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March 12, 2019

Board of Trustees
¢/o Mr. T. Scott-Baker
New Port Richey
Police Officers’ Retirement System
6739 Adams Street
New Port Richey, Florida 34652

Re: New Port Richey Police Officers’ Retirement System
Actuarial Study as of October 1, 2018

Dear Scott:

As requested, we are pleased to provide our Actuarial Study as of October 1, 2018 to determine the
financial effect of proposed benefit changes under the New Port Richey Police Officers’ Retirement
System (System).

Background — The System does not currently provide an automatic annual cost of living adjustment
(COLA). Ordinance Sec. 17-65.12 - Bi-annual review of status of retirees and beneficiaries

provides:

The city council shall, every two (2) years, review the status of all service retirees, disability
retirees and beneficiaries who are receiving payments from the system for the purpose of
considering an ad hoc increase in benefits for all such retirees. In determining the adjustment, if
any, the city council shall consider the actuarial soundness of the system as set forth in the most
recent actuarial valuation, the prevaifing rate of inflation as reflected in the Consumer Price Index,
the investment return on the system assets, and the recommendations of the board.

Statistical Data - As of September 30, 2018:

Funded Ratio

S
1. 25,806,381 Actuarial Accrued Liability
2. 28,077,132 Smoothed Value of Assets
_$ Unfunded Actuarial Accrued
1.-2. (2,270,751) Liability
2./ 1. 108.8% Funded Ratio
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CPI-U
1, 252.439 September 2018
2. 246.819 September 2017
1./2. 2.3% Annual CPI-U
Investment
Return

14.0% Market Net Return
9.8% Smoothed Net Return

Proposed Changes — The Board is interested in analyzing the financial impact on the System of the
following proposed changes in benefit provisions:

> Scenario 1

Current retirees, beneficiaries, DROP members and disabled members receive an ad hoc
(one-time) COLA equal to the sum of the current regular monthly benefit and supplemental
benefit (13" Check).

» Scenario 2

Current retirees, beneficiaries, DROP members, disabled members and vested terminated
members will receive an annual automatic 1% COLA on the regular and supplemental
benefits payable each October 1% commencing at the later of October 1, 2018 or following
receipt of benefits for one (1) year.

» Scenario 3

Current and future retirees, beneficiaries, DROP members, disabled members and vested
terminated members will receive an annual automatic 1% COLA on the regular and
supplemental benefits payable each October 1* commencing at the later of October 1, 2018
or following receipt of benefits for one (1) year.

Results — The attached Exhibit sets out the key financial results of our Study for each Scenario.

Other Considerations — Under Governmental Accounting Standards Board (GASB) Statement
Number 68, we understand the cost of benefit changes must be recognized immediately in pension
expense (accounting not funding). Therefore, pension expense is expected to increase the first year
and then is expected to return to lower levels in fiscal years following initial recognition of the
benefit change.
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Actuarial Assumptions and Methods, System Provisions, Financial Data, Member Census Data -

The proposed ad hoc increase {Scenario 1) is not expected to be a regular recurring increase.

The amortization period for the increase in actuarial accrued liability is fifteen years for proposed
benefit increases that do not apply to active members (Scenario 1 and 2).

The remaining actuarial assumptions and methods, along with the financial data and member
census data employed for purposes of our Actuarial Study are the same actuarial assumptions and
methods, financial data and member census data utilized for the October 1, 2018 Actuarial
Valuation.

The System provisions employed for purposes of our Actuarial Study are the same System
provisions utilized for the October 1, 2018 Actuarial Valuation as modified above.

This Actuarial Study is intended to describe the estimated future financial effects of the proposed
System provision changes on the System, and is not intended as a recommendation in favor of the
benefit changes or in opposition of the System provision changes.

If all actuarial assumptions are met and if all future minimum required contributions are paid,
System assets will be sufficient to pay all System benefits, future contributions are expected to
remain relatively stable as a percent of payroll and the funded status is expected to improve.
System minimum required contributions are determined in compliance with the requirements of
the Florida Protection of Public Employee Retirement Benefits Act and Police Officers Retirement
Chapter 185 with normal cost determined as a level percent of covered payroll and a level dollar
amortization payment using an initial amortization period of 30 years.

