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Executive Summary

Consequent Capital Management (“CCM”) was engaged by the Guadalupe-Blanco 
River Authority (“GBRA”) to provide an independent review of investment practices 
and performance evaluations of the Retirement Plan for Employees of Guadalupe-
Blanco River Authority (“Plan”) as required by Texas Government Code 802.19, 
created by Senate Bill 322, and applicable to Texas Public Retirement Systems with 
assets of $30 million or greater.

It is important to note that CCM is an independent investment and financial advisory 
firm and the opinions and recommendations expressed within this document are 
based on the firms experience and expertise in working with public pension plans.

As set forth by the Texas Pension Review Board in the Guidance for Investment 
Practices and Performance Evaluations, the basis for the scope of the review included 
the evaluation of the following:

•  Investment Policy Statement/Strategic Investment Plan

•  Asset Allocation

•  Appropriateness of Investment Fees

•  Governance

•  Investment Manager Selection & Monitoring

The following documents were provided to facilitate the review by CCM:

•  Investment Policy Statement 

•  Quarterly Performance Reports from Cbiz (Q1 2018 through Q4 2019)

•  Capital Market Assumptions from Cbiz and Rudd & Wisdom

•  Meeting Minutes

•  Funding Policy (adopted 11/20/2019)

•  Actuarial Valuation Reports for Plan Years 2017 & 2018

•  Annual Financial Reports for Years Ended December 31, 2017 & 2018

•  Manager Search Reports 

•  Investment Manager Contracts/Prospectuses/LPA/Subscription Agreements

Conclusion:

Based on our independent review of the Plan’s investment practices and performance 
criteria, it is in our opinion that the investment practices, governance, investment 
activities and methodologies are suitable and in line as compared with best practices 
of public pension plans. 
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GBRA Best Practices:

•  Investment Policy Statement/Strategic Investment Plan

•  GBRA does have a written investment policy statement and the policy has been 
designed to meet the needs and objectives of the Plan while addressing and 
incorporating investment related procedures and protocols.  The policy does 
take into account the viability and funding objectives and requirements of the 
retirement plan.  The policy also contains procedures that broadly conform 
with industry practices, which are written clearly and explicitly in order to 
facilitate management and compliance of the portfolio with desired intentions 
and objectives.  Standard procedures and protocols that are addressed in the 
policy include:

 ° Policy Objectives

 ° Roles and Responsibilities

 ° Investment Objectives

 ° Asset Allocation

 ° Investment Manager Guidelines

 ° Investment Manager Communication & Service Requirements

•  Asset Allocation

•  GBRA relies on the expertise of its investment consultant, which undertakes 
the analysis for the Plan’s strategic asset allocation.  Simulations run in the 
asset allocation analysis provide a quantification of downside investment 
returns. A discussion and review of these simulations help shape the 
Committee’s view of its risk tolerance. The investment consultant periodically 
presents the results of their analysis, together with recommendations, to the 
Retirement and Benefit Committee, which then makes the final decision in 
implementing an asset allocation deemed appropriate in meeting the needs 
and objectives of the Plan.  The investment consultant monitors and facilitates 
maintenance of asset allocation targets and ranges via rebalancing.  This 
decision-making approach for strategic asset allocations is standard industry 
practice and in line with best practices for retirement plans engaging non-
discretionary investment consultant services.  

•  Appropriateness of Investment Fees

•  GBRA does utilize the services of the investment consultant to negotiate and 
monitor fees.  This is standard industry practice.   

•  Governance

•  GBRA currently maintains a standard and practical governance structure with 
a well-defined delineation of responsibilities incorporated in the investment 
policy that addresses the roles and responsibilities of the parties that are 
associated with the management and oversight of the Plan.  The number of 
members (7) on the Retirement and Benefit Committee is an appropriate 
number and the mix of board and employee members also helps to facilitate 
efficient and effective management and oversight.  The quarterly meeting 
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schedule is in line with industry best practices and facilitates compliance with 
policy and regulatory requirements.  

•  Investment Manager Selection & Monitoring

•  The Retirement and Benefit committee utilizes the services of an institutional 
investment consultant that provides the research, analysis, and potential 
candidates for selection by the committee as well as the ongoing monitoring 
of investment managers, in both traditional long-only and alternative 
investments, currently managing assets for the Plan.  The committee follows 
a repeatable process, including presentations by finalist firms, which allows 
for the efficient and effective selection of investment managers.  Quarterly 
meetings to discuss investment performance is considered best practice.  
GBRA’s approach is standard industry practice and in line with best practices 
for public retirement plans engaging the services of a non-discretionary 
investment consultant.

•  As it pertains specifically to alternative investments, GBRA utilizes the services 
of the investment consultant to identify suitable alternative investment 
strategies, perform due diligence on prospective strategies, and facilitate 
the manager selection process while also monitoring the Plan’s alternative 
investments.  The process of selecting a new alternative manager/strategy 
culminates in a search report and mandatory presentations by finalist firms.  
The research and selection process is in line with the industry standards, 
comprised of specified research steps, including mandatory on-site visits.

•  Currently, the alternative investment strategies utilized by the Plan are 
appropriate, given the overall goal of reducing the Plan’s volatility and adding 
diversification.

In completing our plan due diligence, we have developed several observations and 
recommendations pertaining to GBRA and the Plan. These recommendations and 
observations are based on interviews and materials provided to CCM and represent 
CCM’s views for best practices.  The following is a summary of the review and 
resulting recommendations.

BACKGROUND 

The Retirement Plan for Employees of Guadalupe-Blanco River Authority is a defined 
benefit pension plan that was established on January 1, 1966. As of December 31, 
2019, the Plan had a market value of $32,282,426 and 210 members. For the plan year 
ending December 31, 2018, the Plan had a funded ratio of 86.9% based on an actuarial 
value of assets (AVA) of $30,900,491 and an actuarial liability (UAL) of $35,544,198 
and was expected to achieve an assumed rate of return of 7%. Based on the current 
funding policy, the actuary recommended a minimum contribution of $653,540 as a 
level dollar amount for the plan year ending December 31, 2019, which is expected to 
amortize the UAL over the 10-year period beginning January 1, 2019. GBRA is the sole 
contributor to the Plan as there are no employee contributions. The Plan was closed 
in 2010 and was frozen effective December 31, 2018.
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RECOMMENDATIONS

Investment Policy Statement/Strategic Investment Plan

GBRA does have a written investment policy statement and the policy has been 
designed to meet the needs and objectives of the Plan while addressing and 
incorporating investment related procedures and protocols. However, the policy was 
adopted in 2011 and has not been updated since its adoption. 

Our recommendations are as follows:

•  Incorporate language into the IPS, that we believe is in line with best practices 
of public pension plans:

 ° Review investment policy annually

 ° Receiving investment performance reports quarterly from the Investment 
Consultant and Flash performance reports monthly

 ° Add quantifiable criteria for measuring investment manager performance, 
to include appropriate metrics and time periods (e.g. investment returns 
in comparison to the managers relevant benchmark index as well as peer 
group universes over trailing time periods of 1-, 3- and 5-years), as well 
as specific criteria for putting an investment manager on ‘Watch’ and/or 
terminating an investment manager

 ° Add monitoring of investment management fees

 ° Incorporate language in the IPS that explicitly defines two criteria for the 
evaluation of GBRA’s asset allocation. The first criterion would measure the 
asset allocation’s actual return compared to its stated expected investment 
return objective over an evaluation period of a market cycle, which is 
typically 5 to 7 years. The second criterion would evaluate the ranking of 
the GBRA’s investment returns in a universe of similar public pension plans 
over 1-, 3- and 5-year trailing time periods. While the investment returns 
of GBRA and the rest of the universe would include both the effects of the 
asset allocations as well as manager-selection effects, this criterion would 
still be a good proxy because extensive academic research has shown that 
asset allocation accounts for over 90% of a plan’s total return.

 ° Add language to properly reflect the alternative investments universe and 
classify various alternative strategies and sub-strategies under a single 
Alternative Investments category; need to add language for real estate, 
private debt, private equity, hedge funds, and real assets (e.g. timber, 
infrastructure, etc.).

•  Update actuarial assumed rate of return in policy.

•  Current Target Allocation needs to be included as Schedule A of the IPS; the 
Target Allocation in Schedule A of the IPS is not current.

Source: eVestment, CBIZ
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Asset Allocation

GBRA’s investment consultant undertakes the analysis for the Plan’s strategic asset 
allocation and periodically presents the results of their analysis together with 
recommendations to the Retirement and Benefit Committee, which then makes the 
final decision in implementing an asset allocation deemed appropriate in meeting 
the needs and objectives of the Plan. This decision-making approach for strategic 
asset allocations is standard industry practice for retirement plans engaging non-
discretionary investment consultant services.

Our recommendations are as follows:

•  Generally, the time frame for reviewing strategic asset allocations is once a 
year, and this would be a recommended change for GBRA’s consideration. 

•  GBRA’s actuary and investment consultant should work in coordination 
utilizing reasonable assumption inputs to craft an appropriate asset 
allocation to achieve funding objectives in a risk prudent manner particularly 
considering the Plan’s recent frozen status.

•  It is critically important to have consistency in the expected returns between 
the investment consultant and the actuary. The actuarial required rate of 
return should be specified based on just the long-term required rate of return 
for GBRA to meet its projected liabilities. In other words, there should not be 
any asset class expected return assumptions made by the actuary that result in 
the actuarial required rate of return. 

•  It is imperative at the onset of the Plan’s relationship with an alternative 
asset manager that GBRA, with assistance from the investment consultant, 
ensure that underlying funds’ NAV is computed based on strategy-appropriate 
accounting/valuation practices for each type of alternative asset and that 
reputable independent, third-party administrators, custodians and auditors 
are retained by each underlying alternative manager. GBRA should be sure to 
rely on their investment consultant to assist in this endeavor.

•  When implementing asset allocation consider passive investment vehicles in 
asset classes where median returns of active managers within a peer universe 
are not expected to generate excess returns over an appropriate benchmark 
index (e.g. U.S. large cap equity).

Appropriateness of Investment Fees

GBRA does maintain a funding policy that addresses the sources of funding for 
costs associated with the management and oversight of the defined benefit plan 
but neither the funding policy nor the investment policy address the monitoring of 
direct and/or indirect compensation paid to investment managers.
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Our recommendations are as follows:

•  Incorporate language into the IPS pertaining to the party responsible for 
monitoring and periodically reviewing fees (e.g. annually). 

•  Require that quarterly performance reporting include information on median 
investment fees for asset class universes applicable to the Plan portfolio for 
comparison purposes. Inquire about investment fees for any investment 
manager with fees above median peer universe, particularly traditional long-
only strategies within the equity and fixed income asset classes.

INVESTMENT PEER UNIVERSE INVESTMENT VEHICLE
MGMT FEE/ 
EXP. RATIO

MEDIAN PEER UNIVERSE 
MGMT FEE/EXP. RATIO

Wells Fargo Adv Growth Fund U.S. Large Cap Growth 
Equity

Mutual Fund 0.75% 0.75%

Eastern Shore Small Cap Core U.S. Small Cap Core Equity Commingled Fund 0.90% 0.57%

Diamond Hill Large Cap Value U.S. Large Cap Value Equity Mutual Fund 0.58% 0.72%

Sustainable Insight Capital U.S. Large Cap Value Equity Separate Account 0.65% 0.62%

Oppenheimer International Growth EAFE Large Cap Growth 
Equity

Mutual Fund 0.89% 0.92%

LMCG Emerging Markets Equity All Emerging Market Equity Commingled Fund 0.85% 0.90%

Brandywine Global Opportunistic 
Fixed Income 

Global Government Fixed 
Income

Commingled Fund 0.45% 0.45%

Johnson Core Bond U.S. Intermediate Duration 
Fixed Income

Mutual Fund 0.24% 0.48%

Aberdeen Emerging Markets Debt Global Emerging Market 
Fixed Income (Hard 
Currency)

Mutual Fund 0.90% 0.74%

Courage Credit Opportunities III - Private Debt 1.75% / 20%

Ironwood Multi-Strategy - Commingled Fund 1.20%

BTG Pactual Global Timberland 
Resources

- Private Equity 1.00%

TerraCap Partners III - Private Real Estate 1.5% / 20%

TerraCap Partners IV - Private Real Estate 1.5% / 20%
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Governance

GBRA currently maintains a standard and practical governance structure with a 
well-defined delineation of responsibilities incorporated in the investment policy 
that addresses the roles and responsibilities of the parties below that are associated 
with the management and oversight of the Plan.

•  Board of Directors

•  Retirement and Benefit Committee

•  Executive Manager of Finance and Administration

•  Investment Consultant

•  Investment Managers

•  Custodian 

•  Actuary

Our recommendations are as follows:

•  Consider posting investment performance reports and investment policy 
statement to “Transparency” webpage to enhance transparency.

•  Develop on-boarding procedures, protocols, and materials to assist new board 
and committee members in understanding management of the retirement 
plan as well as their fiduciary responsibilities and regulatory requirements. In 
general, develop reasonable, manageable, cost-effective, and time appropriate 
materials and requirements such as development of trustee handbooks 
followed up with attestation to review of the selected materials to ensure 
compliance and accountability while enhancing knowledge of fiduciary duties. 

•  As it pertains to board and committee training, consider:

 ° Requiring investment consultant to coordinate annual investment manager 
roundtables of existing investment managers

 ° Requiring investment consultant to conduct 1–2 investment-related 
education workshops per year 

•  Pertaining to the Retirement and Benefit Committee, consider placing 
appropriate term limits on assigned board members and employee 
representatives and stagger the terms of the committee members to facilitate 
continuity.

•  Best practices recommend issuing an investment consultant RFP every 3–5 
years.

•  In general, best practices recommend developing written governance policies 
and reviewing those policies annually.

Investment Manager Selection & Monitoring

The Retirement and Benefit Committee has been delegated the responsibility to 
select and monitor investment managers. The committee utilizes the services of 
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an institutional investment consultant that provides the research, analysis, and 
potential candidates for selection by the committee as well as the ongoing monitoring 
of investment managers currently managing assets for the Plan. This approach is 
standard industry practice for public retirement plans engaging the services of a 
non-discretionary investment consultant. 

Our recommendations are as follows:

•  Consider establishing conflict of interest rules pertaining to committee 
members when selecting investment managers.

OBSERVATIONS

Investment Policy Statement/Strategic Investment Plan

GBRA does have a written investment policy containing procedures that broadly 
conforms with industry practices which are written clearly and explicitly so as to 
facilitate management and compliance of the portfolio with desired intentions 
and objectives. The policy has been designed to address achievement of objectives 
and incorporate investment-related procedures and protocol pertaining to policy 
objectives, roles and responsibilities, investment objectives, asset allocation, 
investment manager guidelines, and investment manager communication and 
service requirements. 

