November 1, 2012
(via e-mail)
Privileged & Confidential

Retirement Board

City of Coral Gables Retirement System
¢/o Ms. Kimberly V. Groome
Retirement System Administrator

405 Biltmore Way

Coral Gables, Florida 33134

2013 COLA

Dear Board Members:

The purpose of this letter is to provide you with the results of our review of the investment results
of the System for the year ended September 30, 2012, and of the cost of living increase provisions
in Ordinance Section 50-230(c). The most recent cost of living increase was granted as of January
2008, based on the investment results for the year ending September 30, 2007.

Background

Section 50-230(c) of the City Ordinances provides for a cost of living increase as of January 1,if
certain conditions are met as of the preceding September 30. The cost of living increase will be
equal to half of the increase in the Consumer Price Index (CPI-W) from the previous September
30. The resulting increase may not be less than zero or greater than 2.75%.

The cost of living increase will be granted only if the return on the market value of assets for the
year ended September 30 is ten percent or more. However, if no cost of living increase was
granted under this provision in the preceding year(s), there is an additional requirement that the
return on market value since the last time a cost of living increase was granted must be greater
than zero.

If a cost of living increase is granted after one or more years in which no increase was granted, the
upper limit on the increase is the lesser of 2.75% multiplied by the number of years since the last
increase was granted, and 8%.

The Attachment shows the history of cost of living increases granted under this provision.
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Return on Assets

Asset information was received from the Administrator. Based on this information, the return on
assets for the twelve months ended September 30, 2012 was calculated to be 16.7%. Since this
return exceeds 10 percent and the return since the last cost of living increase exceeds zero percent,
a cost of living increase would become effective on January 1, 2013.

Cost of Living Adjustment

The percentage increase would be 50% of the increase in the Consumer Price Index (CPI-W) from
September 2007 to September 2012. As shown on the Attachment, the increase in the CPI from
September 2007 to September 2012 was 11.9%, resulting in a preliminary cost of living increase
of 5.95%. This is less than 8%, and does not exceed 2.75% per year. Therefore, based on the
provisions of Ordinance Section 50-230(c), a 5.95% cost of living increase would be granted on
January 1, 2013, to all those who have been receiving monthly benefits for all of 2012.

Estimated Annual Cost

The liabilities calculated for the October 1, 2011 valuation were used to estimate the new
unfunded liability due to the 5.95% cost of living increase on January 1, 2013. Consistent with
past practice, this liability was amortized over 30 years, resulting in an annual cost of
approximately $1,616,000, as shown in the table below.

5.95% Cost of Living Increase

Unfunded 30-Year 15-Year
Liability Amortization Amortization
-$- -$- -$-
20,068,971 1,615,588 2,142,905

The actual amortization cost would be based on the Unfunded liability as of October 1, 2012.
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Since the liabilities are for benefits payable to current retirees and beneficiaries with an average
age of 65 as of October 1, 2011, it would be desirable to amortize the liabilities over a shorter
period, in line with the average life expectancy of the group. Using the RP 2000 Mortality table
(projected to 2012) from the actuarial valuation, the life expectancy for an individual 65 would be
approximately 18 years. Therefore, a 15-year amortization would be in line with the expected
payout period of these cost of living increases. As shown in the table above, a 15-year
amortization payment would be approximately $2,143,000 or about $527,000 per year more than
the 30-year amortization.

Cumulative Expenience Position

For the past several years we have questioned whether the current COLA provisions meet the
spirit of the State’s rules under Chapter 60-T. We began calculating a cumulative gain/loss
position as of October 1, 2006. The cumulative loss as of September 30, 2011 is $82,799,575.

In our opinion, there are 2 (and possibly 3) approaches to administering the current COLA
provision:

(1) Amend the ordinance each time a COLA is granted. This approach would be subject to
Commission approval each time.

When each cost of living increase is granted, a new unfunded actuarial liability is set up
and funded through annual amortization payments. In principle, no funding is provided
directly by experience gains. Therefore, it would seem to follow that the provisions of
Chapter 112.6] of Title X of the Florida Statutes would not apply, and that there would be
no need to consider whether the System remains in a cumulative experience gain position
after the cost of living increase is granted. This approach would require an Actuarial
Impact Statement and Commission approval for any new COLA.

(2) Grant new COLAs only when the System is in a net positive cumulative experience
position: This approach may well be closest to the original intent, However, there is a
potential negative ramification from having granted COLAs in past years without
observance of the experience position, and the position might not have supported new
COLAs in recent years.
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In addition, there is a logistical problem with the determination of the cumulative
experience position in time for the January 1 COLA effective date. A possible solution to
this issue would be to reserve excess returns as of a given September 30 for COLAs to be
granted on the second subsequent January 1 (e.g. reserve return at September 30, 2012 for
new COLA on January 1, 2014). A more straightforward solution would be to accelerate
the September 30 bookkeeping and accounting processes, so that the COLA determination
could be final before the subsequent January 1.

(3) Request that the Commission approve, on a one-time basis, all future COLAs, without
reference to experience position: It is unclear whether the Division of Retirement would
approve this approach.

Conclusions and Summary

Subject to the caveats summarized in earlier sections of this letter, effective January 1, 2013, the
members and beneficiaries who have been receiving monthly benefits since January 1, 2012 or
before would receive a 5.95% increase in monthly benefits. This would be expected to increase
the annual deposit by approximately $1,616,000.

Please let us know if you have any comments or questions.

Sincerely,
Randall L. Stanley, FSA, FCA, MAAA, EA Frans Christ, FSA, MAAA, EA
Actuary Actuary

v T M
David D. Harris, ASA, MAAA, EA
Actuary

RLS/FC/DDH/di
500501/790

Attachments (2)
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