee.

SECTION 1.56. Section 4.025, Article 6243a-1, Revised
Statutes, as added by this article, applies only to a contribution
made on or after the date of the most recently completed actuarial
valuation following the effective date of this article.

SECTION 1.57. The board of trustees of the pension system
established under Article 6243a-1, Revised Statutes, shall review
all investments held on the effective date of this article under
Section 4.071, Article 6243a-1, Revised Statutes, as added by this

article.

SECTION 1.58. Changes in law to Part 5, Article 6243a-1,
Revised Statutes, as amended by this article, apply to membership
in a pension system established under Article 6243a-1, Revised
Statutes, on or after the effective date of this article.

SECTION 1.59. A rollover distribution to a plan
administered by the pension system established under Article
6243a-1, Revised Statutes, that was made on or after January 1,
2002, is validated as of the date the distribution occurred. A
distribution described by this section may not be held invalid
because the distribution was not performed in accordance with
Section 8.01(j), Article 6243a-1, Revised Statutes, as added by
this article, or other applicable law.

SECTION 1.60. Section 6.14(e), Article 6243a-1, Revised
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Statutes, as amended by this article, applies only to a
distribution out of a deferred retirement option plan account that
is made on or after the implementation of that section. A
distribution out of a deferred retirement option plan account that
is made before the implementation of that section is governed by the
law in effect when the distribution is made.
ARTICLE 2. IMMEDIATE PROHIBITION ON CERTAIN DISTRIBUTIONS
SECTION 2.01. Part o, Article 6243a-1, Revised Statutes, is
amended by adding Section 6.142 to read as follows:

Sec. 6.142. PROHIBITION ON CERTAIN DISTRIBUTIONS. (a)

Notwithstanding Section 6.14 of this article, including Section

6.14(d) (1) of this article, the board may not allow any

distribution out of a DROP participant's DROP account to a DROP

participant oxr a participant's designated beneficiary, except:

(1) in the event of an unforeseeable emergency, as

described in Section 6 of the DROP addendum policy adopted by the

board that took effect on January 12, 2017;

(2) for purposes of making a minimum annual

distribution, as described in Section 7 of the DROP addendum policy

adopted by the board that took effect on January 12, 2017;

(3) as permitted by the board under Section 8e of the

DROP addendum policy adopted by the board that took effect on

January 12, 2017, in order to avoid the possibility of an early

distribution tax penalty under Section 72(t) of the code; or

(4) in compliance with a court order.

(b) This section expires September 1, 2017.
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ARTICLE 3. SEVERABILITY AND EFFECTIVE DATE

SECTION 3.01. If any provision of this Act or 1its
application to any person or circumstance is held invalid, the
invalidity does not affect other provisions or applications of this
Act that can be given effect without the invalid provision or
application, and to this end the provisions of this Act are declared
to be severable.

SECTION 3.02. (a) Except as provided by Subsections (b) and
(d) of this section, this Act takes effect immediately if it
receives a vote of two-thirds of all the members elected to each
house, as provided by Section 39, Article III, Texas Constitution.
If this Act does not receive the vote necessary for immediate
effect, this Act takes effect on the 91st day after the last day of
the legislative session.

(b) Article 1 of this Act takes effect on September 1, 2017,
unless the board of trustees of the pension system established
under Article 6243a-1, Revised Statutes, violates Section 6.142,
Article 6243a-1, Revised Statutes, as added by this Act, on or
before August 31, 2017, as determined by the State Pension Review
Board. At the request of the State Pension Review Board and within
the time prescribed by the State Pension Review Board, the board of
trustees shall provide the data or other information requested by
the State Pension Review Board for purposes of making a
determination under this subsection.

(c) If the State Pension Review Board determines that the
pension system violated Section 6.142, Article 6243a-1, Revised

Statutes, as added by this Act, the State Pension Review Board
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shall: \
(1) not later tﬂan August 31, 2017:

(A) notifylthe board of trustees of the pension
system and the mayor and city council of a city subject to Article
6243a-1, Revised Statutes, of 1ts determination under this section;
and |

(B) publish notice of 1its determination underx
this section on the State Pension Review Board's Internet website;
and

(2) as soon as practicable after August 31, 2017,
publish notice of its determination under this section in the Texas
Register.

(c-1) The State Pension Review Board shall make the
determination described by Subsection (c) of this section based on
the data or other information that:

(1) 1is in the State Pension Review Board's possession
on or before August 31, 2017; and

(2) was provided with enough time for the State
Pension Review Board to reasonably use the information to make a
determination under this section.

(d) 1If, not later than August 31, 2017, the State Pension

Review Board makes the determination described by Subsection (c) of

this section, Article 1 of this Act has no effect.
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LEGISLATIVE BUDGET BOARD
Austin, Texas

FISCAL NOTE, 85TH LEGISLATIVE REGULAR SESSION

May 24, 2017
TO: Honorable Joe Straus, Speaker of the House, House of Representatives
FROM: Ursula Parks, Director, Legislative Budget Board

IN RE: HB3158 by Flynn (Relating to the retirement systems for and the provision of other
benefits to police and fire fighters in certain municipalities; creating a criminal offense. ),
As Passed 2nd House

No significant fiscal implication to the State is anticipated.

The bill would amend the Revised Statutes relating to the benefits of police and fire fighters in the
City of Dallas. The bill would modify many components of the retirement system. This analysis
focuses on the most significant changes.

The Dallas Police and Fire Pension System (Pension) has three tiers based on date of hire. The bill
would increase the retirement age for Tier 1 (hired before 1/1/2007) and Tier 2 (hired between
1/1/2007 and 2/28/2011) from 50 to 58, and increase Tier 3 (hired after 2/28/2011) from 55 to 58.
Early retirement is a current option for Tiers 1 and 2 beginning at age 45. The bill would allow
members in all three tiers to retire at age 53 with reduced benefits.

The bill would change the maximum benefit for Tiers 1 and 2 from 96 percent of computation pay
to 90 percent of computation pay. Computation pay is based on the pay rate for an employee's
highest civil service rank, educational incentive pay, longevity pay, and city service incentive

pay.

The bill would limit the number of years a member could participate in a deferred retirement
option plan (DROP) to 10 years. Currently there is no limit to DROP participation. The bill would
prohibit an active DROP participant from receiving a distribution from the DROP account. The bill
would remove authority allowing active DROP accounts to earn interest. DROP accounts would be
distributed as an annuity over the life expectancy of the member. Current law allows DROP
participants to receive a single lump sum distribution.

The bill would allow the Pension to make cost of living adjustments (COLA). Currently Tier 1
receives a 4 percent simple COLA every year. Tiers 2 and 3 receive an ad hoc COLA not to exceed
4 percent simple COLA on the base benefit. The bill would adjust Tier 1 to match Tiers 2 and 3

and make the COLA dependent on reaching certain financial benchmarks. The benchmark, the
market value of assets divided by the Pensions actuarial accrued liabilities, must be greater than or
equal to .70. The bill would prohibit DROP accounts from receiving a COLA.

The bill would allow retiree DROP participants to accrue interest on the accounts equal to the 10-
year note issued by the United States Department of the Treasury or other federal treasury note.
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The bill would set the employee contribution rates to 13.5 percent for active members. Under
current law, Tier 1 employees contribute 6.5 percent and Tier 2 employees contribute 8.5 percent.

The bill would set the contribution rate for the City of Dallas to 34.5 percent of computation pay.
Under current law, the City of Dallas contribution rate is set based on the employee contribution
rate and capped at 28.5 percent of total salaries and wages.

According to an actuarial analysis provided by the City of Dallas, the bill would require the City
of Dallas to contribute an additional $11.0 million each year. Beginning on or after September 1,
2019 the $11.0 million contributions would cease if the unfunded actuarial accrued liability
(UAAL) is not projected to be paid off within 35 years while including the additional $11.0
million.

The bill would create a Class B misdemeanor if an employee or other agent acting on behalf of the
pension system knowingly provides false information to the Pension Review Board.

The bill would repeal Section 3.01(c), Section 4.01(b), Section 4.02 (f), Section, 606(i) and (s),
Section 6.10B(h), Section 6.14(1) and (k), and Part 7 of Article 6243a-1, Revised Statutes.

Local Government Impact

According to an actuarial analysis provided by the City of Dallas, the current pension system will
become insolvent within the next 10 years.

The Pension currently has an unfunded liability of $3,696.0 million. Under the provisions of the
bill, the unfunded liability would decline to $2,280.0 million. The funded ratio would increase
from 36.8 percent to 48.6 percent.

According to the actuarial analysis, implementing provisions of the bill would result in the UAAL
being paid off in 58 years. The actuarial analysis assumes that the additional $11.0 million
contribution will end September 2019. However, if the city contributes the additional $11.0
million every year, regardless of the projected years to full funding as of January 1,2019, the
UAAL is projected to be paid off in 48 years.

The City of Dallas estimates the bill would require the city to spend an additional $22.8 million in
fiscal year 2018 and an estimated $161.9 million over five years.

A Class B misdemeanor is punishable by a fine of not more than $2,000, confinement in jail for a
term not to exceed 180 days, or both. Costs associated with enforcement, prosecution and
confinement could likely be absorbed within existing resources. Revenue gain from fines imposed
and collected is not anticipated to have a significant fiscal implication.

Source Agencies: 338 Pension Review Board
LBB Staff: UP, JGA, AG, GG, BM, BRi
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LEGISLATIVE BUDGET BOARD
Austin, Texas

FISCAL NOTE, 85TH LEGISLATIVE REGULAR SESSION

May 19, 2017
TO: Honorable Joan Huffman, Chair, Senate Committee on State Affairs
FROM: Ursula Parks, Director, Legislative Budget Board

IN RE: HB3158 by Flynn (Relating to the retirement systems for and the provision of other
benefits to police and fire fighters in certain municipalities; creating a criminal offense.),
Committee Report 2nd House, Substituted

No significant fiscal implication to the State is anticipated.

The bill would amend the Revised Statutes relating to the benefits of police and fire fighters in the
City of Dallas. The bill would modify many components of the retirement system. This analysis
focuses on the most significant changes.

The Dallas Police and Fire Pension System (Pension) has three tiers based on date of hire. The bill
would increase the retirement age for Tier 1 (hired before 1/1/2007) and Tier 2 (hired between
1/1/2007 and 2/28/2011) from 50 to 58, and increase Tier 3 (hired after 2/28/2011) from 55 to 58.
Early retirement is a current option for Tiers 1 and 2 beginning at age 45. The bill would allow
members in all three tiers to retire at age 53 with reduced benefits.

The bill would change the maximum benefit for Tiers 1 and 2 from 96 percent of computation pay
to 90 percent of computation pay. Computation pay is based on the pay rate for an employee's
highest civil service rank, educational incentive pay, longevity pay, and city service incentive

pay.

The bill would limit the number of years a member could participate in a deferred retirement
option plan (DROP) to 10 years. Currently there is no limit to DROP participation. The bill would
prohibit an active DROP participant from receiving a distribution from the DROP account. The bill
would remove authority allowing active DROP accounts to earn interest. DROP accounts would be
distributed as an annuity over the life expectancy of the member. Current law allows DROP
participants to receive a single lump sum distribution.

The bill would allow the Pension to make cost of living adjustments (COLA). Currently Tier 1
receives a 4 percent simple COLA every year. Tiers 2 and 3 receive an ad hoc COLA not to exceed
4 percent simple COLA on the base benefit. The bill would adjust Tier 1 to match Tiers 2 and 3
and make the COLA dependent on reaching certain financial benchmarks. The benchmark, the
market value of assets divided by the Pensions actuarial accrued liabilities, must be greater than or
equal to .70. The bill would prohibit DROP accounts from receiving a COLA.

The bill would allow retiree DROP participants to accrue interest on the accounts equal to the 10-
year note issued by the United States Department of the Treasury or other federal treasury note.
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The bill would set the employee contribution rates to 13.5 percent for active members. Under
current law, Tier 1 employees contribute 6.5 percent and Tier 2 employees contribute 8.5 percent.

The bill would set the contribution rate for the City of Dallas to 34.5 percent of computation pay.
Under current law, the City of Dallas contribution rate is set based on the employee contribution
rate and capped at 28.5 percent of total salaries and wages.

According to an actuarial analysis provided by the City of Dallas, the bill would require the City
of Dallas to contribute an additional $11.0 million each year. Beginning on or after September 1,
2019 the $11.0 million contributions would cease if the unfunded actuarial accrued liability
(UAAL) is not projected to be paid off within 35 years while including the additional $11.0
million.

The bill would create a Class B misdemeanor if an employee or other agent acting on behalf of the
pension system knowingly provides false information to the Pension Review Board.

The bill would repeal Section 3.01(c), Section 4.01(b), Section 4.02 (f), Section, 606(i) and (s),
Section 6.10B(h), Section 6.14(i) and (k), and Part 7 of Article 6243a-1, Revised Statutes.

Local Government Impact

According to an actuarial analysis provided by the City of Dallas, the current pension system will
become insolvent within the next 10 years.

The Pension currently has an unfunded liability of $3,696.0 million. Under the provisions of the
bill, the unfunded liability would decline to $2,280.0 million. The funded ratio would increase
from 36.8 percent to 48.6 percent.

According to the actuarial analysis, implementing provisions of the bill would result in the UAAL
being paid off in 58 years. The actuarial analysis assumes that the additional $11.0 million
contribution will end September 2019. However, if the city contributes the additional $11.0
million every year, regardless of the projected years to full funding as of January 1, 2019, the
UAAL is projected to be paid off in 48 years.

The City of Dallas estimates the bill would require the city to spend an additional $22.8 million in
fiscal year 2018 and an estimated $161.9 million over five years.

A Class B misdemeanor is punishable by a fine of not more than $2,000, confinement in jail for a
term not to exceed 180 days, or both. Costs associated with enforcement, prosecution and
confinement could likely be absorbed within existing resources. Revenue gain from fines imposed
and collected is not anticipated to have a significant fiscal implication.

Source Agencies: 338 Pension Review Board
LBB Staff: UP, JGA, AG, GG, BM, BRi
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LEGISLATIVE BUDGET BOARD
Austin, Texas

FISCAL NOTE, 85TH LEGISLATIVE REGULAR SESSION

May 12, 2017
TO: Honorable Joan Huffman, Chair, Senate Committee on State Affairs
FROM: Ursula Parks, Director, Legislative Budget Board

IN RE: HB3158 by Flynn (Relating to the retirement systems for and the provision of other
benefits to police and fire fighters in certain municipalities; creating a criminal offense.),
As Engrossed

No significant fiscal implication to the State is anticipated.

The bill would amend the Revised Statutes relating to the benefits of police and fire fighters in the
City of Dallas. The bill would modify many components of the retirement system. This analysis
focuses on the most significant changes.

The Dallas Police and Fire Pension System (Pension) has three tiers based on date of hire. The bill
would increase the retirement age for Tier 1 (hired before 1/1/2007) and Tier 2 (hired between
1/1/2007 and 2/28/2011) from 50 to 58, and increase Tier 3 (hired after 2/28/2011) from 55 to 58.
Early retirement is a current option for Tiers 1 and 2 beginning at age 45. The bill would allow
members in all three tiers to retire at age 53 with reduced benefits.

The bill would change the maximum benefit for Tiers 1 and 2 from 96 percent of computation pay
to 90 percent of computation pay. Computation pay is based on the pay rate for an employee's
highest civil service rank, educational incentive pay, longevity pay, and city service incentive

pay.

The bill would limit the number of years a member could participate in a deferred retirement
option plan (DROP) to 10 years. Currently there is no limit to DROP participation. The bill would
prohibit an active DROP participant from receiving a distribution from the DROP account. The bill
would remove authority allowing active DROP accounts to earn interest. DROP accounts would be
distributed as an annuity over the life expectancy of the member. Current law allows DROP
participants to receive a single lump sum distribution.

The bill would allow the Pension to make cost of living adjustments (COLA). Currently Tier 1
receives a 4 percent simple COLA every year. Tiers 2 and 3 receive an Ad hoc COLA not to
exceed 4 percent simple COLA on the base benefit. The bill would adjust Tier 1 to match Tiers 2
and 3 and make the COLA dependent on reaching certain financial benchmarks. The benchmark,
the market value of assets divided by the Pensions actuarial accrued liabilities, must be greater
than or equal to .70. The bill would prohibit DROP accounts from receiving a COLA.

The bill would allow retiree DROP participants to accrue interest on the accounts equal to the 10-
year note issued by the United States Department of the Treasury or other federal treasury note.
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The bill would set the employee contribution rates to 13.5 percent for active members. Under
current law, Tier 1 employees contribute 6.5 percent and Tier 2 employees contribute 8.5 percent.

The bill would set the contribution rate for the City of Dallas to 34.5 percent of computation pay.
Under current law, the City of Dallas contribution rate is set based on the employee contribution
rate and capped at 28.5 percent of total salaries and wages.

According to an actuarial analysis provided by the City of Dallas, the bill would require the City
of Dallas to contribute an additional $11.0 million each year. Beginning on or after September 1,
2019 the $11.0 million contributions would cease if the unfunded actuarial accrued liability
(UAAL) is not projected to be paid off within 35 years while including the additional $11.0
million.

The bill would create a Class B misdemeanor if an employee or other agent acting on behalf of the
pension system knowingly provides false information to the Pension Review Board.

The bill would repeal Section 1.01 (b). Section 3.01(c), Section 4.01(b), Section 4.02 (f), Section,
606(1) and (s), Section 6.10B(h), Section 6.14(i) and (k), and Part 7 of the Revised Statutes.

Local Government Impact

According to an actuarial analysis provided by the City of Dallas, the current pension system will
become insolvent within the next 10 years.

The Pension currently has an unfunded liability of $3,696.0 million. Under the provisions of the
bill, the unfunded liability would decline to $2,280.0 million. The funded ratio would increase
from 36.8 percent to 48.6 percent.

According to the actuarial analysis, implementing provisions of the bill would result in the UAAL
being paid off in 58 years. The actuarial analysis assumes that the additional $11.0 million
contribution will end September 2019. However, if the city contributes the additional $11.0
million every year, regardless of the projected years to full funding as of January 1,2019, the
UAAL is projected to be paid off in 48 years.

