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June 2, 2022

The Public Employee Retirement Administration Commission (PERAC) has completed a review of
the audits of the Holyoke Retirement System conducted by the firm of Melanson Certified Public
Accountants (CPAs). Melanson conducted these audits in accordance with auditing standards
generally accepted in the United States of America. The audits covered the period from January |,
2015 to December 31, 2019.

We conducted an inspection of the work papers prepared by Melanson. We determined that the
audits were conducted in a competent professional manner and the work papers demonstrated that
audit tests and procedures were performed in sufficient detail to allow us to accept the final audit
reports as issued.

We identified specific differences between these financial audits designed to provide an opinion on
financial statements and our compliance audits performed in accordance with the accounting and
management standards established by PERAC in regulation 840 CMR 25.00 and in compliance with
the provisions specified in PERAC Memo #18/2019.

Accordingly, we supplemented the field work conducted in the audits by Melanson with certain
limited procedures designed to provide additional assurance that the accounting and management
standards established by PERAC were adhered to and complied with. The specific objectives of our
review were to determine: |) that the Board is exercising appropriate fiduciary oversight, 2) that
cash balances are accurately stated, 3) that procurements of investments complied with 23B and
that management fees paid were in accordance with contracts, 4) that travel and credit card
expenses were properly documented and accounted for, 5) that retirement contributions are
accurately deducted, 6) that retirement allowances were correctly calculated, and 7) that required
member documentation is maintained.

To achieve these objectives, we inspected certain records of the Holyoke Retirement Board in the
above areas. Specifically, we reviewed the minutes of the Board meetings for compliance with
fiduciary oversight, verified cash balances, examined a sample of investment procurements and
recalculated management fees charged. We tested a sample of travel expenses and credit card
statements for Board approvals, supporting documentation and proper accounting. We tested the
payroll records of a sample of active members to confirm that the correct percentage of regular
compensation is being deducted, including the additional two percent over $30,000. We tested a
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sample of members who retired during our audit period to verify that their retirement allowance
was calculated in accordance with the statute. We also reviewed a sample of member files for
accuracy and completeness.

In our opinion, for those areas tested, the financial records are being maintained and the
management functions are being performed in conformity with the standards established by PERAC.

We commend the Holyoke Retirement Board for the exemplary operation of the system.

It should be noted that the financial statements included in this audit report were based on the work
performed by Melanson and the tests conducted for the periods referenced in their opinion. These
audits were not performed by employees or representatives of PERAC. It should also be noted that
the opinions expressed in these audit reports were based on the laws and regulations in effect at
the time.

The financial statements and footnotes presented in this report were limited to the express results
as of and for the years ended December 31, 2019, December 31, 2018, December 31, 2017,
December 31, 2016, and December 31, 2015.

In closing, | wish to acknowledge the work of Melanson, who conducted these examinations, and
PERAC auditors who conducted limited procedures to supplement the field work, and express my
appreciation to the Holyoke Retirement Board and staff for their courtesy and cooperation.

Sincerely,

oo

{ -
Johb%\//. Parsons, Esq.

Executive Director




SUPPLEMENTARY INFORMATION

SCHEDULE OF ALLOCATION OF INVESTMENTS OWNED

(percentages by category)

AS OF DECEMBER 31, 2019
PERCENTAGE
OF TOTAL

MARKET VALUE ASSETS
Cash $11,957,956 3.8%
Pooled Domestic Equity Funds 75,909,335 23.9%
Pooled International Equity Funds 78,937,522 24.8%
Pooled Domestic Fixed Income Funds 41,844,159 13.2%
Pooled Alternative Investment Funds 44,731,832 14.1%
Pooled Real Estate Funds 35,878,548 11.3%
Hedge Funds 28.916.,434 9.1%
Grand Total $318,175,785 100.0%

For the year ending December 31, 2019, the rate of return for the investments of the Holyoke
Retirement System was 20.32%. For the five-year period ending December 31, 2019, the rate of
return for the investments of the Holyoke Retirement System averaged 8.68%. For the 35-year period
ending December 31, 2019, since PERAC began evaluating the returns of the retirement systems, the
rate of return on the investments of the Holyoke Retirement System was 9.44%.

The composite rate of return for all retirement systems for the year ending December 31, 2019 was
16.90%. For the five-year period ending December 31, 2019, the composite rate of return for the
investments of all retirement systems averaged 7.95%. For the 35-year period ending
December 31, 2019, since PERAC began evaluating the returns of the retirement systems, the
composite rate of return on the investments of all retirement systems averaged 9.22%.
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SUPPLEMENTARY INFORMATION (Continued)

ADMINISTRATION OF THE SYSTEM

The System is administered by a five-person Board of Retirement consisting of the City Auditor who
shall be a member ex-officio, a second member appointed by the governing authority, a third and
fourth member who shall be elected by the members in or retired from the service of such system,
and a fifth member appointed by the other four board members.

Ex-officio Member:  Tanya Wdowiak

Appointed Member: Andrew Melendez Serves until a successor is appointed
Elected Member: John T. McCarthy, Chairperson  Term Expires: ~ 05/31/25
Elected Member: Cheryl Dugre Term Expires: ~ 02/01/25
Appointed Member: Michele Aubrey Term Expires: 12/31/24

The Board members are required to meet at least once a month. The Board must keep a record of
all of its proceedings. The Board must annually submit to the appropriate authority an estimate of the
expenses of administration and cost of operation of the system. The board must annually file a financial
statement of condition for the system with the Executive Director of PERAC.

The investment of the system’s funds is the responsibility of the Board. All retirement allowances
must be approved by the Retirement Board. The PERAC Actuary performs verification prior to
payment, unless the system has obtained a waiver for superannuation calculations allowing them to
bypass this requirement. All expenses incurred by the System must be approved by a majority vote
of the Board. Payments shall be made only upon vouchers signed by two persons designated by the
Board.

Retirement board members and employees are bonded by an authorized agent representing a
company licensed to do business in Massachusetts. Fidelity insurance is the only required policy
coverage under Ch. 32 §21 and §23 as well as 840 CMR 17.01. The policy is designed to cover specific
intentional acts such as theft, fraud or embezzlement and also specify who commits such acts, most
commonly employees of the system. This coverage reimburses the system for the losses it suffers as
a result of its employees’ actions. It does not insure the employees for their illegal acts. Statutorily
required coverage is provided by the current fidelity insurance policy to a limit of $1,000,000 with a
$10,000 deductible issued through Travelers Casualty and Surety Company. The system also has
Fiduciary coverage to a limit of $50,000,000 under a blanket policy issued through the Massachusetts
Association of Contributory Retirement Systems.

BOARD REGULATIONS

The Holyoke Retirement Board has adopted Supplemental Regulations which are available on the
PERAC website at https://mass.gov/holyoke-retirement-board-regulations.
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SUPPLEMENTARY INFORMATION (Continued)

ACTUARIAL VALUATION AND ASSUMPTIONS

The most recent actuarial valuation of the System was prepared by Segal as of January |, 2020.

The actuarial liability for active members was $167,971,854
The actuarial liability for inactive members was 5,869,265
The actuarial liability for retired members was 285,011,532
The total actuarial liability was $458,852,651
System assets as of that date were (actuarial value) 316,590,727
The unfunded actuarial liability was $142,261,924
The ratio of system’s assets to total actuarial liability was 69.0%
As of that date the total covered employee payroll was $58,386,278
The normal cost for employees on that date was 10.2% of payroll
The normal cost for the employer (including expenses) was  6.4% of payroll
The principal actuarial assumptions used in the valuation are as follows:
Investment Return: 7.25% per annum
Rate of Salary Increase: Varies by group and service
SCHEDULE OF FUNDING PROGRESS AS OF JANUARY 1, 2020
Actuarial Actuarial Unfunded UAAL as a
Actuarial Value of Accrued AAL Funded Covered % of
Valuation Assets Liability (UAAL) Ratio Payroll Cov. Payroll
Date (a) (b) (b-a) (alb) (c) ((b-a)lc)
1/1/2020 $316,590,727 $458,852,651 $142,261,924 | 69.0% $58,386,278 243.7%
17172018 $283,391,801 $418,522,289 $135,130,488 | 67.7% $55,459,355 243.7%
17172016 $247,218,760 $395,317,945 $148,099,185 | 62.5% $53,758,378 275.5%
1/1/2014 $212,536,626 $365,625,786 $153,089,160 | 58.1% $55,011,023 278.3%
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MEMBERSHIP EXHIBIT

SUPPLEMENTARY INFORMATION (Continued)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Retirement in Past Years
Superannuation 32 46 31 36 40 36 34 35 50 44
Ordinary Disability | 0 | | | [ | | | 0
Accidental Disability 3 3 3 2 | 3 4 3 2 0
Total Retirements 36 49 35 39 42 40 39 39 53 44
Total Retirees, Beneficiaries and
Survivors 892 917 923 926 930 934 936 936 946 962
Total Active Members 1,218 1,240 1,280 1,252 1,148 1,143 1,136 1,130 1,131 1,127
Pension Payments
Superannuation $13,316,877 $13,911,602 $14,441,875 $15,202,695 $16,065,772 $16,510,432 $16,746,110 $17,296,292 $17,850,627 $18,443,118
Survivor/Beneficiary Payments 396,358 404,674 383,108 368814 345,898 315,530 324,735 380,356 414,863 408,056
Ordinary Disability 210,585 205,149 202,304 198,289 223,751 230,029 237,616 228,572 247918 268,813
Accidental Disability 2,060,071 2,333,415 2,241,664 2,312,714 2,303,123 2,330,509 2,411,137 2,404,485 2,443,501 2,492,364
Other 1,557,351 1,476,214 1,524,736 1,488,563 1,533,741 1,508,687 1,505,552 1,707,940 1,575,887 1,684,819
Total Payments for Year $17,541,242 $18,331,054 $18,793,687 $19,571,075 $20,472,285 $20,895,188 $21,225,149 $22,017,646 $22,532,797 $23,297,169
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(‘{, MELANSON

INDEPENDENT AUDITORS’ REPORT

To the Retirement Board
Holyoke Contributory Retirement System
City of Holyoke, Massachusetts

We have audited the accompanying financial statements of the Holyoke Contributory
Retirement System {the System), a component unit of the City of Holyoke, Massachusetts, as of
and for the year ended December 31, 2019, and the related notes to the financial statements,
which collectively comprise the basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

The System’s 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 the 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

Merrimack, New Hampshire

Andover, Massachusetts

Greenfield, Massachusetts

Ellsworth, Maine 800.282.2440 | melansoncpas.com
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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 fiduciary net position of the Holyoke Contributory Retirement System as of December 31,
2019, and the respective changes in fiduciary net position for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters

Required Supplementary information

Accounting principles generally accepted in the United States of America require that the
Management's Discussion and Analysis, the Schedule of Changes in the Net Pension Liability,
and the Schedules of Net Pension Liability, Contributions, and Investment Returns, listed in the
foregoing table of contents, 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, economic, or
historical context. We have applied certain limited procedures to the required supplementary
infarmation 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 evidence sufficient to
express an opinion or provide any assurance.

MeLamssan

Greenfield, Massachusetts
November 18, 2020

800.282.2440 | melansoncpas.com
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MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Holyoke Contributory Retirement System (the System), we offer readers
this narrative overview and analysis of the financial activities of the System for the year ended
December 31, 2018.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the basic financial
statements. The basic financial statements are comprised of two components: {1) fund financial
statements and (2) notes to financial statements. This report also contains other supplementary
information in addition to the basic financial statements themselves.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that
have been segregated for specific activities or objectives. Fund accounting is used to ensure and
demonstrate compliance with finance-related legal requirements.

The Statement of Fiduciary Net Position presents information on the System’s assets and
liabilities and the resulting net position held in trust restricted for pension benefits. This
statement reflects the System’s investments at fair value, as well as cash, receivables, and
liabilities.

The Statement of Changes in Fiduciary Net Position presents information showing how the
System’s net position restricted for pensions changed during the year ended December 31,
2019. It reflects contributions by members and participating employers, investment activity,
along with deductions for retirement benefits, refunds, transfers, and administrative expenses.

Notes to Financial Statements
The notes provide additional information that is essential for the reader to gain a full
understanding of the data provided in the financial statements.

The Required Supplementary Information includes this Management’s Discussion and Analysis,
the Schedule of Changes in the Net Pension Liability, and the Schedules of Net Pension Liability,
Contributions, and Investment Returns.

Financial Highlights

¢ The System’s total net position restricted for pensions was $329,391,515 at December 31,
2019.

e The System’s net position increased by $49,926,379, which is primarily due to investment
gains during the year.

Holyoke Retirement System Audit Report



e Employer and employee contributions to the plan were $23,260,525, which represents a
$166,532 increase over the prior year. The employer share of contributions represents
72.81% of the total contributions made to the System.

¢ Benefits paid to plan participants increased by $976,521 or 3.63%, totaling $27,860,382. At
December 31, 2019, there were 935 retirees and beneficiaries in receipt of pension
benefits, as further discussed on page 9.

e The System’s funded ratio (based on the System’s GASB 68 valuation) as of the January 1,
2020 actuarial valuation was 71.79%, with 15 years remaining in its amortization period.

Financial Statement Analysis

The following is a summary of financial statement data for the current and prior fiscal years {(in

thousands):
FIDUCIARY NET POSITION
2019 2018
Assets
Cash and receivables S 21,050 S 17,267
Investments 308,629 262,414
Total Assets 329,679 279,681
Liabilities
Accounts payable 287 216
Total Liabilities 287 216
Net Position
Restricted for Pensions S 329,392 S 279,465

The System’s total assets as of December 31, 2019 were $329,678,524 and were comprised
primarily of cash and investments. Total assets increased $49,997,374, or 17.88%, from the
prior year primarily due to an increase in investment value.
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CHANGES IN FIDUCIARY NET POSITION

2019 2018
Additions
Contributions S 23,744 $ 23,591
Investment income (loss), net 55,762 (15,752)
Total Additions 79,506 7,839
Deductions
Benefit payments 27,860 26,884
Other 1,719 1,430
Total Deductions 29,579 28,314
Change in Net Position 49,927 (20,475)
Net Position Restricted for Pensions
Beginning of Year 279,465 299,940
End of Year $ 329,392 $ 279,465

The amount needed to finance benefits is accumulated through the collection of employers’
and employee’s contributions, reimbursements from the Commonwealth of Massachusetts for
pre-1998 COLA and through earnings on investments. Contributions and net investment income
for calendar year 2019 resulted in total additions of $79,505,463. Employers’ contributions
remained the same in calendar year 2019. The System had net investment income of
$55,761,714 versus an investment loss of $(15,752,290) in 2018, primarily due to the market
performing more favorably in calendar year 2019.

The primary deductions of the System include the payment of pension benefits to participants
and beneficiaries, refunds and transfers of member contributions, reimbursement payments in
accordance with Massachusetts General Law, Chapter 32, Section 3(8)c, more commonly
referred to as 3(8)c reimbursements, and the costs of administering the System. Total
deductions for calendar year 2019 were $29,579,084, which represents an increase of
$1,265,636, or 4.47%, over deductions of $28,313,448 in calendar year 2018. The payment of
pension benefits increased by $976,521 or 3.63% over the previous year.

Holyoke Retirement System Audit Report 13



Requests for Information

This financial report is designed to provide a general overview of the Holyoke Contributory
Retirement System’s finances. Questions concerning any of the information provided in this
report, or requests for additional financial information, should be addressed to:
Holyoke Contributory Retirement System
Ms. Cheryl Dugre, Executive Director
20 Korean Veterans Plaza, Room 207

Holyoke, Massachusetts 01040
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM

(A Component Unit of the City of Holyoke, Massachusetts)
Statement of Fiduciary Net Position
December 31, 2019

Assets

Cash and short-term investments S 12,169,177

Investments in:
Alternative investments 47,142,845
Domestic equity 75,909,335
Domestic fixed income 41,844,159
International equity 78,937,522
Real estate equity 35,878,547
Hedge funds 28,916,434

Accounts receivable 8,880,505
Total Assets S 329,678,524

Liabilities

Accounts payable S 287,009

Net Position
Restricted for pension purposes 329,391,515

Total Liabilities and Net Position $ 329,678,524

The accompanying notes are an integral part of these financial statements.

7
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM

(A Component Unit of the City of Holyoke, Massachusetts)
Statement of Changes in Fiduciary Net Position
For the Year Ended December 31, 2019

Additions
Contributions:
Employers S 17,288,112
Plan members 5,972,413
Other systems and the Commonwealth of Massachusetts 459,437
Other 23,787
Total Contributions 23,743,749
Investment income:
Appreciation in fair value of investments 57,641,752
Less: Management fees (1,880,038)
Net Investment Gain 55,761,714
Total Additions 79,505,463
Deductions
Benefit payments to plan members and beneficiaries 27,860,382
Refunds to plan members 934,902
Transfers to other systems 290,357
Administrative expenses 493,443
Total Deductions 29,579,084
Net Increase 49,926,379
Net Position Restricted for Pensions
Beginning of Year 279,465,136
End of Year S 329,391,515

The accompanying notes are an integral part of these financial statements.

8
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM

Notes to Financial Statements

Description of Plan

The System is a defined cost sharing, multiple employer public employee retirement system
(PERS) of 5 member units, except teachers and administrators under contract employed by
the School Department. The pensions of such employees are administered by the
Massachusetts Teachers' Retirement Board. Eligible employees must participate in the
System. The pension plan provides pension benefits, deferred allowances, and death and
disability benefits. Chapter 32 of the Massachusetts General Laws establishes the authority
of the System, contribution percentages, and benefits paid. The Holyoke Contributory
Retirement Board does not have the authority to amend benefit provisions.

Membership of the plan consisted of the following at January 1, 2020:

Retirees and beneficiaries receiving benefits 935

Inactive members entitled to a retum of their

employee contributions 227

Inactive members with a vested right to a

deferred orimmediate benefit 29

Active plan members 1,131
Total 2,322

Number of participating employers 5

Participant Contributions

Participants contribute a set percentage of their gross regular compensation annually.
Employee contribution percentages are specified in Chapter 32 of the Massachusetts
General Laws. The employee’s individual contribution percentage is determined by their
date of entry into the system. In addition, all employees hired on or after January 1, 1979
contribute an additional 2% on all gross regular compensation over the rate of $30,000 per
year. The percentages are as follows:

Before January 1, 1975 5%

January 1, 1975 — December 31, 1983 7%

January 1, 1984 — June 30, 1996 8%

July 1, 1996 — present 9%
9
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For those members entering a Massachusetts System on or after April 2, 2012 in Group 1, the
contribution rate will be reduced to 6% when at least 30 years of creditable service has been
attained.

Participant Retirement Benefits

A retirement allowance consists of two parts: an annuity and a pension. A member's
accumulated total deductions and a portion of the interest they generate constitute the
annuity. The difference between the total retirement allowance and the annuity is the pension.
The average retirement benefit is approximately 80-85% pension and 15-20% annuity.

The System provides for retirement allowance benefits up to a maximum of 80% of a member’s
highest 3-year average annual rate of regular compensation for those hired prior to April 2,
2012 and the highest 5-year average annual rate of regular compensation for those first
becoming members of the Massachusetts System on or after that date. However, per
Chapter 176 of the Acts of 2011, for members who retire on or after April 2, 2012, if in the
5 years of creditable service immediately preceding retirement, the difference in the annual
rate of regular compensation between any 2 consecutive years exceeds 100%, the normal
yearly amount of the retirement allowance shall be based on the average annual rate of regular
compensation received by the member during the period of 5 consecutive years preceding
retirement. Benefit payments are based upon a member’s age, length of creditable service,
level of compensation, and group classification.

There are 4 classes of membership in the retirement system, but one of these classes, Group 3,
is made up exclusively of the Massachusetts State Police. The other three classes are as follows:

e Group 1 — General employees, including clerical, administrative, technical, and all other
employees not otherwise classified.

e Group 2 — Certain specified hazardous duty positions.

e Group 4 — Police officers, firefighters, and other specified hazardous positions.

A retirement allowance may be received at any age, upon attaining 20 years of service. The plan
also provides for retirement at age 55 if the participant was a member prior to January 1, 1978,
with no minimum vesting requirements. If the participant was a member on or after January 1,
1978 and a member of Groups 1 or 2, then a retirement allowance may be received if the
participant (1) has at least 10 years of creditable service, (2) is age 55, (3) voluntarily left City
employment on or after that date, and {4} left accumulated annuity deductions in the fund.
Members of Group 4 have no minimum vesting requirements, however, must be at least age
55. Groups 2 and 4 require that participants perform the duties of the Group position for at
least 12 months immediately prior to retirement.

