


July 7, 2025

To: TMLIRP Board of Trustees

Subject: 2025-26 Proposed Budget
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“BUILDING FOR THE FUTURE”

As of September 30, 2024, the Pool's equity balance stood at $390.2 million, approximately $4 million less than it
was nine years ago. This near-decade of flat equity growth is unprecedented since the Pool's formative years.
During that time, the Pool faced extraordinary challenges, including Hurricane Harvey, Winter Storm Uri, and the
COVID-19 pandemic, each delivering significant operational and financial impact.

Yet, these years did not signal weakness, they revealed strength. The Pool has proven its resilience, maintaining
stability, absorbing volatility on behalf of its members, and staying firmly anchored to its mission. This was made
possible through the steady guidance of the Board and the unwavering commitment of the Pool's staff.

Now, looking ahead, the FY 2025/26 operating budget proposal aims to build on that foundation. Based on
conservative loss assumptions, equity growth for 2024/25 is projected at $40 million, with similar growth
expected in FY 2025/26. These projections underscore the Pool's strategic discipline, long-term planning
(especially around the Property Fund) and readiness to advance confidently into the future.

At the same time, the Pool must remain mindful of its financial capacity. As it moves away from a broad “big tent”
model toward a more clearly defined Membership Philosophy, the Pool will increasingly focus on using Members'’
Equity to serve the public interest—first and foremost, the interests of its Member cities. This refined approach
helps preserve the Pool's ability to provide financial stability and ensures that its limited stabilizing resources are
directed where they are most appropriate and impactful.

Millions
$500 .
$450 Building the Pool Building Financial Strength Building Resilience Building for the Future
$400
$350
$300
$250
$200
$150
$100
$50

757677 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26
Fiscal Year Ending



The Pool's focus is shifting toward intentional growth and innovation—ensuring the Pool is not only resilient, but
also adaptive and forward-looking. The theme guiding this next era for the Pool is clear: “Building for the
Future.” This forward-looking focus will help ensure the Pool continues to strengthen its ability to serve and
protect its membership in an increasingly complex risk environment.

Proposed 2025-26 Baseline Budget

The combined FY 2025-26 budget reflects the strategic foresight and resiliency the Pool demonstrated
throughout recent challenges. Rather than merely recovering, the Pool has taken deliberate steps to emerge
stronger, more capable, and better aligned to member needs.

Cnmbi.n?d Funds 2024-25 2025-26 $ Change % Change
(In $Million) Budget Budget

Beginning Members' Equity $397.5 $428.6 $31.1 7.8%
Earned Contributions 346.9 389.5 42.6 12.3%
Investment & Other Income 33.2 36.3 3.1 9.3%
Total Revenues 380.1 425.8 45.7 12.0%
Losses 238.1 2733 35.2 14.8%
Reinsurance Expense 42.4 42.2 (0.2) -0.5%
Operating Expense 62.0 64.4 2.4 3.9%
Total Loss & Expenses 3425 379.9 37.4 10.9%
Revenues Over Expenses 37.6 45.9 8.3 22.1%
Ending Members' Equity $435.1 $474.5 $39.4 9.1%

The table above highlights the following:

e Contributions are projected to increase by 12.3%, primarily due to property and auto rate adjustments.
These projections incorporate the principles and impact of the membership philosophy codified by the
Board in January 2025.

e Investment income continues to grow, supported by a favorable interest rate environment and strong
performance of the Lifetime Benefit (LTB) portfolio, which has been a consistent addition to earnings since
its inception in 2020.

e Total revenues are projected at $425.8 million, representing a 12% year-over-year increase and an 80%
increase over the past five years. During the most volatile years, the Pool intentionally minimized rate
adjustments to reduce member disruption, instead choosing to phase adjustments in gradually.

e Revenue growth is essential to meeting the demands of ongoing weather volatility and inflationary
pressures, particularly in property and auto losses.

e Reinsurance expense is projected to be flat following the May 1, 2025 renewal. This negligible change
reflects a softening market, despite global loss pressures.

e Operating expenses excluding stability reserve adjustments are expected to increase by 3.9%, driven
largely by personnel costs following implementation of the compensation and classification study, as well
as rising health insurance costs. Stability reserve adjustments and operating expenses are detailed further
below.

e Members' equity is projected to increase by 9.1% aligning with the property program goals set during the
Board's January 2025 planning session.



Operating Expenses

Staff is pleased to propose a 3.9% increase in the baseline FY 2025-26 budget request. Personnel costs reflect
the implementation of the compensation and classification study presented to the Board in January. Adoption
of this study, along with the previously approved compensation philosophy, positions the Pool to remain
competitive in attracting and retaining talented professionals at market based compensation levels. Personnel
costs increase by $3 million, or 7.1%, compared to prior year's budget.

The recommended increase in other operating costs is 4.6%, driven in part by the addition of electronic claim
payment options designed to enhance claim payee experience. Two key initiatives, digitizing records and
technical debt resolution that will improve long-term maintenance of core systems, were advanced into the
current FY 24-25 budget, taking advantage of available capacity.

