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Blazek & Vetterling

CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors’ Report

To the Board of Trustees of
The Woodlands Firefighters’ Retirement System:

Report on the Financial Statements

We have audited the accompanying financial statements of The Woodlands Firefighters’ Retirement
System (the System), as of and for the year ended December 31, 2018 and the related notes to the
financial statements, which collectively comprise the System’s basic financial statements as listed in the
table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform our audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of The Woodlands Firefighters’ Retirement System as of December 31, 2018, and the
changes in its financial position for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

2900 Weslayan, Suite 200  Houston, Texas 77027-5132  (713) 439-5757 Fax (713) 439-5758
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Required Supplementary Information

Accounting principles generally accepted in the United States of America require that management’s
discussion and analysis on page 3 and the required supplementary information on pages 15-19 be
presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers it to be
an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economical, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assurance.

Additional Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the System’s basic financial statements. The schedule of investments held as of
December 31, 2018 on pages 20-24 is not a required part of the basic financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the basic financial statements. The information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is fairly stated, in all
material respects, in relation to the basic financial statements as a whole.

5@%5%@?

Houston, Texas
June 14, 2019



The Woodlands Firefighters’ Retirement System
Management’s Discussion and Analysis
For the year ended December 31, 2018
(unaudited)

As sponsor for The Woodlands Firefighters’ Retirement System (the System), we offer readers of the
financial statements this narrative overview and analysis of the financial activities of the System for the
year ended December 31, 2018. This information should be considered in conjunction with the System’s
basic financial statements.

The System is a single-employer defined benefit plan created to provide retirement benefits to active paid
firefighters of The Woodlands Township (the Township). Contributions to the System are contractually-
determined. The Township and members of the System have made the contractually-determined
contributions during 2018.

Financial Highlights:

e The fiduciary net position of the System at December 31, 2018 and 2017 was $32,950,794 and
$32,286,791, respectively. This net position is restricted for the payment of future member retirement
benefits.

e During the years ended December 31, 2018 and 2017, the System’s net position increased and
decreased by $664,003 and $6,036,201, respectively.

e Contributions to the System are made through contributions from the sponsor and members. These
contributions totaled $2,796,840 and $2,683,862 for the years ended December 31, 2018 and 2017,
respectively.

e Investment earnings, net of related investment expenses, totaled $(1,968,611) and $3,426,960 for the
years ended December 31, 2018 and 2017, respectively.

e During the years ended December 31, 2018 and 2017, benefit payments, including refunds of member
contributions, totaled $64,413 and $0, respectively. The System also pays administrative expenses
related to the third-party administrator and other operating expenses of the System. Those expenses
totaled $99,813 and $74,621 for the years ended December 31, 2018 and 2017, respectively.

Contacting the System’s Financial Management

This financial report is designed to provide employees, creditors, and other interested parties with a
general overview of the System’s finances and to show accountability for the custodial duty it has
undertaken. Questions concerning any of the information provided in this report or requests for
additional information should be addressed to The Woodlands Firefighters’ Retirement System, Jennifer
Hanna, Plan Administrator, P. O. Box 1250, Conroe, Texas 77305.



The Woodlands Firefighters’ Retirement System

Statement of Fiduciary Net Position as of December 31, 2018

ASSETS:

Cash and cash equivalents

Investments, at fair value:
Common stock
Fixed-income securities

Exchange-traded funds
Real estate investment trusts

Total investments, at fair value

Contributions receivable
Accrued interest and dividends receivable

TOTAL ASSETS
FIDUCIARY NET POSITION:
Fiduciary net position restricted for pensions

TOTAL FIDUCIARY NET POSITION

See accompanying notes to financial statements.

$  643.542

18,908,630
7,850,300
4,562,112

819,295

32,140,337

114,208
52,707

$ 32,950,794

$ 32,950,794

$ 32,950,794




The Woodlands Firefighters’ Retirement System

Statement of Changes in Fiduciary Net Position for the year ended December 31, 2018

ADDITIONS:

Contributions:
Employer contributions
Member contributions

Total contributions

Investment income:
Interest and dividends
Net depreciation in fair value of investments
Investment expenses

Total investment income

Total additions

DEDUCTIONS:

Administrative expenses
Benefit payments, including refunds of member contributions

Total deductions
NET INCREASE IN FIDUCIARY NET POSITION
Fiduciary net position, beginning of year

Fiduciary net position, end of year

See accompanying notes to financial statements.

$ 1,398,420
1,398.420

2,796,840

772,966
(2,603,303)
(138.274)

(1.968.611)
828.229

99,813

_ 64413

164,226
664,003

32,286,791

$ 32,950,794




The Woodlands Firefighters’ Retirement System

Notes to Financial Statements for the year ended December 31, 2018

NOTE 1 - DESCRIPTION OF PLAN

The following brief description of The Woodlands Firefighters’ Retirement System (the System) is
provided for general informational purposes only. Participants should refer to the System’s plan
document for a more complete description of the System’s provisions.