The City of Dallas estimates the bill would require the city to spend an additional $22.8 million in
fiscal year 2018 and an estimated $161.9 million over five years.

A Class B misdemeanor is punishable by a fine of not more than $2,000, confinement in jail for a
term not to exceed 180 days, or both. Costs associated with enforcement, prosecution and
confinement could likely be absorbed within existing resources. Revenue gain from fines imposed
and collected is not anticipated to have a significant fiscal implication.

Source Agencies: 338 Pension Review Board
LBB Staff: UP, JGA, AG, GG, BM, BRI
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LEGISLATIVE BUDGET BOARD
Austin, Texas

FISCAL NOTE, 85TH LEGISLATIVE REGULAR SESSION
April 16, 2017
TO: Honorable Dan Flynn, Chair, House Committee on Pensions
FROM: Ursula Parks, Director, Legislative Budget Board

IN RE: HB3158 by Flynn (Relating to the retirement systems for and the provision of other
benefits to police and fire fighters in certain municipalities.), Committee Report 1st
House, Substituted

No significant fiscal implication to the State is anticipated.

The bill would amend the Revised Statutes relating to the benefits of police and fire fighters in the
City of Dallas. The bill would modify many components of the retirement system. This analysis
focuses on the most significant changes.

The Dallas Police and Fire Pension System (Pension) has three tiers based on date of hire. The bill
would increase the retirement age for Tier 1 (hired before 1/1/2007) and Tier 2 (hired between
1/1/2007 and 2/28/2011) from 50 to 58, and increase Tier 3 (hired after 2/28/2011) from 55 to 58.
Early retirement is a current option for Tiers 1 and 2 beginning at age 45. The bill would allow
members in all three tiers to retire at age 53 with reduced benefits.

The bill would change the maximum benefit for Tiers | and 2 from 96 percent of computation pay
to 90 percent of computation pay. Computation pay is based on the pay rate for an employee's
highest civil service rank, educational incentive pay, longevity pay, and city service incentive

pay.

The bill would limit the number of years a member could participate in a deferred retirement
option plan (DROP) to 10 years. Currently there is no limit to DROP participation. The bill would
prohibit an active DROP participant from receiving a distribution from the DROP account. The bill
would remove authority allowing active DROP accounts to earn interest. DROP accounts would be
distributed as an annuity over the life expectancy of the member. Current law allows DROP
participants to receive a single lump sum distribution.

The bill would allow the Pension to make cost of living adjustments (COLA). Currently Tier 1
receives a 4 percent simple COLA every year. Tiers 2 and 3 receive an Ad hoc COLA not to
exceed 4 percent simple COLA on the base benefit. The bill would adjust Tier 1 to match Tiers 2
and 3 and make the COLA dependent on reaching certain financial benchmarks. The benchmark,
the market value of assets divided by the Pensions actuarial accrued liabilities, must be greater
than or equal to .70. The bill would prohibit DROP accounts from receiving a COLA.

The bill would allow retiree DROP participants to accrue interest on the accounts equal to the 10-
year note issued by the United States Department of the Treasury or other federal treasury note.

Page 1 of 2



The bill would set the employee contribution rates to 13.5 percent for active members. Under
current law, Tier 1 employees contribute 6.5 percent and Tier 2 employees contribute 8.5 percent.

The bill would set the contribution rate for the City of Dallas to 34.5 percent of computation pay.
Under current law, the City of Dallas contribution rate is set based on the employee contribution
rate and capped at 28.5 percent of total salaries and wages.

According to an actuarial analysis provided by the City of Dallas, the bill would require the City
of Dallas to contribute an additional $11.0 million each year. Beginning on or after September 1,
2019 the $11.0 million contributions would cease if the unfunded actuarial accrued liability
(UAAL) is not projected to be paid off within 35 years while including the additional $11.0
million.

The bill would repeal Section 1.01 (b). Section 3.01(c), Section 4.01(b), Section 4.02 (f), Section,
606(1) and (s), Section 6.10B(h), Section 6.14(i) and (k), and Part 7 of the Revised Statutes.

Local Government Impact

According to an actuarial analysis provided by the City of Dallas, the current pension system will
become insolvent within the next 10 years.

The Pension currently has an unfunded liability of $3,696.0 million. Under the provisions of the
bill, the unfunded liability would decline to $2,280.0 million. The funded ratio would increase
from 36.8 percent to 48.6 percent.

According to the actuarial analysis, implementing provisions of the bill would result in the UAAL
being paid off in 58 years. The actuarial analysis assumes that the additional $11.0 million
contribution will end September 2019. However, if the city contributes the additional $11.0
million every year, regardless of the projected years to full funding as of January 1, 2019, the
UAAL is projected to be paid off in 48 years.

The City of Dallas estimates the bill would require the city to spend an additional $22.8 million in
fiscal year 2018 and an estimated $161.9 million over five years.

Source Agencies: 338 Pension Review Board
LBB Staff: UP, AG, GG, BM, BRi
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LEGISLATIVE BUDGET BOARD
Austin, Texas

FISCAL NOTE, 85TH LEGISLATIVE REGULAR SESSION
April 2, 2017
TO: Honorable Dan Flynn, Chair, House Committee on Pensions
FROM: Ursula Parks, Director, Legislative Budget Board

IN RE: HB3158 by Flynn (Relating to the retirement systems for and the provision of other
benefits to police and fire fighters in certain municipalities.), As Introduced

'No significant fiscal implication to the State is anticipated.

The bill would amend the Revised Statutes relating to the benefits of police and fire fighters in the
City of Dallas. The bill would modify many components of the retirement system. This analysis
focuses on the most significant changes.

The Dallas Police and Fire Pension System (Pension) has three tiers based on date of hire. The bill
would increase the retirement age for Tier 1 (hired before 1/1/2007) and Tier 2 (hired between
1/1/2007 and 2/28/2011) from 50 to 58, and increase Tier 3 (hired after 2/28/2011) from 55 to 58.
Early retirement is a current option for Tiers | and 2 beginning at age 45. The bill would allow
members in all three tiers to retire at age 53 with reduced benefits.

The bill would change the maximum benefit for Tiers 1 and 2 from 96 percent of computation pay
to 90 percent of computation pay. Computation pay is based on the pay rate for an employee's
highest civil service rank, educational incentive pay, longevity pay, and city service incentive

pay.

The bill would limit the number of years a member could participate in a deferred retirement
option plan (DROP) to 10 years. Currently there is no limit to DROP participation. The bill would
prohibit an active DROP participant from receiving a distribution from the DROP account. The bill
would remove authority allowing active DROP accounts to earn interest. DROP accounts would be
distributed as an annuity over the life expectancy of the member. Current law allows DROP
participants to receive a single lump sum distribution.

The bill would allow the Pension to make cost of living adjustments (COLA). Currently Tier 1
recerves a 4 percent simple COLA every year. Tiers 2 and 3 receive an Ad hoc COLA not to
exceed 4 percent simple COLA on the base benefit. The bill would adjust Tier 1 to match Tiers 2
and 3 and make the COLA dependent on reaching certain financial benchmarks. The benchmark,
the market value of assets divided by the Pensions actuarial accrued liabilities, must be greater
than or equal to .70. The bill would prohibit DROP accounts from receiving a COLA.

The bill would allow retiree DROP participants to accrue interest on the accounts equal to the 10-
year note issued by the United States Department of the Treasury or other federal treasury note.

The bill would set the employee contribution rates to 13.5 percent for active members. Under
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current law, Tier | employees contribute 6.5 percent and Tier 2 employees contribute 8.5 percent.

The bill would set the contribution rate for the City of Dallas to 34.5 percent of computation pay.
Under current law, the City of Dallas contribution rate is set based on the employee contribution
rate and capped at 28.5 percent of total salaries and wages.

According to an actuarial analysis provided by the City of Dallas, the bill would require the City
of Dallas to contribute an additional $11.0 million each year. Beginning on or after September 1,
2019 the $11.0 million contributions would cease if the unfunded actuarial accrued liability
(UAAL) is not projected to be paid off within 35 years while including the additional $11.0
million.

The bill would repeal Section 3.01(c), Section 4.01(b), Section 4.02 (f), Section, 606(1) and (s),
Section 6.10B(h), Section 6.14(i) and (k), and Part 7 of the Revised Statutes.

Local Government Impact

According to an actuarial analysis provided by the City of Dallas, the current pension system will
become insolvent within the next 10 years.

The Pension currently has an unfunded liability of $3,696.0 million. Under the provisions of the
bill, the unfunded liability would decline to $2,186.0 million. The funded ratio would increase
from 36.8 percent to 49.6 percent.

According to the actuarial analysis, implementing provisions of the bill would result in the UAAL
being paid off in 48 years. The actuarial analysis assumes that the additional $11.0 million
contribution will end September 2019. However, if the city contributes the additional $11.0
million every year, regardless of the projected years to full funding as of January 1, 2019, the
UAAL is projected to be paid off in 40 years.

The City of Dallas estimates the bill would require the city to spend an additional $22.8 million in
fiscal year 2018 and an estimated $161.9 million over five years.

Source Agencies: 338 Pension Review Board
LBB Staff: UP, AG, GG, BM, BRi
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LEGISLATIVE BUDGET BOARD
Austin, Texas

ACTUARIAL IMPACT STATEMENT

85TH LEGISLATIVE REGULAR SESSION

May 24, 2017
TO: Honorable Joe Straus, Speaker of the House, House of Representatives
FROM: Ursula Parks, Director, Legislative Budget Board

IN RE: HB3158 by Flynn (Relating to the retirement systems for and the provision of other
benefits to police and fire fighters in certain municipalities; creating a criminal offense. ),
As Passed 2nd House

The following information was supplied by Agency 338 - Pension Review Board:

HB 3158 As passed 2™ House would make significant changes to Article 6243a-1, Title 109 Revised Civil
Statutes (affecting the Dallas Police and Fire Pension System (DPFPS)) to increase both employee and City of
Dallas (City) contributions; modify future benefit accruals; provide a retroactive multiplier increase for certain
members; modify DROP participation and cost of living adjustments; make changes to the composition and
governance structure of the DPFPS board (board); and require the establishment of an investment advisory
committee. Article 6243a-1 establishes the basic governing structure of the DPFPS.

The proposed changes to the bill, if enacted, would significantly improve the actuarial soundness of the system.
Under the existing plan structure, the plan is expected to become insolvent within the next 10 years. While the
bill does not immediately bring the amortization period down to 40 years, which is the maximum
recommended amortization period according to PRB Guidelines for Actuarial Soundness currently in effect, it
sets the system on a path to full funding within a finite period.

The actuarial analysis provides the following details regarding the impact of the bill on projected January 1,
2017 actuarial valuation results:

Dallas Police and Fire Pension System Current HB 3158
Estimatcd Impact As of 1/1/2017 ($Millions) Plan

City Contribution* 27.5% 34.5%
Employee Contribution 8.5% 13.5%
Total Contribution 36.0% 48.0%
Total Normal Cost, before administrative $84 $60
expenses

Total Normal Cost as a % of Pay 22.6% 16.1%
Actuarial Accrued Liabilities (AAL) $5,849 $4,402
Actuarial Value of Assets (AVA) ($2,153) ($2,153)
Unfunded Actuarial Accrued Liability (millions) $3,696 $2,249
Funded Ratio 36.8% 48.9%
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Amortization Period** Infinite 46
(never)

* Amount 1s a percentage of total pay for current plan and a percentage of computation pay for the If Bill Enacted scenarios, but
does not include additional flat dollar annual contributions or the minimum dollar floor, as outlined in the Summary of Plan
Changes

** Takes into account the additional $13 mullion annual contribution for the period September 1,2017 - December 31,2024

The bill provides for an ad-hoc COLA that may not be paid unless the funded ratio is at least 70%. The
amortization period presented above assume that no COLA is paid until the plan is fully funded. The plan is
expected to reach a 70% funding ratio in 2047. Segal has indicated if a 2% COLA is paid beginning with the
year 2047, the UAAL would increase by approximately $51 million and amortization period would increase to
55 years. The PRB recommends that the costs of benefit changes, including any ad-hoc COLAs, should be
actuarially valued prior to adoption to ensure that additional costs will be funded adequately. The PRB
therefore recommends that as the funded ratio and amortization period of the plan improves, the board examine
the likelihood of paying any ad-hoc COLAs and include them in future valuations.

The contribution policy for the City would be a fixed percentage of pay plus a flat dollar contribution per year
through the end of 2024. However, the fixed percentage contribution would be subject to a minimum dollar
floor in each year (Employer Contributions as outlined in the Summary of Plan Changes section). In addition,
during 2024, the bill requires the system to engage an independent actuary, as selected by the PRB, to provide
recommendations regarding potential contribution or benefit changes that ensure the system remains actuarially
sound. The board is required to submit a plan to the PRB that takes into consideration the independent actuary's
recommendations outlining steps that will ensure the system remains on a path to financial solvency.
ACTUARIAL EFFECTS

The actuarial analysis provided by the plan's actuary states that although the retirement system is not projected
to reach 100% funding within 30 years, it is projected to eventually become fully funded. The plan's actuary
further states that currently the System is projected to become insolvent within the next 10 years. PRB's
actuarial review states that the bill would make the retirement system less unsound and would set it on a path to
full funding within a finite period.

Based on the results outlined in the actuarial analysis, DPFPS is likely to be immediately subject to the FSRP
requirements in Texas Government Code Section 802.2015 once the January 1, 2017 actuarial valuation is
finalized. However, based on the actuarial analysis, the changes made under the bill will be sufficient to satisfy
the Funding Soundness Restoration Plan requirements.

Furthermore, the PRB actuarial review states that it is important to recognize that even after the changes enacted
by the bill, if all assumptions are met, the UAAL is still expected to grow and the funded ratio is expected to
decline in the near term. Also, 90% or more of the City's contribution will be used to pay off the unfunded
actuarial accrued liability (UAAL) and therefore any reduction in the City contribution will increase the
expected time to fully fund the plan. The actuarial analysis also illustrates the impact or funding risk associated
with a prolonged reduction in payroll, which would have the effect of lowering the total dollar amount
contributed by the City, by assuming actual payroll is 90% of the projected payroll provided by the City. This
results in an amortization period of 59 years. However, the minimum contribution requirement under the
Employer Contribution provisions of the bill ensures this has minimal impact until after the floor and additional
dollar contribution expire at the end of 2024. During the seventh year, the bill requires the system to engage an
independent actuary, selected by the PRB, to provide recommendations regarding potential contribution or
benefit changes that ensure the system remains actuarially sound after the contribution floor, including the
additional flat dollar contribution, expires.

In addition, the board is required to adopt rules and submit a plan to the PRB to comply with any funding and
amortization period requirements contained in the Texas Government Code (Funding Soundness Restoration
Plan). This plan would be required to take into consideration the independent actuary's recommendations and
outline steps to ensure the retirement system remains on a path to financial solvency.

Below is a table of the total projected contribution amounts (City plus employee contributions) under the
current and proposed plans for the next 10 years:

Projected Total Contributions

(in millions)
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Valuation Current HB

Year Plan 3158
2017 $140 $159
2018 137 201
2019 144 210
2020 149 215
2021 153 221
2022 159 227
2023 165 223
2024 171 231
2025 177 226
2026 184 234
2027 191 243

Actuarial Assumptions and Methods
The assumptions and methods are the same as used in the January 1, 2016 actuarial valuation report except as

noted in the following table.
Summary of Changes in Assumptions
Discount Rate
7.25% - same as the January 1, 2016 actuarial valuation
Investment Return
Market value returns assumed to be 5.00% in 2016, -1.74% in 2017, 5.00% in 2018, 6.50% in 2019, 7.00% in
2020, and 7.25% thereafter. Assumed rates of return were provided by the System.
Actuarial Value of Assets
Set equal to market value of assets
Administrative Expenses
The greater of $10 million or 1% of computation pay
DROP Utilization
It is assumed that there will be no future entrants into DROP
Salary Increases
Select rates added for years 2016 - 2018.
2016 and 2018 - 10%if 0 - 10 years, 7% if 11 - 12 years, and 2% if 12 years
2017 - 5% if 0 - 10 years, 2% for all others
Current salary scale applies in 2019 and beyond

Total Computation Payroll

Year Payroll

2017 $372,000,000
2018 $364,000,000
2019 $383,000,000
2020 $396,000,000
2021 $408,000,000
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2022 $422,000,000

2023 $438,000,000
2024 $454,000,000
2025 $471,000,000
2026 $488,000,000
2027 $507,000,000
2028 $525,000,000
2029 $545,000,000
2030 $565,000,000
2031 $581,000,000
2032 $597,000,000
2033 $614,000,000
2034 $631,000,000
2035 $648,000,000
2036 $666,000,000
2037 $684,000,000
2.75% in all other years
Overtime

The City is no longer assumed to contribute an amount 11% greater than computation pay for overtime work.
This assumption does not impact benefits or liabilities.
Cost of Living Adjustment (COL.A)
Future COLAs are dependent upon reaching certain financial benchmarks and Board approval therefore no
future COLAs have been included in this analysis.
Retirement Rates
Retirements are assumed to occur on January 1st.
In 2016, rates are increased by 5 percentage points for those participants who have been in DROP for six years
or more.
Beginning in 2017, the current valuation retirement rates apply, with the following exception:
Current Active DROP Participants
o If atleast 8 years in DROP as of 1/1/2017, 100% retirement rate in 2018
o Ifless than 8 years in DROP as of 1/1/2017, 50% retirement rate in 2018
Retirement Rates Beginning in 2018 for those not in DROP:

Tiers 1 Tier 1, at
& 2, <20 least 20
YOS YOS
as of as of Tier
Age 9/1/2017 9/1/2017 3
<50 1% 1% 1%
50 10% 20% 5%
51 5% 10% 5%
52 5% 10% 5%
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53 5% 10% 5%

54 5% 20% 10%
55 15% 40% 20%
56 10% 50% 30%
57 5% 50% 40%
58 60% 60% 50%
59 50% 60% 50%
60 50% 60% 50%
61 50% 60% 50%
62 100% 100% 100%

100% retirement assumed once total of benefit multipliers reach 90%.