Major investments in core systems have significantly improved operational capabilities and are laying the
groundwork for enhanced member services and early-stage Al use cases. Depreciation expenses related to these

capital investments are projected to decrease by
. . . Operating Budget 2024-25 | 2025-26
$1.3 million in 2025-26 and an additional $1.4 [EESVHTTEES Budget | Budget Change Change

million in 2026-27. This reduction not only lowers personnel Costs $42.2 $45.2 $3.0 7.1%
ongoing operating costs but also creates flexibility ~Other Operating Costs 15.2 15.9 0.7 4.6%
for future initiatives. Capital Outlays 0.6 0.6 00  0.0%

Depreciation Expense 4.0 2.7 (1.3) -32.5%

. L. Total Operating Expenses $62.0 $64.4 $2.4 3.9%
Stability Initiative

Stability is a central pillar in the Pool's mission and ECR Drawdown (Proposed) -$08 308 -1.3%
- . . . Capital Reserve (Proposed) 1.2 1.2 1.9%

a guiding principle in budget planning. Three years -
Total w/Reserve Adjs. $64.8 $2.8 4.5%

ago, the Board approved the creation of the

Employment Cost Reserve (ECR) to capture unspent personnel budget funds and smooth future fluctuations. By
the end of FY 24/25, the ECR is projected to reach $1.4 million. In the budget recommendation, the ECR will help
offset increased health insurance costs and the implementation of the compensation and classification study
adjustments, with an $800,000 drawdown proposed.

Looking ahead, as the Pool considers the future of the Texas Municipal Center (TMC) along with TML, we're
applying the same principle of stability—particularly in how we manage rates and operating costs. The budget
request recommends creating a capital reserve, modeled after the ECR. The concept is to set aside the savings
($1.2 million in FY 2025-26) from declining depreciation expenses over the next few years. This will help offset the
financial impact when a potential new TMC facility comes online, allowing the Pool to absorb those costs without
major disruptions.

The interaction between the ECR and Capital Reserve reflects the Pool's commitment to managing long-term costs
prudently. Together, these financing strategies support a modest 4.5% overall budget increase, reinforcing the
“Building for the Future” efforts in a stable and sustainable way.

Conclusion

The combined FY 2025-26 budget reflects an expense ratio of 19%, reducing the Pool's 10-year average to 22%,
well below the commercial industry average of 35%. This demonstrates the Pool's continued fiscal
responsibility and the value of its member-focused model, particularly in today's challenging market. Said
differently, as the Pool's revenues have increased, its operating expenses have increased at a far slower rate, year
after year.



While the “Building for the Future” theme naturally aligns with capital projects like the TMC, its true meaning runs
deeper. The Pool's recent resilience has not been about recovery alone; it has been a purposeful transformation
in response to a fundamentally different operating environment. A renewed membership philosophy, strategic
partnerships, a high-performing LTB investment portfolio, a competitive compensation strategy, a focus on
Excellence in Law Enforcement, strengthening equity in the property program and a focus on member
experience: taken together, these past and present initiatives reflect an organization ready to lead, and ready to
meet its mission for years to come.

Staff recommends adoption of the proposed budget and looks forward to presenting it for your consideration at
the July 2025 Board meeting.

Respectfully submitted,

Jeffrey R. Thompson
Executive Director
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Budget Summary
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In January 2025, the Board and Executive Staff held a strategic planning session to refine the Pool's direction.
This proposed 2025-26 budget reflects those outcomes, detailing expected revenues, expenditures, and
projections for Members'’ Equity, the foundation of the Pool's financial strength and stability. This budget aligns
with the Pool's core values: Public Service, Fiscal Responsibility, Operational Excellence, and Integrity. Members’
equity is projected to grow intentionally, supported with disciplined spending that remains below standard cost-
of-living indicators and well below expense levels of commercial providers. The following programs and initiatives
are presented as part of the 2025-26 budget proposal for your review and consideration.

Membership Philosophy - The Pool was established as a partnership, not a service provider, with the
foundational belief that Members are “Stronger Together.” The original strategy emphasized inclusive growth,
and this "Big Tent" approach successfully expanded Membership resulting in a wide range of public entity
Members. However, the current environment presents new challenges. Risk diversity, adverse selection, and
market pressures require a more intentional and strategic approach. The Pool is evolving from a broad growth
strategy to a more focused philosophy centered on sustainability, equity, and resilience. To support this shift, the
Pool is operationalizing a Board-adopted Membership Philosophy based on four core principles: Shared Purpose;
Collective Resilience; Equitable Responsibility; and Long-Term Sustainability. The budget recommendation reflects
expected Member attrition as this new philosophy is implemented.

Compensation and Classification Study - Aon completed a Compensation and Classification Study
recommending updates to align with market practices. The Pool's adopted Compensation philosophy clearly
defines the desired market position and approach to pay structure moving forward. The study found that the
Pool's current pay levels are near market medians with some adjustments needed. The proposed budget
includes funding to implement adjustments, along with updated salary ranges. These changes are intended to
ensure the Pool remains competitive over the long term in reinforcing our ability to attract, retain, and motivate
high-performing staff. The Compensation & Classification Report will be presented for Board approval in July.