General — The System was formed in accordance with the provisions of H.B. 258 passed by the Texas
State Legislature in 1937, with the purpose of providing pension benefits to volunteer, part-time and full-
time firefighters. The System is a governmental plan under Section 414(d) of the Internal Revenue Code
of 1986, as amended, and is a single-employer defined benefit pension plan covering active paid
firefighters of The Woodlands Township (the Township) for the purpose of providing these firefighters
retirement, death, disability, and withdrawal benefits. The operation of the System is solely for the
Township firefighters. As a governmental entity, the System is not subject to the provisions of the
Employee Retirement Security Act of 1974 (ERISA).

Plan administration — The assets of the System are held in trust and are administered in accordance with
State law by a volunteer Board of Trustees (the Board). The Board of the System is composed of seven
members: the President or the President’s designated representative, the Township’s Chief Financial
Officer or person designated by the Chief Financial Officer, three active members of the System elected
by participating members, and two citizen members elected by the other members of the Board. The
Board has general powers and duties to administer the System, including appointing an administrator to
carry out the business of the Board, investing the assets of the System, making expenditures from the
System, and determining eligibility for benefits.

Plan membership — At December 31, 2018, the System’s plan membership consists of the following:

Inactive plan members or beneficiaries currently receiving benefits 2
Inactive plan members entitled to, but not yet receiving benefits 5
Active plan members 139
Total 146

Benefits — The System provides retirement, death, disability and withdrawal benefits for all firefighters of
the Township, unless such employee was 36 years old or older and affirmatively made an irrevocable
election in writing to not participate on January 1, 2015, the effective date of the System. A member who
has been credited with 20 years or more of credited service is eligible to receive a normal retirement
benefit upon the later of: (1) the member’s termination of service with the fire department or (2) the
attainment of age 52. The System provides a monthly benefit at retirement of the highest average
monthly salary, times 2.5%, times 20, plus 3% of the highest monthly average salary for each year of
service in excess of 20 years.

The normal form of benefit is monthly payments for the life of the member in an amount equal to the
normal retirement benefit determined as discussed above; provided, however in the event that (1) a
member dies following commencement of his or her normal retirement benefit, and (2) the member had
not received 120 monthly benefit payments, then the member’s eligible beneficiary will continue to



receive monthly normal retirement benefit payments until 120 total monthly benefit payments have been
made. Optional methods for payment also are available.

An active member will qualify for a disability retirement benefit if the Board determines that the member
is unable to perform the duties of (1) his or her present position with the fire department or (2) a position
offered to him or her in the fire department providing the member with pay that is greater than or equal to
the pay the disabled member would have received in his or her present position with the fire department.
The member’s disability retirement benefit under the System is a monthly payment equal to their highest
average monthly pay, times 2.5%, times credited service, but utilizing no less than 20 years of credited
service.

In the event of death of a member while an active employee of the fire department, or after the member
terminates employment with the fire department but before any other benefit payments have commenced,
the member’s eligible beneficiary will be eligible for a monthly benefit. The death benefit is a monthly
benefit equal to 75% of the highest average monthly pay, times 2.5%, times 20, plus the highest average
monthly pay, times 3%, times credited service in excess of 20 years, calculated as of the member’s date of
death, provided that the credited service utilized in applying such formula is not less than 20 years.

Certain members of the System are entitled to refunds of their accumulated contributions upon
termination of employment with the Township, prior to being eligible for pension benefits.

Deferred Retirement Option Program — During 2018, the System was amended to add a Deferred
Retirement Option Program (DROP). A member is eligible for this program after the attainment of age
52 and 20 years of credited service if an election to participate is made while the member is still in active
service. Once the DROP is elected, the member is treated as if he or she has retired as of the elected date,
although the member will continue to work, and his or her monthly annuity benefit is calculated as of the
date of the election. The monthly annuity benefit will be deferred and will commence at the time of the
member’s actual retirement from the Township’s fire department.

During the DROP period, certain amounts will be credited each month to a bookkeeping account under
the member’s name, under one of two options. Under the first option, a member’s monthly annuity
benefit amount during the DROP period will be credited each month to the DROP account and the
member must continue to make the required contributions to the System, although no contributions will
be credited to the account. Under the second option, the member’s monthly annuity benefit amount,
reduced by 5%, and the member’s contributions will be credited each month to the DROP account. There
is no balance in the DROP at December 31, 2018.

Contributions — The funding policy of the System requires contributions equal to 12% of pay by the
firefighters, the rate elected by the firefighters on August 28, 2014. The Township currently contributes
12% of pay for each active firefighter. The actuarial valuation includes the assumption that the Township
contribution rate will be 12% over the unfunded actuarial accrued liability (UAAL) amortization period.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation — These financial statements have been prepared on the accrual basis of accounting
in accordance with accounting principles and reporting guidelines established by the Governmental
Accounting Standards Board (GASB).




