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August 29, 2025

The Public Employee Retirement Administration Commission (PERAC) has completed a review of the
audits of the Lexington Retirement System conducted by the firms of Marcum, Melanson and
Melanson Heath, Certified Public Accountants (the firms). The firms conducted these audits in
accordance with auditing standards generally accepted in the United States of America (GAAS). The
audits covered the period from January 1, 2017 to December 31, 2022. Melanson (Melanson Heath)
was subsequently acquired by the firm of Marcum, LLP which was then acquired by CBIZ, Inc.

We conducted an inspection of the work papers prepared by the CPA firms. 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 the CPA firms 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: 1) that the Board is exercising appropriate fiduciary oversight, 2) that
cash balances are accurately stated, 3) that investment balances and management fees are
accurately stated, 4) that retirement contributions are accurately deducted, 5) that retirement
allowances were correctly calculated, 6) that retiree overearnings were properly accounted for, 7)
that refunds were properly computed and promptly paid out, and 8) that required member
documentation is maintained.

To achieve these objectives, we inspected certain records of the Lexington Retirement Board in the
above areas. Specifically, we reviewed the minutes of the Board meetings for compliance with
fiduciary oversight, verified cash balances, verified investment balances, and reviewed management
fees. 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 sample of members who retired during our audit period to verify that their
retirement allowance was calculated in accordance with the statute. We reviewed retiree
overearnings collections and sampled refunds. We also reviewed a sample of member files for
accuracy and completeness.
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In our opinion, the financial records are being maintained and the management functions are being
performed in conformity with the standards established by PERAC with the exception of those
related to our supplemental work which are detailed in the findings presented in this report.

It should be noted that the financial statements included in this audit report were based on the work
performed by Marcum, Melanson and Melanson Heath, CPAs 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, 2022, December 31, 2021, December 31, 2020,
December 31, 2019, December 31, 2018, and December 31, 2017.

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

Sincerely,

74 ?;%

William T. Keefe
Executive Director



EXPLANATION OF FINDINGS AND RECOMMENDATIONS

1. Excess Earnings for Disability Retirees:

The Lexington Retirement Board needs to implement a better system to track the repayment of
excess earnings. The one member reviewed had excess earnings in 3 calendar years, and too much
was collected for each of them, resulting in the member overpaying approximately $3,000. With
transition in Board administration, it is unclear how this happened.

Besides the errors in collecting the excess earnings, there were also mistakes in the allowance that
was being paid to the member, generally involving either COLAs or dependent amounts. Finally, they
did not record the collections to the proper general ledger account of #4841 Recovery of
Overearnings.

Recommendation: The board should perform a reconciliation of the current status of this members’
account and make any adjustments needed. In the future, the board should implement a system to
track collections of overearnings. They should also use the correct account to record the repayment
amounts.

Board Response:
The Board is working on a better system to track repayment of excess earnings. A reconciliation will
be performed and adjustments made where necessary.

2. Bank Reconciliations

Bank reconciliations are not being prepared by the Town Treasurer and the bank statements and
reconciliations are not being presented to the retirement board for review. Internal control would be
improved if these two items were to be performed. We also noted that there was a $350,000 variance
when we reviewed the March 2024 bank reconciliation due to a journal entry that was mis-posted.
This variance carried through every month until we brought it to the board’s attention. This was
corrected in October 2024.

Recommendation: Since the Town Treasurer is the custodian of the retirement system's funds
pursuant to G.L. c. 32, § 23(2)(a), the Treasurer is obligated to perform a monthly reconciliation of all
retirement system cash accounts. Reconciliations should be provided to board members as part of
their financial package. Lastly, variances identified in the reconciliation process should be promptly
resolved.

Board Response:

Internal Controls are a high priority for the Board. The newly appointed Treasury Assistant will be
performing the monthly cash reconciliation once she’s been brought up to speed since she just started
on August 25, 2025. We will work closely with the Treasurer’s Office to ensure that outstanding
checks are handled in a timely fashion.

FINAL DETERMINATION:
PERAC Audit staff will follow up in six (6) months to ensure appropriate actions have been taken
regarding all findings.