However, the policy was adopted in July 2011 and has not been updated in almost 9 
years. As such, the policy, in our view, requires updating to be more in line with best 
practices. The current policy makes no explicit mention of the following:

•  Review of the policy annually

•  Receiving quarterly investment reports and monthly flash reports from the 
investment consultant

•  Quantifiable criteria for measuring and monitoring investment manager 
performance nor any criteria pertaining to placing a manager on “watch” or 
terminating a manager (e.g. manager is expected to outperform, on a net-of-
fees basis, the specified benchmark over a 5-year time period or manager must 
rank in at least the top 50th percentile of its peer group universe over a rolling 
3-year time period)

•  Monitoring and review of investment fees 

Specific elements in the IPS such as maximum weighting of a domestic equity 
holding at time of purchase to not exceed 8% or 5% more than the index weight, 
whichever is greater, are beyond the scope of this review. However, we have spoken 
with GBRA’s investment consultant and confirmed that there is a mechanism by 
which the consultant monitors these criteria on a quarterly basis. Another example 
is evaluating the investment holdings across portfolios against the maximum 
exposures by currency specified in the IPS. These are examples of specific monitoring 
undertaken by the investment consultant on a quarterly basis. Based on our calls 
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with the investment consultant, we believe these criteria and constraints are being 
regularly monitored. However, the Target Allocation in Schedule A of the IPS is not 
current and needs to be updated.

Also based on our conversations with GBRA’s actuary and investment consultant, it 
is our understanding that assumptions and policy allocations have been analyzed, 
tested, discussed, and subsequently implemented to achieve stated investment 
objectives and sustain a commitment to the policies.

Based on our review, there is no evidence that the retirement plan is intentionally 
non-compliant with the IPS.

Asset Allocation

GBRA’s investment consultant undertakes the analysis for the Plan’s strategic asset 
allocation and periodically presents the results of their analysis together with 
recommendations to the Retirement and Benefit Committee, which then makes the 
final decision in implementing an asset allocation deemed appropriate in meeting 
the needs and objectives of the Plan. This decision-making approach for strategic 
asset allocations is standard industry practice for retirement plans engaging non-
discretionary investment consultant services. 

GBRA’s overall risk tolerance is expressed through the Retirement and Benefit 
Committee’s evaluation, in conjunction with the investment consultant, of the 
strategic asset allocation analysis prepared by the investment consultant. Specifically, 
the simulations run in the asset allocation analysis provide a quantification of 
downside investment returns. A discussion and review of these simulations help 
shape the Committee’s view of its risk tolerance. 

The methodology for GBRA’s strategic asset allocation is based on Morningstar’s 
analytical software that utilizes a mean-variance framework to develop an efficient 
frontier for asset allocation analysis. Incorporated in the asset allocation analysis, 
are sensitivity analysis and Monte Carlo simulations to help identify a range of 
possible future outcomes, including downside investment returns, together with the 
associated probabilities for these outcomes.

Based on our conversations with GBRA’s investment consultant, the strategic asset 
allocation is reviewed once every 3 years, and more frequently if needed, depending 
on market conditions. The last asset allocation study was conducted in late 2018. 
There is communication between the investment consultant and the actuary 
regarding their respective future capital market expectations. However, each uses 
its own expectations in the reports and analysis prepared for the GBRA’s Retirement 
and Benefit Committee. In reviewing reports from the investment consultant, staff 
and the actuary, it is clear that there is a material difference in the underlying return 
expectations between the actuary and the investment consultant. 

For example, the investment consultant’s nominal expected return for Domestic Large 
Cap Equity is 6%, while the corresponding expected return from the actuary is 8.8%, 
a variance between the two of 280 bp. Likewise, the consultant’s expected returns for 
Domestic Small Cap and Emerging Markets Equity are 7% and 8% respectively, whereas 
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the actuary’s expected returns for these two asset classes are 9.7% and 10.4% respectively, 
a variance of 240 bp to 270 bp.

To the extent that long-term asset class expected returns result in a total Plan 
expected investment return that is lower than the actuarial assumption, the GBRA 
may need to lower the Plan’s future liabilities and/or increase contributions to the 
Plan.

Tactical asset allocations are considered on a quarterly basis. The time horizon for 
tactical asset allocations is 18 months. An important element in the framework for 
evaluating tactical asset allocation opportunities is relative value. So, the investment 
consultant reviews and analyzes if there are relative value opportunities that can 
be capitalized on with a shorter time horizon than the strategic asset allocation. 
The framework and methodology utilized for tactical asset allocation decisions is 
reasonable and conforms to industry practice.

Asset Allocations

1 National Association of State Retirement Administrators Pension Plan Average

GBRA NASRA AVERAGE1

Public Equity 52% 49%

Fixed Income 26% 23%

Alternatives 12% 19%

Real Estate 10% 7%

Short-Term Inv (Cash) 0% 2%

Based on the average pension plan asset allocations from NASRA, GBRA’s asset 
allocation are in line (within +/- 3%) for all the asset classes except Alternatives, 
where GBRA’s allocation is 7 percentage points below the pension plan average.

Asset class expected returns and expected risks are shown below from the investment 
consultant’s most recent asset allocation study.

Capital market assumptions
EXP RETURN EXP RISK

U.S. Large Cap Equity 6% 17.1%

U.S. Small Cap Equity 7% 22%

International Equity — Dev Mkts 7.5% 19.9%

International Equity — Emerging Mkts 8% 25.4%

Global Fixed Income 3.9% 5.2%

Alternatives 6% 7.9%

Real Estate 9.5% 7.4%

Short-Term Inv (Cash) 2.5% 1.1%
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It is important to note that the results from asset allocations analyses are 
projections and not guarantees. They are based on assumptions that may or may not 
materialize. With that said, assuming GBRA’s investment consultant recommends 
(and the Committee accepts the recommendations) investment managers who 
will outperform their benchmarks, and investment return additive tactical asset 
allocations are recommended and implemented, it is reasonable to assume that 
GBRA’s has the necessary mix of assets to achieve the Plan’s investment return and 
risk objectives.

We did run an asset allocation analysis (Appendix 4, page 106) which uses as inputs 
the GBRA investment consultant’s assumptions of asset class expected returns and 
expected risks, and the Plan’s asset allocation guidelines specified in the IPS. For our 
analysis, we also only utilized the most current and specific asset class strategies that 
are in the GBRA portfolio as of 12/31/19. The results on page 113 show that by making 
some changes to the current asset class allocations, it may be possible to increase 
the total portfolio’s annualized expected return by +50 bp, while maintaining the 
same level of risk. The changes in the asset class allocations for GBRA’s review and 
consideration are summarized below.

Appropriateness of Investment Fees

GBRA does maintain a funding policy that addresses the sources of funding for 
costs associated with the management and oversight of the defined benefit plan but 
neither the funding policy nor the investment policy address the monitoring of direct 
and/or indirect compensation paid to investment managers. GBRA currently relies 

ASSET CLASS STRATEGY CURRENT WEIGHT PROPOSED WEIGHT CHANGE

Cash 4.6% 0% -4.6%

U.S. Core Fixed Income 3.4% 5% +1.6%

International Fixed Income 14.2% 5% -9.2%

Private Credit/(U.S. High Yield) 1.3% 10% +8.7%

U.S. Large Cap Equity 36.8% 10% -26.8%

U.S. Small Cap Equity 7.4% 15% +7.6%

International Equity 10.9% 14.7% +3.8%

Emerging Markets Equity 3.9% 10% +6.1%

Real Estate % 8.4% 10% +1.6%

Hedge Fund of Funds 9.1% 20.3% +11.2%

Expected Return (5 Years) 5.3% 5.8%

Risk (Standard Deviation) 11.6% 11.6%

Sharpe Ratio 0.30 0.34
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on the expertise of their investment consultant to review, negotiate, and monitor 
investment expenses and asset management fees. However, there does not appear to 
be a formal protocol for the review of investment fees currently in place. 

Governance

The GBRA Board of Directors has delegated the responsibility of oversight and 
management of the Plan to the Retirement and Benefit Committee. The board 
members are appointed by the Governor of Texas. The Retirement and Benefit 
Committee consists of 3 board members and 4 employee representatives. The board 
members are assigned to the Committee by the Board of Directors. The employee 
representatives are selected by the General Manager and approved by the board 
members. 

Training requirements are established by Texas laws and governed by the Texas 
Pension Review Board. New members (trustees & administrator) must earn 7 hours 
of training within their first year. Areas of training include: Benefits Administration, 
Risk Management, Ethics, Governance, Actuarial Matters, Fiduciary Matters, and 
Investments. After the first year, members must earn 4 training hours every two years. 
Training hours are reported annually to the Texas Pension Review Board. There is 
currently no investment-related formal training that is provided by the Board. 

The Retirement and Benefit Committee meets quarterly to discuss matters, which 
include, but are not limited to, investment performance reviews from consultant, 
actions regarding investments, actuarial valuation reports from the actuary, and 
legislation impacting public pension plans. On average, 1.5 hours is devoted to the 
discussion and review of investment issues pertaining to the retirement plan in the 
Retirement and Benefit Committee meetings. Meeting minutes are available to the 
public and GBRA maintains a “Transparency” webpage enabling access to defined 
benefit plan information consisting of compliance confirmation, investment returns 
and assumptions, actuarial valuation report, and pension plan audits. The Board 
may want to consider providing access to investment performance reports or the 
investment policy statement.

While it is clear that GBRA is fulfilling its’ fiduciary responsibilities the board should 
consider providing additional trustee education and training regarding policies, 
procedures and plan strategy to help ensure that all board members have a thorough 
understanding of their fiduciary responsibilities. However, it is worth noting that 
current Retirement and Benefit Committee members have an average of over 7.5 
years of membership on the committee. It is also not clear that GBRA has a formal 
protocol in place to review and update, if necessary, the current governance structure 
and procedures.

Investment Manager Selection & Monitoring

The Retirement and Benefit Committee has responsibility for the selection and 
monitoring of investment managers. The committee utilizes the services of an 
institutional investment consultant to assist in its selection and monitoring process.
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Selection criteria for including potential candidates managing assets in traditional, 
long-only strategies within equity and fixed income, include, but is not limited to: 

•  3-year performance track record,

•  Minimum product assets based on asset class, 

•  3-year and 5-year batting average,

•  Downside capture ratio

•  Excess return over the appropriate benchmark. 

Finalist candidates are selected by the Retirement and Benefit Committee after 
reviewing analysis by, and having discussions with, the investment consultant. All 
finalist candidates are required to present their firm and strategy to the committee. 
Each candidate is typically given 20 minutes to present, plus another 10 minutes for 
Q&A. The committee then discusses and votes on the manager and strategy that best 
fits the needs and objectives of the GBRA retirement plan portfolio. The quantitative 
and qualitative factors utilized in the selection process are also among the factors 
reviewed in monitoring managers currently managing assets for the Plan. As 
reported in GBRA’s quarterly investment report, investment manager performance 
is benchmarked against asset class appropriate indexes and peer group universes. 

Alternative Investment Strategies

As it pertains to alternative investments, the investment consultant has the 
responsibility of identifying suitable alternative investment strategies, performing 
due diligence on prospective strategies/managers, leading the manager selection 
process and monitoring the Plan’s alternative investments. The investment 
consultant, with 32 professionals tasked with manager research, seems appropriately 
staffed to perform the above mentioned functions. The Research Advisory Board 
(“RAB”), comprised of the Consultant’s senior research professionals, provides 
guidance and general oversight of the research activities. The research and selection 
process is in line with the industry standards, comprised of specified research steps, 
including mandatory on-site visits.

The investment consultant maintains approved investment manager lists for liquid 
alternative strategies, while for closed-end funds, the recommended investment 
managers evaluation group are created as needed (each closed-end fund has a limited 
capital-raising period, during which new limited partners are admitted). 

The process of selecting a new alternative manager/strategy culminates in a search 
report, created by the Investment Consultant. The search report, shared with the 
Plan Trustees, contains comparative analysis of several strategies (usually around 
five “finalists”). The Trustees are ultimately responsible for selecting one or more 
strategies the Plan’s assets will be allocated to. Ensuring that Trustees can make a 
well-informed decision, in addition to the search report, the process mandates the 
finalist managers to present their firm and strategy to the Trustees during a scheduled 
Board meeting. 
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Once an alternative mandate is awarded, the investment consultant continues to 
monitor the investment. Each investment’s performance is reviewed either monthly 
or quarterly (depending on the strategy). In addition to performance monitoring, 
the Investment Consultant performs quarterly qualitative reviews of managers, 
evaluating any changes from the business, team, process and operational perspective. 
At least annually, for each alternative investment the Investment Consultant will 
perform an in-depth review which includes an on-site visit.

The alternative investment strategies utilized by the Plan are appropriate, given the 
overall goal of reducing the Plan’s volatility and adding diversification. 

Given the Plan’s size, the use of fund-of-funds in the hedge fund area is prudent. 
With the use of direct hedge fund investments, it would be hard to achieve the 
desired level of diversification to properly mitigate the idiosyncratic risk as well as 
achieve a proper allocation across various hedge fund strategies.

Each alternative investment manager reports their respective net asset value 
(“NAV”) to the Plan on a monthly or quarterly basis (depending on the strategy) 
based on generally accepted accounting principles. The valuation methodology for 
each alternative asset varies depending on the asset class (e.g. real estate, timber, 
infrastructure) and valuations for each alternative asset manager are provided by a 
third-party administrator. 

It is important to note that GBRA has a Board policy which addresses ethics and 
conflict of interest while Local Government Code Chapter 171 regulates conflicts 
of interest of Directors and officers of GBRA. However, the selection process for 
investment managers does not directly address potential conflicts of interest for 
committee members.



appendix 1
Questionnaire
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Investment Policy/Strategic Investment Plan

1  Does the system have a written investment policy statement (IPS)?

While GBRA has a written IPS, it was formulated in July 2011 and has not been 
updated in almost 9 years.

Recommendation:

Under best industry practices the IPS should be reviewed annually and updated as needed.

2  Are the roles and responsibilities of those involved in governance, investing, 
consulting, monitoring and custody clearly outlined?

There is a delineation of responsibilities incorporated in the investment policy 
statement that addresses the responsibilities of the following parties associated 
with the management and oversight of the Retirement Plan for Employees of the 
Guadalupe-Blanco River Authority:

•  Board of Directors

•  Retirement and Benefit Committee

•  Executive Manager of Finance and Administration

•  Investment Consultant

•  Investment Managers

•  Custodian 

•  Actuary

Recommendation:

While the roles and responsibilities involved in governance matters are fairly well defined, 
we do recommend changes to include identifying more specificity for measurable criteria.

For example, the IPS states that the duties of the Retirement and Benefit Committee 
include to “periodically review the investment policy…”. We recommend changing this to 
“review the investment policy annually…”.

Another duty of the Committee stated in the IPS is “periodically meet with the investment 
consultant…to review investment performance…” We recommend changing this “meet 
with the investment consultant on, at least, a quarterly basis to review investment 
performance…”.

Similarly, under responsibilities of the Investment Consultant, the IPS states “Provide 
timely and regular investment reports showing investment performance…”. We recommend 
changing this to “On a quarterly basis, provide comprehensive investment reports showing 
investment performance…. On a monthly basis, provide investment Flash Reports which 
show summary monthly investment performance for the total plan and across individual 
investment managers.”
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Additionally, the IPS states that the Investment Consultant’s responsibility includes to 
“Regularly meet with the Committee …” We recommend changing this to “Meet with the 
Committee at least quarterly…”.

