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TOWN OF PALM BEACH

Town Manager’s Office

FINANCE AND TAXATION COMMITTEE

AGENDA
TOWN COUNCIL CHAMBERS
WEDNESDAY, MARCH 30, 2016
2:00 P.M.

CALL TO ORDER AND ROLL CALL

Michael J. Pucillo, Chair
Richard M. Kleid, Member

PLEDGE OF ALLEGIANCE
COMMUNICATIONS FROM CITIZENS - 3 MINUTE LIMIT PLEASE
APPROVAL OF AGENDA

DISCUSSION REGARDING THE POTENTIAL REFUNDING OF THE 2010
REVENUE BONDS. [Jane Struder, Finance Director}

CONSIDERATION OF PUBLIC SAFETY PENSION MATTERS

a. PRESENTATION OF COMPENSATION STUDY RESULTS [Gary Lawson,
Mercer Group]

b. DISCUSSION OF POTENTIAL ALTERNATIVE OPTIONS FOR DEFINED
BENEFIT PLAN FOR PUBLIC SAFETY EMPLOYEES

ANY OTHER MATTERS

ADJOURNMENT

PLEASE TAKE NOTE:

Disabled persons who need an accommodation in order to participate in the Finance and Taxation Committee
Meeting are requested to contact the Town Manager’s Office at 838-5410 or through the Florida Relay Service by
dialing 1-800-955-8770 for voice callers or 1-800-955-8771 for TDD callers, at least two (2) working days before
this meeting.
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Citigroup Global Markets Inc. | Municipal Securities Division

March 30, 2016

Town of Palm Beach, Florida
Retunding Opportunity for Series 2010A&B Bonds

G-23 Disclaimer: Citigroup is providing the information contained in this document for discussion purposes only in anticipation of serving as underwriter to the Town of Palm Beach, Florida
{(°the Issuer”). The primary role of Citigroup, as an underwriter, is to purchase securities, for resale to investors, in an arm’s-length commercial transaction between the Issuer and Citigroup
and that Citigroup has financial and other interests that differ from those of the Issuer. Citigroup is not acting as a municipal advisor, financial advisor or fiduciary to the Issuer or any other
person of entity. The information provided 1s not intended to be and should not be construed as “advice” within the meaning of Section 15B of the Securities Exchange Act of 1934. The Issuer
should consult with its own financial and/or municipal, legal, accounting, tax and other advisors, as applicable, to the extent it deems amBopriatg, The Issuer should consider whether to

engage an advisor to act in a fiduciary capacity on its behalf in connection with this transaction. S mlttEd at Mtg
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Introduction

The Town'’s finance professionals have analyzed the potential refunding opportunities for the outstanding Series

2010A & 2010B Bonds

The Town is able to reduce its annual debt service payments by refunding certain callable maturities of the
Series 2010A and 2010B Bonds.

- The goal of the meeting is to receive feedback from the Committee members on the minimum level of savings
that the Town should achieve in order to move forward with its one advance refunding opportunity.

Public Improvement Revenue and Refunding
Bonds, Series 2010A
(Capital Improvement Program)

Public Improvement Revenue Bonds,
Series 2010B
(Worth Avenue Commercial District Program)

Original Par Issued

Advance Refundable
Par

Use of Proceeds

$57,035,000

$14,770,000

Finance improvements and renovations to “Town :
Infrastructure Project” (sewer, storm water, :

street lighting, traffic signals), advance refund
the Town’s Revenue Refunding Bonds, Series

2003B, and currently prepay the Town’'s Public :

éFinance Worth Avenue Commercial District
. capital improvements

Improvement Revenue Notes, Series 2008 and :

2009.

citl



Summary of Results — Base Case — Current Market

Below we highlight the results of an advance refunding of the Series 2010A and 2010B callable maturities
producing $1 PV savings individually.

