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Staff Report   
City of Manhattan Beach 

  
 

TO:  Honorable Mayor Tell and Members of the City Council 
 
THROUGH: Geoff Dolan, City Manager 
 
FROM: Bruce Moe, Finance Director 

Robert V. Wadden, Jr., City Attorney 
Russell J. Morreale, Assistant Finance Director 
Henry Mitzner, Controller 

 
DATE: March 7, 2007 
 
SUBJECT: Consideration of Resolution Approving Documents for Issuance of Pension 

Obligation Bonds for the Fixed Unfunded Liabilities in the Police and Fire 
Department Retirement Plans with CalPERS 

 
 
RECOMMENDATION: 
The Finance Subcommittee and staff recommend that the City Council adopt resolution No. 6084, 
which authorizes the sale of Pension Obligation Bonds and approves the documents necessary to 
execute the sale of the bonds. 
 
FISCAL IMPLICATION: 
The City’s current fixed, unfunded liability for our Police and Fire retirement plans totals 
$6,523,177.  The City’s Financial Advisor, along with City staff, has estimated that we will realize 
present value savings of approximately $289,000 by issuing these bonds, net of the issuance costs. 
 
BACKGROUND: 
Council reviewed and approved the issuance of Pension Obligation Bond’s (POB’s) at the 
December 5, 2006 Council meeting.  Since then, the required validation action through Superior 
Court has been accomplished.  With this action completed, Council must now approve the 
remaining documents in order for the sale of bonds to occur. 
 
DISCUSSION: 
The City provides retirement benefits to its employees through the California Public Employees 
Retirement System (CalPERS).  The City’s employees are segregated into three plans: Police (3% 
@ 50); Fire (3%@55); and Miscellaneous (2%@55) which represents all non-sworn employees.  In 
2005, PERS combined all individual plans with less than 100 employees into several pooled plans 
with other agencies with like benefits.  This resulted in our Police and Fire plans being combined 
into such pools.  Our miscellaneous group exceeds 100 and therefore remains as a stand-alone plan. 
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At the time PERS created the various pools, any unfunded liabilities of individual agencies were 
placed into individual side funds, with the individual agency continuing to be responsible for those 
liabilities.  Additionally, a corresponding premium rate was added to the employer rate that 
amortized that liability over a nine year period ending July 1, 2014 (we are in the second year) at an 
interest rate of 7.75% annually.  We have unfunded side fund liabilities shown below (projected to 
March 22, 2007 levels which correspond to the timing of our bond issue): 
 
Department       Unfunded Liabilities 
 
Police    $4,500,860 
Fire    $2,133,319 
Total    $6,634,179 
 
In the past, any unfunded liabilities would fluctuate in value in response to higher or lower than 
expected investment returns at PERS.  For example, as PERS’ exceeded the 7.75% assumed rate of 
return on their investments, the excess earnings would be applied to our unfunded liabilities and 
would result in a reduction in that liability.  Conversely, if returns were less than expected, 
unfunded liabilities would grow.  In such an environment, it did not make financial sense to prepay 
the unfunded liability since it could potentially be reduced through investment gains.  Additionally, 
if we were to prepay the liability and further gains resulted in assets greater than the liabilities, we 
would not be able to receive a refund for those excess contributions from PERS. Those excess 
funds would be retained by PERS and used to adjust our future employer rates. As a result, in the 
past there has been no incentive to prepay liabilities.   
 
Under the new pooling structure and side fund arrangement, with our prior unfunded liabilities 
fixed and amortized at a 7.75% annual percentage rate, staff recommends issuing pension 
obligation bonds at a reduced interest rate to pay off the liability at PERS. 
 
An analysis performed by our Financial Advisor and verified by City staff indicates that under 
current market assumptions, we can realize present value savings of approximately $289,000 by 
issuing pension obligation bonds.  These savings are net of the costs of issuance (underwriters, 
bond and disclosure counsel, and financial advisor) and are achieved through lower interest rates 
available in the open market (approximately 6%) compared to PERS’ rates (7.75%). 
 
By adopting Resolution No. 6084 this evening, the following documents will be approved: 
 
Official Statement (Attachment “B”) 
This document is used to market the bonds and includes demographic, financial and other 
information about the City. Under federal securities laws, this document must contain all 
information relating to the City finances generally that would be material to investors, and must 
not omit any material information. For approval purposes this evening, the statement is 
preliminary, subject to minor modifications, which may be approved by the City Manager. 
 
The Continuing Disclosure Agreement is an attachment to the Official Statement, and outlines 
the requirement to provide updated information related to the security that the City will agree to 
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provide to the bond markets. Disclosure is required annually, and on an exception basis for any 
major material event. This document is drafted by Bond Counsel and executed by the City and 
the Fiscal Agent. 
  