3  Is the policy carefully designed to meet the real needs and objectives of the 
retirement plan? 

Per the policy, “The Plan has a single investment objective: achieve the actuarial 
assumed rate of return over a reasonable period of time while maintaining sufficient 
liquidity to timely meet all payment obligations to Participants”.

The policy has been designed to address and incorporate the investment-related 
procedures and protocol pertaining to the following:

•  Policy Objective

•  Delineation of Responsibilities

•  Investment Objective

•  Portfolio Structure & Asset Allocation

•  Investment Manager Investment Guidelines

•  Investment Manager Communication & Service Requirements

However, there are areas within the IPS that can be further aligned with best 
practices.

Recommendation:

Recommendations include adding language into the IPS pertaining to the following:

•  Review the IPS annually 

•  Meeting with the Investment Consultant at least quarterly

•  Receiving investment performance reports quarterly from the Investment 
Consultant and Flash performance reports monthly

•  Quantifiable criteria for measuring investment manager performance and specific 
criteria for putting a manager on ‘Watch’ and for terminating a manager

•  Monitoring of investment fees

4  Is the policy integrated with existing funding or benefit policies? (i.e. does 
the policy take into account the current funded status of the plan, the specific 
liquidity needs, the underlying nature of the liabilities being supported [e.g. pay-
based vs. flat $ benefit, automatic COLAs, DROP, etc.])

The investment policy, as it pertains to the objective of achieving the actuarial 
assumed rate of return, does take into account the viability and funding objectives 
and requirements of the retirement plan. 
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5  Is the policy written so clearly and explicitly that anyone could manage a 
portfolio and conform to the desired intentions?

The current investment policy is written clearly and explicitly so as to facilitate 
management and compliance of the portfolio with desired intentions. However, 
there are areas within the document that can be further aligned with “best practices”.

Recommendation:

Recommendations include adding language into the IPS pertaining to the following:

•  Review the IPS annually 

•  Meeting with the Investment Consultant at least quarterly

•  Receiving investment performance reports quarterly from the Investment 
Consultant and Flash performance reports monthly

•  Quantifiable criteria for measuring investment manager performance and specific 
criteria for putting a manager on ‘Watch’ and for terminating a manager.

•  Monitoring of investment fees

6  Does the policy follow industry best practices? If not, what are the differences?

GBRA’s written investment policies and procedures broadly conform with industry 
practices. However, industry practices that are not in GBRA’s investment policies 
and procedures include the following:

•  Review the IPS annually 

•  Meeting with the Investment Consultant at least quarterly

•  Receiving investment performance reports quarterly from the Investment 
Consultant and Flash performance reports monthly

•  Quantifiable criteria for measuring investment manager performance and 
specific criteria for putting a manager on ‘Watch’ and for terminating a 
manager

•  Monitoring of investment fees

Recommendation:

Recommendations include adding language into the IPS pertaining to the following:

•  Review the IPS annually 

•  Meeting with the Investment Consultant at least quarterly

•  Receiving investment performance reports quarterly from the Investment 
Consultant and Flash performance reports monthly

•  Quantifiable criteria for measuring investment manager performance and specific 
criteria for putting a manager on ‘Watch’ and for terminating a manager

•  Monitoring of investment fees
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7  Does the IPS contain measurable outcomes for managers? Does the IPS 
outline over what time periods performance is to be considered?

The GBRA IPS does not currently contain explicit measurable outcomes to which 
managers are required to adhere nor any time periods over which said outcomes 
should be measured. 

Within Section II B. (Investment Objectives), the IPS does state “The overall objective 
of the Plan’s investment pool is to achieve the actuarial assumed rate of return. A 5 to 
7-year period is appropriate in measuring progress toward achieving this objective”. 
This statement could be erroneously viewed as an implied time period for measuring 
performance of investment managers.

Recommendation:

Generally, Investment Policy Statements include expected outcomes for managers and 
over specified time periods. For example, a manager is expected to outperform, on a net-
of-fees basis, the specified benchmark over a 5-year time period. Another example is the 
manager must rank in at least the top 50th percentile of its peer group universe over a 
rolling 3-year time period. It is recommended that the IPS include explicit and measurable 
outcomes over specified time period to which investment managers are required to adhere. 

8  Is there evidence that the system is following its IPS? Is there evidence that 
the system is not following its IPS?

Based on our review of the IPS and calls with the investment consultant and actuary, 
it appears that GBRA is broadly following the IPS. This is in terms of delineation 
of responsibilities, and overall asset allocation. Specific elements in the IPS such 
as maximum weighting of a domestic equity holding at time of purchase to not 
exceed 8% or 5% more than the index weight, whichever is greater, are beyond the 
scope of this review. However, we have spoken GBRA’s investment consultant and 
confirmed that there is a mechanism by which the consultant monitors these criteria 
on a quarterly basis. Another example is evaluating the investment holdings across 
portfolios against the maximum exposures by currency specified in the IPS. These 
are examples of specific monitoring undertaken by the investment consultant on a 
quarterly basis. Based on our calls with the investment consultant, we believe these 
criteria and constraints are being regularly monitored.

We did notice, however, that the Target Allocation in Schedule A of the IPS is not 
current; it is as of July 2011. The current Target Allocation needs to be included as 
Schedule A of the IPS.

Further evidence that the retirement plan is following the IPS includes, but may not 
be limited to, the following:

•  Quarterly Performance Reports

•  Fiscal Year Actuarial Valuation Reports

•  Investment Manager Search Materials

•  Meeting Minutes
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To the best of our knowledge there is no evidence that the retirement plan is 
intentionally non-compliant with the IPS.

Recommendation:

Incorporate specific criteria to measure and monitor the performance of investment 
managers.

9  What practices are being followed that are not in, or are counter to, written 
investment policies and procedures?

GBRA’s written investment policies and procedures broadly conform with industry 
practices. However, industry practices that are not in GBRA’s investment policies 
and procedures include the following:

•  Reviewing the IPS annually 

•  Meeting with the Investment Consultant at least quarterly

•  Receiving investment performance reports quarterly from the Investment 
Consultant and Flash performance reports monthly

•  Quantifiable criteria for measuring investment manager performance and 
specific criteria for putting a manager on ‘Watch’ and for terminating a 
manager.

•  Language pertaining to monitoring investment fees

Recommendation:

Incorporate into the IPS measurable criteria to include:

•  Reviewing the IPS annually 

•  Meeting with the Investment Consultant at least quarterly

•  Receiving investment performance reports quarterly from the Investment 
Consultant and Flash performance reports monthly

•  Quantifiable criteria for measuring investment manager performance and specific 
criteria for putting a manager on ‘Watch’ and for terminating a manager

•  Language pertaining to monitoring investment fees

10  Are stated investment objectives being met?

Per the IPS, “The overall objective of the Plan’s investment pool is to achieve the 
actuarial assumed rate of return…”. However, net investment returns failed to meet 
the actuarial assumed rate of return of 7% on an actuarial value of assets basis in the 
last 2 plan years, generating a return of 5.7% for plan year 2017 and 3.2% for plan year 
2018.
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11  Will the retirement fund be able to sustain a commitment to the policies 
under stress test scenarios?

The Great Financial Crisis (GFC) that began in 2008 represents the period of greatest 
stress for the financial markets since the Great Depression more than 90 years ago. We 
ran a risk analysis on the GBRA’s portfolio (using standard benchmarks to represent 
the portfolio’s asset allocations). The stress tests cover over 30 years of history and 
encompass periods ranging from the Stock Market Crash of 1987 and the Kuwait 
Invasion in 1990 to the World Trade Center attack in 2001 and the Great Financial 
Crisis in 2008. The summary results of the stress tests are in Appendix 5, page 115. 
The left hand, middle section in Appendix 5, page 115 shows that the impacts on 
GBRA’s portfolio from the 11 crises periods in the past 33 years range from +0.2% 
to -26%. The maximum negative effect is the -26% from the GFC crisis. This figure 
represents the maximum drawdown at the peak of the crisis from 9/2/08 to 11/20/08, 
a period of 58 trading days. The number of days for the maximum drawdowns during 
the peaks of the 11 crises periods range from 15 days to 104 days. It is important to 
note that the GBRA’s IPS specifies a period of 5 to 7 years for measuring progress 
towards achieving the Plan’s investment objectives. 

12  Will the investment managers be able to maintain fidelity to the policy under 
the same scenarios?

There is no reason to believe that investment managers will be unable to maintain 
fidelity to the GBRA policy. GBRA will rely on their investment consultant to assist 
in ensuring that managers maintain fidelity to not only the policy but the investment 
manager contract as well. 

13  Will the policy achieve the stated investment objectives under the same 
scenarios?

In our conversation with GBRA’s investment consultant it is our understanding that 
the consultant has analyzed, tested, discussed, and implemented policy allocations 
designed to achieve stated investment objectives. 

14  How often is the policy reviewed and/or updated? When was the most recent 
substantial change to the policy and why was this change made?

The investment policy has not been updated since 2011.

Recommendation: 

Review the IPS annually and update policy as needed. 
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Asset Allocation Process

1  Does the system have a formal and/or written policy for determining and 
evaluating its asset allocation? Is the system following this policy?

GBRA has written language in its IPS that addresses asset allocation. Policy Objectives 
#2 (page 3) states “create the framework for a well-diversified asset mix that can be 
expected to generate achievable long-term returns at a level of risk acceptable to the 
Plan”. The IPS goes on to state that the framework should include “describing an 
appropriate risk exposure for investment of Plan Funds”, “establishing investment 
guidelines…diversification of assets”, and “specifying the criteria for evaluating the 
performance of the Plan’s investment managers”. “specifying broad target asset 
allocation ranges and constraints”. 

In Section III of the IPS (Portfolio Structure and Asset Allocation), the minimum and 
maximum ranges by major asset class are specified. From our discussions with staff 
and the investment consultant and in reviewing various reports provided by staff, 
the investment consultant and the Plan’s actuary, GBRA is following the written 
policy. There is, however, no written policy that explicitly addresses the evaluation 
of the asset allocation other than Section II Investment Objectives (page 7) in the IPS 
which states that “The Plan has a single investment objective: achieve the actuarial 
assumed rate of return (currently 8% per annum) over a reasonable period of time 
while maintaining sufficient liquidity to timely meet all payment obligations to 
Participants”. 

Recommendation:

•  Incorporate language in the IPS that explicitly defines two criteria for the 
evaluation of GBRA’s asset allocation. The first criterion would measure the asset 
allocation’s actual return compared to its stated expected investment return 
objective over an evaluation period of a market cycle, which is typically 5 to 7 years. 
The second criterion would evaluate the ranking of the GBRA’s investment returns 
in a universe of similar public pension plans over 1-, 3- and 5-year trailing time 
periods. While the investment returns of GBRA and the rest of the universe would 
include both the effects of the asset allocations as well as manager-selection effects, 
this criterion would still be a good proxy because extensive academic research has 
shown that asset allocation accounts for over 90% of a plan’s total return.

•  The written policy in the IPS (page 3) states “specifying the criteria for evaluating 
the performance of the Plan’s Investment Managers”. On Page 7 of the IPS (II 
Investment Objectives), the criterion for the managers’ net-of-fees returns is versus 
relevant market indices. We would recommend that the language in this section 
be expanded to also include a measurement of the managers investment returns 
in comparison to the managers relevant peer group universes over trailing time 
periods of 1-, 3- and 5-years.

•  The Target Allocation in Schedule A of the IPS is not current; it is as of July 2011. 
The current Target Allocation needs to be included as Schedule A of the IPS.
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2  If no formal policy exists, what is occurring in practice?

A formal policy exists as described in response to #1 above.

3  Who is responsible for making the decisions regarding strategic asset 
allocation?

GBRA’s investment consultant undertakes the analysis for the GBRA Plan’s 
strategic asset allocation and presents the results of the analysis together with 
recommendations to the Retirement and Benefit Committee, which then makes the 
final decision.

The above decision-making approach for strategic asset allocations is standard 
industry practice for non-discretionary retirement plans.

4  How is the system’s overall risk tolerance expressed and measured? What 
methodology is used to determine and evaluate the strategic asset allocation?

Currently, GBRA’s overall risk tolerance is expressed through the Retirement and 
Benefit Committee’s evaluation, in conjunction with the investment consultant, 
of the strategic asset allocation analysis prepared by the investment consultant. 
Specifically, the simulations run in the asset allocation analysis provide a quantification 
of downside investment returns. A discussion and review of these simulations help 
shape the Committee’s view of its risk tolerance. 

The methodology for GBRA’s strategic asset allocation is based on Morningstar’s 
analytical software that utilizes a mean-variance framework to develop an efficient 
frontier for asset allocation analysis. Incorporated in the asset allocation analysis, 
are sensitivity analysis and Monte Carlo simulations to help identify a range of 
possible future outcomes, including downside investment returns, together with 
the associated probabilities for these outcomes. While the evaluation of GBRA’s 
strategic asset allocation has not been explicitly defined in the IPS in terms of a 
quantified metric, the IPS does state that “the single investment objective for the 
Plan is to achieve the actuarial assumed rate of return over a reasonable period of 
time while maintaining sufficient liquidity to timely meet all payment obligations to 
Participants”. 

Recommendation:

Incorporate language in the IPS that explicitly defines two criteria for the evaluation of 
GBRA’s strategic asset allocation. The first criterion would measure the strategic asset 
allocation’s actual return compared to its stated expected investment return objective over 
an evaluation period of a market cycle, which is typically 5 to 7 years. The second criterion 
would evaluate the ranking of the GBRA’s investment returns in a universe of similar 
public pension plans over trailing time periods of 1-, 3- and 5-year time periods. While the 
investment returns of GBRA and the rest of the universe would include both the effects 
of the strategic asset allocations as well as manager-selection effects, this would still be a 
good proxy because extensive academic research has shown that asset allocation accounts 
for over 90% of a plan’s total return.
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5  How often is the strategic asset allocation reviewed?

Based on our conversations with GBRA’s investment consultant, the strategic asset 
allocation is reviewed once every 3 years, and more frequently if needed, depending 
on market conditions. The last asset allocation study was conducted in late 2018.

Recommendation:

Generally, the time frame for reviewing strategic asset allocations is once a year, and this 
would be a recommended change for GBRA’s consideration. 

6  Do the system’s investment consultants and actuaries communicate 
regarding their respective future expectations?

Based on our discussions with GBRA’s investment consultant and the Plan’s 
actuary, there is communication between the two regarding their respective future 
expectations. However, each uses its own expectations in the reports and analysis 
prepared for the GBRA’s Retirement and Benefit Committee. The investment 
consultant utilizes its expected returns and risks by asset class in the asset allocation 
analysis prepared for the Committee. Likewise, the Plan’s actuary uses its own 
expected returns by asset class in preparing its actuarial adequacy report for the 
Committee.

In reviewing reports from the investment consultant, staff and the actuary, it 
is clear that there is a material difference in the underlying return expectations 
between the actuary and the investment consultant. For example, the investment 
consultant’s nominal expected return for Domestic Large Cap Equity is 6%, while the 
corresponding expected return from the actuary is 8.8%, a variance between the two 
of 280 bp. Likewise, the consultant’s expected returns for Domestic Small Cap and 
Emerging Markets Equity are 7% and 8% respectively, whereas the actuary’s expected 
returns for these two asset classes are 9.7% and 10.4% respectively, a variance of 240 
bp to 270 bp. 

