WHEATON CITY COUNCIL PLANNING SESSION
WHEATON CITY HALL - COUNCIL CHAMBERS
303 W WESLEY STREET, WHEATON, ILLINOIS
MONDAY, MARCH 8, 2021 - 7:00 P.M.
IN-PERSON & VIRTUAL
Based on Governor Pritzker’s Executive Order and in compliance with Phase 4 mitigation allowing
gatherings of the lesser of 50 people or 50% of room capacity, the public is now able to attend the
Planning Session in person. If attendance is greater than 50 people or 50% of room capacity,
individuals will be asked to observe the meeting from the adjacent Gamon Room to maintain
compliance with the Governor’s order. The meeting will also be live streamed and recorded. The
public can join the meeting by calling 312-626-6799, by logging onto Zoom.us, or by clicking on
the following link and providing Meeting ID 863 0927 1240 and Password 052536:
https://us02web.zoom.us/j/86309271240?pwd=WGY4SzVXOS9oRFhNMlBOMG0zb2RVUT09
AGENDA
1. Call To Order
2. Public Comment
3. Approval Of Minutes
3.I. 02/22/21 Draft Planning Session Minutes
Documents:
02 22 21 DRAFT PS MINUTES.PDF
4. Planning Session Discussion Item(S):
4.I. Analysis Of Future Funding Of Police And Fire Pension Liabilities
Documents:
ANALYSIS OF FUNDING - POLICE AND FIREFIGHTERS PENSION
LIABILITIES.PDF
4.II. 2010 General Obligation Bonds - Refinancing
Documents:
2010 GENERAL OBLIGATION BONDS - REFINANCING.PDF
5. City Council/Staff Comments
6. Adjournment

During the Public Comment portion of the agenda, the presiding officer shall recognize any person
requesting to be heard on any of the planning session agenda items only. Persons speaking
during Public Comment shall not speak longer than three (3) minutes and shall be permitted to
speak only once.

To make a public comment, you must request to be called on. If you are joining using a
computer, click on the “Raise Hand” button, and you will receive a notification when you
have been recognized to speak and are unmuted. If you are joining using a phone, “Raise
your hand” by pressing *9. You will receive a notification when you have been unmuted and
are able to speak. Please ensure you are in a quiet place with no background noise. When

To make a public comment, you must request to be called on. If you are joining using a
computer, click on the “Raise Hand” button, and you will receive a notification when you
have been recognized to speak and are unmuted. If you are joining using a phone, “Raise
your hand” by pressing *9. You will receive a notification when you have been unmuted and
are able to speak. Please ensure you are in a quiet place with no background noise. When
called upon, please announce your name and address before commenting.

Monday, February 22, 2021
1. Call to Order
The Wheaton City Council Planning Session was called to order at 7:00 p.m. by Mayor Suess. The following
were:
Physically Present:

Mayor Suess
Councilwoman Bray-Parker
Councilwoman Fitch
Councilwoman Robbins
Councilman Rutledge
Councilman Zaruba
Councilman Barbier

City Staff Physically Present:

Michael Dzugan, City Manager
John Duguay, Assistant City Manager
Susan Bishel, Public Information Officer
Joseph Tebrugge, Director of Engineering

City Staff Present by Video Conference:

Daniel Peck, Public Relations Coordinator

2. Approval of January 25, 2020 Minutes
The Council requested that the term “interest rate” be revised to the term of “actuarial established rate of
return” within Item 4: Analysis of Future Funding of Police and Fire Pension Liabilities.
3. Public Comment
Jean Leidinger, 624 E. Elm St., stated that her property is one of the worst affected properties located
within the Pershing East Flood Study area. She discussed the difficulties and damages incurred during
flooding events and the actions taken to reduce and mitigate flood damage to her property. Ms. Leidinger
stated she has been following the City’s previous discussions and agenda packet for this discussion. She
discussed how she did not believe that floodproofing would be a viable solution for her property and noted
that the costs associated with elevating a structure presented by the consultant seem high and perhaps
should be reevaluated. Ms. Leidinger also stated that the buyout option would work and also perhaps
allow stormwater to runoff from neighboring properties better.
4. Flood Resiliency Investigation Part 4
City Manager Dzugan stated that Director of Engineering Tebrugge would be presenting Part 4 of the City’s
Flood Resiliency Investigation. He stated Part 4 would focus on a Stormwater Decision Framework
developed by City staff that will help identify stormwater solutions for residents affected by overland
flooding using qualifying requirements to evaluate eligibility for potential City programs.
Director Tebrugge reviewed the City’s previous Flood Resiliency Investigation presentations. Part 1
explained the cause of overland flooding in Wheaton and where overland flooding is regionalized in
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floodplain, flood prone, and site-specific areas. Part 2explored ways of increasing flood resiliency and the
preliminary development of a Flood Protection Program that would include buyouts, floodproofing, and
potential Capital Improvement Projects. Part 3 identified potential grant funding options and the
floodproofing process of structure elevation.
Director Tebrugge provided an overview of a Decision Solution Framework. He stated that a Decision
Solution Framework would be necessary because of the multiple types of overland flooding (floodplain,
flood prone, and site-specific) and numerous solutions to address different issues. He stated that another
reason the Decision Solution Framework would be needed is the presence of a Cyclical Analysis Problem
where specific prior decisions need to be made to evaluate the final cost of the program, the possibility of
grant funding, the ability to complete Capital Improvement Projects, and the overall storm frequency basis
of the program.
In response to questions from Council, Director Tebrugge stated that floodplain areas are easily defined
because there is a floodplain map provided by the federal government. The flood prone areas are defined
by the City through previous studies, and site-specific properties are identified through the City’s drainage
review program. He stated that buy-outs are not applicable to site-specific flood areas, as the issues can
primarily be addressed through regrading or other less costly solutions specific to that site. He stated that
the overall number of site-specific properties could increase once a program is initiated, but the cost of
addressing those areas should not be a significant expense.
Director Tebrugge presented the Decision Solution Framework for the floodplain areas. He stated that the
floodplain areas are limited to buyout and floodproofing because there are no Capital Improvement
Projects that can address the high amount of water that affects the areas.
Director Tebrugge presented the Decision Solution Framework for the flood prone areas. He provided an
overview of the Williston Basin Flood Study area and stated that it would require approximately $4.2
million for a Buyout/Floodproofing Program and approximately $10 million for a Capital Improvement
Project to address a 100-year storm with no grant possibilities available. He provided an overview of the
Pershing East Flood Study area and stated that it would require approximately $3.1 million for a
Buyout/Floodproofing Program and approximately $3.6 million for a Capital Improvement Project to
address a 100-year storm with a low possibility of an awarded grant to decrease the Capital Improvement
Project Cost to $910,560. He provided an overview of Harrison/Cherry Flood Study areas and stated that it
would require approximately $9.4 million for a Buyout/Floodproofing Program and approximately $6.8
million for a Capital Improvement Project to address a 100-year storm with the possibility of an awarded
grant to decrease the Capital Improvement Project Cost to $1.7 million.
In response to questions from Council, Director Tebrugge stated that none of the presented projects will
have a downstream impact on other properties.
In response to questions from Council, Director Tebrugge stated that there are storms sewers located
throughout the Pershing East Flood Study area. He stated that the localized storm sewers within the region
naturally create depressional areas to get water to flow downhill to the storm sewers, however the existing
overflow elevation of the depressions are higher than some structures creating flooding into the structures.
A Capital Improvement Project would reconstruct the street to lower the overflow elevations along the