Purchase Contract (Attachment “C”) 
This agreement is between the Underwriter (UBS) and the City, whereby UBS agrees to 
purchase the bonds from the City for marketing purposes.  UBS was selected as our underwriting 
partner through a competitive process prior to the sale of the Metlox bonds in 2003.  We have 
successfully negotiated the Police & Fire Facility issue and numerous underground utility district 
bond sales, and continue to be pleased with their services. 
 
Trust Agreement (Attachment “D”) 
This document establishes the City’s relationship with U.S. Bank as trustee of the funds. U.S. 
Bank will be responsible for receiving bond proceeds, distributing the moneys, handling ongoing 
principal and interest payments, as well as other expenses associated with the bond issue. 
 
 
Standard & Poor’s Rating 
As part of the process of issuing the bonds, the City contacted Standard & Poor’s (S&P) in order to 
obtain a rating (only one of the three rating agencies was asked to rate this issuance due to the 
cost). After meeting with City staff and reviewing the City’s financial performance and policies, 
S&P affirmed the City’s general obligation (GO) AAA rating, and assigned a AA+ rating (one rank 
below AAA) to the Pension Obligation Bond issue.  POB’s and other similar issues do not receive 
the City’s AAA GO rating because the repayment of the bonds is subject to annual appropriation, 
and thus are considered slightly more uncertain than debt secured by the City’s taxing authority, 
such as GO bonds.   
 
We are also pleased to report that, under Standard & Poor’s new rating tool entitled “Financial 
Management Assessment” (FMA), the City has been issued a ‘strong’ rating, the highest rating 
possible.  An FMA of 'strong' indicates that practices are strong, well embedded, and likely 
sustainable. Key features of the city's policies that were cited are our formal investment, financial, 
debt and capital and equipment spending policies. Additionally, the City’s financial planning and 
oversight, including monthly financial reporting, five-year financial forecasts, and a minimum 
operating reserve of 20% of expenditures added to our rating. Long-term capital planning, 
including the five-year capital plan with identified funding sources was also listed. 
 
CONCLUSION: 
With the validation action completed, staff recommends that the City Council adopt Resolution No. 
6084, which approves the documents required to complete the sale of the bonds.  Staff will report 
back to the Council with the final results of the sale once the transaction has been completed, which 
is expected to occur by the end of the month. 
 
 
Attachments: A) Resolution No. 6084 

B) Official Statement (With Continuing Disclosure Agreement) 
C) Purchase Contract 
D) Trust Agreement 
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RESOLUTION NO. 6084 
 
RESOLUTION OF THE CITY COUNCIL OF THE CITY OF 
MANHATTAN BEACH AUTHORIZING THE REFUNDING OF THE 
CITY’S PENSION OBLIGATIONS, AUTHORIZING THE ISSUANCE AND 
SALE OF A SERIES OF CITY OF MANHATTAN BEACH TAXABLE 
PENSION OBLIGATION BONDS, THE EXECUTION AND DELIVERY 
OF A TRUST AGREEMENT, A BOND PURCHASE AGREEMENT AND 
A CONTINUING DISCLOSURE AGREEMENT, THE PREPARATION OF 
A PRELIMINARY OFFICIAL STATEMENT AND THE EXECUTION OF 
AN OFFICIAL STATEMENT AND OTHER MATTERS RELATING 
THERETO 

 
WHEREAS, City Council (the “City Council”) of the City of Manhattan Beach (the “City”) 

adopted a retirement plan pursuant to the Public Employees’ Retirement Law commencing with Section 
20000 of the Government Code of the State of California, as amended (the “Retirement Law”); and 

 
WHEREAS, the Retirement Law obligates the City to (1) make annual contributions to the 

California Public Employees’ Retirement System (the “System”) to fund pension benefits for its employees, 
(2) amortize the unfunded accrued actuarial liability with respect to such pension benefits, and (3) 
appropriate funds for the purposes described in (1) and (2); and 

WHEREAS, pursuant to the Retirement Law, contracting agencies with less than 100 
active members as of June 30, 2003, including the City, shall participate in a risk pool; and 

WHEREAS, the obligation of the City to pay its unfunded accrued actuarial liability to the 
System (the “Pension Obligations”) is evidenced by a contract between the City and the System (as 
amended, the “PERS Contract”), and a portion of the City’s Pension Obligations are included in two 
separate risk pools (such portion of the City’s Pension Obligations being referred to herein as the “PERS 
Side Fund Pension Obligations”); and 

