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Dear Gerry and Michael,
This letter is intended to summarize my observations having reviewed the financial projections for the three defined benefit pension plans (police, fire, officers & employees) of the City of Allentown.  I am aware but did not review any financial data in connection with those employees covered by the pension plan administered through the Pennsylvania Municipal Retirement System (PMRS). 
This review is based upon the pension projections developed by Cheiron as summarized in their October 18, 2012 letter. 
In addition, I reviewed the actuarial report for the other post-employment benefits (OPEB) comprised principally of retiree medical benefits for the three member groups.  These OPEB figures are based upon the January 1, 2012 valuation results prepared by EFI Actuaries.
I noted where these actuarial analyses and reports have already been made available to key contacts at the City in addition to City Council members.
For reference purposes, I will also attach these documents to my email containing this letter.
[bookmark: _GoBack]This letter is developed from an actuarial and financial perspective as a prerequisite to possible financing options.  Any proposed changes to either the funding of these benefits or those dealing with plan design for current and/or new members should also include a review of legal considerations.
Often such discussions tend to over-emphasize the near-term cash contributions to these plans.  I would strongly encourage all fully consider the long-term cash requirements to these plans together with the long-term balance sheet implications.
Equally important, the Government Accounting Standard Board (GASB) recently released Statement # 67 and # 68 which will affect public pension plans and will become effective as early as 2013.  This will require pension plan sponsors to reflect unfunded liabilities on their balance sheets.  There are many other changes leading to more volatility in a redefined pension expense including recognition of newly created unfunded liabilities over shorter amortization periods.  The general goal is to better reflect costs as benefits are actually being earned. This accounting requirement carries no funding mandates, although it is expected to generate many questions regarding the appropriateness of existing funding policies.
Since plan design ultimately drives benefit costs in the long-run, a review of benefit levels should not be excluded from any possible changes to funding policies.  That is, funding policies deal with the timing and recognition of pension costs but the long-term costs of a pension plan are the benefits actually paid.
Comments related to pension (three plans combined)
The existing unfunded liability as of January 1, 2012 (as shown on page ii of the October 18th actuarial letter) is between $154.1M and $162.6M depending on the value of assets used. 
This deficit is projected to be significantly reduced over the next 20 years, although it is predicated on four important assumptions: 
1. Minimum taxpayer contributions at or above $19M from 2015-2028 
2. Assets returns of 8% per year 
3. No benefit changes to plan members 
4. No re-deferrals of plan liabilities 
It would appear that any of these four assumptions could present significant economic and political challenges to current and future policymakers as well as current and future taxpayers. 
Most significantly, adopting a lowered annual asset assumption such as 6% (shown on page vi) would redefine the current unfunded liability into a range of $223.0M to $231.5M with the required minimum contribution estimated to be approximately $30M from 2016-2026.
Comments related to OPEB
This program carries no requirement to prefund future benefits and the city has chosen to finance these costs on a pay-as-you-go basis.  As such, the current unfunded liability is reported to be $61.4M.  It is reasonable to assume this unfunded liability will continue to increase in the years to come given the absence of prefunding although no specific unfunded liability forecast was included in the valuation report.  However, of significant note and as illustrated in table 2.3 on page 16 of the actuarial valuation, the cash requirements to finance this plan will continue from its existing level of approximately $3M and increase and remain at or above the $4M level beginning as early as 2016. The maximum payout is project to be approximately $6M in 2032.  The number of retirees, increased longevity and the overall increases in health care costs will result in a combined impact affecting future costs.
Summary
It is hoped this brief analysis will facilitate an increased awareness and discussion of the short and long-term implication of these programs and begin an important discussion of the proper method of financing these liabilities.  As mentioned, to meaningfully impact long-term costs the total compensation (cash compensation and benefit programs) of each current and future member must be carefully considered in determining an affordable cost to taxpayers consistent with the goal of attracting and retaining a qualified workforce.  Obviously the legal and contractual nature of certain plans is an additional factor to be considered.
I hope these thoughts are helpful as you further consider these issues.  I would of course be pleased to be a resource to you as deem necessary and appropriate.

										Sincerely,
										Rick Dreyfuss
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