A participant who became a member on or after April 2, 2012 is eligible for a retirement

allowance upon 10 years creditable service and reaching ages 60 or 55 for Groups 1 and 2,
respectively. Participants in Group 4 must be at least age 55. Groups 2 and 4 require that

10
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participants perform the duties of the Group position for at least 12 months immediately prior
to retirement.

Methods of Payment
A member may elect to receive his or her retirement allowance in one of three forms of
payment as follows:

e Option A — Total annual allowance, payable in monthly installments, commencing at
retirement and terminating at the members death.

e Option B — A reduced annual allowance, payable in monthly installments, commencing at
retirement and terminating at the death of the member, provided however, that if the total
amount of the annuity portion received by the member is less than the amount of his or her
accumulated deductions, including interest, the difference or balance of his accumulated
deductions will be paid in a lump sum to the retiree’s beneficiary or beneficiaries of choice.

e Option C — A reduced annual allowance, payable in monthly installments, commencing at
retirement. At the death of the retired employee, 2/3 of the allowance is payable to the
member’s designated beneficiary (who may be the spouse, or former spouse who has not
remarried, child, parent, sister, or brother of the employee) for the life of the beneficiary.
For members who retired on or after January 12, 1988, if the beneficiary pre-deceases the
retiree, the benefit payable increases {or “pops up” to Option A) based on the factor used to
determine the Option C benefit at retirement. For members who retired prior to January 12,
1988, if the System has accepted Section 288 of Chapter 194 of the Acts of 1998 and the
beneficiary pre-deceases the retiree, the benefit payable “pops up” to Option A in the same
fashion. The Option C became available to accidental disability retirees on November 7,
1996.

Participant Refunds

Employees who resign from service and who are not eligible to receive a retirement allowance
are entitled to request a refund of their accumulated total deductions. Members voluntarily
withdrawing with at least 10 years of service or involuntarily withdrawing, receive 100% of the
regular interest that has accrued on those accumulated total deductions. Members voluntarily
withdrawing with less than 10 years of service get credited interest each year at a rate of 3%.

Employer Contributions
Employers are required to contribute at actuarially determined rates as accepted by the Public
Employee Retirement Administration Commission (PERAC).

Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations
The System is a member of the Massachusetts Contributory Retirement Systems and is
governed by Chapter 32 of the Massachusetts General Laws. Because of the significance of

11
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its operational and financial relationship with the City of Holyoke, Massachusetts (the City),
the System is included as a pension trust fund in the City’s basic financial statements. The
System is governed by a five-member board. The five members include two appointed by
the City, two elected by the members and retirees, and a fifth member chosen by the other
four members with the approval of the Public Employee Retirement Administration
Commission.

Summary of Significant Accounting Policies

The accounting policies of the System as reflected in the accompanying financial statements
for the year ended December 31, 2019 conform to generally accepted accounting principles
for public employee retirement systems (PERS). The more significant accounting policies of
the System are summarized below:

Basis of Accounting

The System follows accounting policies mandated by the Commonwealth of Massachusetts.
The accounting records are maintained on the accrual basis of accounting. Contributions
from the Member's employees are recognized as revenue in the period in which employees
provide services to the respective member unit.

Investments

Investment Policy

Investments are reported at fair value in accordance with PERAC requirements. System
assets are managed on a total return basis with a long-term objective of achieving and
maintaining a fully funded status for the benefits provided through the pension plan.

Rate of Return

For the year ended December 31, 2019, the annual money-weighted rate of return on
pension plan investments, net of pension plan investment expenses, was not available. The
money-weighted rate of return expresses investment performance, net of investment
expense, adjusted for the changing amounts actually invested throughout the year.

Cash and Short-Term Investments

Custodial Credit Risk — Deposits. Custodial credit risk is the risk that in the event of a bank
failure, the System’s deposits may not be returned. Massachusetts General Law Chapter 32,
Section 23, limits the System’s deposits “in a bank or trust company to an amount not
exceeding ten percent of the capital and surplus of such bank or trust company.” The
System does not have a deposit policy for custodial credit risk.

As of December 31, 2019, none of the System’s bank balance of $12,447,647 was exposed

to custodial credit risk as uninsured or uncollateralized, and collateral held by pledging
bank’s trust department not in the System’s name.

12
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Investments

All of the System’s investments totaling $308,628,842 are in various external investment
pools. Some of those investments are in the State investment pool.*

*Fair volue is the same as the value of the pool share. The Pension Reserves Investment Trust (PRIT) was
created under Massachusetts General Law, Chapter 32, Section 22, in December 1983. The Pension Reserves
Investment Trust is operated under contract with a private investment advisor, approved by the Pension
Reserves Investment Management Board. The Pension Reserves Investment Management Board shall choose
an investment advisor by requesting proposals from advisors and reviewing such proposals based on criteria
adopted under Massachusetts General Law, Chapter 30B.

Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to
the holder of the investment. Massachusetts General Law, Chapter 32, Section 23, limits the
investment of System funds, to the extent not required for current disbursements, in the
PRIT Fund or in securities, other than mortgages or collateral loans, which are legal for the
investment of funds in savings banks under the laws of the Commonwealth, provided that
no more than the established percentage of assets, is invested in any one security.

Due to their nature, none of the System’s investments are subject to credit risk disclosure.

Custodial Credit Risk

The custodial credit risk for investments is the risk that, in the event of the failure of the
counterparty {e.g., broker-dealer) to a transaction, a government will not be able to recover
the value of its investment or collateral securities that are in the possession of another
party. The System does not have policies for custodial credit risk.

All of the System's investments of $308,628,842 are exempt from the custodial risk
disclosure.

Investments in the State investment pools are not exposed to custodial credit risk because
their existence is not evidenced by securities that exist in physical or book entry form.

Concentration of Credit Risk

Massachusetts General Law Chapter 32, Section 23 limits the amount the System may
invest in any one issuer or security type, with the exception of the PRIT Fund. The System’s
policy limits the amount the System may invest in any one issuer to 5%.

Investment issued or explicitly guaranteed by the U.S. government and investment in
mutual funds, external investment pools, and other pooled investments are excluded from

concentration of credit disclosure.

All of the System’s investments are exempt from concentration of credit risk disclosure.

13
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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. The System’s policy manages
interest rate risk through diversification of investments across asset classes.

Information about the sensitivity of the fair values of the System’s investments to market
interest rate fluctuations is not applicable as all the System’s investments are immediately
liquid.

Foreign Currency Risk

Foreign currency risk is the risk that changes in foreign exchange rates will adversely affect
the fair value of an investment. The System does not have a formal investment policy
related to foreign currency risk.

Fair Value

The System categorizes its fair value measurements within the fair value hierarchy
established by Governmental Accounting Standards Board Statement No. 72 Fair Value
Measurement and Application {GASB 72).

The hierarchy is based on the valuation inputs used to measure the fair value of the asset.
The hierarchy categorizes the inputs to valuation techniques used for fair value
measurement into three levels as follows:

e Level 1-Inputs that reflect quoted prices (unadjusted) in active markets for identical assets
or liabilities that the fund has the ability to access at the measurement date.

o Level 2 - Inputs other than quoted prices that are observable for an asset or liability either
directly or indirectly, including inputs in markets that are not considered to be active.
Because they must often be priced on the basis of transactions involving similar but not
identical securities or do not trade with sufficient frequency, certain directly held securities
are categorized as level 2.

e Level 3—Unobservable inputs based on the best information available, using assumptions in
determining the fair value of investments and derivative instruments.

The net asset value (NAV) per share is the amount of net assets attributable to each
share of capital stock outstanding at the close of the period. Investments measured at
the NAV for fair value are not subject to level classification.

14
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All of the System’s investments are measured at net asset value.

Redemption
Frequency Redemption

Unfunded (If currently Notice
Description Amount Commitments eligible) Period
Alternative investments $ 47,142,845 § - Quarterly 30 Days
Domestic equity 75,909,335 - Quarterly 30 Days
Domestic fixed income 41,844,159 - Quarterly 30 Days
International equity 78,937,522 - Quarterly 30 Days
Real estate equity 35,878,547 - Quarterly 30 Days
Hedge funds 28,916,434 - Quarterly 30 Days

Total $ 308,628,842

5. Accounts Receivable

Annually the Public Employee Retirement Administration (PERAC) determines the amount
of employer contributions (pension appropriations) to be made to the System. The accounts
receivable balance primarily represents legal amounts due from employers for pension
appropriation not received until after December 31, 2019.

6. Accounts Payable

This balance represents calendar year 2019 expenditures paid after December 31, 2019.

7. Contingencies

There are various pending claims arising in the ordinary course of operations; however,
management believes that the probable liability resulting from such claims and litigation
would not materially affect the System’s financial position.

8. Net Pension Liability of Participating Employers

The net pension liability was based on an actuarial valuation dated January 1, 2020.

15
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Net Pension Liability of Employers
The components of the net pension liability of the participating employers at December 31,
2019 were as follows:

Total pension liahility $ 458,852,651

Plan fiduciary net position (329,391,515)

Employers' net pension liability S 129,461,136

Plan fiduciary net position as a percentage of total pension liability 71.79%
Actuarial Assumptions

A summary of the actuarial assumptions as of the latest actuarial valuation is shown below:

Valuation date 1/1/2020
Actuarial cost method Entry Age Normal Cost Method
Remaining amortization period 15 years
Actuarial assumptions:
Investment rate of return 7.25%
Projected salary increases:
Group 1 4.00%
Group 2 4.25%
Group 4 4.50%
Inflation rate 3.25%

Post-retirement cost-of-living adjustment 3% on first $14,000

Actuarial valuations of the ongoing Systems involve estimates of the reported amounts and
assumptions about probability of occurrence of events far into the future. Examples include
assumptions about future employment mortality and future salary increases. Amounts
determined regarding the net pension liability are subject to continual revision, as actual results
are compared with past expectations and new estimates are made about the future.

Mortality rates were based on the following:

® Pre-retirement and beneficiary mortality: RP2014 Blue Collar Employee Mortality Table
set forward one year for females projected generationally using Scale MP-2017.

e Mortality for retired members: RP-2014 Blue Collar annuitant Mortality Table set
forward one year for females projected generationally using Scale MP-2017.

e Mortality for disabled members: RP-2014 Blue Collar annuitant Mortality Table set
forward one year projected generationally using Scale MP-2017.

16
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Changes of Assumptions

The investment return assumption was decreased from 7.50% to 7.25% and the
administrative expenses assumption was increased from $507,000 to $535,000. in the most
recent valuation. These changes increased the System’s unfunded accrued liability by
approximately $11.5 million.

Change of Benefit Terms

The cost of living adjustment base was increased from $12,000 to $14,000 in the most
recent valuation. Changing this plan provision increase the System’s unfunded accrued
liability by approximately $4.9 million.

Target Allocations

The long-term expected rate of return on pension plan investments was determined using a
building-block method in which best-estimates ranges of expected future real rates of
return (expected returns, net of pension plan investment expense and inflation) are
developed for each major asset class. These ranges are combined to produce the long-term
expected rate of return by weighting the expected future real rates of return by the target
asset allocation percentage and by adding expected inflation. Best estimates of arithmetic
real rates of return for each major asset class included in the System’s targeted asset
allocation as of December 31, 2019, are summarized in the following table.

Long-Term
Target Expected
Asset Real Rate
Asset Class Allocation of Return
Domestic equity 23.00% 6.15%
International developed markets equity 14.00% 6.78%
International emerging markets equity 9.00% 8.65%
Core fixed income 15.00% 1.11%
Real estate 12.00% 4.33%
Hedge fund 10.00% 3.19%
Private equity 17.00% 9.99%
Total 100.00%
Discount Rate

The discount rate used to measure the total pension liability was 7.25%. The projection of
cash flows used to determine the discount rate assumed that contributions from
participating employers will be made based on the actuarially determined rates based on
the Board’s funding policy, which establishes the contractually required rates by Statute.
Based on those assumptions, the System’s fiduciary net position was projected to be
available to make all the projected future benefit payments of current plan members.

17
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Therefore, the long-term expected rate of return on pension plan investments was applied
to all periods of projected benefit payments to determine the total pension liability.

Sensitivity of Discount Rate

The following presents the net pension liability of the participating employers calculated
using the discount rate of 7.25%, as well as what the participating employers’ net pension
liability would be if it were calculated using a discount rate that is 1 percentage-point lower
or 1 percentage-point higher than the current rate:

Current
1% Discount 1%
Decrease Rate Increase
(6.25%) (7.25%) (8.25%)

$181,431,485 $129,461,136 $85,724,353

Deferred Outflows/(Inflows) of Resources
The following schedule reflects the deferred outflows/(inflows) of resources for the System
for the year ended December 31, 2019:

Deferred Deferred
Outflows of (Inflows) of
Resources Resources
Differences between expected and actual experience S - $ (5,028,017)
Changes of assumptions 13,755,079 -
Net difference between projected and actual
investment earnings on pension plan investments - (13,822,473)
Changes in proportion and differences between
employer contributions and proportionate share of
contributions 2,855,408 (2,855,408)
Total $ 16,610,487 S (21,705,898)

18

Holyoke Retirement System Audit Report



The following summarizes changes in deferred outflows/{inflows):

Deferred Outflows of Resources

Changes of assumptions:

Changes in proportion and difference
between contributions and proportionate

share of contributions:

Total Deferred Outflows of Resources

Deferred {inflows) of Resources

Differences between expected
and actual experience:

Net difference between projected

and actual investment earnings on

pension plan investments:

Changes in proportion and difference
between contributions and proportionate

share of contributions:

Total Deferred (Inflows} of Resources

Total Collective Deferred

Outflows/{Inflows) of Resources

Year

2019
2017
2015

2019
2018
2017
2016
2015
2014

2019
2017
2015

2019
2018
2017
2018
2015

2019
2018
2017
2016
2015
2014

Holyoke Retirement System Audit Report

Measurement Amortization Measurement

Beginning Amortization
Balance Current of Amounts
on Prior Measurement Recognized In
Period Current Period End of Year
Period Pericd Deferrals Addltions Pension Expense Balance
5.0 $ - $ 11,453,529 § (2,290,706) $ 9,162,823
6.0 3,480,287 - (870,072) 2,610,215
6.0 3,964,082 - (1,982,041) 1,982,041
5.0 - 1,232,031 (246,406) 985,625
6.0 1,176,859 - (235,372) 941,487
6.0 710,377 - (177,594) 532,783
6.0 312,781 - (104,261) 208,520
6.0 373,988 - (186,995) 186,993
6.0 174,033 - (174,033) -
10,192,407 12,685,560 (6,267,480) 16,610,487
5.0 - (61,820) 12,364 (49,456)
6.0 (5,049,306) - 1,262,327 (3,786,979)
6.0 (2,383,165) - 1,191,583 {1,191,582)
5.0 - (35,002,093) 7,000,419 (28,001,674)
5.0 30,473,144 - (7,618,286) 22,854,858
5.0 (13,204,598) - 4,401,530 (8,803,068)
50 254,823 - (127,412) 127,411
5.0 2,504,902 - (2,504,902) -
5.0 - (1,232,031) 246,406 {985,625)
6.0 (1,176,859) - 235,372 {941,487)
6.0 {710,377) - 177,594 (532,783)
6.0 (312,781) - 104,261 (208,520)
6.0 {373,988) - 186,995 {186,993)
6.0 {174,033) - 174,033 -
9,847,762 (36,295,544) 4,742,284 (21,705,898)
$_20040,169 §_(23,610384) § (1525106) $__ (5005411)
19
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The following schedule reflects the amortization of the balance of deferred
outflows/(inflows) of resources:

Fiscal Year Total
2021 $ (979,710)
2022 {1,897,579)
2023 2,503,955
2024 (4,722,077)

$ (5,095,411)

9. Subsequent Event

The COVID-19 outbreak in the United States (and across the globe) has resulted in economic
uncertainties. The disruption is expected to be temporary, but there is considerable
uncertainty around the duration and scope. The extent of the impact of COVID-19 on our
operational and financial performance will depend on certain developments, including the
duration and spread of the outbreak, impact on our employees, and vendors, all of which
are uncertain and cannot be predicted. At this point, the extent to which COVID-19 may
impact our financial condition or results of operations is uncertain.
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INDEPENDENT AUDITORS’ REPORT

To the Retirement Board
Holyoke Contributory Retirement System
City of Holyoke, Massachusetts

Report on Schedules

We have audited the accompanying schedule of employer allocations of the Holyoke
Contributory Retirement System as of and for the year ended December 31, 2019. We have also
audited the total for all entities of the rows titled net pension liability, total deferred outflows
of resources, total deferred inflows of resources, and total pension expense {specified totals)
included in the accompanying schedule of pension amounts by employer of the Holyoke
Contributory Retirement System as of and for the year ended December 31, 2019.

Management’s Responsibility for the Schedules

Management is responsible for the preparation and fair presentation of these schedules 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 the schedules that are free from material misstatement,
whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on the schedule of employer allocations and the
specified totals included in the schedule of pension amounts by employer 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 the audit to obtain
reasonable assurance about whether the schedule of employer allocations and specified totals
included in the schedule of pension amounts by employer are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the schedule of employer allocations and specified totals included in the schedule
of pension amounts by employer. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the schedule of employer

Merrimack, New Hampshire
Andover, Massachusetts
Greenfield, Massachusells

Ellsworth, Maine 2 800.282.2440 | melansoncpas.com
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allocations and specified totals included in the schedule of pension amounts by employer,
whether due to fraud or error. In making those risk assessments, the auditor considers internal
contral relevant to the entity’s preparation and fair presentation of the schedule of employer
allocations and specified totals included in the schedule of pension amounts by employer 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 schedule of employer
allocations and specified totals included in the schedule of pension amounts by employer.

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

Opinions

In our opinion, the schedules referred to above present fairly, in all material respects, the
employer allocations and net pension liability, total deferred outflows of resources, total
deferred inflows of resources, and total pension expense for the total of all participating entities
for the Holyoke Contributory Retirement System as of and for the year ended December 31,
2019, in accordance with accounting principles generally accepted in the United States of
America.

Restriction on Use
Our report is intended solely for the information and use of Holyoke Contributory Retirement
System management, the Retirement Board, and System employers and their auditors as of and

for the year ended December 31, 2019 and is not intended to be and should not be used by
anyone other than these specified parties.

Moo

Greenfield, Massachusetts
November 18, 2020

800.282.2440 | melansoncpas.com
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM

(A Component Unit of the City of Holyoke, Massachusetts)
Schedule of Employer Allocations

FY 2020
Actual
Employer Allocation
Employer Contributions Percentage*
City of Holyoke $ 11,310,606 67.84%
Gas & Electric 3,796,185 23.04%
Water Works 587,090 3.55%
Waste Water 28,194 0.16%
Housing Authority 862,392 5.40%
Subtotal excluding ERI 16,584,467 100.00%
City of Holyoke - ERI 418,099
Gas & Electric- ERI 187,237
Water Works - ERI 26,351
Housing Authority - ERI 71,958
Total S 17,288,112

* Allocation percentage calculated using ERI contributions.

See actuarial assumptions in the Holyoke Contributory Retirement Systems’ audited financial statements.
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MELANSON|gIFNE3

ACCOUNTANTS + AUDITORS

101 Munson Street

Suite 120

Greenfield, MA 01301
(413)773-5405 phone
(413)773-7304 fax
melansonheath.com

Additional Offices:
Nashua, NH

INDEPENDENT AUDITORS’ REPORT Manchester N

Andover, MA
Ellsworth, ME

To the Retirement Board
Holyoke Contributory Retirement System
City of Holyoke, Massachusetts

We have audited the accompanying financial statements of the Holyoke Contributory
Retirement System (the System), a component unit of the City of Holyoke,
Massachusetts, as of and for the year ended December 31, 2018, and the related notes
to the financial statements, which collectively comprise the basic financial statements as
listed in the table of contents.

Management’s Responsibility for the Financial Statements

The System’s 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 the
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

Holyoke Retirement System Audit Report



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 fiduciary net position of the Holyoke Contributory Retirement System as of
December 31, 2018, and the respective changes in fiduciary net position for the year
then ended in accordance with accounting principles generally accepted in the United
States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that
the Management’s Discussion and Analysis, the Schedule of Changes in the Net
Pension Liability, and the Schedules of Net Pension Liability, Contributions, and
Investment Returns, listed in the foregoing table of contents, 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, economic, 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 managements
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 evidence sufficient to express an opinion or provide any assurance.

Melarsan Heath

September 25, 2019
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MANAGEMENT'S DISCUSSION AND ANALYSIS

As management of the Holyoke Contributory Retirement System (the System), we offer
readers this narrative overview and analysis of the financial activities of the System for
the year ended December 31, 2018.

A. OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the basic
financial statements. The basic financial statements are comprised of two components:
(1) fund financial statements and (2) notes to financial statements. This report also
contains other supplementary information in addition to the basic financial statements
themselves.

Fund financial statements. A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities or
objectives. Fund accounting is used to ensure and demonstrate compliance with
finance-related legal requirements.

The Statement of Fiduciary Net Position presents information on the System's
assets and liabilities and the resulting net position held in trust restricted for pension
henefits. This statement reflects the System'’s investments at fair value, as well as
cash, receivables, and liabilities.

The Statement of Changes in Fiduciary Net Position presents information showing
how the System’s net position restricted for pensions changed during the year ended
December 31, 2018. It reflects contributions by members and participating
employers, investment activity, along with deductions for retirement benefits,
refunds, transfers, and administrative expenses.

Notes to financial statements. The Notes to Financial Statements provide
additional information that is essential for the reader to gain a full understanding of
the data provided in the financial statements.

The Required Supplementary Information includes this Management’s Discussion
and Analysis, the Schedule of Changes in the Net Pension Liability, and the Schedules
of Net Pension Liability, Contributions, and Investment Returns.

B. FINANCIAL HIGHLIGHTS

o The System’s total net position restricted for pensions was $279,465,136 at
December 31, 2018.

e The System’s net position decreased by $(20,474,507), which is primarily due to
investment losses of approximately $(15.7) million during the year.
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o Employer and employee contributions to the plan were $23,093,993, which
represents a $406,316 increase over the prior year. The employer share of
contributions represents 73.28% of the total contributions made to the System.

e Benefits paid to plan participants increased by $911,956 or 3.51%, totaling
$26,883,861. At December 31, 2018, there were 935 retirees and beneficiaries in
receipt of pension benefits, as further discussed on page 9.

+« The System’s funded ratio (based on the System’s GASB 68 valuation) as of the
January 1, 2018 actuarial valuation was 64.90%, with 14 years remaining in its
amortization period.

C. FINANCIAL STATEMENT ANALYSIS

The following is a summary of financial statement data for the current and prior fiscal
years (in thousands):

FIDUCIARY NET POSITION
2018 2017
Assets
Cash and receivables $ 17,267 $ 14,158
Investments 262,414 285,985
Total assets 279,681 300,143
Liabilities
Accounts payable 218 203
Total liabilities 218 203
Net Position
Restricted for pensions $ 279,465 $ 299,940

The System’s total assets as of December 31, 2018 were $279,681,150 and were
comprised primarily of cash and investments. Total assets decreased $(20,461,651),
or 6.82%, from the prior year primarily due to a decrease in investment values.
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CHANGES IN FIDUCIARY NET POSITION

2018 2017
Additions
Contributions $ 23,591 $ 23512
Investment gain/(loss), net (15,752) 41,862
Total additions 7,839 65,374
Deductions
Benefit payments 26,884 25,972
Other 1,430 1,620
Total deductions 28,314 27,592
Change in net position (20,475) 37,782
Net Position Restricted for Pensions
Beginning of year 299,940 262,158
End of year $ 279,465 $ 299,940

The amount needed to finance benefits is accumulated through the collection of
employers’ and employee’s contributions, reimbursements from the Commonwealth
of Massachusetts for pre-1998 COLA and through earnings on investments.
Contributions and net investment loss for calendar year 2018 resulted in total
additions of approximately $7.8 million. Employers’ contributions remained the same
in calendar year 2018. The System had net investment loss of $(15,752,290) versus
a gain of $41,862,377 in 2017, primarily due to the market performing less favorably
in 2018.

The primary deductions of the System include the payment of pension benefits to
participants and beneficiaries, refunds and transfers of member contributions,
reimbursement payments in accordance with Massachusetts General Law,
Chapter 32, Section 3(8)c, more commonly referred to as 3(8)c reimbursements,
and the costs of administering the System. Total deductions for calendar year 2018
were $28,313,448, which represents an increase of $721,682, or 2.62%, over
deductions of $27,591,766 in calendar year 2017. The payment of pension benefits
increased by $911,956 or 3.51% over the previous year, due to an increase in
retirees and beneficiaries in 2018.
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REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Holycke
Contributory Retirement System’s finances. Questions concerning any of the
information provided in this report, or requests for additional financial information,
should be addressed to:

Ms. Cheryl Dugre, Executive Director
Holyoke Contributory Retirement System
20 Korean Veterans Plaza, Room 207
Holyoke, Massachusetts 01040
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM
(A Component Unit of the City of Holyoke, Massachusetts)
Statement of Fiduciary Net Position
December 31, 2018

Assets

Cash and short-term investments $ 7,946,333

Investments:
Altemative investments 36,059,840
Domestic equity 90,262,106
Domestic fixed income 38,078,649
Intemational equity 69,403,403
Real estate equity 28,610,261

Accounts receivable 9,320,558
Total assets $_ 279,681,150

Liabilities

Accounts payable $ 216,014
Total liabilities 216,014

Net Position

Restricted for pensions 279,465,136
Total liabilities and net position $ 279,681,150

The accompanying notes are an integral part of these financial statements.
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM
(A Component Unit of the City of Holyoke, Massachusetts)

Statement of Changes in Fiduciary Net Position

For the Year Ended December 31, 2018

Additions
Contributions:
Employers
Plan members
Other systems and Commonwealth of Massachusetts
Other

Total contributions

Investment income (loss):

Appreciation (depreciation) in fair value of investments
Less: management fees

Net investment (loss)
Total additions

Deductions

Benefit payments to plan members and beneficiaries
Refunds to plan members

Transfers to other systems

Administrative expenses

Total deductions
Net (decrease)

Net Position Restricted for Pensions
Beginning of year

End of year

$ 17,288,112
5,805,881
471,857
25,381

23,591,231

(13,833,781)

(1,918,509)

(15,752,290)
7,838,941

26,883,861
674,914
253,106
501,567

28,313,448
(20,474,507)

299,939,643
$ 279,465,136

The accompanying notes are an integral part of these financial statements.
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM
Notes to Financial Statements

Description of Plan

The System is a defined cost sharing, multiple employer public employee
retirement system (PERS) of 5 member units, except teachers and
administrators under contract employed by the School Department. The pensions
of such employees are administered by the Massachusetts Teachers' Retirement
Board. Eligible employees must participate in the System. The pension plan
provides pension benefits, deferred allowances, and death and disability benefits.
Chapter 32 of the Massachusetts General Laws establishes the authority of the
System, contribution percentages, and benefits paid. The Holyoke Contributory
Retirement Board does not have the authority to amend benefit provisions.

Membership of the plan consisted of the following at December 31, 2018

Retirees and beneficiaries receiving benefits 935
Inactive participants entitled to a retumn of their
employee contributions 205
Inactive participants with a vested right to a deferred or
immediate benefit 29
Active plan members 1,138
Total 2,307
Number of participating employers 5

Participant Contributions

Participants contribute a set percentage of their gross regular compensation
annually. Employee contribution percentages are specified in Chapter 32 of the
Massachusetts General Laws. The employee’s individual contribution percentage
is determined by their date of entry into the system. In addition, all employees
hired on or after January 1, 1979 contribute an additional 2% on all gross regular
compensation over the rate of $30,000 per year. The percentages are as follows:

Before January 1, 1975 5%
January 1, 1975 — December 31, 1983 7%
January 1, 1984 — June 30, 18996 8%
July 1, 1996 — present 9%

For those members entering a Massachusetts System on or after April 2, 2012 in
Group 1, the contribution rate will be reduced to 6% when at least 30 years of
creditable service has been attained.
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Employer Contributions

Employers are required to contribute at actuarially determined rates as accepted by
the Public Employee Retirement Administration Commission (PERAC).

Participant Retirement Benefits

A retirement allowance consists of two parts: an annuity and a pension. A member's
accumulated total deductions and a portion of the interest they generate constitute
the annuity. The difference between the total retirement allowance and the annuity is
the pension. The average retirement benefit is approximately 80-85% pension and
15-20% annuity.

The System provides for retirement allowance benefits up to a maximum of 80% of
a member's highest 3-year average annual rate of regular compensation for those
hired prior to April 2, 2012 and the highest 5-year average annual rate of regular
compensation for those first becoming members of the Massachusetts System on or
after that date. However, per Chapter 176 of the Acts of 2011, for members who
retire on or after April 2, 2012, if in the 5 years of creditable service immediately
preceding retirement, the difference in the annual rate of regular compensation
between any 2 consecutive years exceeds 100%, the normal yearly amount of the
retirement allowance shall be based on the average annual rate of regular
compensation received by the member during the period of 5 consecutive years
preceding retirement. Benefit payments are based upon a member's age, length of
creditable service, level of compensation, and group classification.

There are 4 classes of membership in the retirement system, but one of these
classes, Group 3, is made up exclusively of the Massachusetts State Police. The
other three classes are as follows:

e Group 1 — General employees, including clerical, administrative, technical, and
all other employees not otherwise classified.

* Group 2 — Certain specified hazardous duty positions.
+ Group 4 — Police officers, firefighters, and other specified hazardous positions.

A retirement allowance may be received at any age, upon attaining 20 years of
service. The plan also provides for retirement at age 55 if the participant was a
member prior to January 1, 1978, with no minimum vesting requirements. If the
participant was a member on or after January 1, 1978 and a member of Groups 1 or
2, then a retirement allowance may be received if the participant (1) has at least 10
years of creditable service, (2) is age 55, (3) voluntarily left City employment on or
after that date, and (4) left accumulated annuity deductions in the fund. Members of
Group 4 have no minimum vesting requirements, however, must be at least age 55.
Groups 2 and 4 require that participants perform the duties of the Group position for
at least 12 months immediately prior to retirement.

10
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A participant who became a member on or after April2, 2012 is eligible for a
retirement allowance upon 10 years creditable service and reaching ages 60 or 55
for Groups 1 and 2, respectively. Participants in Group 4 must be at least age 55.
Groups 2 and 4 require that participants perform the duties of the Group position for
at least 12 months immediately prior to retirement.

Methods of Payment

A member may elect to receive his or her retirement allowance in one of three forms
of payment as follows:

e Option A — Total annual allowance, payable in monthly installments,
commencing at retirement and terminating at the members death.

e Option B — A reduced annual allowance, payable in monthly installments,
commencing at retirement and temminating at the death of the member, provided
however, that if the total amount of the annuity portion received by the member is
less than the amount of his or her accumulated deductions, including interest,
the difference or balance of his accumulated deductions will be paid in a lump
sum to the retiree’s beneficiary or beneficiaries of choice.

e Option C — A reduced annual allowance, payable in monthly installments,
commencing at retirement. At the death of the retired employee, 2/3 of the
allowance is payable to the member's designated beneficiary (who may be the
spouse, or former spouse who has not remarried, child, parent, sister, or brother
of the employee) for the life of the beneficiary. For members who retired on or
after January 12, 1988, if the beneficiary pre-deceases the retiree, the benefit
payable increases (or “pops up” to Option A) based on the factor used to
determine the Option C benefit at retirement. For members who retired prior to
January 12, 1988, if the System has accepted Section 288 of Chapter 194 of the
Acts of 1998 and the beneficiary pre-deceases the retiree, the benefit payable
“pops up” to Option A in the same fashion. The Option C became available to
accidental disability retirees on November 7, 1996.

Participant Refunds

Employees who resign from service and who are not eligible to receive a retirement
allowance are entitled to request a refund of their accumulated total deductions.
Members voluntarily withdrawing with at least 10 years of service or involuntarily
withdrawing, receive 100% of the regular interest that has accrued on those
accumulated total deductions. Members voluntarily withdrawing with less than 10
years of service get credited interest each year at a rate of 3%.

1"
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Nature of Operations and Summary of Significant Accounting Policies
Nature of Operations

The System is a member of the Massachusetts Contributory Retirement Systems
and is governed by Chapter 32 of the Massachusetts General Laws. Because of
the significance of its operational and financial relationship with the City, the
System is included as a pension trust fund in the City's basic financial
statements. The System is governed by a five-member board. The five members
include two appointed by the City, two elected by the members and retirees, and
a fifth member chosen by the other four members with the approval of the Public
Employee Retirement Administration Commission.

Summary of Significant Accounting Policies

The accounting policies of the System as reflected in the accompanying financial
statements for the year ended December 31, 2018 conform to generally
accepted accounting principles for public employee retirement systems (PERS).
The more significant accounting policies of the System are summarized below:

Basis of Accounting

The System follows accounting policies mandated by the Commonwealth of
Massachusetts. The accounting records are maintained on the accrual basis of
accounting. Contributions from the Member's employees are recognized as
revenue in the period in which employees provide services to the respective
member unit,

Investments
Investment Policy

Investments are reported at fair value in accordance with PERAC requirements.
System assets are managed on a total return basis with a long-term objective of
achieving and maintaining a fully funded status for the benefits provided through
the pension plan.

Rate of Retumn

For the year ended December 31, 2018, the annual money-weighted rate of
return on pension plan invesiments, net of pension plan investment expenses, was
not available, The money-weighted rate of return expresses investment
performance, net of investment expense, adjusted for the changing amounts
actually invested throughout the year.

12
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Cash and Short-Term Investments

Custodial Credit Risk - Deposits. Custodial credit risk is the risk that in the event
of a bank failure, the System’s deposits may not be returned. Massachusetts
General Law Chapter 32, Section 23, limits the System’s deposits “in a bank or
trust company to an amount not exceeding ten percent of the capital and surplus
of such bank cor trust company.” The System does not have a deposit policy for
custodial credit risk.

As of December 31, 2018, none of the System’s bank balance of $8,196,496 was
exposed to custodial credit risk as uninsured or uncollateralized, and collateral
held by pledging bank’s trust department not in the System’s name.

Investments

A. Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its
obligation to the holder of the investment. Massachusetts General Law,
Chapter 32, Section 23, limits the investment of System funds, to the extent
not required for current disbursements, in the PRIT Fund or in securities, other
than mortgages or collateral loans, which are legal for the investment of funds in
savings banks under the laws of the Commonwealth, provided that no more
than the established percentage of assets, is invested in any one security.

All of the System's investments are reported at fair value and are comprised
of pooled investment funds which are exempt from credit risk disclosure.

B. Custodial Credit Risk

The custodial credit risk for investments is the risk that, in the event of the
failure of the counterparty (e.g., broker-dealer) to a transaction, a government
will not be able to recover the value of its investment or collateral securities
that are in the possession of another party. The System does not have
policies for custodial credit risk.

All of the System's investments of $262,414,259 are comprised of pooled
investment funds. Investments in external/State investment pools and in
open-end mutual funds are not exposed to custodial credit risk because their
existence is not evidenced by securities that exist in physical or book entry
form.

C. Concentration of Credit Risk

Massachusetts General Law Chapter 32, Section 23 limits the amount the
System may invest in any one issuer or security type, with the exception of

13
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the PRIT Fund. The System’s policy limits the amount the System may invest
in any one issuer to 5%.

As of December 31, 2018, the System did not have any investments in one
issuer greater than 5% of total investments since all investments are in
pooled funds.

. 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. The System’s policy manages interest rate risk through
diversification of investments across asset classes.

. Foreign Currency Risk

Foreign currency risk is the risk that changes in foreign exchange rates will
adversely affect the fair value of an investment. The System does not have a
formal investment policy related to foreign currency risk.

. Fair Value

The System categorizes its fair value measurements within the fair value
hierarchy established by Governmental Accounting Standards Board
Statement No. 72 Fair Value Measurement and Application (GASB 72).

The hierarchy is based on the valuation inputs used to measure the fair value
of the asset. The hierarchy categorizes the inputs to valuation techniques
used for fair value measurement into three levels as follows:

o Level 1 — Inputs that reflect quoted prices (unadjusted) in active markets for
identical assets or liabilities that the fund has the ability to access at the
measurement date.

o Level 2 — Inputs other than quoted prices that are observable for an asset or
liability either directly or indirectly, including inputs in markets that are not
considered to be active. Because they must often be priced on the basis of
transactions involving similar but not identical securities or do not trade with
sufficient frequency, certain directly held securities are categorized as level 2.

¢ Level 3 — Unobservable inputs based on the best information available, using
assumptions in determining the fair value of investments and derivative
instruments.

The net asset value (NAV) per share is the amount of net assets attributable
to each share of capital stock outstanding at the close of the period.
Investments measured at the NAV for fair value are not subject to level
classification.
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The System has the following fair value measurements as of December 31,

2018:
Description Amount
Imestments measured at the net asset value (NAV):
Extemal investment pools $ 262,414,259
Redemption
Frequency Redemption
Unfunded (If currently Notice
Description Amount Commitments eligible Period
Alternative investments $ 36,059,840 $ - Quarterly 30 Days
Domestic equity 90,262,106 - Quarterly 30 Days
Domestic fixed income 38,078,648 - Quarterly 30 Days
International equity 69,403,403 - Quarterly 30 Days
Real estate equity 28,610,261 - Quarterly 30 Days
Total $ 262,414,259

5. Accounts Receivable

Annually the Public Employee Retirement Administration (PERAC) determines
the amount of employer contributions (pension appropriations) to be made to the
System. The accounts receivable balance primarily represents legal amounts
due from employers for pension appropriation not received until after
December 31, 2018.

Accounts Payable

This balance represents calendar year 2018 expenditures paid after
December 31, 2018.

Contingencies

There are various pending claims arising in the ordinary course of operations;
however, management believes that the probable liability resulting from such
claims and litigation would not materially affect the System’s financial position.

The net pension liability was based on an actuarial valuation dated January 1,
2018, rolled forward to December 31, 2018.
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A. Net Pension Liability of Employers

The components of the net pension liability of the participating employers at
December 31, 2018 were as follows:

Total pension liability $ 430,607,565
Plan fiduciary net position (279,465,137)
Employers' net pension liability $ 151,142,428

Plan fiduciary net position as a percentage
of total pension liability 64.90%

B. Actuanal Assumptions

A summary of the actuarial assumptions as of the latest actuarial valuation is

shown below:

Valuation date 17112018

Actuarial cost method Entry Age Normal Cost Method
Remaining amortization period 14 years

Actuarial assumptions:

Investment rate of retum 7.50%
Projected salary increases:
Group 1 4.00%
Group 2 4.25%
Group 4 4.50%
Inflation rate 3.25%
Post-retirement cost-of-living adjustment 3% on first $12,000

Actuarial valuations of the ongoing Systems involve estimates of the reported
amounts and assumptions about probability of occurrence of events far into
the future. Examples include assumptions about future employment mortality
and future salary increases. Amounts determined regarding the net pension
liability are subject to continual revision, as actual results are compared with
past expectations and new estimates are made about the future.

Mortality rates were based on the following:

e Pre-retirement and beneficiary mortality: RP2014 Blue Collar Employee
Mortality Table set forward one year for females projected generationally
using Scale MP-2017.

¢ Mortality for retired members: RP-2014 Blue Collar annuitant Mortality
Table set forward one year for females projected generationally using
Scale MP-2017,
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¢ Mortality for disabled members: RP-2014 Blue Collar annuitant Mortality
Table set forward one year projected generationally using Scale MP-2017.

C. Target Allocations

The long-term expected rate of return on pension plan investments was
determined using a building-block method in which best-estimates ranges of
expected future real rates of return (expected returns, net of pension plan
investment expense and inflation) are developed for each major asset class.
These ranges are combined to produce the long-term expected rate of return
by weighting the expected future real rates of return by the target asset
allocation percentage and by adding expected inflation. Best estimates of
arithmetic real rates of return for each major asset class included in the
System’s targeted asset allocation as of December 31, 2018, are summarized in
the following table.

Long-Term

Target Expected

Asset Real Rate

Asset Class Allocation of Retumn
Domestic equity 29.00% 6.16%
Intemational developed markets equity 20.00% 6.69%
Intemational emerging markets equity 8.00% 9.47%
Core fixed income 13.00% 1.89%
Real estate 10.00% 4.58%
Hedge fund 10.00% 3.68%
Private equity 10.00% 10.00%

Total 100.00%

D. Discount Rate

The discount rate used to measure the total pension liability was 7.5%. The
projection of cash flows used to determine the discount rate assumed that
contributions from participating employers will be made based on the
actuarially determined rates based on the Board's funding policy, which
establishes the contractually required rates by Statute. Based on those
assumptions, the System’s fiduciary net position was projected to be available
to make all the projected future benefit payments of current plan members.
Therefore, the long-term expected rate of return on pension plan investments
was applied to all periods of projected benefit payments to determine the
Total Pension Liability.