Recommendation:

It is critically important to have consistency in the expected returns between the investment 
consultant and the actuary. GBRA’s IPS states in Section II Investment Objectives (Page7) 
that the “the Plan has a single investment objective: achieve the actuarial rate of return…”. 
In Section III of the IPS (page 7), the asset class exposures (developed in conjunction with 
the investment consultant) are specified. These asset class expected returns are different 
from the actuary’s expected returns for the same asset classes. Therefore, the GBRA IPS 
currently has a return objective that is based on assumptions that are different from the 
asset class expected return assumptions in the asset allocation that are meant to achieve 
the actuarial return objective.

The methodology and assumptions used by the investment consultant conform with 
standard industry practice. Our recommendation is that the actuarial required rate of 
return be specified based on just the long-term required rate of return for GBRA to meet 
its projected liabilities. In other words, there should not be any asset class expected return 
assumptions made by the actuary that result in the actuarial required rate of return.
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7  How does the current assumed rate of return used for discounting plan 
liabilities factor into the discussion and decision-making associated with 
setting the asset allocation? 

Based on our review of documents and discussions with GBRA’s investment 
consultant and actuary, the actuarial assumed rate of return for discounting plan 
liabilities is recognized by the investment consultant as the Plan’s investment return 
objective as stated in the IPS. However, the asset allocation analysis which results 
in setting target asset allocations is based on the investment consultant’s asset class 
expected returns and the Committee’s risk tolerance.

This approach is fairly standard across public pension plans. The actuarial required 
rate of return is calculated by the actuary as the long term required rate of return to 
meet the Plan’s projected liabilities. However, the investment consultant’s asset class 
expected return assumptions must be based on market conditions and expectations. 
To the extent that long-term asset class expected returns result in a total Plan 
expected investment return that is lower than the actuarial assumption, the GBRA 
may need to lower the Plan’s future liabilities and/or increase contributions to the 
Plan.

8  Is the actuarial expected return on assets a function of the asset allocation 
or has the asset allocation been chosen to meet the desired actuarial expected 
return on assets?

It is critically important to have consistency in the expected returns between the 
investment consultant and the actuary. GBRA’s IPS states in Section II Investment 
Objectives (Page 7) that “the Plan has a single investment objective: achieve the 
actuarial rate of return…”. In Section III of the IPS (page 7), the asset class exposures 
(developed in conjunction with the investment consultant) are specified. These asset 
class expected returns are different from the actuary’s expected returns for the same 
asset classes. Therefore, the GBRA IPS currently has a return objective that is based 
on assumptions that are different from the asset class expected return assumptions 
in the asset allocation that are meant to achieve the actuarial return objective.

The methodology and assumptions used by the investment consultant conform 
with standard industry practice. Our recommendation is that the actuarial required 
rate of return be specified based on just the long-term required rate of return for 
GBRA to meet its projected liabilities. In other words, there should not be any asset 
class expected return assumptions made by the actuary that result in the actuarial 
required rate of return.

9  Is the asset allocation approach used by the system based on a specific 
methodology? Is this methodology prudent, recognized as best practice, and 
consistently applied?

The asset allocation approach used by the GBRA’s Investment Consultant is one 
that is based on Morningstar’s analytical software that utilizes a mean-variance 
framework to develop an efficient frontier for asset allocation analysis. Incorporated 
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in the asset allocation analysis, are sensitivity analysis and Monte Carlo simulations 
to help identify a range of possible future outcomes, including downside investment 
returns, together with the associated probabilities for these outcomes. This 
methodology is prudent, widely used in the industry and considered best practice. 
It appears to have been consistently used in the asset allocation analysis for GBRA.

10  Does the system implement a tactical asset allocation? If so, what 
methodology is used to determine the tactical asset allocation? 

Based on our discussions with GBRA’s investment consultant, tactical asset 
allocations are considered on a quarterly basis. The time horizon for tactical asset 
allocations is 18 months. An important element in the framework for evaluating 
tactical asset allocation opportunities is relative value. So, the investment consultant 
reviews and analyzes if there are relative value opportunities that can be capitalized 
on with a shorter time horizon than the strategic asset allocation. The opportunities 
would encompass both inter and intra asset class. For example, Growth versus Value 
in Domestic Large Cap.

The framework and methodology utilized for tactical asset allocation decisions is 
reasonable and conforms to industry practice.

11  Who is responsible for making decisions regarding the tactical asset 
allocation?

GBRA’s investment consultant undertakes all the analysis regarding tactical asset 
allocations and presents the analysis and the consultant’s recommendations for 
the Retirement and Benefit Committee’s review. The Committee makes the final 
decision.

In non-discretionary retirement plans, the approach to tactical asset allocation 
decision-making described above is standard industry practice.

12  How does the asset allocation compare to peer systems?

Based on the average pension plan asset allocations from NASRA, GBRA’s asset 
allocation are in line (within +/- 3%) for all the asset classes except Alternatives, 
where GBRA’s allocation is 7 percentage points below the pension plan average.

1 National Association of State Retirement Administrators Pension Plan Average

GBRA NASRA AVERAGE1

Public Equity 52% 49%

Fixed Income 26% 23%

Alternatives 12% 19%

Real Estate 10% 7%

Short-Term Inv (Cash) 0% 2%
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Asset Class

1  What are the strategic and tactical allocations?

GBRA’s asset allocations shown below were obtained from the investment 
consultant’s preliminary Investment Performance Analysis report as of 12/31/19. The 
strategic allocations represent the Policy index’s allocation, while the current asset 
allocation reflects the tactical allocation.

2  What is the expected risk and expected rate of return of each asset class?

Asset class expected returns and expected risks are shown below from the investment 
consultant’s most recent asset allocation study.

3  How is this risk measured and how are the expected rates of return 
determined? What is the time horizon?

GBRA’s investment consultant measures risk for each asset class by calculating 
historical standard deviations by asset class. For expected returns by asset class, the 

ASSET ALLOCATIONS (12/31/19) STRATEGIC TACTICAL

Domestic Equity 37% 44.2%

International Equity 15% 14.8%

Global Fixed Income 26% 18.9%

Alternatives 12% 9.1%

Real Estate 10% 8.4%

Short-Term Inv (Cash) 0% 4.6%

EXP RETURN EXP RISK

U.S. Large Cap Equity 6% 17.1%

U.S. Small Cap Equity 7% 22%

International Equity — Dev Mkts 7.5% 19.9%

International Equity — Emerging Mkts 8% 25.4%

Global Fixed Income 3.9% 5.2%

Alternatives 6% 7.9%

Real Estate 9.5% 7.4%

Short-Term Inv (Cash) 2.5% 1.1%
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firm meets on a quarterly basis to discuss the assumptions underlying each asset class 
and changes to expected returns are made as needed. The time horizon assumed by 
the consultant is 3 to 5 years.

Asset allocation analysis is part science and part art. The general framework that 
GBRA’s consultant uses for determining expected returns and expected risks is along 
the lines of standard industry practice. 

4  What mix of assets is necessary to achieve the plan’s investment return and 
risk objectives?

For retirement plans in general, a diversified mix of assets is necessary to achieve 
stated return and risk objectives. In GBRA’s case, the investment consultant’s return 
expectations for Fixed Income and International Equity are 3.9% and 7.5% respectively. 
Clearly, if 100% of GBRA’s assets was invested in Fixed Income, the Plan would not 
meet its return objective. On the other hand, if the Plan invested 100% of its assets in 
International Equity, it would appear that the Plan would meet its return objective, 
but the Plan would be exposed to significant risk because the risk associated with 
the International Equity asset class is almost 20% compared to a risk level of 5.2% 
for Fixed Income. Therefore, in developing asset allocations for retirement plans, 
a proper balance needs to be maintained between asset classes taking into account 
expected returns, expected risks and correlations between asset classes. In the latest 
(November 2018) asset allocation study run by GBRA’s investment consultant, the 
Monte Carlo simulations over a 7-year period show that the GBRA’s recommended 
asset allocation has returns that range from -0.8% to 13.9% with the 50th percentile 
return at 5.9%. These returns are based on just asset class (benchmark) expected 
returns. The total return over the 7-year period would also include contributions 
to return from tactical asset allocations as well as from investment managers excess 
returns (i.e. outperformance over benchmarks). 

The results from asset allocations analyses are projections and not guarantees. They 
are based on assumptions that may or may not materialize. With that said, assuming 
GBRA’s investment consultant recommends (and the Committee accepts the 
recommendations) investment managers who will outperform their benchmarks, 
and investment return additive tactical asset allocations are recommended and 
implemented, it is reasonable to assume that GBRA’s has the necessary mix of assets 
to achieve the Plan’s investment return and risk objectives.

Recommendation:

We ran an asset allocation analysis (Appendix 4, page 106) which uses as inputs the GBRA 
investment consultant’s assumptions of asset class expected returns and expected risks, 
and the Plan’s asset allocation guidelines specified in the IPS. For our analysis, we also only 
utilized the most current and specific asset class strategies that are in the GBRA portfolio as 
of 12/31/19. The results on page 113 show that by making some changes to the current asset 
class allocations, it may be possible to increase the total portfolio’s annualized expected 
return by +50 bp, while maintaining the same level of risk. The changes in the asset class 
allocations for GBRA’s review and consideration are summarized below.
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5  Is the approach used by the system to formulate asset allocation strategies 
sound, consistent with best practices, and does it result in a well-diversified 
portfolio?

The approach used by the GBRA’s Investment Consultant to formulate asset allocation 
strategies is one that is based on Morningstar’s analytical software that utilizes a 
mean-variance framework to develop an efficient frontier for asset allocation analysis. 
Incorporated in the asset allocation analysis, are sensitivity analysis and Monte Carlo 
simulations to help identify a range of possible future outcomes, including downside 
investment returns, together with the associated probabilities for these outcomes. 
This approach is widely used in the industry, consistent with best practices and 
results in a well-diversified portfolio.

6  How often are the strategic and tactical allocations reviewed?

Based on our conversations with GBRA’s investment consultant, the strategic asset 
allocation is reviewed once every 3 years, and more frequently if needed, depending 
on market conditions. The last asset allocation study was conducted in late 2018. 
Tactical asset allocations are considered by the consultant on a quarterly basis. 

Recommendation:

Generally, the time frame for reviewing strategic asset allocations is once a year, and this 
would be a recommended change for GBRA’s consideration.

ASSET CLASS STRATEGY CURRENT WEIGHT PROPOSED WEIGHT CHANGE

Cash 4.6% 0% -4.6%

U.S. Core Fixed Income 3.4% 5% +1.6%

International Fixed Income 14.2% 5% -9.2%

Private Credit/(U.S. High Yield) 1.3% 10% +8.7%

U.S. Large Cap Equity 36.8% 10% -26.8%

U.S. Small Cap Equity 7.4% 15% +7.6%

International Equity 10.9% 14.7% +3.8%

Emerging Markets Equity 3.9% 10% +6.1%

Real Estate % 8.4% 10% +1.6%

Hedge Fund of Funds 9.1% 20.3% +11.2%

Expected Return (5 Years) 5.3% 5.8%

Risk (Standard Deviation) 11.6% 11.6%

Sharpe Ratio 0.30 0.34
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Alternatives Selection & Valuation

1  How are alternative and illiquid assets selected, measured and evaluated?

The Investment Consultant has the responsibility of identifying suitable alternative 
strategies, performing due diligence on prospective strategies/managers, leading the 
manager selection process and monitoring the Plan’s alternative investments. 

The Investment Consultant, with 32 individuals tasked with manager research, seems 
appropriately staffed to perform the above mentioned functions. The Research 
Advisory Board (“RAB”), comprised of the Consultant’s senior research professionals, 
provides guidance and general oversight of the research activities. 

The research and selection process is in line with the industry standards, comprised 
of specified research steps, including mandatory on-site visits. The final approval 
decisions are made by RAB. 

The Investment Consultant maintains approved manager lists for liquid alternative 
strategies, while for closed-end funds, the recommended lists are created as needed 
(each closed-end fund has a limited capital-raising period, during which new limited 
partners are admitted). 

The process of selecting a new alternative manager/strategy culminates in a search 
report, created by the Investment Consultant. The search report, shared with the 
Plan Trustees, contains comparative analysis of several strategies (usually around 
five “finalists”). The Trustees are ultimately responsible for selecting one or more 
strategies the Plan’s assets will be allocated to. Ensuring that Trustees can make a 
well-informed decision, in addition to the search report, the process mandates the 
finalist managers to present their firm and strategy to the Trustees during a scheduled 
Board meeting. 

Once an alternative mandate is awarded, the Investment Consultant continues to 
monitor the investment. Each investment’s performance is reviewed either monthly 
or quarterly (depending on the strategy). In addition to performance monitoring, 
the Investment Consultant performs quarterly qualitative reviews of managers, 
evaluating any changes from the business, team, process and operational perspective. 
At least annually, for each alternative investment the Investment Consultant will 
perform an in-depth review which includes an on-site visit.

Recommendation:

The Plan’s quarterly Investment Performance Reports should include the benchmark 
information for the Courage Credit Opportunities Fund III and TerraCap Partners III and 
IV so that each strategy performance can be properly evaluated.

2  Are the system’s alternative investments appropriate given its size and level 
of investment expertise?

The alternative strategies utilized by the Plan are appropriate, given the overall goal 
of reducing the Plan’s volatility and adding diversification. 
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Given the Plan’s size, the use of fund-of-funds in the hedge fund area is prudent. 
With direct hedge fund investments, it would be hard to achieve the desired level of 
diversification to properly mitigate the idiosyncratic risk as well as achieve a proper 
allocation across various hedge fund strategies. 

The allocation to alternatives is within the Investment Policy prescribed ranges. 

3  Does the IPS outline the specific types of alternative and illiquid investments 
allowed, as well as the maximum allocation allowable?

The IPS breaks down alternative investments in two groups:

1  Alternative Investments (the IPS Investment Range 0% - 25%)  
This group includes convertible securities, hedge funds, private equity and 
managed futures.

2  Real Estate (the IPS Investment Range 0% - 10%)

This group includes private equity real estate, REITs, infrastructure and timber.

Within the two groups, the IPS does not specify the sub-strategy limits. In addition, 
there are no specified allocation limits to individual managers. Also, only for Real 
Estate the IPS provides specific descriptive language regarding diversification and 
currency hedging.

Recommendation:

The IPS should be updated to properly reflect the alternative investments universe and 
classify various alternative strategies and sub-strategies under a single Alternative 
Investments category.

For example, in the current IPS, Real Estate is identified as a distinctive category, separate 
from the Alternative Investments class. We recommend Real Estate to be included with 
other Alternative Investments. In addition, Infrastructure and Timber are currently 
classified under Real Estate, instead of Real Assets. Moreover, the IPS should include 
some other alternative investments often utilized by pension plans, such as private debt, 
commodities and others. Specific language should be applied to each alternative strategy 
listed in the IPS, preferably with recommended allocation ranges. 