Support for Excellence in Law Enforcement Initiative - Staff is preparing a progress report on the Support for
Excellence in Law Enforcement initiative, which stems from a 2022 planning session and has guided resource
allocation over the past 20 months. The initiative's primary goal is to support Member law enforcement agencies
in addressing the demands of modern policing, with a secondary goal of reducing law enforcement related
claims. The initiative has demonstrated that the Pool's loss prevention efforts can positively influence policing
outcomes. The progress report, using claim data and other metrics, highlights key developments, including: (1)
ongoing evolution of Law Enforcement Outreach Consultant (LEOC) roles; (2) strengthened partnerships and
collaborative efforts; (3) development of guidance for police-specific management consultations and training for
law enforcement; (4) continued support for police agency accreditation; and (5) productive engagement with the



Texas Commission on Law Enforcement. Through these efforts, the Loss Prevention Department and LEOCs are
working under the Board's guidance to promote accountability, reduce risks, and prevent claims. The report will
be submitted for formal consideration at the July Board Meeting.

Lifetime Benefits (LTB) Investments Portfolio - Since its inception, the LTB portfolio has played a valuable role
in the diversification of the Pool's overall investment assets. The portfolio has generated substantial unrealized
gains, sufficient to fund a significant portion of the extraordinary fatalities incurred during the COVID-19
pandemic. Drawing on that experience, the Pool is now poised to look toward the future. With current funding
at $210 million, the Board will consider raising the portfolio's range to $195 - $250 million to better address
emerging risks and support long-term sustainability

Property Program Equity Strategy - The Pool's property program is under increasing financial pressure due to
weather-related losses, inflation, Member exposure growth, rising reinsurance costs, and the ongoing threat of
catastrophic events. As the market of last resort for many Members, the Pool faces heightened risk, making long-
term equity planning essential. The goal is to reduce the Contribution-to-Equity ratio from 6:1 to 2:1 over five
years. Strategies include rate adjustments, improved valuations, coverage modifications, and a strong
reinsurance approach. The budget reflects how this strategy is already influencing revenues and projected equity
levels.

Claim Payment Initiative — The Pool issues about 140,000 claim payments annually. With CentralSquare
discontinuing check customization support, the Pool selected a new payment system for 2025. The new system
will address operational risks, such as the reliance on in-office check processing, a vulnerability highlighted during
the COVID-19 pandemic and Winter Storm Uri. Additional benefits include an enhanced payment experience by
offering multiple disbursement options beyond physical checks. The estimated annual cost of the new service is
$330,000 and is included in the "Other Operating Costs" line of the Operating Budget.

Policy Center (PC) Efficiency Project — Staff will engage contractor support to enhance the efficiency of Policy
Center, advance ongoing development efforts, and support the transition to a cloud-based environment. Key
improvements will include reducing re-rate processing times for large Members, significantly enhancing system
performance, and user experience. This initiative also addresses technical debt, improving the long-term
maintainability and stability of a critical core system. The estimated cost is $190,000, with funding advanced into
the FY 2024-25 budget to leverage available capacity.

Records Digitization Project — Risk Services is launching a comprehensive digital workflow initiative to reduce
paper usage, lower operational costs, and advance the Pool's broader sustainability goals. A key outcome will be
the transition of all policies and endorsements to a fully paperless format. Ultimately, all Member records will be
accessible through the member portal. The initiative will begin with the categorization and digitization of off-site
stored paper documents, with the ultimate objective of fully digitizing all on-site records. This project will also
serve as a pilot for potential adoption by other departments. The estimated cost is $275,000, with funding
advanced into the FY 2024-25 budget to take advantage of available capacity.

Texas Municipal Center (TMC) - The TMC Relocation Project is currently in “Phase lll: Property Search” with
efforts focused on identifying and evaluating over 30 potential sites for the future TMC. A shortlist of properties
will be identified for further due diligence and test fitting, ensuring alignment with the Pool's strategic goals,
operational needs, and long-term vision. The final shortlist and supporting analysis will be presented to the Board
of Trustees in July, as the project moves toward Phase IV: Acquisition and Design. To proactively manage the






Operating Budget

The Pool's operating expenses are developed from the ground up, with department managers employing a zero-

based budgeting approach. Each line-item expense is thoroughly justified, and program proposals are

accompanied by detailed explanations for both new and existing programs. The proposed departmental budgets

align with the overarching themes for fiscal year 2025-26 and prioritize expenditures that enhance organizational

agility and support the effective delivery of services to Pool Members. The recommended baseline operating
budget is $64.4 million, an increase of $2.4 million or $3.9% compared to the current 2024-25 budget. Personnel
costs represent the largest share of the operating budget at 70.2%, while other operating costs comprised 24.7%.

Capital outlay and depreciation together account for the remaining 5.1%.

Operating Budget 2024-25 2025-26 % of $ %
(In' $ Millions) Budget Budget Total Change [ Change

Personnel Costs $42.2 $45.2  70.2% $3.0 7.1%

Other Operating Costs 15.2 15.9 24.7% 0.7 4.6%

Capital Outlays 0.6 0.9% 0.0 0.0%

Depreciation Expense 2.7 4.2% (1.3) -32.5%

Total Operating Expenses $62.0 $64.4 $2.4 3.9%
PERSONNEL COSTS

Personnel expenses of $45.2 million are $3.0 million
or 7.1% greater than the 2024-25 budget. The
increase this year was greater than recent years due
to two primary drivers, implementation of the
compensation and classification study and health
coverage costs. Personnel costs were also impacted
by reclassing car and phone allowances as
compensation.