Cash equivalents include highly liquid financial instruments with original maturities of three months or
less.

Investments and investment income — Investments are reported at fair value. Fair value is the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date.

Purchases and sales of investments are recorded on the trade date. Interest income is recorded on the
accrual basis. Dividends are recorded on the ex-dividend date. Net depreciation in fair value of
investments includes the System’s gains and losses on investments bought and sold as well as held during
the year.

Fiduciary net position represents assets and deferred outflows, less liabilities and deferred inflows.
Fiduciary net position is reported as restricted when constraints placed on net position are either
externally-imposed by creditors, grantors, contributors, laws or regulations of other governments, or
imposed by law through constitutional provisions or enabling legislation.

Member and employer contributions are recognized when due, pursuant to formal commitments
according to the System requirements and State statutes.

Benefit payments and refunds of member contributions are recognized when due and payable in
accordance with the terms of the System.

Administrative expenses are paid by the System from current earnings pursuant to an annual fiscal budget
approved by the Board of the System.

Estimates — Management must make estimates and assumptions to prepare financial statements in
accordance with generally accepted accounting principles. These estimates and assumptions affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of additions and deductions during the reporting
period. Actual results could vary from the estimates that were used.

NOTE 3 — NET PENSION LIABILITY OF THE SYSTEM

The components of the net pension liability of the System at December 31, 2018 are as follows:

Total pension liability $ 33,562,741
System fiduciary net position (32,950,794)
System’s net pension liability $ 611,947
System fiduciary net position as a percentage of the total pension liability 98.18%

Actuarial Assumptions

The total pension liability was determined by actuarial valuation as of December 31, 2018, using the
following actuarial assumptions, applied to all periods included in the measurement:

Inflation 2.50%
Salary increases 4.00%-11.50%
Investment rate of return 7.00%



Mortality rates were based on the PubS-2010 (above-median, amount-weighted) mortality tables, as
appropriate, with adjustments for mortality improvements projected 5 years past the valuation date using
Scale MP-2018.

The long-term expected rate of return on System investments was determined using a building-block
method in which best estimate ranges of expected future real rates of return (expected returns, net of
System investment expenses and inflation) are developed for each major asset class. These ranges are
combined to produce the long-term expected rate of return by weighing the expected future real rates of
return by the target asset allocation percentage and by adding expected inflation. The best estimate of
current inflation is 2.80% per year. Best estimates of arithmetic real rates of return for each major asset
class included in the System’s target asset allocation as of December 31, 2018 are as follows:

LONG-TERM
EXPECTED
ASSET CLASS RATE OF RETURN
Equities 6.21%
Fixed-income 3.75%
Cash 1.00%

Discount rate — The discount rate used to measure the total pension liability was 7.00%. The projection
of cash flows used to determine the discount rate assumed that member contributions will continue to
follow the current funding policy and that the Township’s contributions will be made at rates equal to the
difference between actuarially-determined contribution rates and the member rate. Based on those
assumptions, the System’s fiduciary net position was projected to be available to make all projected future
benefit payments of current System members. For purpose of the actuarial valuation, the expected rate of
return on System investments is 7.00% and the municipal bond rate is 4.10% (based on the weekly rate
closest to but not later than the measurement date of the Bond Buyer 20-Bond Index). The System’s
policy is to use the expected rate of return on System investments resulting in a discounted rate of 7.00%.
This discount rate of 7.00% was applied to all periods of projected benefit payments to determine the total
pension liability.

Sensitivity of the net pension liability to change in the discount rate — The following presents the net
pension liability (asset), calculated using the discount rate of 7.00%, as well as the System’s net pension
liability (asset) as if it were calculated using a discount rate that is 1-percentage-point lower (6.00%) or 1-
percentage-point higher (8.00%) than the current rate:

1% CURRENT 1%
DECREASE DISCOUNT RATE INCREASE
(6.00%) (7.00%) (8.00%)
Net pension liability (asset) $6,275,497 $611,947 $(3,865,344)

Actuarial information — The System may adopt an actuarial valuation once every two years in order to
determine whether the fund has an adequate contribution arrangement. The most recent actuarial
valuation was completed for the year ended December 31, 2018. The Board has adopted and certified the
December 31, 2018 actuarial valuation, based on an assumed total contribution rate of 24%, comprised of
12% by the firefighters and 12% by the Township. This total contribution rate exceeds the normal cost
rate of 22.11%, leaving 1.89% available to amortize the UAAL. The total contributions are sufficient to
pay the System’s normal cost to amortize the System’s UAAL, which is $611,947 at December 31, 2018
based on the scheduled annual contribution rates.