4  What valuation methodologies are used to measure alternative and illiquid 
assets? 

Each alternative investment manager reports their respective net asset value 
(“NAV”) to the Plan on a monthly or quarterly basis (depending on the strategy) 
based on generally accepted accounting principles. The valuation methodology for 
each alternative asset varies depending on the asset class (e.g. real estate, timber, 
infrastructure). Each alternative asset manager’s valuations come from a third-party 
administrator. 

Recommendation:

It is imperative at the onset of the Plan’s relationship with an alternative asset manager 
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that GBRA, with assistance from the investment consultant, ensure that underlying funds’ 
NAV is computed based on strategy-appropriate accounting/valuation practices for each 
type of alternative asset and that reputable independent, third-party administrators, 
custodians and auditors are retained by each underlying alternative manager.

5  What alternative valuation methodologies exist and what makes the chosen 
method most appropriate?

See response to Question 4 above.

Cash Flow/Liquidity Needs

1  What are the plan’s anticipated future cash flow and liquidity needs? Is this 
based on an open or closed group projection?

The defined benefit plan was closed in 2010 and frozen in 2018. After freezing 
the plan, a 10-year amortization period was instituted to achieve full funding. In 
coordination with the actuary and investment consultant, GBRA assesses cash flow 
and liquidity needs on an annual basis 

2  When was the last time an asset-liability study was performed?

An asset-liability study has not been performed since the inception of the plan in 
1966. 

3  How are system-specific issues incorporated in the asset allocation process? 

System specific risks are addressed via the adopted funding policy which then 
facilitates the crafting of an appropriate asset allocation.

4  What is the current funded status of the plan and what impact does it have? 

As of January 1, 2019, the funded ratio of the plan is 86.9% and the unfunded actuarial 
liability (UAL) is $4,643,707. Based on the current funding policy, the actuary 
recommended a minimum contribution of $653,540 as a level dollar amount for the 
plan year ending December 31, 2019, which is expected to amortize the UAL over the 
10-year period beginning January 1, 2019.

5  What changes should be considered when the plan is severely underfunded, 
approaching full funding, or in a surplus?

Employing an appropriate asset allocation to address growth of assets and liabilities 
with an emphasis on risk management in addressing the funded status of the plan 
while minimizing budget impacts is integral. 
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Recommendation:

Work closely with actuary and investment consultant to utilize reasonable assumption 
inputs and craft appropriate asset allocation to achieve funding objectives in a risk 
prudent manner.

6  How does the difference between expected short-term inflows (contributions, 
dividends, interest, etc.) and outflows (distributions and expenses) impact the 
allocation?

In discussions with the investment consultant, typically, a portion of annual 
contributions are held in short term investments for the purpose of meeting short 
term payments. In the event cash needs to be raised, the investment consultant looks 
at asset classes out of allocation ranges, asset classes that have had a significant run 
up, and/or asset classes where the investment consultant’s outlook may have changed 
significantly. If there are no obvious areas, funds can be raised from several managers 
to keep allocations in line. Also, distributions from alternative investments can be 
utilized if a distribution occurs during the period covered, but typically, three to six 
months of expenses are in cash. 

7  How does the underlying nature of the liabilities impact the allocation (e.g. 
pay-based vs. flat $ benefit, automatic COLAs, DROP, etc.)?

Underlying liabilities impact asset allocations specifically and directly in terms of 
future cash flow requirements. So, pay-based liabilities have more factors that need 
to be estimated and predicted compared to flat-dollar benefits. When liabilities are 
explicitly incorporated in the asset allocation analysis, the resulting optimal asset 
allocation may be somewhat different from an asset allocation that has only an 
actuarial rate of return objective. The GBRA Plan’s IPS only specifies an actuarial 
rate of return objective.

Although future liabilities underly all public pension plans, it is fairly common in 
the industry to have just an actuarial rate of return as the objective for the asset 
allocation. There are very few plans that explicitly include a requirement for the 
plans’ underlying liabilities to be incorporated in the design of the asset allocation. 
So, in this regard, GBRA’s approach conforms with a majority of industry practice.

8  What types of stress testing are incorporated in the process?

The asset allocation is stress tested utilizing monte-carlo simulation to assess the 
potential range of outcomes over long-term periods while the actuarial valuation 
reports incorporates the changes in various assumptions including discount rates 
and their impact on valuation of plan liabilities and subsequent effects on required 
contributions. 
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Investment Fees & Commissions

1  Do the system’s policies describe the management and monitoring of direct 
and indirect compensation paid to investment managers and other service 
providers? 

Guadalupe-Blanco River Authority does maintain a Funding Policy that addresses 
the sources of funding for costs associated with the management and oversight 
of the defined benefit plan, as seen below, but neither the Funding Policy nor the 
Investment Policy address the monitoring of direct and/or indirect compensation 
paid to investment managers or other service providers.

PLAN COSTS/FEES FUNDING SOURCES

Paid via annual operating budget:

•  Administrative & Trustee Services

•  Investment Consulting

•  Legal Counsel

Paid via defined benefit plan:

•  Investment Management 

Recommendation:

Specific language pertaining to the management and monitoring of fees should be 
incorporated into the IPS. 

2  What direct and indirect investment fees and commissions are paid by the 
system?

Per the funding policy, expected costs and fees are as follows:

•  Administrative and Trustee/Custody

•  Investment Consulting

•  Legal Counsel

•  Investment Management

3  Who is responsible for monitoring and reporting fees to the board? 

Per the IPS, the Retirement and Benefit Committee of the Guadalupe-Blanco River 
Authority is responsible for the overall governance of the plan and serves as the 
plan’s governing body. The committee has the authority to hire and oversee external 
professionals to assist in the management of the plan. 
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4  Is monitoring and reporting of fees clearly defined in the investment policy?

The investment policy does not currently address the monitoring and reporting of 
fees.

Recommendation:

Include language in the IPS pertaining to monitoring and reporting of fees; the investment 
management fees, in particular.

5  Are all forms of manager compensation included in reported fees?

Investment manager compensation is stated in the investment manager contracts.

6  How do these fees compare to peer group and industry averages for similar 
services?

INVESTMENT PEER UNIVERSE INVESTMENT VEHICLE
MGMT FEE/ 
EXP. RATIO

MEDIAN PEER UNIVERSE 
MGMT FEE/EXP. RATIO

Wells Fargo Adv Growth Fund U.S. Large Cap Growth 
Equity

Mutual Fund 0.75% 0.75%

Eastern Shore Small Cap Core U.S. Small Cap Core Equity Commingled Fund 0.90% 0.57%

Diamond Hill Large Cap Value U.S. Large Cap Value Equity Mutual Fund 0.58% 0.72%

Sustainable Insight Capital U.S. Large Cap Value Equity Separate Account 0.65% 0.62%

Oppenheimer International Growth EAFE Large Cap Growth 
Equity

Mutual Fund 0.89% 0.92%

LMCG Emerging Markets Equity All Emerging Market Equity Commingled Fund 0.85% 0.90%

Brandywine Global Opportunistic 
Fixed Income 

Global Government Fixed 
Income

Commingled Fund 0.45% 0.45%

Johnson Core Bond U.S. Intermediate Duration 
Fixed Income

Mutual Fund 0.24% 0.48%

Aberdeen Emerging Markets Debt Global Emerging Market 
Fixed Income (Hard 
Currency)

Mutual Fund 0.90% 0.74%

Courage Credit Opportunities III - Private Debt 1.75% / 20%

Ironwood Multi-Strategy - Commingled Fund 1.20%

BTG Pactual Global Timberland 
Resources

- Private Equity 1.00%

TerraCap Partners III - Private Real Estate 1.5% / 20%

TerraCap Partners IV - Private Real Estate 1.5% / 20%

Source: eVestment, CBIZ
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7  How are the fee benchmarks determined?

Investment manager fees were benchmarked against median fees in appropriate 
asset class/strategy and investment vehicle universes provided in the eVestment 
database, an institutional investment data provider recognized in the institutional 
investment industry.

8  Does the system have appropriate policies and procedures in place to account 
for and control investment expenses and other asset management fees?

GBRA does maintain a funding policy that addresses the sources of funding for 
costs associated with the management and oversight of the defined benefit plan 
but neither the funding policy nor the investment policy address the monitoring of 
direct and/or indirect compensation paid to investment managers and/or policies 
pertaining to review and control of investment expenses.

9  What other fees are incurred by the system that are not directly related to the 
management of the portfolio?

In addition to utilizing the services of an institutional investment consultant, GBRA 
is also serviced by an actuary and a custody bank. 

10  How often are the fees reviewed for reasonableness?

Currently there are no standard timeframes or protocol in place for GBRA’s review 
of the reasonableness of fees. GBRA currently relies on the expertise of their 
investment consultant to review, negotiate, and monitor investment expenses and 
asset management fees.

Recommendation:

Services provided by an actuary, investment consultant, and custody bank should be 
reviewed every 3–5 years while investment manager fees should be reviewed every 1–2 years. 

11  Is an attorney reviewing any investment fee arrangements for alternative 
investments?

GBRA relies on its institutional investment consultant to review, negotiate, and 
monitor fee arrangements for alternative investments on their behalf.  
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Governance 

Transparency

1  Does the system have a written governance policy statement outlining the 
governance structure? Is it a stand-alone document or part of the IPS?

GBRA does not have a stand-alone governance policy statement. However, 
governance related roles and responsibilities are incorporated into the IPS.

2  Are all investment-related policy statements easily accessible by the plan 
members and the public (e.g. posted to system website)?

GBRA maintains a “Transparency” webpage enabling access to defined benefit 
plan information consisting of compliance confirmation, investment returns and 
assumptions, actuarial valuation report, and pension plan audits. The webpage does 
not currently provide access to investment performance reports or the investment 
policy statement. 

Recommendation:

Consider posting investment performance reports and investment policy statement to 
webpage.

3  How often are board meetings? 

The R&B Committee has been delegated the authority with management and 
oversight responsibilities for the retirement plan. The committee meets quarterly. 

4  What are the primary topics of discussion at Board meetings?

Primary topics of discussion include quarterly review of investment performance, 
discussions and possible actions regarding investments, actuarial valuation and plan 
contribution approvals, and legislation affecting public pension plans. 

5  How much time, detail, and discussion are devoted to investment issues at 
Board meetings?

On average, 1.5 hours is devoted to the discussion and review of investment issues in 
the Retirement and Benefit Committee meeting pertaining to the retirement plan. 
As previously mentioned, Primary topics of discussion include quarterly review of 
investment performance, discussions and possible actions regarding investments, 
actuarial valuation and plan contribution approvals, and legislation affecting public 
pension plans.

6  Are meeting agendas and minutes available to the public? How detailed are 
the minutes?

Meeting agendas and minutes are made available to the public with sufficient detail.
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Investment Knowledge/Expertise

1  What are the backgrounds of the board members?

2  Are there any investment-related educational requirements for board 
members?

Training requirements are established by Texas laws and governed by the Texas 
Pension Review Board. New members (trustees & administrator) must earn 7 hours 
of training within their first year. Areas of training include: Benefits Administration, 
Risk Management, Ethics, Governance, Actuarial Matters, Fiduciary Matters, and 
Investments.

After the first year, members must earn 4 training hours every two years. 

Training hours are reported semi-annually to the Texas Pension Review Board.

3  What training is provided and/or required of new board members?

There is currently no investment-related formal training that is provided by the 
Board. However, new members (trustees & administrator) must earn 7 hours of 
training within their first year of membership. 

Recommendation:

Develop on-boarding procedures, protocols, and materials to assist new board and 
committee members in understanding management of the retirement plan as well as their 
fiduciary responsibilities and regulatory requirements. 

R&B COMMITTEE 
MEMBERS TITLE GBRA ROLE

YEARS ON 
BOARD

R&B COMMITTEE 
ROLE

YEARS ON R&B 
COMMITTEE

YEAR STARTED 
ON COMMITTEE

Dr. Kenneth Motl Veterinarian
GBRA Board of 
Directors

January 2013 Committee Chair 7 years January 2013

Will Carbonara Insurance Agent
GBRA Board of 
Directors

May 2013 Member 7 years January 2013

Ron Hermes
School Teacher 
(Physics)

GBRA Board of 
Directors

August 2016 Member 1 year January 2019

Susan Hubbert Deputy CFO Employee N/A Member 12 years January 2008

Darel Ball
Advisor to the 
General Manager

Employee N/A Member 23 years July 1997

Lauren Willis
Director of 
Regulatory & 
Consumer Affairs

Employee N/A Member 3 years January 2017

Anna Daniels
Lower Basin 
— Regional 
Representative

Employee N/A Member 6 months August 2019

Randy Staats CFO Employee N/A Administrator 1.5 years June 2018
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4  How frequently are board members provided investment-related education?

Formal investment-related education is not currently provided. However, the board 
and R&B Committee members are kept abreast of industry and market trends via 
their service providers and are required to earn 7 hours of training within their first 
year of membership and 4 hours every 2 years thereafter. 

Recommendation:

Potential options include:

•  Requiring investment consultant to coordinate annual investment manager 
roundtables of existing investment managers

•  Requiring investment consultant to conduct 1–2 investment-related education 
workshops per year 

5  What are the minimum ethics, governance, and investment education 
requirements? Have all board members satisfied these minimum requirements?

There are currently no minimum ethics, governance, and investment education 
requirements set forth by the board.

Recommendation:

Develop reasonable, manageable, cost-effective, and time appropriate requirements such 
as development of trustee handbooks and attestation to reading of the selected handbook 
materials. 

6  Does the system apply adequate policies and/or procedures to help ensure 
that all board members understand their fiduciary responsibilities?

While it is clear that GBRA is fulfilling its fiduciary responsibilities it is not clear that 
GBRA is currently applying adequate policies and/or procedures to help ensure that 
all board members have a thorough understanding of their fiduciary responsibilities. 
However, current Retirement and Benefit Committee members have an average of 
over 7.5 years of membership on the committee. 

Recommendation:

Develop appropriate minimum ethics, governance, and investment education 
requirements then subsequently, develop trustee handbook to include appropriate policies 
and procedures and require attestation on an annual basis by committee members.

7  What is the investment management model (i.e. internal vs. external 
investment managers)?

GBRA currently utilizes external investment managers to manage the assets of the 
retirement plan.
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8  Does the board receive impartial investment advice and guidance?

The retirement plan is currently advised by an institutional investment consultant.

9  How frequently is an RFP issued for investment consultant services?

The last Investment Consultant RFP was issued in 2010.

Recommendation:

Best practices recommend issuing an investment consultant RFP every 3–5 years.

Accountability

1  How is the leadership of the board and committee(s), if any, selected?

The members of the GBRA Board of Directors are appointed by the Governor of Texas. 
The Board of Directors assigns committee memberships for each board member. 
The Board of Directors has delegated the management and oversight of the GBRA 
retirement plan to the Retirement and Benefits Committee. The R&B Committee 
consists of three GBRA board members and four employee representatives. The 
GBRA Board of Directors assigns the board members serving on the R&B Committee 
and the board members serving on the Committee in turn select the employee 
representatives.

2  Who is responsible for making decisions regarding investments, including 
manager selection and asset allocation?

The R&B Committee has been given the authority by the GBRA Board of Directors 
to make the appropriate decisions regarding the management and oversight of the 
retirement plan which includes, but is not limited to, investment manager selection 
and asset allocation.

