Meeting Date: August 3, 2015

"”"r"' *“-*‘"' Agenda Item No: 8.A.

Prepared By: Heather Ippoliti, Assistant City
Manager

REQUEST FOR CITY COUNCIL ACTION

SUBJECT:

Authorize participation in the Public Agencies Post-Employment Benefits Trust Program to
be administered by Public Agency Retirement Services (PARS) with U.S. Bank as trustee,
appointing the City Manager as the Plan Administrator, authorizing the City Manager to
negotiate and execute the documents to implement the program, and creating a Council sub-
committee to develop the related investment policy.

STRATEGIC INITIATIVE:
Fiscal Responsibility
RECOMMENDED ACTION(S):

Adopt Resolution authorizing participation in the Public Agencies Post-Employment
Benefits Trust Program to be administered by Public Agency Retirement Services (PARS)
with U.S. Bank as trustee, appointing the City Manager as the Plan Administrator and
authorizing him to negotiate and execute the documents to implement the program, and
creating a Council sub-committee to develop the related investment policy.

BACKGROUND:

In 2012, the Government Accounting Standards Board (GASB) issued Statement No. 68,
Accounting and Financial Reporting for Pensions. GASB 68 requires that governmental
employers that sponsor Defined Benefit plans (i.e., California Public Employees Retirement
System (PERS)) must recognize a net pension liability, also known as an unfunded actuarial
accrued liability (UAAL) on their balance sheet. This is the difference between the City’s
total pension liability (actuarial accrued liability) and actual plan assets. GASB 68 will
become effective for fiscal years starting after June 15, 2014.

CalPERS has also significantly changed the methodology for calculating the City’s Annual
Required Contributions (ARC) in regards to amortizing the UAAL.

Until recently, the City’s only option for reducing the UAAL was to commit additional funds
to CalPERS. Unfortunately, these additional funds would be subject to the same market
volatility risk as the CalPERS investment policy target of 7.5%, and are not accessible to the
City for other CalPERS pension expenses.



DISCUSSION/ANALYSIS:

A recent private letter ruling received from the IRS established that public agencies or
municipalities could create a separate trust to "pre-fund" its PERS unfunded liability. This
would provide the City with an alternative to sending funds to PERS and will provide greater
City local control over assets and portfolio management.

The City engaged the services of John Bartel, President of the actuarial consulting firm,
Bartel and

Associates, LLC to evaluate the PERS actuarial issues facing the City. Mr. Bartel presented
his firm’s findings to the City Council on April 21 and his recommendations on June 1, 2015
(report attached as Exhibit A).

Expected benefits offered by a separate retirement funding trust include:
Pension volatility mitigation-contributions from the trust can be transferred to
PERS at the City’s discretion to offset fluctuations in the required annual
contributions impacted by PERS investment returns. As shown on page 2 of
Exhibit A, PERS investment returns have fluctuated dramatically over the last 20
years. Last week PERS stakeholders were notified via email that the preliminary
one year investment performance for FY 14-15 showed a return of only 2.4
percent. Although PERS has achieved returns over the past three and five years of
10.9 and 10.7 percent, respectively, cities throughout California were negatively
impacted during the period when their 10 year returns averaged only 3.4 percent.
To mitigate this potential going forward, the proposed trust and funding plan have
been structured to level contribution rates to the following:
-Miscellaneous-28% through FY 23-24
-Safety-44%
Trust assets can be accessed anytime to fund the City’s pension obligations and
defray reasonable expenses associated therewith.

Investment flexibility with Section 115 Trust compared to restrictions on
general fund investments (Govt. Code 53216.1)

Investment security with Section 115 Trust compared to CalPERS investment
management, risk appetite and portfolio allocation

Investments can be tailored to the City’s unique demographics

Oversight and local control of fund management selection and monitoring of
performance
An investment policy for trust assets also needs to be developed. Staff recommends that a
Council subcommittee be formed to work with PARS to create the policy, which will then be
brought forward to the full Council for consideration and adoption at a future meeting.