Lexington Retirement System Audit Report 3



SUPPLEMENTARY INFORMATION

SCHEDULE OF ALLOCATION OF INVESTMENTS OWNED

(percentages by category)

AS OF DECEMBER 31, 2022
PERCENTAGE
OF TOTAL

MARKET VALUE ASSETS
Cash $12,295,510 6.4%
Pooled Domestic Equity Funds 92,478,586 48.4%
Pooled International Equity Funds 11,073,977 5.8%
Pooled Domestic Fixed Income Funds 3,864,551 2.0%
Pooled Alternative Investment Funds 45,238,830 23.7%
Pooled Real Estate Funds 8,024,886 4.2%
Hedge Funds 18,002,442 9.4%
Grand Total $190,978,784 100.0%

For the year ending December 31, 2022, the rate of return for the investments of the Lexington
Retirement System was -14.47%. For the ten-year period ending December 31, 2022, the rate of
return for the investments of the Lexington Retirement System averaged 7.16%. For the 38-year
period ending December 31, 2022, since PERAC began evaluating the returns of the retirement
systems, the rate of return on the investments of the Lexington Retirement System was 8.42%.

The composite rate of return for all retirement systems for the year ending December 31, 2022 was
-10.84%. For the ten-year period ending December 31, 2022, the composite rate of return for the
investments of all retirement systems averaged 8.18%. For the 38-year period ending December 31,
2022, since PERAC began evaluating the returns of the retirement systems, the composite rate of
return on the investments of all retirement systems averaged 8.99%.

Lexington Retirement System Audit Report



SUPPLEMENTARY INFORMATION (Continued)

ADMINISTRATION OF THE SYSTEM

The System is administered by a five-person Board of Retirement consisting of the Assistant Manager
For Finance 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: Carolyn Kosnoff

Appointed Member  Frederick Weiss Term Expires 01/11/2027
Elected Member: Robert Cunha, Chairperson Term Expires: 06/30/2026
Elected Member: Joseph Foley Term Expires: 12/29/2026
Appointed Member:  Alan Fields Term Expires: 01/20/2027

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 Lexington Retirement Board has adopted Regulations which are available on the PERAC website
at https://mass.gov/Lexington-retirement-board-regulations.

Lexington Retirement System Audit Report 5
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MEMBERSHIP EXHIBIT

SUPPLEMENTARY INFORMATION (Continued)

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Retirement in Past Years
Superannuation 23 21 23 21 27 32 18 10 13 22
Ordinary Disability 1 0 0 0 1 1 0 0 0 0
Accidental Disability 0 1 0 1 1 0 0 1 0 0
Total Retirements 24 22 23 22 29 33 18 11 13 22
Total Retirees, Beneficiaries
and Survivors 394 400 409 425 438 456 465 457 462 467
Total Active Members 662 677 701 715 727 750 780 773 744 761
Pension Payments
Superannuation| $ 6,093,221 | $ 6,324,970 | $ 6,093,221 | $ 7,153,105 | $ 7,810,329 | $ 8,709,077 [ $ 9,321,134 | $ 9,396,382 | $ 9,722,951 | $ 10,048,110
Survivor/Beneficiary Payments 307,638 386,662 307,638 423,048 500,181 502,929 534,540 584,247 634,212 686,006
Ordinary Disability 49,644 63,283 49,644 65,840 34,632 8,728 5,706 5,958 6,218 6,486
Accidental Disability 652,259 683,391 652,259 699,077 725,168 880,889 872,286 866,301 793,135 781,187
Other 651,506 584,613 1,482,937 695,817 992,180 1,112,527 1,046,431 1,135,141 1,178,199 1,232,161
Total Payments for Year 7,754,269 8,042,919 8,585,700 9,036,888 | $10,062,489 | $11,214,150 | $ 11,780,098 | $11,988,029 | $12,334,714 | $12,753,951
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SUPPLEMENTARY INFORMATION (Continued)

OTHER POST EMPLOYMENT BENEFITS (OPEB)

Chapter 317 of the Acts of 2002 allowed the Town of Lexington to establish a Post Retirement
Insurance Liability Fund to pay premium costs and claim costs on behalf of retired town employees
and eligible spouses and dependents.

