
MINUTES OF EMPLOYEES PENSION PLAN REGULAR SPECIAL BOARD

MEETING N THURSDAY MARCH 28 2008 AT 9 00 A M

HELD IN CITY COMMISSION CHAMBERS BOYNTON BEACH FLORIDA

Present

Jerry Taylor Chair

Kurt Bressner

Cathy McDeavitt

Lisa Jensen arrived at 10 03 a m

Sue Kruse

Michael Low

Julie Klahr Board Attorney
Barbara LaDue Pension Administrator

Absent

Rob Eichorst

I Call to Order

Chair Taylor called the meeting to order at 9 03 a m

II Agenda Approval

The following additions were made

Item V c Arthur Gallager Risk Management Services Inc would be the first item

heard

Item V a Clarification of memo regarding Supplemental Check be explained by the
Plan Actuary Steve Palmquist

Motion

Ms McDeavitt moved to approve the agenda as amended Ms Kruse seconded the
motion that unanimously passed

III Approval of Minutes Quarterly Meeting February 28 2008

Motion

Ms McDeavitt moved to approve the minutes Ms Kruse seconded the motion that

unanimously passed

IV Public Comments

None
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IV Financial Reports

C Arthur J Gallagher Risk Management Services Inc Harry Merker
Insurance Broker Letter and Application of 3 19 08 regarding
fiduciary liability coverage

Chuck Magazine Risk Manager introduced Harry Merker from Arthur J Gallagher

Mr Merker explained the item being discussed was to take over the InsUr Il1ce Liability
Program which would cover the General Employees Pension Board mefl1Be SI only and
the Pension Plan Administrator They provided quotes from CHUBB and AIG TraNlellers

Mr Merker recommended the CHUBB coverage as it were Iess e ensive Iand had
more amenities The quotes were also for 1 M which the board previously had and for
the State recommended level of 2M The premiums were 1OKarld 14Krespectively
Defense costs it was noted were included with the CHUBBcpvetage provided it was
within the limits of the policy

i iI
The board members did not have the price information They had only the original
proposal Accordingly this item was deferredIfo l r in tn meeting to allow the price
proposals to be copied and distributed to the membeJ1 i

V A Gabriel Roder Smith Co Steve Palmquist Senior Consultant
and Actuary

1 ExperienceStudIY As outlined in letter of 08 29 07

Steve Palmquist Plan AQtuary introduced a new staff member with his firm Duane
Howison Fellow with Society of Attuaries who is working with all three Boynton Beach
plans

Mr Palmquist distributed the Experience Study and advised when they reviewed the
actuarial reporttrom last year it discussed long term assumptions There are different
types of as mptiRrs andithey reviewed the annual reports for the past seven years
andcomparedl hem ith what actually occurred and with what was anticipated to occur

Mr PcJ m uist ised the numbers were going the opposite way of what they were

trying to f I hich was to keep the costs of the plan in check The study contained a

summary of recommendations

The first recommendation pertained to the rate of investment return The past five years
were good averaging 10 11 per year but Mr Palmquist did not think it was
sustainable Eight percent was the current assumed rate and it was the most common
rate used by Florida plans or large statewide retirement systems Many plans were

reducing their assumed rate of return
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The salary increase assumption that was used was tied to age Mr Palmquist advised
it was better to tie the salary increase rates to length of service This same concept
pertained to the employment termination rates He noted what the plan was using was
not out of line compared to the actuarial experience but it was a slight change

The next item was a costly item and pertained to changing the mortality rates The plan
has to anticipate what the pension would be for employees when they retired and it
must anticipate how long it would be paid

The firm uses the 83 Group Annuity Table for its mortality calculations This table was
constructed with built in conservatism knowing the mortality rate VJould be improving
for a number of years The table was also used by insurance companiel for their
insurance business

The 83 Table compared to the RP 2000 table showe d the ideJbVside rates were
similar and what was different They were recommendin Ulil g table that has built in
anticipated future improvements in mortality rates mei anges not just going from
one table to the other It was anticipating the futuremortalfty rates that were costly

The last item they recommended to chang iias to e a different asset smoothing
method Mr Palmquist explained they foundHit reduced the fluctuations in the asset
values from year to year even more th9I1wn t tnepresent method did

The required City contribution dMe re dt2ctob r if the Board did not change anything
would be 3 910 000 The City sl ontribtU1iQI1 llast October was 3 584 000 The cost of
the plan increased on behalfiof the City by 3 of payroll They had an experienced
gain for fiscal year 2007 roniirYestnients bUt those credit bases cycled out so the
amortization basis for the UrlfundedliabHity would increase From 06 07 one of those
bases that represented ananrlualsavings of about 187K cycled out so the cost
increased 187K