street to lower the elevation of the flooding to be lower than the structures.
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In response to questions from Council, Director Tebrugge stated that the Harrison/Cherry Flood Study areas
would require private partnership cooperation to pursue a Capital Improvement Project to address the
overland flooding issues in the region. He stated that if the City failed to achieve the necessary full
cooperation from private property owners for a specific Capital Improvement Project, the City could
proceed with a full Buyout/Floodproofing Program option for the area or pursue a Capital Improvement
Project that addresses flooding events less than a 100-year storm.
City Manager Dzugan stated that the Capital Improvement Project options are meant to potentially fully
displace storm water away from properties, whereas the Buyout/Floodproofing options will only potentially
alleviate houses from the storm water but other pieces of private property (e.g., vehicles, sheds, garages,
etc.) would still be affected by storm water.
Director Tebrugge presented the Decision Solution Framework for the site-specific areas.
Director Tebrugge presented the Cyclical Analysis Problem of the total cost of the program. He stated that
the total cost of the program hinges on whether a structure has overland flooding that occurs over the top
of the foundation or not. Structures that have overland flooding occurring over the top of the foundation
would be eligible for a buy-out with the costs presented being evaluated based on the Milton Township
assessment. Structures that do not have overland flooding occurring over the top of the foundation would
be eligible for floodproofing with an estimate cost of $10,000 per property. He stated through buyouts,
floodproofing, and Capital Improvement Projects the total program cost estimate to address the floodplain,
flood prone, and site-specific areas based on the current projected decision solution framework would cost
approximately $49 million.
In response to questions from Council, Director Tebrugge stated that if a 100-year storm Capital
Improvement Project cannot be achieved within an area and the floodproofing/buy-out option was not
favored, then additional pre-engineering would be needed to see if a lower storm level of flood protection
could be achieved. He stated that the 100-year storm is the industry standard for investigation and design
that is frequently used to establish a flood protection program.
In response to questions from Council, Director Tebrugge stated that the cost analysis for lower storm level
flood protection plans using Capital Improvement Projects cannot be calculated without pre-engineering.
He stated a cost analysis can be provided for floodproofing/buy-outs, as the costs associated with those
options are fixed estimates based on property assessment and floodproofing project costs.
Director Tebrugge presented the Cyclical Analysis Problem of the possibility of grants. He stated that with
the addition of grants the total program cost to address the floodplain, flood prone, and site-specific areas
would be lowered to approximately $37 million.
In response to questions from Council, Director Tebrugge stated that the projects selected for grant
eligibility are based on the potential project’s overall Benefit Cost Analysis (BCA).
Director Tebrugge presented the Cyclical Analysis Problem of the ability to complete Capital Improvement
Projects. He stated that this portion cannot be completed yet, as private partnerships would be required
and resident meetings have not been held. He stated that because the fixed pricing of buyouts and
floodproofing is already known, then a cost can be estimated if all Capital Improvement Projects were
unable to be completed. He stated that if Capital Improvement Projects could not be completed, then the
cost to develop a program based on the 100-year storm would increase by approximately $5 million, a 50-
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year storm would increase by approximately $800,000 and a 25-year storm would increase by
approximately $800,000.
Director Tebrugge presented the Cyclical Analysis Problem of the storm frequency of the program and the
total program cost estimates for each storm frequency level from a 2-year storm to a 100-year storm. He
stated that if a lower storm frequency deviation is chosen to base the program on, then the program would
be less expensive because it would have many less homes included in the program. Also if a lower
frequency storm was chosen then the cost effective solution shifts greatly towards a Buyout/Floodproofing
program and away from a CIP Program.
Director Tebrugge discussed the next steps of the Flood Resiliency Investigation, which include identifying
the storm frequency of the Flood Protection Program, evaluate the ancillary benefits of pursuing Capital
Improvement Projects, and evaluating how the City will fund the Flood Protection Program.
The Council thanked staff for their continued work on the project.
The Council expressed gratitude for Ms. Leidinger’s prior public comment.
5. City Council/City Staff Comments
Mayor Suess discussed snow removal in commercial property areas and asked the Council to consider a
potential ordinance that would require commercial property owners to clear sidewalks abutting their
property immediately following snow events.
6. Adjournment
The meeting was adjourned at 8:28 p.m.
Respectfully submitted,
Daniel J. Peck