Current terminated vested participants are assumed to retire at age 50.

Future terminated vested participants are assumed to retire at age 58.

DROP Distribution

Current retirees - For those who were retirees as of January 1, 2016, 57.50% of the January 1, 2016 balance
was assumed to be paid outin 2016 and 10% of the January 1, 2017 account balance is assumed to be paid out
in 2017. Beginning January 1, 2018, the remainder of the DROP accounts are assumed to be paid out over the
expected lifetime of the participant upon their retirement based on the mortality tables in effect at the time of
their retirement; the expected lifetime is currently assumed to be 23 years. It is understood that the actual date
of the change in DROP account distributions may occur prior to January 1, 2018.

Current actives - 10% of the January 1, 2017 account balances are assumed to be paid out in 2017 for
participants that retire in 2017. Beginning January 1, 2018, DROP accounts are assumed to be paid out over the
expected lifetime of the participant upon their retirement, based on the mortality tables in effect at the time of
their retirement; the expected lifetime is currently assumed to be 21 years if the Normal Retirement Age is 58. It
is understood that the actual date of the change in DROP account distributions may occur prior to January 1,
2018.

DROP Account Interest

Current retirees - 2.75%;

Current actives - 2.75%; only the DROP account balance as of September 1, 2017 receives interest upon
retirement. DROP contributions into existing DROP accounts after September 1, 2017 and future DROP
participants receive 0% interest during the DROP and upon retirement.

SYNOPSIS OF PROVISIONS

CR2H HB 3158 would amend and add sections to Title 109, Revised Civil Statutes Article 6243a-1 to reduce
benefits (summarized in the table below), increase both employee and City contributions, change the board's
composition and governance structure, and require the creation of an investment advisory committee.

Board Composition

The bill would change the board composition by establishing new requirements for trustee positions. Six of the
board trustees would be selected by the mayor in consultation with city council and five would be selected by
the pension system. The board may not take any action until there are at least 10 initial trustees have been
appointed.

Board Governance

The bill would clarify that the executive director is a fiduciary of the pension system if acting in their own
discretion, whereas currently the statute states that the “administrator” of the plan is not a fiduciary. If the
executive director is acting at the discretion of the board and not exercising their own discretion, the executive
director does not owe a fiduciary duty.

The bill would require at least a two-thirds vote of the full board (8 out of 11 trustees) for creating an alternative
benefit plan, reducing the city contribution rate, increasing the member contribution rate, lowering benefits or
otherwise reducing amounts payable to, or accrued for, the benefit of any member, or any rules requiring the
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equitable return of funds paid to or credited to the benefit of a member or pensioner. An alternative benefit plan
may only be established if the pension system's actuary determines that its implementation would allow the
pension system to continue to comply with funding and amortization period requirements, and if the PRB
conducts a review of and validates this determination.

The PRB would be entitled to all documents and other information provided by DPFPS to the public, which
would then be subject to an independent review by the PRB. Any employee or other agent acting on behalf of
DPFPS or the city must certify to the PRB that any information provided is accurate and based on realistic
assumptions.

The bill would also require the board to adopt a code of ethics and require the board members to take pension-
related training from a manual created by the DPFPS executive director.

Actuarial Analysis

Prior to July 1, 2024 the PRB would select an actuary without conflicts to be hired by the board to perform an
analysis based on the January 1, 2024 actuarial valuation prepared by the pension system. The analysis would
include a conclusion by the actuary on whether the plan meets then-current PRB pension funding guidelines,
and the actuary would recommend changes to benefits, member or city contributions to be submitted to the
board by October 1, 2024. The board will consider the recommendations and adopt the changes it deems
necessary. The legislature must approve the changes for them to become part of the statute.

City Contributions

The bill increases both employee and City contributions. The contribution policy for the City would be a fixed
percentage of pay plus a flat dollar contribution per year through the end of 2024. However, the fixed
percentage contribution would be subject to a minimum dollar floor in each year through 2024.

Investment Advisory Committee

The bill would require the board to establish an investment advisory committee. The committee would be
composed of a majority of outside investment professionals, as well as sitting board members. The committee
would review investment-related matters and make recommendations to the board. In addition, the bill would
require at least a two-thirds vote by the board to approve each alternative investment.

Equitable Adjustments to Benefits

The bill would allow the board to consider and adopt rules requiring the equitable return of funds paid or
credited to the benefit of a member or a pensioner before 9/1/17, including the return of excessive interest
credited to a member's DROP account and excessive adjustments made as disability or COLA benefits. The bill
also outlines the adjudication process for any judicial challenges to the equitable return of funds as required by
the board.

DROP Payment Options

A member who terminated service before 9/1/2017 shall have their DROP account annuitized in either monthly
or yearly distributions based on the member's election. Additionally, a member who has a financial hardship
that was not reasonably foreseeable may obtain a distribution from the member's DROP account resulting in a
corresponding reduction in the total number or amount of annuity payments. The board shall adopt rules
regarding what constitutes an unforeseeable emergency or hardship, and in adopting the rules, the board shall
provide flexibility to members.

Prohibition on Certain Distributions

If the bill receives the required votes, distributions from DROP accounts are immediately prohibited, except in
certain cases including a minimum annual distribution until August 31, 2017. The board of trustees shall
provide data or other information requested to the PRB in order for the PRB to determine whether DPFPS has
violated the prohibition of certain distributions provision by August 31, 2017. All changes enacted by this bill
would be rescinded if the PRB determines that the board violates this restriction.

Effective Date

Except as otherwise provided by the Act, the Act takes effect on September 1, 2017.

The following table outlines the primary changes to benefit provisions included in the bill.

Summary of Plan Changes

Normal Retirement Benefit
Eligibility
Current Tier 3: Age 55 and 10 Years of Service
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Proposed Tier 3: Age 58 and 5 Years of Service
Amount

Current Tiers 1 & 2: 3.0% x Years of Service x Final Average Salary, no more than 96% x Final Average
Salary or less than $2,200 per month (minimum is prorated for periods of service less than 20)
Tier 3: [Years of Service (up to 20) x 2.0% Years of Service (>20, <=25) x 2.5% Years of
Service (>25) x 3.0%] x Final Average Salary, not less than $110 x Years of Service (up to 20)

Proposed Tiers 1 & 2:[3.0% x Years of Service (prior to September 1, 2017) Percent Multiplier (in table
below) x Years of Service (after September 1, 2017)] x Final Average Salary, max is the greater
of i. 90% or ii. the vested accrued benefit as of August 31,2017

Age at Percent
Retirement Multiplier
57 2.40%
56 2.30%
55 2.20%
54 2.10%

53 and younger 2.00%
Tier 3: Years of Service x 2.5% x Final Average Salary, max 90%
Final Average Sala

Current Tiers 1 & 2: Highest 36 month period
Proposed Tiers 1 & 2: Highest 36 month period for service prior to September 1, 2017 and highest 60
month period for service after September 1, 2017

Early Retirement Benefit

Eligibility

Current Tiers 1 & 2: Age 45 and 5 Years of Service or 20 Years of Service
Tier 3: N/A

Proposed Tiers 1 & 2: Age 45 and 5 Years of Service, if 45 years or older as of September 1, 2017, age 53
and 5 Years of Service otherwise, or 20 Years of Service
Tier 3: Age 53 and 5 Years of Service or 20 Years of Service

Amount
Current Tiers 1 & 2 with 20 Years of Service - replace 3% multiplier with the following based on age at
retirement:
Age at
Retirement  Multiplier
48 & 49 2.75%
47 2.50%
46 2.25%

45 or younger 2.00%
Tiers 1 & 2 with less than 20 Years of Service: Reduction equal to 2/3 of 1% per month retirement date

precedes age 50.
Proposed Tiers 1 & 2 with 20 Years of Service accrued as of September 1, 2017 - replace 3% multiplier

with the following based on age at retirement:

Age at
Retirement Multiplier
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48 & 49 2.75%
47 2.50%
46 2.25%

45 and younger  2.00%
All others with 20 Years of Service - replace 2.5% multiplier with the following based on age at retirement:

Age at
Retirement Multiplier

57 2.40%
56 2.30%
55 2.20%
54 2.10%

53 and younger  2.00%

With less than 20 Years of Service: Reduction equal to 2/3 of 1% per month retirement date precedes age 45 if
45 years or older as of September 1, 2017, age 53 otherwise.

Unreduced at any retirement age if a member's pension is equal to 90% of Final Average Salary.

Supplemental Retirement Benefit

Current The greater of $75 per month or 3% of their Normal or Early Retirement Benefit, payable
beginning at age 55

Proposed Payable only to those receiving the supplement as of September 1, 2017

Vesting
Current Tier 3: 10 Year CIiff

Proposed Tier 3: 5 Year Chff

Cost of Living Adjustment

Current Tier 1: 4.0% simple

Proposed Ad-hoc which may only be paid if the plan is at least 70% funded after taking into account the
COLA equal to a simple crediting rate on October 1 equal to 100% of the average annual rate of actual
investment return for the five-year period ending on the preceding December 31 minus 5%, and not to exceed
4%, beginning at the earlier of age 62 or 3 years after retirement.

Deferred Retirement Option Plan

Active
Current Interest credited is 6% effective October 1, 2016 dropping to 5% effective October 1, 2017 and
variable based on the plan's funded ratio thereafter.
Funded Ratio Crediting Rate
>=05% 7.0%
90%-94% 6.5%
85%-89% 6.0%
65%-84% 5.0%
60%-64% 4.0%
55%-59% 3.0%
<55% 0.0%
COLA credited to account
No maximum participation period
May elect a lump sum distribution or leave up to 100% of account balance in plan at separation of service and
continue to accrue interest credit

Proposed No interest credited to account
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No COLA credited to account

10 year maximum participation period

DROP balance distributed over the life expectancy at separation of service,

DROP account balance as of September 1, 2017 will be annuitized using a rate on a United States Treasury or
other federal treasury note with a reasonable duration, as determined by the Board.

Contributions

Employee
Current 8.5% for non-DROP active participants & 4.0% for DROP active participants
Proposed 13.5% as of the effective date

Employer
Current 27.5% of total pay
Proposed A B, as described below

A. 34.5% of computation pay

The employer contribution above will be no less than

1. $5,173,000 for each of the pay periods beginning in 2017;

ii. $5,344,000 for each of the pay periods beginning in 2018;

i, $5,571,000 for each of the pay periods beginning in 2019;

iv. $5,724,000 for each of the pay periods beginning in 2020;

v. $5,882,000 for each of the pay periods beginning in 2021;

Vi. $6,043,000 for each of the pay periods beginning in 2022;

vii. $5,812,000 for each of the pay periods beginning in 2023;
viii. $6,024,000 for each of the pay periods beginning in 2024; and
iX. $0 thereafter

B. 1/26th of $13 million per pay period for each pay period beginning after September 1, 2017 and before
December 31, 2024

The contributions outlined above would remain in force as long as the system has a UAAL. If the plan is fully
funded, contributions would be split equally between the city and members.

FINDINGS AND CONCLUSIONS

Given that the bill provisions for DPFPS would increase the total contribution rate and reduce current liabilities,
it would increase the long-term funding security for all members of the affected retirement systems. It would
impact all current and future active members because it increases the employee contributions for all groups of
members. In addition, certain classes of active and inactive members are impacted by changes in plan
provisions. Current active members would see changes to their prospective and retroactive benefit multiplier, as
well as changes to retirement eligibility requirements and contribution requirements. Limits would be placed on
the total DROP participation period and future interest accruals for current and future DROP participants. The
bill would also make changes to future cost of living adjustments (COLA) that will impact current and future
retirees and beneficiaries.

The actuarial review states that the actuarial assumptions and methods are the same as used by Segal for the
January 1, 2016 actuarial valuation, except as noted in the Summary of Changes in Assumptions table above.
The assumptions and methods used by Segal are reasonable.

Finally, based on the results outlined in the actuarial analysis, DPFPS is likely to be subject to the Funding
Soundness Restoration Plan (FSRP) requirements outlined in Texas Government Code Section 802.2015 once
the January 1, 2017 actuarial valuation is finalized. However, based on the actuarial analysis, the changes made
under the bill will be sufficient to satisfy the Funding Soundness Restoration Plan requirements.

METHODOLOGY AND STANDARDS

According to the PRB actuaries, to the best of their knowledge, no material biases exist with respect to the data,
methods or assumptions used to develop the analysis other than those specifically identified above and in the
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actuarial review. The PRB did not audit the information provided but has reviewed the information for
reasonableness and consistency with other information provided by or for the affected retirement systems. The
PRB is not responsible for the accuracy or completeness of the information provided to the agency. All
actuarial projections have a degree of uncertainty because they are based on the probability of occurrence of
future contingent events. Accordingly, actual results will be different from the results contained in the analysis
to the extent actual future experience varies from the experience implied by the assumptions. This analysis is
based on the assumption that no other legislative changes affecting the funding or benefits of DPFPS will be
adopted. It should be noted that when several proposals are adopted, the effect of each may be compounded,
resulting in a cost that is greater (or less) than the sum of each proposal considered independently.

SOURCES

Actuarial Analysis by Jeffery S. Williams, FCA, ASA, MAAA, EA, Vice President and Consulting Actuary,
Segal Consulting, May 19, 2017.

Actuarial Review by Kenneth J. Herbold, ASA, EA, MAAA, Staff Actuary, Pension Review Board, May 23,
2017.

GLOSSARY
Actuarial Accrued Liability (AAL) -The portion of the PVFB that is attributed to past service.

Actuarial Value of Assets (AVA) - The smoothed value of system's assets.

Amortization Payments - The yearly payments made to reduce the Unfunded Actuarial Accrued Liability
(UAAL).

Amortization Period - The number of years required to pay off the unfunded actuarial accrued liability. The
State Pension Review Board recommends that funding should be adequate to amortize the UAAL over a period
which should not exceed 40 years, with 15-25 years being a more preferable target. An amortization period of
0-15 years is also a more preferable target.

Actuarial Cost Method - A method used by actuaries to divide the Present Value of Future Benefits (PVFB) into
the Actuarial Accrued Liability (AAL), the Present Value of Future Normal Costs (PVFNC), and the Normal
Cost (NC).

Funded Ratio (FR) - The ratio of actuarial assets to the actuarial accrued liabilities.
Market Value of Assets (MVA) - The fair market value of the system's assets.
Normal Cost (NC) - The portion of the PVFB that is attributed to the current year of service.

Present Value of Future Benefits (PVFB) - The present value of all benefits expected to be paid from the plan to
current plan participants.

Present Value of Future Normal Costs (PVFNC) - The portion of the PVFB that will be attributed to future years
of service.

Unfunded Actuarial Accrued Liability (UAAL) - The Actuarial Accrued Liability (AAL) less the Actuarial
Value of Assets (AVA).
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LEGISLATIVE BUDGET BOARD
Austin, Texas

ACTUARIAL IMPACT STATEMENT

85TH LEGISLATIVE REGULAR SESSION

May 19, 2017
TO: Honorable Joan Huffman, Chair, Senate Committee on State Affairs
FROM: Ursula Parks, Director, Legislative Budget Board

IN RE: HB3158 by Flynn (Relating to the retirement systems for and the provision of other
benefits to police and fire fighters in certain municipalities; creating a criminal offense.),
Committee Report 2nd House, Substituted

The following information was supplied by Agency 338 - Pension Review Board:

CR2H HB 3158 would make significant changes to Article 6243a-1, Title 109 Revised Civil Statutes (affecting
the Dallas Police and Fire Pension System (DPFPS)) to increase both employee and City of Dallas (City)
contributions; modify future benefit accruals; provide a retroactive multiplier increase for certain members;
modify DROP participation and cost of living adjustments; make changes to the composition and governance
structure of the DPFPS board (board); and require the establishment of an investment advisory committee.
Article 6243a-1 establishes the basic governing structure of the DPFPS.

The proposed changes to the bill, if enacted, would significantly improve the actuarial soundness of the system.
Under the existing plan structure, the plan is expected to become insolvent within the next 10 years. While the
bill does not immediately bring the amortization period down to 40 years, which is the maximum '
recommended amortization period according to PRB Guidelines for Actuarial Soundnesscurrently in effect, it
sets the system on a path to full funding within a finite period.

The actuarial analysis provides the following details regarding the impact of the bill on projected January 1,
2017 actuarial valuation results:

Dallas Police and Fire Pension System Current Plan | If Bill Enacted If Bill
Estimated Impact As of 1/1/2017 ($Millions) (w/ COLA) Enacted
(w/o
COLA)*
City Contribution** 27.5% 34.5% 34.5%
Employee Contribution 8.5% 13.5% 13.5%
Total Contribution 36.0% 48.0% 48.0%
Total Normal Cost, before administrative expenses $84 $62 $60
Total Normal Cost as a % of Pay 22.6% 16.7% 16.1%
Actuarial Accrued Liabilities (AAL) $5,849 $4,333 $4,402
Actuarial Value of Assets (AVA) (32,153) ($2,153) ($2,153)
Unfunded Actuarial Accrued Liability (millions) $3,696 $2,280 $2,249
Funded Ratio 36.8% 48.6% 48.9%
Amortization Period*** Infinite 55 46
(never)
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* This scenario was included because it was discussed at the Senate State Affairs committee
hearing on May 18, 2017 that the automatic COLA will be changed to an ad-hoc COLA through a
floor amendment to the bill.

** Amount is a percentage of total pay for current plan and a percentage of computation pay for
the If Bill Enacted scenarios, but does not include additional flat dollar annual contributions or the
minimum dollar floor, as outlined in the Summary of Plan Changes.

*** Based on the primary contribution requirements, not the alternative contribution
requirements, as outlined in the Summary of Plan Changes.