The Unfunded Actuarial Accrued Liability (UAAL) may not be appropriate for assessing the
sufficiency of System assets to meet the estimated cost of settling benefit obligations but may be
appropriate for assessing the need for or the amount of future contributions. The UAAL would be
different if it reflected the market value of assets rather than the smoothed actuarial value of
assets.

The funded percentage shown in ltem H of the Exhibit is for informational purposes and is not
appropriate for assessing the sufficiency of System assets to cover the estimated cost of settling the
System’s benefit obligations but may be appropriate for assessing the need for or the amount of
future contributions.

These calculations are based upon assumptions regarding future events. However, the System’s
long term costs will be determined by actual future events, which may differ materially from the
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assumptions made. These calculations are also based upon present System provisions that are
referenced in this Actuarial Study.

If you have reason to believe the assumptions used are unreasonable, the System provisions are
incorrectly described as referenced, important System provisions relevant to this proposed
Actuarial Study are not described or that conditions have changed since the calculations were
made, you should contact the undersigned prior to relying on information in this Actuarial Study.

Future actuarial measurements may differ significantly from the current measurements presented
in this report due to such factors as the following: System experience differing from that anticipated
by the economic or demographic assumptions; changes in economic or demographic assumptions;
increases or decreases expected as part of the natural operation of the methodology used for these
measurements (such as the end of an amortization period); and changes in System provisions or
applicable law. Due to the limited scope of the actuary’s assignment, the actuary did not perform
an analysis of the potential range of such future measurements.

This Actuarial Study should not be relied on for any purpose other than the purpose described in
the primary communication. Determinations of the financial results associated with the benefits
described in this report in a manner other than the intended purpose may produce significantly
different results.

This Actuarial Study has been prepared by actuaries who have substantial experience valuing public
employee retirement plans. To the best of our knowledge the information contained in this report
is accurate and fairly presents the actuarial position of the System as of the Study date. Ali
calculations have been made in conformity with generally accepted actuarial principles and
practices, with the Actuarial Standards of Practice issued by the Actuarial Standards Board and with
applicable statutes.

This Actuarial Study may be provided to parties other than the Board only in its entirety and only
with the permission of an approved representative of the Board.

The signing actuaries are independent of the System sponsor.
If you have reason to believe that the information provided in this Actuarial Study is inaccurate, or
is in any way incomplete, or if you need further information in order to make an informed decision

on the subject matter of this report, please contact the undersigned prior to making such decision.

The undersigned are Members of the American Academy of Actuaries and meet the Qualification
Standards of the American Academy of Actuaries to render the actuarial opinion contained herein.
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If you should have any question concerning the above or if we may be of further assistance with this
matter, please do not hesitate to contact us.

Sincerest regards,

L sy, et Bgea

Lawrence F. Wilson, E.A., A.S.A. lennifer M. Borregard, E.A.
Senior Consultant and Actuary Consultant and Actuary
Enclosures
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Outline of Principal Provisions of the Retirement System

A, Effective Date:

May 1, 1977 (last amended November 20, 2018 - Ordinance No. 2018-2147).

B. Eligibility Requirements:

An actively employed Police Officer who filfills the prescribed participation requirements. A
new employee who is hired as the Police Chief may elect not to participate in the System.

C. Frozen Benefit;

The benefit structure in effect on November 7, 2017 is frozen at midnight on that date. All
Members will be vested in benefits accrued as of November 7, 2017 and payable under the
terms and conditions of the benefit structure then in effect.

Additional benefits will accrue in accordance with the new benefit structure as described
below.

D. Contributions:

State of Florida: Any monies received or receivable by reason of laws of the State of
Florida, for funding and paying for retirement benefits for Police Officers of the City.