If the board made all the recommended changes and kept the 8 assumed rate of
return the t quired contribution would go up 2 64 of payroll or approximately 700K
which would be inaddition to the 3 9M If they made the changes and reduced the
investment return assumption to 7 34 the annual contribution would be 4 25 of payroll
or 1 105 000 over and above the 3 9M at 7 5 the annual contribution would be
5 9 of payroll increasing about 1 5M over and above the 3 9M Mr Palmquist
advised when the City makes its determination they would submit the annual report
reflecting the changes

It was noted that if the plan does not achieve the projected return of 8 the City makes
up the difference If the number is lowered the contribution rate would be higher
because although the plan has a better chance of achieving that rate they expect less
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of the future benefit payments to be covered by investment earnings and they would
need more cash going in to meet that need

Mr Palmquist reviewed the investment returns Based on software prepared bySunGuard they used the current asset allocation and the expected return would be
about 84 which was not necessarily better than just the 8 The anticipated rates of
return for each asset class over the future long term plus the standard deviation plusthe asset allocation are what determines the probability of success

The diversification of the fund was reviewed It was noted asset classesnotllloving in
the same direction at the same time are good The probability of falling ipelow th targetrate of return was discussed The returns were net of managem Rit f s an ltwas
noted the plan paid about 40 basis points to custodians manag rs C JllslJ fl Jand in
investment management fees At 8 extending out into the uf r ilfJere as a 50 to
52 probability of not meeting the criteria At 7 5 the R ij i ffiS somewhat
better and over 20 years there was a 44 probability 9f notmeetim that target This
was the basis for recommending lower assumed rates ofret4rns

Some stock consultants have lower expected future rates of return If the rates were
lower however it would be worse Mr Palmquist advised it was all conjecture because
the future is unknown They tried to use the best information they could to developthese estimates

Mr Bressner explained he was fine with the ch ng es except changing the rate of return
There would be another 18 mRmnsq uns Iement but he agreed with the other
aspects He advised the sal iril fe as were good for employees but bad for the
pension fund because it out mpped ffil in ltment earnings that served as a buffer
The other component r Bre iner was interested in was the change of actuarial
assumption regarding the flralitynr 1e tables and he thought they should review that
aspect He was comfortapie ith allnexcept with new rates of return It was thought
perhaps the new il1vestme t co SlJltan could weigh in on that part of the issue

Mr Palm quistitustrated the present mortality rates with the old and new table under
one table a manr tiring atage 60 would have a life expectancy of 204 years and for a
woman 20 5years i At age 60 using a different mortality table there were different life
expectancies depending on the year the individual would turn 60 He pointed out life
expectancy was not the end half of the people will live beyond that period and the other
half would not

The pay increases for the past seven years of service were reviewed and showed the
average was 84 The inflation during that same time span was 2 6 so the payincrease was over and above inflation The calculations proposed real increases not
including inflation plus expected future inflations which provided the recommendation
for the future
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The current assumption was based on ages ranging from a high of 7 8 for a 20 year
old individual to a low of 4 2 for a 60 year old individual The major change was tyingit to length of service The change made sense since mid career service employees
were common

Attorney Klahr advised the board needed a motion to approve the assumption or make
the change in the actual assumed rate of return Those actions would require an
ordinance change

Motion

Mr Bressner moved to accept the recommendation of Steve Palm8 i tfo it e p QPosed
changes in the methodology or the assumptions except for rate of return rldrleave it at
8 Ms McDeavitt seconded the motion that unanimously passed

Mr Palmquist would incorporate those changes into the annua l report which would be
issued the next week Mr Palmquist would send an eleotrinic ppy of the report to Mr
Joyner and Mr Bressner

2 Draft Actuarial Valuation ri iYE 09 3PlO8 with three optionsn

This item was addressed above wheni
i pdR i bout I ryear s required contribution

this year s contribution if no changes wsrei1madei nd this year what the figures would
be with the changes just implemented

3 Supplementid Valuation Report Proposed changes with cost
as detailed in letter of 11 7 07 review of enhancements with
advice active membership interest

Mr Palmquist explained lasfNovember they costed out possible changes in planbenefits They 4pmittedia r p@rt that reviewed raising the multiplier and adding an
automatic COLA baSed benefit

This wasH toJirn Madlhtyre wanting to know if any of the proposed changes would
have a cost1h mel1tpers could absorb He wanted to know how to present it to the
emplqMees to Si if they were interested in it and any recommendation Mr Palmquistmight have MW Palmquist thought the best thing was to have written material the
employeesc9uld review

