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August 8, 2019

William P. Hanes, Esq.

Administrator

Town of Palm Beach Retirement System
701 South Olive Avenue, Suite 1809
West Palm Beach, FL. 33401

Re: Town of Palm Beach Retirement System — 10-Year Projections Reflecting a 6.00% Ultimate
Investment Return Assumption in Addition to Compensation and Salary Scale Changes

Dear Bill:

As requested, we have prepared projections for the Town of Palm Beach Retirement System (Plan) reflecting a
proposed change in the ultimate investment return assumption in addition to the compensation and salary
scale changes previously proposed, as described below. The enclosed exhibits present projected assets,
liabilities and contribution requirements over the next 10 years.

This letter complements the letters dated April 2, 2019 and April 15, 2019, which presented 10-year
projections of the current plan, and the letter dated May 23, 2019, which presented 10-year projections of
proposed compensation and benefit changes.

These projections reflect the Town’s funding policy to make extra payments in excess of the required employer
contribution of $5.42 million toward the unfunded actuarial liability each year until the plan becomes fully
funded. This is subject to an annual cap on the total employer contribution of $16 million per year (indexed at
2.75% per year after 2017). Indexation from 2017 to 2019 puts the total employer contribution cap at $16.89
million for 2019.

The enclosed exhibits include projection results for the Plan in the aggregate (for General & Ocean Rescue,
Police Officers, and Firefighters combined) under the scenarios described below.

Scenario 1A — The scenario uses the same assumptions as used in the September 30, 2018 Actuarial
Valuation Report, with the following exceptions:
0 The investment return assumption is assumed to decrease by 0.1% per year from 7.2% used in
the September 30, 2018 Actuarial Valuation Report to 7.0% as of September 30, 2020.
O Actual salary increases for fiscal year (FY) 2019 are assumed to be equal to the salary increases
from FY 2018 to FY 2019, as provided by the Town.
O Actual salary increases for FY 2020 are updated to match the scheduled salary increases during
FY 2020, as provided by the Town, reflecting changes to bring pay ranges up to the 75th
percentile of the market for all benefit groups.
0 Beginning with the September 30, 2019 valuation date, the long-term annual salary increase
assumption is changed from 3.5% to 6.0% per year for Police Officers and Firefighters and from
3.5% to 5.5% per year for General and Ocean Rescue members.
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This scenario is like Scenario 3A from the May 23, 2019 projections with the exception that the
proposed changes in plan provisions for Police Officers and Firefighters are NOT reflected, since they
have not been adopted yet.

e Scenario 1B (Stress Test) — same as Scenario 1A but reflecting an actual return on the market value of
assets of 5.0% each year.

e Scenario 2A — same as Scenario 1A described above, with the exception that the investment return
assumption is further decreased by 0.2% per year after reaching 7.0% as of September 30, 2020 for an
additional five years, until reaching an ultimate rate of 6.0% as of September 30, 2025.

e Scenario 2B (Stress Test) — same as Scenario 2A but reflecting an actual return on the market value of
assets of 5.0% each year.

Risks Associated with Measuring the Accrued Liability and Actuarially Determined Contribution

The determination of the accrued liability and the actuarially determined contribution requires the use of
assumptions regarding future economic and demographic experience. Risk measures are intended to aid in
the understanding of the effects of future experience differing from the assumptions used in the course of the
actuarial valuation. Risk measures may also help with illustrating the potential volatility in the accrued liability
and the actuarially determined contribution that result from the differences between actual experience and
the actuarial assumptions.

Future actuarial measurements may differ significantly from the current measurements presented in this
report due to such factors as the following: Plan experience differing from that anticipated by the economic or
demographic assumptions; changes in economic or demographic assumptions due to changing conditions;
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, or additional cost or contribution requirements
based on the Plan’s funded status); and changes in Plan provisions or applicable law. The scope of this project
limits the analysis of the potential range of such future measurements to the four projection scenarios
presented herein.