Members: 6.5% of Earnings, reduced to equal the City Contribution in any year in which
the most recent Actuarial Valuation states that the required City Contribution is less than
6.5% of covered payroll.

City: Remaining amount necessary for payment of the total cost for the year as
determined in the most recent Actuarial Valuation. However, in any year in which the
results of the most recent Actuarial Valuation requires City Contributions of less than
6.5% of covered payroll, then the City Contribution and Member contribution shall be
shared equally.

E. Credited Service:

Total number of years and fractional parts of years of service as a Police Officer with Member
contributions to the System, omitting intervening years or fractional parts of years when such
Member was not employed by the City as a Police Officer. A Member who terminates
employment and leaves his contributions in the Fund and is reemployed within five years will
receive credit for service prior to his date of termination. A Member may receive credit for
military service and prior police service under certain circumstances.

GRS
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Outline of Principal Provisions of the Retirement System

F. Average Final Compensation (AFC):

For years of Credited Service earned prior to November 8, 2017:
One-twelfth of W-2 compensation plus any tax deferral elective deductions or salary reductions
paid during the highest year of the final three (3) years of Credited Service (not less than the
average over the five (5) best years of the last ten (10) years) immediately preceding November 8,
2017. In the final year of service prior to November 8, 2017 a Member may be paid 100% of
accrued vacation and 50% of accrued sick leave up to 96 hours.

For years of Credited Service earned on or after November 8 2017

One-twelfth of total cash remuneration paid by the City for services rendered paid during the
highest three (3) years of the last five (5) years of Credited Service immediately preceding the
retirement, termination or death of a Member. Salary excludes overtime in excess of 300 hours
per year and accrued unused sick or annual leave.

G. Regular Base Salary (RBS):

The Member's hourly rate times two thousand-eighty (2,080) hours.

H. Normal Retirement:

1. Eligibility:

For Members with ten (10) or more years of credited service as of November 7, 2017:

Attainment of age fifty (50) and completion of ten (10) years of Credited Service.

For Members with less than ten (10) vears of credited service as of November 7, 2017:

Earlier of (a) attainment of age fifty-two (52) and completion of ten (10) years of Credited
Service or (b) completion of twenty-three (23) years of Credited Service.

Frozen benefit as of November 7, 2017 may be paid upon attainment of age fifty {50) and
completion of ten (10) years of Credited Service.

2. Benefit:

3.5% of AFC times years of Credited Service through November 7, 2017; 3.25% of AFC times
years of Credited Service on or after November 8, 2017 (maximum benefit - 75% of AFC;
minimum benefit - 2% of AFC times years of Credited Service) payable for ten (10) years certain
and life thereafter. An optional form of benefit may be elected by a Member.

In addition to the benefit above, Members will receive an additional supplemental benefit.

‘GRS
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Outline of Principal Provisions of the Retirement System

l.  Early Retirement:
1. Eligibility:

For Members with ten (10) or more years of credited service as of November 7, 2017:

Completion of twenty (20) years of Credited Service.

for Members with less than ten (10) years of credited service as of Navember 7. 2017-

Attainment of age fifty (50) and completion of ten (10) years of Credited Service.
Frozen benefit as of November 7, 2017 may be paid upon completion of twenty (20) years of
Credited Service.

2. Benefit:
The accrued benefit based upon AFC and Credited Service determined as of the Early
Retirement Date payable immediately. For participants with less than ten (10) years of
credited service as of November 7, 2017, the portion of the accrued benefit for years of

Credited Service on or after November 8, 2017 is actuarially reduced, but not more than 3%
reduction for each year early retirement date precedes normal retirement date.

J. Service Connected Disability Benefit:
1. Eligibility:

Service connected injury, disease or disability which permanently incapacitates a Member from
performing Police Officers' duties. Eligible for benefits from date of employment.