The System’s contribution rates and the actuarial information included in the notes and supplemental
schedules are based on certain assumptions pertaining to interest rates, inflation rates, and participant
demographics, all of which are subject to change. Due to uncertainties inherent in the estimations and
assumptions process, it is at least reasonably possible that changes in these estimates and assumptions in
the near term could be material to the financial statements.

NOTE 4 — CASH AND CASH EQUIVALENTS AND INVESTMENTS

The System’s cash and cash equivalents at December 31, 2018 consist of the following:

Demand deposits $ 92,477
Money market mutual funds 551,065
Total cash and cash equivalents § 643,542

The Board has contracted with South Texas Money Management, LTD, Punch & Associates Investment
Management, Inc. and Chartwell Investment Partners, LLC as investment advisors for the System’s
investments, to provide advice and guidance on managing the System’s assets. The System’s investments
are held at Pershing LLC, custodian of the assets.

Investment Policy

The System’s policy for the allocation of invested assets is established and can be amended by the Board.
It is the policy of the Board to pursue an investment strategy that earns a long-term rate of return on assets
in excess of the long-term return assumption utilized in the System’s actuarial valuation report. The
following was the Board’s adopted asset allocation policy as of December 31, 2018 and 2017:

2018 2017
TARGET TARGET
ASSET CLASS ALLOCATION ALLOCATION
Equities 73% 75%
Fixed-income 20% 24%
Alternative investments 5% 0%
Cash 2% 1%
Total 100% 100%

Concentrations of Credit Risk

Investments in any one organization that represent 5% or more of the System’s fiduciary net position are
considered concentrations of credit risk. The System has one investment at December 31, 2018 that
represents 5% or more of the fair value of the System’s fiduciary net position, the iShares Core S&P
Small-Cap Exchange-traded Fund at $2,030,106.

Money-Weighted Rate of Return

The money-weighted rate of return is calculated as a rate of return on pension plan investments
incorporating the timing and amount of cash flows. This return is calculated net of investment expenses.
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The annual money-weighted rate of return on plan investments for the year ended December 31, 2018
was (5.89)%.

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair
value to changes in market interest rates. Interest rate risk inherent in the portfolio is measured by
monitoring the segmented time distribution of the investments in the portfolio. The System invests in
fixed-income securities with maturities greater than one year. The System’s investment policy sets limits
on exposure to certain securities as a way of managing its exposure to potential fair value losses arising
from future changes in interest rates. As of December 31, 2018, the System had the following
fixed-income securities subject to interest rate risk:

FAIR % OF FAIR
FIXED-INCOME MATURITY VALUE VALUE
1 to 6 months $ 1,271,886 16%
7 to 12 months 1,498,567 19%
1 to 5 years 4,935,457 63%
6 to 10 years 144.390 2%
Total $ 7,850,300 100%

Custodial Credit Risk

Custodial credit risk for deposits is the risk that in the event of a bank failure, the System’s deposits may
not be returned to it. While the System has no formal policy regarding custodial credit risk, as of
December 31, 2018, all cash deposits were fully insured by the Federal Deposit Insurance Corporation.
The System’s deposits are held by the custodian, Pershing LLC and by Frost Bank.

Custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a
transaction, the System will not be able to recover the value of its investment or collateral securities that
are in the possession of another party. Investment securities are exposed to custodial credit risk if the
securities are uninsured, are not registered in the name of the System and are held by either the
counterparty or the counterparty’s trust department or agent, but not in the System’s name. At
December 31, 2018, the System had no investments that were subject to custodial credit risk.

Credit Risk
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations.

The System does not have a formal policy limiting investment credit risk, but rather mandates such limits
within its investment policy.
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As of December 31, 2018, the System’s fixed-income securities had the following credit quality ratings:

STANDARD
FAIR VALUE MOODY’S AND POORS

Berkshire Hathaway Finance Corp. Senior Notes $ 399,116 AA2 AA
Pfizer, Inc. Senior Notes 397,660 Al AA
Jea St. Johns River Power Park System Refunding

Revenue Bonds 397,444 A2 *
New York University Taxable Bonds 397,388 AA2 AA
University of Houston System, Texas Consolidated

Revenue and Refunding Bonds 397,384 AA2 AA
University of North Texas Revenue Financing System

Refunding Bonds 397,000 AA2 *
Montgomery, Alabama Taxable General Obligation Warrants 394,648 Al AA
Port of Houston Authority of Harris County, Texas Unlimited

Tax Refunding Bonds 356,090 * AAA
Austin, Texas Water & Wastewater System Revenue Refunding

Bonds 347,645 AA2 AA
Texas Tech University System Revenue Financing System

Refunding and Improvement Bonds 347,375 AAl AA+
New York, New York Taxable General Obligation Bonds 346,552 AA2 AA
American Honda Finance Corp. Medium Term Notes 344,467 A2 A+
Hershey Company Senior Notes 299,841 Al A
Williamson County, Texas Limited Tax Refunding Bonds 274,664 * AAA
San Antonio, Texas Combination Tax and Revenue Bonds 268,396 AAA AAA
Hampton, Virginia General Obligation Public Improvement