ENVIRONMENTAL ANALYSIS:

Pursuant to Title 14, the California Code of Regulations, Section 15302(C) of the California
Environmental Quality Act (CEQA) guidelines, approval of this resolution is an
administrative activity of the City that will not result in direct or indirect physical changes to

the environment.
FISCAL IMPACT:

Cash Impact:

Establishing the Pension Trust Fund has no direct cash impact. Funding the Trust Fund will
have a cash impact as funds must be withdrawn from existing accounts and transferred to the
irrevocable trust account. As part of the FY 15-16 Budget Adoption process, Council

authorized the following contributions to the trust:

General Fund $1,500,000.
General Fund 1,000,000.
Streets Fund 93,017.
Water Fund 279,040.
Wastewater Fund 336,044.
Drainage Fund 73,045.
Electric Fund 479,929.
Community Services Fund 238,925.

Total $4,000,000

Financial Statement Impact:

The actual financial statement impact of the amount of GASB 68 UAAL is not known at the

Miscellaneous Employees
Safety Employees

Miscellaneous Employees
Miscellaneous Employees
Miscellaneous Employees
Miscellaneous Employees
Miscellaneous Employees
Miscellaneous Employees

present time, as CalPERS is still working on current valuations

ALTERNATIVES:

Council may choose to not adopt the resolution and to not authorize participation in the

program.

ATTACHMENTS:
Description
M Resolution

o Exhibit A - Bartle Associates Report6 1 15






CITY OF HEALDSBURG
RESOLUTION NO.

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF
HEALDSBURG AUTHORIZING PARTICIPATION IN THE PUBLIC
AGENCIES POST-EMPLOYMENT BENEFITS TRUST PROGRAM
TO BE ADMINISTERED BY PUBLIC AGENCY RETIREMENT
SERVICES (PARS) WITH U.S. BANK AS TRUSTEE, APPOINTING
THE CITY MANAGER AS THE PLAN ADMINISTRATOR,
AUTHORIZING THE CITY MANAGER TO NEGOTIATE AND
EXECUTE THE DOCUMENTS REQUIRED TO IMPLEMENT THE
PROGRAM, AND CREATING A COUNCIL SUBCOMMITTEE TO
DEVELOP A RELATED INVESTMENT POLICY

WHEREAS, the City has engaged the services of John Bartel, President of the actuarial
consulting firm, Bartel and Associates, LLC to evaluate the CalPERS actuarial issues facing the
City. Mr. Bartel presented his firm’s findings to the City Council on April 21 and his
recommendations on June 1, 2015; and

WHEREAS, PARS has made available the PARS Public Agencies Post-Employment
Benefits Trust (the “Program”) for the purpose of pre-funding pension obligations and/or OPEB
obligations; and

WHEREAS, expected benefits offered by a separate retirement funding trust include:

* Pension volatility mitigation-contributions from the trust can be transferred to
CalPERS at the City’s discretion to offset fluctuations in the required annual
contributions. Trust assets can be accessed anytime to fund the City’s pension
obligations and defray reasonable expenses associated therewith.

* Investment flexibility with Section 115 Trust compared to restrictions on general fund
investments (Govt. Code 53216.1)

* Investment security with Section 115 Trust compared to CalPERS investment
management, risk appetite and portfolio allocation

» Investments can be tailored to the City’s unique demographics

* Oversight and local control of fund management selection and monitoring of
performance; and

WHEREAS, it is determined to be in the best interest of the City of Healdsburg (the
“City”) to set aside funds for pre-funding its CalPERS pension obligation that will be held in
trust for the exclusive purpose of making future contributions of the City’s required pension
contributions and any employer contributions in excess of such required contributions at the
discretion of the City; and

WHEREAS, the City is eligible to participate in the Program, a tax-exempt trust
performing an essential governmental function within the meaning of Section 115 of the Internal
Revenue Code, as amended, and the Regulations issued there under, and is a tax-exempt trust
under the relevant statutory provisions of the State of California; and



Resolution No.  -2015
Page 2

WHEREAS, the City’s adoption and operation of the Program has no effect on any
current or former employee’s entitlement to post-employment benefits; and

WHEREAS, the terms and conditions of post-employment benefit entitlement, if any, are
governed by contracts separate from and independent of the Program; and

WHEREAS, the City’s funding of the Program does not, and is not intended to, create
any new vested right to any benefit nor strengthen any existing vested right; and

WHEREAS, the City reserves the right to make contributions to the Program.

