TOWN OF FAIRFAX
STAFF REPORT
September 7, 2016

TO: Mayor and Town Council

FROM: Garrett Toy, Town Manager («
Michael Vivrette, Finance Director

SUBJECT: Discussion of financing strategies for the Town’s retirement obligations
and capital improvements

RECOMMENDATION
Discuss financing strategies for the Town’s retirement obligations and capital
improvements and direct staff as appropriate

DISCUSSION

At its May 2016 budget workshop, the Council discussed possible options for financing
the Town’s CalPERS side fund (i.e., retirement obligation) and infrastructure/capital
improvements. The Council indicated it was interested in the options and would like
further discussion at a future meeting.

One of the FY16-17 goals for the Finance department is to “refinance” the CalPERS
side fund. The side fund is the amount calculated by CalPERS which represents the
unfunded pension liability prior to 2007. CalPERS has also calculated the unfunded
liability for communities between 2007 and 2013 referred to as the pre-2013 UAL
(Unfunded Accrued Liability). The combined total of the side fund and pre-2013 UAL is
approximately $4.1 million (side fund-$1.4 million and pre-2013 UAL- $2.7 million).

Towards this goal, staff consulted with the Town’s Municipal Advisor, Mark Pressman of
Wulff, Hansen & Co, regarding the refinancing of the Town’s retirement liability as well
as the potential for financing additional capital improvements with the savings. The
options were discussed with the Town’s Finance Committee which consist of Mayor
Goddard and Vice-Mayor Reed. Specifically, we discussed: 1) refinancing the side fund
and pre -2013 UAL obligations and taking money out for capital improvements or 2)
refinancing only the side fund and pre-2013 UAL obligations.

Under Option 1, and without extending the term of the payments, the Town would make
the same annual payment for the side fund and pre-2013 UAL, but would be able to
“pull” out between $900,000 -$1,000,000 for capital improvements depending on
interest rates. The interest rate for the refinancing of CalPERS retirement obligations
must be at a taxable (higher) interest rate because the funds are not for public purpose.
They benefit private individuals. However, the funds used for capital improvements can
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be financed with either tax-exempt or taxable rates. “Pulled out” funds using tax-exempt
interest rates must be spent within 3 years. If “pulled out” funds are financed with
taxable interest rates, there is no spend down requirement. Attached is Option 1
showing the refinancing of the side fund and pre-2013 UAL and the funding generated
with taxable and tax-exempt rates for the capital improvements.

Option 2 only refinances the side fund and pre-2013 UAL. The attached Option 2
shows that the Town would save approximately $100,000/yr over the first five years and
then approximately $50,000/yr over the next sixteen years. The first 5 years include
both the side fund liability and the pre 2013 UAL. After 5 years, only the pre 2013 UAL
remains as a liability to be refinanced.

The financing mechanism would be a certificate of participation (COP) which is a lease
financing structure used by many municipalities to finance capital improvements and
facilities as well as retirement obligations. Mr. Pressman will provide more details on
this commonly used public financing technique at the Council meeting.

FISCAL IMPACT
Depends on the option

ATTACHMENTS
Option 1
Option 2
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