Refunding Bonds 259,412 AAl AA+
Federal Home Loan Mortgage Corp. Medium-Term Notes 250,330 AAA AA+
Colorado State University System Taxable Enterprise

Revenue Bonds 249,795 AA3 A+
Wells Fargo & Company Medium Term Notes 247,578 A2 A-
State of Texas Public Facility Authority General Obligation

and Refunding Bonds 227,450 AAA AAA
United States Treasury Notes 200,446 AAA *
South Dakota Conservancy District State Revolving Fund

Program Taxable Revenue Bonds 196,838 AAA AAA
State of Hawaii Taxable General Obligation Bonds 195,854 AA1 AA+
Lake County, Illinois Community Consolidated

School District No. 50 Taxable General Obligation

Refunding Bonds 144,390 AA2 AA+
Fife, Washington Limited Tax General Obligation Bonds 126,939 * AA+
State of Georgia General Obligation Bonds 99,885 AAA AAA
Colgate-Palmolive Company Medium Term Notes 97,103 AA3 A-
Toyota Motor Credit Corp. Medium Term Notes 95,772 AA3 AA-
Green Bay, Wisconsin Taxable Water System

Revenue Refunding Bonds 92,838 AA2 *
Total debt securities $ 7.850,300
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Risks and Uncertainties

Investments are exposed to various risks such as interest rate, market, liquidity and credit risks. Because
of the level of risk associated with certain investment securities, it is at least reasonably possible that
changes in the values of investment securities will occur in the near term and that such changes could
materially affect the amounts reported in the statement of fiduciary net position and statement of changes
in fiduciary net position.

NOTE 5 - FAIR VALUE MEASUREMENTS

Generally accepted accounting principles establish a hierarchy that prioritizes inputs used to measure fair
value. The three levels of the fair value hierarchy are as follows:

e Level 1 — Inputs are unadjusted quoted prices in active markets for identical assets or liabilities that
the reporting entity has the ability to access at the reporting date.

e Level 2 — Inputs are other than quoted prices included in Level 1, which are either directly observable
or can be derived from or corroborated by observable market data at the reporting date.

o Level 3 — Inputs are not observable and are based on the reporting entity’s assumptions about the
inputs market participants would use in pricing the asset or liability.

Assets measured at fair value at December 31, 2018 are as follows:

LEVEL 1 LEVEL 2 LEVEL 3 TOTAL

Common stock $ 18,908,630 $ 18,908,630
Fixed-income securities:

Municipal obligations $ 5,120,600 5,120,600

Corporate bonds 2,278,924 2,278,924

U. S. government bonds 250,330 250,330

U. S. Treasury securities 200,446 200,446
Exchange-traded funds 4,562,112 4,562,112
Real estate investment trusts 819.295 819.295
Total assets measured at fair value $24490483 $ 7.649.854 $ 0 $32,140,337

Following is a description of the valuation methods for assets measured at fair value. There have been no
changes in methods used at December 31, 2018.

e Common stock, exchange-traded funds and real estate investment trusts are valued at the closing price
reported on the active market on which the individual securities are traded.

e Municipal obligations, corporate bonds and U. S. government bonds are valued using prices obtained
from independent quotation bureaus that use computerized valuation formulas which may include
market-corroborated inputs for credit risk factors, interest rate and yield curves and broker quotes, to
calculate fair values.

e U. S. Treasury securities are valued using prices obtained from active market makers and inter-dealer
brokers on a daily basis.

These valuation methods may produce a fair value that may not be indicative of net realizable value or
reflective of future fair values. Furthermore, while the System believes its valuation methods are
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appropriate, the use of different methods or assumptions could result in a different fair value measurement
at the reporting date.

NOTE 6 - TAX STATUS

The System has received a determination letter from the Internal Revenue Service (IRS) dated
November 10, 2016, stating that the System was in compliance with the applicable requirements of the
Internal Revenue Code (the Code) and, therefore, the System is exempt from taxation. Subsequent to this
determination by the IRS, the System was amended and restated. Once qualified, the System is required
to operate in conformity with the Code to maintain its qualification. The plan administrator believes the
System is being operated in compliance with the applicable requirements of the Code and, therefore,
believes that the System, as amended and restated, is qualified.

NOTE 7 - PLAN TERMINATION

The System may only be terminated in accordance with Section 31 of the Texas Local Fire Fighters
Retirement Act with the approval of the Board and the participating members of the System.

NOTE 8 - SUBSEQUENT EVENTS

Effective March 8, 2019, Andco Consulting, LLC became the investment advisor for the System’s
investments. In connection with this change, the investments held at Pershing, LLC are being moved to
Frost Bank, as custodian of the System’s assets.