E. Sensitivity of Discotint Rate

The following presents the net pension liability of the participating employers
calculated using the discount rate of 7.5%, as well as what the participating
employers’ net pension liability would be if it were calculated using a discount rate
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that is one percentage-point lower or one percentage-point higher than the

current rate:
Current
1% Discount 1%
Decrease Rate Increase
(6.5%) (7.5%) (8.5%)

$198,862,776 $151,142,428 $110,867,975

F. Deferred Qutflows/finflows) of Resotirces

The following schedule reflects the deferred outflows/(inflows) of resources

for the System for the year ended December 31, 2018:

Defemed Defemred
Outflows of (Inflows) of
Resources Resources
Differences between expected and actual experience  § - $ (7.43240N)
Changes in assumptions 7,444,369 -
Net difference between projected and actual
investment eamings on pension plan investments 20,028,271 -
Changes in proportion and differences between
employer contributions and proportionate share of
contributions 2,748,038 {2,748,038)
Total $ 30,220,678 $ (10,180,509)
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The following summarizes changes in deferred outflows/(inflows):

Beginning Amortization
Balance Current of Amounts
on Prior Measurement  Recognized in
Measurement  Amortization ~ Measurement Period Current Period End of Year
Year Period Period Deferrals Additions Pension Expense Balance
Deferred Outflows of Resources
Changes in assumptions: 2017 6.0 $ 5946124 $ - $ (1,982,042) $ 3,964,082
2015 6.0 4,350,359 - (870,072) 3,480,287
Net difference between projected
and actual investment eamings on
pension plan investmaents: 2018 5.0 - 38,091,430 (7,618,286) 30,473,144
2017 5.0 {17,606,129) - 4,401,531 {13,204,598)
2016 50 382,235 - (127,412) 254,823
2015 5.0 5,008,804 - (2,504,902) 2,504,902
2014 5.0 1,028,374 - (1,029,374) -
Changes in proportion and difference
betwean contributions and proportionate
share of contributions 2018 6.0 - 1,412,231 (235,372) 1,178,859
2017 6.0 887,971 - (177,594) 710,377
2016 6.0 417,042 - (104,261) 312,781
2015 6.0 560,983 - (186,995) 373,988
2014 6.0 348,064 - (174,031) 174,033
Total Deferrad Outflows of Resources 1,325,827 39,503,661 (10,608,810) 30,220,678
Deferred (Inflows) of Resources
Differences between expected
and actual experiance: 2017 6.0 (6,311,633) - 1,262,327 (5,048,306)
2015 6.0 (3,574,748) - 1,191,583 (2,383,1685)
Changes in proportion and difference
between contributions and proportionate
share of contributions 2018 6.0 - (1,412,231) 235,372 {1,176,859)
2017 6.0 (887,971) - 177,594 (710,377)
2016 6.0 {417,042) - 104,261 (312,781)
2015 8.0 (560,983) - 186,995 (373,988)
2014 8.0 (348,064) - 174,031 (174,033)
Total Defarred (Inflows) of Resources (12,100,441) (1,412,231) 3,332,163 {10,180,500)
Total Collective Deferred
Outflows/(Inflows) of Resources § (10774,614) $ 38,001,430 $ (7.276547T) $ 20,040,169
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The following schedule reflects the amortization of the balance of deferred

outflows/(inflows) of resources:

Fiscal Year

2020
2021
2022
2023

Holyoke Retirement System Audit Report

Total
$ 6,247,272
3,742,367
2,824 498
7,226,032
$ 20,040,169
20
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MELANSON|gIFNE3

ACCOUNTANTS + AUDITORS

101 Munson Street

Suite 120

Greenfield, MA 01301
(413)773-5405 phone
(413)773-7304 fax
melansonheath.com

Additional Offices:

Nashua, NH
Manchester, NH
Andover, MA

INDEPENDENT AUDITORS' REPORT Ellsworth, ME

To the Retirement Board
Holyoke Contributory Retirement System
City of Holyoke, Massachusetts

Report on Schedules

We have audited the accompanying schedule of employer allocations of the Holyoke
Contributory Retirement System as of and for the year ended December 31, 2018. We
have also audited the total for all entities of the rows titled net pension liability, total
deferred outflows of resources, total deferred inflows of resources, and total pension
expense (specified totals) included in the accompanying schedule of pension amounts
by employer of the Holyoke Contributory Retirement System as of and for the year
ended December 31, 2018.

Management’'s Responsibility for the Schedules

Management is responsible for the preparation and fair presentation of these schedules
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 the schedules that are free from
material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on the schedule of employer allocations and the
specified totals included in the schedule of pension amounts by employer 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 the
audit to obtain reasonable assurance about whether the schedule of employer
allocations and specified totals included in the schedule of pension amounts by employer
are free from material misstatement.
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An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the schedule of employer allocations and specified totals included in the
schedule of pension amounts by employer. The procedures selected depend on the
auditor's judgment, including the assessment of the risks of material misstatement of the
schedule of employer allocations and specified totals included in the schedule of pension
amountis by employer, 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 schedule of employer allocations and specified totals included in the
schedule of pension amounts by employer 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 coverall presentation of the schedule of employer allocations and specified
totals included in the schedule of pension amounts by employer.

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

Opinions

In our opinion, the schedules referred to above present fairly, in all material respects, the
employer allocations and net pension liability, total deferred outflows of resources, total
deferred inflows of resources, and total pension expense for the total of all participating
entities for the Holyoke Contributory Retirement System as of and for the year ended
December 31, 2018, in accordance with accounting principles generally accepted in the
United States of America.

Restriction on Use
Our report is intended solely for the information and use of Holyoke Contributory
Retirement System management, the Retirement Board, and Sysiem employers and

their auditors as of and for the year ended December 31, 2018 and is not intended to be
and should not be used by anyone other than these specified parties.

Melarsan Heath

September 25, 2019
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM
(A Component Unit of the City of Holyoke, Massachusetts)

Schedule of Employer Allocations

FY 2019
Actual
Employer Allocation
Employer Contributions Percentage™
City of Holyoke $ 11,483,566 68.80%
Gas & Electric 3,747,094 22.75%
Water Works 506,140 3.08%
Waste Water 28,211 0.16%
Housing Authority 829,737 5.21%
Subtotal excluding ERI 16,594,748 100.00%
City of Holyoke - ERI 410,728
Gas & Electric- ERI 186,231
Water Works - ER| 25,840
Housing Authority - ERI 70,565
Total $ 17,288,112

* Allocation percentage calculated using ERI contributions.

See actuarial assumptions in the Holyoke Contributory Retirement System's audited
financial statements.

25

Holyoke Retirement System Audit Report



9¢

(penupuod)
lse'ov0'6L  § 161826 $ we'%vZ $ (9s'251) $ S98'ce9 $ scsz'es'y  § 000'ee9Tl  $
- (028'c0) (71'9) (¥96'251) 682'99 022'¥€9 (re0'csy)
15e'6¥0'6L $ 120266 $ s80'ie $ - $ 9/1'985 $ seo'veey $ vE0'o0lEl  $
60508101  $  OLL/86 ¢ 8re'zE $ es6'0ce $ HSTSE $ eel'o0lt $ eee'oBls S
ee0°8vL'z £50°009 ozL'0z 6.6°0z¢ £69'6T) 9zL'6 LTe'e9’)
WFTEFL $  L80/8€ $ suz $ - $ sos'%ee $ L0069 $ MGELS 0§
0/9'0z¢'0€  $ 9€0'896’, § GrO'SS $ o988y $ soc'eBl’s ¢ e£so'zee'e  § eos'ozo’sl  $
e€0'8VL'Z 2oL el SIZ'0k 988y 986'.€€ £2CZELT oLr'seh
112'920'02 000'E0’ 789'2¢ - 862'919 952955y SE5'6L2°EL
69E'vib'L 9/9'/8¢ 'zl - ¥10'622 pL2'e69'L 181'121'8
gZrTrL 6L $  E0/8L  § 9f9'eke $ - $ 0698'0%9'Y § OVEUBEWE $ 0€9'986'E0L $
oL Kuoyny M SISEM, Royiny S0P IS ENECEE OAOH
BUISnoH SYOAH SUEUAD YOAH SED 9YOAIOH o Ao
9NOAIOH

8102 'L€ JequeoaQ papul Jea A au} Joj pue Jo sy
Jafojdw3 Aq sjunowy Uo|suad Jo ajnpayos

(spasnyoessely ‘ayoAloH jo A0 Sy} jo Jun Jusuodwod )
WILSAS LNEINERILTY ANOLNERILNOD SHOATOH

gsuadx3 uoisued [ejo]
suonnqujuos Jo areys sjeuoiyodod pue suonnquiLos
Jafopdws usamiaq ssouausylp pue uoipocdoid
u1 sabueyD WOoY SJUNOWE PaLIBSp JO UOIEZIJOWE JBN
asuadxa uojsuad jo aveys sjeuoiyodoud
asuadxg uopuad
$80.N0SSY JO SMORU| paLsjaq B0l
SUGHNGUIUOD JO
aueys ajeuojpodoud pue suonnquag Jakojdwe
Ua3Maq SeouIsyIp pue uoiodaud ui sebueyn
gousuadxa [enjoe pue pajoadxe usam)ag seouaYIq
880JN0S3Y JO SMOYU| paLIajoq
SSNDSSY JO SMOWINO PeLse(] [EJ0L
SUOHNGUJUOD JO
aseys ajeuoipodaid pue suoinguuos Jaojdwe
USSMISq SSOUBIYIP pue uoiodeid ul sabueyd
sjuawjsanul ueyd uoisuad uo sBujwies usiujsawul
[enjoe pue pajgsioid usamiaq souaBYIP 18N
sueidwnsse Jo sebueyn
S33IN0STY JO SMOIND Paiajag

Aiiqer uopusd jeN

63

Holyoke Retirement System Audit Report



Lz

64

‘SjUaWsSe)s [EIDUBUY Pajipne S,WwelsAS Juswaley AojnguiuoD axoAI0H sy ul suodwinsse [Euenjoe 89S

002'258'2S #¥R'¥08'C zee'sy $ - €Sv'9ZL'L $ eeL'a6'Tl $  €9e'eTOV
5.6'/98'04) L09'ELL'S S16'08) $ - egs'Liv'e § [STheT'se § 9€9'LZoL
8zv'Trl 151 1¥6'0.8'L 9£9'0¥T $ - 698'069'r $ OFEUBEYE §  0C9'086'C0L
9/2'799'861 050'95¢'04 905'vZe $ - zez'ell'e  $ ev'vrz'sk  § 1ev'8Le'oel
691 '010°0Z 926'08 6z $ (eB0'0lg) 191'088 $ 0os'Zes’'s $ 018BEZTL
- (206'c6) G207 - 659'Ly 91061 (068°6€E1)
Ze0'9ze', 085552 £89'L} - 196'2¥2 68v'0L0'Z 6LE'50L'Y
86v'¥20'2 ¥6L'02 8’y 818 voL'6el 102'80°} 285°62G°)
198'Tpl's 150'€1 (19 (sv6'sGL) £56'2¥1 sza'ove’l 1£1'692°2
(AT A So¥'192 280y $ (eg6'251) 0£0'652 $ 559507 § €l'seee
%1662 %0128 %LE'85 %000 %1808 %S08 %9562
(188's1) - - $ - - $ - $ (ee'sh
(€66'€0E"L1) (20£"006) {L1z'8d) - (086'1£9) (g2e'ee6'e) (S21L'016°1L)
zii'esz'lL Z0£'006 11282 $ - 086'LES $ cze'ees'e $§  veZ'YBRLL
[eL Auoyiny BTN SIS Kuoyiny SHOM JSEM 5Uj%93 ¥ T
Bujsnoy . SHIEL3D EFLLTT] 885 SJOAPH jo A0
MONOH
(penunuop)

8102 ‘€ Jequiasa( Papud Jea\ au) Jo} PUe Jo sy
Jafodw3 Aq sjunowy uo|suad Jo anpayss

(sHesnyoessen ‘9xoAIoH 40 AD 83 10 Jup Weuodwog )
KELSAS INTWEILTN ANOLNERILNOD HOATOH

lieihed pausnol

(%5°8) 8sB2I2U] %)
(34572) @)eu JunodsIp JuUaLNg

(%50} 9seaidep %],
RAREU3IG ey JuUNnosia

asuadx3 uojsusd ainng
Ul p3ZuB0oaY (SMORU) / SMOYNG Pauaaq] [ejoL

v20z ‘og sunp
€202 ‘0€ dunr
zzoz ‘o aunp
1202 ‘o€ aunt
020¢ ‘0 sunp
ssuadxg uomsuad aimng
uj pezjuBoosy (smoyu|) j smonO pausyeq

|ioAed pauanod jo abejusaiad B S8 suolNquLe)D
(ssa0xa) 7 Aousioyep uonnquwoD
apew suojjnguueD

uCHNCUN0S PaUILLSIEP Alleuenioy
SuopnquoD

Holyoke Retirement System Audit Report



HOLYOKE, MASSACHUSETTS
CONTRIBUTORY RETIREMENT SYSTEM
(A Component Unit of the City of
Holyoke, Massachusetts)

Financial Statements,
Required Supplementary Information,
and Other Information

For the Year Ended December 31, 2017

Holyoke Retirement System Audit Report

65



TABLE OF CONTENTS

INDEPENDENT AUDITORS' REPORT

MANAGEMENT’S DISCUSSION AND ANALYSIS

BASIC FINANCIAL STATEMENTS
Statement of Fiduciary Net Position
Statement of Changes in Fiduciary Net Position

Notes to Financial Statements

REQUIRED SUPPLEMENTAL INFORMATION
Schedule of Changes in the Net Pension Liability
Schedules of Net Pension Liability, Contributions, and
Investment Returns

OTHER INFORMATION — GASB REPORTS
Independent Auditors’ Report
Schedule of Employer Allocations

Schedule of Pension Amounts by Employer

Holyoke Retirement System Audit Report

PAGE

19

20

22

24

25

66



MELANSON|gIFNE3

ACCOUNTANTS + AUDITORS

101 Munson Street

Suite 120

Greenfield, MA 01301
(413)773-5405 phone
(413)773-7304 fax
melansonheath.com

Additional Offices:
Nashua, NH

INDEPENDENT AUDITORS’ REPORT Manchester N

Andover, MA
Ellsworth, ME

To the Retirement System Board
City of Holyoke, Massachusetts

We have audited the accompanying financial statements of the Holyoke Contributory
Retirement System (the System), a component unit of the City of Holyoke,
Massachusetts, as of and for the year ended December 31, 2017, and the related
notes to the financial statements, which collectively comprise the basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

The System’s 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 opinions 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 the 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.
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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 fiduciary net position of the Holyoke Contributory Retirement System
as of December 31, 2017, and the respective changes in fiduciary net position for
the year then ended in accordance with accounting principles generally accepted in
the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require
that the Management’s Discussion and Analysis and the Schedules of Changes in
the Net Pension Liability and Schedules of Net Pension Liability, Contributions, and
Investment Retumns, listed in the foregoing table of contents, 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, economic, 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 evidence
sufficient to express an opinion or provide any assurance.

January 23, 2019
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MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Holyoke Contributory Retirement System (the System), we
offer readers this narrative overview and analysis of the financial activities of the
System for the year ended December 31, 2017.

A. OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the basic
financial statements. The basic financial statements comprised of two components:
(1) fund financial statements and (2) notes to financial statements. This report
also contains other supplementary information in addition to the basic financial
statements themselves.

Fund financial statements. A fund is a grouping of related accounts that is used
to maintain control over resources that have been segregated for specific
activities or objectives. Fund accounting is used to ensure and demonstrate
compliance with finance-related legal requirements.

The Statement of Fiduciary Net Position presents information on the System’s
assets and liabilities and the resulting net position held in trust for pension
benefits. This statement reflects the System’s investments at fair value, as well
as cash, receivables and other assets and liabilities.

The Statement of Changes in Fiduciary Net Position presents information
showing how the System’s net position available for benefits changed during the
year ended December 31, 2017. It reflects contributions by members and
participating employers along with deductions for retirement benefits, refunds and
transfers, and administrative expenses. Investment income during the period is
also presented showing income from investing.

Notes to financial statements. The Notes to Financial Statements provide
additional information that is essential for the reader to gain a full understanding
of the data provided in the financial statements.

B. FINANCIAL HIGHLIGHTS

e« The System’s total net position available for benefits were $299,939,643 at
December 31, 2017, which is a change of $37,782,089, in comparison to the
prior year.

e Employer and employee contributions to the plan were $22,687,677 which
represents a $146,354 increase over the preceding year. The employer share
of contributions represents 73.5% of the total contributions.

« Benefits paid to plan participants were $25,971,805. At December 31, 2017,
there were 935 retirees and beneficiaries in receipt of pension benefits.
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C. FINANCIAL STATEMENT ANALYSIS

The following is a summary of financial statement data for the current and prior
fiscal years (in thousands):

FIDUCIARY NET POSITION
2017 2016

Assets

Cash and receivables $ 14,158 $ 14,849

Investments 285,985 247 492

Total assets 300,143 262,341
Liabilities

Accounts payable 203 183
Net position $ 299,940 $ 262,158

CHANGES IN FIDUCIARY NET POSITION
2017 2016

Additions

Contributions $ 23512 $ 23,551

Investment income, net 41,862 18,146

Total additions 65,374 41,697
Deductions

Benefit payments 25,972 25,018

Other 1,620 1,809

Total deductions 27,592 26,827

Change in net position 37,782 14,870
Net position - beginning of year 262,158 247,288
Net position - end of year $ 299,940 $ 262,158

The System'’s total assets as of December 31, 2017 were $300,142,801 and
were mostly comprised of investments. Total assets increased approximately
$37.8 million from the prior year primarily due to an increase in investment value.

The System was 71.67% funded based on its actuarial valuation of January 1,
2018 with 15 years remaining in its amortization period.

The amount needed to finance benefits is accumulated through the collection of
employers’ and employee’s contributions, reimbursements from the
Commonwealth of Massachusetts for pre-1998 COLA and through earnings on
investments. Contributions and net investment gain for calendar year 2017
resulted in total additions of $65,373,855. Employer's contributions decreased by
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$4,918. The System had net investment gain of $41,862,377 versus a gain of
$18,145,647 in 2016.

The primary deductions of the System include the payment of pension benefits to
participants and beneficiaries, refunds of contributions, and the costs of
administering the System. Total deductions for 2017 were $27,591,766, which
represents an increase of 2.9% over deductions of $26,826,758 in 2016. The
payment of pension benefits increased by $954,257 or 3.8% over the previous
year.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Holyoke,
Contributory Retirement System’s finances. Questions concerning any of the
information provided in this report, or requests for additional financial information,
should be addressed to:

Ms. Cheryl Dugre, Executive Director
Holyoke Contributory Retirement System
20 Korean Veterans Plaza, Room 207
Holyoke, Massachusetts 01040
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CITY OF HOLYOKE, MASSACHUSETTS
CONTRIBUTORY RETIREMENT SYSTEM
(A Component Unit of the City of Holyoke, Massachusetts)
Statement of Fiduciary Net Position
December 31, 2017

Assets
Cash and short-term investments $ 5,059,670
Pooled investments
Alternative investments 40,544.770
Domestic equity 109,686,871
Domestic fixed income 31,187,419
International equity 78,290,214
Real estate equity 26,275,911
Accounts receivable 9,097,946
Total Assets $ 300,142,801

Liabilities and Net Position

Accounts payable $ 203,158
Total Liabiliies 203,158
Net position restricted for pensions 299,939,643
Total Liabilities and Net Position $ 300,142,801

The accompanying notes are an integral part of these financial statements.
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CITY OF HOLYOKE, MASSACHUSETTS
CONTRIBUTORY RETIREMENT SYSTEM

(A Component Unit of the City of Holyoke, Massachusetts)
Statement of Changes in Fiduciary Net Position
For the Year Ended December 31, 2017

Additions
Contributions:
Employers $ 17,288,112
Plan members 5,399,565
Other systems and Commonwealth of Massachusetts 808,851
Other 14,950
Total contributions 23,511,478
Investment income:
Appreciation in fair value of investments 43,684,825
Less: management fees (1,822,448)
Net investment gain 41,862,377
Total additions 65,373,855
Deductions
Benefit payments to plan members and beneficiaries 25,971,805
Refunds to plan members 444 483
Transfers to other systems 724,024
Administrative expenses 451,354
Total deductions 27,591,766
Net increase 37,782,089

Net Position Restricted for Pensions
Beginning of year 262,157,554

End of year $ 299,939,643

The accompanying notes are an integral part of these financial statements.
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM
Notes to Financial Statements

Description of Plan

The System is a defined cost sharing, multiple employer public employee
retirement system (PERS) of 5-member units, except school department
employees who serve in a teaching capacity. The pensions of such
employees are administered by the Massachusetts Teachers' Retirement
Board. Eligible employees must participate in the System. The pension plan
provides pension benefits, deferred allowances, and death and disability
benefits. Chapter 32 of the Massachusetts General Laws establishes the
authority of the System, contribution percentages and benefits paid. The
System Retirement Board does not have the authority to amend benefit
provisions.