NOW, THEREFORE, BE IT RESOLVED that the City Council of the City of
Healdsburg hereby:

I. Adopts the PARS Public Agencies Post-Employment Benefits Trust, effective July 21,
2015; and

2. Appoints the City Manager, or his/her successor or his/her designee as the City’s Plan
Administrator for the Program; and

3. Authorizes the City’s Plan Administrator to execute legal and administrative documents
on behalf of the City and to take whatever additional actions are necessary to maintain
the City’s participation in the Program and to maintain compliance of any relevant
regulation issued or as may be issued; therefore, authorizing him/her to take whatever
additional actions are required to administer the City’s Program; and

4. Establishes a City Council Subcommittee to create an investment policy for the trust
fund. The policy will be brought forward for Council adoption at a subsequent meeting.

PASSED, APPROVED AND ADOPTED, this 20th day of July 2015, by the following vote:

AYES: Councilmembers:
NOES: Councilmembers:
ABSENT: Councilmembers:
ABSTAINING:Councilmembers:
SO ORDERED: ATTEST:

Shaun F. McCaffrey, Mayor Maria Curiel, City Clerk
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CITY OF HEALDSBURG
MISCELLANEOUS AND SAFETY PLANS

.' CalPERS Actuarial Tssues — 6/30/13 Valuation
Preliminary Results

Presented by John E. Bartel, President
Prepared by Bianca Lin, Assistant Vice President
Adam Zimmerer, Actuarial Analyst
Bartel Associates, LLC
June 1, 2015
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CALPERS CHANGES
T T

®  Contribution policy changes:

® No asset smoothing

® S-year ramp up

® Included in 6/30/13 valuation (first impact 15/16 rates; full impact 19/20)
B Assumption changes:

® Anticipate future mortality improvement

® Other, less significant, changes

® Included in 6/30/14 valuation (first impact 16/17 rates; full impact 20/21)
m  Risk Pool changes

® All Risk Pools combined into one Miscellaneous & one Safety

® C(ollect payment on UAL as dollar amount, not as % of pay

® Payments allocated to agencies based on liability & assets rather than
payroll
® Included in 6/30/13 valuation (impacts 15/16 rates)

B

m June 1, 2015 I @



INVESTMENT RETURN
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CONTRIBUTION PROJECTIONS

— —
B Market Value Investment Return:

® June 30,2012 0.1%'

® June 30,2013 13.2%

® June 30,2014 18.4%

Poor Expected Good

® June 30,2015’ 1.9% 4.3% 6.7%

® June 30,2016-2020 0.2% -4.1% 7.5% 11.3% - 15.1%
B No Other: Gains/Losses, Method/Assumption Changes, Benefit Improvements
B Excludes Employer Paid Member Contributions (EPMC)
B [ncludes CalPERS Board adopted assumption changes, first impact 2016/17
B Miscellaneous new hire assumptions:

® Assumes 50% of 2013 new hires will be Classic Members (2.5%(@55) and
50% will be New Members with PEPRA benefits.

® Assumes Classic Members will decrease from 50% to 0% of new hires over
20 years

' Based on CalPERS CAFR.
= Based on CalPERS return of 1.8% through 2/28/15 and assumed annual return for 4 months.

@ -
Y June 12015 3
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CONTRIBUTION PROJECTIONS

—

B New hire assumptions:

B Assumes 50% of 2013 new hires will be Classic Members (3%@50) and 50%
will be New Members with PEPRA benefits.