The Town administers a single-employer defined benefit healthcare plan (“the Other Post
Employment Benefit Plan”). The plan provides lifetime healthcare insurance for eligible retirees,
their spouses and covered dependents through the Town’s health insurance plan.

The actuarial valuation of the Town of Lexington’s Post Retirement Insurance Liability Fund was
prepared by Stone Consulting, Inc. as of June 30, 2023, in accordance with GASB Statement No. 74.
The components of the net OPEB liability of the Town of Lexington at June 30, 2023, were as follows:

Total OPEB Liability $ 268,217,947
Less: OPEB plan's fiduciary net position: 27,825,878
Net OPEB Liability $ 240,392,069

The OPEB plan's fiduciary net position
as a percentage of the total OPEB liability 10.37%

ACTUARIAL METHODS AND ASSUMPTIONS

Actuarial Cost Method Entry Age Normal Cost
Asset Valuation Method Market Value with Payables and Receivables
Discount Rate 5.12% per year, net of investment expenses
Healthcare Cost Trend Rate Varies by plan type
Salary Increases Based on on employment group and years of service

PLAN MEMBERSHIP

Actives 1,652
Retirees and Beneficiaries 1,013
Inactives 23
Total 2.688

Lexington Retirement System Audit Report 7



SUPPLEMENTARY INFORMATION (Continued)

OPEB Schedules - GASB Disclosure Information

The Schedule of Changes in the Town of Lexington’s Net OPEB Liability and related Ratios presents
multi-year trend information on changes in the Plan’s total OPEB liability, changes in the Plan’s net
position and ending net OPEB liability. It also demonstrates the Plan’s net position as a percentage of
the total liability and the Plan’s net other postemployment benefit liability as a percentage of covered-
employee payroll.

The Schedule of the Town of Lexington’s Contributions presents multi-year trend information on the
Town’s actual contributions to the other postemployment benefit plan and related ratios.

The Schedule of Investment Returns presents multi-year trend information on the money-weighted
investment on the Plan’s other postemployment assets, net of investment expense.

These schedules are intended to present information for ten years. Until a ten-year trend is compiled,
information is presented for those years for which information is available.

SCHEDULE OF CHANGES IN THE TOWN OF LEXINGTON’S NET OPEB
LIABILTIY AND RELATED RATIOS

June 30, June 30, June 30, June 30, June 30, June 30, June 30,
2023 2022 2021 2020 2019 2018 2017

Total OPEB Liability
Service Cost $ 8,501,758 $ 11,311,062 $ 5,129,907 $ 4,980,492 $ 4,766,021 $ 4,498,108 $ 4,304,410
Interest 12,937,579 10,769,471 11,017,062 10,428,694 11,419,598 10,813,966 10,278,936
Changes of benefit returns 5,218,262 - - - - - -
Differences between expected and actual experience (3,713,961) 9,684,097 (4,817,476) - (30,474,922)
Changes of assumptions 8,324,980 (42,986,402) 117,269,091 - 7,869,892 - -
Benefit payments (9,584,460) (8,540,414) (8,133,728) (7,164,146) (6,855,642) (8,131,110) (7,172,839)
Net change in Total OPEB liability 21,684,158 (19,762,187) 120,464,856 8,245,040 (13,275,053) 7,180,964 7,410,507
Total OPEB liability - beginning 246,533,789 266,295,974 145,831,118 137,586,078 150,861,131 143,680,167 136,269,660
Total OPERB liability - ending (a) $ 268,217,946 $ 246,533,789 $ 266,295,974 $145,831,118 $ 137,586,078 $ 150,861,131 $ 143,680,167
Plan Fiduciary Net Position
Contributions - employer $ 11,519,946 $ 10,613,400 $ 8,883,728 $ 9049632 $ 8,698,537 $ 9,371,961 $ 8,154,066
Net investment income 2,336,764 (2,577,711) 4,842,171 806,796 1,455,542 762,693 1,022,709
Benefit payments (9,584,460) (8,540,414) (8,133,728) (7,164,146) (6,855,642) (7,529,066) (6,641,748)
Net change in Plan Fidicuiary Net Position 4,272,250 (504,725) 5,592,171 2,692,282 3,298,437 2,605,588 2,535,027
Plan Fiduciary Net Position - beginning 23,553,628 24,058,353 18,466,182 15,773,900 12,475,463 9,869,875 7,334,848
Plan Fiduciary Net Position - ending (b) 27,825,878 23,553,628 24,058,353 18,466,182 15,773,900 12,475,463 9,869,875
Net OPEB Liability - ending ((a) -(b)) $ 240,392,068 $ 222,980,160 $ 242,237,621 $127,364,936 $121,812,178 $ 138,385,668 $ 133,810,292
Plan fiduciary Net Position as a Percentage of Total OPEB Liability 10.37% 9.55% 9.03% 12.66% 11.46% 8.27% 6.87%
Covered-Employee Payroll $ 49,009,764 $ 48,600,440 $ 47,280,885 $ 44,676,849 $ 40,905,690 $ 39,368,236 $ 38,445,876
Net OPEB Liability as a Percentage of Covered-Employee Payroll 490.50% 458.80% 512.34% 285.08% 297.79% 351.52% 348.05%
Annual money weighted rate of return, net of invesment expense 10.00% (10.39%) 25.20% not available not available not available not available
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SUPPLEMENTARY INFORMATION (Continued)