The results presented under the If Bill Enacted (w/COLA) scenario assumes a 2.0% COLA is paid in all years
beginning with the year 2047. As written, the bill requires a COLA to be paid in any future year in which the
funded ratio is at least 70%. However, as was discussed at the Senate State Affairs committee hearing on May
18, 2017, PRB believes that this automatic COLA will be changed to an ad-hoc COLA through a floor
amendment to the bill, giving the board discretion regarding whether to provide the stated COLA. The impact
of assuming no COLA is paid unless the plan is fully funded after taking into account any ad-hoc COLA,
results in the amortization period under the If Bill Enacted (w/o COLA) scenario. Please note that the PRB
recommends that the costs of benefit changes, including any ad-hoc COLAs, should be actuarially valued prior
to adoption to ensure that additional costs will be funded adequately and continuously.

The contribution policy for the City would be a fixed percentage of pay plus a flat dollar contribution per year
through the end of 2024. However, the fixed percentage contribution would be subject to a minimum dollar
floor in each year (Primary Employer Contributions as outlined in the Summary of Plan Changes section). The
amount of the floor, as well as the flat dollar contribution, could potentially be lowered if legislation impacting
the City's property tax cap is passed by the 85th Legislature, Regular Session, and the City is unsuccessful in
increasing this cap via a local election (Alternative Employer Contributions).

Further, the amortization periods above assume the Primary Employer Contributions, are in effect in all years. If
the Alternative Employer Contributions are in effect, the amortization periods shown above would increase to
62 years for the w/COLA scenario and 51 years for the w/o COLA scenario. The result would be an immediate
need to make additional changes to bring the amortization period down to 40 years within a 10 year period, in
accordance with the Funding Soundness Restoration Plan (FSRP) requirements outlined in Texas Government
Code Section 802.2015. However, the PRB believes that the Alternative Employer Contributions will be
removed from the bill through a floor amendment.

ACTUARIAL EFFECTS

The actuarial analysis provided by the plan's actuary states that although the retirement system is not projected
to reach 100% funding within 30 years, it is projected to eventually become fully funded. The plan's actuary
further states that currently the System is projected to become insolvent within the next 10 years. PRB's
actuarial review states that the bill would make the retirement system less unsound and would set it on a path to
full funding within a finite period.

Based on the results outlined in the actuarial analysis, DPFPS is likely to be immediately subject to the FSRP
requirements in Texas Government Code Section 802.2015 once the January 1, 2017 actuarial valuation is
finalized, and would therefore need to make additional adjustments to contributions and/or benefits to further
reduce the amortization period. However, as was discussed at the Senate State Affairs committee hearing on
May 18, 2017, the PRB believes additional changes will be introduced as floor amendments to address some of
these specific concemns. These changes have not been included in the actuarial analysis, but are discussed in
further detail below.

Furthermore, the PRB actuarial review states that it is important to recognize that even after the changes enacted
by the bill and the proposed amendments, if all assumptions are met, the UAAL is still expected to grow and
the funded ratio is expected to decline in the near term. Also, 90% or more of the City's contribution will be
used to pay off the unfunded actuarial accrued liability (UAAL) and therefore any reduction in the City
contribution will increase the expected time to fully fund the plan. The actuarial analysis also illustrates the
impact or funding risk associated with a prolonged reduction in payroll, which would have the effect of
lowering the total dollar amount contributed by the City, by assuming actual payroll is 90% of the projected
payroll provided by the City. The worst case scenario shown results in an amortization period in excess of 100
years. However, the minimum contribution requirement under the Primary Employer Contribution provisions
of the bill ensures this has minimal impact until after the floor and additional dollar contribution expire at the

Page 2 of 11



end of 2024. During the seventh year, the bill requires the system to engage an independent actuary, selected
by the PRB, to provide recommendations regarding potential contribution or benefit changes that ensure the
system remains actuarially sound after the contribution floor, including the additional flat dollar contribution,
expires.

In addition, the expected floor amendments would require the board to adopt rules and submit a plan to the
PRB to comply with any funding and amortization period requirements contained in the Texas Government
Code (Funding soundness Restoration Plan). This plan would be required to take into consideration the
independent actuary's recommendations and outline steps to ensure the retirement system remains on a path to
financial solvency. Therefore, the worst case scenarios are unlikely to come to fruition because the board
would be required to be proactive.

Below is a table of the total projected contribution amounts (City plus employee contributions) under the
current and proposed plans for the next 10 years:

Projected Total Contributions

(in millions)
CR2H
CR2H HB HB 3158
Valuation Current 3158 with w/o
Year Plan COLA COLA
2017 $140 $158 $158
2018 137 199 199
2019 144 208 208
2020 149 213 213
2021 153 219 219
2022 159 225 225
2023 165 221 221
2024 171 229 229
2025 177 226 226
2026 184 234 234
2027 191 243 243

Actuarial Assumptions and Methods

The assumptions and methods are the same as used in the January 1, 2016 actuarial valuation report except as
noted in the following table.

Summary of Changes in Assumptions

Discount Rate

7.25% - same as the January 1, 2016 actuarial valuation

Investment Return
Market value returns assumed to be 5.00% in 2016, -1.74% in 2017, 5.00% in 2018, 6.50% in 2019, 7.00% in

2020, and 7.25% thereafter. Assumed rates of return were provided by the System.

Actuarial Value of Assets

Set equal to market value of assets

Administrative Expenses
The greater of $10 million or 1% of computation pay

DROP Utilization
It is assumed that there will be no future entrants into DROP

Salary Increases
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Select rates added for years 2016 - 2018.

2016 and 2018 - 10%if 0 - 10 years, 7% if 11 - 12 years, and 2% if 12 years
2017 - 5% if 0 - 10 years, 2% for all others

Current salary scale applies in 2019 and beyond

Total Computation Payroll

Year Payroll
2017 $372,000,000
2018 $364,000,000
2019 $383,000,000
2020 $396,000,000
; 2021 $408,000,000
| 2022 $422,000,000
2023 $438,000,000
2024 $454,000,000
2025 $471,000,000
2026 $488,000,000
2027 $507,000,000
2028 $525,000,000
2029 $545,000,000
2030 $565,000,000
2031 $581,000,000
2032 $597,000,000
2033 $614,000,000
2034 $631,000,000
2035 $648,000,000
2036 $666,000,000
2037 $684,000,000

2.75% in all other years
Overtime
The City is no longer assumed to contribute an amount 11% greater than computation pay for overtime work.
This assumption does not impact benefits or liabilities.

Cost of Living Adjustment (COLA) -
Two percent simple COLA assumed to be paid starting in 2047 and every year thereafter, based on the

System's benchmark that the Plan must be at least 70% funded on a market value basis prior to and after a
COLA is paid. Market returns must meet a certain level over a five-year period before COLA payments can be
enacted; it is assumed these levels are met for purposes of these calculations.

Retirement Rates

Retirements are assumed to occur on January 1st.

In 2016, rates are increased by 5 percentage points for those participants who have been in DROP for six years

Oor more.
/

Beginning in 2017, the current valuation retirement rates apply, with the following exception:
Current Active DROP Participants

- If atleast 8 years in DROP as of 1/1/2017, 100% retirement rate in 2018

- Ifless than 8 years in DROP as of 1/1/2017, 50% retirement rate in 2018
Retirement Rates Beginning in 2018 for those not in DROP:

Tiers 1 & 2, <20 YOS Tier 1, at least 20 YOS

Age as 0£9/1/2017 as 0£9/1/2017 Tier 3
<50 1% 1% 1%
50 10% 20% 5%
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51 5% 10% 5%

52 5% 10% 5%

53 5% 10% 5%

54 5% 20% 10%

55 15% 40% 20%
56 10% 50% 30%
57 5% 50% 40%
58 60% 60% 50%
59 50% 60% 50%
60 50% 60% 50%
61 50% 60% 50%
62 100% 100% 100%

100% retirement assumed once total of benefit multipliers reach 90%.
Current terminated vested participants are assumed to retire at age 50.

Future terminated vested participants are assumed to retire at age 58.

DROP Distribution

Current retirees - For those who were retirees as of January 1, 2016, 57.50% of the January 1, 2016 balance
was assumed to be paid out in 2016 and 10% of the January 1, 2017 account balance is assumed to be paid out
in 2017. Beginning January 1, 2018, the remainder of the DROP accounts are assumed to be paid out over the
expected lifetime of the participant upon their retirement based on the mortality tables in effect at the time of
their retirement; the expected lifetime is currently assumed to be 23 years. It is understood that the actual date
of the change in DROP account distributions may occur prior to January 1, 2018.

Current actives - 10% of the January 1, 2017 account balances are assumed to be paid out in 2017 for
participants that retire in 2017. Beginning January 1, 2018, DROP accounts are assumed to be paid out over the
expected lifetime of the participant upon their retirement, based on the mortality tables in effect at the time of
their retirement; the expected lifetime is currently assumed to be 21 years if the Normal Retirement Age is 58. It
is understood that the actual date of the change in DROP account distributions may occur prior to January 1,
2018.

DROP Account Interest
Current retirees - 2:.75%;

Current actives - 2.75%; only the DROP account balance as of September 1, 2017 receives interest upon
retirement. DROP contributions into existing DROP accounts after September 1, 2017 and future DROP
participants receive 0% interest during the DROP and upon retirement.

SYNOPSIS OF PROVISIONS

CR2H HB 3158 would amend and add sections to Title 109, Revised Civil Statutes Article 6243a-1 to reduce
benefits (summarized in the table below), increase both employee and City contributions, change the board's
composition and governance structure, and require the creation of an investment advisory committee.

Board Composition
The bill would change the board composition by establishing new requirements for trustee positions. Six of the

board trustees would be selected by the mayor and five would be selected by the pension system. The board
may not take any action until there are at least 10 initial trustees have been appointed.

Board Governance

The bill would clarify that the executive director is a fiduciary of the pension system, whereas currently the
statute states that the “administrator” of the plan is not a fiduciary. The bill would require a two-thirds vote of
the full board to implement any rule change concerning board governance. The bill would also require a two-
thirds vote of the board for creating an alternative benefit plan, reducing the city contribution rate, increasing
the member contribution rate, lowering benefits or otherwise reducing amounts payable to, or accrued for, the
benefit of any member, or any rules requiring the equitable return of funds paid to or credited to the benefit of a

Page 5 of 11



member or pensioner.

The PRB would be entitled to all documents and other information provided by DPFPS to the public, which
would then be subject to an independent review by the PRB. Any employee or other agent acting on behalf of
DPFPS commiits a Class B misdemeanor offense if the person knowingly provides false information to the PRB.

The bill would also require the board to adopt a code of ethics and require the board members to take pension-
related training from a manual created by the DPFPS executive director.

Actuarial Analysis
Prior to July 1, 2024 the PRB would select an actuary without conflicts to be hired by the board to perform an

analysis based on the January 1, 2024 actuarial valuation prepared by the pension system. The analysis would
include a conclusion by the actuary on whether the plan is actuarially sound based on then-current PRB
guidelines, and the actuary would recommend changes to benefits, member or city contributions to be
submitted to the board by October 1, 2024. The board will consider the recommendations and adopt the
changes it deems necessary. The legislature must approve the changes for them to become part of the statute.
City Contributions

The bill increases both employee and City contributions. The contribution policy for the City would be a fixed
percentage of pay plus a flat dollar contribution per year through the end of 2024. However, the fixed
percentage contribution would be subject to a minimum dollar floor in each year, which is the primary
contribution floor through 2024.

The amount of the floor, as well as the flat dollar contribution, could potentially be lowered if legislation
impacting the City's property tax cap were passed by the 85th Legislature, Regular Session, and the City is
unsuccessful in increasing this cap via local election.

Investment Advisory Committee

The bill would require the board to establish an investment advisory committee. The committee would be
composed of a majority of outside investment professionals, as well as sitting board members. The committee
would review investment-related matters and make recommendations to the board. In addition, the bill would
require a two-thirds vote by the board to approve each alternative investment.

Equitable Adjustments to Benefits

The bill would allow the board to consider and adopt rules requiring the equitable return of funds paid or
credited to the benefit of a member or a pensioner before 9/1/17, including the return of excessive interest
credited to a member's DROP account and excessive adjustments made as disability or COLA benefits. The bill
also outlines the adjudication process for any judicial challenges to the equitable return of funds as required by
the board.

DROP Paymen i

A member who terminated service before 9/1/2017 shall have their DROP account annuitized in either monthly
or yearly distributions based on the member's election. Additionally, a member who has a financial hardship
that was not reasonably foreseeable may obtain a lump-sum distribution from the member's DROP account
resulting in a corresponding reduction in the total number or amount of annuity payments. The board shall
adopt rules regarding what constitutes an unforeseeable emergency or hardship, and in adopting the rules, the
board shall provide flexibility to members.

Prohibition on Certain Lump Sum Distributions
If the bill receives the required votes, lump sum distributions from DROP accounts are immediately prohibited,

except in certain cases. All changes enacted by this bill would be rescinded if the PRB determines that the
board violates this restriction.

Effective Date
Except as otherwise provided by the Act, the Act takes effect on September 1, 2017.

The following table outlines the primary changes to benefit provisions included in the bill.

Summary of Plan Changes
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Nomnal Retirement Benefit

Eligibility
Current Tier 3: Age 55 and 10 Years of Service
Proposed Tier 3: Age 58 and 5 Years of Service

Amount
Current Tiers 1 & 2: 3.0% x Years of Service x Final Average Salary, no more than 96% x Final
Average Salary or less than $2,200 per month (minimum is prorated for periods of service less
than 20)

Tier 3: [Years of Service (up to 20) x 2.0% Years of Service (>20, <=25) x 2.5% Years of
Service (>25) x 3.0%)] x Final Average Salary, not less than $110 x Years of Service (up to 20)

Proposed Tiers 1 & 2: [3.0% x Years of Service (prior to September 1, 2017) Percent Multiplier (in table
below) x Years of Service (after September 1, 2017)] x Final Average Salary, max is the greater
of i. 90% or ii. the vested accrued benefit as of August 31, 2017

Age at Percent
Retirement ~ Multiplier

57 2.40%

56 2.30%

55 2.20%

54 2.10%

53 and younger 2.00%

Tier 3: Years of Service x 2.5% x Final Average Salary, max 90%
Final Average Salary
Current Tiers 1 & 2: Highest 36 month period

Proposed Tiers 1 & 2: Highest 36 month period for service prior to September 1, 2017 and highest 60
month period for service after September 1, 2017

Early Retirement Benefit
Eligibility
Current Tiers 1 & 2: Age 45 and 5 Years of Service or 20 Years of Service
Tier 3: N/A

Proposed Tiers 1 & 2: Age 45 and 5 Years of Service, if 45 years or older as of September 1, 2017, age
53 and 5 Years of Service otherwise, or 20 Years of Service

Tier 3: Age 53 and 5 Years of Service or 20 Years of Service

Amount
Current Tiers 1 & 2 with 20 Years of Service - replace 3% multiplier with the following based on age at
retirement:

Age at

Retirement  Multiplier

48 & 49 2.75%

47 2.50%

46 2.25%

45 or younger 2.00%

Tiers 1 & 2 with less than 20 Years of Service: Reduction equal to 2/3 of 1% per month
retirement date precedes age 50.
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Proposed Tiers 1 & 2 with 20 Years of Service accrued as of September 1, 2017 - replace 3% multiplier
with the following based on age at retirement:

Age at

Retirement  Multiplier

48 & 49 2.75%

47 2.50%

46 2.25%

45 and younger 2.00%
All others with 20 Years of Service - replace 2.5% multiplier with the following based on age at
retirement:

Age at

Retirement = Multiplier

57 2.40%

56 2.30%

55 2.20%

54 2.10%

53 and younger 2.00%

With less than 20 Years of Service: Reduction equal to 2/3 of 1% per month retirement date precedes
age 45 if 45 years or older as of September 1, 2017, age 53 otherwise.

Unreduced at any retirement age if a member's pension is equal to 90% of Final Average Salary.

Supplemental Retirement Benefit

Current The greater of $75 per month or 3% of their Normal or Early Retirement Benefit, payable
beginning at age 55

Proposed Payable only to those receiving the supplement as of September 1, 2017

Vesting
Current Tier 3: 10 Year Cliff
Proposed Tier 3: 5 Year Chiff

Cost of Living Adjustment
Current Tier 1: 4.0% simple

Proposed If the plan is at least 70% funded after taking into account the COLA, a simple crediting rate on
October 1 equal to 100% of the average annual rate of actual investment return for the five-year
period ending on the preceding December 31 minus 5%, and not to exceed 4%, beginning at the
earlier of age 62 or 3 years after retirement.

Deferred Retirement Option Plan

Active

Current Interest credited is 6% effective October 1, 2016 dropping to 5% effective October 1, 2017 and
variable based on the plans funded ratio thereafter.

Funded Ratio Crediting Rate
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Proposed

. Contributions

Employee
Current

Proposed

Employer
Current
Proposed

Employer

Current

Proposed

Primary

il.
ii.

iv.

A% 0

vii.

>=95% 7.0%
90%-94% 6.5%
85%-89% 6.0%
65%-84% 5.0%
60%-64% 4.0%
55%-59% 3.0%
<55% 0.0%

COLA credited to account

No maximum participation period

May elect a lump sum distribution or leave up to 100% of account balance in plan at separation

of service and continue to accrue interest credit

No interest credited to account

No COLA credited to account

10 year maximum participation period

DROP balance distributed over the life expectancy at separation of service,

DROP account balance as of September 1, 2017 will be annuitized using a rate on a United
States Treasury or other federal treasury note with a reasonable duration, as determined by the
Board. !

