TMRS

MINUTES OF THE
TEXAS MUNICIPAL RETIREMENT SYSTEM

Meeting of the Advisory Committee on Benefit Design
of the Board of Trustees

August 19, 2021 — 10:00 a.m.

The Advisory Committee on Benefit Design (Advisory Committee) of the Board of Trustees
(Board) of the Texas Municipal Retirement System (TMRS) convened for a meeting at 10:00
a.m. at TMRS Headquarters, located at 1200 North IH 35 in Austin, Texas with the following
Trustees and Members present: Jesus Garza, TMRS Trustee and Advisory Committee Chair,
Bill Philibert, TMRS Trustee and Advisory Committee Vice-Chair, Lauren Safranek, Texas
Municipal Human Resource Association (TMHRA) (via Zoom), Paulette Hartman, Texas
City Management Association (TCMA) (via Zoom), Mitch Landry, Texas Municipal Police
Association (TMPA) (via Zoom), Scott Leeton, Combined Law Enforcement Association of
Texas (CLEAT), Allison Heyward, Councilmember, City of Schertz (Elected Member),
David Riggs, Texas State Association of Fire Fighters (TSAFF), Evelyn Njuguna, Texas
Municipal League (TML), Casey Srader, Government Finance Officers Association of
Texas (GFOAT), Barry Sullivan, City of Gainesville (Active Member), Paul Parker (Retiree
Member), Jaime Reyes (TSAFF Alternate) and Greg Shipley (CLEAT Alternate).

Staff present included: David B. Wescoe, Executive Director, Christine Sweeney, Chief
Legal Officer, Dan Wattles, Director of Governmental Relations, Debbie Mufioz, Director
of Member Services, Anthony Mills, Director of City Services, Michelle Mellon-Werch,
Director of Communications, Leslee Hardy, Director of Actuarial Services (via Zoom),
Chris Gillis, Network/Systems Administrator, and Madison Jechow, Assistant General
Counsel (via Zoom).

Mr. Garza called the meeting to order at 10:02 a.m.

1. Welcome and Introductions

Mr. Garza welcomed the Committee members and guests and asked attendees to introduce
themselves and say what they look forward to doing in retirement.

Ms. Sweeney discussed the structure and roles of the Advisory Committee under the
Committee Charter. The Board’s role, she said, is to act on nominations of Advisory
Committee members, assign issues to the Committee to study, and receive information and
consider recommendations from the Chair and Vice Chair of the Committee. The Committee
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Chair and Vice Chair duties include surveying stakeholders and making recommendations
to the Board on issues for the Committee to study, holding Committee meetings, and making
recommendations to the Board. The Committee’s duties include providing input on the
advantages and disadvantages of the study topics assigned to the Committee, joining the
Board each May at its Board meeting for the presentation of the annual actuarial valuation
and communicating with stakeholders.

Mr. Garza said the work of the Committee is important in considering ways to enhance
benefits for TMRS Members and enhancing communications with Cities and Members.

2. Approve Minutes from the September 16, 2020 Advisory Committee meeting

Mr. Philibert moved for approval of the minutes of the September 16, 2020 Advisory
Committee meeting. The motion was seconded, and the Committee approved the motion
unanimously.

3. 87" Session - Legislative Update

Mr. Wattles presented a brief recap of the 87" regular session of the Texas Legislature. Only
about 16% of bills passed, but the TMRS Return to Work bill, Senate Bill 1105, did pass.
Mr. Wattles said several other bills — Senate Bill 13 and Senate Bill 19 — may affect TMRS
if it contracts or invests with companies that boycott fossil fuel companies or discriminate
against firearms and ammunition industries. The Comptroller will develop lists of those
companies, TMRS has processes in place to implement the new bills.

4. TMRS Return to Work Bill (Senate Bill 1105)

Mr. Wescoe said the TMRS Return to Work bill was a result of the Advisory Committee’s
work. SB 1105 was the first benefit enhancement legislation by TMRS in two decades. It
passed the Senate unanimously and passed the House with only 10 dissenting votes. Mr.
Wescoe recognized Mr. Garza and Mr. Philibert for their leadership that led to this bill
despite challenges from the pandemic that created uncertainty at the legislature. He also
thanked TMRS staff for their work on the bill and supporting materials, as legislative staff
told Mr. Wattles that the TMRS materials explaining the bill were excellent.