SCHEDULE OF TOWN OF LEXINGTON’S CONTRIBUTIONS

Contributions

Contributions

as a

Town in relation to percentage of
Actuarially  the Actuarially  Contribution Covered Covered-
Determined Determined Deficiency/ Employee- Employee-
Measurement  Contribution  Contribution (Excess) Payroll Payroll
Date (a) (b) (a-b) (c) (b/c)
6/30/2023 $ 8,149,350 $ 9,209,350 $ (1,060,000) $ 49,009,764 18.79%
6/30/2022 7,417,500 7,417,500 - 48,600,440 15.26%
6/30/2021 6,679,199 6,679,199 - 47,280,885 14.13%
6/30/2020 6,334,436 6,334,436 - 44,676,849 14.18%
6/30/2019 5,940,077 5,940,077 - 40,905,690 14.52%
6/30/2018 5,697,982 5,697,982 - 39,368,236 14.47%
6/30/2017 5,442,774 5,442,774 - 38,445,876 14.16%
6/30/2016 5,185,901 5,185,901 - 37,214,557 13.94%
6/30/2015 4,919,154 4,919,154 - 33,252,199 14.79%

SCHEDULE OF INVESTMENT RETURNS

Year

Annual Money-W eighted
Rate of Return
net of investment expense

June 30, 2023
June 30, 2022
June 30, 2021

10.00%
(10.39%)
25.20%

June 30, 2020
June 30, 2019
June 30, 2018
June 30, 2017

not available
not available
not available
not available
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We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the
basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion
or provide any assurance.

Moreunt LLP

Boston, MA
October 15, 2024
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Auditors’ Responsibilities for the Audit of The Schedules

Our objectives are to obtain reascnable assurance about whether the schedules as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute
assurance and, therefore, is not a guarantee that an audit conducted in accordance with GAAS will
always detect a material misstatement when it exists. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control. Misstatements are considered material if there is a substantial likelihood that, individually
or in the aggregate, they would influence the judgment made by a reasonable user based on the
schedules.

In performing an audit in accordance with GAAS, we:

s Exercise professional judgment and maintain professional skepticism throughout the audit.

o Identify and assess the risks of material misstatement of the schedules, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the schedules.

e Obtain an understanding of internal control relevant to the audit 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 System’s internal control. Accordingly, no such
opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the schedules.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control-related matters that we identified during the audit.

Restriction on Use

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

year ended December 31, 2022 and is not intended to be and should not be used by anyone other
than these specified parties.

Mareun LLP

Boston, MA
October 15, 2024
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of the capital and surplus of such bank or trust company.” The System does not have
formal deposit policies for custodial credit risk.