Membership of the plan consisted of the following at December 31, 2017:

Retiree participants and beneficiaries receiving benefits 935
Inactive participants entitled to a retum of their
employee contributions 29
Inactive partticipants with a vested right to a
deferred or immediate benefit 227
Active participants 1,131
Total 2,322
Number of participating employers 5

Participant Contributions

Participants contribute a set percentage of their gross regular compensation
annually. Employee contribution percentages are specified in Chapter 32 of
the Massachusetts General Laws. The employee’'s individual contribution
percentage is determined by their date of entry into the system. In addition, all
employees hired on or after January 1, 1979 contribute an additional 2% on all
gross regular compensation over the rate of $30,000 per year. The
percentages are as follows:

Before January 1, 1975 5%

January 1, 1975 - December 31, 1983 7%

January 1, 1984 - June 30, 1996 8%

Beginning July 1, 1996 9%
8
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For those members entering a Massachusetts System on or after April 2, 2012 in
Group 1, the contribution rate will be reduced to 6% when at least 30 years of
creditable service has been attained.

Emplover Contributions

Employers are required to contribute at actuarially determined rates as accepted
by the Public Employee Retirement Administration Commission (PERAC).

Participant Retirement Benefits

The System provides for retirement allowance benefits up to a maximum of 80%
of a member's highest three-year average annual rate of regular compensation
for those hired prior to April 2, 2012 and the highest five-year average annual
rate of regular compensation for those first becoming members of the
Massachusetts System on or after that date. However, per Chapter 176 of the
Acts of 2011, for members who retire on or after April 2, 2012, if in the 5 years of
creditable service inmediately preceding retirement, the difference in the annual
rate of regular compensation between any 2 conseculive years exceeds
100 percent, the nommal yearly amount of the retirement allowance shall be
based on the average annual rate of regular compensation received by the
member during the period of 5 consecutive years preceding retirement. Benefit
payments are based upon a member's age, length of creditable service, level of
compensation and group classification.

If a participant was a member prior to April 1, 2012, a retirement allowance may
be received at any age, upon attaining 20 years of service. The plan also
provides for retirement at age 55 if the participant was a member prior to
January 1, 1978, with no minimum vesting requirements. If the participant was a
member on or after January 1, 1978 and a member of Groups 1 or 2, then a
retirement allowance may be received if the participant (1) has at least 10 years
of creditable service, (2) is age 55, (3) voluntarily left member employment on or
after that date, and (4) left accumulated annuity deductions in the fund. Members
of Group 4, have no minimum vesting requirements, however, must be at least
age 55. Groups 2 and 4 require that participants perform the duties of the Group
position for at least 12 months immediately prior to retirement.

A participant who became a member on or after April 2, 2012 is eligible for a
retirement allowance upon 10 years creditable service and reaching ages 60 or
55 for Groups 1 and 2, respectively. Participants in Group 4 must be at least
age 55. Groups 2 and 4 require that participants perform the duties of the Group
position for at least 12 months immediately prior to retirement.

A retirement allowance consists of two parts: an annuity and a pension. A
member's accumulated total deductions and a portion of the interest they
generate constitute the annuity. The difference between the total retirement
allowance and the annuity is the pension. The average retirement benefit is
approximately 80-85% pension and 15-20% annuity.
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Participant Refunds

Employees who resign from service and who are not eligible to receive a
retirement allowance are entitled to request a refund of their accumulated total
deductions. Members voluntarily withdrawing with at least 10 years of service or
involuntarily withdrawing, receive 100% of the regular interest that has accrued
on those accumulated total deductions. Members voluntarily withdrawing with
less than 10 years of service get credited interest each year at a rate of 3%.

Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

The System is a member of the Massachusetts Contributory Retirement
Systems and is governed by Chapter 32 of the Massachusetts General Laws.
Because of the significance of its operational and financial relationship with
the City, the System is included as a pension trust fund in the City's basic
financial systems. The system is governed by a five-member board. The five
members include two appointed by the City, two elected by the members and
retirees, and a fifth member chosen by the other four members with the
approval of the Public Employee Retirement Administration Commission.

Summary of Significant Accounting Policies

The accounting policies of the System as reflected in the accompanying
financial statements for the year ended December 31, 2017 conform to
generally accepted accounting principles for PERS. The more significant
accounting policies of the System are summarized below:

Basis of Accounting

The System follows accounting policies mandated by the Commonwealth of
Massachusetts. The accounting records are maintained on the accrual basis
of accounting. Contributions from the Member's employees are recognized as
revenue in the period in which employees provide services to the Member
unit.

Investments

Investment Policy

Investments are reported at fair value in accordance with PERAC
requirements. System assets are managed on a total return basis with a long-

term objective of achieving and maintaining a fully funded status for the
benefits provided through the pension plan.

10
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Rate of Return

For the year ended December 31, 2017, the annual money-weighted rate of
retum on pension plan investments, net of pension plan investment expenses,
was not available. The money-weighted rate of return expresses investment
performance, net of investment expense, adjusted for the changing amounts
actually invested.

Cash and Short-Term Investments

Custodial Credit Risk - Deposits. Custodial credit risk is the risk that in the
event of a bank failure, the System’s deposits may not be returned.
Massachusetts General Law Chapter 32, Section 23, limits the System’s
deposits “in a bank or trust company to an amount not exceeding ten percent
of the capital and surplus of such bank or trust company.” The System does
not have a deposit policy for custodial credit risk.

As of December 31, 2017, none of the System’s bank balance of $5,326,905
was exposed to custodial credit risk as uninsured, uncollateralized, and/or
collateral held by pledging bank’s trust department not in the System’s name.

Investments
A. Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not
fulfill its obligation to the holder of the investment. Massachusetts General
Law, Chapter 32, Section 23, limits the investment of System funds, to the
extent not required for current disbursements, in the Pension Reserve
Investment Trust (PRIT) fund or in securities, other than mortgages or
collateral loans, which are legal for the investment of funds in savings banks
under the laws of the Commonwealth, provided that no more than the
established percentage of assets, is invested in any one security.

All of the System’s investments are reported at fair value and are
comprised of pooled investment funds which are exempt from credit risk
disclosure.

B. Custodial Credit Risk

The custodial credit risk for investments is the risk that, in the event of the
failure of the counterparty (e.g., broker-dealer) to a transaction, a
government will not be able to recover the value of its investment or
collateral securities that are in the possession of another party. The
System does not have a formal investment policy, but manages custodial
credit risk through diversification and the “prudent person” principles
outlines in PERAC guidelines.

1"
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All the System’s investments of $285,985,185 are comprised of pooled
investment funds, which are exempt from custodial credit risk disclosure.

. Concentration of Credit Risk

Massachusetts General Law Chapter 32, Section 23 limits the amount the
System may invest in any one issuer or security type, except for the PRIT
Fund. The System’s investment policy limits the amount of System may
invest in any one issuer to 5%.

The System does not have an investment in one issuer greater than 5% of
total investments since all investments are pooled.

. 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. The System’s investment policy manages interest
rate risk through diversification of investments across asset classes.

Due to the nature of the System’s investments, they are not subject to
interest rate risk disclosure.

. Foreign Cuirency Risk

Foreign currency risk is the risk that changes in foreign exchange rates
will adversely affect the fair value of an investment. The System policy
does not specifically address foreign currency risk.

. Fair Vailue

The System categorizes its fair value measurements within the fair value
hierarchy established by Governmental Accounting Standards Board
Statement No. 72 Fair Value Measurement and Application (GASB 72).
The hierarchy is based on the valuation inputs used to measure the fair
value of the asset. Level 1 inputs are quoted prices in active markets for
identical assets; Level 2 inputs are significant other observable inputs;
Level 3 inputs are significant unobservable inputs.

All of the System’s investments are in pooled funds, which are not

measured at fair value, but instead measured at net asset value (NAV)
The System has the following investments as of December 31, 2017:

12
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Description Amount

Investments measured at
the net asset value (NAV):

Extemal investment pool $ 285,985,185

Redemption
Frequency Redemption
Unfunded (If currently Notice

Description Amount Commitments eligible) Period
Altemative investments $ 40,544,770 §$ - Quarterly 30 days
Domestic equity 109,688,871 - Quarterly 30 days
Domaestic fixed income 31,187,419 - Quartery 30 days
Intemational equity 78,280,214 - Quarterly 30 days
Real estate equity 26,275,911 - Quarterly 30 days

Total $ 285,985,185

5. Accounts Receivable

Annually the Public Employee Retirement Administration (PERAC)
determines the amount of employer contributions (pension appropriations) to
be made to the System. The accounts receivable balance primarily
represents legal amounts due from employers for pension appropriation not
received until after December 31, 2017.

6. Net Pension Liability of Participating Employers

The net pension liability was based on an actuarial valuation dated January 1,
2018,

The components of the net pension liability of the participating employers at
December 31, 2017 were as follows:

A. Net Pension Liability of Employers

Total pension liability $ 418,522,289
Plan fiduciary net position (299,939,643)
Employers' net pension liability $ 118,582,646

Plan fiduciary net position as a percentage of
total pension liability 71.67%

13
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B. Actuarial Assumptions

A summary of the actuarial assumptions as of the latest actuarial valuation
is shown below:

Valuation date 1/1/2018
Actuarial cost method Entry Age Normal Cost
Actuarial assumptions:
Investment rate of retum 7.5%
Projected salary increases 4-45%
Post-retirement cost-of-living adjustment 3% on first $12,000

Actuarial valuation of the ongoing Systems involves estimates of the reported
amounts and assumptions about probability of occurrence of events far
into the future. Examples include assumptions about future employment
mortality and future salary increases. Amounts determined regarding the
net pension liability are subject to continual revision as actual results are
compared with past expectations and new estimates are made about the
future.

Pre-retirement and post-retirement rates for mortality were based on RP-
2014 Blue Collar Employee and Healthy Annuitant Mortality table
projected generationally with Scale MP-2017. For disabled retirees, the
table is set forward one year.

Changes of assumptions

Investment rate of return was reduced from 7.625% to 7.5%.

The mortality assumption for pre-retrement and post-retirement
participants were updated from the RP-2000 Employee and Health
Annuitant Mortality Tables projected generationally from 2009 with Scale
BB2D to the RP-2014 Blue Collar Employee and Healthy Annuitant
Mortality Tables projected generationally with Scale MP-2017.

The long-term salary increase assumption was lowered by 0.25% to 4%
for Group 1 participants, 4.25% for Group 2 participants and 4.5% for
Group 4 participants.

These changes in assumptions had the effect of increasing the System’s
total pension liability by approximately $5.2 million.

C. Tarqget Allocations

The long-term expected rate of return on pension plan investments was
determined using a building-block method in which best-estimates ranges
of expected future real rates of return (expected returns, net of pension
plan investment expense and inflation) are developed for each major asset
class. These ranges are combined to preduce the long-term expected rate

14
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of return by weighting the expected future real rates of return by the target
asset allocation percentage and by adding expected inflation. Best
estimates of arithmetic real rates of return for each major asset class
included in the System'’s targeted asset allocation as of December 31, 2017,
are summarized in the following table.

Long-temm

Target Expected

Asset Real Rate

Asset Class Allocation of Retum
Domestic equity 31.00% 6.15%
Intemational developed markets equity 20.00% 7.11%
International emerging markets equity 8.00% 9.41%
Core fixed income 12.00% 1.68%
Real estate 10.00% 4.90%
Hedge funds, GTAA, & Risk parity 6.00% 3.94%
Private equity 13.00% 10.28%

Total 100.00%

D. Discount Rate

The discount rate used to measure the total pension liability was 7.5%.
The projection of cash flows used to determine the discount rate assumed
that contributions from participating employers will be made based on the
actuarially determined rates based on the Board’s funding policy, which
establishes the contractually required rates by Statute. Based on those
assumptions, the System’s fiduciary net position was projected to be
available to make all the projected future benefit payments of current plan
members. Therefore, the long-term expected rate of return on pension
plan investments was applied to all periods of projected benefit payments
to determine the total pension liability.

E. Sensitivity of Discount Rate

The following presents the net pension liability of the participating employers
calculated using the discount rate of 7.5%, as well as what the participating
employers’ net pension liability would be if it were calculated using a discount
rate that is one-percentage-point lower or one-percentage-point higher than
the current rate:

Current
1% Discount 1%
Decrease Rate Increase
(6.5%) {7.5%) 8.5%)

$165,284 185 $118,582,646 $79,171,425

15
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F. Deferred Outfiows and Infiows of Resources

The following schedule reflects the deferred outflows and inflows of
resources for the System for the year ended December 31, 2017:

Deferred Defemred
Outflows of Inflows of
Resources Resources
Differences between expected and actual
experience $ - $ 9,886,381
Changes of assumptions 10,296,483 -

Net difference between projected and actual

earmnings on pension plan investments - 11,184,356
Changes in proportion and differences

between contributions and proportionate

share of contributions 2,214,080 2,214,080

Total $ 12,510,543 $ 23,284,797

The following summarizes changes in deferred outflows and inflows:

16
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Beginning Amortization

Balance Current of Amounts
on Prior Measurement Recognized in
Measurement  Amortizati M it Period Current Period End of Year
Year Period Period Deferrals Additions Pension Expense Balance
Defarred Outflows of Resounces:
Change in assumptions: 2017 6 $ - $ 5220431 $ (870,072) $ 4,350,359
2015 6 7,928,166 - (1,882,042) 5,946,124
Changes in proportion and differences
between contributions and
proportionate share of contributions: 2017 6 - 1,085,565 {177,594) 887,571
2016 (] 521,303 (104,261) 417,042
2015 6 747,978 - (186,995) 560,983
2014 [} 522,095 - (174,031) 348,064
Total Defomed Outflows of Resources 9,719,542 6,285,996 (3,494,995) 12,510,543
Defarred {Inflows) of Rasources:
Difference between expected and
actual experience: 2017 [} - (7,573,960) 1,262,327 (8,311,633)
2015 6 (4,766,331) - 1,191,583 (3,574,748)
Net difference between projected and
actual eaming on pension plan
imestments: 2017 5 - {22,007,861) 4,401,532 (17,806,129)
2016 5 509,647 - (127,412) 382,235
2015 5 7,514,706 - (2,504,902) 5,009,804
2014 5 2,059,468 - (1,029,734) 1,029,734
Changes in proportion and differences
betwsen contributions and
proportionate share of contributions: 20117 6 - (1,065,565) 177,594 (387,971)
2016 8 (521,303) 104,261 417,042)
2015 6 (747,978) - 186,995 (560,983)
2014 6 (522,095) - 174,031 (348,064)
Total Defomed (Inflows) of Resources 3,526,114 (30,647,186) 3,836,275 (23,284,797)
Total Collective Defemed Outflows
(Inflows) of Resources $ 13245656 § (24,361,190) $ 341,280 5 (10.774,254)

The following schedule reflects the amortization of the balance of deferred
outflows and inflows of resources:

Year ended June 30:

2019 $ 341,280

2020 1,371,014

2021 3,875,918

2022 4,793,788

2023 392,254
Total $ 10,774,254

17
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7. Contingencies

There are various pending claims arising in the ordinary course of operations;
however, management believes that the probable liability resulting from such
claims and litigation would not materially affect the System'’s financial position.

18
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MELANSON|gIFNE3

ACCOUNTANTS + AUDITORS

101 Munson Street
Suite 120

Greenfield, MA 01301
(413)773-5405 phone
(413)773-7304 fax
melansonheath.com

Additional Offices:
Nashua, NH
Manchester, NH
Andover, MA

To the Retirement System Board Ellsworth, ME
City of Holyoke, Massachusetts

INDEPENDENT AUDITORS' REPORT

Report on Schedules

We have audited the accompanying schedule of employer allocations of the Holyoke
Contributory Retirement System as of and for the year ended December 31, 2017.
We have also audited the total for all entities of the net pension liability, deferred
outflows of resources, deferred inflows of resources, and pension expense (specified
totals) included in the accompanying schedule of pension amounts by employer of
the Holyoke Contributory Retirement System as of and for the year ended
December 31, 2017.

Management’s Responsibility for the Schedules

Management is responsible for the preparation and fair presentation of these
schedules 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 the schedules that
are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on the schedule of employer allocations and
the specified totals included in the schedule of pension amounts by employer 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 the audit to obtain reasonable assurance about whether the schedule of
employer allocations and specified totals included in the schedule of pension
amounts by employer are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the schedule of employer allocations and specified totals included
in the schedule of pension amounts by employer. The procedures selected depend
on the auditors judgment, including the assessment of the risks of material
misstatement of the schedule of employer allocations and specified totals included in

22
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the schedule of pension amounts by employer, 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 schedule of employer allocations and
specified totals included in the schedule of pension amounts by employer 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 schedule of employer allocations and specified totals included in
the schedule of pension amounts by employer.

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

Opinions

In our opinion, the schedules referred to above present fairly, in all material respects,
the employer allocations and net pension liability, total deferred outflows of resources,
total deferred inflows of resources, and total pension expense for the total of all
participating entities for the Holyoke Contributory Retirement System as of and for the
year ended December 31, 2017, in accordance with accounting principles generally
accepted in the United States of America.

Restriction on Use
Our report is intended solely for the information and use of Holyoke Contributory
Retirement System management, the Retirement Board, System employers and

their auditors as of and for the year ended December 31, 2017 and is not intended to
be and should not be used by anyone other than these specified parties.