WHEREAS, based on a certificate prepared by the System’s Actuary on December 8, 
2006, the City’s PERS Side Fund Pension Obligations is expected to be $6,634,179 as of March 22, 2007, 
the proposed date of issuance of the Pension Obligation Bonds (herein defined ); and 

WHEREAS, the City desires to issue bonds (the “Pension Obligation Bonds”) in an 
aggregate principal amount not to exceed the PERS Side Fund Pension Obligations plus an additional 
amount to pay costs of issuance of the Pension Obligation Bonds, for the purpose of refunding the PERS 
Side Fund Pension Obligations evidenced by the PERS Contract and thereby providing funds to the 
System in payment of all of the PERS Side Fund Pension Obligations as of the date of issuance of the 
Pension Obligation Bonds; and 

WHEREAS, on December 5, 2006, after public notice, the City Council adopted 
Resolution No. 6075 authorizing the issuance and sale of the Pension Obligation Bonds, the refunding of 
the City’s Pension Obligations, including the PERS Side Fund Pension Obligations, the execution and 
delivery of the Trust Agreement and a validation action relating to the issuance of the Pension Obligation 
Bonds and certain other matters in connection therewith; and 

WHEREAS, on December 13, 2006, the City, acting pursuant to the provisions of 
Sections 860 et seq. of the California Code of Civil Procedure, filed a complaint in the Superior Court of 
the State of California for the County of Los Angeles seeking judicial validation of the transactions relating 
to the issuance of the Pension Obligation Bonds and certain other matters in connection therewith and on 
February 7, 2007, the court entered a default judgment to the effect, among other things, that the Pension 
Obligation Bonds are valid, legal and binding obligations of the City and that the Pension Obligation 
Bonds are valid and in conformity with all applicable provisions of law. 

NOW, THEREFORE, IT IS RESOLVED, DETERMINED AND ORDERED BY THE CITY 
COUNCIL OF THE CITY OF MANHATTAN BEACH AS FOLLOWS: 

SECTION 1.  This City Council hereby finds and declares that the foregoing recitals are 
true and correct and the issuance of the Pension Obligation Bonds to refund the PERS Side Fund 
Pension Obligations, and the other actions contemplated by this Resolution are in the best interests of the 
City and are anticipated to result in savings based on current actuarial assumptions. 

SECTION 2.  This City Council hereby reaffirms the authorization and approval of the 
issuance of the Pension Obligation Bonds and hereby reaffirms the authorization of and direction to the 
City Manager to execute the Pension Obligation Bonds, and to cause the Pension Obligation Bonds to be 
authenticated and delivered in accordance with the Trust Agreement (herein defined). The Pension 
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Obligation Bonds shall be in substantially the form attached to the Trust Agreement, with such changes 
therein, deletions therefrom and additions thereto as the City Manager shall approve, such approval to be 
conclusively evidenced by the execution and delivery of the Pension Obligation Bonds; provided that the 
Pension Obligation Bonds will be issued as current interest fixed rate bonds and shall in no event exceed 
the aggregate principal amount of seven million dollars ($7 million), representing the PERS Side Fund 
Pension Obligations (as confirmed by the System’s Actuary) as of the anticipated date of issuance of the 
Pension Obligation Bonds, plus an additional amount to pay costs of issuance of the Pension Obligation 
Bonds, original issue discount, and underwriter’s discount on the Pension Obligation Bonds (such 
underwriter’s discount excluding original issue discount not to exceed one and one-half percent (1.5%) of 
the aggregate principal amount of the Pension Obligation Bonds); the maximum interest rate on the 
Pension Obligation Bonds shall not exceed six percent (6%) per annum; and the Pension Obligation 
Bonds shall mature not later than ten (10) years following their date of issuance. The Pension Obligation 
Bonds shall constitute an obligation imposed by law pursuant to the Constitution of the State of California 
and the Retirement Law and an obligation of the City not limited as to payment from any special source of 
funds. The Pension Obligation Bonds shall not, however, constitute an obligation of the City for which the 
City is obligated to levy or pledge any form of taxation or for which the City has levied or pledged any 
form of taxation. 

SECTION 3.  The City hereby reaffirms and ratifies the approval of that certain Trust 
Agreement (the “Trust Agreement”) to be entered into by and between the City and U.S. Bank National 
Association, as trustee thereunder, relating to the Pension Obligation Bonds, including the form of 
Pension Obligation Bond attached thereto, in substantially the form on file with the City Clerk, together 
with such additions thereto and changes therein as the Mayor, the City Manager, and the Finance 
Director or their respective designees (collectively, the “Authorized Representatives”) shall deem 
necessary, desirable or appropriate, the execution of which by the City shall be conclusive evidence of 
the approval of any such additions and changes. 