: Prior Debt Refunding Annual

Refunding Results Year Service Debt Service Savings

- 2017 1,140,984 1,117,500 23,484

Delivery Date 71112016 2018 2,281,969 2,235,000 46,969
. 2019 2,281,969 2,235,000 46,969

Par Amount ($) 44,700,000 : 2020 2,281,969 2,235,000 46,969
Premium ($) 8,574,689 2021 3,861,969 3,705,000 156,969
Total Proceeds ($) 53,274,689 2022 3,868,069 3,711,500 156,569
. 2023 3,865,394 3,709,000 156,394

Series Refunded 2010A,2010B 2024 3,868,663 3,712,750 155,913
Refunded Amount ($) 46,985,000 @ 2025 3,872,413 3,717,250 155,163
Call Date of Refunded Bonds 1/1/2020 © 2026 3,875,863 3,722,250 153,613
2010A Maturities Refunded 1/1/2021 - 1/1/2040 2027 3,874,713 3,722,500 152,213
2010B Maturities Refunded 17112021 -1/1/2032 2028 3,873,963 3,718,000 155,963
Avg Interest Rate on Refunded Bonds 490% 2029 3,878,213 3,723,750 154 463
2030 3,887,488 3,734,000 153,488

Gross Savings 3,250,384 2031 3,880,375 3,728,250 152,125
PV Savings ($)’ 2,341,727 2032 3,891,625 3,737,000 154,625
PV Savings (%) 498% 2033 3,896,250 3,744,250 152,000
2034 3,324,250 3,169,750 154,500

All-in TIC (%) 3.38% 2035 3,321,250 3,167,250 154,000
Arb Yield (%) 259% = 2036 3,332,500 3,179,250 153,250
Avg Life (yrs) 1511 2037 3,332,000 3,179,750 152,250
Escrow Yield 1.13% @ 2038 3,340,000 3,184,000 156,000
Negative Arbitrage ($) 2447351 2039 3,340,750 3,186,500 154,250
2040 3,344,250 3,192,000 152,250

Savings Efficie ncy Ratio? 4890%  Total: 81,716,884 78,466,500 3,250,384

Rates as of COB March 22, 2016 Preliminary, subject to change.
1 PV Savings is present valued at the arbitrage yield to the delivery date
PV Savings / (PV Savings + Negative Arbitrage)




Should the Town Wait? Break-Even Analysis

How much can interest rates rise over time and maintain the current level of savings available in today’'s market?

Refunding Results Current Market Rates Current Market Rates + 0.38% Current Market Rates +0.84%
Delivery Date 7/11/2016 71112017 7/11/2018
Par Amount ($) 44,700,000 44,620,000 44,575,000
Premium ($) 8,574,689 7,169,415 5,554,390
Total Proceeds ($) 53,274,689 51,789,415 50,129,390
Series Refunded 2010A, 2010B 2010A, 2010B 2010A, 2010B
Refunded Amount (3$) 46,985,000 46,985,000 46,985,000
Gross Savings 3,250,384 3,349,416 3,374,072
PV Savings (%)’ 2,341,727 2,377,806 2,348,396
PV Savings (%) 4.98% 5.06% 5.00%
Negative Arbitrage (3) 2,447,351 2,305,725 1,785,984
Escrow Efficiency Ratio? 48.90% 50.77% 56.80%

If the Town waits a year to refund the bonds and interest rates increase more than 0.38%, the savings would
be less than current levels

- If the Town waits two years to refund the bonds and interest rates increase more than 0.84%, the savings
would be less than current levels

Rates as of COB March 22, 2016. Preliminary, subject to change.
1. PV Savings is present valued at the arbitrage yield to the delivery date N,
5 2 PV Savings / (PV Savings + Negative Arbitrage) Cltl



Interest Rate Volatility

Since 2011 the 30-year MMD has averaged 3.42%, which is 64 bps higher than today.

Change Since

Y. waturiy sverage since 2011 Maturity 1/312011 312212016 et bl
10-Year 2.20% 1-Year 0.37% 0.53% 16 bps
20-Year 311% 5-Year 1.73% 1.12% 61 bps
30-Year 3.42%

60 - 10-Year 3.21% 1.84% -137 bps
15-Year 3.98% 2.28% -170 bps
20-Year 4.47% 2.55% -192 bps
25-Year 4.66% 2.72% -194 bps
30-Year 4.68% 2.78% -190 bps

MMD Yield (%)

10 A

0.0 T T T v r v
Jan-11 Jul-11 Feb-12 Aug-12 Mar-13 Sep-13 Apr-14 Nov-14 May-15 Dec-15

10 Year e 2() YOOI —30 Year

Source: f?10|w15011 Reuters, data as of March 22, 2016.
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Refunding Monitor of Series 2010A Bonds M

Under current market conditions. all of the advance refundable Series 2010A maturities produce positive present
value savings

Positive PV savings

Town of Palm Beach, Florida
Maturity-by-Maturity Analysis of Series 2010A Public Improvement Revenue and Refunding Bonds

Candidates Current Rates
Maturity Par Coupon 3PV % PV
1/1/2021 1,240,000 5.000% .