Personnel Costs (Millions) & FTEs
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With a strong economy and competitive job market
across Texas, maintaining experienced personnel is
a crucial factor in providing the highest quality of
service to the Pool's Members. The budget request
will incorporate only a portion of the compensation
and classification study recommendations. Other
recommendations involving alternative deferred

compensation plans and other benefits will be
presented to the Board in October.

Personnel

24-25 25-26 $

Budgeted Costs Budget | Budget | Chg,

(Millions)

Salaries $30.6 $32.1 $1.5 4.9%
Merit & COLA 1.3 1.8 0.5 38.5%
Health Insurance 4.6 5.1 0.5 10.9%
TMRS 3.6 4.1 0.5 13.9%
Deferred Comp 1.9 1.9 0.0  0.0%
Disability 0.2 0.2 0.0 0.0%
Personnel Total $42.2 $45.2 $3.0 7.1%

Merit Increases

Budgeted merit costs will increase by $500,000 due
primarily to the adjustments recommended by the
compensation and classification study, as well as
routine annual merit increases. The proposed
performance-based merit pool increase is effective
December 1, 2025. The proposed budget will
provide an average 4.75% merit increase with a
maximum of 5.5% for staff. Potential market
adjustments are also incorporated into the Merit
Pool, as are proposed longevity adjustments for
senior executive staff meant to encourage tenure.
The revised salary ranges also increased the annual
merit adjustments available for all employees.



Personnel Changes

The Pool currently holds 267 full-time equivalent
(FTE) positions, and 260 of those positions are
currently filled. This proposed budget decreases
the number of FTE positions by one, to 266.

Health and Medical Coverage

The Pool's healthcare provider rates for 2025-26 are
projected to increase by 22% for medical coverage
and 10% for dental. Despite these significant rate
hikes, the proposed Health and Medical budget for
2025-26 is $5.1 million, a more moderate increase
of $445,400, or 9.7%, compared to the prior year.
This smaller increase is primarily due to employee
choices of lower-cost healthcare plans (such as high-
deductible options over standard plans) and
additional cost sharing by staff.

Texas Municipal Retirement System

The contribution rates for the Texas Municipal
Retirement System (TMRS) increased system-wide
due to factors such as inflation, rising salaries,
projected payroll growth, and demographic shifts
within the Pool. For fiscal year 2024-25, the Pool
budgeted arate of 11.30%, with a projected increase
to 12.23% in the 2025-26 budget. This projected
rate change represents a $510,000 increase in costs
compared to the prior year.

Deferred Compensation

The Deferred Compensation payment reflects the
amount the Pool would have contributed to Social
Security, had it elected to participate in the program.
For 2025-26, the proposed budget for Deferred
Compensation is $1.9 million, an increase of
$95,700, or approximately 5.3%, over the 2024-25
budget.

OTHER OPERATING COSTS

Total operating costs of $15.9 million are 24.7% of
the Operating Budget. This is a net increase of
$702,000 or 4.6% over the 2024-25 budget.

Initiatives and savings included in this budget are:

e Funding for training and sponsorship programs
for Members.

e Funding for costs associated with the consulting
services for implementation of the HRIS.

e Funding for professional development and
leadership programs.

e Funding for a Target Equity Study to re-evaluate
the Pool's equity needs.

e Funding for E-payment service to reduce
operational risks and modernize the payment
experience by offering multiple disbursement
options beyond physical checks.

e Continued inflationary pressures on travel and
fleet expenses.

¢ Funding for Microsoft Copilot and other Al-related
initiatives.

e Savings in the overall building management
operations due to reduced footprint.

e Reductions in various office related expenses
such as postage and office supplies.

CAPITAL OUTLAYS

The Capital Outlays budget for non-depreciable
asset purchases is $613,000, reflecting a negligible
change from the 2024-25 budget. The majority of
this amount is allocated to the scheduled
replacement of six vehicles as part of the ongoing
fleet rotation. Additional planned purchases include
routine replacements of network servers and
employee laptops to ensure continued operational
reliability and efficiency.

DEPRECIATION EXPENSE

The budget request for depreciation in 2025-26 is
$2.7 million, a decrease of $1.3 million from the
2024-25 budget. This reduction is primarily due to
two major projects reaching the end of their
depreciation schedules.

Depreciation Expense
Millions
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The Pool's finance application, One Solution,
accounts for $144,000 in reduced depreciation
expense. Additionally, only seven months of
depreciation remain for the Policy Center upgrade
in 2025-26, resulting in a $1.1 million reduction.
Looking ahead, the full removal of depreciation for
Policy Center in FY 2026-27 will yield a further $1.4

million in savings.

STABILITY ADJUSTMENTS

The budget analysis has identified two particularly
volatile cost categories: personnel expenses and
depreciation.

Employment Cost Reserve (ECR)

In response to this volatility, the budget request
includes a recommendation to draw down $800,000
from the Pool's Employment Cost Reserve, which is
projected to hold approximately $1.4 million by the
end of FY 2024-25. As intended, this drawdown wiill
offset rising health care costs and anticipated salary
adjustments resulting
compensation and classification study.

from the recent

Capital Reserve (Texas Municipal Center)
In addition, the budget
establishing a new Capital Reserve to prepare for
long-term capital needs, specifically in anticipation

also recommends

of a future Texas Municipal Center (TMC) facility. The
proposed
corresponds to the reduction

reserve allocation of $1.2 million
in depreciation
expenses in FY 2025-26, allowing the Pool to
repurpose those future

savings for capital

investments.