2. Benefit:

60% of RBS payable monthly for life or prior recovery. In addition, Members will receive an
additional supplemental benefit. Minimum disability benefit is the greatest of 42% of AFC, 2%
of AFC times years of Credited Service and 3.5% of RBS times years of Credited Service through
November 7, 2017 plus 3.25% of RBS times years of Credited Service on or after November 8,
2017, not to exceed 75% of RBS. Upon death, the benefit will be continued in the same
manner provided for under Service Incurred Preretirement Death Benefit, but provided further
that the benefit, except for the additional supplemental benefit, shall be payable for a
minimum of 120 monthly payments.

Benefits may be reduced for Workers' Compensation benefits, Social Security disability
benefits and disability benefits from another employer for the same disability. In no event
shall the benefit be reduced below the greater of 42% of AFC and 2% of AFC times years of
Credited Service.

K. Non-Service Connected Disability Benefit:
1. Eligibility:
Non-service connected injury, disease or disability which permanently incapacitates a Member
from performing Police Officers' duties after completing one year of Credited Service.

) GRS
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Outline of Principal Provisions of the Retirement System

K. Non-Service Connected Disability Benefit (cont'd):

2. Benefit:

Members prior to October 20, 1994 (including those who received Credited Service for periods
prior to October 20, 1994}, 30% of RBS payable monthly for life or prior recovery plus an
additional monthly supplemental benefit. Minimum disability benefit after ten (10) years of
Credited Service is the greatest of 25% of AFC, 2% AFC times years of Credited Service, and
3.5% of RBS times years of Credited Service through November 7, 2017 plus 3.25% of RBS times
years of Credited Service on or after November 8, 2017, not to exceed 75% of RBS.

Members eligible on or after October 20, 1994 receive a benefit equal to 5% of RBS times years
of Credited Service not to exceed 30% of RBS payable monthly for life or prior recovery plu§ an
additional monthly supplemental benefit. Minimum disability benefit for a Member after ten
(10) years of Credited Service is the greatest of 25% of AFC, 2% of AFC times years of Credited
Service and 3.5% of RBS times years of Credited Service through November 7, 2017 plus 3.25%
of RBS times years of Credited Service on or after November 8, 2017, not to exceed 75% of
RBS. The benefit, except for the supplemental benefit, shall be payable for a minimum of 120
payments or prior recovery.

Benefits may be reduced for Workers' Compensation benefits, Social Security disability
benefits and disability benefits from another employer for the same disability. In no event
shall the benefit after ten (10) years of Credited Service be reduced below 25% of AFC or 2% of
AFC times years of Credited Service.

L. Service Incurred Preretirement Death Benefit:

1. Eligibility:
Eligible for benefits from date of employment.
2. Benefit;

60% of RBS in effect on date of death plus an additional monthly supplemental benefit payable
to the spouse until death. If no spouse, or upon death of the spouse, 15% of RBS payable to
each unmarried child until age 18 (or to age 22, if enrolled in school); total maximum for all
such children is 60% of RBS. Eligible children shall also share equally in the applicable
additional monthly supplemental benefit. If no surviving spouse or eligible children, the
designated beneficiary will receive 100% of the Member's accumulated contributions.

M. Non-Service Incurred Preretirement Death Benefit:
1. Eligibility:

Five (5) years of Credited Service.

GRS
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Outline of Principal Provisions of the Retirement System

M. Non-Service Incurred Preretirement Death Benefit (cont'd):

2. Benefit:

30% of RBS in effect on date of death plus an additional monthly supplemental benefit
payable to the spouse until remarriage or death. If no SPOUSsE, Or upon remarriage or death,
7.5% of RBS payable to each unmarried child until age 18 (or to age 22, if enrolled in school);
total maximum for all such children of 30% of RBS. Eligible children shall also share equally in
the applicable additional monthly supplemental benefit. If no surviving spouse or eligible
children, the designated beneficiary will receive 100% of the Member's accumulated
contributions.

With less than five (5) years of Credited Service, refund of 100% of the Member's accumulated
contributions.

N. Minimum Preretirement Death Benefit:

If the Member was vested, but not eligible for Early or Normal Retirement, the beneficiary is
entitled to the benefits otherwise payable at Early or Normal Retirement, and shall receive the
benefit payable monthly for ten (10) years certain.