B Assumes Classic Members will decrease from 50% to 0% of new hires over 20
years

B Contribution projections include

&

New Contribution Policy Changes

Risk pool changes

[0 Agency’s payroll share: 0.352%

[0 Agency’s liability share: 0.500%

[0 Higher contribution because of higher liability share compared to
payroll share

Contribution policy & risk pool changes took place in June 30, 2013
valuation first affecting 2015/16 contribution rate

1" June 1,2015 4 %



CONTRIBUTION PROJECTIONS — MISCELLANEOUS

—I Ii
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CONTRIBUTION PROJECTIONS — SAFETY
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INVESTMENT TRIALS — MISCELLANEOUS
—_— ]

B CalPERS investment return trials:
® Baseline:  7.5% after 2/28/15
® Trials: Average 7.5% over next 8 years but:
O 1:4 year investment cycle of poor/good
O 2:4 year investment cycle of good/poor
® Trials: Average 7.0% over next 8 years but:
OO 3:4 year investment cycle of poor/good
O 4: 4 year investment cycle of good/poor
® Trial 5: CalPERS investment return over previous 8 years

14/15 | 15/16 | 16/17 | 17/18 | 18/19 | 19/20 | 20/21 | 21/22 | 22/23

4.3%| 3.1% 0.0% | 5.6%| 6.2%|17.0%| 12.2% | 9.0%| 7.8%

4.3%| 2.7% | (0.5%)| 5.2%| 5.8%|15.0%| 12.3% | 8.6%| 7.7%

43%| 75% | 7.5% | 7.5%| 7.5%| 7.5%| 7.5% | 7.5%| 7.5%

4.3%|17.0% | 12.2% | 9.0%| 7.8%| 3.1%| 0.0% | 5.6%| 6.2%

4.3%[ 15.0% | 12.3% | 8.6%| 7.7%| 2.7%| (0.5%)| 5.2%| 5.8%

Trial #5 | 4.3%| (5.1%) | (24.0%) | 13.3%21.7%| 0.1%| 13.2% | 18.4%| 4.3%

m

June 1. 2015 7 H



CONTRIBUTION PROJECTIONS — MISCELLANEOUS
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INTERNAL FUND — MISCELLANEOUS

— —

B Contributions to supplemental trust:

» 6/30/15: $3.0 million
» 6/30/16: $0.5 million
» 6/30/17: $0.5 million
» 6/30/18: $0.5 million

B Fund used to achieve level contribution rate of 28% until POB ends in 23/24

B Supplemental trust: investment return adjusted to align with each investment
trial with an assumed average return of 5.0%

B
l' June 1, 2015 9



INTERNAL FUND BALANCE— MISCELLANEOUS
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FUNDED STATUS PROJECTIONS — MISCELLANEOUS
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FUNDED STATUS PROJECTIONS — MISCELLANEOUS

)
l June 1, 2015

— —

6/30/14 | 6/30/15 | 6/30/16 | 6/30/17 | 6/30/18 | 6/30/19
847% | 87.3% | 85.1% | 80.4% | 80.0% | 79.5%
84.7% | 873% | 84.7% | 79.7% | 791% | 78.2%

84.7% | 87.3% | 88.6% | 89.8% | 90.9% | 91.5%
84.7% | 87.3% | 96.2% | 101.6% | 104.3% | 105.3%
84.7% | 87.3% | 94.6% | 100.1% | 102.4% | 103.3%

Trial #5 84.7% | 873% | 78.5% | 57.2% | 61.0% | 68.9%
6/30/20 | 6/30/21 | 6/30/22
86.8% | 91.0% | 92.9%
84.0% | 88.2% | 89.6%

92.0% | 92.6% | 93.1%
101.8% | 95.4% | 94.3%
99.4% | 92.7% | 913%

Trial #5 64.5% | 68.1% | 76.4%




FUNDING SCENARIOS — MISCELLANEOUS

— —
B Projected funded ratio under current contribution policy
6/30/14 | 6/30/15 | 6/30/16 | 6/30/17 | 6/30/18 | 6/30/19
AAL $62.8 $66.8 $71.0 $75.3 $79.9 $84.7
MVA $53.2 3353 $594| $63.8, $68.6 $73.7
Funded Ratio 84.7%| 82.8%| 83.7%| 84.7%| 85.8%| 87.0%
6/30/20 | 6/30/21 | 6/30/22 | 6/30/23 | 6/30/24
AAL $89.8 $95.1| $100.6] $106.4| $112.4
MVA $79.3 $85.2 $91.5 $98.2
Funded Ratio 88.3%| 89.7%| 91.0%| 92.3%¢
@ June 1, 2015 G@E
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FUNDING SCENARIOS — MISCELLANEOUS