25-26 Operating Budget Request (Millions) % Chg.

Baseline Budget $64.4 3.9%
ECR Drawdown (0.8) -1.3%
Capital Reserve 1.2 1.9%
Total Budget $64.8 4.5%

While these reserve adjustments partially offset one
another, each plays a critical role in enhancing the
Pool's financial resilience, enabling it to absorb
future cost volatility or major capital expenditures
without disrupting operations or necessitating
Member rate increases.
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Incorporating these reserve strategies raises the
overall budget request to $64.8 million, an increase
of 4.5% over the prior year, compared to the 3.9%
increase reflected in the baseline operating budget.



Combined Budget

In 2025-26, the Pool has six funds. The four operating funds are the Workers’ Compensation, Liability, Property,

and Cyber Funds. The Reinsurance and Stability Funds are the Pool's two special purpose funds. The combined

budget analysis and table below are based on the baseline budget request and does not reflect the

recommended reserve adjustments.

Combining Statement of Operations and Changes in Accumulated Members' Equity by Fund
Budget for the twelve months ending September 30, 2026

Workers"

e

. Combined
Compensation

Beginning Fund Balance $144,328,487 $46,230,114 $T1A00,246  $129,900,235 $25,969,721 $10,730,150 S0 $428,559,853
Earned Contributions 86,812,700 90,103,800 210,384,400 27,713,300 0 2,200,000 (27,713,300) 386,500,800
Service Fee & Other Income 1,061,800 81,600 81,600 32,300 4,000 2,000 0 1,263,300
Investment Income 16,949,400 6,355,000 4,815,700 5,390,600 1,207,200 282,100 0 35,000,000

Total Revenues 104,823,900 96,540,400 215,281,700 33,136,200 1.211,200 2,484,100 (27.713,300) 425,764,200
Current-Year Losses 65,000,000 75,000,000 110,000,000 18,000,000 0 1,000,000 0 269,000,000
Chg in Unalloc. Loss Adj. Expense 0 0 0 0 1,100,000 0 0 1,100,000
Independent Adjusters Expenses 0 525,000 2,600,000 0 0 0 0 3,125,000
Total Losses 65,000,000 75,525,000 112,600,000 18,000,000 1,100,000 1,000,000 0 273,225,000
Reinsurance Expense 2,600,000 1,300,000 62,203,000 2,300,000 0 1,500,000 (27,713,300) 42,189,700
Operating Expenses 31,461,650 15,363,300 13,032,800 4,035,500 443,400 100,000 0 64,441,650

Total Loss and Expenses 98,061,650 92,188,300 187,835,800 24,335,500 1,548,400 2,600,000 (27,713,300) 379,856,350
Revenues Over Expenses 5,762,250 4,352,100 27,445,900 8,800,700 (337,200) (115,900) ] 45,907,850
Balance Before Distribution 150,090,737 50,582,214 98,847,146 138,700,935 25,632,521 10,614,250 0 474,467,803
Pension Contributions from/to Stability {900,000) {450,000) {450,000) {200,000) 2,000,000 0 0
Other Equity Adjustment - ULAE {500,000) {500,000) (100,000) 0 1,100,000 0 0 0
Ending Fund Balance $148,690,737 $49,632,214 $98,207,146 $138,500,935 $28,732,521 $10,614,250 $0 $474,467,803

Combined Revenues

Revenues are derived from earned contributions,
investment income and service and other fees.
Total revenues are projected to be $425.8 million
due to estimated exposure growth increases and
cumulative rate changes. This is an increase of
$11.2 million or 3.0% from the amount the Pool
projects to receive over the prior fiscal year, and
$45.7 million or 12.0% more than the amount

budgeted for the 2024-25 fiscal year.

Contributions

Member contributions are the Pool's major source
of revenue. Contributions for 2025-26 are projected
to increase by $33.0 million to $389.5 million when
compared to estimated 2024-25 contributions of
$356.5 million. The increase is driven primarily by
property and auto liability coverages. The
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percentage of Property contributions pierced 50% in
FY 2024/25 and is projected to increase to 54% in FY
2025/26. Contribution revenue growth is aligned
with 2025 Board planning session goal to improve
the property contribution to equity ratios.

2025-26 Contributions $389,500,900

$2,200,000, 1%
|

$86,812,700,
22%

$210,384,400,
54%
$90,103,800,
23%
= Workers' Compensation Liability Property = Cyber



Investment Income

Investment income for 2025-26 is estimated to be
$35.0 million. Investment income for fiscal year
2025-26 does not include any GASB 31 unrealized
gains or (losses). The unrealized gains or (losses) is
projected to be ($25.0) million at the end of both FY
2024-25 and FY 2025-26. The Pool is projecting an
increase from the 2024-25 estimate of $1.5 million,
or a 4.4% increase due to higher interest rates and
a larger expected investment base.

Claim Losses

Losses are projected to be $273.2 million. Thisis an
increase of $17.4 million from the estimated 2024-
25. The 2023-24 fiscal year had an extraordinary
amount of storm and flood-related property losses,
a higher-than-average amount of liability losses,
plus an upward reserve adjustment of a
presumption claim in the workers’ compensation
fund. Based on actual reported loss trends, losses
are not expected to be as high in 2024-25 as they
were in 2023-24.