At Mr. Garza’s request, Ms. Sweeney explained the Texas constitutional and statutory
provisions underlying TMRS and why TMRS must go to the legislature for benefit changes.
Mr. Wattles added that major changes to TMRS were made from bills passed in 2009, to
allow diversification of investments, and in 2011, for restructuring TMRS funds. Since 2009,
TMRS’ funded ratio has increased from about 74% to nearly 90% as a result of those two
bills and related Board decisions.

Mr. Wattles said that SB 1105 takes effect September 1, 2021, and only affects Retirees
returning to work at the same city that they retired from. Mr. Wattles presented information
showing the impact of SB 1105. Mr. Garza added that the fact that TMRS previously had an
eight-year period before a Retiree could return to work for the same city without forfeiting
benefits payments was an anomaly.
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5. TMRS Operations Update

Mr. Wescoe presented a report on TMRS and listed the following TMRS accomplishments:

e Rebranded its communications.

e Completion of a 2020 Action Plan and on-target efforts toward a 2021 Action Plan.

e Moving TMRS offices from I[H 35 to The Grove because the current office is not
conducive to communication and collaboration and is affected by construction on
all sides. The move allows for technology improvements at the new office.

e Moved the TMRS data center to an offsite facility to provide better efficiencies and
redundancy.

e Published TMRS’ Annual Financial Report, which TMRS’ independent accountant
called the best written financial report TMRS has produced to date.

e Renewed TMRS’ focus on service because it is in the Member service business and
City service business.
Created a new City Services department, led by Anthony Mills.

e Implementing the pension administration system modernization (PASMod)
program to update old City contribution and data delivery systems.

e Hosted TMRS’ first ever virtual annual conference, with four times the number of
attendees from Cities as compared to the last conference, which was in-person.

e Realigned talent to encourage a “flat” organization that engages employees as
partners and emphasizes communications.

e Improved staff recognition programs, using Nyquist horseshoes to recognize good
ideas and extraordinary work.

e Reduced 2021 operating expenses by five percent.

e Survived a historic snowstorm and pandemic with ninety percent of employees
working remotely thanks to great efforts by our Information Services department.

Mr. Wescoe stated that these accomplishments happen only with great leadership, like Mr.
Garza showed with Senate Bill 1105. He added that the Board of Trustees recognized Mr.
Philibert for his term as Board Chair, during which most of these achievements occurred,
and presented a resolution approved by the Board to Mr. Philibert. Mr. Garza added that the
TMRS Board Chair and Vice Chair serve as default legislative contacts for TMRS, and Mr.
Philibert played a great role in the passage of SB 1105.

Mr. Sullivan asked about plans for pre-retirement conferences, which have been canceled
during the pandemic. Mr. Wescoe responded that our first responsibility is the health and
safety of our employees and Members. If it is safe for TMRS employees to travel, depending
on how many staff travel and the audience with whom they will meet, then travel will
resume. Until then, we will seek to communicate virtually given current pandemic case
numbers.

6. Discussion of Ideas to Improve Service and Communications with TMRS Members,
Participating Cities, and Stakeholders
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Mr. Garza led discussion of ideas to improve service and communications that were
submitted to TMRS through a survey of Advisory Committee members.

Mr. Garza said the first idea was resuming in-person conferences. Mr. Mills discussed that
staff recently attended an in-person council meeting at a participating City after reviewing
the City’s safety protocols for the meeting, but due to pandemic statistics in Austin and other
parts of state, TMRS has reined in travel. Mr. Philibert asked whether the format of pre-
retirement conferences will be the same after travel resumes. Mr. Mills said that TMRS City
Services staff know what has been popular from prior presentations and bases its conferences
on that but always looks to improve.