3  How is authority allocated between the full board, a portion of the board 
(e.g. an investment committee), and internal staff members and/or outside 
consultants?

The Board of Directors has delegated the management and oversight of the GBRA 
retirement plan to the Retirement and Benefits Committee. The R&B Committee has 
hired, and monitors, professionals in the following areas to assist in the management 
and oversight of the plan and facilitate compliance with regulatory requirements 
and fiduciary responsibilities. 

Professional Services Utilized:

•  Actuary

•  Institutional Investment Consultant

•  Custody Bank
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4  Does the IPS clearly outline investment decision responsibility?

The IPS does outline the investment decision roles and responsibilities. 

5  Is the board consistent in its use of the structure/delegation of authority?

The board has been consistent in its use of the structure/delegation of authority. 

6  Does the system have policies in place to review the effectiveness of its 
investment program, including the roles of the board, internal staff and outside 
consultants?

GBRA does have policies incorporated into the investment policy statement to review 
the effectiveness of its investment programs. However, as previously mentioned, 
although the roles and responsibilities of the parties involved in governance matters 
are fairly well defined and the written investment policies and procedures broadly 
conform with industry practices, we do recommend changes to include identifying 
and incorporating more specificity for measurable criteria.

7  Is the current governance structure striking a good balance between risk and 
efficiency?

The GBRA Board of Directors has delegated the responsibility of management and 
oversight of the retirement plan to the Retirement and Benefit Committee. The 
R&B Committee currently consists of 3 assigned board members and 4 employee 
representatives. We do believe the governance structure is striking a good balance 
between risk and efficiency.

Recommendation:

If feasible, place term limits on employee representative members, as board members are 
already limited to 2 terms consisting of 6 years each, and be sure to stagger the terms to 
facilitate continuity.

8  What controls are in place to ensure policies are being followed?

The Retirement and Benefit Committee has been given responsibility for 
management and oversight of the retirement plan. The committee meets quarterly 
to review and discuss the various aspects of the plan and, in coordination with 
the professional experts that service the committee, make decisions regarding the 
monitoring and management of the plan to facilitate compliance with policies and 
regulatory requirements. 

9  How is overall portfolio performance monitored by the board?

The R&B Committee utilizes the services of an institutional investment consultant 
to manage and monitor the portfolio of the retirement plan. The committee 
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formally meets quarterly with the investment consultant to discuss the portfolio’s 
performance and make appropriate decisions as necessary. 

10  How often are the investment governance processes reviewed for continued 
appropriateness?

Currently there is no standard timeframe in place for reviewing the investment 
government processes. 

Recommendation:

The investment governance processes should typically be reviewed on an annual basis.

Investment Manager Selection & Monitoring

1  Who is responsible for selecting investment managers?

The Retirement and Benefit Committee is delegated the responsibility to select 
investment managers. The committee utilizes the services of an institutional 
investment consultant to assist in its selection of investment managers. 

2  How are the managers identified as potential candidates?

The Retirement and Benefit Committee utilizes the services of an institutional 
investment consultant to provide potential investment manager candidates for 
selection. 

3  What are the selection criteria for including potential candidates?

Selection criteria for including potential candidates include, but is not limited to, 
3-year performance track record, minimum product assets based on asset class, 
3-year and 5-year batting average, downside capture ratio, and excess return over the 
appropriate benchmark. 

4  What are the selection criteria when deciding between multiple candidates?

Finalist candidates are selected by the Retirement and Benefit Committee after 
reviewing analysis by, and discussions with, the investment consultant. All finalist 
candidates are required to present their firm and strategy to the committee. Each 
candidate is typically given 20 minutes to present, plus another 10 minutes for Q&A. 
The committee then discusses and votes on the manager and strategy that best fits 
the needs and objectives of the GBRA retirement plan portfolio. 

5  How does the selection process address ethical considerations and potential 
conflicts of interest for both investment managers and board members?

GBRA has a Board policy which addresses ethics and conflict of interest. Local 



GBRA DEFINED BENEFIT PENSION PLAN INVESTMENT PRACTICES & PERFORMANCE EVALUATION CONSEQUENT CAPITAL MANAGEMENT · 45

Government Code Chapter 171 regulates conflicts of interest of Directors and officers 
of GBRA. However, the selection process for investment managers does not directly 
address potential conflicts of interest for committee members.

Recommendation:

Consider crafting explicit statement of conflict of interest rules pertaining to committee 
members.

6  Who is responsible for developing and/or reviewing investment consultant 
and/or manager contracts?

The Retirement and Benefit Committee is responsible for reviewing the investment 
consultant. The committee relies on the assistance of the investment consultant in 
reviewing investment manager contracts.

7  What is the process for monitoring individual and overall fund performance?

The Retirement and Benefit Committee relies on the services of the investment 
consultant to measure, monitor, and report on investment manager and overall 
fund performance with a minimum frequency of quarterly. Measures monitored 
by the investment consultant pertaining to investment managers include, but are 
not limited to, trailing period returns (Quarter, 1-year, 3-year, 5-year) relative to 
benchmarks and peer groups, 5-year standard deviation, 3-year and 5-year batting 
average, downside capture ratio, and excess return over an appropriate benchmark. 
At the overall fund level, trailing period returns (Quarter, 1-year, 3-year, 5-year, 7-year) 
relative to target weighted policy index and plan universe peer group are measures 
that are consistently monitored. 

8  Who is responsible for measuring the performance?

The Retirement and Benefit Committee relies on the services of the investment 
consultant to measure, monitor, and report performance. 

9  What benchmarks are used to evaluate performance?

As reported in GBRA’s quarterly investment report, investment manager performance 
is benchmarked against asset class appropriate indexes and peer group universes 
while overall fund performance is benchmarked against the target weighted policy 
index and a net of fee plan universe consisting of public defined benefit plans with 
market values of less than $50 million. 

10  What types of performance evaluation reports are provided to the board? 
Are they provided in a digestible format accessible to trustees with differing 
levels of investment knowledge/expertise?

An investment report is provided to GBRA by the investment consultant on a 
quarterly basis. The report is provided in an accessible format to trustees. 
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11  How frequently is net-of-fee and gross-of-fee investment manager 
performance reviewed? 

Investment manager performance, at a minimum, is reviewed quarterly. 

12  Is net-of-fee and gross-of-fee manager performance compared against 
benchmarks and/or peers?

Investment manager performance is compared against asset class and strategy 
appropriate benchmarks and peer groups. 

13  What is the process for determining when an investment manager should 
be replaced?

Currently, the investment consultant advises and presents to the R&B Committee 
on investment managers that should be terminated/replaced for approval by the 
committee.

Recommendation:

GBRA should include language in the IPS specific to the criteria for termination/
replacement of an investment manager.

14  How is individual performance evaluation integrated with other investment 
decisions such as asset allocation and investment risk decisions?

Investment manager performance and risk attributes are a component of overall 
fund performance and volatility metrics of the fund. Therefore, investment manager 
performance evaluation and investment manager compliance with investment policy 
statement objectives is integral in achieving the stated objective of achieving the 
actuarial assumed rate of return over a reasonable period of time while maintaining 
sufficient liquidity to timely meet all payment obligations to Participants.



appendix 2
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Retirement Plan for Employees 

Of the Guadalupe-Blanco River Authority 

“Defined Benefit Pension Plan” 

 

FUNDING POLICY 

 

DEFINED BENEFIT PENSION PLAN BACKGROUND 
 

The Defined Benefit Pension Plan (DB Plan) was established and became effective January 1, 
1966 for eligible employees.  The DB Plan was amended a number of times through the years and 
was restated in 2013.  Effective December 31, 2010, the DB Plan was closed to new participants.  
On December 31, 2018, the DB Plan was fully frozen.  Beginning January 1, 2019, all employees 
were enrolled in the Texas County and District Retirement System (TCDRS).   
 
As part of the freezing of the DB Plan, a supplemental benefit was authorized for participants in 
the DB Plan in recognition that the total combined benefit that a participant would receive from 
both the DB Plan and the TCDRS retirement plan may be less than the benefit the participant 
would have received had the DB Plan not been frozen. 
 
   

PURPOSE OF FUNDING POLICY 
 

The purpose of a funding policy is to establish goals toward funding for the DB Plan in order to 
meet current and future benefit payments as well as provide flexibility in the face of budgetary 
challenges, market conditions, and actuarial estimates.  A funding policy helps to provide 
reasonable assurance that the cost of benefits will be funded in an equitable and sustainable 
manner. 
 
In order to provide assistance to public retirement systems, the Texas Pension Review Board 
published pension funding guidelines for meeting long-term pension obligations, most recently 
amended in 2017, adding a recommendation that organizations develop a funding policy.  The 
Government Finance Officers Association also recommends that every governmental entity that 
offers defined benefit pension plans formally adopt a funding policy. 
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In addition, Texas state law now requires the governing board of a public retirement system to 
adopt a funding policy.  For more information, see the Legal Requirement section later in this 
Policy. 
 
 

COMPONENTS OF FUNDING POLICY 
 

Risk Management 
A retirement system faces many types of risk.  While risk cannot be completely eliminated, 
measures should be in place to mitigate risk to the extent possible.  Included below is a listing of 
risks facing the Plan, followed by the measures that are currently in place for mitigation.  Risk 
definitions are courtesy of the Texas Pension Review Board’s Risk Management training course. 
 

 Governance/fiduciary risk – risk of breach of fiduciary responsibility including poor 
decision-making resulting from a failure to follow established and reasonable processes, 
fraud, or conflicts of interest; also, insufficient authority given to boards to make decisions 

o Oversight by Board of Directors 
o Acknowledgement and prioritization by Board of Directors and management of the 

importance of sufficient funding and engaged monitoring 
o Establishment and ongoing oversight by Retirement and Benefit Committee 
o Education and training of Committee members 
o Completion of pension plan financial audit by independent accounting firm 
o Providing transparency into the affairs of the retirement plan 

 Investment risk – risk of underperformance of invested assets 
o Adoption of investment policy 
o Diversification of investment portfolio 
o Establishment of target allocations for investment classes 
o Contracting with qualified and experience investment consulting firm  
o Oversight by and decision making of Retirement and Benefit Committee 

 Funding risk – risk of insufficient assets to meet liabilities, including risk of non-payment 
or underpayment of contributions 

o Oversight by Retirement & Benefit Committee 
o Ongoing reviews by management of investments and cash position 
o Scrutinizing investment options; due diligence in selection process; advice and 

monitoring by investment consultant 
o Full evaluation of benefit options and changes 
o Adoption and implementation of Funding Policy 
o Establishment of funding target and liability amortization period 

 Actuarial risk – risk of relying on inappropriate actuarial methods and assumptions 
o Contracting with actuarial firm with solid reputation for accuracy and adherence to 

professional standards 
o Documenting the actuarial methods and assumptions used 
o Continual review and evaluation of actuarial methods and assumptions employed 
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 Liquidity risk – risk of being unable to sell an asset quickly enough to avert a loss, which 
can result in the inability to make benefit distributions or other payments when they come 
due, or to employ the asset in a desired manner 

o Oversight by Retirement & Benefit Committee 
o Ongoing reviews by management of investments and cash position 
o Involvement and advice from investment consultant 

 Operational risk – risk related to the failure of internal or outsourced processes including 
benefits calculation, recordkeeping, information technology systems, etc. 

o Contracting with qualified and experienced designated trustee and actuarial firms  
o Management oversight of contracts 
o Completion of pension plan financial audit by independent accounting firm 
o Staying informed of changes in legal and regulatory environments as well as 

investment markets & the economic landscape 
 Data security risk – risk related to storing electronic information including data breaches, 

hacks, etc. 
o Inclusion of clauses within contracts related to data protection systems 
o Validation by management that contracted firms have sufficient systems in place to 

prevent internal and external cyber threats 
o Insurance coverage for cybersecurity 

 
In addition to the measures detailed above, employing the practices outlined in this Policy will 
serve to further reduce these risks. 
 
Prioritization of DB Plan Contributions 
The mission of GBRA is “to support responsible watershed protection and stewardship, provide 
quality operational service, and a commitment to promote conservation and educational 
opportunities in order to enhance quality of life for those we serve”. 
 
During any budgetary process, there are many elements that, in some cases, compete for the same 
dollars within the budget.  However, in providing high quality services to customers and in order 
to fulfill GBRA’s mission, investment in the company’s greatest assets, its employees, is essential.  
Therefore, contributions to the DB Plan will have the same budget priority as other salaries and 
wages. 
 
Plan Costs & Fees 
In addition to the governance of the DB Plan by the Retirement & Benefit Committee, the 
management and oversight of a pension plan requires the hiring of external companies having 
expertise in several areas.  These services come at a cost and are borne either by the DB Plan itself 
or paid for through GBRA’s annual operating budget.  
 
It will be GBRA’s practice to fund administrative & trustee services, investment consulting, and 
legal fees through GBRA’s annual operating budget.  Investment management fees will be paid 
by the DB Plan.  
 
 



GBRA DEFINED BENEFIT PENSION PLAN INVESTMENT PRACTICES & PERFORMANCE EVALUATION CONSEQUENT CAPITAL MANAGEMENT · 121

4 
 

Actuarial Methodologies, Assumptions, & Amortization 
Generally speaking, it will be GBRA’s practice to implement conservative methodologies and 
assumptions to proactively plan for and address the obligations of the DB Plan.  The following 
represents a summary.  More details are available in the annual actuarial valuation performed by 
Rudd & Wisdom, GBRA’s contracted actuarial firm. 
 
Actuarial Cost Method 
An actuarial cost method is a procedure that identifies a series of annual contributions that will 
fund anticipated plan payments.  However, for a frozen plan, no actuarial cost method is required.  
The primary calculations are the actuarial present value of future benefits for benefits currently in 
pay status and benefits not yet taken (deferred).  The unfunded actuarial liability (UAL) is the 
amount by which the present value of future benefits exceeds the current plan assets.  The UAL is 
recalculated each time a valuation is performed.  Experience gains and losses, which represent 
deviations of the UAL from its expected value based on the prior valuation, are determined at each 
valuation and are amortized as part of the newly calculated UAL. 
 
Actuarial Value of Assets & Smoothing of Gains and Losses 
Assets are valued at market value as determined by the DB Plan directed trustee, with an 
adjustment made to uniformly spread actuarial gains or losses over a five year period (as measured 
by actual market value investment return vs. assumed market value investment return).  Principal 
Retirement & Income Solutions (formerly Wells Fargo Institutional Retirement & Trust) currently 
serves as the directed trustee. 
 
Assumptions 
The following actuarial assumptions will be used but may be changed from time to time based on 
updated information and changes in trends: 

 Salary increases - 2.75% 
 Investment rate of return - 6.75% 
 Employee payroll growth – 2.75% 
 Mortality rates - PubG-2010 (general employees of public retirement systems) using the 

projection scale MP-2018 
 
Amortization Method & Period 
A closed amortization period will be used for the DB Plan.  This means the UAL will be amortized 
by the end of the designated period as opposed to resetting the amortization over the same 
designated period each time the liability is recalculated. 
 