8.5% for non-DROP active participants & 4.0% for DROP active participants
13.5% as of the effective date

27.5% of pay

27.5% of total pay
A B, as described below

A. 34.5% of computation pay

The employer contribution above will be no less than
$5,173,000 for each of the pay periods beginning in 2017;
$5,344,000 for each of the pay periods beginning in 2018;
$5,571,000 for each of the pay periods beginning in 2019;
$5,724,000 for each of the pay periods beginning in 2020;
$5,882,000 for each of the pay periods beginning in 2021;
$6,043,000 for each of the pay periods beginning in 2022;
$5,812,000 for each of the pay periods beginning in 2023;
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viit.- $6,024,000 for each of the pay periods beginning in 2024; and
ix. $0 thereafter

B. 1/26th of $11 million per pay period for each pay period beginning after September 1, 2017 and before
December 31, 2024

Alternative However, in the event that

a. SB 2 or similar legislation of the 85th Legislature, Regular Session, 2017 has the effect of
lowering the rollback tax rate of the City is enacted and becomes law; and

b. For the applicable tax year the City holds an election to increase the applicable tax rate; and

c. That election fails to increase the tax rate; the employer contribution outlined in A above will be
no less than

1. $4,936,000 for each of the pay periods beginning in 2017,

ii. $4,830,000 for each of the pay periods beginning in 2018;

iii. $5,,082,000 for each of the pay periods beginning in 2019;

iv. $5,255,000 for each of the pay periods beginning in 2020;

v. $5,414,000 for each of the pay periods beginning in 2021;

Vi, $5,600,000 for each of the pay periods beginning in 2022;

\%18 $5,812,000 for each of the pay periods beginning in 2023;

Viii, $6,024,000 for each of the pay periods beginning in 2024;

ix. $0 thereafter; and

The $11 million outlined in B above would be replaced with $5 million.

The contributions outlined above would remain in force as long as the system has a UAAL. If the plan is fully
funded, contributions would be split equally between the city and members.

FINDINGS AND CONCLUSIONS

Given that the bill provisions for DPFPS would increase the total contribution rate and reduce current liabilities,
it would increase the long-term funding security for all members of the affected retirement systems. It would
impact all current and future active members because it increases the employee contributions for all groups of
members. In addition, certain classes of active and inactive members are impacted by changes in plan
provisions. Current active members would see changes to their prospective and retroactive benefit multiplier, as
well as changes to retirement eligibility requirements and contribution requirements. Limits would be placed on
the total DROP participation period and future interest accruals for current and future DROP participants. The
bill would also make changes to future cost of living adjustments (COLA) that will impact current and future
retirees and beneficiaries.

The actuarial review states that the actuarial assumptions and methods are the same as used by Segal for the
January 1, 2016 actuarial valuation, except as noted in the Summary of Changes in Assumptions table above.
The assumptions and methods used by Segal are reasonable.

Finally, based on the results outlined in the actuarial analysis, DPFPS is likely to be subject to the Funding
Soundness Restoration Plan (FSRP) requirements outlined in Texas Government Code Section 802.2015 once
the January 1, 2017 actuarial valuation is finalized, and will therefore need to make additional adjustments to
contributions and/or benefits to further reduce their amortization period. However, the PRB believes that the
current bill with the additional changes expected to be included in floor amendments, will be sufficient to
satisfy the Funding Soundness Restoration Plan Requirements.
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METHODOLOGY AND STANDARDS

According to the PRB actuaries, to the best of their knowledge, no material biases exist with respect to the data,
methods or assumptions used to develop the analysis other than those specifically identified above and in the
actuarial review. The PRB did not audit the information provided but has reviewed the information for
reasonableness and consistency with other information provided by or for the affected retirement systems. The
PRB is not responsible for the accuracy or completeness of the information provided to the agency. All
actuarial projections have a degree of uncertainty because they are based on the probability of occurrence of
future contingent events. Accordingly, actual results will be different from the resuits contained in the analysis
to the extent actual future experience varies from the experience implied by the assumptions. This analysis is
based on the assumption that no other legislative changes affecting the funding or benefits of DPFPS will be
adopted. It should be noted that when several proposals are adopted, the effect of each may be compounded,
resulting in a cost that is greater (or less) than the sum of each proposal considered independently.

SOURCES
Actuarial Analysis by Jeffery S. Williams, FCA, ASA, MAAA, EA, Vice President and Consulting Actuary,
Segal Consulting, May 17, 2017.

Actuarial Review by Kenneth J. Herbold, ASA, EA, MAAA, Staff Actuary, Pension Review Board, May 19,
2017.

GLOSSARY
Actuarial Accrued Liability (AAL) -The portion of the PVFB that is attributed to past service.

Actuarial Value of Assets (AVA) - The smoothed value of system's assets.

Amortization Payments - The yearly payments made to reduce the Unfunded Actuarial Accrued Liability
(UAAL).

Amortization Period - The number of years required to pay off the unfunded actuarial accrued liability. The
State Pension Review Board recommends that funding should be adequate to amortize the UAAL over a period
which should not exceed 40 years, with 15-25 years being a more preferable target. An amortization period of
0-15 years is also a more preferable target.

Actuarial Cost Method - A method used by actuaries to divide the Present Value of Future Benefits (PVFB) into
the Actuarial Accrued Liability (AAL), the Present Value of Future Normal Costs (PVFNC), and the Normal
Cost (NC).

Funded Ratio (FR) - The ratio of actuarial assets to the actuarial accrued liabilities.
Market Value of Assets (MVA) - The fair market value of the system's assets.
Nommal Cost (NC) - The portion of the PVFB that is attributed to the current year of service.

Present Value of Future Benefits (PVFB) - The present value of all benefits expected to be paid from the plan to
current plan participants.

Present Value of Future Normal Costs (PVFENC) - The portion of the PVFB that will be attributed to future years
of service.

Unfunded Actuarial Accrued Liability (UAAL) - The Actuarial Accrued Liability (AAL) less the Actuarial
Value of Assets (AVA).

Source Agencies: 338 Pension Review Board
LBB Staff: UP
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LEGISLATIVE BUDGET BOARD
Austin, Texas

ACTUARIAL IMPACT STATEMENT

85TH LEGISLATIVE REGULAR SESSION

May 12, 2017
TO: Honorable Joan Huffman, Chair, Senate Committee on State Affairs
FROM: Ursula Parks, Director, Legislative Budget Board

IN RE: HB3158 by Flynn (Relating to the retirement systems for and the provision of other
benefits to police and fire fighters in certain municipalities; creating a criminal offense.),
As Engrossed

The following information was supplied by Agency 338 - Pension Review Board:
Y

HB 3158, as engrossed, would make significant changes to Article 6243a-1, Title 109 Revised Civil Statutes
(affecting the Dallas Police and Fire Pension System (DPFPS)) to increase both employee and City of Dallas
(City) contributions; modify future benefit accruals; provide a retroactive multiplier increase for certain
members; modify DROP participation and cost of living adjustments; make changes to the composition and
governance structure of the DPFPS board (board); and require the establishment of an investment advisory
committee. Article 6243a-1 establishes the basic govemning structure of the DPFPS. While changes to the
benefit structure can be made by the Legislature or members of the system, the employee contributions may
only be modified by the Legislature, whereas City contributions can be modified by the Legislature or a
majority vote of the City voters.

The proposed changes to the bill, if enacted, would significantly improve the actuarial soundness of the system.
Under the existing plan structure, the plan is expected to become insolvent within the next 10 years. While the
bill does not immediately bring the amortization period down to 40 years, which is the maximum
recommended amortization period according to PRB Guidelines for Actuarial Soundness currently in effect, it
sets the system on a path to full funding within a finite period.

The following table outlines the changes between the current plan and HB 3158, as engrossed:

Dallas Police and Fire Pension System Current Plan | If Bill Enacted Change
Estimated As of 1/1/2017 ($Millions)
City Contribution* 27.5% 34.5% 7.0%
Employee Contribution 8.5% 13.5% 5.0%
Total Contribution 36.0% 48.0% 12.0%
Total Normal Cost, before administrative expenses $88 $66 (322)
Total Normal Cost as a % of Pay** 22.6% 16.7% (5.9%)
Actuarial Accrued Liabilities (AAL) $5,849 $4,333 ($1,416)
Actuarial Value of Assets (AVA) 2,153 2,153 $0
Unfunded Actuarial Accrued Liability (millions) $3,696 $2,280 (31,416)
Funded Ratio 36.8% 48.6% 11.8%
Amortization Period*** Infinite 58 N/A
(never)
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* Amount is a percentage of total pay for the Current Plan scenario and a percentage of
computation pay for the If Bill Enacted scenario. The If Bill Enacted scenario does not include
additional $11 million annual contributions.

** Based on estimated 2017 computation pay of $392 Million as provided by the City.

*** Takes into account the additional $11 million annual contribution for the period October 1,
2017 - September 30, 2019 under the If Bill Enacted scenario, but assumes the $11 million will not
be contributed in future years when the amortization period falls below 35 years.

ACTUARIAL EFFECTS

The actuarial analysis provided by the plan's actuary states that although the retirement system is not projected
to reach 100% funding within 30 years, it is projected to eventually become fully funded. The plan's actuary
further states that currently the System is projected to become insolvent within the next 10 years. PRB's
actuarial review states that the bill would make the retirement system less unsound and would set it on a path to
full funding within a finite period.

The actuarial review notes that as part of raising the City's contribution requirement, the bill establishes a
contribution policy for the City that is worth noting. The bill would increase the City's contribution rate to
34.5% of aggregate computation pay paid to members and an additional annual contribution equal to $11
million, but only for the period of October 1, 2017 through September 30, 2019. For periods beginning
October 1, 2019, the $11 million additional annual contribution would only be required when the amortization
period is less than or equal to 35 years. This means that the City contribution would be a fixed percentage of
pay plus a flat dollar amount per year. However, after the first two years, the City's flat dollar contribution is
only required when the system has an amortization period under 35 years and is not required if the amortization
period is over 35 years. In other words, the additional contribution is not made when there is a greater need for
it.

S\
The retirement system's actuarial analysis notes that effective October 1, 2019, the system is projected to have
an amortization period above 35 years and therefore the additional $11 million annual contribution would no
longer be required. Also, the actuarial analysis notes that if this contribution were made every year regardless
of the calculated amortization period for that year, the amortization period reported as of January 1, 2017
would be 48 years.

Even though the bill indicates the additional $11 million annual contribution is required again once the
amortization period is less than or equal to 35 years, the analysis assumes this contribution will not resume in
the future. Based on the PRB's estimates, stopping the additional $11 million contribution effective September
1, 2019 and restarting it when the calculated amortization period decreases to 35 years (projected for 2036)
would likely lower the estimated January 1, 2017 amortization period from 58 to 55 years.

The benefit and DROP distribution changes proposed in the bill would also improve the funded ratio of the
plan from approx. 37% to 49%.

Below is a table of the total projected contribution amounts (City plus employee contributions) under the
current plan and HB 3158, as engrossed:

Projected Total Contributions

(in millions)
HB 3158, ‘
Valuation as engrossed,

Year Current Plan Proposed Plan
2017 $147 $157
2018 151 204

2019 158 209

2020 162 207

2021 167 213

2022 171 219

2023 176 225

2024 181 231
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2025 186 237
2026 191 244
2027 196 250

Actuarial Assumptions and Methods
The actuarial review states, that while the PRB believes a 2.25% assumed COLA would be more appropriate

given the bill language, the use of a 2.0% assumed COLA is not unreasonable for the If Bill Enacted scenario
the actuarial analysis uses a 2.0% COLA assumption for the If Bill Enacted scenario. Otherwise, the PRB
actuaries noted in their review that the assumptions and methods used in the actuarial analysis are reasonable.

The assumptions and methods are the same as used in the January 1, 2016 actuarial valuation report except as
noted in the following table.

Summary of Changes in Assumptions

Discount Rate
7.25% - same as the January 1, 2016 actuarial valuation

Investment Return
Market value returns assumed to be 5.00% in 2016, -1.74% in 2017, 5.00% in 2018, 6.50% in 2019, 7.00% in
2020, and 7.25% thereafter. Assumed rates of return were provided by the System.

Actuarial Value of Assets
Set equal to market value of assets

DROP Utilization
It is assumed that there will be no future entrants into DROP

Salary Increases
Select rates added for years 2016 - 2018.

2016 and 2018 - 10%if 0 - 10 years, 7% if 11 - 12 years, and 2% if 12 years
2017 - 5%if 0 - 10 years, 2% for all others

Current salary scale applies in 2019 and beyond

Payroll Growth Rate
4.25% in 2018; 2.75% in all other years

bvertime
The City is no longer assumed to contribute an amount 11% greater than computation pay for overtime work.
This assumption does not impact benefits or liabilities.

Cost of Living Adjustment (COLA)
Two percent simple COLA assumed to be paid starting in 2047 and every year thereafter, based on the

System's benchmark that the Plan must be at least 70% funded on a market value basis prior to and after a
COLA is paid. Market returns must meet a certain level over a five-year period before COLA payments can be
enacted; it is assumed these levels are met for purposes of these calculations.

Retirement Rates
Retirements are assumed to occur on January 1st.

In 2016, rates are increased by 5 percentage points for those participants who have been in DROP for six years
or more.

Beginning in 2017, the current valuation retirement rates apply, with the following exception:
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Current Active DROP Participants
- Ifatleast 8 years in DROP as of 1/1/2017, 100% retirement rate in 2018
- Ifless than 8 years in DROP as of 1/1/2017, 50% retirement rate in 2018
Retirement Rates Beginning in 2018 for those not in DROP

Tiers 1 & 2, <20 YOS Tier 1, at least 20 YOS

Age as 0f9/1/2017 as 0f 9/1/2017 Tier 3
<50 1% 1% 1%
50 10% 20% 5%
51 5% 10% 5%
52 5% 10% 5%
53 5% 10% 5%
54 5% 20% 10%
55 15% 40% 20%
56 10% 50% 30%
57 5% 50% 40%
58 60% 60% 50%
59 50% 60% 50%
60 50% 60% 50%
61 50% 60% 50%
62 100% 100% 100%

100% retirement assumed once total of benefit multipliers reach 90%.
Current terminated vested participants are assumed to retire at age 50.

Future terminated vested participants are assumed to retire at age 58.

DROP Distribution

Current retirees - For those who were retirees as of January 1, 2016, 57.50% of the January 1, 2016 balance
was assumed to be paid out in 2016 and 10% of the January 1, 2017 account balance is assumed to be paid out
in 2017. Beginning January 1, 2018, the remainder of the DROP accounts are assumed to be paid out over the
expected lifetime of the participant upon their retirement based on the mortality tables in effect at the time of
their retirement; the expected lifetime is currently assumed to be 23 years. It is understood that the actual date
of the change in DROP account distributions may occur prior to January 1, 2018.

Current actives - 10% of the January 1, 2017 account balances are assumed to be paid out in 2017 for
participants that retire in 2017. Beginning January 1, 2018, DROP accounts are assumed to be paid out over the
expected lifetime of the participant upon their retirement, based on the mortality tables in effect at the time of
their retirement; the expected lifetime is currently assumed to be 21 years if the Normal Retirement Age is 58. It
is understood that the actual date of the change in DROP account distributions may occur prior to January 1,
2018.

DROP Account Interest
Current retirees - 2.75%;

Current actives - 2.75%; only the DROP account balance as of September 1, 2017 receives interest upon
retirement. DROP contributions into existing DROP accounts after September 1, 2017 and future DROP
participants receive 0% interest during the DROP and upon retirement.

SYNOPSIS OF PROVISIONS

HB 3158, as engrossed, would amend and add sections to Title 109, Revised Civil Statutes Article 6243a-1 to
reduce benefits (summarized in the table below), increase both employee and City contributions, change the
board's composition and governance structure, and require the creation of an investment advisory committee.

Board Composition
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The bill would change the board composition by establishing new requirements for trustee positions. The
changes to the board are to be executed on the effective date of the bill.

Board Govemance
The bill would clarify that the executive director is a fiduciary of the pension system, whereas currently the

statute states that the “administrator” of the plan is not a fiduciary. The bill would require a two-thirds vote of
the board to implement any rule change concerning board governance.

Also, the bill would require the PRB to review any board rule to determine that the implementation of the rule
would not cause the amortization period to exceed 35 years. The PRB would also be entitled to all documents
and other information provided by DPFPS to the public, which would then be subject to an independent review
by the PRB. Any employee or other agent acting on behalf of DPFPS commits a Class B misdemeanor offense
if the person knowingly provides false information to the PRB.

The bill would also require the board to adopt a code of ethics and require the board members to take pension-
related training from a manual created by the DPFPS executive director.

City Contributions
The bill would require the City to make biweekly contributions to the system of 34.5% of aggregate

computation pay paid to members with additional biweekly payments of 1/26 of $11 million between
September 2017 and September 2019. The additional $11 million contribution would not be made if the
unfunded actuarial accrued liability is not projected to be paid off within 35 years while including the $11
million contribution.

Investment Advisory Committee
The bill would require the board to establish an investment advisory committee. The committee would be

composed of a majority of outside investment professionals, as well as sitting board members. The committee
would review investment-related matters and make recommendations to the board. In addition, the bill would
require a two-thirds vote by the board to approve each alternative investment.

Equitable Adjustments to Benefits

The bill would require the board to consider and adopt rules requiring the equitable return of funds paid or
credited to the benefit of a member or a pensioner before 9/1/17, including the return of excessive interest
credited to a member's DROP account and excessive adjustments made as disability or COLA benefits. The bill
also outlines the adjudication process for any judicial challenges to the equitable return of funds as required by
the board.

DROP Payment Options

A member who terminated service before 9/1/2017 shall have their DROP account annuitized in either monthly
or yearly distributions based on the member's election. Additionally, a member who has a financial hardship
that was not reasonably foreseeable may obtain a lump-sum distribution from the member's DROP account
resulting in a corresponding reduction in the total number or amount of annuity payments. The board shall
adopt rules regarding what constitutes an unforeseeable emergency or hardship, and in adopting the rules, the
board shall provide flexibility to members.

Effective Date
Except as otherwise provided by the Act, the Act takes effect on September 1, 2017.

The following table outlines the primary changes to benefit provisions included in the bill.