MeLarsan Heath

January 23, 2019
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Employer

City of Holyoke

Gas & Electric

Holyoke Housing Authority
Water Works

Waste Water

Total

CITY OF HOLYOKE, MASSACHUSETTS
CONTRIBUTORY RETIREMENT SYSTEM

SCHEDULE OF EMPLOYER ALLOCATIONS

FY 2018
Actual Employer
Employer Allocation
Contributions ERI Total Percentage
$ 11606507 § 400630 § 12,007,137 69.45%
3,505,891 184,481 3,780,352 21.87%
906,862 68,675 975,537 5.84%
473,362 25,149 498,511 2.88%
26,575 - 26,575 0.18%
$ 16609197 $ 678915 § 17,288,112 100.00%

See actuarial assumptions in the City of Holyoke, Massachusetts
(Contributory Retirement System) audited financial statements.
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Not Pansion Liability
Beginning net pension liability
Ending net pension liability
Defarred Cutflows of Resources
Changes of assumptions

Changes in proportion and differences between
employer comtributions and proportionate share
of contributions

Total Defered Outflows of Resources
Defamred Inflows of Resourcas

Diffarence b d and actua experi

Net difference between prejected and actual
investment eaminns on pensinn plan investments

Changes in proportion and differences between

sharre :tc.omrihuticns o
Total Defered Inflows of Resources
Pension Expense
Proportionate share of pension expense

Proportion changes and differences between
employer contributions and proportionate
share recognized as expense

Total Pension Expense
Contributions
Actuarially determined cantribution
Contributions made
Contribution deficiency / (excess)
Contributions as a percentage of covered
emplayee payroll

Deferred Inflows / {Outflows) Recognized In
Future Penslon Expense

AJuna 30, 2019
June 30, 2020
June 30, 2021
June 30, 2022
June 30, 2023

Total Defemred Inflows / (Qutflows) Recognized
in Futura Pension Expense

Discount Rate Sensitivity
1% decrease (6.5%)
Current discount rate (7.5%)
1% increase (8.5%)

Covered employee payroll

$

$

$

$

$

CITY OF HOLYOKE, MASSACHUSETTS
CONTRIBUTORY RETIREMENT SYSTEM

SCHEDULE OF PENSION AMOUNTS BY EMPLOYER
As of and for the Year Ended December 31, 2017

Holycke Holyoke Holyoke Holyoke
City of Gas and Water Geriatric Waste Houging

Holyoke Electric Worke Authority Water Authority Total
102,104,322 $ 30715856 $4342775 § - $ 238263 § 8,403,188 $ 145804202
82,350,373 25,930,197 $ 3419388 § - § 182,283 § 6,601,405 § 118,582,646
7451,231  § 2,251,508 § 206004 § - $ 15828 § 581,012 § 10,206,483
181,028 1,624,562 104,988 7412 29 208,042 2,214,060
7,332,257 $ 3876070 $ 491892 $ T412 $ 15857 § 787,055 § 12,510,543
6866402 § 2161832 $ 285079 § - $ 15197 § 557871 § 9,886,381
7,767,887 2,445,858 322,508 - 17,192 831,112 11,184,358
1,362,590 8,239 164,035 481,469 28,880 168,837 2,214,060
15096879 § 4615729 §$ 7MB20 § 481460 § 61279 § 1,357,821 § 23,984,797
6,793,877 $ 3083524 § 406821 § - $ 21678 § 785718 § 14,101,416

(333,137) 444,054 25,133 (157,964) (8177 30,091 -
0480740 $ 3527578 $ 431754 $ (157964) § 13499 § 825800 $ 14,101,418
12,007,137 § 3,780,352 $ 498,511 $ - $ 26575 § 975,537 § 17.288,112
{12,022,087) (3,780,352) (488,511) - (28,575) (975,537) {17,303,062)
{14,950) $ - $ - $ - $ - § - $ (14,950)
3M.1% 20.4% 30.0% nfa 57.2% 36.3% N.2%
(570186) § 369427 $ 15292 § (157964) $ (B702) § 10833 §  (341,280)
(1,285,352) 144,256 (14,397) (157,963) (10,285) (47,273) (1,371,014)
(2,857,071) {542,528) {120,825) (158 948) (14.152) (182,583) (3,875,918)
(8,553,268) {801,325) {127,837) a8 (8,538) (302,840) (4,793,788)
(396,759) 90,511 (32,361) - 2,747 (48,808) (392,254)
(8,664,629) $_ (739,650) $_(279.728) $_(474.057) $_(45422) §__ (670.768) $_(10,774,254)
114,795,086  § 36,142,318 § 4,766,049 § - $ 254072 § 9326600 § 165,284,165
82,359,373  $ 25930,197 $3419338 § - $ 182263 § 6,891,405 $ 118,532,648
54,987,042 § 17,312,235 $2282946 § - $ 121,701 § 4,467,501 $ 79,171,425
38,634,574 § 12424288 § 18683334 § - $ 48473 § 2,690,688 § 55,458,355

See actuarial assumptions in the City of Holyoke, Massachusetts (Contributory Retirement System) audited financial statements.
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HOLYOKE, MASSACHUSETTS
CONTRIBUTORY RETIREMENT SYSTEM
(A Component Unit of the City of
Holyoke, Massachusetts)

Financial Statements,
Required Supplementary Information,
and Other Information

For the Year Ended December 31, 2016
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MELANSON|gIFNE3

ACCOUNTANTS + AUDITORS

101 Munson Street

Suite 120

Greenfield, MA 01301
(413)773-5405 phone
(413)773-7304 fax
melansonheath.com

Additional Offices:
Nashua, NH

INDEPENDENT AUDITORS’ REPORT Manchester N

Andover, MA
Ellsworth, ME

To the Retirement System Board
City of Holyoke, Massachusetts

We have audited the accompanying financial statements of the Holyoke,
Massachusetts Contributory Retirement System (the System), a component unit of
the City of Holyoke, as of and for the year ended December 31, 2016, and the
related notes to the financial statements, which collectively comprise the basic
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

The System’s 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 opinions 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 the 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.
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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 fiduciary net position of the System as of December 31, 2016, and the
respective changes in fiduciary net position for the year then ended in accordance
with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary information

Accounting principles generally accepted in the United States of America require
that the Management’s Discussion and Analysis and the Schedules of Changes in
the Net Pension Liability, of Net Pension Liability, of Contributions, and of
Investment Returns, listed in the foregoing table of contents, 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, economic, 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 evidence
sufficient to express an opinion or provide any assurance.

MeLamson Heath

November 15, 2017
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MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Holyoke Contributory Retirement System, we offer readers
this narrative overview and analysis of the financial activities of the System for the
year ended December 31, 2016.

A. OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the basic
financial statements. The basic financial statements comprised of two components:
(1) fund financial statements and (2) notes to financial statements. This report
also contains other supplementary information in addition to the basic financial
statements themselves.

Fund financial statements. A fund is a grouping of related accounts that is used
to maintain control over resources that have been segregated for specific
activities or objectives. Fund accounting is used to ensure and demonstrate
compliance with finance-related legal requirements.

The Statement of Fiduciary Net Position Available for Benefits presents
information on the System’s assets and liabilities and the resulting net position
held in trust for pension benefits. This statement reflects the System’s
investments at fair value, as well as cash, receivables and other assets and
liabilities.

The Statement of Changes in Fiduciary Net Position Available for Benefits
presents information showing how the System’s net position available for benefits
changed during the year ended December 31, 2016. It reflects contributions by
members and participating employers along with deductions for retirement
benefits, refunds and transfers, and administrative expenses. Investment income
during the period is also presented showing income from investing.

The Notes to Financial Statements provide additional information that is essential
for the reader to gain a full understanding of the data provided in the financial
statements.

The Required Supplemental Information includes this Management's Discussion

and Analysis and Schedules of Changes in the Net Pension Liability, of Net Pension
Liability, of Contributions, and of Investment Returns.

B. FINANCIAL HIGHLIGHTS
o The System’s total net position available for benefits were $262,157,554 at

December 31, 2016, which is an increase of $14,869,842, in comparison to
the prior year.
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o« Employer and employee contributions to the plan were $22,541,323 which
represents a $29,894 increase over the preceding year. The employer share
of contributions represents 73.4% of the total contributions.

e Benefits paid to plan participants were $25,017,648. At December 31, 2016,
there were 927 retirees and beneficiaries in receipt of pension benefits.

C. FINANCIAL STATEMENT ANALYSIS

The following is a summary of financial statement data for the current and prior

fiscal years (in thousands):

FIDUCIARY NET POSITION

Assets
Cash and receivables
Investments

Total assets
Liabilities

Accounts payable
Net position

CHANGES IN FIDUCIARY NET POSITION

Additions:
Contributions
Investment income, net

Total additions

Deductions:
Benefit payments
Other

Total deductions

Change in net position
Net position - beginning of year
Net position - end of year

The System’s total assets as of December 31, 2016 were $262,340,442 and
were mostly comprised of cash and investments. Total asseis increased
approximately $14.9 million from the prior year primarily due to an increase in

investment value.

Holyoke Retirement System Audit Report

2016

$ 14,849

247,492

262,341

183

$ 262,158

2016

$ 23551

18,146

41,697

25018

1,809
26,827

14,870

247,288
$ 262,158

2015

$ 21,747

225,735

247,482

194

$ 247,288

2015

$ 23,843

6,255

30,008

24,601

1,322
25,923

4,175

243,113
$ 247,288
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The System was 64.26% funded based on its actuarial valuation of January 1,
2016 (rolled forward to December 31, 2016) with 18 years remaining in its
amortization period.

The amount needed to finance benefits is accumulated through the collection of
employers’ and employee’s contributions, reimbursements from the
Commonwealth of Massachusetts for pre-1988 COLA and through eamings on
investments. Contributions and net investment gain for calendar year 2016
resulted in a net gain of $41,696,600. Employer’s contributions increased by
$170,389. The System had net investment gain of $18,145,647 versus a gain of
$6,255,452 in 2015.

The primary deductions of the System include the payment of pension benefits to
participants and beneficiaries, refunds of contributions, and the costs of
administering the System. Total deductions for 2016 were $26,826,758, which
represents an increase of 3.5% over deductions of $25,923,351 in 2015. The
payment of pension benefits increased by $416,244 or 1.7% over the previous
year.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Holyoke,
Contributory Retirement System’s finances. Questions concerning any of the
information provided in this report, or requests for additional financial information,
should be addressed to:

Ms. Cheryl Dugre, Executive Director
Holyoke Contributory Retirement System
20 Korean Veterans Plaza, Room 207
Holyoke, Massachusetts 01040
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CITY OF HOLYOKE, MASSACHUSETTS
CONTRIBUTORY RETIREMENT SYSTEM
(A Component Unit of the City of Holyoke, Massachusetts)
Statement of Fiduciary Net Position
December 31, 2016

ASSETS
Cash and short-term investments $ 5,794,597
Investments 247,491,467
Accounts receivable 9,054,378
Total Assets $ 262,340,442

LIABILITIES AND NET POSITION

Accounts payable $ 182,888
Total Liabilities 182,888
Net position restricted for pensions 262,157,554
Total Liabilities and Net Position $ 262,340,442

The accompanying notes are an integral part of these financial statements.
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CITY OF HOLYOKE, MASSACHUSETTS
CONTRIBUTORY RETIREMENT SYSTEM

{A Component Unit of the City of Holyoke, Massachusetts)
Statement of Changes in Fiduciary Net Position
For the Year Ended December 31, 2016

Additions:
Contributions:
Employers $ 17,293,030
Plan members 5,248,293
Other systems and Commonwealth of Massachusetts 983,372
Other 26,258
Total contributions 23,550,953
Investment income:
Appreciation in fair value of investments 20,226,973
Less: management fees (2,081,326)
Net investment gain 18,145,647
Total additions 41,696,800
Deductions:
Benefit payments to plan members and beneficiaries 25,017,648
Refunds to plan members 617,229
Transfers to other systems 710,259
Administrative expenses 481,622
Total deductions 26,826,758
Net increase 14,869,842
Net position restricted for pensions:
Beginning of year 247,287,712
End of year $ 262,157,554

The accompanying notes are an integral part of these financial statements.
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM
Notes to Financial Statements

1. Description of Plan

The System is a defined cost sharing, multiple employer public employee
retirement system (PERS) of 6-member units, except school department
employees who serve in a teaching capacity. The pensions of such
employees are administered by the Massachusetts Teachers' Retirement
Board. Eligible employees must participate in the System. The pension plan
provides pension benefits, deferred allowances, and death and disability
benefits. Chapter 32 of the Massachusetts General Laws establishes the
authority of the System, contribution percentages and benefits paid. The
System Retirement Board does not have the authority to amend benefit
provisions.

Membership of the plan consisted of the following at December 31, 2016:

Retire participants and beneficiaries receiving benefits 927
Inactive participants entitled to a retum of their
employee contributions 138

Inactive partticipants with a vested right to a
deferred or immediate benefit

Active participants 1,250
Total 2,337
Number of participating employers 6

Participant Contributions

Participants contribute a set percentage of their gross regular compensation
annually. Employee contribution percentages are specified in Chapter 32 of
the Massachusetts General Laws. The employee’'s individual contribution
percentage is determined by their date of entry into the system. In addition, all
employees hired on or after January 1, 1979 contribute an additional 2% on all
gross regular compensation over the rate of $30,000 per year. The
percentages are as follows:

Before January 1, 1975 5%

January 1, 1975 - December 31, 1983 7%

January 1, 1984 - June 30, 1996 8%

Beginning July 1, 1996 9%
8
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For those members entering a Massachusetts System on or after April 2, 2012 in
Group 1, the contribution rate will be reduced to 6% when at least 30 years of
creditable service has been attained.

Emplover Contributions

Employers are required to contribute at actuarially determined rates as accepted
by the Public Employee Retirement Administration Commission (PERAC).

Participant Retirement Benefits

The System provides for retirement allowance benefits up to a maximum of 80%
of a member's highest three-year average annual rate of regular compensation
for those hired prior to April 2, 2012 and the highest five-year average annual
rate of regular compensation for those first becoming members of the
Massachusetts System on or after that date. However, per Chapter 176 of the
Acts of 2011, for members who retire on or after April 2, 2012, if in the 5 years of
creditable service inmediately preceding retirement, the difference in the annual
rate of regular compensation between any 2 conseculive years exceeds
10 percent, the nomrmal yearly amount of the retirement allowance shall be based
on the average annual rate of regular compensation received by the member
during the period of 5 consecutive years preceding retirement. Benefit payments
are based upon a member's age, length of creditable service, level of
compensation and group classification.

If a participant was a member prior to February 1, 2012, a retirement allowance
may be received at any age, upon attaining 20 years of service. The plan also
provides for retirement at age 55 if the participant was a member prior to
January 1, 1978, with no minimum vesting requirements. If the participant was a
member on or after January 1, 1978 and a member of Groups 1 or 2, then a
retirement allowance may be received if the participant (1) has at least 10 years
of creditable service, (2) is age 55, (3) voluntarily left member employment on or
after that date, and (4) left accumulated annuity deductions in the fund. Members
of Group 4, have no minimum vesting requirements, however, must be at least
age 55. Groups 2 and 4 require that participants perform the duties of the Group
position for at least 12 months immediately prior to retirement.

A participant who became a member on or after April 2, 2012 is eligible for a
retirement allowance upon 10 years creditable service and reaching ages 60 or
55 for Groups 1 and 2, respectively. Participants in Group 4 must be at least
age 55. Groups 2 and 4 require that participants perform the duties of the Group
position for at least 12 months immediately prior to retirement.

A retirement allowance consists of two parts: an annuity and a pension. A
member's accumulated total deductions and a portion of the interest they
generate constitute the annuity. The difference between the total retirement
allowance and the annuity is the pension. The average retirement benefit is
approximately 80-85% pension and 15-20% annuity.
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Participant Refunds

Employees who resign from service and who are not eligible to receive a
retirement allowance are entitled to request a refund of their accumulated total
deductions. Members voluntarily withdrawing with at least 10 years of service or
involuntarily withdrawing, receive 100% of the regular interest that has accrued
on those accumulated total deductions. Members voluntarily withdrawing with
less than 10 years of service get credited interest each year at a rate of 3%.

2. Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

The System is a member of the Massachusetts Contributory Retirement
Systems and is governed by Chapter 32 of the Massachusetts General Laws.
Because of the significance of its operational and financial relationship with
the City, the System is included as a pension trust fund in the City's basic
financial systems. The system is governed by a five-member board. The five
members include two appointed by the City, two elected by the members and
retirees, and a fifth member chosen by the other four members with the
approval of the Public Employee Retirement Administration Commission.

Summary of Significant Accounting Policies

The accounting policies of the System as reflected in the accompanying
financial statements for the year ended December 31, 2018 conform to
generally accepted accounting principles for PERS. The more significant
accounting policies of the System are summarized below:

Basis of Accounting

The System follows accounting policies mandated by the Commonwealth of
Massachusetts. The accounting records are maintained on the accrual basis
of accounting. Contributions from the Member's employees are recognized as
revenue in the period in which employees provide services to the Member
unit.

Investments

Investment Policy

Investments are reported at fair value in accordance with PERAC
requirements. System assets are managed on a total return basis with a long-

term objective of achieving and maintaining a fully funded status for the
benefits provided through the pension plan.
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Rate of Return

For the year ended December 31, 20186, the annual money-weighted rate of
retum on pension plan investments, net of pension plan investment expenses,
was not available. The money-weighted rate of return expresses investment
performance, net of investment expense, adjusted for the changing amounts
actually invested.

3. Cash and Short-Term Investments

Custodial Credit Risk - Deposits. Custodial credit risk is the risk that in the
event of a bank failure, the System’s deposits may not be returned.
Massachusetts General Law Chapter 32, Section 23, limits the System’s
deposits “in a bank or trust company to an amount not exceeding ten percent
of the capital and surplus of such bank or trust company.” The System does
not have a deposit policy for custodial credit risk.

As of December 31, 2016, none of the System’s bank balance of $6,021,400
was exposed to custodial credit risk as uninsured, uncollateralized, and/or
collateral held by pledging bank’s trust department not in the System’s name.

4. Investments
A. Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not
fulfill its obligation to the holder of the investment. Massachusetts General
Law, Chapter 32, Section 23, limits the investment of System funds, to the
extent not required for current disbursements, in the Pension Reserve
Investment Trust (PRIT) fund or in securities, other than mortgages or
collateral loans, which are legal for the investment of funds in savings banks
under the laws of the Commonwealth, provided that no more than the
established percentage of assets, is invested in any one security.

All of the System’s investments are reported at fair value and are
comprised of pooled investment funds which are exempt from credit risk
disclosure.

B. Custodial Credit Risk

The custodial credit risk for investments is the risk that, in the event of the
failure of the counterparty (e.g., broker-dealer) to a transaction, a
government will not be able to recover the value of its investment or
collateral securities that are in the possession of another party. The
System does not have a formal investment policy, but manages custodial
credit risk through diversification and the “prudent person” principles
outlines in PERAC guidelines.

1"
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All the System’s investments of $247,491,467 are comprised of pooled
investment funds, which are exempt from custodial credit risk disclosure.

C. Concentration of Credit Risk

Massachusetts General Law Chapter 32, Section 23 limits the amount the
System may invest in any one issuer or security type, except for the PRIT
Fund. The System’s investment policy limits the amount of System may
invest in any one issuer to 5%.

The System does not have an investment in one issuer greater than 5% of
total investments.

D. 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. The System’s investment policy manages interest
rate risk through diversification of investments across asset classes.

Due to the nature of the System’s investments, they are not subject to
interest rate risk disclosure.

E. Foreign Currency Risk

Foreign currency risk is the risk that changes in foreign exchange rates
will adversely affect the fair value of an investment. The System policy
does not specifically address foreign currency risk.

F. Fair Value

The System categorizes its fair value measurements within the fair value
hierarchy established by Governmental Accounting Standards Board
Statement No. 72 Fair Value Measurement and Application (GASB 72).
The hierarchy is based on the valuation inputs used to measure the fair
value of the asset. Level 1 inputs are quoted prices in active markets for
identical assets; Level 2 inputs are significant other observable inputs;
Level 3 inputs are significant unobservable inputs.

All of the System’s investments are in pooled funds, which are not
measured at fair value, but instead measured at net asset value (NAV)
The System has the following investments as of December 31, 2016:

12
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Description Amount

Investments measured at
the net asset value (NAV):
External investment pool $ 247,491,467

Redemption
Frequency  Redemption
Unfunded (if currently Notice

Description Amount Commitments eligible Period
Altenative investments $ 43,246,339 % - Quarterly 30 days
Domestic equity 93,335,266 - Quarterly 30 days
Domestic fixed income 24,995,016 - Quarterly 30 days
Interational equity 51,022,076 - Quarterly 30 days
Real estate equity 34,882,770 - Quarterly 30 days

Total $ 247,491,467

5. Accounts Receivable

Annually the Public Employee Retirement Administration (PERAC)
determines the amount of employer contributions (pension appropriations) to
be made to the System. The accounts receivable balance primarily
represents legal amounts due from employers for pension appropriation not
received until after December 31, 2016.

6. Contingencies
There are various pending claims arising in the ordinary course of operations;

however, management believes that the probable liability resulting from such
claims and litigation would not materially affect the System’s financial position.

7. Net Pension Liability of Participating Employers

The net pension liability was based on an actuarial valuation dated January 1,
2016, and rolled forward to Decermnber 31, 2016.

The components of the net pension liability of the participating employers at
December 31, 2016 were as follows:

13
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A. Net Pension Liability of Employers

Total pension liability $ 407,961,756
Plan fiduciary net position (262,157 ,554)
Employers' net pension liability $ 145,804,202

Plan fiduciary net position as a percentage of total
pension liability 64.26%

B. Actuarial Assumptions

A summary of the actuarial assumptions as of the latest actuarial valuation
is shown below:

Valuation Date 1/1/2016
Actuarial cost method Entry Age Normal Cost
Actuarial assumptions:
Investment rate of return 7.625%
Projected salary increases 4.25-475%
Post-retirement cost-of-living adjustment 3% on first $12,000

Actuarial valuation of the ongoing Systems involves estimates of the reported
amounts and assumptions about probability of occurrence of events far
into the future. Examples include assumptions about future employment
mortality and future salary increases. Amounts determined regarding the
net pension liability are subject to continual revision as actual results are
compared with past expectations and new estimates are made about the
future.

Pre-retirement rates for mortality were based on RP-2000 Employees
table projected generationally with Scale BB2D and a base year of 2009
and post-retirement rates for mortality were based on RP-2000 Healthy
Annuitant table projected generationally with Scale BB2D and a base year
of 2009. For disabled retirees, the rates reflect the RP-2000 Healthy
Annuitant table projected generationally with Scale BB and a base year of
2015.

Changes of assumptions

Investment rate of return was reduced from 7.75% in 2013 to 7.625% in
2016. While the mortality tables did not change, the Scale was changed
from AA to BB2D, along with other modifications in how the tables were
used, to better reflect a general improvement in mortality. Total changes in
assumptions had the effect of increasing the total pension liability by $12
million.
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C. Target Allocations

The long-term expected rate of return on pension plan investments was
determined using a building-block method in which best-estimates ranges
of expected future real rates of return (expected returns, net of pension
plan investment expense and inflation) are developed for each major asset
class. These ranges are combined to produce the long-term expected rate
of return by weighting the expected future real rates of return by the target
asset allocation percentage and by adding expected inflation. Best
estimates of arithmetic real rates of return for each major asset class
included in the System’s targeted asset allocation as of December 31, 2016,
are summarized in the following table.