| ijected funded ratio with add:tmnal contributions, assuming ex

pected return

%.I
: June 1, 2015

6/30/14 | 6/30/15 | 6/30/16 | 6/30/17 | 6/30/18 | 6/30/19

Current 84.7%| 82.8% | 83.7% | 84.7% | 85.8%

#1 84.7%| 83.6% | 85.2% | 86.7% | 88.3%

#2 84.7%| 83.9% | 85.9% | 87.7%| 89.6%
6/30/20 | 6/30/21 | 6/30/22 | 6/30/23 | 6/30/24

Current 88.3%| 89.7% | 91.0% | 92.3%

#1 91.2%| 92.3% | 93.5% | 94.6% | w958

#2 93.3%| 95.1% | 96.9% | 98.5% {100.0%
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FUNDING SCENARIOS — MISCELLANEOUS

B Contribution rate projections

o

Contribution rate reduction for additional contributions are first applied in
the fiscal year immediately following the contributions made

Additional contributions assume 20 year amortization for illustration
purpose only

Need to discuss with CalPERS actuary to determine how CalPERS will
amortize additional contributions

June 1. 2015 15 E



FUNDING SCENARIO #1 — MISCELLANEOUS
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FUNDING SCENARIO #2 — MISCELLANEOUS
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INVESTMENT TRIALS — SAFETY

— —
B CalPERS investment return trials:
® Baseline:  7.5% after 2/28/15
® Trials: Average 7.5% over next 8 years but:
OO 1: 4 year investment cycle of poor/good
0 2:4 year investment cycle of good/poor
® Trials: Average 7.0% over next 8 years but:
[0 3:4 year investment cycle of poor/good
[0 4: 4 year investment cycle of good/poor
® Trial 5: CalPERS investment return over previous 8 years
14/15 | 15/16 | 16/17 | 17/18 | 18/19 | 19/20 | 20/21 | 21/22 | 22/23
4.3%| 3.1% 0.0% 5.6%| 6.2%|17.0%]| 12.2% | 9.0%| 7.8%
43%| 2.7% | (0.5%) | 5.2%| 5.8%][15.0%]| 12.3% | 8.6%| 7.7%
43%| 7.5% | 1.5% | 1.5%| 7.5%| 7.5%| 7.5% | 7.5%| 7.5%
4.3%| 17.0% | 12.2% | 9.0%| 7.8%| 3.1%| 0.0% | 5.6%| 6.2%
4.3%]| 15.0% | 12.3% 8.6%| 7.7%| 2.7%]| (0.5%)| 5.2%]| 5.8%
Trial #5 | 4.3%] (5.1%) | (24.0%) | 13.3%[21.7%| 0.1%] 13.2% | 18.4%| 4.3%
®Junel,2m5 19 @




CONTRIBUTION PROJECTIONS — SAFETY
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INTERNAL FUND — SAFETY

— —

B Contributions to supplemental trust:

» 6/30/15: $1.000 million
» 6/30/16: $0.133 million
» 6/30/17: $0.133 million
» 6/30/18: $0.133 million

B Fund used to achieve level contribution rate of 44%

B Supplemental trust: investment return adjusted to align with each investment
trial with an assumed average return of 5.0%

@) <%=

June 1. 2015 21



INTERNAL FUND BALANCE— SAFETY
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FUNDED STATUS PROJECTIONS — SAFETY

110%

100%

90%

80%

70%

60%

50%

5

T

6/30/14 6/30/15 6/30/16 6/30/17 6/30/18 6/30/19 6/30/20 6/30/21 6/30/22 6/30/23

Baseline ®=®Tria]l | «=Tri3]? e=»Tria]l3 eTral4 eseTnal 5

0

June 1, 2015 23

s




FUNDED STATUS PROJECTIONS — SAFETY

0

June 1, 2015

24

— —

6/30/14 | 6/30/15 | 6/30/16 | 6/30/17 | 6/30/18 | 6/30/19
85.7% | 86.3% | 83.3% | 77.9% | 76.8% | 75.7%
85.7% | 863% | 83.0% | 772% | 75.8% | 74.4%