Summary of Plan Changes
Normal Retirement Benefit
Eligibility
Current Tier 3: Age 55 and 10 Years of Service
Proposed Tier 3: Age 58 and 5 Years of Service
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Amount

Current

Proposed

Tiers 1 & 2: 3.0% x Years of Service x Final Average Salary, no more than 96% x Final

Average Salary or less than $2,200 per month (minimum is prorated for periods of service less
than 20)

Tier 3: [Years of Service (up to 20) x 2.0% Years of Service (>20, <=25) x 2.5% Years of
Service (>25) x 3.0%] x Final Average Salary, not less than $110 x Years of Service (up to 20)

Tiers 1 & 2:[3.0% x Years of Service (prior to September 1, 2017) Percent Multiplier (in table
below) x Years of Service (after September 1, 2017)] x Final Average Salary, max is the greater
of i. 90% or ii. the vested accrued benefit as of August 31, 2017

Age at Percent
Retirement  Multiplier

57 2.40%

56 2.30%

55 2.20%

54 2.10%

53 and younger 2.00%

Tier 3: Years of Service x 2.5% x Final Average Salary, max 90%

Final Average Salary

Current

Proposed

Tiers 1 & 2: Highest 36 month period

Tiers 1 & 2: Highest 36 month period for service prior to September 1, 2017 and highest 60
month period for service after September 1, 2017

Early Retirement Benefit

Eligibility

Current

Proposed

Amount

Current

Proposed

Tiers 1 & 2: Age 45 and'5 Years of Service or 20 Years of Service
Tier 3: N/A

Tiers 1 & 2: Age 45 and 5 Years of Service, if 45 years or older as of September 1, 2017, age
53 and 5 Years of Service otherwise, or 20 Years of Service

Tier 3: Age 53 and 5 Years of Service or 20 Years of Service

Tiers 1 & 2 with 20 Years of Service - replace 3% multiplier with the following based on age at
retirement:

Age at

Retirement =~ Multiplier
48 & 49 2.75%

47 2.50%

46 2.25%

45 or younger 2.00%

Tiers 1 & 2 with less than 20 Years of Service: Reduction equal to 2/3 of 1% per month
retirement date precedes age 50.

Tiers 1 & 2 with 20 Years of Service accrued as of September 1, 2017 - replace 3% multiplier
with the following based on age at retirement:

Age at
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Retirement Multiplier

48 & 49 2.75%

47 2.50%

46 2.25%

45 and younger 2.00%
All others with 20 Years of Service - replace 2.5% multiplier with the following based on age at
retirement:

Age at

Retirement  Multiplier

57 2.40%

56 2.30%

55 2.20%

54 2.10%

53 and younger 2.00%

With less than 20 Years of Service: Reduction equal to 2/3 of 1% per month retirement date precedes
age 45 if 45 years or older as of September 1, 2017, age 53 otherwise.

Unreduced at any retirement age if a member's pension is equal to 90% of Final Average Salary.

Supplemental Retirement Benefit

Current The greater of $75 per month or 3% of their Normal or Early Retirement Benefit, payable
beginning at age 55

Proposed Payable only to those receiving the supplement as of September 1, 2017

Vesting
Current Tier 3: 10 Year Cliff

Proposed Tier 3: 5 Year Cliff

Cost of Living Adjustment
Current Tier 1: 4.0% simple

Proposed If the plan is at least 70% funded after taking into account the COLA, a simple crediting rate on
October 1 equal to 100% of the average annual rate of actual investment return for the five-year
period ending on the preceding December 31 minus 5%, and not to exceed 4%, beginning at the
earlier of age 62 or 3 years after retirement. (The actuarial analysis indicates the COLA is ad-
hoc, however, it assumes a COLA is paid every year once the plan reaches the necessary
funding target.)

Deferred Retirement Option Plan
Active

Current Interest credited is 6% effective October 1, 2016 dropping to 5% effective October 1, 2017 and
variable based on the plans funded ratio thereafter.

Funded Ratio Crediting Rate
>=95% 7.0%
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90%-94% 6.5%
85%-89% 6.0%
65%-84% 5.0%
60%-64% 4.0%
55%-59% 3.0%
<55% 0.0%

COLA credited to account

No maximum participation period

May elect a lump sum distribution or leave up to 100% of account balance in plan at separation
of service and continue to accrue interest credit

Proposed No interest credited to account
No COLA credited to account
10 year maximum participation period
DROP balance distributed over the life expectancy at separation of service,

DROP account balance as of September 1, 2017 will be annuitized using a rate on a United
States Treasury or other federal treasury note with a reasonable duration, as determined by the
Board.

Contributions

Employee
Current 8.5% for non-DROP active participants & 4.0% for DROP active participants
Proposed 13.5% as of the effective date

Employer
Current 27.5% of pay

Proposed 34.5% of computation pay plus $11,000,000 per year, subject to certain restrictions (34.5% of
pay shall not be less than $5,173,000 for each of the bi-weekly pay periods ending during
September 1, 2017 - December 31, 2017; $5,344,000 for each of the bi-weekly pay periods
ending during January 1, 2018 - December 31, 2018; $5,571,000 for each of the bi-weekly pay
periods ending during January 1, 2019 - December 31, 2019; and $5,571,000 increased by
2.75%, compounded annually, for each bi-weekly pay period ending during the calendar years
thereafter. Beginning September 1, 2019, for any year in which the 34.5% of pay plus $11
million is not sufficient to amortize the existing UAAL within a 35 year period, the city is not
required to make the $11 million contribution.)

The contributions outlined above will remain in force as long as the system has a UAAL. If the plan is fully
funded, contributions will be split equally between the city and members.

FINDINGS AND CONCLUSIONS

Given that the bill provisions for DPFPS would increase the total contribution rate and reduce current liabilities,
it would increase the long-term funding security for all members of the affected retirement systems. It would
impact all current and future active members because it increases the employee contributions for all groups of
members. In addition, certain classes of active and inactive members are impacted by changes in plan
provisions. Current active members would see changes to their prospective and retroactive benefit multiplier, as
well as changes to retirement eligibility requirements and contribution requirements. Limits would be placed on
the total DROP participation period and future interest accruals for current and future DROP participants. The
bill would also make changes to future cost of living adjustments (COLA) that will impact current and future
retirees and beneficiaries.
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The actuarial analysis assumes a COLA of 2.0%, although given an assumed rate of return of 7.25%; the
actuarial review determined that a 2.25% assumed COLA would be more appropriate. The PRB's actuaries do
not have sufficient data to determine the magnitude of the impact of using a 2.25% assumed COLA, but this
change would increase the projected liabilities and increase the calculated amortization period. However, the
impact of an additional 0.25% simple COLA is likely to be small, given that the bill also requires the plan to be
at least 70% funded prior to providing a COLA, and the actuarial analysis projects the plan will not be 70%
funded until the year 2047.

The actuarial review states that the actuarial assumptions and methods are the same as used by Segal for the
January 1, 2016 actuarial valuation, except as noted in the Summary of Changes in Assumptions table above.
The assumptions and methods used by Segal are reasonable. Also, in the actuarial analysis, Segal uses a 2.0%
COLA for the If Bill Enacted scenario. While the PRB actuaries believe a 2.25% COLA would be more
appropriate given the bill language, the impact of this difference is expected to be small, and therefore, the use
of a 2.0% assumed COLA is not unreasonable.

Finally, based on the results outlined in the actuarial analysis, DPFPS is likely to be subject to the Funding
Soundness Restoration Plan (FSRP) requirements, as outlined in Texas Government Code Section 802.2015,
once the January 1, 2017 actuarial valuation is finalized and will therefore need to make additional adjustments
to contributions and/or benefits to further reduce their amortization period.

METHODOLOGY AND STANDARDS

According to the PRB actuaries, to the best of their knowledge, no material biases exist with respect to the data,
methods or assumptions used to develop the analysis other than those specifically identified above and in the
actuarial review. The PRB did not audit the information provided but has reviewed the information for
reasonableness and consistency with other information provided by or for the affected retirement systems. The
PRB is not responsible for the accuracy or completeness of the information provided to the agency. All
actuarial projections have a degree of uncertainty because they are based on the probability of occurrence of
future contingent events. Accordingly, actual results will be different from the results contained in the analysis
to the extent actual future experience varies from the experience implied by the assumptions. This analysis is
based on the assumption that no other legislative changes affecting the funding or benefits of DPFPS will be
adopted. It should be noted that when several proposals are adopted, the effect of each may be compounded,
resulting in a cost that is greater (or less) than the sum of each proposal considered independently.

SOURCES
Actuarial Analysis by Jeffery S. Williams, FCA, ASA, MAAA, EA, Vice President and Consulting Actuary,

Segal Consulting, March, 31, 2017.

Actuarial Review by Robert M. May, FSA, EA, MAAA, Board Actuary; and Kenneth J. Herbold, ASA, EA,
MAAA, Staff Actuary, Pension Review Board, April 13, 2017.

GLOSSARY
Actuarial Accrued Liability (AAL) -The portion of the PVFB that is attributed to past service.

Actuarial Value of Assets (AVA) - The smoothed value of system's assets.

Amortization Payments - The yearly payments made to reduce the Unfunded Actuarial Accrued Liability
(UAAL).

Amortization Period - The number of years required to pay off the unfunded actuarial accrued liability. The
State Pension Review Board recommends that funding should be adequate to amortize the UAAL over a period
which should not exceed 40 years, with 15-25 years being a more preferable target. An amortization period of
0-15 years is also a more preferable target.

Actuarial Cost Method - A method used by actuaries to divide the Present Value of Future Benefits (PVFB) into
the Actuarial Accrued Liability (AAL), the Present Value of Future Normal Costs (PVFNC), and the Normal
Cost (NC).

Funded Ratio (FR) - The ratio of actuarial assets to the actuarial accrued liabilities.
Market Value of Assets (MVA) - The fair market value of the system's assets.
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Normal Cost (NC) - The portion of the PVFB that is attributed to the current year of service.

Present Value of Future Benefits (PVFB) - The present value of all benefits expected to be paid from the plan to
current plan participants.

Present Value of Future Normal Costs (PVFNC) - The portion of the PVFB that.will be attributed to future years
of service.

Unfunded Actuarial Accrued Liability (UAAL) - The Actuarial Accrued Liability (AAL) less the Actuarial
Value of Assets (AVA).

Source Agencies: 338 Pension Review Board
LBB Staff: UP, KFa
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LEGISLATIVE BUDGET BOARD
Austin, Texas

ACTUARIAL IMPACT STATEMENT

85TH LEGISLATIVE REGULAR SESSION

April 17, 2017
TO: Honorable Dan Flynn, Chair, House Committee on Pensions
FROM: Ursula Parks, Director, Legislative Budget Board

IN RE: HB3158 by Flynn (Relating to the retirement systems for and the provision of other
benefits to police and fire fighters in certain municipalities.), Committee Report 1st
House, Substituted

The following information was supplied by Agency 338 - Pension Review Board:

CSHB 3158 would make significant changes to Article 6243a-1,Title 109 Revised Civil Statutes (affecting the
Dallas Police and Fire Pension System (DPFPS)) to increase both employee and City of Dallas (City)
contnbutions; modify future benefit accruals; provide a retroactive multipher increase for certain members;
modify DROP participation and cost of living adjustments; make changes to the composition and governance
structurc of the DPFPS board (board);and require the establishment of an investment advisory committee.
Article 6243a-1 establishes the basic governing structure of the DPFPS. While changes to the benefit structure
can be made by the Legislature or members of the system,the employee contributions may only be modified by
the Legislature, whereas City contributions can be modified by the Legislature or a majonty vote of the City
voters.

The proposed changes to the bill, if enacted, would significantly improve the actuanal soundness of the system.
Under the existing plan structure, the plan 1s expected to become nsolvent within the next 10 years. While the
bill does not immediately bring the amortization period down to 40 years, which is the maximum
reccommended amortization period according to PRB Guidelines for Actuarial Soundness currently in effect, it
sets the system on a path to full funding within a finite period.

The following table outlines the changes between the current plan and CSHB 3158:

Dallas Police and Fire Pension System Current Plan | If Bill Enacted Change
Estumated As of 1/1/2017 ($Millions)

City Contribution* 27.5% 34.5% 7.0%
Employee Contribution 8.5% 13.5% 5.0%
Total Contribution 36.0% 48.0% 12.0%
Total Normal Cost, before administrative expenses $88 $66 ($22)
Total Normal Cost as a % of Pay** 22.6% 16.7% (5.9%)
Actuarial Accrued Liabilities (AAL) $5,849 $4,333 ($1,416)
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Actuarial Value of Assets (AVA) 2,153 2,153 $0

Unfunded Actuarial Accrued Liability (millions) $3,696 $2,280 (31,416)

Funded Ratio 36.8% 48.6% 11.8%

Amortization Period*** Infinite 58 N/A
(never)

* Amount is a percentage of total pay for the Current Plan scenario and a percentage of
computation pay for the If Bill Enacted scenario. The If Bill Enacted scenario does not include
additional $11 million annual contributions.

** Based on estimated 2017 computation pay of $329 Million as provided by the City.

*** Takes into account the additional $11 million annual contribution for the period October 1,
2017 - September 30,2019 under the If Bill Enacted scenario, but assumes the $11 million will not
be contributed in future years when the amortization period falls below 35 years.

ACTUARIAL EFFECTS

The actuarial analysis provided by the plan's actuary states that although the retirement system is not projected
to reach 100% funding within 30 years, it is projected to eventually become fully funded. The plan's actuary
further states that currently the System is projected to become nsolvent within the next 10 years. PRB's
actuarial review states that the bill would make the retirement system less unsound and would set it on a path to
full funding within a finite period.

The actuarial review notes that as part of raising the City's contribution requirement, the bill establishes a
contribution policy for the City that is worth noting. The bill would increase the City's contribution rate to
34.5% of aggregate computation pay paid to members and an additional annual contribution equal to $11
mullion, but only for the period of October 1,2017 through September 30, 2019. For periods beginning October
1, 2019, the $11 million additional annual contribution would only be required when the amortization period is’
less than or equal to 35 years. This means that the City contribution would be a fixed percentage of pay plus a
flat dollar amount per year. However, after the first two years, the City's flat dollar contribution 1s only required
when the system has an amortization period under 35 years and 1s not required if the amortization period is
over 35 years. In other words,the additional contribution is not made when there is a greater need for it.

The retirement system's actuarial analysis notes that effective October 1, 2019, the system is projected to have
an amortization period above 35 years and therefore the additional $11 million annual contribution would no
longer be required. Also, the actuarial analysis notes that 1f this contribution were made every year regardless
of the calculated amortization period for that year, the amortization period reported as of January 1, 2017
would be 48 years.

Even though the bill indicates the additional $11 million annual contribution 1s required again once the
amortization period 1s less than or equal to 35 years, the analysis assumes this contribution will not resume in
the future. Based on the PRB's estimates, stopping the additional $11 million contribution effective September
1, 2019 and restarting it when the calculated amortization period decreases to 35 years (projected for 2036)
would likely lower the estimated January 1, 2017 amortization period from 58 to 55 years.

The benefit and DROP distribution changes proposed in the bill would also improve the funded ratio of the
plan from approx. 37% to 49%.

Below 1s a table of the total projected contribution amounts (City plus employee contributions) under the
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current plan and CSHB 3158:

Projected Total Contributions

(in millions)

Valuation CSHB 3158
Year Current Plan Proposed Plan
2017 $147 $157
2018 151 204
2019 158 209
2020 162 207
2021 167 213
2022 171 219
2023 176 225
2024 181 231
2025 186 237
2026 191 244
2027 196 250

Actuarial Assumptions and Methods

The actuarial review states that while the PRB believes a 2.25% assumed COLA would be more appropriate
given the bill language, the use of a 2.0% assumed COLA is not unreasonable for the If Bill Enacted scenario
the actuarial analysis uses a 2.0% COLA assumption for the If Bill Enacted scenario.Otherwise, the PRB
actuaries noted 1n their review that the assumptions and methods used in the actuanal analysis are reasonable.

The assumptions and methods are the same as used in the January 1, 2016 actuarial valuation report except as
noted in the following table.

Summary of Changes in Assumptions

Discount Rate

7.25% - same as the January 1, 2016 actuanial valuation

Investment Return

Market value returns assumed to be 5.00% in 2016, -1.74%in 2017, 5.00% in 2018, 6.50% in 2019, 7.00% in
2020, and 7.25% thereafter. Assumed rates of return were provided by the System.

Actuanal Value of Assets

Set equal to market value of assets
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DROP Utilization

It is assumed that there will be no future entrants into DROP

Salary Increases

Select rates added for years 2016 - 2018.
2016 and 2018 - 10%1f 0 - 10 years, 7% if 11 - 12 years, and 2% if 12 years
2017 - 5%1f 0 - 10 years, 2% for all others

Current salary scale applies in 2019 and beyond

Payroll Growth Rate

4.25%1in 2018; 2.75% 1n all other years

Overtime

The City is no longer assumed to contribute an amount 11% greater than computation pay for overtime work.
This assumption does not impact benefits or labilities.

Cost of Living Adjustment (COLA)

Two percent simple COLA assumed to be paid starting in 2047 and every year thereafter, based on the
System's benchmark that the Plan must be at least 70% funded on a market value basis prior to and after a
COLA 1s paid. Market returns must meet a certain level over a five-year period before COLA payments can be
enacted; it is assumed these levels are met for purposes of these calculations.

Retircment Rates

Retircments are assumed to occur on January 1st.

In 2016, rates are increased by 5 percentage points for those participants who have been in DROP for six years
or more.

Beginning in 2017, the current valuation retirement rates apply, with the following exception:

Current Active DROP Participants

- Ifatleast 8 years in DROP as of 1/1/2017, 100% retirement rate in 2018

- Ifless than 8 years in DROP as of 1/1/2017, 50% retirement rate in 2018

Page 4 of 12



Retirement Rates Beginning in 2018 for those not in DROP

Tiers | & 2, <20 YOS Tier 1, at least 20 YOS

Age as 0f9/1/2017 as 0f 9/1/2017 Tier 3
<50 1% 1% 1%
50 10% 20% 5%
51 5% 10% 5%
52 5% 10% 5%
53 5% 10% 5%
54 5% 20% 10%
55 15% 40% 20%
56 10% 50% 30%
57 5% 50% 40%
58 60% 60% 50%
59 50% 60% 50%
60 50% 60% 50%
61 50% 60% 50%
62 100% 100% 100%

100% retirement assumed once total of benefit multipliers reach 90%.

Current terminated vested participants are assumed to retire at age 50.