1/1/2022 1,305,000 5.000% .
1/1/2023 1,370,000 5.000% .
1/1/2024 1,440,000 5.000%
1/1/2025 1,515,000 5.000% .
1/1/2026 1,595,000 5.000%
1/1/2027 1,675,000 5.000% |
1/1/2028 1,755,000 4.125%
1/1/2029 1,835,000 5.000%

1/1/2030 1,930,000 5.000%
1/1/2031 2,025,000 5.000%
1/1/2032 2,135,000 5.000%
1/1/2033 2,245,000 5.000%
1/1/2034 2,360,000 5.000%
1/1/2035 2,475,000 5.000%
1/1/2036 2,610,000 5.000%
1/1/2037 2,740,000 5.000%
1/1/2038 2,885,000 5.000% .
1/1/2039 3,030,000 5.000%
1/1/2040 3,185,000 5.000%

Based on DBC Monitor Results Rates as of COB 3/22/2016
Costs of issuance and Underwriter's Discount assumed at $10 / $1,000. All savings Present Valued back to the delivery of the bonds at respective arbitrage yields. ans
5 For lllustrative purposes only, subject to market conditions. Clt




Refunding Monitor of Series 2010B Bonds

Under current market conditions. $5 635 million of the Series 2010B maturities produce positive present value
savings

Positive PV savings

Town of Palm Beach, Florida
Maturity-by-Maturity Analysis of Series 2010B Public Improvement Revenue and Refunding Bonds

Candidates Current Rates
Maturity Par Coupon 3PV % PV
1/1/2021 340,000 3.500% -
1/1/2022 355,000 3.500%
1/1/2023 365,000 3.625%
11112024 380,000 3.750%
11112025 395,000 4.000%
1/1/2026 410,000 4.000%
1/1/2027 425,000 4.000% -
1/1/2028 445,000 4.125%
1/1/2029 460,000 4.125% ;
1/1/2030 485,000 4.250%
1/1/2031 500,000 4.500%
1/1/2032 525,000 4.500% °
1/1/2033 550,000 4.500% °
1/1/2034 580,000 4.500% (4,036) (0.7%)
1/1/2035 610,000 4.500% (8,717) (1.4%)
1/1/2036 625,000 4.500% (12,871) (2.1%)
11112037 660,000 4.500% (24,769) (3.8%)
1/1/2038 690,000 4.500% (27,497) (4.0%)
11112039 730,000 4.500% (30,735) (4.2%)
1/1/2040 760,000 4.500% (33,659) (4.4%)

Based on DBC Monitor Results. Rates as of COB 3/22/2016
Costs of issuance and Underwriter's Discount assumed at $10 / $1,000. All savings Present Valued back to the delivery of the bonds at respective arbitrage yields, P
& For illustrative purposes only, subject to market conditions. Clt




Options for Moving Forward

- Option 1: Set net present value debt service savings parameter of not less than 5% of refunded bonds par
amount; direct Staff and finance team to monitor the market until savings exceeds 5%. If we get to a point
where the finance team feels there is a good chance the minimum savings target can be met, we will then
begin preparing documents and seek Town Council approval.

If interest rates rise while the documents are being prepared, the refinancing will be put on hold until the
minimum 5% savings target can be met.

- Option 2: Set net present value debt service savings parameter of not less than 5% of refunded bonds par
amount; direct staff to immediately begin preparing the financing documents and seek Town Council approval
of the refunding.

This option would give the Town the ability to move forward as quickly as possible to hit the savings target
iffiwhen market conditions permit.

« Option 3: Set a lower or higher net present value savings parameter/target (vs 5%), prepare financing
documents (when appropriate), and seek Town Council approval of the refunding.

: citl




IRS Circular 230 Disclosure: Citigroup Inc. and its affiliates do not provide tax or legal advice. Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be used or
relied upon, by you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing” of any transaction contemplated hereby ("Transaction”).
Accordingly, you should seek advice based on your particular circumstances from an independent tax advisor.

in any instance where distribution of this communication is subject to the rules of the US Commodity Futures Trading Commission {"CFTC"), this communication constitutes an invitation to consider entering
into a derivatives transaction under U.S. CFTC Regulations § § 1.71 and 23.605, where applicable, but is not a binding offer to buy/sell any financial instrument.

Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. This presentation is not a commitment to lend, syndicate a
financing, underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitrnent, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law or
regulation, you agree to keep confidential the information contained herein and the existence of and proposed terms for any Transaction

Prior to entering inte any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the legal,
tax and accounting characterizations and consequences of any such Transaction. In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you are not relying on us
for) fegal, tax or accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you
shouid apprise senior management in your organization as to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters. By acceptance of these materials,
you and we: hereby agree that from the commencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any Transaction
shall be limited from disclosing the U.S. tax treatment or U.S. tax structure of such Transaction.

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us. We will ask for your complete name, street address, and taxpayer |D humber
We may also request corporate formation documents, or other forms of identification, to verify information provided.

Any prices or levals contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration, are subject to change at any time
without notice and are not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this presentation may include results of analyses from a quantitative model which
represent putential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product. Any estimates included herein constitute our judgment as of the date hereof
and are subject to change without any notice. We and/or our affiliates may make a market in these instruments for our customers and for our own account. Accordingly, we may have a position in any such instrument at any
time

Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directty or
indirectly, a favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (i) prohibits analysts from being compensated for
specific recommendations or views contained in research reports. So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and procedures
designed to lirmit communications between its investment banking and research personnel to specifically prescribed circumstances.

© 2016 Citigroup Global Markets Inc Member SIPC. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world

Citi believes that sustainability is good business practice. We work closely with our clients, peer financial institutions, NGOs and other partners to finance solutions to climate change, develop industry standards, reduce our
own environmental footprint, and engage with stakeholders to advance shared learning and solutions. Highlights of Citi's unique role in promoting sustainability include: (a) releasing in 2007 a Climate Change Position
Statement, the first US financial institution to do so; (b) targeting $50 billion over 10 years to address global climate change: includes significant increases in investment and financing of renewable energy, clean technology,
and other carbon-emission reduction activities; (c) committing to an absolute reduction in GHG emissions of all Citi cwned and leased properties around the world by 10% by 2011; (d) purchasing more than 234,000 MWh of
carbon neutral power for our operations over the last three years; (e) establishing in 2008 the Carbon Principles; a framework for banks and their U.S. power clients to evaluate and address carbon risks in the financing of
electric power projects, (f) producing equity research related to climate issues that helps to inform investors on risks and opportunities associated with the issue; and (g) engaging with a broad range of stakeholders on the
issue of climate change 1o help advance understanding and solutions.

Citr works with its clients in greenhouse gas intensive industries to evaluate emerging risks from climate change and, where appropriate, to mitigate those risks

efficiency, renewable energy and mitigation

citi’
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REPORT OF THE FINANCE AND TAXATION COMMITTEE
MEETING HELD ON MONDAY, FEBRUARY 8, 2016

CALL TO ORDER AND ROLL CALL

The Finance and Taxation Committee meeting was called to order on February 8, 2016,
at 9:34 a.m., in the Town Council Chambers. On roll call, all Committee Members were
found to be present.

PLEDGE OF ALLEGIANCE

Chair Pucillo led the Pledge of Allegiance.

COMMUNICATIONS FROM CITIZENS — None

APPROVAL OF AGENDA

Motion was made by Committee Member Kleid, and seconded by Chair Pucillo, to
approve the Agenda. On call for a vote, the motion carried unanimously.

DISCUSSION OF_ POTENTIAL ALTERNATIVE OPTIONS FOR DEFINED
BENEFIT PLAN FOR PUBLIC SAFETY EMPLOYEES

Chair Pucillo spoke regarding how the presentation was prepared and the instructions that
were given to the Actuary in preparation for the presentation.

Director Struder provided an overview of the different scenarios presented.

Wilbur Ross, 328 El Vedado, Retirement Board of Trustees Co-Chair, expressed his
support for solving recruitment and retention issues, but expressed concern that the
figures used in the presentation were from 2014.

Discussion ensued regarding when updated figures would be available, reviewing the
status of the retirement plan on a long-term basis, and the effect market changes since
2014 would have on the plan.

Actuary Brad Armstrong confirmed that 2015 figures would be available prior to the
March 7, 2016, Retirement Board of Trustees meeting.