Management has evaluated subsequent events through June 14, 2019, which is the date that the financial
statements were available for issuance. As a result of this evaluation, no other events were identified that
are required to be disclosed or would have a material impact on reported net position or changes in net
position.
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The Woodlands Firefighters’ Retirement System

Schedule of Changes in the System’s Net Pension Liability (unaudited)

2018 2017 2016 2015

Total pension liability:
Service cost $ 2,313,411 $ 2,339,051 $ 2,231,125 $ 2,082,564
Interest 2,010,932 2,014,981 1,689,051 141,034
Changes of benefit terms (1,968,666)
Differences between expected and

actual experience (208,947) (535,534) 632,469 (654,318)
Changes in assumptions 1,215,535
Contributions — buy back 20,468,906
Benefit payments, including refunds

of member contributions (64.413) (8.867) (135.573)
Net change in total pension liability 3,297,852 3,818,498 4,543,778 21,902,613
Total pension liability — beginning 30.264.889 26,446,391 21,902,613
Total pension liability — ending $ 33,562,741 $30,264.889 $ 26,446,391 $ 21,902,613
System fiduciary net position:
Contributions — buy back $ 20,468,906
Contributions — employer $ 1,398,420 §$ 1,341,931 $ 1,313,411 1,184,257
Contributions — member 1,398,420 1,341,931 1,313,411 1,184,257
Net investment return (1,968,611) 3,426,958 1,531,275 (387,995)
Administrative expenses (99,813) (74,619) (82,751) (129,741)
Benefit payments, including refunds

of member contributions (64,413) (8.867) (135,573)
Net change in System fiduciary net position664,003 6,036,201 4,066,479 22,184,111

System fiduciary net position — beginning _ 32,286,791 26,250,590 22,184,111
System fiduciary net position — ending $ 32,950,794 $32,286,791 § 26,250,590 $ 22,184,111

Net pension liability (asset) — ending $§ 611947 § (2,021,902) § 195801 $ (281.498)
System fiduciary net position as a percentage

of total pension liability 98.18% 106.68% 99.26% 101.29%
Covered employee payroll $11,482,958  $11,153,108 $10,687,680 $9,868,808

Net pension liability (asset) as a percentage
of covered employee payroll 5.33% (18.13)% 1.83% (2.85)%

(continued)
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The Woodlands Firefighters’ Retirement System

Schedule of Changes in the System’s Net Pension Liability (unaudited)

(continued)

2018 2017

Notes to Schedule:

Benefit changes Addition of
Deferred Retirement
Option Plan (DROP) None

Changes of assumptions —

Mortality rates Updated to reflect
PubS-2010 tables None
Retirement rates Updated to reflect

DROP participation None

\*
—_
(@)

None

None

None

2015

None

None

None

Note: The above is intended to provide information for 10 years; however, the System began effective
January 1, 2015, and the above only presents information for those years that the System has been in

existence.
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The Woodlands Firefighters’ Retirement System

Schedule of Employer Contributions (unaudited)

2018 2017 2016 2015
Contractually-required contributions $ 1,398,420 $ 1,341,931 $ 1,313,411 $ 1,184,257
Actual contributions (1.398.420) (1.341.931) (1.313.411) (1.184.,257)
Contribution deficiency (excess) $ 0 $ 0 $ 0 $ 0
Covered employee payroll $11,482,958  $11,153,108 $10,687,680 $9,868,808
Contributions as a percentage of
covered employee payroll 12% 12% 12% 12%

Notes to Schedule:

Contribution requirements are not actuarially determined; however, Texas Local Firefighters Retirement
Act requires that each change in plan benefits be first approved by an eligible actuary, certifying that the
contribution commitment by the firefighters and the assumed Township contributions provide an
adequate contribution arrangement to support the proposed change. There have been no changes in
System benefits since the inception of the System that would require an actuarial evaluation of
contribution requirements. The contractually agreed contribution requirements are 12% of covered
payroll for both the employer and employee.

Methods and assumptions used to determine contribution rates:

Mortality: PubS-2010 (above-median, amount weighted) rates with mortality
improvement projected 5 years past the valuation date using Scale MP-
2018.

Investment rate of return: 7.00% annually, net of investment-related expenses. This is supported

by the target asset allocation of the trust and the expected long-term
return by asset class.