Examples of risk that may reasonably be anticipated to significantly affect the Plan’s future financial condition
include:

1. Investment risk — actual investment returns may differ from the either assumed or forecasted returns;

2. Contribution risk — actual contributions may differ from expected future contributions. For example,
actual contributions may not be made in accordance with the Plan’s funding policy or material
changes may occur in the anticipated number of covered employees, covered payroll, or other
relevant contribution base;

3. Salary and Payroll risk — actual salaries and total payroll may differ from expected, resulting in actual
future accrued liability and contributions differing from expected;

4. Longevity risk — members may live longer or shorter than expected and receive pensions for a period
of time other than assumed;

9-10-19 TC Meeting 324



5. Other demographic risks — members may terminate, retire or become disabled at times or with
benefits other than assumed resulting in actual future accrued liability and contributions differing from
expected.

The effects of certain trends in experience can generally be anticipated. For example if the investment return
is less (or more) than the assumed rate, the cost of the Plan can be expected to increase (or decrease).
Likewise if longevity is improving (or worsening), increases (or decreases) in cost can be anticipated.

The computed contribution amounts may be considered as a minimum contribution that complies with the
pension Board’s funding policy and the State statutes. The timely receipt of the actuarially determined
contributions is critical to support the financial health of the Plan. Users of this report should be aware that
contributions made at the actuarially determined rate do not necessarily guarantee benefit security.

Risk Assessment

Risk assessment may include scenario tests, sensitivity tests, stochastic modeling, stress tests, and a
comparison of the present value of accrued benefits at low-risk discount rates with the actuarial accrued
liability. The scope of this report limits risk assessment to the four projection scenarios presented herein. We
are prepared to perform additional assessment to aid the Board in the decision making process.

Additional Disclosures

Throughout the projection period, new members are assumed to be hired each year at a rate sufficient to
maintain a constant active headcount. New employees are assumed to have the same average demographic
characteristics (age, gender, salary — adjusted each year for inflation) at their dates of employment as those of
current members with 5 years of service or less as of September 30, 2018. Additionally, DROP and Share
accounts are projected forward assuming a 40% payout in the first projection year, 30% in year two, 20% in
year three and the remainder paid out in year four.

Projections are deterministic, meaning that throughout the projection period, Plan experience is expected to
match the actuarial assumptions. The only differences in experience from assumptions which are reflected in
these projections are due to recognizing scheduled salary increases in FY 2019 and FY 2020 (as provided by the
Town) and projecting an actual investment return on the market value of assets of 5.0% per year in the stress
test scenarios (Scenarios 1B and 2B).

The calculations are based upon assumptions regarding future events, which may or may not materialize.
Future actuarial measurements may differ significantly from the current measurements presented in this
report due to such factors as the following: plan 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 or additional cost or contribution requirements based on the plan’s funded status);
and changes in plan provisions or applicable law. If you have reason to believe that the assumptions that were
used are unreasonable, that the plan provisions are incorrectly described, that important plan provisions
relevant to this proposal are not described, or that conditions have changed since the calculations were made,
you should contact the author of the report prior to relying on information in the report.
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The calculations in this report are based upon information furnished by the Town of Palm Beach and the Plan
Administrator for the September 30, 2018 Actuarial Valuation concerning Retirement System benefits,
financial transactions, plan provisions and active members, terminated members, retirees and beneficiaries.
We reviewed this information for internal and year-to-year consistency, but did not otherwise audit the data.
We are not responsible for the accuracy or completeness of the information provided by the Town or the Plan
Administrator.

This report complements the September 30, 2018 Actuarial Valuation Report previously delivered to the Plan
Administrator and the Town and should be considered in conjunction with that report. Please see the
Actuarial Valuation Report as of September 30, 2018, dated February 26, 2019 for additional discussion of the
nature of actuarial calculations and information related to participant data, economic and demographic
assumptions, and benefit provisions.

Peter N. Strong and Dina Lerner are members of the American Academy of Actuaries and meet the
Qualification Standards of the American Academy of Actuaries to render the actuarial opinions contained
herein. The undersigned actuaries are independent of the plan sponsor.

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

Respectfully submitted,

Peter N. Strong, FSA, EA, MAAA Dina Lerner, ASA, EA, MAAA
Senior Consultant and Actuary Senior Analyst and Actuary
Enclosures

cc: William P. Hanes, Esq, Plan Administrator (electronic)
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