I. REPORT OF THE FINANCE AND TAXATION COMMITTEE MEETING HELD ON MONDAY, FEBRUARY 8, 2016 J

1 David Rosow, 1460 N. Lake Way, spoke regarding the importance of obtaining up-to-
2 date data, changing employment market conditions, other municipalities’ retirement
3 systems, increasing the multiplier and eliminating the defined contribution plan for public
4 safety employees, putting any changes into place before the next budget cycle, the
5 funding obligation continuing to grow no matter what the Town does, changing course,
6 the Town’s discretionary 4% contribution, and the 457K Plan. He recommended a 10%
7 public safety employee contribution, a 2.5% multiplier, and a retirement age of 56.
8
9 Discussion ensued regarding the unfunded liabilities under the defined benefit plan,
10 differences in the municipal marketplace, the history of the pension changes, public
11 safety employee culture, market conditions and their effect on the plan, and having the
12 Retirement Board of Trustees look into getting a better investment manager.
13
14 By consensus of the Committee, the item was deferred unmtil the 2015 data is
15 available.
16 :
17 VL. RESULTS OF_ SURVEY CONDUCTED BY THE HUMAN RESOURCE
18 DEPARTMENT [Danielle Olson, Director of Human Resources] |
19 |
20 Chair Pucillo provided an overview of the survey and spoke regarding general
21 employees’ perceptions regarding the fairness of changing the public safety employees’
22 retirement plan.
23
24 Director Olson provided an overview of the results.
25
26 Public Safety Director Blouin spoke regarding differences in the survey results depending
27 upon how long the employee has been with the Town, the turnover rate being highest
28 among new employees, 65% of public safety employees having three years or less with
29 the Town, and nearly all senior employees being in the DROP Program.
30
31 VIL. POLICE FOUNDATION AND CIVIC ASSOCIATION REQUEST
32 [Pat Cooper, Civic Association and Tim Moran, Police Foundation]
33
34 John Scarpa, 1676 S. Ocean Blvd, Palm Beach Police Foundation President and Palm
35 Beach Civic Association Member, stated that both the Police Foundation and the Civic
36 Association are proposing to underwrite an independent benefit study for public safety
37 personnel. The study would be conducted by the Mercer Organization, and a final report
38 would be available on or about March 3, 2016.
39
40 Pat Cooper, Palm Beach Civic Association, added that the study will look at the Town’s
41 total compensation and pension benefits and compare them to those of other
42 municipalities.
43
44 Tim Moran, 257 Dunbar Rd., Palm Beach Police Foundation, stated that the study would
45 only include general employees if the results indicate that public safety and general
46 employees are treated the same in other municipalities.

02-08-16 FTC Mtg. / Page 2 of 4




. REPORT OF THE FINANCE AND TAXATION COMMITTEE MEETING HELD ON MONDAY, FEBRUARY 8, 20167

1 Discussion ensued regarding different mentalities, concerns, and expectations between
2 public safety and general employees, trying to get as much data as possible within the
3 specified timeframe, public relations problems if the study focuses only on public safety
4 personnel, what question the Police Foundation and Civic Association want Mercer to
5 answer, whether the study will be limited to Palm Beach agencies, what will be included
6 in the study, how intangible benefits are to be evaluated, working closely with Staff
7 during the study, having Staff review the draft report, looking into what organizations
8 employees are leaving the Town to join, costs involved in the study, and study timing.
9

10 Chair Pucillo stated the importance of finalizing Mercer’s recommendations before

11 preparation of next year’s budget. He stated that the Committee will meet in March to

12 make recommendations for the Town Council’s consideration in April.

13

14 Discussion ensued regarding future Committee meeting dates, whether the report will

15 compare Town salaries with those of the other municipalities, the final report including a

16 series of options without costs attributed to them, and concerns over the timing of the

17 recommendations and getting cost estimates before next year’s budget process begins.

18

19 Gerry Frank, 2784 S. Ocean Blvd., Civic Association and Police Foundation Member,

20 spoke regarding the Civic Association’s recent survey results showing that safety is one

21 of the main reasons people choose to live in Palm Beach and spoke in support of raising

22 taxes if needed to address public safety personnel recruitment and retention.

23

24 Discussion ensued regarding opposition to any tax increase, the need for public safety to

25 be the Town’s goal, and the ability to find a revenue neutral solution to these matters.

26

27 It was the consensus of the Committee to recommend that the Town Council

28 approve the proposal made by the Palm Beach Civic Association and Palm Beach

29 Police Foundation and to accept their donation to underwrite a compensation and

30 benefit study for public safety personnel.