As of December 31, 2021, $13,502,931 of the System’s bank balance of $13,752,931 was
exposed to custodial credit risk as uninsured or uncollateralized.

Investment Summary
The following is a summary of the System’s investments as of December 31, 2021:

Investment Type Amount

Equity mutual funds S 33,317,952
Pooled alternative investments 18,374,714
Pooled investments 163,571,980
Total investments S 215,264,646

Credit Risk — Investments of Debt Securities

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 Laws, 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. The System does not have formal investment policies
related to credit risk.

As of December 31, 2021, all of the System’s investments of $215,264,646 were unrated
by nationally recognized statistical rating organizations.

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, the System will not he able to
recover the value of its investment or collateral securities that are in the possession of
another party. The System does not have formal investment policies related to custodial
credit risk.

As of December 31, 2021, the System did not have any investments exposed to custodial
credit risk disclosure as investments in open-end mutual funds and external investment
pools are not exposed to custodial credit risk because their existence is not evidence by
securities that exist in physical or book entry form.

Concentration of Credit Risk
Concentration of credit risk is the risk of loss attributable to the magnitude of the
System’s investment in a single issuer. Massachusetts General Laws Chapter 32, Section

14
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Commitments and Contingencies

CoViD-19

The COVID-19 pandemic in the United States (and across the globe) has resulted in
economic uncertainties. There is considerable uncertainty around the duration and
scope of the economic disruption. 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 individuals served by the System,
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.

Outstanding Legal Issues

On an ongoing basis, there are typically pending legal issues in which the System is
involved. The System’s management is of the opinion that the potential future
settlement of these issues would not materially affect its financial statements taken as a
whole.

Unfunded Capital Commitments - Investments
As of December 31, 2021, the System had $4,776,398 in outstanding capital
commitments.

Net Pension Liability of Participating Employers

The net pension liability was based on an actuarial valuation dated January 1, 2021.

Net Pension Liability of Employers
The components of the net pension liability of the participating employers at December 31,
2021 were as follows:

Total pension liability S 264,587,599
Plan fidudiary net position (232,512,379)
Employers' net pension liability S 32,075,220
Plan fiduciary net position as a percentage
of total pension liahility 87.88%
17
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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 geometric real rates of return for each major asset class included in the
System’s targeted asset allocation as of December 31, 2021, are summarized in the
following table:

Long-Term
Target Expected
Asset Real Rate
Asset Class Allocation of Return
U.S. equity 27.00% 4.50%
Private equity 12.00% 7.60%
Emerging market equity 11.00% 6.10%
Developed market equity (non-US) 10.00% 5.20%
Investment grade bonds 9.00% 0.20%
Core private real estate 7.00% 3.80%
Core infrastructure 7.00% 5.00%
TIPS 6.00% 0.20%
High yield bonds 5.00% 2.20%
Emerging market bonds (major) 2.50% 2.00%
Emerging market bonds (local) 2.50% 2.30%
Value-added real estate 1.00% 5.80%
Long gov bonds 0.00% 0.60%

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. 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 liahility.
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of the capital and surplus of such bank or trust company.” The System does not have
formal deposit policies for custodial credit risk.

As of December 31, 2020, $20,923,062 of the System’s bank balance of $21,408,211 was
exposed to custodial credit risk as uninsured or uncollateralized.

Investment Summary
The following is a summary of the System’s investments as of December 31, 2020:

Investment Type Amount

Equity mutual funds S 26,775,117
Pooled alternative investments 16,787,958
Pooled investments 140,821,370
Total investments S 184,384,445

Credit Risk — Investments of Debt Securities

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. The System does not have formal investment policies
related to credit risk.

As of December 31, 2020, all of the System’s investments of $184,384,445 were unrated
by nationally recognized statistical rating organizations.

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, the System will not he able to
recover the value of its investment or collateral securities that are in the possession of
another party. The System does not have formal investment policies related to custodial
credit risk.