Attorney Klahr explained if they want to be able to provide the employees with a cost
estimate it should have what their cost would be and not a percentage of payroll

Procedurally any proposed changes in the manner pensions are paid would require an
ordinance change Attorney Klahr explained before the board determines what theywant they needed to determine what it would cost
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Mr Bressner commented the policymakers should be asked first as to whether it was
appropriate A cost analysis could be prepared and when Mr Palmquist finished hiswork they would send it to Mr Joyner to analyze to see what the cost was to the CityThen the board could determine if it could be 100 funded by the employees Thosecosts could be calculated by Mr Palmquist or Mr Segal to figure out what the addedcost or individual payroll cost would be for the employee and then how it would apply tothe pension benefits to the employee

Assuming the multiplier goes from 3 or higher any incumbent empldy e who isn tretired or in DROP would be eligible for the 3 5 upon the normal retirement andreceive their pension benefit based on the new number The City was basing theirprojections in 1998 on 2 5 then it changed to 3 From a long range financial
perspective there would be an impact to the City because the revenue base the Citywas paying out benefits on is now based on three numbers th d Oflars iaccumulatedbased on the 2 5 for one universe of retirees the dollars cCli lle 61 d at 3 mo to a second

fgroup of employees and if it goes to 3 5 then it would e basedion the dollarscollected at 3 5 for the third group

If the employees paid the benefits100 there has to be very careful calculations to
ensure the taxpayers are not paying it That s enario didt1lot ensure that in the futurethe retirees would assert they received benefits at3 5 for five years and they were
paying it but then they would want the City tdpay for it and increase it which occurredin the past From a process point of vjew it sm t just the employees who paid for itThey might initially pay for it but the calcutlltions need to show there would be noresidual impact for the City to pay Jpr 1h change Those are the kinds of things the CityCommission needed to be awa o I ol1ly tp fiotr out later imbedded in those calculations
was a cost to the City

Mr Palmquist eXPlain al1 me j fwas the issue of fairness If an employee paid2 5 of payroll for oneipaygaYi and th n retired he would have the higher benefit for all
past service The next employeeiis hired the next day and he has to pay the same 2 5
for the next 20 years Anytime employees pay for a benefit that issue arises

Mr Bressner expressed this was not the time to be discussing the issue with thepresent economy although he thought it was a great idea The budget next year wouldbe as bad as this past one The 3 multiplier was very generous and changing the
assumption was an important step to stabilize the fund for many years into the futureMr Bressnerurged caution If the board wanted to authorize studying the issue it hasto go to the City Commission to make the policy decision He reiterated this was not thetime to make changes

Ms McDeavitt explained the City offers cost of living increases for employee pensionsShe expressed generally when an item is said to have no cost to the City there usuallyis Mr Bressner explained there are proposed changes in the fire pension ordinancewhich pertained to cost sharing coming up for consideration The changes were sent to
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Mr Segal who could advise at that snapshot in time there is no additional cost to theCity but no guarantee of that in the future

Michael Low explained there was a cost of living adjustment option to the pension planbut advised he was unsure the employees were aware of that He thought perhaps it
could be advertised

Ms McDeavitt recalled a prior decision of the board which specified in order to spend
money on studies they needed 60 of the employees to agree to th tin Ms Klahr
explained at the last meeting polling the employees to determine wh Hnein interests
were was discussed but then the discussion was what information wo lj they qj e the
employees to help them make a decision That was why it was P4 IRRH Lagenqaj andthat was the issue of costing it out and disseminating the inform ibn t fbll jt ihg anyfaction

There was agreement the board did not wish to proceed anY lflJrthet with the issue atthis time

v a Clarification ofmemo regarding Supplem ntal Check be explained
by the Plan Actuary Steve Palmquist

Mr Palmquist explained the provision sPfacifiedif the plan meets certain tests during thefiscal year and there is an experiencedigain forthe year some of the money per the
ordinance could be used to provide 13th check Ifor people on retirement This was
implemented by the board in 20g J Flbtiqa St ute 112 61 allows for the plan to have a
provision for this but with thatdfr6vi R tfu plan could not just pick off the good yearsSince the time the provision ent intbj effect 2001 the plan had to keep track of the
experience gains and lo es fllpm that1poinffbrward and the cumulative amount paidout under that provisionn1aY lofepc ed the cumulative amount of actuarial gains andlosses for that same time p Wbd