Mr. Garza next noted a request for more education seminars. Mr. Garza said he recognizes
that TMRS could improve the ways in which it provides Cities tools for educating their
employees about TMRS. Mr. Leeton stated that in larger Cities, conferences held by
department would be helpful. Mr. Mills said that due to the pandemic, City Services has
learned that it is easier to reach people virtually rather than holding one in-person event;
also, virtual communication can be more easily repeated. Staffis looking at ways to improve.
Mr. Wescoe said that TMRS Communications is also working on short flyers on topics on
which Members frequently ask questions, targeted to specific groups that TMRS serves.
TMRS is also working on an app because young employees communicate primarily through
their phones.

Ms. Safranek asked what is the availability of Member Services, rather than City Services,
to travel and if each City will receive a dedicated Member Services’ person from TMRS, or
will there be a pool instead? Mr. Wescoe said that staff have been added in Member Services
and City Services, and he hoped the next budget will allow for more additions. Ms. Safranek
said that when Member Services representatives would come to orientations, it was nice that
people in Human Resources or in the City Manager’s office could tap the same TMRS
representative with questions. Mr. Garza said that City Services is a new department that
may experience some growing pains, but he is confident that there will be value in Cities
having a primary point of contact in City Services that can also funnel questions to Member
Services. Mr. Wescoe appreciated the feedback and said TMRS is recruiting for a new Chief
Service Officer and has great candidates for the position. Mr. Riggs stated that he liked the
diversity of information provided in the past by the travel team, and he likes the ideas of
one-page flyers and virtual training that will save dollars and make it easier for employees
to get information.

Ms. Njuguna said that on Members’ TMRS annual statements, Members cannot see what
the City’s contribution is and asked why. Mr. Mills said that one reason is because the
Member is not entitled to receive the City matching dollars unless and until the Member
retires. Mr. Sullivan said that the dashboard for Cities on the TMRS website is marvelous,
but there has been a weak spot for Members to see what Cities are contributing to TMRS,
and asked that information from the dashboard on what the City is paying be provided to
Members. Mr. Sullivan commented that city councils make the hard decision to fund these
benefits, and the Members need to hear what Cities are paying overall. Following further
discussion, Mr. Garza asked whether there is a better way to present the information. Mr.
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Wescoe said this is great feedback, and there can be a better way to explain the significant
contributions made by Cities.

Mr. Garza next discussed improvements to technology and asked if it could be easier for
Members, rather than cities, to submit documents on-line. Ms. Munoz said that when Cities
enroll employees, the Cities have to certify the payroll information for each employee. This
is a City function rather than a TMRS function. TMRS’ new Pension Administration
Modernization (PASMod) technology will allow Cities to upload this information
electronically. Mr. Garza and Ms. Munoz discussed training for the new system and the need
for “how-to” guides. Mr. Mills said TMRS is preparing a detailed training manual in addition
to quick reference guides.

Mr. Garza expressed appreciation for TMRS staff pursuing a mobile app because it provides
access for so many Members. Mr. Garza said comments from the Advisory Committee
requested that Board information be more accessible. Mr. Wescoe said that with what TMRS
has learned during the pandemic, it will improve availability of both meetings and meeting
materials.

Mr. Garza called for a recess at 11:51 a.m. and reconvened the meeting at 12:11 p.m.

7. Discussion of TMRS Benefit Design Ideas

Mr. Garza said that this is the most important part of the meeting because TMRS wants to
make sure that it is doing the best we can to enhance benefits. Mr. Garza asked to review
prior topics that have been discussed by the Advisory Committee. Ms. Sweeney said that the
Advisory Committee previously considered:

e From 2009 to 2010, fund restructuring.

e From 2011 to 2012, cost of living adjustments (COLAs) and gain sharing.

e In 2014, COLAs, two-tier plan design and eligibility.

e In 2016, COLAs and return to work (RTW) issues.

e In 2018, COLAs and supplemental death benefit (SDB) issues.

e In 2020, COLAs and RTW.