As of December 31, 2020, the System did not have any investments exposed to custodial
credit risk disclosure as investments in open-end mutual funds and external investment
pools are not exposed to custodial credit risk because their existence is not evidence by
securities that exist in physical or book entry form.
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Commitments and Contingencies

CcoViD-19

The COVID-19 pandemic in the United States {and across the globe) has resulted in
economic uncertainties. There is considerable uncertainty around the duration and
scope of the economic disruption. 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 individuals served by the System,
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.

Outstanding Legal Issues

On an ongoing basis, there are typically pending legal issues in which the System is
involved. The System’s management is of the opinion that the potential future
settlement of these issues would not materially affect its financial statements taken as a
whole.

Unfunded Capital Commitments - Investments
As of December 31, 2020, the System had $1,597,991 in outstanding capital
commitments.

Net Pension Liability of Participating Employers

The net pension liability was based on an actuarial valuation dated January 1, 2021.

Net Pension Liability of Employers
The components of the net pension liability of the participating employers at December 31,
2020 were as follows:

Total pension liability S 255,486,522
Plan fiduciary net position (209,058,109}
Employers' net pension liability S 46,428,413
Plan fiduciary net position as a percentage
of total pension liability 81.83%
16
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MANAGEMENT'S DISCUSSION AND ANALYSIS

As management of the Lexington 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, 2019.

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, liabilities,
and net position restricted for pensions. This statement reflects the System’s investments at
fair value, as well as cash, receivables, and accounts payable.

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. This statement reflects contributions by plan members and participating employers,
other contributions, investment activity, deductions for benefit payments to plan members and
beneficiaries, 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.

Financial Highlights
e The System’s total net position restricted for pensions was $187,858,271 at December 31,

2019, which represents a change of $26,912,669, or 16.72%, over the prior year. This
change is primarily due to favorable returns on System investments in calendar year 2019.
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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 five years of creditable service immediately preceding retirement, the difference in the
annual rate of regular compensation between any two 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 five 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 four classes of membership in the System, but one of these classes, Group 3, is
made up exclusively of the Massachusetts State Police. The other three classes are as
follows:

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

¢ Group 2 — Certain specified hazardous duty positions.

o Group 4 — Police officers, firefighters, and cther 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 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.
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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.

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

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

s 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.

¢ Option C — A reduced annual allowance, payable in monthly installments, commencing
at retirement. At the death of the retired employee, two-thirds 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 3.00%.

10
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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 Town, the System is included as a
pension trust fund in the Town’s basic financial statements. The System is governed by a
five-member board. The five members include two appointed by the Town, two elected
by the members and retirees, and a fifth member chosen by the other four members
with the approval of PERAC.

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 Town of Lexington, Massachusetts and Lexington
Housing Authority 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 19.49%. The
money-weighted rate of return expresses investment performance, net of investment
expense, adjusted for the changing amounts actually invested throughout the year.

3. Deposits and 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

11
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company.” The System does not have formal policies related to custodial credit risk of
deposits.

As of December 31, 2019, $7,887,936 of the System’s bank balances of $8,387,936 was
exposed to custodial credit risk as uninsured or uncollateralized.

Investment Summary
The following is a summary of the System’s investments as of December 31, 2019:

Investment Type Amount
Equity mutual funds S 20,207,510
External investment pool (PRIT)* 33,877,671
Pooled alternative investments 122,434,249
Total investments S 176,519,430

*Fair value 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 — Investments of Debt Securities

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. The System does not have formal investment policies
related to credit risk.

Presented below is the actual rating as of year-end for each investment type:

Rating as of Year End

Investment Type Amount Unrated
External investment pool (PRIT) & 33,877,671 S 33,877,671
Pooled alternative investments 122,434,249 122,434,249
Total S 156,311,920 S 156,311,920
12
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Custodial Credit Risk — Investments

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 formal investment policies related to custodial
credit risk.

As of December 31, 2019, the System did not have any investments exposed to custodial
credit risk disclosure as investments in open-end mutual funds and external 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 — Investments

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 does not have formal investment policies related to concentration of credit risk.

As of December 31, 2019, the System did not have any investments subject to
concentration of credit risk as investments in mutual funds and other pooled
investments are excluded from concentration of credit disclosure.

