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CITY OF PACIFIC GROVE
300 Forest Avenue, Pacific Grove, California 93950

AGENDA REPORT I

TO: HONORABLE MAYOR AND MEMBERS OF CITY COUNCIL
FROM: James Colangelo, City Manager

MEETING DATE: May 17, 2006

SUBJECT: CONSIDER FINANCE PLAN FOR PENSION

OBLIGATION BOND ISSUANCE

RECOMMENDATION:

Approve the Finance Plan.

DISCUSSION:

Previous Council action authorized staff to retain bond counsel to commence a validation
action for issuance of a pension obligation bond (POB). At that time, staff informed the
Council that we would return with additional data for the Council to decide whether to
proceed with the bond and how to structure the savings.

The original analysis prepared by Morgan Stanley estimated the net present value savings
to be approximately $3.7 million. Due to interest rate increases since that analysis was
performed, the estimated savings at this time is only $2.4 million, a decrease of $1.3
million. While these are not the savings that we had hoped to achieve, it still represents a
considerable savings over our current obligation to the Public Employee Retirement
System (PERS).

A finance plan was presented to the Budget and Finance Committee based on the orignal
analysis assuming a savings of $3.7 million. That plan, which was recommended to your
Council for approval, fully funded the General Fund reserve and the unfunded liabilities
in the Workers Compensation, Health Insurance and General Liability Internal Service
Funds.

The attached revised finance plan outlines the potential savings to the City based on the
reduced savings plan. The plan places first priority on restoring the General Fund
Unexpendable Reserve to its appropriate level of approximately $2.2 million, and then
funds the currently undfunded liabilities in the Health Insurance and General Liability
Funds. The unfunded liability in the Workers Compensation Fund cannot be fully funded
under this plan and will remain with an approximate $933,000 unfunded liability.
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It should be noted that there is some risk associated with the POB. The POB is intented
to fund our current unfunded liability with PERS which is held in a side account. That
account currently charges a fixed rate of interest at 7.75%. Under current PERS policy,
the interest rate charged to the side account is fixed and therefore not affected by the
investment gains or losses experience by PERS. Should PERS experience a significant
investment loss during the next year and should PERS change their policies regarding the
repayment of the side accounts, the bonded amount may not be enough to cover our
unfunded liability.

FISCAL IMPACT:

Due to the fact that the estimated $2.2 million savings is a one-time savings, this money
should not be used to fund ongoing operations. The only impact on the General Fund will
be to restore the Unexpendable Reserve to its appropriate level.

ATTACHMENTS:

e POB Finance Plan
e POB Savings Analysis

RESPECTFULLY SUBMITTED:

James 9, Co/anﬂefo

Digitally signed: I have reviewed this document

James J. Colangelo
CITY MANAGER






































