Reinsurance Expenses

The Pool obtains reinsurance from two primary
sources: its internal Reinsurance Fund and the
external reinsurance market. For the Property
Fund, external reinsurance is purchased on a quota-
share basis to cover losses ranging from $25 million
to $400 million.
participant in the property program from $10
million to $400 million. The Pool's purchases 2"
event coverage in the $25 to $50 million layer as the

Pool's retention below $50 million continues to

The Reinsurance Fund is a co-

increase. The combined 2025-26 budgeted external
reinsurance expense is $42.2 million. This consists
of external reinsurance expenses of $36.8 million
for the property reinsurance program, $2.6 million
for the workers' compensation program, and $2.8
million for the Liability Cyber Coverage.
budgeted reinsurance expenses are leveling off

Overall

after several years of hard market placements. The
May 1, 2025 property renewal was a negligible
change despite
pressures.

continued world-wide loss
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Reinsurance Expenses
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Members’ Equity

The Pool is expected to begin 2025-26 with $428.6
million in Accumulated Members’ Equity and end
the year with $474.5 million. This represents a $45.9
million increase. The equity balances on a
combined basis exceed the updated combined fund
target equity minimum targe level of $322.0 million

as of September 30, 2024.

Equity Balances by Fund
($474.5 Million estimated at 9/30/2026)

Cyber
Stability
Reinsurance
Property
Liability

Workers' Comp. $148.7

Millions $0  $25 $50 $75 $100 $125 $150

After allocating Reinsurance Fund equity balances,
the property program equity balances are well
below its current contribution base. Much of the
equity growth expected in FY 2024-25 and FY 2025-
26 is in the property program in both the Property
and Reinsurance Funds.



Combined Fund

2025-26
2022-23 2023-24 2024-25 2024-25
i Proposed
Actual Actual Budget Estimated
Budget
Beginning Fund Balance $348,685,771 $358,287,631 $397,536,276 $401,003,804 $428,559,953
Earned Contributions 282,155,387 331,329,009 346,864,500 356,470,500 389,500,900
Service Fee & Other Income 1,030,426 1,156,659 1,194,000 1,244,950 1,263,300
Investment Income 27,916,273 32,044,663 32,000,000 33,500,000 35,000,000
Total Revenues 311,102,086 364,530,331 380,058,500 391,215,450 425,764,200
Current-Year Losses 209,141,971 218,335,898 233,835,000 251,500,000 269,000,000
Prior-Years' Losses 5,908,604 10,932,021 0 0 0
Chg in Unalloc. Loss Adj. Expense 3,700,000 4,400,000 1,500,000 1,200,000 1,100,000
Independent Adjusters Expenses 2,112,882 2,757,053 2,800,000 3,100,000 3,125,000
Total Losses 220,863,457 236,424,972 238,135,000 255,800,000 273,225,000
Reinsurance Expense 26,514,384 37,793,277 42,369,450 46,364,650 42,189,700
Pension Expense 3,357,500 247,369 0 0 0
Operating Expense 50,721,063 58,123,640 61,992,951 61,494,650 64,441,650
Total Loss and Expenses 301,456,404 332,589,258 342,497,401 363,659,300 379,856,350
Revenues Over (Under) Expenses 9,645,680 31,941,073 37,561,100 27,556,150 45,907,850
Balance Before Distribution 358,331,451 390,228,704 435,097,376 428,559,954 474,467,803
Members' Equity Return (37,800) (2,500) 0 0 0
Prior Period Adjustment - Lease (6,022) 0 0 0 0
Ending Fund Balance $358,287,631 $390,226,204 $435,097,376 $428,559,954 $474,467,803

2025-26 Budget Assumptions:

Contributions - based on member exposures and rates approved at April 2025 Board meeting.

Investment Income - estimated to be $35.0 million based on 3.45% return and market value of $961.0 million.

Losses - based on current ultimate loss estimates.

Reinsurance Expense - based on final approved reinsurance contracts plus 5% potential increase in the following reinsurance placement.

Operating Expenses - based on funds needed to carry out the Pool's proposed operations.

Equity Returns - not proposed at the April 2025 Board meeting.

Pension Expense - based on actuarial rates set by TMRS and investment market returns.

ULAE Adjustments - based on proposed ultimate reserve changes at September 30, 2024.
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Combining Statement of Operations and Changes in Accumulated Members' Equity by Fund

Budget for the twelve months ending September 30, 2026

Workers'
or ers. Liability Property Reinsurance Cyber
Compensation

Consolidating Combined

Beginning Fund Balance $144,328,487 $46,230,114 $71,401,246 $129,900,235 $25,969,721 $10,730,150 $0 $428,559,953
Earned Contributions 86,812,700 90,103,800 210,384,400 27,713,300 0 2,200,000 (27,713,300) 389,500,900
Service Fee & Other Income 1,061,800 81,600 81,600 32,300 4,000 2,000 0 1,263,300
Investment Income 16,949,400 6,355,000 4,815,700 5,390,600 1,207,200 282,100 0 35,000,000