Baseline 85.7% | 86.3% | 86.8% | 87.4% | 88.0% | 88.2%
85.7% | 863% | 94.5% | 99.4% |101.8% |102.9%
85.7% | 863% | 92.9% | 97.8% | 99.8% |100.7%

Trial #5 85.7% | 86.3% | 76.7% | 54.6% | 56.9% | 63.5%
6/30/20 | 6/30/21 | 6/30/22 | 6/30/23 |
82.2% | 87.1% | 88.5% |(90.2% Y
79.4% | 84.1% | 853% |(,

88.5% | 89.9% | 91.4% (.
99.5% | 943% | 95.9%
96.9% | 91.3% | 90.8%

Trial #5 58.4% | 62.7% | 70.9%



FUNDING SCENARIOS — SAFETY

@

June 1, 2015
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]
B Projected funded ratio under current contribution policy
6/30/14 | 6/30/15 | 6/30/16 | 6/30/17 | 6/30/18 | 6/30/19
AAL $34.3 $35.8 $37.2 $38.7 $40.1 $41.6
MVA $29.4 $29.8 $31.2 $32.7 $34.2 $35.9
F
unded | o5 200l 83.50%| 83.9%| 84.5%| 853%| 86.3%
Ratio
6/30/20 | 6/30/21 | 6/30/22 | 6/30/23 | 6/30/24
AAL $43.0 $44.4 $45.8 $47.1 $48.4
MVA $37.6 $39.4 $41.2 $43.0 $44.8
Funded | o) ool 88.7%|  90.0%| 91.3%| 92.7%
Ratio
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FUNDING SCENARIOS — SAFETY

B Projected funded ratio with additional contributions, assuming expected return

6/30/14 | 6/30/15 | 6/30/16 | 6/30/17 | 6/30/18 | 6/30/19
Current | 85.7%| 83.5%| 83.9%| 84.5%| 85.3%
#1 85.7%| 84.3%| 85.6%| 86.9%| 88.4%
#2 85.7%| 84.5%| 85.9%| 87.4%| 89.0%
6/30/20 | 6/30/21 | 6/30/22 | 6/30/23 | 6/30/24
Current | 87.5%| 88.7%| 90.0%| 91.3%| 92.7%
#1 91.0%| 92.1%| 933%| 94.5%|
#2 92.6%| 94.4%| 96.3%| 98.2%! 0.

o)

June 1, 2015
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—

B Contribution rate projections

@

Contribution rate reduction for additional contributions are first applied in
the fiscal year immediately following the contributions made

Additional contributions assume 20 year amortization for illustration
purpose only

Need to discuss with CalPERS actuary to determine how CalPERS will
amortize additional contributions

June 1. 2015 27 E
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] |
70% Includes POB Proceeds & Debt Service
o
60% 37.8% 56.4%
53.0% 53.5%
0 L1
. 504% sy sor 53.1% 49.8%
S0 485% 99% 45.6%
46.3% 495%  49.3% 48.0%
40% 40.2% -
37.5% 37.7% 37.2v%, 36.9%
1 30%
28.5%
20% 2% 2039
%o 19.2%
18.4% 18.3% o 17.4% 120% 16.6%
16.6%
110%
094 : T T T T | . . B
14/15 15/16  16/17 17/18 18/19 19720  20/21 21722 22123 23724
Total W/ POB Payment Normal Cost ®P(OB Payment ®=®[JAL Payment




FUNDING SCENARIO #2 — SAFETY

. —
3 Includes POB Proceeds & Debt Service
60% 57.0%
53.0% 52.4%
49.9% 52.3% ik
50% o 49.5%, 50.9% 47:3%
N L]
o 49.0% % 44.0%
46.2% 48.7% 47 29
40% —40.2%
358%  351%
SO v/,
30%
26.8%
20% 19.2% —18.8% 2130
" 184% 183% o2
10%
0% —4 - - -
14/15  15/16  16/17 17/18  18/19  19/20 20/21  21/22  22/23  23/24
Total W/ POB Payment Normal Cost ®™POB Payment ®==[JAL Payment

,
),

: I June 1, 2015 30
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