Amortization periods for public pension plans generally range from 15 to 30 years.  In a Standard 
& Poor’s publication, Assessing U.S. Public Finance Pension And Other Postemployment 
Obligations For GO Debt, Local Government GO Ratings, And State Ratings, Standard & Poor’s 
suggests that the goal of pension plans should be to amortize the pension liability over 20 years or 
less.   
 
It is GBRA’s plan to amortize the total liability of the DB Plan over the 10 year period that began 
January 1, 2019. 
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Contribution Amount 
Participants in the DB Plan do not make individual contributions - GBRA is the sole contributor.  
The Plan has been closed to new participants since 2010 and the Plan was frozen in 2018 
eliminating the accrual of additional benefits, with the exception of the supplemental benefit.  
Therefore, neither a level dollar contribution nor a level percent of payroll contribution would 
prove helpful in determining recommended annual contribution levels.  Instead, the determination 
of the annual contribution will be based upon the remaining years of amortization of the liability.  
In addition to the annual contribution, supplemental contributions are recommended when funds 
are available and deemed appropriate. 
 
Actuarial Valuation Frequency 
It has been GBRA’s procedure, and considered best practice, to require the preparation of an 
actuarial valuation on an annual basis.  However, since the advent of a fully frozen plan, there may 
come a time when the frequency of valuations is adjusted.  GBRA management will evaluate the 
needs of the DB Plan and related costs of annual valuations in making that determination. 
 
Investment Policy & Asset Allocation Strategy 
An investment policy serves to outline the investment philosophy and strategy of the DB Plan and 
provide guidance for future decisions to the Board of Directors, Retirement & Benefit Committee 
members, and GBRA staff serving as administrators of the DB Plan.  It is also provided to ensure 
a clear understanding and direction to the investment consultant and investment managers. 
 
GBRA adopted an Investment Policy Statement on July 29, 2011 which continues to govern the 
activities of the DB Plan.  The policy includes minimum and maximum ranges for exposure to 
different asset classes and includes planned targets for each class.  The policy focuses, not only on 
cash flow needs to meet current monthly benefit obligations, but also seeks long term goals for 
ongoing obligations. 
 
By reference, the Investment Policy Statement is made a part of this Funding Policy.  
 
Post-Retirement Benefit Increases 
The management and oversight of the DB Plan is an ongoing and evolving process that includes 
an emphasis on fiscal health and sound decision making.  Any increase in benefits will be evaluated 
on specific case by case elements.  Many considerations will be necessary before a decision can 
be reached including, but not limited to, the actuarial soundness of the DB Plan, its relationship to 
the targeted funding ratio, and stress testing of performance in down market conditions.  The Board 
of Directors and Retirement & Benefit Committee will be fully involved in the decision making 
process. 
 
Funding Objectives & Target 
A retirement plan is considered fully funded when the Fiduciary Net Position as a percentage of 
the Total Pension Liability is equal to 100%.  According to Standard & Poor’s U.S. Public 
Finance: U.S. State Ratings Methodology published October 17, 2016 and republished October 7, 
2019, an entity’s “commitment to funding annual contributions that address the long-term pension 
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liability is a key credit consideration”.  The publication assesses the plan’s liability in four 
categories based on its three-year average funded ratio as follows: 
 

Funded Ratio Assessment 
90% or above Strong 

80-90% Good 
60-80% Relatively Low 

60% or below Weak 
 
It will be GBRA’s target to fund 110% of the Total Pension Liability.  While this percentage can 
be defined as “over-funded”, which by nature is a conservative approach, once reached, this target 
allows for future flexibility due to volatility in the markets as well as responding to other economic 
constraints that may require a response. 
 
GBRA anticipates that any favorable experience will help the plan attain full funding on or before 
the end of the closed amortization period.  On the other hand, any adverse experience will increase 
the recommended annual contribution that will be evaluated by GBRA management and the Board 
of Directors.  One possibility to deal with an unexpected increase would be to work with the 
actuarial firm in testing the effects of extending the closed amortization period to mitigate the 
effect on the employer contribution. 
 
 

LEGAL REQUIREMENT 
 

The Texas Government Code 802.2011 created by Senate Bill 2224 during the 86th Legislative 
Session in 2019 requires the governing board of a Texas public retirement system to adopt a written 
funding policy by January 1, 2020.  In addition to providing guidance to the Guadalupe-Blanco 
River Authority Board of Directors and the Retirement & Benefit Committee, this Funding Policy 
is intended to meet the requirements outlined in Texas statute. 
 
 

CHANGES TO FUNDING POLICY 
 

The adoption of this Funding Policy in no way restricts future modifications.  However, any 
changes will require the approval from the Board of Directors. 
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Appendix:   
 

10 Year Historical Contributions  
Defined Benefit Pension Plan  

 
 
 
 

Calendar 
Year 

Funded 
Ratio 

as of January 1 

Recommended 
Contribution 

Supplemental 
Contribution 

Total 
Contribution 

% of 
Payroll 

 
% of Payroll 

 (all retirement plans)* 

2019 86.9% $653,540 ----- 2019 - data not yet finalized and available ----- 
 

2018 85.6% $1,128,049 $0 $1,128,049   9.8 % 13.5 % 
2017 84.9% $1,067,716 $0 $1,067,716   9.4 % 13.2 % 
2016 85.7% $1,038,202 $300,000 $1,338,202 12.3 % 15.4 % 
2015 86.3% $1,033,464 $700,000 $1,733,464 17.4 % 20.6 % 
2014 83.4% $984,302 $700,000 $1,684,302 18.0 % 20.9 % 
2013 79.4% $993,893 $600,000 $1,593,893 18.1 % 20.9 % 
2012 76.6% $1,011,297 $500,000 $1,511,297 17.4 % 20.0 % 
2011 75.3% $1,013,649 $600,000 $1,613,649 19.1 % 21.4 % 
2010 58.3% $1,020,832 $3,000,000 $4,020,832 46.3 % 48.5 % 
2009 54.9% $970,248 $500,000 $1,470,248 16.8 % 18.9 % 

 
 
*Beginning January 1, 2011, newly hired employees became participants in the Defined 
Contribution 401(a) plan.  GBRA contributed a percentage of employee’s total compensation 
based on years of service from 5% to 7%.  Employees did not contribute to this plan. 
 
In addition, all employees were eligible to voluntarily participate in a 457(b) deferred 
compensation retirement plan.  GBRA contributed 50% of the employee’s salary deferral, up to a 
maximum of 3% of total compensation. 
 
On January 1, 2019, all employees were enrolled in the TCDRS retirement plan.  At that time, the 
DB Plan was frozen, the Defined Contribution 401(a) plan was terminated, and employer matching 
contributions to the 457(b) plan were discontinued. 



appendix 7
Valuation Report
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RETIREMENT PLAN FOR EMPLOYEES OF GBRA

ACTUARIAL VALUATION

AS OF JANUARY 1, 2019
OCTOBER 18, 2019
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9500 Arboretum Blvd., Suite 200
Austin, Texas  78759

www.ruddwisdom.com Phone:  (512) 346-1590
Fax:  (512) 345-7437

Rudd and Wisdom, Inc.
CONSULTING ACTUARIES 

Mitchell L. Bilbe, F.S.A.
Evan L. Dial, F.S.A.
Philip S. Dial, F.S.A.
Philip J. Ellis, A.S.A.
Charles V. Faerber, F.S.A., A.C.A.S.
Mark R. Fenlaw, F.S.A.
Brandon L. Fuller, F.S.A.

Shannon R. Hatfield, A.S.A.
Christopher S. Johnson, F.S.A.

Oliver B. Kiel, F.S.A.
Dustin J. Kim, A.S.A.

Edward A. Mire, F.S.A.
Rebecca B. Morris, A.S.A.
Amanda L. Murphy, F.S.A.

Michael J. Muth, F.S.A.
Khiem Ngo, F.S.A., A.C.A.S.

Timothy B. Seifert, A.S.A.
Chelsea E. Stewart, A.S.A.

Raymond W. Tilotta
Ronald W. Tobleman, F.S.A.

David G. Wilkes, F.S.A.

October 18, 2019

GBRA Retirement and Benefit Committee
Guadalupe-Blanco River Authority
933 E. Court Street
Seguin, Texas  78155

Re: Actuarial Valuation as of January 1, 2019

Dear Committee Members:

Enclosed is the report of the Actuarial Valuation of the Retirement Plan for Employees of the 
Guadalupe-Blanco River Authority as of January 1, 2019. The purpose of this report is to present 
the actuarial condition of the plan as of January 1, 2019 and to recommend the GBRA minimum 
contribution for the plan year ending December 31, 2019.

Changes in Plan Provisions

Effective December 31, 2018, the plan was amended to be frozen and to provide a supplemental 
benefit in addition to the frozen accrued benefit as of December 31, 2018.  The supplemental 
benefit is designed to make up for the difference between (1) the projected benefit if the plan were 
to continue as it was before the amendment and (2) the sum of (a) the frozen accrued benefit in the 
plan and (b) the employer-funded portion of the benefit in the Texas County and District 
Retirement System (TCDRS) plan that began January 1,2019.  Plan provisions are outlined and 
summarized in Section V of this report.

Review of Actuarial Assumptions

As a part of each actuarial valuation, we review the actuarial assumptions used in the prior actuarial 
valuation.  We analyze the economic assumptions every year.  As the result of our overall review 
and our economic assumptions analysis, we have selected actuarial assumptions that we consider 
to be reasonable and appropriate for the plan for the long term future. Their selection complies 
with the applicable actuarial standards of practice. The actuarial methods and assumptions 
selected for this actuarial valuation are different from those used in the prior actuarial valuation of 
the ongoing plan.  However, the assumptions are the same as those used in the special actuarial 
analysis as of December 31, 2017 of the plan as if it had been frozen on that date, with the exception 
of the mortality assumption.

The mortality assumption was changed from the RP-2000 Combined Healthy Mortality Tables 
projected to 2024 with Scale AA to the PubG-2010 (general employees) total dataset mortality 
tables for employees and for retirees, projected for mortality improvement generationally using 
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the projection scale MP-2018. The rationale for the change is to use the results of a new, first-ever 
study of the mortality of public employee pension plan participants by the Society of Actuaries. 
The new mortality assumption is more appropriate for the plan for the long-term future than the 
prior assumption.

Funding Policy

With the freezing of this plan and the adoption of the new plan in TCDRS for all employees, a new 
funding policy for this plan is needed.  We have been told that the GBRA management intends to 
fully fund the plan over 10 years beginning January 1, 2019.  They expect to contribute more in 
the first few years than the minimum required amount to fully fund the plan with level dollar 
contributions over that 10-year period.  GBRA will contribute at least the minimum amount each 
year, usually in December, that will amortize the unfunded actuarial liability (UAL) over the closed 
10-year period.  Since the plan is frozen, there is no normal cost.

Recommended Contribution

Based on the funding policy above, we recommend a minimum contribution of $653,540 for the 
plan year ending December 31, 2019 payable as of that date.  Based on this actuarial valuation, 
this recommended annual contribution as a level dollar amount is expected to amortize the UAL 
of $4,643,707 over the 10-year period that began January 1, 2019. This assumes there will be no 
future gains or losses or changes in assumptions. To the extent that there are future changes, the 
future valuations will modify the required contribution amount.

Changes in the Unfunded Actuarial Liability

In comparing this year’s valuation to last year’s valuation, the UAL decreased from $5,140,374 to 
$4,643,707 for the following reasons:

• The passing of one year with the experience following the assumptions would have resulted in a 
decrease in the UAL of $464,423 because the contributions available to amortize the UAL were 
more than the assumed interest on the UAL for the plan year.

• The investment rate of return for 2018, net of all investment-related expenses paid by the plan, 
was (4.66)% based on the audited market value of assets for the plan year ending December 31, 
2018.  However, based on the smoothed actuarial value of assets from last year’s valuation to this 
valuation, the net investment rate of return was 3.24%.  Since that rate of return is less than the 
assumed rate of 7%, the UAL was increased by $1,114,255 due to the adverse actuarial investment 
experience.

• The amending of the plan to freeze it as of December 31, 2018 and to add supplemental benefit 
provisions, along with all noninvestment experience, decreased the UAL by $3,505,051.

• The change in the mortality assumptions increased the UAL by $1,516,036.

• The change in the investment return assumption increased the UAL by $842,516.
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Variability in Future Actuarial Measurement

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

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

• Increases or decreases expected as part of the natural operation of the methodology used 
for these measurements;

• Changes in economic or demographic assumptions; and 

• Changes in plan provisions.

Analysis of the potential range of such future measurements resulting from the possible sources of 
measurement variability is typically outside the scope of an annual actuarial valuation.  However, 
if requested, additional analysis could be provided.

Summary

As a result of our January 1, 2019 actuarial valuation of the GBRA Retirement Plan, we
recommend a minimum contribution of at least $653,540 for the plan year ending December 31, 
2019.  This minimum recommended year end contribution is based on a funding policy which is 
expected to be an adequate contribution arrangement.  The actuarial valuation of the plan reported 
herein has been performed in accordance with appropriate actuarial methodology, actuarial code 
of conduct and actuarial standards of practice, and in accordance with funding guidelines 
established by the Texas Pension Review Board applicable to Texas public employee retirement 
systems.

Respectfully submitted,

RUDD AND WISDOM, INC.

Mark R. Fenlaw, F.S.A.

Rebecca B. Morris, A.S.A.
MRF/RBM:nlg
Enclosures
cc: Mr. Randy Staats

Ms. Susan Hubbert
i:\clients\gbra\wd\2019\val-1-1-2019-final.docx
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Section I – GBRA Retirement Plan

Certification of Actuarial Valuation
(As of January 1, 2019)

At the request of the GRBA Retirement and Benefit Committee, we have performed an actuarial 
valuation of the plan as of January 1, 2019.  The purpose of this report is to present the actuarial 
condition of the plan as of January 1, 2019 and to recommend a contribution for the January 1, 
2019 to December 31, 2019 plan year based on a funding policy which is expected to be an 
adequate contribution arrangement.

We have relied on and based our valuation on employee data, pensioner data, and asset data
provided by GBRA. The financial information we received for the plan year was from the final
draft of the financial report of the plan as of December 31, 2018. We have used the actuarial 
methods and assumptions described in Section IV of this report.  The actuarial valuation has been 
performed on the basis of the plan benefits described in Section V.

To the best of our knowledge, no material biases exist with respect to any imperfections in the 
census data provided.  We have not audited the data provided but have reviewed it for 
reasonableness and consistency relative to the census data received for the January 1, 2018
actuarial valuation.

All current employees eligible to participate in the plan as of the valuation date and all other
individuals who either are now receiving a monthly benefit or will later receive a vested deferred 
monthly benefit under the plan have been included in the valuation.  Further, all plan benefits have 
been considered in the development of plan costs.

To the best of our knowledge, the actuarial information supplied in this report is complete and 
accurate.  In our opinion the assumptions used, both in the aggregate and individually, are 
reasonably related to the experience of the plan and to reasonable expectations.  The assumptions 
represent a reasonable estimate of anticipated experience of the plan over the long-term future, and 
their selection complies with the applicable actuarial standards of practice.

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

Mark R. Fenlaw, F.S.A.