Total Revenues 104,823,900 96,540,400 215,281,700 33,136,200 1,211,200 2,484,100 (27,713,300) 425,764,200
Current-Year Losses 65,000,000 75,000,000 110,000,000 18,000,000 0 1,000,000 0 269,000,000
Chg in Unalloc. Loss Adj. Expense 0 0 0 0 1,100,000 0 0 1,100,000
Independent Adjusters Expenses 0 525,000 2,600,000 0 0 0 0 3,125,000
Total Losses 65,000,000 75,525,000 112,600,000 18,000,000 1,100,000 1,000,000 0 273,225,000
Reinsurance Expense 2,600,000 1,300,000 62,203,000 2,300,000 0 1,500,000 (27,713,300) 42,189,700
Operating Expenses 31,461,650 15,363,300 13,032,800 4,035,500 448,400 100,000 0 64,441,650

Total Loss and Expenses 99,061,650 92,188,300 187,835,800 24,335,500 1,548,400 2,600,000 (27,713,300) 379,856,350
Revenues Over Expenses 5,762,250 4,352,100 27,445,900 8,800,700 (337,200) (115,900) 0 45,907,850
Balance Before Distribution 150,090,737 50,582,214 98,847,146 138,700,935 25,632,521 10,614,250 0 474,467,803
Pension Contributions from/to Stability (900,000) (450,000) (450,000) (200,000) 2,000,000 0 0
Other Equity Adjustment - ULAE (500,000) (500,000) (100,000) 0 1,100,000 0 0 0
Ending Fund Balance $148,690,737 $49,632,214 $98,297,146 $138,500,935 $28,732,521 $10,614,250 $0 $474,467,803

2025-26 Proposed Budget Assumptions:

Contributions - based on member exposures and rates approved at April 2025 Board meeting.

Investment Income - estimated to be $35.0 million based on 3.45% return and market value of $961.0 million.

Losses - based on current ultimate loss estimates.

Reinsurance Expense - based on final approved reinsurance contracts plus 5% potential increase in the following reinsurance placement.
Operating Expenses - based on funds needed to carry out the Pool's proposed operations.

Equity Returns - not proposed at the April 2025 Board meeting.

Pension Expense - based on actuarial rates set by TMRS and investment market returns.

ULAE Adjustments - based on proposed ultimate reserve changes at September 30, 2024.
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Workers' Compensation Fund

2022-23 2023-24 2024-25 2024-25 2025-26
Actual Actual Budget Estimated Proposed
Budget
Beginning Fund Balance $73,484,108 $97,238,524 $126,768,408 $131,947,337 $144,328,487
Earned Contributions 94,228,516 104,013,888 89,454,600 92,625,300 86,812,700
Service Fee & Other Income 946,524 1,010,719 1,012,000 1,051,800 1,061,800
Investment Income 14,226,292 15,533,086 14,848,300 16,223,000 16,949,400
Total Revenues 109,401,332 120,557,693 105,314,900 109,900,100 104,823,900
Current-Year Losses 48,525,833 51,027,675 58,800,000 63,500,000 65,000,000
Prior-Years' Losses 4,500,000 800,000 0 0 0
Total Losses 53,025,833 51,827,675 58,800,000 63,500,000 65,000,000
Reinsurance Expense 2,688,694 2,856,272 2,760,000 2,737,500 2,600,000
Operating Expense 25,658,778 28,611,696 30,663,968 30,146,450 31,461,650
Total Loss and Expenses 81,373,305 83,295,643 92,223,968 96,383,950 99,061,650
Revenues Over (Under) Expenses 28,028,027 37,262,050 13,090,933 13,516,150 5,762,250
Balance Before Distribution 101,512,135 134,500,574 139,859,341 145,463,487 150,090,737
Pension Contributions from/to Stability (1,704,235) (86,569) 0 (135,000) (900,000)
Other Equity Adjustment - ULAE (2,566,665) (2,466,668) (800,000) (1,000,000) (500,000)
Prior Period Adjustment - Lease (2,710) 0 0 0 0
Ending Fund Balance $97,238,524 $131,947,337 $139,059,341 $144,328,487 $148,690,737
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Liability Fund

2022-23 2023-24 2024-25 2024-25 2025-26
Actual Actual Budget Estimated Proposed
Budget
Beginning Fund Balance $67,092,004 $56,578,913 $57,228,246 $46,642,014 $46,230,114
Earned Contributions 65,504,328 76,609,355 80,236,100 82,225,800 90,103,800
Service Fee & Other Income 27,667 60,789 72,100 78,600 81,600
Investment Income 4,976,346 6,155,606 6,366,300 6,082,600 6,355,000
Total Revenues 70,508,341 82,825,750 86,674,500 88,387,000 96,540,400
Current-Year Losses 57,422,756 64,956,113 67,200,000 72,000,000 75,000,000
Prior-Years' Losses 7,600,000 9,600,001 0 0 0
Independent Adjuster Expenses 195,475 216,587 400,000 500,000 525,000
Total Losses 65,218,231 74,772,701 67,600,000 72,500,000 75,525,000
Reinsurance Expense 2,747,011 2,900,373 1,158,000 1,271,000 1,300,000
Operating Expense 11,410,110 13,250,983 14,380,874 14,560,400 15,363,300
Total Loss and Expenses 79,375,352 90,924,057 83,138,874 88,331,400 92,188,300
Revenues Over (Under) Expenses (8,867,011) (8,098,307) 3,535,626 55,600 4,352,100
Balance Before Distribution 58,224,993 48,480,606 60,763,872 46,697,614 50,582,214
Equity Transfer to Cyber Fund 0 0 (10,000,000) 0 0
Pension Contributions from/to Stability (778,058) (71,926) 0 (67,500) (450,000)
Other Equity Adjustment - ULAE (866,667) (1,766,666) (700,000) (400,000) (500,000)
Prior Period Adjustment - Lease (1,355) 0 0 0 0
Ending Fund Balance $56,578,913 $46,642,014 $50,063,872 $46,230,114 $49,632,214
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Property Fund

