j
TO:

August 15, 2011

Honorable Mayor and City Council

THROUGH: Finance Committee
FROM:

Department of Finance

SUBJECT:

ADOPTION OF A RESOLUTION OF THE CITY COUNCIL
AUTHORIZING THE ISSUANCE OF ONE OR MORE CITY OF
PASADENA PENSION OBLIGATION DEBENTURES IN AN AMOUNT
NOT TO EXCEED THE LESSER OF (i) $65 MILLION OR (ii) THE
AMOUNT REQUIRED TO ACHIEVE A FUNDING LEVEL FOR THE CITY
OF PASADENA FIRE AND POLICE RETIREMENT SYSTEM OF 85°/o
AND THE ISSUANCE OF ONE OR MORE SERIES OR SUBSERIES OF
CITY OF PASADENA PENSION OBLIGATION BONDS, APPROVING
THE FORM OF AND AUTHORIZING THE EXECUTION OF A TRUST
AGREEMENT, BOND PURCHASE AGREEMENT AND CONTINUING
DISCLOSURE AGREEMENT AND APPROVING THE FORM OF AND
.AUTHORIZING THE DISTRIBUTION OF A PRELIMINARY OFFICIAL
STATEMENT AND AUTHORIZING CERTAIN MATTERS RELATING
THERETO

RECOMMENDATION:
It is recommended that the City Council:
A) Adopt a resolution authorizing the issuance of one or more City of Pasadena
Pension Obligation Debentures in an amount not to exceed $65 million and the
issuance of one or more series or subseries of the City of Pasadena Pension
Obligation Bonds (POBs), approving the form of and authorizing the execution of
a Trust Agreement, Bond Purchase Agreement and Continuing Disclosure
Agreement and approving the form of and authorizing the distribution of a
Preliminary Official Statement and authorizing certain matters relating thereto;
B) Authorize the City Manager and/or the Director of Finance to initiate a validation
action with respect to the bonds if determined to be appropriate or required by
bond counsel, in consultation with the City Attorney.
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BACKGROUND:
The City has an obligation to fund the Fire and Police Retirement System under the
terms of a Contribution Agreement, entered into by the City and the System, dated
March 1999. In 1999 and 2004 the City issued $101.9 million and $40 million of
pension obligation bonds, respectively, in order to fund the City's obligations in respect
to the Contribution Agreement. Combined annual debt service on these bonds is
approximately $13.5 million. The primary source of funds to pay the debt service on the
bonds, tax allocation revenue of the Downtown Project Area as redirected to the City
pursuant to SB841, will expire in FY2015, at roughly the same time as a mandatory
tender (i.e. balloon payment) of $81 million is due on the bonds.
Despite the issuance of prior pension bonds, supplemental contributions from the City to
the System are still required on an annual basis to fund the System in accordance with
prior agreements. These supplemental contributions are expected to be as high as $910 million per year over the next seven years. The issuance of new pension bonds
would greatly reduce these annual contributions, although obligate the City to additional
annual debt service requirements in FY2016-2041. The bonds will be structured in such
a way that the total annual direct General Fund debt service shall be at an annual level
amount of $16.5 million, consistent with the pension funding plan the City Council
approved on March 28, 2011.
Additionally, the Contribution Agreement between the City and the System established
investment earnings and inflation rate assumptions, which in part drive asset and
liability projections under the System, and which no longer appear realistic and should
be modified. While such action is prudent, the result will be a further increase in the
actuarial liability to the City.
On March 28, 2011, Council approved staff's recommendation to address these issues
through the following actions:
1)

Initiate the issuance of not to exceed $65 million in pension obligation bonds (the
"2011 bonds") to fund the Fire and Police Retirement System at 85°/o of its
actuarially accrued liability provided such issuance can be achieved at a
maximum "all in" interest rate on the bonds not to exceed 7.5°/o;

2)

Approve in concept the future refinancing of approximately $81 million of existing
pension obligation bonds, 1999 and 2004 issues prior to their mandatory call or
maturity in May 2015;

3)

Negotiate changes to Contribution Agreement 16,900 and Settlement and
Release Agreement 18,550 between the City of Pasadena and the Fire and
Police Retirement System including:
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4)

a.

Removing references to other pension systems operating under the
County Employees Retirement Law of 1937; and

b.

Providing for annual investment return and inflation rate assumptions for
the Fire and Police Retirement System to be set annually by mutual
agreement between the City and the System's board; and

Return to City Council for all required subsequent approvals.