SECTION 4.  The City hereby approves each of the following agreements or instruments 
required to implement the financing plan to be accomplished by the Pension Obligation Bonds, in 
substantially the respective forms on file with the City Clerk, together with such additions thereto and 
changes therein as the Authorized Representatives shall deem necessary, desirable or appropriate, the 
execution of which by the City shall be conclusive evidence of the approval of any such additions and 
changes: 

(a) a Preliminary Official Statement for the Pension Obligation Bonds (the “Preliminary Official 
Statement”); 

(b) a Bond Purchase Contract (the “Bond Purchase Contract”) to be entered into by and 
between the City and UBS Securities LLC (the “Underwriter”); and 

(c) a Continuing Disclosure Agreement (the “Continuing Disclosure Agreement”) to be entered 
into by and among the City, U.S. Bank, National Association, as trustee, and U.S. Bank 
National Association, as dissemination agent thereunder. 

The Authorized Representatives, and each of them acting alone or together, are hereby 
authorized and directed to execute, and the City Clerk is hereby authorized and directed to attest and 
affix the seal of the City to, the final form of such agreements for and in the name and on behalf of the 
City.  The City hereby authorizes the delivery and performance of such agreements and such other 
agreements as may be necessary to carry out the purposes hereof. 

SECTION 5.  The City hereby approves the Preliminary Official Statement in substantially 
the form on file with the City Clerk, together with such additions thereto and changes therein as an 
Authorized Representative shall deem necessary, desirable or appropriate.  The Authorized 
Representatives, and each of them acting alone or together, are hereby authorized and directed, as they 
deem appropriate, to deem final within the meaning of Rule 15c2-12 of the Securities Exchange Act of 
1934, as amended, except for permitted omissions, the Preliminary Official Statement describing the 
Pension Obligation Bonds.  Distribution of such Preliminary Official Statement by the Underwriter is 
hereby approved.  The Authorized Representatives, and each of them acting alone or together, are 
hereby authorized to execute the final form of the Official Statement (the “Official Statement”), including as 
it may be modified by such additions thereto and changes therein as an Authorized Representative shall 
deem necessary, desirable or appropriate, and the execution of the Official Statement by the City shall be 
conclusive evidence of the approval of any such additions and changes.  The City hereby authorizes the 
distribution of the Official Statement by the Underwriter.  The Official Statement shall be executed in the 
name and on behalf of the City by an Authorized Representative. 

SECTION 6.  All actions heretofore taken by any officers, employees or agents of the City 
with respect to the issuance, delivery or sale of the Pension Obligation Bonds, or in connection with or 
related to any of the agreements or documents referred to herein, are hereby approved, confirmed and 
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ratified. 

SECTION 7.  The Authorized Representatives are hereby authorized and directed, for 
and in the name and on behalf of the City, to do any and all things and take any and all actions, including 
execution and delivery of any and all assignments, certificates, requisitions, agreements, notices, 
consents, instruments of conveyance, warrants and other documents, which they, or any of them, may 
deem necessary or advisable in order to consummate the lawful issuance and sale of the Pension 
Obligation Bonds and the consummation and continuing administration of the transactions as described 
herein. 

SECTION 8.  This Resolution shall take effect from and after its date of adoption. 

SECTION 9.  The City Clerk shall certify to the adoption of this Resolution and enter it 
into the original records of the City. 

SECTION 10.  The City Clerk shall make this Resolution reasonably available for public 
inspection within thirty (30) days of the date this Resolution is adopted. 

PASSED, APPROVED and ADOPTED this 7th day of March, 2007. 

Ayes: 
Noes: 
Absent: 
Abstain: 

 
 
 
  
Mayor, City of Manhattan Beach, California 

 
 
 
ATTEST: 
 
 
 
  
City Clerk 



 

 
 

AFFIDAVIT OF POSTING 

 

I, Liza Tamura, am now and at all times mentioned herein have been employed by the City of 
Manhattan Beach, California as City Clerk. 

On __________, I posted a true and correct copy of the meeting agenda for the February 20, 
2007 meeting of the City Council of the City of Manhattan Beach at ____________, a location freely 
accessible to members of the public. The agenda was posted at least 72 hours before said meeting, 
specified the time and location of the meeting and contained a brief description of each item of business 
to be transacted. 

I declare under penalty of perjury that the foregoing is true and correct. 

Executed on February __, 2007 in the City of Manhattan Beach, County of Los Angeles, State of 
California. 

 

CITY CLERK 

 
      
Liza Tamura 

 
 

 
































































































































































































































