Long-term
Target Expected
Asset Real Rate
Asset Class Allocation of Retum
Domestic equity 34.00% 6.44%
International developed markets equity 16.00% 7.40%
Intemational emerging markets equity 6.00% 9.42%
Core fixed income 16.00% 2.02%
High-yield fixed income 0.00% 4.43%
Real Estate 13.00% 5.00%
Commodities 1.00% 4.43%
Hedge Funds, GTAA, & Risk parity 1.00% 3.75%
Private equity 13.00% 10.47%
Total 100.00%
. Discount Rafe

The discount rate used to measure the total pension liability was 7.625%.
The projection of cash flows used to determine the discount rate assumed
that contributions from participating employers will be made based on the
actuarially determined rates based on the Board’s funding policy, which
establishes the contractually required rates by Statute. Based on those
assumptions, the System’s fiduciary net position was projected to be
available to make all the projected future benefit payments of current plan
members. Therefore, the long-term expected rate of return on pension
plan investments was applied to all periods of projected benefit payments
to determine the total pension liability.

. Sensitivity of Discount Rate

The following presents the net pension liability of the participating employers
calculated using the discount rate of 7.625%, as well as what the participating
employers’ net pension liability would be if it were calculated using a discount
rate that is 1 percentage-point lower (6.625%) or 1 percentage-point higher
(8.625%) than the current rate (in thousands):
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Participating employers' net pension liability

Current

1% Discount 1%
Decrease Rate Increase
(6.625%) (7.625%) (8.625%)
$191,153 $145,804 $107,503

F. Deferred Oufflows/inflows of Resources
The following schedule reflects the deferred outflows/inflows of resources

for the System for the year ended December 31, 2016:

Deferred Deferred
Outfiows of Inflows of
Resources Resources
Differences between expected and actual
experience $ - § (4,766,331)
Changes of assumptions 7,928,166 -
Net difference between projected and actual
eamings on pension plan investments 10,083,821 -
Changes in proportion and differences
between contributions and proportionate
share of contributions 1,791,376 {(1,791,376)
Total $ 19,803,363 $ (8,557,707)

The following summarizes changes in deferred outflows/inflows, excluding

employer-specific amounts:
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Deferred (Inflows) of Resources:
Difference between expected and
actual experience

Changes in proportion and differences
between contributions and
proportionate share of contributions:

Total Deferred (Inflows) of Resources
Deferred Outflows of Resources:
Change in assumptions

Net diffierence between projected and
actual eaming on pension plan
investments:

Changes in proportion and differences
between contributions and
proportionate share of contributions:

Total Deferred Outflows of Resources

Total Collective Deferred
{Inflows) Outflows of Resources

Measurement  Amortization
Periad

Year

2015

2016
2015
2014

2015

2016
2015
2014

2016
2015
2014

o O

Beginning Amortization
Balance Current of Amounts
on Prior Measurement  Recognized in
Measurement Period Current Period End of Year
Period Deferals ~ Additions  Pension Expense  Balance
$ (5957,914) $ - $ 1,191,583 § (4,765,331)
- (625,564) 104,261 (521,303)
(934,973) - 186,995 (747,978)
(696, 126) - 174,031 (522,095)
$§ (7,589013) § (625,564) § 1656870 § (6,557,707)
$§ 9,910,208 $ - $ (1,982042) §$ 7928166
- 637,059 (127,412) 509,647
10,019,608 - (2,504,902) 7,514,706
3,089,202 - (1,029,734) 2,059,468
- 625,564 (104,261) 521,303
934,973 - (186,995) 747,978
696,128 - (174,031) 522,095
24,650,117 1,262,623 (6,109,377) 19,803,363
§ 17,061,104 $ 637,059 $ (4452507) $ 13,2450656

The following schedule reflects the amortization of the balance of deferred
outflows/inflows of resources, excluding employer-specific amounts:

Year ended June 30:

2018
2019
2020
2021

Holyoke Retirement System Audit Report
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$ 4,452,507
4,452,507
3,422,773

917,869

$ 13,245,656
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CITY OF HOLYOKE, MASSACHUSETTS
CONTRIBUTORY RETIREMENT SYSTEM

Schedule of Changes in the Net Pension Liability
(Unaudited)

Total pension liability
Senvice cost
Interest on unfunded liability - time value of §

Differences between expected and actual experience

Changes of assumptions
Benefit payments, including refunds of
member contributions

Net change in total pension liability
Total pension liability - beginning
Total pension liability - ending {a)
Plan fiduciary net position *
Contributions - employer
Contributions - member
Net investment income
Benefit payments, including refunds of

member contributions
Administrative expense

Net change in plan fiduciary net position
Plan fiduciary net position - beginning
Plan fiduciary net position - ending (b)

Net pension liability (asset) - ending (a-b)

* Reflects certain classification differences from page 7

Schedule is intended to show information for 10 vears.

Additional years will be displayed as they become available.

Holyoke Retirement System Audit Report
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2016 2015 2014
8195155 $ 8414308 $ 8,078,561
29,801,305 28,952,164 28,008,915
. (7.149,497) .

. 11,892,250 .
(25,352,649) {23,906,564) (24,597,976)
12,643,811 18,202,659 11,489,500
305,317,045 377,115,286 365,625,786
407,961,756 § 1395317,945 § 377,115,286
17,310175 § 17,141,598 §$ 17,152,253
5,248,200 5,122,280 5,201,136
18,085,645 6,236,841 12,805,347
(25,352,649) (23,906,564) (24,597,976)
(431,621) (419,464) (469,547)
14,869,842 4,174,691 10,001,213
247,287,712 243,113,021 233,021,808
262,157,554 $ 247,287,712 $ 243,113,021
145,804,202 $ 148,030,233 §$ 134,002,265




CITY OF HOLYOKE, MASSACHUSETTS
CONTRIBUTORY RETIREMENT SYSTEM

Schedules of Net Pension Liability, Contributions, and Investment Retums

Schedule of Net Pension Liability

Total pension liability
Plan fiduciary net position

Net pension liability (asset)

Plan fiduciary net position as a percentage of
the total pension liability

Covwered payroll

Participating employer net pension liability (asset)
as a percentage of covered payroll

Schedule of Contributions

Actuarially determined contribution
Contributions in relation to the actuarially
determined contribution

Contribution deficiency (excess)

Covered payroll

Contributions as a percentage of covered payroll

Schedule of Investment Returns
Year Ended December 31

Annual money weighted rate of retum,
net of investment expense

Schedules are intended to show information for 10 years.

(Unaudited)

2018 2015 2014
$ 407,961,756 §$ 395,317,945 §$ 377,115,286
262,157,554 247,287,712 243,113,021
$ 145,804,202 §$ 148,030,233 $ 134,002,285
64.26% 62.55% 64.47%
$ 56,166,061 §$§ 53,758,378 § 57,502,791
259.59% 275.36% 233.04%

2018 2015 2014
$ 17,293,030 $ 17122641 § 17,121,406
17,310,175 17,141,598 17,152,253
$ (17,145) $ (18,957) $ (30,847)
$ 56,166,061 §$ 53,758,378 § 57,502,791
30.82% 31.89% 29.83%

2016 2015 2014
Unawailable Unawailable Unawailable

Additional years will be displayed as they become available.
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MELANSON|gIFNE3

ACCOUNTANTS + AUDITORS

101 Munson Street
Suite 120

Greenfield, MA 01301
(413)773-5405 phone
(413)773-7304 fax
melansonheath.com

Additional Offices:
Nashua, NH
Manchester, NH
Andover, MA

To the Retirement System Board Ellsworth, ME
City of Holyoke, Massachusetts

INDEPENDENT AUDITORS' REPORT

Report on Schedules

We have audited the accompanying schedule of employer allocations of the Holyoke
Contributory Retirement System as of and for the year ended December 31, 2016.
We have also audited the total for all entities of the net pension liability, deferred
outflows of resources, deferred inflows of resources, and pension expense (specified
totals) included in the accompanying schedule of pension amounts by employer of
the Holyoke Contributory Retirement System as of and for the year ended
December 31, 2016.

Management’s Responsibility for the Schedules

Management is responsible for the preparation and fair presentation of these
schedules 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 the schedules that
are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on the schedule of employer allocations and
the specified totals included in the schedule of pension amounts by employer 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 the audit to obtain reasonable assurance about whether the schedule of
employer allocations and specified totals included in the schedule of pension
amounts by employer are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the schedule of employer allocations and specified totals included
in the schedule of pension amounts by employer. The procedures selected depend
on the auditors judgment, including the assessment of the risks of material
misstatement of the schedule of employer allocations and specified totals included in
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the schedule of pension amounts by employer, 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 schedule of employer allocations and
specified totals included in the schedule of pension amounts by employer 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 nc such opinicn. 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 schedule of employer allocations and specified totals included in
the schedule of pension amounts by employer.

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

Opinions

In our opinicn, the schedules referred to above present fairly, in all material respects,
the employer allocaticns and net pension liability, total deferred cutflows of resources,
total deferred inflows of resources, and total pension expense for the total of all
participating entities for the Holycke Contributory Retirement System as of and for the
year ended December 31, 2016, in accordance with accounting principles generally
accepted in the United States of America.

Restriction on Use
Our report is intended solely for the information and use of Holyoke Contributory
Retirement System management, the Retirement Board, System employers and

their auditors as of and for the year ended December 31, 2016 and is not intended to
be and should not be used by anyone other than these specified parties.

MoLamssn Hoath

November 15, 2017
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CITY OF HOLYOKE, MASSACHUSETTS
CONTRIBUTORY RETIREMENT SYSTEM

SCHEDULE OF EMPLOYER ALLOCATIONS

FY 2016
Actual Employer
Employer Allocation
Employer Contributions ERI Total Percentage
City of Holycke $ 11,712638 § 30839468 § 12,106,585 70.03%
Gas & Electric 3,458,286 183,692 3,641,978 21.07%
Holyoke Housing Authority 928,968 67,404 996,372 5.78%
Water Works 480,243 24,683 514,926 2.98%
Waste Water 28,251 - 28,251 0.18%
Total $ 16618387 § 669,726 § 17,288,112 100.00%

See actuarial assumptions in the City of Holyoke, Massachusetts
(Contributory Retirement System) audited financial statements.
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CITY OF HOLYOKE, MASSACHUSETTS
CONTRIBUTORY RETIREMENT SYSTEM

SCHEDULE OF PENSION AMOUNTS BY EMPLOYER
As of and for the year ended December 31, 2016

Holyoke Holyoke Holycke Holyoke
City of Gas and Waler Geriatric Waste Housing
Net Panslon Liabllity Holyoke Electric Works Authority Water Authority Total
Beginning net pension liability $ 104,326,326  § 30,700,334  § 4,193,761 § - $ 242,008 § 06,567,804 § 148,030,233
Ending net pension liability $ 102,104,322 30715656 $ 4342775 §$ - $ 238263 § 5,403,188 § 145804202
Defamred Qutflows of Resourcas
Net difference between projected and actual
investment samings on pension plan investments $ 7,061,537 $ 2124295 § 300,346 § - $ 16478 § 581,185 § 10,083,821
Changes of assumptions 5,551,966 1,670,177 236,140 - 12,958 456,927 7,928,168

Changes in proportion and differences between
emplayer contributions and proportionate share
of contributions 235,198 1,009,742 260,730 9,938 A4 274,724 1,791,378

Total Defered Outfiows of Resaurces $ 12849701 $ 4804214 $ 797216 $ G938 § 29478 § 1312816 § 19,803,363
Defarred Inflows of Resources
Difference bets ted and actual experience $ 3,337,784 § 1,004083 § 141,95 § - $ 788 0§ 274700 § 47663

Changes in proportion and differences between
employer contributions and proportionate

share of contributions 962,839 7,004 78,348 641,859 24,207 46,828 1,781,376
Total Defemed Inflows of Resources $ 4330723 $ 1011187 § 220314 $ 641958 § 31998 § 321528 $ 6557,707
Pansion Expense
Proportionate share of pension expense $ 13235079 § 3981458 §$ 562824 § - $ 30834 § 1,089,247 $ 18895552
Proportion changes and differences between
emplayer contributions and proportionate
share recognized as expense (208,810) 267,765 48,182 (167,964) (6,081) 56,858 -
Total Pension Expense $ 13028260 § 4249223 § 609106 § (157964) § 24853 § 1,146,105 § 18,809,562
Contributions
Actuarially determined contribution $ 12108585 § 384976 § 514928 § - § 28251 § 998,372 §$ 17,286,112
Contributions made (12,123,730) (3,641,978) (514,926) (4,918) (28,251) (998,372) 17,310,175)
Contribution deficiency / (excess) $ (17145 § - $ - $ (@4918) $ - $ - $ (22,083
Contributions as a parcentage of covered payroll 30.2% 32.0% 31.8% nia 34.3% 33.3% 30.8%
Daferred Inflows / (Outflows) Recognized in
Future Pension Expense
-June 30, 2018 $ 2911209 § 1205747 § 178,796 § (157964) § 1245 § 31347 § 4452507
June 30, 2019 2,911,209 1,205,746 178,800 {157,984) 1,245 313,47 4,452 507
June 30, 2020 2,180,100 088,818 148,133 (167,963) (439) 254,124 3422773
June 30, 2021 603,985 322,083 38,527 (158,948) {4,548) 115,790 917,869
June 30, 2022 (87,505) 70,833 31,843 818 @1 (5,568) -
Total Deferred Inflows / (Outflows) Recagnized in
Fulure Pension Expense § 8518978 § 3793027 § 576902 § (832021) § (2518 § 991288 § 13245856
Discount Rate Sensitivity
1% decrease (5.625%) $ 133,861,515 § 40260051 § 5693405 § - § 312,369 § 11,016,608  § 191,153,283
Current discount rate (7.62565%) $ 102104322 § 30,715856 §$ 4342775 § - $ 238,263 § B8,403188 § 1453804202
1% increase (8.625) $ 75282356 § 22646905 §3,201,064 § - $ 175673 § 6,195,738  § 107,502,636
Covered Payroll $ 40085823 $ 11,381,012 §$ 1819312 § - $ 82452 § 2996462 $ 56,166,081
Ses actuarial assumptions in the City of Holyoke, Massachusstts (Contributary Reti Y ) audited financial statements.
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ACCOUNTANTS = AUDITORS

MELANSON

years

51 Davis Street
Greenfield, MA 01301
(413)773-5405 phone
(413)773-7304 fax
melansonheath.com

Additional Offices:

Nashua, NH
Manchester, NH
Andover, MA
Ellsworth, ME

INDEPENDENT AUDITORS' REPORT

To the Retirement System Board
City of Holyoke, Massachusetts

We have audited the accompanying financial statements of the Holyoke Contributory
Retirement System (the Systermn), a component unit of the City of Holyoke,
Massachusetts as of and for the year ended December 31, 2015, and the related
notes to the financial statements, which collectively comprise the bhasic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

The System’s 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 opinions 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 the 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 staterments, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s
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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 fiduciary net position of the Holyoke Contributory Retirement System
as of December 31, 2015, and the respective changes in fiduciary net position for
the year then ended in accordance with accounting principles generally accepted in
the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United State of America require that
the Management’s Discussion and Analysis and the Schedules of Changes in the
Net Pension Liability, of Net Pension Liability, of Contributions, and of Investment
Returns, listed in the foregoing table of contents, 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, econemic, or historical context.
We have applied certain limited procedures to the required supplementary infor-
mation 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 cbtained 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 evidence sufficient to express an opinion or
provide any assurance.

May 25, 2017
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MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Holyoke Contributory Retirement System (the System), we
offer readers this narrative overview and analysis of the financial activities of the
System for the year ended December 31, 2015.

A. OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the basic
financial statements. The basic financial statements comprised of two components:
(1) fund financial statements and (2) notes to financial statements. This report
also contains other supplementary information in addition to the basic financial
statements themselves.

Fund financial statements. A fund is a grouping of related accounts that is used
to maintain control over resources that have been segregated for specific activities
or objectives. Fund accounting is used to ensure and demonstrate compliance
with finance-related legal requirements.

The Statement of Fiduciary Net Position presents information on the System’s
assets and liabilities and the resulting net position held in trust for pension
benefits. This statement reflects the System’s investments at fair value, as well
as cash, receivables and other assets and liabilities.

The Statement of Changes in Fiduciary Net Pcsition presents information
showing how the System’s net position available for benefits changed during the
year ended December 31, 2015. It reflects contributions by members and
participating employers along with deductions for retirement benefits, refunds
and transfers, and administrative expenses. Investment income during the period
is also presented showing income from investing.

The Notes to Financial Statements provide additional information that is essential
for the reader to gain a full understanding of the data provided in the financial
statements.

The Required Supplemental Information includes this management’s discussion

and analysis and Schedules of Changes in the Net Pension Liability, of Net
Pension Liability, of Contributions, and of Investment Returns.

B. FINANCIAL HIGHLIGHTS
o The System's total net position available for benefits was $247,287,712 at

December 31, 2015, which is an increase of $4,174,691 in comparison to the
prior year.
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¢« Employer and employee contributions to the plan were $22,511,429 which
represents a $29,723 increase over the preceding year. The employer share
of contributions represents 71.82% of the total contributions.

e Benefits paid to plan participants were $24,601,404. At December 31, 2015,
there were 935 retirees and beneficiaries in receipt of pension benefits.

o The System’s funded ratio as of the January 1, 2016 actuarial report was

62.55%.

C. FINANCIAL STATEMENT ANALYSIS

The following is a summary of financial statement data for the current and prior

fiscal years (in thousands).

FIDUCIARY NET POSITION
2015
Assets
Cash and receivables $ 21,747
Investments 225,735
Total assets 247,482
Liabilities
Accounts payable 194
Net Position § 247288
CHANGES IN FIDUCIARY NET POSITION
2015
Additions
Contributions $ 23843
Investment income, net 6,255
Total Additions 30,008
Deductions
Benefit payments 24,601
Other 1,322
Total Deductions 25,923
Changes in net position 4,175
Net position - beginning of year 243113
Net position - end of year $ 247,288
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230,586

243,297
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35,768
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1,826
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10,091
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The System’s total assets as of December 31, 2015 were $247,481,574 and
were mostly comprised of cash and investments. Total assets increased by
$4,184,423 or 1.72% from the prior year.

The System was 62.55% funded based on its actuarial valuation of January 1,
2016, with 6 years remaining in the amortization period for the 2010 ERI liability
and 16 years remaining for the remaining unfunded liability.

The amount needed to finance benefits is accumulated through the collection of
employers’ and employee’s contributions, reimbursements from the Common-
wealth of Massachusetts for pre-1998 COLA and through earnings on invest-
ments. Contributions and net investment gain for calendar year 2015 resulted in
total additions of $30,098,042. Employers’ contributions increased by $1,235 in
comparison to the prior year. The System had net investment gain of $6,255,452
in 2015, versus a net gain of $12,818,813 in 2014.

The primary deductions of the System include the payment of pension benefits
to participants and beneficiaries, refunds of contributions, and the costs of
administering the System. Total deductions for 2015 were $25,923,351, which
represents an increase of .96% over deductions of $25,677,182 in 2014. The
payment of pension benefits increased by $750,683 or 3.15% over the previous
year.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Holyoke
Contributory Retirement System’s finances. Questions concerning any of the infor-
mation provided in this report, or requests for additional financial information, should
be addressed to:

Holyoke Contributory Retirement System
20 Korean Veterans Plaza

Room 207

Holyoke, Massachusetts 01040
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HOLYCKE CONTRIBUTORY RETIREMENT SYSTEM
(A Component Unit of the City of Holyoke, Massachusetts)
Statement of Fiduciary Net Position
December 31, 2015

ASSETS
Cash and short-term investments $ 14,034,503
Investments 225,734,823
Accounts receivable 7,712,248
Total Assets $ 247,481,574

LIABILITIES AND NET POSITION

Accounts payable $ 193,862
Total Liabilities 193,862
Net position restricted for pensions 247,287,712
Total Liabilities and Net Position $ 247,481,574

The accompanying notes are an integral part of these financial statements.
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM

(A Component Unit of the City of Holyoke, Massachusetts)
Statement of Changes in Fiduciary Net Position
For the Year Ended December 31, 2015

Additions:
Contributions:
Employers $ 17,122,841
Plan members 5,388,788
Other systems and Commonwealth of Massachusetts 1,302,815
Other 28,346
Total contributions 23,842,590
Investment income:
Appreciation in fair value of investments 9,453,550
Less: management fees (3,198,098)
Net investment gain 6,255,452
Total additions 30,098,042
Deductions:
Benefit payments to plan members and beneficiaries 24,601,404
Refunds to plan members 605,190
Transfers to other systems 277,293
Administrative expenses 439,464
Total deductions 25,923,351
Net increase 4,174,691

Net position restricted for pensions:
Beginning of year 243,113,021

End of year $ 247,287,712

The accompanying notes are an integral part of these financial statements.
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM
Notes to Financial Statements

1. Description of Plan

The System’s plan is a defined benefit multiple employer cost sharing pension
plan covering the employees of 6 member units, except school department
employees who serve in a teaching capacity. The pensions of such employees
are administered by the Massachusetts Teachers’ Retirement Board. Eligible
employees must participate in the System. The pension plan provides pension
benefits, deferred allowances, and death and disability benefits. Chapter 32 of
the Massachusetts General Laws establishes the authority of the System,
contribution percentages and benefits paid. The System Retirement Board
does not have the authority to amend benefit provisions.