31

32 VII. ANY OTHER MATTERS

33

34 Chair Pucillo stated to Director of Public Safety Blouin that the Committee understands

35 the problem, and that it is committed to dealing with the issue.

36

37

38

39

40

41

42

43

44

45

46

02-08-16 FTC Mtg. / Page 3 of 4




!: REPORT OF THE FINANCE AND TAXATION COMMITTEE MEETING HELD ON MONDAY, FEBRUARY 8, 2016 1

<

1 IX. ADJOURNMENT"
2
3 There being no further business, the Finance and Taxation Committee meeting of
4 Monday, February 8, 2016, was adjourned at 11:07 a.m.
5
6
7 APPROVED:
8
9
10
11 Michael J. Pucillo
12 ATTEST: Chair
13
14
15
16 Susan A. Owens, MPA, MMC
17 Town Clerk
18
19
20 Date

02-08-16 FTC Mtg. / Page 4 of 4




Town of Palm Beach
Public Safety Pension Scenarios

Finance and Taxation Committee Meeting March 30, 2016

Submitted at Mtg
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Scenarios siing“the Entire 8% of the DC Match

Current Plan Current
w/ 7.5% Planw/7% | Scenario1 | Scenario2 | Scenario3 | Scenario4 | Scenario g

L

Retirement Age 65 65 55 55 56 60 55
Multiplier 1.25% 1.25% 2.50% 3.06% 3.13% 3.00% 3.00%
Employee Contribution* 2.47% 2.47% 5.74% 10.00% 10.00% 6.90% 10.00%

Town Contribution $5,487,020  $5,977,892  $5,977,892 $5977,892  $5977,892 $5,977,892 $5,954,216
UAAL $57,262,911 $68,542,664 $70,630,159 $71,054,618 $71,197,427 $71,317,223 $70,854,483

* Employee Contribution represents the DB contribution only. Police Officers and non union Firefighters contribute
6.47% in total to both the DB and DC.

With the exception of column 1 relating to the current plan, all scenarios assume a 7% rate of return assumption.

Bargaining Firefighters contribute 4.82%, all other public safety officers contribute 2.47%.




Scenarios Using the Entire 8% of the DC Match

CurrentPlan | Current
w/ 7.5% Planw/7% | Scenario1 | Scenario2 | Scenario3 | Scenario 4
65 55 55 56 60 55

Retirement Age 65

Multiplier 1.25% 1.25% 2.50% 3.03% 3.09% 3.00% 3.00%
Employee Contribution* 2.47% 2.47% 6.17% 10.00% 10.00% 7.55% 10.00%
Town Contribution $5,656,031  $6,415,630 $6,415,630 $6,415630  $6,415,630 $6,415,630 $6,405,608
UAAL $58,126,229 $73,216,022 $75,483,610 $75,986,908 $76,119,652  $76,181,397 $75,892,110
Combined Funded Ratio 68.2% 62.9% 62.2% 62.1% 62.0% 62.0% 62.1%

* Employee Contribution represents the DB contribution only. Police Officers and non union Firefighters contribute
6.47% in total to both the DB and DC.

With the exception of column 1 relating to the current plan, all scenarios assume a 7% rate of return assumption.

Bargaining Firefighters contribute 4.82%, all other public safety officers contribute 2.47%.




Comparison of Scenarios Using the Entire 8% of the DC Match

Current Current
Plan Planw/7% | Scenario1 | Scenario2 | Scenario3 | Scenario 4
w/7.5%
55 55 56 60 55

Retirement Age 65 65

Multiplier - Update 1.25% 1.25% 2.50% | 3.03% | ' 309% 3.00% 3.00%
Multiplier Original Report | A “

EE Contribution - Update 2.47% 2.47% 6 17%51 10.00% 10.00% [M755% 10.00%

e 4

Town ContributionUpdate  $5,656,031  $6,415,630 $6,415,630  $6,415,630  $6,415,630 $6,415,630 | 96,405,608
ThwEantribitian «Orginal $5,487,020  $5,977,891  $5,977,892  $5,977,892  $5,977,892  $5,977,892 | $5,954;21
UAAL $58,126,229 $73,216,022 $75,483,610 $75,986,908 $76,119,652  $76,181,397 $75,892,110
Combined Funded Ratio 68.2% 62.9% 62.2% 62.1% 62.0% 62.0% 62.1%