In furtherance of the City Council's direction, the resolution accompanying this report
would authorize the issuance of the 2011 bonds as well as approve the form of trust
agreement pursuant to which such bonds will be issued. As previously directed, the
2011 bonds would be issued in a principal amount not to exceed $65 million to fund the
Fire and Police Retirement System at 85o/o of its actuarially accrued liability. The 2011
bonds would mature no later than 2041, and would be authorized to be issued as fixed
rate or variable rate obligations, whichever is most advantageous to the City. If issued
in variable rate form (based upon a LIBOR or other index), the maximum interest rate
on the 2011 bonds would not exceed 15o/o per annum. Although it would be anticipated
at the time of issuance that the "all-in" interest rate would not exceed 7 .5°/o, there can be
no assurance that interest rates would not exceed this expectation during the term of
the 2011 bonds, or at the time of mandatory prepayment, as described below.
The bonds may be issued subject to mandatory prepayment or tender on a date earlier
than the authorized final maturity date. This early prepayment will allow the bonds to
obtain a lower interest cost, based upon the current yield curve. This tender feature,
which was also contained in the 1999 and 2004 bonds, does subject the City to interest
rate risk at the time of any mandatory tender. The City can hedge against this risk, in
whole or in part, by prepaying the bonds with legally available moneys. As part of the
plan to address challenges associated with the Fire and Police Retirement System, on
March 28, 2011, the City Council approved in concept the refunding and restructuring of
the existing 1999 Pension Obligation Bonds and the 2004 Pension Obligation Bonds.
Restructuring these bonds, which have a mandatory tender in 2015 for the 1999 POBs
and a maturity in 2015 for the 2004 POBs, is an integral part of the City's long range
financial plan of the General Fund and the funding of the FPRS.
The resolution authorizes the City Manager and/or the Director of Finance to initiate a
validation action with respect to the bonds if determined to be appropriate or required by
bond counsel, in consultation with the City Attorney. Further, if amendments to the
Contribution Agreement are implemented prior to the issuance of the bonds, the
validation action may include the revised Contribution Agreement as part of the
validation.
The resolution authorizes the bonds to be issued at a fixed or variable rate with the final
maturity not to exceed 30 years. The optimal recommended structure is a thirty year
bond with a mandatory tender in five years, similar to the 1999 and 2004 pension
obligation bonds. With the mandatory tender in five years, the true interest cost of the
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financing is estimated at 3.14°/o versus 7.34%> if issued at a fixed rate without a
mandatory tender. This will save the City approximately $11 million in interest expense
in the first five years in return for the risk of refinancing the proposed 2011 bonds in year
2016.

COUNCIL POLICY CONSIDERATION:
As part of its strategic plan goal to maintain fiscal responsibility and stability, the City
Council established an objective to develop a plan to address the challenge.s associated
with funding the Fire and Police Retirement System. This report and the
recommendation contained herein are intended to fulfill that objective.

FISCAL IMPACT:
The actual amount of bonds to issue in order to fund the system at 85°/o funding ratio
will depend on several factors including the market value of the FPRS assets at the time
the bonds are issued, the assumed discount rate when valuing the system's liabilities
and the assumed inflation rate in the actuarial analysis. The following will be the
estimated sources and uses of funds of the proposed 2011 pension obligation bonds
assuming an issuance of $60.6 million bonds.
Principal amount of bonds
Premium/Original issue discount
Accrued interest
TOTAL SOURCES
Deposit to FPRS System
Cost of issuance- All in
Contingency
TOTAL USES

$60,610,000
-0-060,610,000
59,800,000
806,100
3,900
60,610,000

The annual debt service payment is estimated at approximately $2 million per year for
the first five years and $5.8 million thereafter. It is estimated that debt service payments
will be made from SB481 revenues and the SB481 reserve balance until fiscal year
2015, after which, the General Fund will service the debt in accordance to the Council
approved funding plan. Funding for this action will be addressed by the utilization of
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existing budgeted appropriations in FY2012 operating budget of 88481 transfers to the
pension bonds Debt Service Fund account 6807-902-951900. No additional indirect or
support costs will be required.
Respectfully submitted,

Cl»~-

ANDREW GREEN'
Director of Finance
Department of Finance

Appr vedb~

~-Tc;:City Manager

Attachments:
1- Resolution
2- Preliminary Official Statement
3- Trust Agreement
4- Bond Purchase Agreement
5- Continuing Disclosure Report

