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What is a Pension Obligation Bond (POB)?
• General Obligation bond backed by the full faith and credit of the City
• Issued as taxable bonds, which typically carry interest rates that are
0.75% to 1.00% higher than traditional (tax exempt) municipal bonds
• Bond proceeds are deposited into the pension trust to partially or fully
fund the pension plan
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Why should Norwich issue POB’s?
• THEY COULD POTENTIALLY SAVE NORWICH CITIZENS $43 MILLION OVER
NEXT 30 YEARS…
• The City has been setting aside funds for decades to cover its pension
benefits, but assets currently fall short of liabilities by approximately $144
million – a problem that most municipalities face today
• Issue bonds at historically low interest rates
• Invest in assets which have higher long‐term returns
• City’s financial picture will be stronger and more flexible for years to come
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Contract Negotiations

Unfunded
pension
liability
POB’s could be the final piece
in the puzzle to fixing the
pension fund.
The City has taken several
steps through contract
negotiation, actuarial
assumptions, and funding
policy to put the pension fund
on a sustainable path.

◦ Police and Fire new hires can retire after 25 years rather than 20 and
overtime caps have been put in place
◦ Free survivorship benefits have been eliminated for all new hires
◦ Employee percentage contributions have been increased for all new
hires

Actuarial Assumptions
◦ Reduced assumed rate of return from 8.25% in 2011 to 7.25% in 2019
◦ Changed to more conservative amortization period, mortality and
other actuarial assumptions and methods

Funding Policy
◦ The changes in actuarial assumptions and periods of investment
underperformance caused the unfunded pension liability to grow
significantly
◦ City Council adopted funding policy in 2014 to responsibly and
incrementally increase contributions to the pension fund
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Falling interest rate assumption
 The interest rate assumption reflects current expert thinking about future long‐term returns on pension assets
 Steadily declining over the past two decades

Norwich History
◦ 2004: interest rate 8.25%
◦ 2019: interest rate 7.25%
◦ POB: interest rate 6.25%
Each 1% reduction in the
interest rate assumption
increases the pension accrued
liability by about 10%
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Unfunded pension liability ($ millions)
Recent assumption changes:
• Interest rate dropped in 2013, 2017, 2019
• Retirement, turnover and mortality rates updated in 2015
• Mortality updated in 2019
Recent bargained plan changes:
• Police & Fire changes implemented in 2015
• Further Police changes implemented in 2017
• Increases in employee contribution rates for non‐
public safety implemented in 2019

Year:
Financial crisis: ‐24% return on assets
Impact spread out over next 5 years

Valuations are now performed
only in odd‐numbered years
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Pension contributions ($ millions)
Past Service Cost = amount to gradually pay off unfunded pension liability
Normal Cost = cost of benefits earned each year by active members

Year:
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Historically
low interest
rates
Unique opportunity to finance
pension liabilities using
historically low interest rates
US Treasury bond rates are
displayed here as an
approximation of taxable
municipal bonds like POBs
City would likely issue POB’s as
soon as possible after
obtaining all approvals: target
Dec 2021 ‐ Feb 2022
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Invest bond
proceeds in
historically
higher‐earning
assets
Set reasonable expectations
for future investment
returns
Carefully select asset
allocation to maximize
returns and minimize risk
Past performance does not
guarantee future results

YTD

Calendar Year
This report was provided for informational purposes with the City’s consent. Your UBS Financial Services Inc. (UBSFS) account statements and
confirmations are the official record of your holdings, balances, transactions, and security values. Complete disclosures and full presentation were
delivered to the City of Norwich’s Finance Committee on June 7th, 2021.
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In FY 2022, the City would make a
one‐time transfer to a Reserve
Fund to provide budgetary stability
over the lifetime of the POBs

Long‐term
savings
Assuming that the City earns
exactly 6.25% over each of
the next 30 years, the City
would save $43 million by
issuing POBs compared to
not issuing POBs

The POB fully funds the pension plan,
so the Past Service Cost goes away
Please see pages 20‐21 for important information about how this analysis was developed
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How would Norwich manage risks?
POTENTIAL PROBLEM

MITIGATION PLAN

Inadequate planning and analysis

Rigorous analysis and State review process

Investing POB proceeds at high point of market

Investing POB proceeds over 18 to 36 months

Future economic downturns

Pension reserve fund and funding policy

Taking early budgetary savings and later
budgets experience large increase

Pension reserve fund and funding policy

Severe overfunding of pension plan while still
being required to pay debt service on POBs

Pension reserve fund and funding policy
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Net Present Value of
City’s Retirement
Program Cost ($ millions)

Rigorous
analysis
City engaged bond counsel,
actuaries, financial advisors,
investment consultants and
internal staff to provide
input to this proposed
project.
Milliman performed an
analysis of 10,000 random
investment return scenarios
to project the likelihood of
success.