Future terminated vested participants are assumed to retire at age 58.

DROP Distribution

Current retirees - For those who were retirces as of January 1, 2016, 57.50% of the January 1, 2016 balance
was assumed to be paid out in 2016 and 10% of the January 1, 2017 account balance 1s assumed to be paid out
in 2017. Beginning January 1, 2018, the remainder of the DROP accounts are assumed to be paid out over the
expected lifetime of the participant upon their retirement based on the mortality tables in effect at the time of
their retirement; the expected lifetime is currently assumed to be 23 years. It is understood that the actual date
of the change in DROP account distributions may occur prior to January |, 2018.

Current actives - 10% of the January 1, 2017 account balances are assumed to be paid out in 2017 for
participants that rctire in 2017. Beginning January 1, 2018, DROP accounts are assumed to be paid out over the
expected lifetime of the participant upon their retirement, based on the mortality tables in effect at the time of
therr rettrement; the expected lifetime is currently assumed to be 21 years if the Normal Retirement Age is 58. It
1s understood that the actual date of the change in DROP account distributions may occur prior to January |,
2018.

DROP Account Intcrest
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Current retirees - 2.75%;

Current actives - 2.75%; only the DROP account balance as of Séptember 1, 2017 receives interest upon
retirement. DROP contributions into exising DROP accounts after September 1, 2017 and future DROP
participants receive 0% interest during the DROP and upon retirement.

SYNOPSIS OF PROVISIONS

CSHB 3158 would amend and add sections to Title 109, Revised Civil Statutes Article 6243a-1 to reduce
benefits (summarized in the table below), increase both employee and City contributions, change the board's
composition and governance structure, and require the creation of an investment advisory committee.

Board Composition

The bill would change the board composition by establishing new requirements for trustee positions. The
changes to the board are to be executed on the effective date of the bill.

Board Governance

The bill would clanify that the executive director is a fiduciary of the pension system, whereas currently the
statute states that the“administrator” of the plan is nor a fiduciary. The bill would require a two-thirds vote of
the board to implement any rule change concerning board governance.

Also, the bill would require the PRB to review any board rule to determine that the implementation of the rule
would not cause the amortization period to exceed 35 years. The bill would also require the board to adopt a
code of ethics and require the board members to take pension-related training from a manual created by the
DPFPS executive director.

City Contributions

The bill would require the City to make biweekly contributions to the system of 34.5% of aggregate
computation pay paid to members with additional biweekly payments of 1/26 of $11 million between
September 2017 and September 2019. The additional $11 million contribution would not be made if the
unfunded actuarial accrued liability is not projected to be paid off within 35 years while including the $11
million contribution.

Investment Advisory Committee

The bill would require the board to establish an investment advisory committee. The committee would be
composed of a majority of outside investment professionals, as well as sitting board members. The committee
would review investment-related matters and make recommendations to the board. In addition, the bill would
require a two-thirds vote by the board to approve each alternative investment.
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Equitable Adjustments to Benefits

The bill would require the board to consider and adopt rules requiring the equitable return of funds paid or
credited to the benefit of a member or a pensioner before 9/1/17, including the return of excessive interest
credited to a member's DROP account and excessive adjustments made as disability or COLA benefits. The bill
also outlines the adjudication process for any judicial challenges to the equitable return of funds as required by
the board.

Effective Date

Except as otherwise provided by the Act, the Act takes effect on September 1, 2017.

The following table outlines the primary changes to benefit provisions included in the bill.

Summary of Plan Changes

Normal Retirement Benefit

Eligibility
Current Tier 3: Age 55 and 10 Years of Service

Proposed Tier3: Age 58 and 5 Years of Service

Amount
Current Tiers 1 & 2: 3.0% x Years of Service x Final Average Salary, no more than 96% x Final
Average Salary or less than $2,200 per month (minimum is prorated for pertods of service less
than 20)

Tier 3:[Years of Service (up to 20) x 2.0% Years of Service (>20, <=25) x 2.5% Years of
Service (>25) x 3.0%] x Final Average Salary, not less than $110 x Years of Service (up to 20)

Proposed Tiers 1 & 2: [3.0% x Years of Service (prior to September 1, 2017) Percent Multiplier (in table
below) x Years of Service (after September 1, 2017)] x Final Average Salary, max 1s the greater
of 1. 90% or 1. the vested accrued benefit as of August 31, 2017

Age at Percent

Retirement Multiplicr

57 2.40%
56 2.30%
55 2.20%
54 2.10%

53 and younger 2.00%
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Tier 3: Years of Service x 2.5% x Final Average Salary, max 90%

Final Average Salary

Current

Proposed

Tiers 1 & 2: Highest 36 month period

Tiers 1 & 2: Highest 36 month period for service prior to September 1, 2017 and highest 60
month period for service after September 1, 2017

Early Retirement Benefit

Eligibility

Current

Proposed

Amount

Current

Proposed

Tiers 1 & 2: Age 45 and 5 Years of Service or 20 Years of Service
Tier 3: N/A

Tiers | & 2: Age 45 and 5 Years of Service, if 45 years or older as of September 1, 2017, age
53 and 5 Years of Service otherwise, or 20 Years of Service

Tier 3: Age 53 and 5 Years of Service or 20 Years of Service

Tiers 1 & 2 with 20 Years of Service - replace 3% multiplier with the following based on age at
retirement:

Age at

Retirement Multiplier

48 & 49 2.75%
47 2.50%
46 2.25%

45 or younger 2.00%
Tiers 1& 2 with less than 20 Years of Service: Reduction equal to 2/3 of 1% per month
retirement date precedes age 50.

Tiers 1 & 2 with 20 Years of Service accrued as of September 1, 2017 - replace 3% multiplier
with the following based on age at retirement:

Age at
Retirement Multiplier

48 & 49 2.75%
47 2.50%
46 2.25%
45 and younger 2.00%

All others with 20 Years of Service - replace 2.5% multiplier with the following based on age at
retirement:
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Age at

Retirement Multiplier

57 2.40%
56 2.30%
55 2.20%
54 2.10%
53 and younger 2.00%

With less than 20 Years of Service: Reduction equal to 2/3 of 1% per month retirement date precedes
age 45 if 45 years or older as of September 1, 2017,agc 53 otherwise.

Unreduced at any retirement age 1f a member's pension 1s equal to 90% of Final Average Salary.

Supplemental Retirement Benefit

Current The greater of $75 per month or 3% of their Normal or Early Retirement Benefit, payable
beginning at age 55

Proposed Payable only to those receiving the supplement as of September 1, 2017

Vesting

Current Tier 3: 10 Year Chff

Proposcd Tier 3: 5 Year Cliff

Cost of Living Adjustment

Current Tier 1+ 4.0% simple

Proposed If the plan 1s at least 70% funded after taking into account the COLA, a simple crediting rate on
October 1 equal to 100% of the average annual rate of actual investment return for the five-year
period ending on the preceding December 31 minus 5%, and not to exceed 4%, beginning at the
carlier of age 62 or 3 years after retirement. (The actuanal analysis indicates the COLA is ad-
hoc, however, it assumes a COLA is paid every year once the plan reaches the necessary
funding target.)

Deferred Retirement Option Plan

Active

Current Interest credited is 6% effective October 1, 2016 dropping to 5% effective October 1, 2017 and
variable based on the plans funded ratio thereafter.
Funded Ratio Crediting Rate

>=95% 7.0%
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Proposed

Contributions

Employee
Current

Proposed

Employer
Current

Proposed

90%-94% 6.5%
85%-89% 6.0%
65%-84% 5.0%
60%-64% 4.0%
55%-59% 3.0%
<55% 0.0%

COLA credited to account

No maximum participation period

May elect a lump sum distribution or leave up to 100% of account balance in plan at separation
of scrvice and continuc to accrue interest credit

No interest credited to account

No COLA credited to account

10 year maximum participation period

DROP balance distributed over the life expectancy at separation of service,

DROP account balance as of September 1, 2017 will be annuitized using a rate on a United
States Treasury or other federal treasury note with a reasonable duration, as determined by the
Board.

8.5%for non-DROP active participants & 4.0% for DROP active participants

13.5%as of the effective date

27.5%0f pay

34.5% of computation pay plus $11,000,000 per year, subject to certain restrictions (34.5% of
pay shall not be less than $5,173,000 for each of the bi-weekly pay periods ending during
September 1, 2017 -December 31, 2017; $5,344,000 for each of the bi-weekly pay periods
ending dunng January 1, 2018 - December 31, 2018; $5,571,000 for each of the bi-weekly pay
periods ending during January 1, 2019 - December 31, 2019; and$5,571,000 increased by
2.75%, compounded annually, for each bi-weekly pay period ending during the calendar years
thereafter. Beginning September 1, 2019, for any year in which the 34.5% of pay plus $11
million is not sufficient to amortize the existing UAAL within a 35 year period, the city is not
required to make the $11 million contribution.)

The contributions outlined above will remain in force as long as the system has a UAAL. If the plan is fully
funded, contributions will be split equally between the city and members.

FINDINGS AND CONCLUSIONS

Given that the bill provisions for DPFPS would increase the total contribution rate and reduce current liabilities,
it would increasc the long-term funding secunty for all members of the affected retirement systems. It would
impact all current and future active members because it increases the employee contributions for all groups of
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members. In addition,certain classes of active and inactive members are impacted by changes in plan
provisions. Current active members would see changes to their prospective and retroactive benefit multiplier, as
well as changes to retirement eligibility requirements and contribution requirements. Limits would be placed on
the total DROP participation period and future interest accruals for current and future DROP participants. The
bill would also make changes to future cost of living adjustments(COLA) that will impact current and future
retirees and beneficiaries.

The actuarial analysis assumes a COLA of 2.0%, although given an assumed rate of return of 7.25%; the
actuarial review determined that a 2.25% assumed COLA would be more appropriate. The PRB's actuaries do
not have sufficient data to determine the magnitude of the impact of using a 2.25%assumed COLA, but this
change would increase the projected liabilities and increase the calculated amortization period. However, the
impact of an additional 0.25% simple COLA is likely to be small, given that the bill also requires the plan to be
at least 70% funded prior to providing a COLA, and the actuanal analysis projects the plan will not be 70%
funded until the year 2047.

The actuarial review states that the actuarial assumptions and methods are the same as used by Segal for the
January 1, 2016 actuanal valuation, except as noted in the Summary of Changes in Assumptions table above.
The assumptions and methods used by Segal are reasonable. Also, in the actuarial analysis, Segal uses a 2.0%
COLA for the If Bill Enacted scenario.While the PRB actuaries belicve a 2.25% COLA would be more
appropriate given the bill language, the impact of this difference 1s expected to be small, and therefore, the use
of a 2.0% assumed COLA is not unreasonable.

Finally, based on the results outlined 1n the actuarial analysis, DPFPS is likely to be subject to the Funding
Soundness Restoration Plan (FSRP) requirements, as outlined in Texas Government Code Section 802.2015,
oncc the January 1, 2017 actuanal valuation is finalized and will therefore need to make additional adjustments
to contributions and/or benefits to further reduce their amortization period

METHODOLOGY AND STANDARDS

According to the PRB actuaries, to the best of their knowledge, no material biases exist with respect to the data,
methods or assumptions used to develop the analysis other than those specifically identified above and in the
actuarial review. The PRB did not audit the information provided but has reviewed the information for
reasonableness and consistency with other information provided by or for the affected retirement systems. The
PRB is not responsible for the accuracy or completeness of the information provided to the agency. All
actuarial projections have a degree of uncertainty because they are based on the probability of occurrence of
future contingent events. Accordingly, actual results will be different from the results contained in the analysis
to the extent actual future experience varies from the experience implied by the assumptions. This analysis is
based on the assumption that no other legislative changes affecting the funding or benefits of DPFPS will be
adopted. It should be noted that when several proposals are adopted, the effect of each may be compounded,
resulting in a cost that is greater (or less) than the sum of each proposal considered independently.

SOURCES

Actuarial Analysis by Jeffery S. Willlams, FCA, ASA, MAAA, EA, Vice President and Consulting Actuary,
Segal Consulting, March, 31,2017.

Actuanal Review by Robert M. May, FSA, EA, MAAA, Board Actuary; and Kenneth J. Herbold, ASA, EA,
MAAA, Staff Actuary, Pension Review Board, April 13, 2017.
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GLOSSARY
Actuarial Accrued Liability(AAL) -The portion of the PVFB that is attributed to past service.
Actuarial Value of Assets (AVA)- The smoothed value of system's assets.

Amortization Payments - The yearly payments made to reduce the Unfunded Actuarial Accrued Liability
(UAAL).

Amortization Period - The number of years required to pay off the unfunded actuarial accrued liability. The
State Pension Review Board recommends that funding should be adequate to amortize the UAAL over a period
which should not exceed 40 years, with 15-25 years being a more preferable target. An amortization period of
0-15 years is also a more preferable target.

Actuarial Cost Method - A method used by actuaries to divide the Present Value of Future Benefits (PVFB)into
the Actuarial Accrued Liability (AAL), the Present Value of Future Normal Costs (PVFNC), and the Normal
Cost (NC).

Funded Ratio (FR) - The ratio of actuarial assets to the actuanal accrued liabilities.
Market Value of Assets (MVA) -The fair market value of the system's assets.
Normal Cost (NC) - The portion of the PVFB that is attributed to the current year of service.

Present Value of Future Benefits (PVFB) - The present valuc of all benefits expected to be paid from the plan to
current plan participants.

Present Value of Future Normal Costs (PVFNC) - The portion of the PVFB that will be attributed to future years
of scrvice.

Unfunded Actuarial Accrued Liability (UAAL) - The Actuarial Accrued Liability (AAL) less the Actuarial
Value of Assets (AVA).

Source Agencies: 338 Pension Review Board
LBB Staff: UP, KFa
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LEGISLATIVE BUDGET BOARD
Austin, Texas

ACTUARIAL IMPACT STATEMENT

85TH LEGISLATIVE REGULAR SESSION

April 2, 2017
TO: Honorable Dan Flynn, Chair, House Committee on Pensions
FROM: Ursula Parks, Director, Legislative Budget Board

IN RE: HB3158 by Flynn (Relating to the retirement systems for and the provision of other
benefits to police and fire fighters in certain municipalities.), As Introduced

The following information was supplied by Agency 338 - Pension Review Board:

HB 3158 would make significant changes to Article 6243a-1, Title 109 Revised Civil Statutes (affecting the
Dallas Police and Fire Pension System (DPFPS)) to increase both employee and City of Dallas (City)
contributions; modify future benefit accruals; provide a retroactive multiplier increase for certain members;
modify DROP participation and cost of living adjustments; make changes to the composition and governance
structure of the DPFPS board (board); and require the establishment of an investment advisory committee.
Article 6243a-1 establishes the basic goveming structure of the DPFPS. While changes to the benefit structure
can be made by the Legislature or members of the system, the employee contributions may only be modified
by the Legislature, whereas City contributions can be modified by the Legislature or a majority vote of the City
voters.

The proposed changes to the bill, if enacted, would significantly improve the actuarial soundness of the system.
Under the existing plan structure, the plan is expected to become insolvent within the next 10 years. While the
bill does not immediately bring the amortization period down to 40 years, which is the maximum
recommended amortization period according to PRB Guidelines for Actuarial Soundnesscurrently in effect, it
sets the system on a path to full funding within a finite period.

The following table outlines the changes between the current plan and HB 3158:

Dallas Police and Fire Pension System Current Plan | If Bill Enacted Change
Estimated As of 1/1/2017 ($Millions)
City Contribution* 27.5% 34.5% 7.0%
Employee Contribution 8.5% 13.5% 5.0%
Total Contribution 36.0% 48.0% 12.0%
Total Normal Cost, before administrative expenses $88 $63 ($25)
Total Normal Cost as a % of Pay** 22.6% 16.0% (6.6%)
Actuarial Accrued Liabilities (AAL) $5,849 $4,339 ($1,510)
Actuarial Value of Assets (AVA) 2,153 2,153 $0
Unfunded Actuarial Accrued Liability (millions) $3,696 $2,186 ($1,510)
Funded Ratio 36.8% 49.6% 12.8%
Amortization Period*** Infinite 48 N/A
(never)

* Amount is a percentage of total pay for the Current Plan scenario and a percentage of
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computation pay for the If Bill Enacted scenario. The If Bill Enacted scenario does not include
additional $11 million annual contributions.

** Based on estimated 2017 computation pay of $329 Million as provided by the City.

*** Takes into account the additional $11 million annual contribution for the period October 1,
2017 - September 30, 2019 under the If Bill Enacted scenario.

ACTUARIAL EFFECTS

The actuarial analysis provided by the plan's actuary states that although the retirement system is not projected
to reach 100% funding within 30 years, 1t is projected to eventually become fully funded. The plan's actuary
further states that currently the System is projected to become insolvent within the next 10 years. PRB's
actuarial review states that the bill would make the retirement system less unsound and would set it on a path to
full funding within a finite period.

The actuarial review notes that as part of raising the City's contribution requirement, the bill establishes a
contribution policy for the City that is worth noting. The bill would increase the City's contribution rate to
34.5% of aggregate computation pay paid to members and an additional annual contnbution equal to $11
million, but only for the period of October 1, 2017 through September 30, 2019. For periods beginning
October 1, 2019, the $11 million additional annual contribution would only be required when the amortization
period is less than or equal to 35 years. This means that the City contribution would be a fixed percentage of
pay plus a flat dollar amount per year. However, after the first two years, the City's flat dollar contribution is
only required when the system has an amortization period under 35 years and is not required if the amortization
period is over 35 years. In other words, the additional contribution is not made when there is a greater need for
1t

The retirement system's actuarial analysis notes that effective October 1, 2019, the system is projected to have
an amortization period above 35 years and therefore the additional $11 million annual contribution would no
longer be required. Also, the actuarial analysis notes that if this contribution were made every year regardless
of the calculated amortization period for that year, the amortization period reported as of January 1, 2017
would be 40 years.