Membership of the plan consisted of the following at December 31, 2015:

Retirees and beneficiaries receiving benefits 935
Inactive participants entitled to a retum of their employee contributions 205
Inactive participants with a vested right to a deferred or immediate benefit 29
Active plan members 1,138
Total 2,307
Number of participating employers 6

Participant Contributions

Participants contribute a set percentage of their gross regular compensation
annually. Employee contribution percentages are specified in Chapter 32 of
the Massachusetts General Laws. The employee’s individual contribution
percentage is determined by their date of entry into the system. In addition, all
employees hired on or after January 1, 1979 contribute an additional 2% on
all gross regular compensation over the rate of $30,000 per year. The
percentages are as follows:

Before January 1, 1975 5%
January 1, 1975 - December 31, 1983 7%
January 1, 1984 - June 30, 1996 8%
Beginning July 1, 1996 9%

For those members entering a Massachusetts System on or after April 2, 2012 in
Group 1, the contribution rate will be reduced to 6% when at least 30 years of
creditable service has been attained.
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Employer Contributions

Employers are required to contribute at actuarially determined rates as
accepted by the Public Employee Retirement Administration Commission
(PERAC).

Participant Retirement Benefits

The System provides for retirement allowance benefits up to a maximum of
80% of a member's highest three-year average annual rate of regular
compensation for those hired prior to April 2, 2012 and the highest five-year
average annual rate of regular compensation for those first becoming
members of the Massachusetts System on or after that date. However, per
Chapter 176 of the Acts of 2011, for members who retire on or after April 2,
2012, if in the 5 years of creditable service immediately preceding retirement,
the difference in the annual rate of regular compensation between any 2
consecutive years exceeds 100 percent, the nommal yearly amount of the
retirement allowance shall be based on the average annual rate of regular
compensation received by the member during the period of 5 consecutive
years preceding retirement. Benefit payments are based upon a member's
age, length of creditable service, level of compensation and group
classification.

A retirement allowance may be received at any age, upon attaining 20 years
of service. The plan also provides for retirement at age 55 if the participant
was a member prior to January 1, 1978, with no minimum vesting require-
ments. If the participant was a member on or after January 1, 1978 and a
member of Groups 1 or 2, then a retirement allowance may be received if the
participant (1) has at least 10 years of creditable service, (2) is age 55, (3)
voluntarily left City employment on or after that date, and (4) left accumulated
annuity deductions in the fund. Members of Group 4, have no minimum
vesting requirements, however, must be at least age 55. Groups 2 and 4
require that participants perform the duties of the Group position for at least
12 months immediately prior to retirement.

A participant who became a member on or after April 2, 2012 is eligible for a
retirement allowance upon 10 years creditable service and reaching ages 60
or 55 for Groups 1 and 2, respectively. Participants in Group 4 must be at
least age 55. Groups 2 and 4 require that participants perform the duties of
the Group position for at least 12 months immediately prior to retirement.

A retirement allowance consists of two parts: an annuity and a pension. A
member's accumulated total deductions and a portion of the interest they
generate constitute the annuity. The difference between the total retirement
allowance and the annuity is the pension. The average retirement benefit is
approximately 80-85% pension and 15-20% annuity.
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Participant Refunds

Employees who resign from service and who are not eligible to receive a
retirement allowance are entitled to request a refund of their accumulated
total deductions. Members voluntarily withdrawing with at least 10 years of
service or involuntarily withdrawing, receive 100% of the regular interest that
has accrued on those accumulated total deductions. Members voluntarily
withdrawing with less than 10 years of service get credited interest each year
at a rate of 3%.

2. Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

The System is a member of the Massachusetts Contributory Retirement
Systems and is governed by Chapter 32 of the Massachusetts General Laws.
Because of the significance of its operational and financial relationship with
the City, the System is included as a pension trust fund in the City's basic
financial systems. The System is governed by a five-member board. The five
members include two appointed by the City, two elected by the members and
retirees, and a fifth member chosen by the other four members with the
approval of the Public Employee Retirement Administration Commission.

Summary of Significant Accounting Policies

The accounting policies of the System as reflected in the accompanying
financial statements for the year ended December 31, 2015 conform to
generally accepted accounting principles for public employee retirement
systems (PERS). The more significant accounting policies of the System are
summarized below:

Basis of Accounting

The System follows accounting policies mandated by the Commonwealth of
Massachusetts. The accounting records are maintained on the accrual basis
of accounting. Contributions from the City’'s employees are recognized as
revenue in the period in which employees provide services to the City.
Investments

Investment Policy

Investments are reported at fair value in accordance with PERAC require-
ments. System assets are managed on a total return basis with a long-term

objective of achieving and maintaining a fully funded status for the benefits
provided through the pension plan.

10
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Rate of Return

The money-weighted rate of return expresses investment performance, net of
investment expense, adjusted for the changing amounts actually invested.
For the year ended December 31, 2015, the annual money-weighted rate
of return on pension plan investments, net of pension plan investment
expenses, was not available.

3. Cash and Short-Term Investments

Custodial Credit Risk - Deposits. Custodial credit risk is the risk that in the
event of a bank failure, the System’s deposits may not be returned.
Massachusetts General Law Chapter 32, Section 23, limits the System’s
deposits “in a bank or trust company to an amount not exceeding ten percent
of the capital and surplus of such bank or trust company.” The System does
not have a deposit policy for custodial credit risk.

As of Decemher 31, 2015, none of the System’s bank balance of $12,175,572
was exposed to custodial credit risk as uninsured, uncollateralized, and
collateral held by pledging bank’s trust department not in the System’s name.

4. |Investments
A. Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not
fulfill its obligation to the holder of the investment. Massachusetts General
Law, Chapter 32, Section 23, limits the investment of System funds, to the
extent not required for current disbursements, in the PRIT Fund or in
securities, other than mortgages or collateral loans, which are legal for the
investment of funds in savings banks under the laws of the Common-
wealth, provided that no more than the established percentage of assets,
is invested in any one security.

All of the System’s investments are reported at fair value and are
comprised of pooled investment funds, which are exempt from credit risk
disclosure.

B. Custodial Credif Risk

The custodial credit risk for investments is the risk that, in the event of the
failure of the counterparty (e.g., broker-dealer) to a transaction, a
government will not be able to recover the value of its investment or
collateral securities that are in the possession of another party. The
System’s invesiment policy manages custodial credit risk through

1"
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diversification and the “prudent person” principles outlined in PERAC
guidelines.

All of the System’s investments of $225,734,823 are comprised of pooled
investment funds, which are exempt from custodial credit risk disclosure.

C. Concentration of Credit Risk

Massachusetts General Law Chapter 32, Section 23 limits the amount the
System may invest in any one issuer or security type, with the exception of
the PRIT Fund. The System’s investment policy limits the amount the
System may invest in any one issuer to 5%.

The System does not have an investment in one issuer greater than 5% of
total investments.

D. 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. The System’s invesiment policy manages
interest rate risk through diversification and pooled fund selection.

Due to the nature of the System’s investments, they are not subject to
interest rate risk disclosure.

E. Foreign Currency Risk

Foreign currency risk is the risk that changes in foreign exchange rates
will adversely affect the fair value of an investment. The System’s policy
does not specifically address foreign currency risk.

F. Fair Value

The System categorizes its fair value measurements within the fair value
hierarchy established by Governmental Accounting Standards Board
Statement No. 72 Fair Value Measurement and Application (GASB 72).
The hierarchy is based on the valuation inputs used to measure the fair
value of the asset. Level 1 inputs are quoted prices in active markets for
identical assets; Level 2 inputs are significant other observable inputs;
Level 3 inputs are significant unobservable inputs.

12
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All of the System'’s investments are in pooled funds, which are not meas-
ured at fair value, but instead measured at net asset value (NAV). The
following summarizes the System’s pooled investments at December 31,
2015:

Description
Investments measured at

the net asset value (NAV):
Extemal investment pool § 225,734,823

Redemption

Frequency Redemption
Unfunded (If currently Notice
Description Value Commitments eligible) Period
Domestic equity $ 74,480,950 $ - Quarterly 30 days
Intemational equity 46,553,561 - Quarterly 30 days
Domestic fixed income 33,611,200 - Quarterly 30 days
Alternative investments 43,083,643 - Quarterly 30 days
Real estate equity 25,887,518 - Quarterly 30 days
State pool 2,117,951 - Quarterly 30 days

5. Accounts Receivable

Annually, the Public Employee Retirement Administration (PERAC) determines
the amount of employer contributions (pension appropriations) to be made to
the System. The accounts receivable this balance represents primarily legal
amounts due from employers for pension appropriation not received until after
December 31, 2015.

8. Accounts Payable

This balance primarily represents payment for withholdings from retiree benefits
paid after December 31, 2015.

The net pension liability was based on an actuarial valuation dated January 1,
2016.

13
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The components of the net pension liability of the participating employers at
December 31, 2015 were as follows:

A. Net Pension Liability of Employers

Total pension liability $ 305,317,945
Plan fiduciary net position (247,287,712)
Employers' net pension liability $ 148,030,233

Plan fiduciary net position as a percentage of total
pension liability 62.55%

B. Actuarial Assumptions

A summary of the actuarial assumptions as of the latest actuarial valuation
is shown below:

Valuation Date 11/20186
Actuarial cost method Entry Age
Actuarial assumptions:
Investment rate of retum 7.625%
Projected salary increases 4.25-4.75%
Infiation rate 3.50%
Post-retirement cost-of-living adjustment 3% on first $12,000

Pre-retirement rates for mortality were based on RP-2000 Employees
table projected generationally with Scale BB2D and a base year of 2009
and post-retirement rates for mortality were based on RP-2000 Healthy
Annuitant table projected generationally with Scale BB2D and a base year
of 2009. For disabled retirees, the rates reflect the RP-2000 Healthy
Annuitant table projected generationally with Scale BB and a base year of
2015.

Changes of assumptions

Investment rate of return was reduced from 7.75% in 2013 to 7.625% in
2015. While the mortality tables did not change, the Scale was changed
from AA to BB2D, along with other modifications in how the tables were
used, to better reflect a general improvement in mortality. Total changes in
assumptions had the effect of increasing the total pension liability by $12
million.

14
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C. Target Allocations

The long-term expected rate of return on pension plan investments was
determined using a building-block method in which best-estimates ranges
of expected future real rates of return (expected returns, net of pension
plan investment expense and inflation) are developed for each major asset
class. These ranges are combined to produce the long-term expected rate of
return by weighting the expected future real rates of return by the target
asset allocation percentage and by adding expected inflation. Best
estimates of arithmetic real rates of return for each major asset class
included in the System'’s targeted asset allocation are summarized in the
following table.

Long-tem

Target Expected

Asset Real Rate

Asset Class Allocation of Retum
Cash 5.19% 1.11%
Domestic equity 31.26% 6.49%
Intemational developed markets equity 14.74% 7.16%
Intemational developed markets equity 4.82% 9.46%
Core fixed income 12.05% 1.68%
High-yield fixed income 2.08% 4.76%
Real estate 10.88% 4.37%
Commadities 0.97% 4.13%
Hedge fund, GTAA, Risk parity 0.89% 3.680%
Private equity 17.12% 11.04%

100.00%

D. Discount Rate

The discount rate used to measure the total pension liability was 7.625%.
The projection of cash flows used to determine the discount rate assumed
that contributions from participating employers will be made based on the
actuarially determined rates based on the Board's funding policy, which
establishes the contractually required rates by Statute. Based on those
assumptions, the System’s fiduciary net position was projected to be avail-
able to make all the projected future benefit payments of current plan
members. Therefore, the long-term expected rate of return on pension
plan investments was applied to all periods of projected benefit payments
to determine the total pension liability.

E. Sensitivity of Discount Rate

The following presents the net pension liability of the participating
employers calculated using the discount rate of 7.625%, as well as what
the participating employers’ net pension liability would be if it were

15

Holyoke Retirement System Audit Report 134



calculated using a discount rate that is 1 percentage-point lower (6.625%)
or 1 percentage-point higher (8.625%) than the current rate:

Current
1% Discount 1%
Decrease Rate Discount
(6.625%) (7.625%) (8.625%)
Participating employers'
net pension liability $192,275,093  $148,030,233  $110,667,049

F. Deferred Qutflows/Infiows of Resources

The following schedule reflects the deferred outflows/inflows of resources
for the System for the year ended December 31, 2015:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Net difference between projected and actual
eamings on pension plan investments $ 13,108,810 $ -
Differences between expected and actual
experience - (5,957,914)
Changes of assumptions 9,910,208
Changes in proportion and difference
between contributions and proportionate 1,631,009 {(1,631,099)
Total $ 24,650,117 $ (7.589,013)

The following summarizes changes in deferred outflows/inflows:

Beginning Amortization
Balance Current of Amounts
on Prior Measurement Recognized in
Measurement Measurement Period Current Period End of Year

Year Period  Period Deferrals Additions Pension Expense Balance
Deforrad Outflows (Inflows) of Resources

Net Differences between
projected and actual eamings on
pension plan investments 2014 5 $ 4,118,936 $ - $ (1,020,734) $ 3,089,202
2015 5 - 12,524,510 (2,504,902) 10,019,608
Diffarence betwesn expected
and actual experience 2015 6 - {7,149,497) 1,191,583 (5,857,914)
Changes of assumptions 2015 6 - 11,882,250 (1,982,042) 9,910,208
Changes in proportion and differences
between contributions and proportionate
share of contributions 2014 6 870,157 - {174,031) 896,128
2014 6 (870,157) - 174,031 (696,126)
2015 6 - 1,121,968 {188,995) 834,973
2015 6 {1,121,968) 186,995 (934,973)
Total Collective Defered Outflows (Inflows) $ 4,118,936 $ 17,287,263 $ (4,325,095 $ 17,061,104
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The following schedule reflects the amortization of the balance of deferred
outflows/inflows of resources:

Deferred Defered
Outflows Inflows

Year ended June 30;

2017 $ 5,877,704 $ (1,552,609)
2018 5,877,704 (1,552,609)
2019 5,877,704 (1,552,609)
2020 4,847,970 (1,552,609)
2021 2,169,035 (1,378,577)
Total $ 24,650,117 $ (7,589,013)

17
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM
Schedule of Changes in the Net Pension Liability

(Unaudited)

Total pension liability
Senice cost
Interest on unfunded liability - time value of $
Differences between expected and actual experience
Changes of assumptions
Benefit payments, including refunds of member contributions

Net change in total pension liability
Total pension liability - beginning
Total pension liability - ending (a)
Plan fiduciary net position *
Contributions - employer
Contributions - member
Net investment income

Benefit payments, including refunds of member contributions
Administrative expense

Net change in plan fiduciary net position
Plan fiduciary net position - beginning
Plan fiduciary net position - ending (b)

Net pension liability (asset) - ending (a-b)

* Reflects certain classification differences from page 7.

2015 2014
8,414,306 $ 8,078,561
28,952,164 28,008,915
(7,149,497) .

11,892,250 .
(23,906,564) (24,507,976)
18,202,659 11,489,500
377,115,286 365,625,786
395,317,945 $ 377,115.286
17,141,508 $ 17,152,253
5,122,280 5,201,136
6,236,841 12,805,347
(23,906,564) (24,597,978)
{419,464) (469,547)
4,174,601 10,091,213
243,113,021 233,021,808
247,287,712 $ 243,113,021
148,030,233 $ 134,002,265

Schedule is intended to show information for 10 years. Additional years will be displayed as they become

available.
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM
Schedules of Net Pension Liability, Contributions, and Investment Retumns

(Unaudited)

Schedule of Net Pension Liability 2015 2014
Total pension liability $ 395317945 $ 377,115,286
Plan fiduciary net position 247,287,712 243,113,021

Net pension liability (asset) $ 148,030,233 $ 134,002,265
Plan fiduciary net position as a percentage of the total pension liability 62.55% 64.47%
Covered employee payroll $ 53,758,378 $ 57,502,791
Participating employer net pension liability (asset)

as a percentage of covered employee payroll 275.36% 233.04%
Schedule of Contributions 2015 2014
Actuarially determined contribution $ 17,118,305 $ 17,118,305
Contributions in relation to the actuarially determined contribution 17,137,262 17,149,152

Contribution deficiency (excess) $ (18,957) $ (30,847)
Covered employee payroll $ 53,758,378 $ 57,502,791
Contributions as a percentage of covered employee payroll 31.88% 29.82%
Schedule of Investment Returns 2015 2014
Year Ended December 31
Annual money weighted rate of retumn, net of investment expense unavailable unavailable

Schedules are intended to show information for 10 years. Additional years will be displayed as they become
available.
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ACCOUNTANTS = AUDITORS

MELANSON

years

51 Davis Street
Greenfield, MA 01301
(413)773-5405 phone
(413)773-7304 fax
melansonheath.com

Additional Offices:

Nashua, NH

Manchester, NH

Andover, MA
INDEPENDENT AUDITORS' REPORT Ellsworth, ME

To the Retirement System Board
City of Holyoke, Massachusetts

Report on Schedules

We have audited the accompanying schedule of employer allocations of the Holyoke
Contributory Retirement System as of and for the year ended December 31, 2015.
We have also audited the total for all entities of the columns titled net pension liability,
total deferred outflows of resources, total deferred inflows of resources, and total
pension expense (specified column totals) included in the accompanying schedule of
pension amounts by employer of the Holyoke Contributory Retirement System as of
and for the year ended December 31, 2015.

Management’s Responsibility for the Schedules

Management is responsible for the preparation and fair presentation of these
schedules 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 the schedules that
are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on the schedule of employer allocations and
the specified column totals included in the schedule of pension amounts by
employer 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 the audit o obtain reasonable assurance about
whether the schedule of employer allocations and specified column totals included in
the schedule of pension amounts by employer are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the schedule of employer allocations and specified column totals
included in the schedule of pension amounts by employer. The procedures selected
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depend on the auditor's judgment, including the assessment of the risks of material
misstatement of the schedule of employer allocations and specified column totals
included in the schedule of pension amounts by employer, whether due te fraud or
error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the schedule of employer
allocations and specified column totals included in the schedule of pension amounts
by employer in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinicn 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
reascnableness of significant accounting estimates made by management, as well
as evaluating the overall presentation of the schedule of employer allocations and
specified column totals included in the schedule of pension amounts by employer.

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

Opinions

In our opinion, the schedules referred tc above present fairly, in all material respects,
the employer allocations and net pension liability, total deferred outflows of resources,
total deferred inflows of resources, and pensicn expense for the Holyoke Contrib-
utory Retirement System as of and for the year ended December 31, 2015, in
accordance with accounting principles generally accepted in the United States of
America.

Restriction on Use

Our report is intended solely for the information and use of Holyoke Contributory
Retirement System management, the Retirement Board, and System employers and
their auditors as of and for the year ended December 31, 2015 and their auditors

and is not intended to be and should not be used by anyone other than these
specified parties.

Melamson Heoth

May 25, 2017
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HOLYOKE CONTRIBUTORY RETIREMENT SYSTEM

Employer

City of Holyoke

Gas & Electric

Holyoke Housing Authority
Water Works

Waste Water

Total

Schedule of Employer Allocations

FY 2015
Pension Total Employer
Fund Employer Allocation
Appropriation ERI Contributions Percentage
$ 11680058 § 384300 § 12,064,359 70.48%
3,368,203 182,002 3,550,205 20.74%
925,186 65,600 990,786 5.79%
460,947 24,022 484,969 2.83%
27,986 - 27,986 0.16%
$ 16,462,381 $ 655924 § 17,118,305 100.00%

See actuarial assumptions in the Holyoke Contributory Retirement System audited financial statements.
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COMMONWEALTH OF MASSACHUSETTS
Public Employee Retirement Administration Commission

Five Middlesex Avenue, Suite 304 | Somerville, MA 02145
Phone: 617-666-4446 | Fax: 617-628-4002

TTY: 617-591-8917 | Web: www.mass.gov/perac
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