Termination: Age-based. Sample rates are shown below.
AGE PROBABILITY
20 9.8%
30 2.8%
40 0.4%
50 0.2%
Disability: Age-based. Sample rates are shown below.
AGE PROBABILITY
20 0.07%
30 0.09%
40 0.15%
50 0.50%

(continued)
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The Woodlands Firefighters’ Retirement System

Schedule of Employer Contributions (unaudited) (continued)
Retirement (2019):
CALENDAR YEAR PROBABILITY
2019 50%

Retirement (2020 and beyond):

SERVICE

AGE 20-23 YEARS 24+ YEARS
52 11.67% 11.67%
53 6.67% 6.67%
54 6.67% 6.67%
55 6.67% 6.67%
56 8.33% 75.00%
57 8.33% 75.00%
58 10.00% 76.67%
59 10.00% 76.67%
60 16.67% 83.33%
61 16.67% 83.33%
62 33.33% 100.00%

Salary increases:

SERVICE INCREASE
0-5 11.5%
6-10 6.3%
11-15 5.0%

16+ 4.0%

Payroll growth: None (for purposes of amortizing the UAAL).

Cost-of-living adjustment: None.

Marital status: 75% of active participants are assumed to be married. Males are

assumed to be three years older than females.
Actuarial cost method: Individual entry age normal, level % of pay.
Actuarial asset method: Fair market value.

Note: The above is intended to provide information for 10 years; however, the System began effective
January 1, 2015, and the above only presents information for those years that the System has been in
existence.

— 18—



The Woodlands Firefighters’ Retirement System

Schedule of Money-Weighted Investment Returns (unaudited)

2018 2017 2016 2015
Annual money-weighted rate of return,
net of investment expense (5.89)% 12.50% 6.61% (2.39)%

Note: The above is intended to provide information for 10 years; however, the System began effective
January 1, 2015, and the above only presents information for those years that the System has been in
existence.
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The Woodlands Firefighters’ Retirement System

Schedule of Investments Held as of December 31, 2018 (unaudited)

Description of Investment Fair Value

Common stock:

Adobe Inc. $ 934824
Sysco Corporation 669,647
Microsoft Corporation 633,289
Edwards Lifesciences Corporation 619,419
Verizon Communications Inc. 595,932
Bank of Montreal 530,773
Merck & Co., Inc. 522,033
Amgen Inc. 515,875
Chevron Corporation 492,710
BP PLC 473,848
Medtronic PLC 468,080
Bank of America Corporation 467,002
Citigroup Inc. 459,482
T-Mobile US, Inc. 443,680
PRA Health Schiences, Inc. 436,258
The Kroger Co. 426,855
SAP SE 419,305
Walmart Inc. 396,633
Raytheon Company 395,490
International Paper Company 382,048
Alibaba Group Holding Limited 363,373
Delta Air Lines, Inc. 358,082
Ingredion Incorporated 354,083
GlaxoSmithKline PLC 351,456
Kar Auction Services, Inc. 346,018
Chipotle Mexican Grill, Inc. 335,069
Marathon Petroleum Corporation 323,847
Occidental Petroleum Corporation 320,772
Salesforce.com Inc. 311,881
Vodafone Group PLC 306,938
Werner Enterprices, Inc. 304,882
Eaton Corporation PLC 302,653
Jefferies Financial Group Inc. 293,228
Juniper Networks, Inc. 251,824
Tencent Holdings Limited 251,305
Compagnie Generale des Etablissements Michelin 247,489
Ulta Beauty, Inc. 239,454
Activision Blizzard, Inc. 216,690

(continued)
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The Woodlands Firefighters’ Retirement System

Schedule of Investments Held as of December 31, 2018 (unaudited) (continued)
NCR Corporation 216,029
Qurate Retail, Inc. 204,570
Peabody Energy Corporation 187,818
Electronic Arts Inc. 177,548
Floor & Décor Holdings, Inc. 174,514
AutoZone, Inc. 82,157
Kirby Corporation 68,707
CMS Entergy Corp. 67,176
Expedia Group, Inc. 66,801
Teradata Corporation 66,056
Valvoline Inc. 63,739
Rockwell Automation, Inc. 63,346
The Allstate Corp. 62,220
Ameren Corp. 59,816
Public Service Enterprise Group Incorporated 55,746
IHS Markit Ltd. 55,261
Dolby Laboratories, Inc. 55,038
Vulcan Materials Company 54,142
Hanover Insurance, Inc. 52,897
Diamondback Energy, Inc. 52,190
Pioneer Natural Resources Company 51,819
Lincoln National Corporation 51,413
Quest Diagnostics Incorporated 49,462
Vectren Corp. 48,299
Synchrony Financial 43,639
Pinnacle Financial Partners, Inc. 42,965
Jacobs Engineering Group Inc. 41,974
Etsy, Inc. 38,056
Capital Southwest Corporation 36,998
KeyCorp 36,935
INTL FCStone Inc. 36,397
Callaway Golf Company 33,507
Ralph Lauren Corporation 31,762
J.B. Hunt Transport Services, Inc. 30,517
M&T Bank Corporation 27,195
Snap-On Incorporation 24,516
Toll Brothers, Inc. 23,644
Ferro Corporation 23,520
Malibu Boats, Inc. 23,142
B. Riley Financial Inc. 22,081
Douglas Dynamics, Inc. 21,713