0. Termination Benefits:

A Member who has completed less than ten (10) years of Credited Service will receive a refund of
his accumulated contributions. A Member who has completed ten (10) years of Credited Service
who does not withdraw his accumulated contributions will receive his accrued benefit based
upon his AFC and years of Credited Service as of his date of termination payable at his Normal
Retirement Date. Upon death prior to Normal Retirement Date, his beneficiary will be entitled to
benefits as provided under Non-service Incurred Preretirement Death Benefits.

A Member of the plan with a frozen accrued benefit as of November 7, 2017 who does not
withdraw his accumulated contributions is 100% vested in the frozen accrued benefit payable
under the provisions of the prior Plan.

P. Deferred Retirement Option Plan { DROP):

1. Eligibility: Eligible for normal retirement.
2. The maximum period of participation in the DROP is sixty (60) months.

3. For Members entering the DROP prior to November 8, 2017, the Member's account in the
DROP program shall be credited with Interest based upon a fixed return of 6.5%. For
Members entering the DROP on or after November 8, 2017, the Member's account in the
DROP program shall be credited with interest based upon a fixed return of 1.5%. In liey of the
fixed return, a Member may elect for their account in the DROP program to be credited with
interest based upon'the actual net return of the Fund, but not less than 0%.

GRS
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Outline of Principal Provisions of the Retirement System

P. Deferred Retirement Option Plan (DROP) (cont'd):

4. For Members entering the DROP prior to November 8, 2017, the Member may elect to change
the interest crediting option twice during his DROP participation. For Members entering the
DROP on or after November 8, 2017, the Member's interest crediting election upon DROP entry
is irrevocable.

5. No payment may be made from DROP until the employee actually separates from service with
the City.

Q. Supplemental Benefit:

Members prior to October 20, 1994 {including those who received Credited Service for periods prior
to October 20, 1994) - an additional monthly supplemental benefit of $400 is payable.

Members eligible on or after October 20, 1994 - the additional monthly supplemental benefit is
$200.

For Members who retire on or after October 1, 2004 - the additional monthly supplemental benefit
is increased to $500. This increase in the supplemental benefit shall be funded from the annual
state monies received by the Plan in excess of $248,077. The maximum additional state monies that
can be used in each year for this benefit enhancement is $37,082. To the extent that actual state
monies received in any year are less than $285,159, the prospective supplemental benefit on the
following January 1st shall be reduced to a level that the annual state monies can fully fund. This
adjusted supplemental benefit cannot be reduced below the current monthly supplemental benefit
of $400 for Members hired prior to October 20, 1994 and $200 for Members hired on or after
October 20, 1994. Any reductions in supplemental benefits will not affect the supplemental
benefits prior to that date.

The additional supplemental benefit is payable for the life of the Member, except that if the
Member elects a joint and survivor option and the su rviving spouse of the Member or the Member's
child is the joint pensioner, the entire additional supplemental benefit shall be paid for the life of
the surviving spouse or until the child reaches the age of 18 (or 22, if enrolled in school).

GRS
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Actuarial Assumptions and Actuarial Cost Methods
Used in the Valuation

A. Mortality

For healthy Police Officer participants during employment, RP 2000 Combined Healthy Participant
Mortality Tables, separate rates for males and females, with 90% Blue Collar Adjustment / 10%
White Collar Adjustment and fully generational mortality improvements projected to each future
decrement date with Scale BB.

For healthy Police Officer participants post employment, RP 2000 Annuitant Mortality Tables,
separate rates for males and females, with 90% Blue Collar Adjustment / 10% White Collar
Adjustment and fully generational mortality improvements projected to each future decrement
date with Scale BB.

For disabled male participants, 60% RP 2000 Disabled Male Mortality Table setback four years /
40% RP 2000 Annuitant Male Mortality Table with White Collar Adjustment with no setback,
without projected mortality improvements. For disabled female participants, 60% RP 2000
Disabled Female Mortality Table set forward two years -/ 40% RP 2000 Annuitant Female
Mortality Table with White Collar Adjustment with no setback, without projected mortality
improvements.