EE Contribution Original




Original A
Scenarlos Usmg only 7% of the DC Match

Current Plan | Current Plan
Scenario1 | Scenario2 | Scenario3 | Scenario4 | Scenarios

Retirement Age ' 5§ 55 56 60 55
Multiplier 1.25% 1.25% 2.50% 2.90% 2.96% 3.00% 3.00%
Employee Contribution* 2.47% 2.47% 7-09% 10.00% 10.00% 8.24% 10.00%
Town Contribution $5,487,020 $5,977,892  $5,912,184 $5,912,184 $5,912,184 $5,912,184 $5,954,216
UAAL $57,262,0911 $68,542,664 $70,429,127 $70,787,330 $70,909,669 $71,077,045 $70,954,483

* Employee Contribution represents the DB contribution only. Police Officers and non union Firefighters
contribute 6.47% in total to both the DB and DC.

With the exception of column 1 relating to the current plan, all scenarios assume a 7% rate of return assumption.

Bargaining Firefighters contribute 4.82% , all other public safety officers contribute 2.47%.




Scenarios Using only 7% of the DC Match
P | ot | s | sy | s st
65 55 55 56 60 55

Retirement Age
Multiplier

Employee Contribution*
Town Contribution
UAAL

Combined Funded Ratio

Current Plan
w/7.5%

65

1.25%
2.47%
$5,590,363
$58,126,229
68.2%

1.25%
2.47%
$6,349,962
$73,216,022

62.9%

2.50%
7-48%

$6,349,962
$75,261,712
62.3%

2.88%

10.00%

$6,349,962
$75,697,783

62.2%

2.93%
10.00%
$6,349,962
$75,810,225
62.1%

3.00%

8.85%

$6,349,962
$75,920,361

62.1%

* Employee Contribution represents the DB contribution only. Police Officers and non union Firefighters
contribute 6.47% in total to both the DB and DC.

3.00%
10.00%
$6,405,608
$75,892,110

62.1%

With the exception of column 1 relating to the current plan, all scenarios assume a 7% rate of return assumption.
Bargaining Firefighters contribute 4.82%, all other public safety officers contribute 2.47%.




Comparisons of Scenarios Using only 7% of the DC Match

Current Plan | Current Plan
w/ 7. 5% wl7% Scenario1 | Scenario 2 Scenario 4

Retirement Age

Multiplier - Update 1.25%
Multiplier Original Report

EE Contribution - Update 2.47%
EE Contribution Original

Town Contribution Update $5,590,363

Town Contribution Original $5,487,020
UAAL $58,126,229
Combined Funded Ratio 68.2%

‘lmmm

1.25% 2. 50% r .88%

2. 93% 3.00% 3.00%

247% | 7.48% 10.00% 10.00% | 8.85% 10.00%
5

$6,340,962  $6,349,962 $6,349,962  $6,349,962 6,349,962 |$6,405,608 |
$5,977,891  $5,912,184 $5,912,184  $5,912,184 $5,912,184; 54,216
$73,216,022 $75,261,712 $75,697,783 $75,810,225 $75,920,361  $75,892,110
62.9% 62.3% 62.2% 62.1% 62.1% 62.1%




March 30, 2016
To: The Mayor and Town Council of Palm Beach

I apologize for not being present at today’s Finance and Taxation meeting as I am currently traveling
overseas on business. I have reviewed the Mercer report and believe that it makes the important point that we
must consider the whole package available to the uniformed services not just the pension plan. It however is
skewed in that it assumes that in the defined contribution plan the return on portfolio is only 6% while the
people are employed and that they then buy an annuity at only 5%. Since the present rate of return
assumption is 7.5% and the trustees have recommended a gradual downward adjustment to 7% the study
should compare apples and oranges or either use the trustees' assumptions for both purposes or else use the
6% assumption to demonstrate to the council the horrific results if the actual outcomes are a combination of
6% and 5%. I know of no public pension fund that uses such low assumptions and believe that doing so
greatly distorts negatively the results of defined contribution versus defined benefit. It also is not clear to me
that Mercer takes into account the other structural changes regarding retirement age etc. nor do they address
the question of whether some combination of more upfront pay, a stay bonus after 3 or 5 years and an
obligation of trainees to repay the cost of their training if they skip after a couple of years might be a better
solution. Finally in discussing the turnover problem they ignore take fact that much of that turnover was to
be expected in the normal course of events nor how much extra benefit and consequent cost to the town
senior people in uniformed services scheduled for retirement within the next two or three years would
receive under the new program. There clearly is no benefit to the quality or retention of police from adding
large amounts to the benefits of near term retirees. Nor is there anything in the Mercer study that proves that
the quality of new hires has gone down. I do not know the answers to any of these questions but neither do
the Committee nor the Council so how can they make a sound decision without understanding all of the
facts? Decisions about the pensions have tens of millions of dollars of potential impact on both the tax payers
and the uniformed services and it therefore would be imprudent to rush to a conclusion based on the
fragmentary evidence now before the Committee. I reiterate my beginning statement that that I have the
utmost respect for the uniformed services and this is by no means an anti-uniformed services position. Palm
Bleach should do what it takes to be assured that our citizens continue to be as well protected as they have
been, but the means of achieving that objective need to be well thought through and fact based, not a knee
jerked reaction.