Interest Rate Risk — Investments of Debt Securities

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
does not have formal investment policies limiting investment maturities as a means of
managing its exposure to fair value losses arising from increasing interest rates.

Information about the sensitivity of the fair values of the System’s investments to
market interest rate fluctuations is as follows:

Investment Maturities (in Years)

Less
Investment Type Amount Than 1
External investment pool (PRIT)  § 33,877,671 S 33,877,671
Pooled alternative investments 122,434,249 122,434,249
Total $ 156,311,920 S 156,311,920

Foreign Currency Risk — Investments

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 formal investment
policies related to foreign currency risk.

13
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Fair Vaiue

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:

¢ 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.

s |evel 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.

The System has the following fair value measurements as of December 31, 2019:

Fair Value Measurements Using:

Quoted prices

in active Significant Significant
markets for observable unobservable
identical assets inputs inputs
Description Amount Level 1 Leve| 2 Level 3
Investments by fair value level:
Equity mutual funds $ 20,207,510 § 20207510 S - S

14
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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 liability S 222,082,158
Plan fiduciary net position (187,858,271}
Employers' net pension liability S 34,223,887
Plan fiduciary net position as a percentage of total pension liability 84.59%
Actuarial Assumptions

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

Valuation date January 1, 2020
Actuarial cost method Entry Age Normal
Remaining amortization period 7 years from January 1, 2020
Investment rate of return 7.50%

Projected salary increases:

Groups 1 and 2 3.50%- 5.75%

Fire & Police 3.50%-6.25%
Inflation rate 3.00%
Post-retirement cost-of-living adjustment 3.00% of first $14,000

Actuarial valuations of the ongoing System involves estimates of the reported amounts and
assumptions about the 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.

It is assumed that mortality is represented by the various SOA Pub-2010 Public
Retirement Plans Mortality Tables specific to the Group, Pre-retirement versus Post,
Disabled and Beneficiaries, with Scale MP-2019 improvements until 2025. This is a
change from the previous valuation that used modified versions of the RP-2000
Mortality Tables.

Target Allocations

The long-term expected real 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)

16
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are developed for each major asset class. These ranges are combined to produce the
long-term expected real 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
Public domestic equity 35.00% 8.10%
Public international developed equity 20.00% 8.50%
Public international emerging equity 10.00% 10.35%
Value-added fixed income 10.00% 4.74%
Real estate / Real assets 10.00% 7.64%
Hedge funds 10.00% 5.40%
Core fixed income 5.00% 3.77%
Total 100.00%
Discount Rate

The discount rate used to measure the total pension liability was 7.50%. 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 7.50%, 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 (6.50%)} or one percentage-point higher (8.50%) than the current rate:

Current
1% Discount 1%
Decrease Rate Increase
(6.50%) (7.50%) (8.50%

S 58,362,765 S 34,223,887 S 13,747,447
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The following schedule reflects the amortization of the balance of deferred outflows

and (inflows) of resources:
Fiscal
Year*

2021
2022
2023
2024
Thereafter

Total

* Presented by member units” fiscal year to fairly present the fiduciary impact of related

Amount

3,201,693
2,799,501
5,450,067

924,169

3,365,335
$ 15,740,765

deferred outflows in the fiscal year affecting the member unit.

8.  Subsequent Events

CoviD-19

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, special acts or
legislation by the state or federal government, and the impact on our active members,
employees, retirees, and vendors, all of which are uncertain and cannct 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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LEXINGTON CONTRIBUTORY RETIREMENT SYSTEM
(A Component Unit of the Town of Lexington, Massachusetts)

Schedule of Employer Allocations

FY 2020 / CY 2019
Actual
Employer Allocation
Employer Contributions Percentage
Town of Lexington S 6,334,436 98.89%
Lexington Housing Authority 71,101 1.11%
Total $ 6,405,537 100.00%

See actuarial assumptions in the Lexington Contributory Retirement System’s audited financial statements.
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COMMONWEALTH OF MASSACHUSETTS
Public Employee Retirement Administration Commission
10 Cabot Road, Suite 300 | Medford, MA 02155

Phone: 617-666-4446 | Fax: 617-628-4002

Web: www.mass.gov/perac
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