Ms. Sweeney described how COLAs work currently and said Cities have the option to
provide a COLA or not, on an ad-hoc or repeating basis. COLAs are based on the Consumer
Price Index (CPI), and a City can adopt a COLA at 30%, 50% or 70% of CPL. TMRS has a
retroactive catch-up feature, so if a City adopts or increases a COLA, the TMRS Act provides
that TMRS looks back to what each Retiree would have received annually since their
retirement date had a COLA been granted and calculates the COLA to catch those Retirees
up to the current date. Cities have the ability to change COLAs on a going-forward basis by
ordinance.

Retroactive Catch-Up Feature for COLAs

Mr. Garza said that a topic requested in the survey of Committee members was to do away
with the retroactive catch-up feature for COLAs or make retroactive catch-up optional. Mr.
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Srader said he proposed making it optional because of requests he received in GFOAT
meetings from other City representatives. Mr. Riggs said he was on board with studying this
and that we need a good education piece regarding what this would do for member Cities
and how it might enhance benefits for some. Mr. Riggs said he represents some Members
who previously got COLAs but have been turned off since, and that TMRS Cities can select
their options, and this would add one more option for them. Mr. Riggs also suggested
reviewing a 100% COLA based on CPI. Mr. Leeton concurred in supporting change to the
retroactive feature, saying that some Cities had gotten into financial predicaments that
resulted in dropping COLAS, and he thought there should be a window for Cities to add
COLAs without the retroactive catch-up feature that closes after a period. He commented
that it is unclear how Cities will exit the pandemic, so if we leave this window open in the
near term, it may allow Cities to restart COLAs, and we can close that window so that other
Cities do not drop COLAs later. Mr. Garza reminded everyone that Cities could reduce or
turn off COLAs and some other benefits currently. He stated he understood that the
Committee does not want to go down a path of unintended consequences but liked the
concept of having a window or “sunset” feature. Mr. Leeton agreed that Cities know they
have the option to lower COLAs now, but they also know that to come back they will have
to pay the catch-up provision, so that makes them look at the issue strategically. Mr. Riggs
said education of Cities on this issue will need to address the long-term cost and whether
Cities have to pay the retroactive catch-up as a lump sum or whether it is a blended payment.
Ms. Hardy stated that it is funded through contributions.

Ms. Njuguna asked what has been the issue that has kept this from moving over the years.
Mr. Wattles said that there have been various issues and reasons why the Board has not
pursued it, including the number of issues in front of the Legislature and the need for
unanimous support for a legislative proposal from TMRS constituents. Mr. Garza said that
one thing the Committee can improve on is how to get buy-in from groups represented by
the Committee. Mr. Wattles said that with SB 1105, everyone was on board with the
proposed changes, so it moved well. Mr. Wattles said that in prior sessions, COLA bills have
met opposition from local public safety departments concerned about unintended
consequences from those bills. He added the benefit of this Advisory Committee is that, if
we can get unanimity here, we have a solid basis to get Board approval. Mr. Riggs said that
some firefighters have been opposed to changing the retroactive catch-up feature for COLAs
in the past, but we may not see that opposition going forward because opening a window
presents an opportunity to expand benefits. Mr. Riggs added that, in past sessions, the
Legislature has put out word that benefit enhancements will not be passed, and he said it is
important for us to note that this is left to each City’s option based on its own financial
position. Mr. Garza added that it is important to remind the Legislature that changes to the
TMRS Act do not affect the state budget.

Mr. Garza asked staff to prepare lists of Cities that do not have a COLA currently and who
dropped COLAs since 2010. Mr. Sullivan said it was important for the Committee to know
whether Cities will act if this passes because political capital will be spent on this issue, but
he added that he liked the sunset idea. Mr. Leeton said that Corpus Christi went down to a
30% COLA, and it could use this time to go back to 70%. Mr. Garza asked that TMRS
contact any City without a recurring COLA. Ms. Hardy said that the cost of the retroactive
piece is a small amount relatively because it only applies to current Retirees, and most of the

6 of 8



cost for adding a repeating COLA is for benefits for current employees and future Retirees.
She said that is important to note because the cost may still prevent Cities from adopting a
COLA even without the retroactive catch-up feature. Mr. Garza said that is a good point,
and that we need to find out what is really holding back Cities from offering COLAs
currently.