2025-26
2022-23 2023-24 2024-25 2024-25
i Proposed
Actual Actual Budget Estimated
Budget
Beginning Fund Balance $82,231,249 $70,528,129 $64,567,663 $63,843,746 $71,401,246
Earned Contributions 122,422,543 150,705,766 175,090,200 179,498,000 210,384,400
Service Fee & Other Income 56,235 59,073 72,100 78,600 81,600
Investment Income 3,482,500 4,304,288 4,634,600 4,609,300 4,815,700
Total Revenues 125,961,278 155,069,127 179,796,900 184,185,900 215,281,700
Current-Year Losses 92,290,864 92,587,402 99,750,000 100,000,000 110,000,000
Prior-Years' Losses (4,567,844) 1,800,000 0 0 0
Independent Adjuster Expenses 1,917,407 2,540,466 2,400,000 2,600,000 2,600,000
Total Losses 89,640,427 96,927,868 102,150,000 102,600,000 112,600,000
Reinsurance Expense 37,313,602 53,171,355 61,546,500 61,762,500 62,203,000
Operating Expense 9,800,265 11,433,450 12,432,694 12,398,400 13,032,800
Total Loss and Expenses 136,754,294 161,532,673 176,129,194 176,760,900 187,835,800
Revenues Over (Under) Expenses (10,793,015) (6,463,545) 3,667,706 7,425,000 27,445,900
Balance Before Distribution 71,438,234 64,064,584 68,235,369 71,268,746 98,847,146
Pension Contributions from/to Stability (642,084) (54,172) 0 (67,500) (450,000)
Other Equity Adjustment - ULAE (266,668) (166,666) 0 200,000 (100,000)
Prior Period Adjustment - Lease (1,355) 0 0 0 0
Ending Fund Balance $70,528,129 $63,843,746 $68,235,369 $71,401,246 $98,297,146
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Cyber Fund

2025-26
2024-25 2024-25
X Proposed
Budget Estimated
Budget
Beginning Fund Balance $0 $10,777,600 $10,730,150
Earned Contributions 2,083,600 2,121,400 2,200,000
Service Fee & Other Income 4,000 1,150 2,000
Investment Income 300,000 270,000 282,100
Total Revenues 2,387,600 2,392,550 2,484,100
Current-Year Losses 210,000 1,000,000 1,000,000
Prior-Years' Losses 0 0 0
Total Losses 210,000 1,000,000 1,000,000
Reinsurance Expense 1,300,000 1,340,000 1,500,000
Operating Expense 100,000 100,000 100,000
Total Loss and Expenses 1,610,000 2,440,000 2,600,000
Revenues Over (Under) Expenses 777,600 (47,450) (115,900)
Balance Before Distribution 777,600 10,730,150 10,614,250
Equity Transfer from Liability Fund 10,000,000 0 0
Ending Fund Balance $10,777,600 $10,730,150 $10,614,250
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Reinsurance Fund

2025-26
2022-23 2023-24 2024-25 2024-25
i Proposed
Actual Actual Budget Estimated
Budget
Beginning Fund Balance $101,049,225 $109,013,632 $123,440,027 $122,853,485 $129,900,235
Reinsurance Revenues 16,609,923 22,738,805 27,713,300 23,097,600 27,713,300
Service Fee & Other Income 0 23,469 29,800 31,300 32,300
Investment Income 4,451,191 4,960,057 4,770,000 5,159,600 5,390,600
Total Revenues 21,061,114 27,722,331 32,513,100 28,288,500 33,136,200
Current-Year Losses 10,902,518 9,764,708 7,875,000 15,000,000 18,000,000
Prior-Years' Losses (1,623,552) (1,267,980) 0 0 0
Total Losses 9,278,966 8,496,728 7,875,000 15,000,000 18,000,000
Reinsurance Expense 375,000 1,604,082 3,318,250 2,351,250 2,300,000
Operating Expense 3,211,020 3,765,785 3,973,874 3,860,500 4,035,500
Total Loss and Expenses 12,864,986 13,866,595 15,167,124 21,211,750 24,335,500
Revenues Over (Under) Expenses 8,196,128 13,855,736 17,345,977 7,076,750 8,800,700
Balance Before Distribution 109,245,353 122,869,368 140,786,004 129,930,235 138,700,935
Pension Contributions from/to Stability (193,379) (13,383) 0 (30,000) (200,000)
Members' Equity Return (37,800) (2,500) 0 0 0
Prior Period Adjustment - Lease (542) 0 0 0 0
Ending Fund Balance $109,013,632 $122,853,485 $140,786,004 $129,900,235 $138,500,935
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Stability Fund

2025-26
2022-23 20