(continued)
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The Woodlands Firefighters’ Retirement System

Schedule of Investments Held as of December 31, 2018 (unaudited) (continued)
Pzena Investment Management, Inc. 21,236
Hackett Group, Inc. 20,253
Digi International Inc. 17,708
Lithia Motors, Inc. 17,556
CSW Industrials, Inc. 17,406
Addus HomeCare Corporation 17,309
Carbonite, Inc. 17,177
The E.W. Scripps Company 16,752
Barings BDC, Inc. 15,587
Deluxe Corporation 15,568
McKinnon Corporation 15,522
Par Pacific Holdings, Inc. 15,244
SP Plus Corporation 15,065
Bar Haror Bankshares, Inc. 14,580
TechTarget, Inc. 14,469
Drive Shack Inc. 14,445
Green Brick Partners, Inc. 14,335
Enstar Group Limited 14,243
Gentherm Incorporated 14,193
Spok Holdings, Inc. 14,122
Farmers Bros. Co. 13,648
Novanta Inc. 13,545
U.S. Physical Therapy, Inc. 13,306
Alamo Group Inc. 13,144
Franklin Covey Co. 13,063
Steven Madden, Ltd. 12,255
Kimbal International, Inc. 12,203
Nautilus, Inc. 12,045
Varex Imaging Corporation 11,840
Sleep Number Corporation 10,947
Hooker Furniture Corporation 10,009
Natural Gas Services Group, Inc. 9,535
Westwood Holdings Group, Inc. 8,840
RigNet, Inc. 8,153
Riviera Resources, Inc. 7,900
LendingTree, Inc. 7,685
Select Energy Services, Inc. 6,541
LSC Communications, Inc. 5,145
ARC Document Solutions, Inc. 4,643

Ring Energy, Inc.

_ 3861

Total common stock 18,908,630

(continued)
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The Woodlands Firefighters’ Retirement System

Schedule of Investments Held as of December 31, 2018 (unaudited) (continued)

Fixed-income securities:

Berkshire Hathaway Finance Corp. Senior Notes 399,116
Pfizer, Inc. Senior Notes 397,660
Jea St. Johns River Power Park System Refunding Revenue Bonds 397,444
New York University Taxable Bonds 397,388
University of Houston System, Texas Consolidated Revenue and Refunding Bonds 397,384
University of North Texas Revenue Financing System Refunding Bonds 397,000
Montgomery, Alabama Taxable General Obligation Warrants 394,648
Port of Houston Authority of Harris County, Texas Unlimited Tax Refunding Bonds 356,090
Austin, Texas Water & Wastewater System Revenue Refunding Bonds 347,645
Texas Tech University System Revenue Financing System Refunding

and Improvement Bonds 347,375
New York, New York Taxable General Obligation Bonds 346,552
American Honda Finance Corp. Medium Term Notes 344,467
Hershey Company Senior Notes 299,841
Williamson County, Texas Limited Tax Refunding Bonds 274,664
San Antonio, Texas Combination Tax and Revenue Bonds 268,396
Hampton, Virginia General Obligation Public Improvement Refunding Bonds 259,412
Federal Home Loan Mortgage Corp. Medium-Term Notes 250,330
Colorado State University System Taxable Enterprise Revenue Bonds 249,795
Wells Fargo & Company Medium Term Notes 247,578
State of Texas Public Facility Authority General Obligation and Refunding Bonds 227,450
United States Treasury Notes 200,446
South Dakota Conservancy District State Revolving Fund Program

Taxable Revenue Bonds 196,838
State of Hawaii Taxable General Obligation Bonds 195,854
Lake County. Illinois Community Consolidated School District No. 50 Taxable

General Obligation Refunding Bonds 144,390
Fife, Washington Limited Tax General Obligation Bonds 126,939
State of Georgia General Obligation Bonds 99,885
Colgate-Palmolive Company Medium Term Notes 97,103
Toyota Motor Credit Corp. Medium Term Notes 95,772
Green Bay, Wisconsin Taxable Water System Revenue Refunding Bonds 92,838

Total fixed-income securities 7,850,300

Exchange-traded funds:

iShares Core S&P Small-Cap 2,030,106
SPDR Gold Shares 1,366,972
The Utilities Select Sector SPDR 1,165,034
Total exchange-traded funds 4,562,112

(continued)
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The Woodlands Firefighters’ Retirement System

Schedule of Investments Held as of December 31, 2018 (unaudited)

(continued)

Real estate investment trusts:
CyrusOne Inc.
VEREIT, Inc.
Duke Realty Corporation
Host Hotels & Resorts, Inc.
Mid-America Apartment Communities, Inc.
American Campus Communities, Inc.
Retail Properties of America, Inc.

Total real estate investment trusts

Total investments

_24_

343,403
227,871
73,142
52,577
51,295
41,473
29,534

819,295

$ 32,140,337