Rebecca B. Morris, A.S.A.
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Section II –Summary of Actuarial Valuations

January 1, 2018 January 1, 2019
1. Participant Census at Valuation Date

a. Covered employees 88 79
b. Vested terminated due deferred benefit 41 43
c. Retirees and beneficiaries in pay status 81 88
d. Total 210 210

2. Projected Active Participant Compensation
for Plan Year Following the Valuation Date $ 6,450,100 N/A

3. Actuarial Present Value of Future Benefits
a. Active participants $ 21,854,387 $ 15,947,143
b. Inactive participants 15,924,687 19,597,055
c. Total $ 37,779,074 $ 35,544,198

4. Actuarial Present Value of Future Normal Cost $ 2,182,244 $ 0

5. Actuarial Liability (Item 3e – Item 4) $ 35,596,830 $ 35,544,198

6. Actuarial Value of Assets $ 30,456,456 $ 30,900,491

7. Unfunded Actuarial Liability (UAL)
(Item 5 – Item 6) $ 5,140,374 $ 4,643,707

8. GBRA Minimum Contribution to be Paid
December 31
a. Normal cost $ 303,800 $ 0
b. UAAL amortization 824,249 653,540
c. Total $ 1,128,049 $ 653,540

9. Funded Ratio (Item 6 ÷ Item 5)1 85.6% 86.9%

1 The funded ratio is not appropriate for assessing either the need for or the amount of future contributions or the adequacy 
of the funding policy of an ongoing plan.  However, for a frozen plan, a funded ratio of 100% or more would indicate that 
contributions could cease.  Subsequent experience would determine whether or not any additional contributions might be 
required.  
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Section III – Plan Asset Information

Summary of Assets as of January 1, 2019

Investment Category Market Value*
Allocation

Percent

1. Equities
a. Domestic large cap
b. Domestic small cap
c. Developed international
d. Emerging markets

2. Fixed Income
a. Global
b. Emerging market
c. Domestic bank loans
d. Domestic core
e. Distressed debt

3. Alternatives
a. Hedge fund
b. Real estate (timberland)
c. Private real estate

4. Cash and Cash Equivalents

5. Grand Total

$ 8,945,366
1,850,794
2,725,168
1,108,141

14,629,469

3,211,739
1,812,424
1,334,296
1,010,892

874,822
8,244,173

2,735,614
978,537
990,489

4,704,640

1,153,421

$ 28,731,703

31.1%
6.4
9.5
3.9

50.9

11.2
6.3
4.6
3.5
3.1

28.7

9.5
3.4
3.5

16.4

4.0

100.0%

* The amounts by investment category (items 1-3) are from the December 31, 2018 report by the plan’s 
investment consultant.  Item 4 is the balancing item to bring the grand total to equal the amount of the assets 
in the plan’s audited financial report for the year ending December 31, 2018 (item 5).
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Statement of Changes in Audited Assets
for the Years Ended December 31, 2018 and 2017

12/31/2018 12/31/2017
Additions
1. Contributions

a. Employer $ 1,128,049 $ 1,067,716
b. Employees 0 0
c. Total $ 1,128,049 $ 1,067,716

2. Investment Income
a. Interest and dividends $ 614,968 $ 504,872
b. Net appreciation in fair value (1,990,681) 3,898,938
c. Total $ (1,375,713) $ 4,403,810

3. Other Additions 0 0

Total Additions $ (247,664) $ 5,471,526

Deductions
4. Benefit Payments $ 1,644,165 $ 1,397,727

5. Expenses
a. Investment-related $ 15,118 $ 67,524
b. General administrative1 0 0
c. Total $ 15,118 $ 67,524

Total Deductions $ 1,659,283 $ 1,465,251

Net Increase in Assets $ (1,906,947) $ 4,006,275

Market Value of Assets (Plan Net Position)
Beginning of Year $ 30,638,650 $ 26,632,375
End of Year $ 28,731,703 $ 30,638,650

Rate of Return
Net of Investment-Related Expenses (4.66)% 16.72%
Gross (4.62)% 17.00%

Investment-Related Expenses (Direct) 0.04% 0.28%

1 GBRA pays all administrative expenses and investment consultant fees from other than plan assets.
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Development of Actuarial Value of Assets

Calculation of Actuarial Investment Gain/(Loss) Based on Market Value for Plan Years  
2018 2017 2016 2015

1. Market Value of Assets as of Beginning of Year
2. Employer Contributions
3. Benefit Payments
4. Expected Investment Return 1

5. Expected Market Value of Assets as of End of Year
6. Actual Market Value of Assets as of End of Year
7. Actuarial Investment Gain/(Loss)
8. Market Value Rate of Return Net of Expenses
9. Rate of Actuarial Investment Gain/(Loss)

$ 30,638,650
1,128,049

(1,644,165)
2,087,160

$ 32,209,694
28,731,703

$ (3,477,991)
(4.66)%

(11.66)%

$ 26,632,375
1,067,716

(1,397,727)
1,815,346

$ 28,117,710
30,638,650

$ 2,520,940
16.72%
9.72%

$ 25,768,160
1,338,202

(1,124,173)
1,764,425

$ 27,746,614
26,632,375

$ (1,114,239)
2.58%

(4.42)%

$ 25,316,487
1,733,464
(841,560)

1,826,085
$ 28,034,476

25,768,160
$ (2,266,316)

(1.75)%
(9.00)%

1 Assuming (1) uniform distribution of payments during the plan year, (2) recommended contributions at the end of the plan year, (3) 7% expected rate of return 
for 2018, 2017, and 2016, and 7.25% for 2015, and (4) supplemental contributions of $700,000 on July 31, 2015, and $300,000 on December 31, 2016.

Deferred Actuarial Investment Gains/(Losses) to be Recognized in Future Years

Plan Year
Investment
Gain/(Loss)

Deferral
Percentage

Deferred Gain/(Loss)
Amount as of 12/31/2018

2018
2017
2016
2015
Total

$(3,477,991)
2,520,940

(1,114,239)
(2,266,316)

80%
60%
40%
20%

$ (2,782,393)
1,512,564
(445,696)
(453,263)

$ (2,168,788)

Actuarial Value of Assets as of December 31, 2018
10. Market Value of Assets as of December 31, 2018
11. Deferred Gain/(Loss) to be Recognized in Future
12. Actuarial Value of Assets as of December 31, 2018 (Item 10 – Item 11)
13. Write Up/(down) of Assets (Item 12 – Item 10)

$ 28,731,703
(2,168,788)

$ 30,900,491
$ 2,168,788
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Section IV – Actuarial Methods and Assumptions

A. Actuarial Methods

1. Actuarial Cost Method

For a frozen plan, no actuarial cost method is required.  The primary calculations are the 
actuarial present value of future benefits of benefits in pay status and of deferred benefits.  The 
unfunded actuarial liability (UAL) is the amount by which the present value of future benefits 
exceeds the current plan assets. The UAL is recalculated each time a valuation is performed. 
Experience gains and losses, which represent deviations of the UAL from its expected value 
based on the prior valuation, are determined at each valuation and are amortized as part of the 
newly calculated UAL.

2. Amortization Method

The UAL would be amortized with level dollar payments over a 10-year closed period
beginning January 1, 2019, with the annual payment at the end of each year.  Additional 
payments may be made in accordance with the funding policy determined by GBRA.

3. Actuarial Value of Assets Method

All assets are valued at market value, with an adjustment made to uniformly spread actuarial 
gains or losses (as measured by actual market value investment return vs. expected market value 
investment return) over a five-year period.

B. Actuarial Assumptions

1. Mortality

PubG-2010 (general employees) total dataset mortality tables for employees and for retirees 
(sex distinct), projected for mortality improvement generationally using the projection scale 
MP-2018.

2. Termination

There is no need for assumed termination rates with a frozen plan.  For the frozen benefit, all 
employees are assumed to have terminated employment as of December 31, 2018. For the 
supplemental benefit, all employees are assumed to work for GBRA to the later of 
December 31, 2019 and the end of the year of attaining age 65.

3. Investment Return

Current and future plan assets are assumed to reflect an annual investment return of 6.75% net 
of investment-related expenses.  See item B.9 for administrative expenses.
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4. Earnings Progression

There is no need to recognize projected earnings after 2018 for the frozen benefit as of 
December 31, 2018.  However, the supplemental benefit is based on a projected Plan benefit if 
the Plan were to continue with its provisions in effect just before December 31, 2018.  In 
addition, the supplemental benefit is based on a projected benefit in the TCDRS plan that was 
effective January 1, 2019.  For both of those projected benefits, the earnings were projected to 
increase 2.75% per year.

5. Retirement Rates

All participating employees are assumed to work for GBRA to the later of December 31, 2019
and the end of the year of attaining age 65.

6. Disability

None were assumed.

7. Inflation Component in Investment Return Assumption

2.75%

8. Form of Payment

a. Current pensioners:  Actual form of payment.
b. Future pensioners:  Normal form of payment (10 years certain and life).
c. Monthly benefits are payable the first of each month.

9. Administrative Expenses

The expenses will continue to be paid by GBRA and not from Plan assets.
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Section V - Outline of Principal Plan Eligibility and Benefit Provisions
Reflected in the Actuarial Valuation as of January 1, 2019

1. Identifying Data
a. Plan name: Retirement Plan for Employees of Guadalupe-Blanco River Authority
b. Type of plan: Defined benefit
c. Plan sponsor: Guadalupe-Blanco River Authority
d. Plan Year: January 1 – December 31

2. Participation
a. Minimum Age: none
b. Maximum Age at Hire: none
c. Service: 1 year in which 1,000 or more hours are completed
d. Employee Classification: All except a Leased Employee or an independent contractor
e. Hire Date: first employed by the plan sponsor before January 1, 2011

3. Contributions
a. Participant: none required
b. Employer: all amounts necessary to adequately finance plan benefits

4. Eligibility for Retirement
a. Normal Retirement: age 65
b. Early Retirement: age 55 plus 15 years of vesting service

5. Retirement Benefit Monthly Amounts
a. Normal Retirement: 1.30% of average monthly compensation per year of credited 

service 
b. Late Retirement: same as Normal Retirement increased by 5/9% for every month late 

retirement follows normal retirement
c. Early Retirement:

1) With Satisfaction of Rule of 85 (age and Accrual Service equal to eighty-five (85) or 
more years and age of sixty (60) or more years): amount equal to monthly normal 
retirement benefit accrued at early retirement date

2) Without Satisfaction of Rule of 85:  amount equal to monthly normal retirement 
benefit accrued at early retirement date reduced by 5/12% for every month early 
retirement precedes normal retirement

d. Disability: amount payable at normal retirement age assuming continuation of service 
from date of disability to normal retirement age, but based on average monthly 
compensation at the date of disability

6. Normal Form of Monthly Payment
10 years certain and life; other actuarially equivalent monthly payment forms are available
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7. Frozen DB Benefit

The plan was frozen as of December 31, 2018 and no additional benefits will accrue.  All active 
participants became 100% vested in their accrued benefit as of that date, referred to as the 
Frozen DB Benefit.  It is payable in the normal form of payment at normal retirement age.  It 
was calculated using the normal retirement benefit formula but using the amount of credited 
service and the average monthly compensation as of December 31, 2018.  It excluded any 
unused sick leave.

This benefit is payable following termination of employment and upon either (a) reaching 
normal retirement age or (b) satisfying an early retirement or other commencement of benefit 
provision.  It will be actuarially reduced if the participant’s termination is prior to his or her 
normal retirement date.

8. Supplemental Benefit

Participants with a Frozen DB Benefit are eligible for a Supplemental Benefit.  This benefit is 
designed in an attempt to make up for the difference, if any, between (a) the projected benefit 
of the plan if the plan were to continue as it was before being frozen and (b) the sum of the 
Frozen DB Benefit and the employer-funded portion of the benefit in the TCDRS plan.  It 
includes unused sick leave as described in item 12.

9. Pre-retirement Death Benefits

Payment of benefit which is actuarially equivalent to the present value of the participant’s 
Frozen DB Benefit and Supplemental Benefit.

10. Basis of Actuarial Equivalence for Optional Forms of Monthly Benefit

8% and UP84 Mortality Table set back one year

11. Average Monthly Compensation

Gross compensation averaged over the three consecutive complete calendar years of highest 
total compensation over the last ten completed calendar years of employment.  Except that the 
year in which a member terminates shall be considered a complete calendar year of 
employment, and the compensation for such calendar year shall be deemed equal to the 
annualized rate of compensation which he actually received for such calendar year, excluding 
any amount paid for unused vacation or for unused sick leave or for any reason related to 
termination of employment, and with the portion of such calendar year following such 
member’s termination of employment being included in determining the number of months for 
which such compensation was received.
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12. Unused Sick Leave

The Supplemental Benefit is calculated using the lesser of the amount of unused sick leave as 
of December 31, 2018 and the amount as of termination of employment, converting the hours 
of unused sick leave into credited service at the rate of one month of credited service for each 
173.33 hours of unusual sick leave.
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Section VI - Summary of Participant Data

Participant Data Reconciliation

Active
Participants

Current
Payment

Status

Deferred
Payment

Status Total
1. As of January 1, 2018

2. Change of status
a. normal retirement
b. late retirement
c. early retirement
d. disability
e. death
f. nonvested termination
f. vested termination
h. completion of payment
i. alternate payee
j. start of survivor benefit
k. net changes

3. New participants (rehire)

4. As of January 1, 2019

88

(1)
(4)
(1)
0
0
0

(3)
0
0
0

(9)

0

79

81

2
4
1
0
0
0
0
0
0
0
7

0

88

41

(1)
0
0
0
0
0
3
0
0
0
2

0

43

210

0
0
0
0
0
0
0
0
0
0
0

0

210
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Distribution of Active Participants
by Age and Service as of January 1, 2019

Years of Service
Age  0-4 5-9 10-14 15-19 20-24 25-29 30-34 35-39 40+ Total   Percent

Under 25 0 0 0 0 0 0 0 0 0 0 0%

25-29 0 0 0 0 0 0 0 0 0 0 0

30-34 0 0 2 0 0 0 0 0 0 2 3

35-39 0 2 2 0 0 0 0 0 0 4 5

40-44 0 1 3 4 0 0 0 0 0 8 10

45-49 0 0 0 7 2 1 0 0 0 10 13

50-54 1 1 4 1 0 2 4 0 0 13 16

55-59 0 0 3 1 4 1 2 6 0 17 21

60-64 0 0 1 1 1 1 2 6 7 19 24

Over 65 0 0 1 1 0 1 0 2 1 6 8

Total 1 4 16 15 7 6 8 14 8 79 100%

Percent 1% 5% 20% 19% 9% 8% 10% 18% 10% 100%

Average age = 53.6 years
Average service = 24.1 years
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Section VII - Definitions

1. Actuarial Liability  The Actuarial Present Value of future pension plan benefits 
as of the Valuation Date.

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

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

4. Actuarial Gain (Loss) A measure of the difference between actual experience and 
that expected based on the Actuarial Assumptions during the 
period between two Actuarial Valuation dates.

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

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

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

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

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

10. Overfunded Actuarial 
Liability  

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

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

13. Years to Amortize the 
Unfunded Actuarial Liability

The period is determined according to GBRA’s funding 
policy, to amortize the Unfunded Actuarial Liability with a 
level annual dollar contribution.
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