Even though the bill indicates the additional $11 million annual contribution is required again once the
amortization period 1s less than or equal to 35 years, the analysis assumes this contribution will not resume in
the future. Based on the PRB's estimates, stopping the additional $11 million contribution effective September
1, 2019 and restarting 1t when the calculated amortization period decreases to 35 years (projected for 2027)
would likely lower the estimated January 1, 2017 amortization period from 48 to 44 years.

The benefit and DROP distribution changes proposed in the bill would also improve the funded ratio of the
plan from approx 37% to 50%.

Below is a table of the total projected contribution amounts (City plus employee contributions) under the
current plan and HB 3158:

Projected Total Contributions

(in millions)

Valuation HB 3158
Year Current Plan Proposed Plan
2017 $147 $157
2018 151 204
2019 158 209
2020 162 207
2021 167 213
2022 171 219
2023 176 225
2024 181 231
2025 186 237
2026 191 244
2027 196 250
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Actuarial Assumptions and Methods
The actuarial review states that while the PRB believes a 2.25% assumed COLA would be more appropriate

given the bill language, the use of a 2.0% assumed COLA 1s not unreasonable for the If Bill Enacted scenario
the actuarial analysis uses a 2.0% COLA assumption for the If Bill Enacted scenario. Otherwise, the PRB
actuaries noted in their review that the assumptions and methods used 1n the actuarial analysis are reasonable.

The following table shows the changes to assumptions and methods the system within the proposed legislation.
Summary of Changes in Assumptions

The assumptions and methods are the same as used in the January 1, 2016 actuarial valuation report except as
noted below.

Discount Rate
7.25% - same as the January 1, 2016 actuarial valuation

Investment Return
Market value returns assumed to be 5.00% in 2016, -1.74% in 2017, 5.00% in 2018, 6.50% n 2019, 7.00% in

2020, and 7.25% thereafter. Assumed rates of return were provided by the System.

Retirement Rates
Retirements are assumed to occur on January Ist.

In 2016, rates are increased by 5 percentage points for those participants who have been in DROP for six years
or more.

Beginning in 2017, the current valuation retirement rates apply, with the following exception:
Current Active DROP Participants

- Ifat least 8 years in DROP as of 1/1/2017, 100% retirement rate in 2018

- Ifless than 8 years in DROP as of 1/1/2017, 50% retirement rate in 2018
Retirement Rates Beginning 1n 2018 for those not in DROP

Tier 1, <20 YOS or under Tier 1 at least 20 YOS

Age Age 50 as 0of 9/1/2017 and Age 50 Tiers 2 & 3
<50 1% N/A 1%
50 5% 10% 5%
51 5% 10% 5%
52 5% 10% 5%
53 5% 10% 5%
54 5% 20% 5%
55 15% 40% 10%
56 10% 50% 20%
57 5% 50% 30%
58 60% 60% 40%
59 50% 60% 50%
60 50% 60% 50%
61 50% 60% 50%
62 100% 100% 100%

100% retircment assumed once total of benefit multipliers reach 90%.

Page 3 of 10



Terminated vested participants are assumed to retire at age 58.

DROP Utilization
It is assumed that there will be no future entrants into DROP.

Salary Increases
Select rates added for years 2016 - 2018.

2016 and 2018 - 10%if 0 - 10 years, 7% if 11 - 12 years, and 2% if 12 years
2017 - 5%1f 0 - 10 years, 2% for all others

Current salary scale applies in 2019 and beyond.

Payroll Growth Rate
4.25% in 2018; 2.75% in all other years

Overtime
The City is no longer assumed to contribute an amount 11% greater than computation pay for overtime work.
This assumption does not impact benefits or liabilities.

Cost of Living Adjustment (COLA)
Two percent simple COLA assumed to be paid starting in 2047 and every year thereafter, based on the

System's benchmark that the Plan must be at least 70% funded on a market value basis prior to and after a
COLA is paid. The year 2047 was determined based on the City contributing 34.5% of computation pay,
subject to a minimum biweekly contribution, plus 1/26th of $11 Million per biweekly pay period beginning
September 1, 2017 and ending September [, 2019. Market returns must meet a certain level over a five-year
period before COLA payments can be enacted; it is assumed these levels are met for purposes of these
calculations.

DROP Distribution

Current retirees - For those who were retirees as of January 1, 2016, 57.50% of the January 1, 2016 balance
was assumed to be paid out in 2016 and 10% of the January 1, 2017 account balance is assumed to be paid out
in 2017. Beginning January 1, 2018, the remainder of the DROP accounts are assumed to be paid out over the
expected lifetime of the participant upon their retirement based on the mortality tables in effect at the time of
their retirement; the expected lifetime is currently assumed to be 23 years. It is understood that the actual date
of the change in DROP account distributions may occur prior to January 1, 2018.

Current actives - 10% of the January 1, 2017 account balances are assumed to be paid out in 2017 for
participants that retire in 2017. Beginning January 1, 2018, DROP accounts are assumed to be paid out over the
expected hifetime of the participant upon their retirement, based on the mortality tables n effect at the time of
their retirement; the expected lifetime is currently assumed to be 21 years 1f the Normal Retirement Age is 58. It
is understood that the actual date of the change in DROP account distributions may occur prior to January 1,
2018.

DROP Account Interest
Current retirees - 2.41%; based on the March 23, 2017 10-year Treasury rate

Current actives - 2.41%; based on the March 23, 2017 10-year Treasury rate; only the DROP account balance
as of September 1, 2017 receives intcrest upon retirement. DROP contributions into existing DROP accounts
after September 1, 2017 and future DROP participants receive 0% interest during the DROP and upon
retirement.

Actuanal Value of Assets
Set equal to market value of assets

SYNOPSIS OF PROVISIONS
HB 3158 would amend and add sections to Title 109, Revised Civil Statutes Article 6243a-1 to reduce benefits
(summarized n the table below), increase both employee and City contributions, change the board's
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composition and governance structure, and require the creation of an investment advisory committee.

Board Composition
The bill would change the board composition by establishing new requirements for trustee positions. The

changes to the board are to be executed on the effective date of the bill.

Board Govemance

The bill would clarify that the executive director is a fiduciary of the pension system, whereas currently the
statute states that the “administrator” of the plan is nor a fiduciary. The bill would require a two-thirds vote of
the board to implement any rule change concerning board governance. Under the provisions of the bill, the
board may not adopt a rule conflicting with this article except to comply with federal law, or to achieve an
amortization period not exceeding 35 years.

Also, the bill would require the PRB to review any board rule to ensure it will have a positive impact on the
system's actuarial soundness. The bill would also require the board to adopt a code of ethics and require the
board members to take pension-related training from a manual created by the DPFPS executive director.

City Contributions

The bill would require the City to make biweekly contributions to the system of 34.5% of aggregate
computation pay paid to members with additional biweekly payments of 1/26 of $11 million between
September 2017 and September 2019. The additional $11 million contribution would not be made 1if the
unfunded actuanal accrued hability is not projected to be paid off within 35 years while including the $11
million contribution.

Investment Advisory Committee
The bill would require the board to establish an investment advisory committee. The committee would be

composed of a majority of outside investment professionals, as well as sitting board members. The committee
would review investment-related matters and make recommendations to the board. In addition, the bill would
require a two-thirds vote by the board to approve each alternative investment.

Equitable Adjustments to Benefits
The bill would require the board to consider and adopt rules requiring the equitable return of funds paid or

credited to the benefit of a member or a pensioner before 9/1/17, including the return of excessive interest
credited to a member's DROP account and excessive adjustments made as disability or COLA benefits. The bill
also outlines the adjudication process for any judicial challenges to the equitable return of funds as required by
the board.

Effective Date
Except as otherwise provided by the Act, the Act takes effect on September 1, 2017.

The following table outlines the primary changes to benefit provisions included in the bill.

Summary of Plan Changes

Normal Retirement Benefit

Eligibility
Current Tiers 1 & 2: Age 50 and 5 Years of Service
Tier 3: Age 55 and 10 Years of Service
Proposed All: Age 58 and 5 Years of Service

Amount
Current Tiers 1 & 2: 3.0% x Years of Service x Final Average Salary, no more than 96% x Final
Average Salary or less than $2,200 per month (mmimum is prorated for periods of service less
than 20)
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Proposed

Tier 3: [Years of Service (up to 20) x 2.0% Years of Service (>20, <=25) x 2.5% Years of
Service (>25) x 3.0%] x Final Average Salary, not less than $110 x Years of Service (up to 20)

Tiers | & 2:[3.0% x Years of Service (prior to September 1, 2017) 2.5% x Years of Service
(after September 1, 2017)] x Final Average Salary, max is the greater of i. 90% or ii. the vested
accrued bencfit as of August 31, 2017

Tier 3: Years of Service x 2.5% x Final Average Salary, max 90%

Final Average Salary

Current

Proposed

Tiers | & 2: Highest 36 month period

Tiers 1 & 2: Highest 36 month period for service prior to September 1, 2017 and highest 60
month period for service after September 1, 2017

Early Retirement Benefit

Eligibility

Current

Proposed

Amount

Current

Proposed

Tiers 1 & 2: Age 45 and 5 Years of Service or 20 Years of Service
Tier 3: N/A
All: Age 53 and 5 Years of Service or 20 Years of Service

Tiers | & 2 with 20 Years of Service - replace 3% multiplier with the following based on age at
retirement:

Age at

Retirement Multiplier
48 & 49 2.75%
47 2.50%
46 2.25%

45 or younger 2.00%

Tiers 1 & 2 with less than 20 Years of Service: Reduction equal to 2/3 of 1% per month
retirement date precedes age 50.

Tiers 1 & 2 with 20 Years of Service accrued as of September 1, 2017 - replace 3% multiplier
with the following based on age at retirement:

Age at

Retirement ~ Multiplier
51 & 52 2.75%
50 2.50%
49 2.25%

48 and younger 2.00%

(The actuanal analysis assumes the ages in this table are based on ages at the effective date, not
age at retirement and are the same as the ages listed in the current table for Tiers 1 & 2 with 20
years of service; i.e. age 49 down to age 45 & younger.)

All others with 20 Years of Service - replace 2.5% multiplier with the following based on age at
retirement:

Age at
Retirement Multiplier
57 2.40%
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56 2.30%
55 2.20%
54 2.10%

53 and younger 2.00%

(Section 6.02(d)(2) uses the following Early Retirement multiplier replacement table for
members who accrue 20 Years of Scrvice after September 1, 2017. It is the PRB's and the
actuarial analysis understanding this is not the intent of the bill:

Agc at
Retirement Multiplier
58 and older  2.40%

57 2.30%
56 2.20%
55 2.10%
54 2.00%

53 and younger 1.99%)

With less than 20 Years of Service: Reduction equal to 2/3 of 1% per month retirement date precedes
age 50.

Unreduced at any retirement age if a member's pension is equal to 90% of Final Average Salary.

Supplemental Retirement Benefit
Current The greater of $75 per month or 3% of their Normal or Early Retirement Benefit, payable
beginning at age 55

Proposed No payments after August 31, 2017 (The actuarial analysis assumes the Supplemental
Retirement Benefit will continue for participants who are currently receiving it and have attained
age 62 as of September 1, 2017)

Vesting
Current Tier 3: 10 Ycar Chff

Proposed Tier 3: 5 Year Chff

Cost of Living Adjustment
Current Tier 1: 4.0% simple

Proposed If the plan is at lcast 70% funded after taking into account the COLA, a simple crediting rate on
October 1 equal to 100% of the average annual rate of actual investment return for the five-year
period ending on the preceding December 31 minus 5%, and not to exceed 4%, beginning at the
earlier of age 62 or 3 years after retirement. (The actuarial analysis indicates the COLA 1s ad-
hoc, however, it assumes a COLA is paid every year once the plan reaches the necessary
funding target.)

Deferred Retirement Option Plan
Active

Current Interest credited is 6% effective October 1, 2016 dropping to 5% effective October 1, 2017 and
vanable based on the plans funded ratio thereafter.
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Proposed

Contributions

Employee
Current

Proposed

Employcr
Current

Proposed

Funded Ratio Crediting Rate
>=95% 7.0%

90%-94% 6.5%

85%-89% 6.0%

65%-84% 5.0%

60%-64% 4.0%

55%-59% 3.0%

<55% 0.0%

COLA credited to account

No maximum participation period

May elect a lump sum distribution or leave up to 100% of account balance in plan at separation
of service and continue to accrue interest credit

No further interest would be earned while in Active DROP. Only DROP account balances as of
September 1, 2017 would receive interest upon retirement. The interest paid on account
balances would be based on the 10-year Treasury rate. DROP account balances would be paid
out as an annuity for a period comparable to the participant's life expectancy upon retirement.

No COLA credited to account
10 year maximum participation period

Account balance will be distributed as a life annuity using the 10-year Treasury rate

8.5% for non-DROP active participants & 4.0% for DROP active participants
13.5% as of the effective date

27.5% of pay

34.5% of computation pay plus $11,000,000 per year, subject to certain restrictions (34.5% of
pay shall not be less than $5,173,000 for each of the bi-weekly pay periods ending during
September 1, 2017 - December 31, 2017; $5,344,000 for each of the bi-weekly pay periods
ending duning January 1, 2018 - December 31, 2018; $5,571,000 for each of the bi-weekly pay
periods ending during January 1, 2019 - December 31, 2019; and $5,571,000 increased by
2.75%, compounded annually, for each bi-weekly pay period ending during the calendar years
thereafter. Beginning September 1, 2019, for any year in which the 34.5% of pay plus $11
million 1s not sufficient to amortize the existing UAAL within a 35 year period, the city is not
required to make the $11 million contribution.)

The contributions outlined above will remain in force as long as the system has a UAAL. If the plan is fully
funded, contributions will be split equally between the city and members.

FINDINGS AND CONCLUSIONS

Given that the bill provisions for DPFPS would increase the total contribution rate and reduce current liabilities,
it would increase the long-term funding security for all members of the affected retirement systems. It would
impact all current and future active members because 1t increases the employee contributions for all groups of
members. In addition, certain classes of active and inactive members are impacted by changes in plan
provisions. Current active members would sec changes to their prospective and retroactive benefit multiplier, as
well as changes to retirement eligibility requirements and contribution requirements. Limits would be placed on
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the total DROP participation period and future interest accruals for current and future DROP participants. The
bill would also make changes to future cost of hiving adjustments (COLA) that will impact current and future
retirees and beneficiaries.

The actuarial analysis assumes a COLA of 2.0%, although given an assumed rate of return of 7.25%; the
actuarial review determined that a 2.25% assumed COLA would be more appropriate. The PRB's actuaries do
not have sufficient data to determine the magnitude of the impact of using a 2.25% assumed COLA, but this
change would increase the projected liabilities and ncrease the calculated amortization period. However, the
impact of an additional 0.25% simple COLA is likely to be small, given that the bill also requires the plan to be
at least 70% funded prior to providing a COLA, and the actuarial analysis projects the plan will not be 70%
funded until thc year 2047.

The actuarial review states that the actuarial assumptions and methods are the same as used by Segal for the
January 1, 2016 actuarial valuation, except as noted in the Summary of Changes in Assumptions table above.
The assumptions and methods used by Segal are reasonable. Also, in the actuanal analysis, Segal uses a 2.0%
COLA for the If Bill Enacted scenario. While the PRB actuanes believe a 2.25% COLA would be more
appropriate given the bill language, the impact of this difference is expected to be small, and therefore, the use
of a 2.0% assumed COLA is not unreasonable.

METHODOLOGY AND STANDARDS

According to the PRB actuaries, to the best of their knowledge, no material biases exist with respect to the data,
methods or assumptions used to develop the analysis other than those specifically identified above and in the
actuarial review. The PRB did not audit the information provided but has reviewed the information for
reasonableness and consistency with other information provided by or for the affected retirement systems. The
PRB is not responsible for the accuracy or completeness of the information provided to the agency. All
actuarial projections have a degree of uncertainty because they are based on the probability of occurrence of
future contingent events. Accordingly, actual results will be different from the results contained in the analysis
to the extent actual future expenience varies from the experience implied by the assumptions. This analysis is
based on the assumption that no other legislative changes affecting the funding or benefits of DPFPS will be
adopted. It should be noted that when several proposals are adopted, the effect of each may be compounded,
resulting in a cost that is greater (or less) than the sum of each proposal considered independently.

SOURCES
Actuarial Analysis by Jeffery S. Williams, FCA, ASA, MAAA, EA, Vice President and Consulting Actuary,
Segal Consulting, March, 28, 2017.

Actuarial Review by Robert M. May, FSA, EA, MAAA, Board Actuary; and Kenneth J. Herbold, ASA, EA,
MAAA, Staff Actuary, Pension Review Board, March 31, 2017.

GLOSSARY
Actuanial Accrued Liability (AAL) -The portion of the PVFB that is attributed to past service.

Actuarial Value of Assets (AVA) - The smoothed value of system's assets.

Amortization Payments - The yearly payments made to reduce the Unfunded Actuarial Accrued Liability
(UAAL).

Amortization Period - The number of years required to pay off the unfunded actuanal accrued liability. The
State Pension Review Board recommends that funding should be adequate to amortize the UAAL over a period
which should not exceed 40 years, with 15-25 years being a more preferable target. An amortization period of
0-15 years is also a more prefcrable target.

Actuarial Cost Method - A method used by actuaries to divide the Present Value of Future Benefits (PVFB) into
the Actuarial Accrued Liability (AAL), the Present Value of Future Normal Costs (PVFNC), and the Normal
Cost (NC).

Funded Ratio (FR) - The ratio of actuarial assets to the actuarial accrued liabilities.
Market Value of Asscts (MVA) - The fair market value of the system's assets.
Normal Cost (NC) - The portion of the PVFB that is attributed to the current year of service.
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* ¢

Present Value of Future Benefits (PVFB) - The present value of all benefits expected to be paid from the plan to
current plan participants.

Present Value of Future Normal Costs (PVFNC) - The portion of the PVFB that will be attributed to future years
of scrvice.

Unfunded Actuarial Accrued Liability (UAAL) - The Actuarial Accrued Liability (AAL) less the Actuarial
Value of Assets (AVA).

Source Agencies: 338 Pension Review Board
LBB Staff: UP, KFa
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