Mr Palmquist plaiA R sil1 i2001 through 2006 the plan had an experienced loss In2007 ther wasi n expe i nced gain of about 1 M Although there was the 1 M gainthe accumulcltion of 30M in losses for the previous six years prevents them frompaying out an1hing lder the 13th check provision In order to do so they need 30Min gcJins before hey can payout the first 13th check Additionally the 30M was anactuarial loss and not a dollar loss Mr Bressner noted there was a distinction

Mr Palmquist explained many plans put this provision in place but have not paid thebenefit for the same reason The losses were due to the stock market and they cycledthrough those losses but according to the state rules they have to keep track of thecumulative gains and losses

Duane Howison noted if they made the assumptions more conservative it would bemore likely the plan could pay the 13th check Mr Palmquist confirmed that was
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correct The same held true If the board reduced the assumed rate of return From that
point on it would also be more likely they could payout the 13th check

Richard Stone 4510 Nutmeg Lane asked what the 30M represented It was
explained at least 80 was from investment losses occurring in FY 01 and 02 In FY 01
there was a return of 94 and 64 The assumption at that time was 8 and as a
result it produced large losses

IV Arthur J Gallagher Risk Management Services Inc Harry MerkerInsurance Broker Letter and Application of 3 19 08 regardihgnfiduciaryliability coverage continued

Mr Merker continued his presentation and explained they were gbirlgouftb market for
specific portions of the pension insurance fund specifically the General Employeesand the Plan Administrator They brought back quotes f omIF d ral which is a
subsidiary of CHUBB AIG and Travellers He recommend puremasing the policythrough Federal Insurance Company since it provided tHelllff d t coverage

His presentation included what the options were u 8erbiat the nM and the 2M State
recommended coverage He explained th ldemuctible nwere in line with what itJcurrently was There were certain exclusicm thati ttie 1 falrly standard but there are
some endorsements on the CHUBB formthaVN re specific to CHUBB that allowed forbroader coverage This was for the batd insurance policy The policy providedcertain coverage to the plan administrtator arid he recommended a standalone plan forthe administrator to purchase if the bOard recommended that she do so The direct
policy for the pension admil1listrator would be identified once the supplementalapplication was completed fortlhe pension administrator and its cost identified

n

Attorney Klahr asked in the I e yen1ff a claim whether there was a provision that gavethe board the option to sele ct it legalcounsel or whether it was dictated by the carrierMr Merker explaired usuijlly iVwas dictated by the carrier but carriers with regard to
pension administration hav teen very flexible with who the board would like to have
represent them No one could be used without approval of the carrier however carrier
approval was a common request especially since there is a small group of attorneysthat handle this type of a claim

Motion

Mr Bressner moved to authorize the two policies through Arthur Gallager and to go to a2M policy at 14K and that would be the only policy the board would be responsible forpurchasing Mr Low seconded the motion that unanimously passed
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Motion

Mr Bressner moved to request the board authorize Chuck Magazine to work withGallagher to prepare the necessary applications for an alternate policy for the pensionadministrator and to present that to her for her consideration and approval asappropriate Ms McDeavitt seconded the motion

There was brief discussion if the board was asking for the pension adm ristrator to goout for a 1 M or 2M policy Ms LaDue s contract called for 1 M which wassatisfactory to the board

Vote

There was a vote taken on the motion which unanimously passed

B RFPs for Plan Consultant Select shortlist of he 11prop08ls distributed forreview and analysis on 3 12 08 and set meetirigiQ e qr presentations
The board members had reviewed the presentations and igave their rankings The topfour firms were ranked as follows

5 for Dahab Associates
4 for Segal Advisors
4 for Cap Trust
3 for Southeastern

fouripresetl ations at the next meeting
The board decided to hear the

Motion

Mr Bressner moyedto invite the firms of Dahab Associates Segal Advisors Cap Trustand Southeasterrl AdvisdryServices for the shortlist for the investment consultantservices for General Employees Pension funds and invite to make a presentation to theboard at a future date Ms Jensen seconded the motion which unanimously passed
There was brief discussion whether or not a particular vendor was contacted MsDoppler Purchasing Agent confirmed the vendor was faxed the notice at BurgessChambers office

Further discussion was held and there was agreement to hold a special meeting onFriday April 25 2008 at 9 00 a m The vendors would be contacted through MsDoppler and presentations limited to 15 minutes The order the vendors would presentin would be handled by Ms Doppler She would also notify the individuals who did notmake the shortlist
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VI Correspondence N A

VII Old Business N A

VIII New Business N A

IX Otmer N A

X Adjournment

There being no further business to discuss there was consensus to adjOlim Themeeting adjourned at 10 22 a m

IJrll l II

furlJlDLajJ C lJVJi
Catherine Cherry
Recording Secretary
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