95th percentile

653.9

Funded Status of
Pension Plan in 2049

664.1

276%

75th percentile
186%

Median

435.5
392.5

25th percentile

113%

106%

5th percentile

233.4
197.2

No POB

POB, 3.0% bond
interest

75%

74%

No POB

POB, 3.0%
bond interest

Please see pages 20‐21 for important information about how this analysis was developed
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State of
Connecticut
Review
Process
CGS 7‐374c requires City to
notify OPM and State Treasurer
of intent to issue POBs and
provide long list of information
OPM and State Treasurer
review information, provide
written comments and
recommendations
After issuing POBs, City is
required to make the
actuarially determined
contributions (ADC) annually

 Actuarial valuation report for the pension plan
 Explanation of the strategic investment plan, including asset allocation plan
 Three‐year financial plan, including major assumptions and plan of finance for
the POBs
 Comparison between the effects of funding the unfunded pension liability with
POBs as compared to maintaining the current funding process with annual
payments from operating budget to the pension trust
 Documentation and Bond Counsel’s opinion of the City’s authorization of the
issuance of POBs
 Documentation that the City has adopted an ordinance, by two thirds vote of
the City Council, requiring the municipality to appropriate funds in an amount
to meet the Actuarially Determined Contribution
 Identify the methodology and actuarial assumptions that will be used to
calculate the Actuarially Determined Contribution
 Prepare a draft Official Statement with respect to the issuance of POBs
 Any other information required by OPM and State Treasurer
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Investing POB
proceeds
over 18 to 36
months
Invest POB proceeds
gradually so the City isn’t
impacted greatly by short‐
term market movements.

This report is provided for informational purposes with your consent. Your UBS Financial Services Inc. ( UBSFS ) accounts statements and confirmations are the official record of your holdings, balances,
transactions and security values.
Complete disclosures and full presentation was delivered to the City of Norwich’s Finance Committee on June ,7th, 2021.
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Pension reserve
fund and
funding policy in
down markets

Transfer to Reserve Fund

City Contribution to Pension Trust

If the City’s pension
contribution plus debt
service payment goes
up by more than 3%
from one year to the
next because of market
losses, the City pays the
first 3% and the Reserve
Fund pays the rest

Pension reserve fund would be
created to take some of the
pressure off the operating
budget when pension
contributions change due to
market volatility
In years with large increases in
pension contributions, the
pension reserve fund can
provide some of the funding for
the Actuarially Determined
Contribution
Please see pages 20‐21 for important information about how this analysis was developed
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Pension reserve
fund and
funding policy
in up markets
In years with large decreases in
pension contributions, the City
would put additional funds into
the pension reserve fund,
pension trust, and OPEB trust.

Transfer to Reserve Fund

City Contribution to Pension Trust

In years when the
City’s pension
contribution falls
because of favorable
investment returns,
the savings will be
diverted to shore up
the reserve fund, or
the pension trust if
needed, or the
OPEB trust if needed

Using this strategy reduces the
risk that the pension fund will
become severely overfunded and
improves the funding of the
OPEB fund.