Pre-retirement Post-retirement
Sample Future Life Future Life
Ages Expectancy {Years) Expectancy (Years)
(2018) Men Women Men Women
55 29.84 32.60 29.33 32.40
60 2496 27.56 24.76 27.41
62 23.09 25.59 22.97 25.49
Pre-retirement Post-retirement
Sample Future Life Future Life
Ages Expectancy (Years) Expectancy (Years)
(2038) Men Women Men Women
55 32.06 34.54 31.57 34.36
60 27.21 29.49 27.03 29.36
62 25.34 27.51 25.23 27.42

B. Interest to be Earned by Fund

7.75%, compounded annually, net of investment expense - includes infiation at 2.75%.

C. Allowances for Expenses or Contingencies

Average of two previous years' actual administrative expense.

GRS
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Actuarial Assumptions and Actuarial Cost Methods
Used in the Valuation

D. Employee Withdrawal Rates

Withdrawal rates for males and for females were used in accordance with the following
illustrative example:

ervice Withdrawal Rates
0-3 6.5%
3-10 4.5%

10 & Over 0.5%

E. Disability Rates

Disability rates for males and for females were used in accordance with the following iliustrative

example:

Disability Rates Disability Rates
Age Per 100 Members Age Per 100 Members
20 0.14 45 0.51
25 0.15 S0 1.00
30 0.18 55 1.55
35 0.23 60 & Over 0.00
40 0.30

F. Salary Increase Factors

Current salary was assumed to increase at a rate based on the table below per year until
retirement - includes wage inflation of 3.75%.

Years of Service / Age Salary Increase
Under 5 Years:
Under Age 30 8.0%
Age 30 & Up 6.0%

5 or more Years:
All Ages 5.5%

Extra-ordinary pay, such as for overtime, in the final averaging period is assumed to add 5% to
the average final compensation.

GRS
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Actuarial Assumptions and Actuarial Cost Methods
Used in the Valuation

G. Assumed Retirement Age

Rates of retirement were used in accordance with the following table:

Years of Service Retirement Rates
Ages 250
10-14 20%
15-22 50%

For Members with ten (10) or more years of Credited Service as of November 7, 2017, 100% of
Members are assumed to retire upon completion of twenty (20) years of service.

For Members with less than ten (10) years of Credited Service as of November 7, 2017, 100% of
Members are assumed to retire upon completion of twenty-three (23) years of service.

However, all active Members on the valuation date are assumed to have a minimum of one year
of future service.

H. Disability Benefits

No offset was assumed for potential Workers' Compensation benefits, Social Security disability
benefits or other disability benefits attributable to employment with another employer for the
same disability.

I. Form of Payment

For purposes of the supplemental benefit, the joint and survivor form is assumed to be elected.

J. Valuation of Assets

The actuarial value of assets is determined by smoothing earnings in excess of or less than the
assumed return over five years.

K. Cost Method

Normal Retirement, Termination, Disability, and Death Benefits: Entry-Age-Normal Cost Method.

Under this method the normal cost for each active employee is the amount which is calculated to
be a level percentage of pay that would be required annually from his entry age to his assumed
retirement age to fund his estimated benefits, assuming the System had always been in effect.
The normal cost for the System is the sum of such amounts for all employees. The actuarial
accrued liability as of any valuation date for each active employee or inactive employee who is
eligible to receive benefits under the System is the excess of the actuarial present value of
estimated future benefits over the actuarial present value of current and future normal costs.
The unfunded actuarial accrued liability as of any valuation date is the excess of the actuarial
accrued liability over the actuarial value of assets of the System.

GRS
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Actuarial Assumptions and Actuarial Cost Methods
tUsed in the Valuation

L. Marital Assumption

Females are assumed to be three (3) years younger than their male spouses. Eighty percent (80%)
of active members are assumed to be married at benefit commencement.
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