Ms. Hardy discussed how she works with Cities to increase their contributions and add ad-
hoc COLASs annually to effectively phase-in the cost of repeating COLAs. Mr. Sullivan said
that training for or working with any City that wants to increase its benefits would be a
positive without going through the Legislature, and he said that if the retroactive cost is only
one percent, he did not see that as being the source of the reason Cities do not adopt COLAs.
Mr. Garza, Mr. Mills and Mr. Sullivan discussed TMRS communicating to Cities how
TMRS can assist Cities with evaluating costs of COLA benefits. Mr. Garza concluded the
COLA topic and said:
e TMRS will reach out to Cities to see if the 1% cost for the retroactive catch-up
requirement is preventing them from adding or increasing COLAs.
e TMRS will reach out to these Cities to see what would help each City consider
increasing COLA benefits.

Increasing SDB for Retirees to $10.000

Mr. Garza turned to the possibility of increasing the SDB for Retirees to $10,000. Ms.
Safranek said that she gets that question from Retirees a lot as they are surprised by the SDB
amount, although they also are surprised by the benefit. Ms. Sweeney said the SDB benefit
amount is set in the TMRS Act and it began at $2,500, was increased to $5,000 in 1994, and
then to $7,500 in 2004. Mr. Sullivan said the Legislature is limiting Cities to 3.5% tax
increases in the future, and Cities have limited funds to pay for a benefit like this about which
many Retirees don’t even know. He added that $7,500 more than covers costs for cremation.
Ms. Hardy said that for most Cities, the retiree SDB contribution rate would go up 33%. Mr.
Sullivan said that his City is having to fight to keep employees and keep up with salary
increases they might get elsewhere, and he preferred not to spend personnel cost increases
on benefits that few know about. Mr. Garza asked if offering Cities different SDB options
had been considered previously and that was discussed. Ms. Safranek said that if legislation
would be required to add SDB options that she was not sure that political capital should be
spent on this topic. Mr. Riggs said that he would be in favor of pursuing this benefit change
because allowing Cities options for SDB amounts would add one more thing to the TMRS
options for Cities.

Gainsharing, or 13" Check for Retirees

Mr. Garza invited TMRS staff to address the possibility of gainsharing, or TMRS providing
Retirees with a 13" check in a year. Ms. Sweeney explained how the TMRS Act works with
regard to required interest credits, establishing reserves, and related matters. Only after
required credits and reserves are addressed, if any funds remain, the Act gives the Board the
discretion to allocate funds to the distributive benefit fund, which may be used for payment
of a 13 check for Retirees. Ms. Sweeney said there has been no 13" check since the
restructuring bills were passed. Ms. Hardy stated that putting money in the distributive fund
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would reduce interest allocations to Cities, so it would cost each City. Mr. Parker said that
he did not think a 13" check was worth it if it costs each City and increases a City’s rates for
the overall benefits package. Ms. Munoz said that prior to restructuring and statutory
crediting of 5% interest to Member accounts annually, the annual interest credited to
Members was variable depending on fixed income earnings of the TMRS Trust Fund,
whereas Retirees at that time had their retirement payments based on a 5% discount rate, so
the 13" check was a way to help Retirees benefit from the higher than 5% earnings. That
structure no longer exists after restructuring. Mr. Riggs suggested that rather than saying
TMRS is helping the Cities keep lower rates by not gainsharing, TMRS should say that it is
helping Members and Retirees because it is enabling Cities to keep the same benefits in place
and funded by not gain-sharing. He said he would rather have security than a one-time small
benefit check.

8. Next Steps

Mr. Garza said the next Board meeting is in September, and he and Mr. Philibert will report
to the Board on this Committee meeting. He asked to have another Advisory Committee
meeting by end of the year. He invited suggestions from Committee members for more ideas
for TMRS staff to study regarding benefit options and possible enhancements in advance of
the next legislative session.

Adjournment

Mr. Garza adjourned the meeting at 1:35 p.m.

N e L XD,

DavidB. Wescoe Jeghs Garfa—"
Executive Director hair of Advisory Committee on
Benefit Design
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