Please see pages 20‐21 for important information about how this analysis was developed
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Summary of the POB package
 Issue $145m in taxable POBs ($144m to fully fund pension plan plus estimated issuance costs)
 25 year borrowing term with level payments of principal and interest starting in FY 2023
 Analysis presented here assumes the bonds are issued at a 3% interest rate
 Pension reserve fund is established with what the City would have paid to the pension trust to
cover the ADC in FY 2022
 Pension reserve fund is used if ADC plus debt service goes up by more than 3% from one year to
the next
 Pension reserve fund (or pension / OPEB trusts) is replenished if ADC goes down
 ADC is based on lowering interest rate assumption to 6.25% and funding any future unfunded
liability over the same period as the bond repayments
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POB approval process – next steps
July ‐ Norwich Personnel & Pension Board – Support of POB plan, approval of changes
in actuarial assumptions, and appropriation of POB professional services costs
July ‐ NPU Commissioners and Board of Education – Support of POB plan; review and
consider POB repayment plan
August ‐ City Council – Approval of POB ordinance, referendum question, POB
repayment plan, and ordinance amending pension funding policy and creating pension
reserve fund
November ‐ Bond Referendum held during general election
December ‐ State of Connecticut OPM / Treasurer Review Process
February ‐ Issue Bonds
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Questions?
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Important Information about Milliman’s Analysis
In order to analyze the trade‐off between expected cost savings to the City and increased investment risk, we constructed 10,000 scenarios of possible investment performance over the next 30 years. For
each scenario, we analyzed the pension plan’s financial picture and the City’s contribution level over the 30 year period. We sorted the scenarios by outcome and displayed them graphically so we could
see the most favorable outcomes, the least favorable outcomes, and the middle‐of‐the‐road outcomes. Our stochastic analysis model is intended to give the City a general idea of the potential impact of
changes in the investment allocation and a potential Pension Obligation Bond on the future funded status of, and contributions to, the Pension Plan. This analysis is not intended to provide precise
projections of current or future costs; Milliman will prepare annual actuarial valuations which will be the basis for the City's actual contributions, which will reflect the covered members, market values, and
applicable actuarial assumptions at each future valuation date.
This analysis is based on the results of the July 1, 2019 actuarial valuation as well as the actual performance of the plan's assets during FY 2019‐20 and the 10 month period from July 1, 2020 to April 30,
2021, except that the interest rate assumption for 2021 and beyond is 6.25%. The valuation results presented in this analysis were developed using models intended for valuations that use standard
actuarial techniques. We also relied on Milliman’s capital markets assumptions and the investment return model maintained by Milliman’s investment consultants for the investment return assumption
recommendation and to generate the 10,000 return scenarios.
The stochastic analysis of the long‐term expected return on plan assets is based on Milliman's capital market assumptions as of June 30, 2019 and assumes there are no future changes to the current target
allocation. The pension reserve fund is assumed to earn investment income based on stochastically generated returns for cash investments.
The projections with the POB assume that the proceeds from the bond offering are deposited into the pension trust in early 2022 with the first debt repayment made on July 1, 2023 and annually
thereafter. The debt schedule is based on an estimate of issuance expenses, a 25‐year term, and a 3% interest rate of the debt, and assumes a level debt schedule. Once deposited, POB proceeds will
remain in a money market fund and be slowly invested in the pension fund over a 24‐month period.
The City is assumed to pay the Actuarially Determined Contribution (ADC) each year, except for FY 2021‐22 when the funds that would have been budgeted to pay the ADC will be placed in a pension
reserve fund. The amortization of the Unfunded Accrued Liability is based on a closed 26‐year amortization period starting on July 1, 2021 and continuing until the amortization period reaches 10 years, at
which point the amortization method will change to 10‐year layered bases. If ADC decreases over the prior year, the savings is assumed to be contributed to the pension reserve fund, pension trust, and/or
OPEB trust according to criteria spelled out in the draft ordinance created by the City. If the ADC plus debt service increases by more than 3% over the prior year amounts, the City is assumed to pay the
excess ADC from the pension reserve fund.
The Net Present Value of the City’s annual costs is calculated using a discount rate of 3% and reflects the costs of both the pension and OPEB programs.
The analysis assumes there are no future liability gains or losses and there are no future changes in the actuarial methods or assumptions, except as described herein. Proposed plan changes for firefighters
were reflected, starting July 1, 2021 (see letter dated April 7, 2021). As active members terminate or retire in future years, they are assumed to be replaced by new active members whose age, gender, and
compensation are similar to that of new hires from the past several years. The number of active members in each employee group is assumed to remain constant throughout the projection period.
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Important Information about Milliman’s Analysis
Differences between our projections and actual amounts depend on the extent to which future experience conforms to the assumptions made for this analysis. Actual experience will not conform exactly to
the assumptions made for this analysis. Actual amounts will differ from projected amounts to the extent that actual experience deviates from expected experience. Future actuarial measurements may
differ significantly from the current measurements presented in this analysis 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. Due to the limited scope of our assignment, we did
not perform an analysis of the potential range of such future measurements.
The Government Finance Officers Association in their 2013 "Core Elements of a Pension Funding Policy" Best Practice stated that amortization periods should "never exceed 25 years, but ideally fall in the
15‐20 year range". The Conference of Consulting Actuaries in their 2014 "Actuarial Funding Policies and Practices for Public Pension Plans" labels amortization periods longer than 25 years as a "Non‐
recommended Practice". A long amortization period coupled with level percent amortization produces a situation known as "negative amortization", where amortization payments are not sufficient to
cover interest on the Unfunded Accrued Liability for a number of years. The City should therefore be prepared for a period when the Unfunded Accrued Liability may potentially increase as a dollar amount
and the funded ratio may potentially make very little progress towards 100%. Although extending the amortization period reduces City contributions in the short term, this should not be considered a
savings, but rather a deferral of contributions. Funding a pension plan is a "pay now or pay more later" proposition.
Milliman’s work is prepared solely for the internal business use of the City of Norwich. To the extent that Milliman’s work is not subject to disclosure under applicable public records laws, Milliman’s work
may not be provided to third parties without Milliman's prior written consent. Milliman does not intend to benefit or create a legal duty to any third party recipient of its work product, and Milliman may
include a legend on its reports so stating. Milliman’s consent to release its work product to any third party may be conditioned on the third party signing a Release, subject to the following exceptions: the
City may provide a copy of Milliman’s work, in its entirety, to the City’s professional service advisors who are subject to a duty of confidentiality and who agree to not use Milliman’s work for any purpose
other than to benefit the City; and the City may provide a copy of Milliman’s work, in its entirety, to other governmental entities, as required by law. No third party recipient of Milliman's work product
should rely upon Milliman’s work product. Milliman recommends that third parties be aided by their own actuary or other qualified professional when reviewing the Milliman work product.
The consultants who worked on this assignment are retirement actuaries. We have not explored any legal issues with respect to the issuance of the bonds. We are not attorneys and cannot give legal
advice on such issues. We suggest that the City review any bond proposal with counsel.
I am a member of the American Academy of Actuaries and meet the Qualification Standards of the American Academy of Actuaries to render the actuarial opinion contained herein.
Rebecca A. Sielman, FSA
Principal and Consulting Actuary
Milliman
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Important
Information
about UBS’s
Analysis
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Important
Information
about UBS’s
Analysis
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