1. Because of adverse actual investment results relative to the 7.5% assumption, the Town’s unfunded
pension liability rose from $67,111,000 to $85,148,000 at 9/30/15, a difference of $18,037,000.

2. In 2014, the projection of the Town’s pension contributions for 2017 was $6,894,732. The most
recent update is an increase of $1,991,867 to $8,886,049.

3. The actuary estimates that if the rate of return achieved were 2% below the assumption the Town’s
contributions would rise by $700,000 per year for each year through 2025. If the mortality tables turn
out to underestimate longevity by two years, the annual impact would be an additional $700,000 per
year. Finally, if payroll increases were 1% more per year than estimated, that would add another
$175,000 per year. These three variables could easily raise the base case by $1,575,000 per year.

4. The actuary’s estimated employer contributions for the fiscal years ending September 30 follow:
2015: $7,534,000
2016: $8,365,000
2017: $8,886,000

Rising every year to 2025: $12,602,000 Submltted at Mtg
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5. The proposed changes all increase the risk to the Town if the forecasts prove to have been again
incorrect. This is inherent any time a defined benefit plan is substituted for a present defined
contribution plan. Picking a single future point such as 2017 at which the Town’s payment for that
year is the same under defined benefit as under defined contribution does not address the question of
future risk. 100% of the errors in forecasting will be borne by the Town of Palm Beach.

6. It is not the function of the Pension Board to advise the Town how much risk it should take. But, if
the Town Council did desire to limit some of its risk, making the employee contributions a
percentage of each year’s total actuarially determined contributions rather than a percentage of
payroll would mitigate the risks and share them between the Town and the employees. This would
create a symmetry of interests between tax payers and town employees. If the sharing were limited to
a portion of the incremental cost of the enhanced benefits, the employees would still be guaranteed
the ultimate benefits for which they had bargained, but their contributions to the funds would vary a
bit with the fund’s performance year to year. This would be an unconventional outcome, but we are
in an unconventional situation. I am not aware of any public or private sector employer who has ever
shifted from a defined benefit fund to a defined contribution one and then shifted back to defined
benefit.

7. 1also would urge the Town Council to discuss with the uniformed services a possible trade-off
between a higher level of current pay, which also would require more pension benefits by increasing
the base, as opposed to changing the multiplier or retirement age. Pay increases have been a
successful trend in the private sector and there likely is some level at which we could use them to
solve our desires regarding recruitment and retention.

8. Whatever benefit package is decided, I do suggest that the actuarial rate of return assumption be
reduced from 7 %% to 7% given that our fund is very mature. To moderate the impact on tax payers
it should be phased in by 1/10% per year. The Pension Trustees voted unanimously to recommend
this schedule to the Town Council. At the present benefit structure the incremental cost to tax payers
would approximate $140,000 each year, cumulating to $700,000 five years hence assuming that the
investment performance annually is consistent with the new lower rate assumption.

9. One of the Town’s problems is apparently that young people use Palm Beach uniformed services as a
way to get to South Florida and be trained. They then shop around for a better deal. Many Wall Street
firms pay for young associates to go to graduate schools of business and then return to the firm. The
person signs a contract agreeing to remain with the employer for a number of years following
graduation and if he or she fails to do so to repay to the firm the cost of this schooling. Some such
system might be useful to Palm Beach.

10. Items 6 through 9 reflect my personal thoughts and do not necessarily reflect those of the other
Pension Trustees.

Best regards,
Wilbur Ross