MEMORANDUM

TO:

The Honorable Mayor and City Council

FROM:

Robert R. Lehnhardt, Director of Finance\Treasurer

DATE:

March 8, 2021

SUBJECT:

Analysis of Future Funding of Police and Firefighters’ Pension Liabilities –
Continued Discussion: Pension Obligation Bonds

Background
One of Staff’s goals in 2020 was to perform an analysis of the Police and Firefighters’ Pension
Plans’ unfunded liabilities with the goal to identify funding options to reduce the unfunded
liabilities and lessen the significant annual increases of City contributions to the Plans. The
analysis would identify specific strategies, benefits, and risks for each option and provide a
recommendation on a viable financial strategy for the City. The goal of the analysis was to
develop a funding strategy that achieves predictable annual payments while reducing long-term
costs and achieve statutory required funding in both pension plans by 2041.
At the September 21, 2020 City Council Meeting, the City approved engaging Marquette
Associates to perform the aforementioned analysis.
At the November 23, 2020 Planning Session, Marquette presented their analysis, and the City
Council expressed their desire for Marquette to provide further analysis on the following options:
1. Issue a $10 million General Obligation Bond. The $10 million G.O. Bond would be used to
fund bondable capital projects. The City would then contribute $10 million to the Pension
Funds using General Fund excess fund balance reserves of $6 million and $4 million of
Capital Projects Fund reserves.
2. One-time $6 million contribution to the Pension Funds. The $6 million contribution would
come from General Fund excess fund balance reserves.
3. $6 million contribution to the Pension Funds spread over 5 years ($1.2 million per year).
The $6 million contribution would come from the General Fund excess fund balance
reserves.

At the January 25, 2021 Planning Session, the City Council expressed their desire to continue the
discussion to a later date on the three (options) identified at the November 23, 2020 Planning
Session and for staff to provide further analysis on Pension Obligation Bonds and gather
additional information from the City’s actuary on the Police & Firefighters’ Pension Plans.
Pension Obligation Bonds and Actuarial Information Discussion
The discussion for the March 8, 2021 Planning Session will be focused mainly on providing
additional information on Pension Obligation Bonds. Staff felt it was appropriate at this time to
reach out to the parties that would be involved to provide their experience and expertise in each
component of the discussion:
• Foster & Foster. The City’s actuary for the Police & Firefighters’ Pension Plans will provide
an overview of the plans, annual contribution, and actuarial assumptions.
• Robert W. Baird & Company (Baird). Municipal advisor will provide additional analysis on
Pension Obligation Bonds and their firm’s experience issuing Pension Obligation Bonds in
Illinois.
• Marquette Associates. Investment adviser will provide their firm’s experience investing
Pension Obligation Bond proceeds and investment strategy.
Each firm will be participating through Zoom and their presentations are attached. Foster &
Foster and Baird’s combined presentation is Exhibit A and Marquette Associates is Exhibit B.
In addition to these Exhibits, also attached are the following documents:
•
•
•

Exhibit C – Councilman Rutledge’s thoughts on the issuance and investment of proceeds
from a Pension Obligation Bond issuance.
Exhibit D – Article from Government Finance Review, Point/Counterpoint – Pension
Obligation Bonds: Yes or No?
Exhibit E – Article from The Bond Buyer, Pension bonds will remain in vogue as rates stay
low, experts predict, February 1, 2021.

Next Steps
Depending on Council discussion, the staff would consolidate the POB option with the three (3)
other funding options identified at the November 23, 2020 Planning Session. Staff is also
continuing to research what other strategies municipal entities are employing to address pension
costs; thus far research suggests not a lot of municipalities are engaged in the topic of POBs and
are looking to other techniques such as lowering investment assumptions, open amortization,
and funding when able more than actuarial requirement.
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Exhibit A

Pension Obligation Bonds

Presented By:

March 8, 2021

Jason Franken
Heidi Andorfer
Foster & Foster

630-620-0200
Jason.Franken@foster-foster.com
Heidi.Andorfer@foster-foster.com

Dalena Welkomer
Baird Public Finance

630-778-9857
dwelkomer@rwbaird.com

*See “Important Disclosures” on the inside front cover.
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Important Disclosures
Robert W. Baird & Co. Incorporated (“Baird”) is providing you with the information contained herein and/or accompanying materials (the “Materials”)
for discussion purposes only in seeking to serve as a financial advisor or municipal advisor to you on a possible issuance of municipal securities. Baird is
a municipal advisor registered with the Securities and Exchange Commission and the Municipal Securities Rulemaking Board (“MSRB”).
If Baird is hired as financial advisor in connection with an issuance of municipal securities, Baird will provide municipal advisory services with respect to
the issuance of municipal securities, including advice, recommendations and other assistance regarding the structure, timing, terms and other similar
matters concerning the particular issuance of municipal securities for which you may be considering. As such, Baird will serve as a fiduciary and act
solely in your best interest. Baird’s fiduciary duties as your financial advisor will include the duty of care and the duty of loyalty. Under MSRB Rule G-23,
if Baird is hired as financial advisor with respect to an issuance of municipal securities, Baird will not be able to serve as underwriter or placement agent
for that issuance.
Should you want Baird serve in a different capacity, such as underwriter or placement agent, you should notify Baird of such decision immediately and
Baird will provide additional disclosures to you which will describe the role of underwriter or placement agent and explain any actual or potential
conflicts of interest inherent in that role.
The Materials do not include any proposals, recommendations or suggestions that you take or refrain from taking any action with regard to an issuance
of municipal securities and are not intended to be and should not be construed as ''advice'' within the meaning of Section 15B of the Securities
Exchange Act of 1934 or Rule 15Ba1-1 thereunder. The Materials are intended to provide information of a factual, objective or educational nature, as
well as general information about Baird (including its Public Finance unit) and its experience, qualifications and capabilities.
Any information or estimates contained in the Materials are based on publicly available data, including information about recent transactions believed
to be comparable, and Baird’s experience, and are subject to change without notice. Interested parties are advised to contact Baird for more
information.
If you have any questions or concerns about the above disclosures, please contact Baird Public Finance.
IRS Circular 230 Disclosure: To ensure compliance with requirements imposed by the IRS, we inform you that the Materials do not constitute tax advice
and shall not be used for the purpose of (i) avoiding tax penalties or (ii) promoting, marketing or recommending to another party any transaction or
matter addressed herein.

|2

Contents

1
2
3
4

S TAT U S O F T H E C I T Y ’ S F I R E F I G H T E R S ’ A N D P O L I C E P E N S I O N
FUNDS
P E N S I O N O B L I G AT I O N B O N D D I S C U S S I O N
P E N S I O N O B L I G AT I O N B O N D S I N I L L I N O I S
M A R K E T U P DAT E

|3

Status of the City’s Firefighters’ and Police
Pension Funds

Tab 1
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Current Funded Status
As of January 1, 2020

Funding Basis

Firefighters’
Pension Fund

Police
Pension Fund

Total Accrued Liabilities

$ 51,053,539

$ 102,682,393

Unfunded Actuarial Liability

$ 15,032,799

$ 42,633,339

Total Pension Liability

$ 50,649,188

$ 101,920,619

Net Pension Liability

$ 13,755,147

$ 39,446,359

Actuarial Value of Assets

Funded Percentage
Accounting Basis

Plan Fiduciary Net Position
Funded Percentage

36,020,740
70.6%

36,894,041
72.8%

60,049,054
58.5%

62,474,260
61.3%
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Contribution Components

Applicable to FY 2021

Total Normal Cost

Administrative Expenses

Payment Required to Amortize
the Unfunded over 21 Years
Total Contribution

Expected Member
Contributions

City Contribution

Amortization Payment as % of
City Contribution

Firefighters’
Pension Fund

$ 1,272,141

44,336

979,770

Police
Pension Fund

$ 1,672,838

62,165

2,778,648

2,296,247

4,513,651

(387,765)

(684,886)

1,908,482

3,828,765

51.3%

72.6%
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Contribution if Fully Funded
Applicable to FY 2021

Total Normal Cost

Administrative Expenses

Payment Required to Amortize
the Unfunded over 21 Years
Total Contribution

Expected Member
Contributions

City Contribution

Fully Funded City Contribution
as % of Actual City
Contribution

Firefighters’
Pension Fund

$ 1,272,141

44,336
0

Police
Pension Fund

$ 1,672,838

62,165
0

1,316,477

1,735,003

(387,765)

(684,886)

928,712

1,050,117

48.7%

27.4%

|7

7

Amortization Payment Components
Applicable to FY 2021

Interest on Unfunded Liability

Principal Payment Towards
Paydown of Unfunded Liability 1
Amortization Payment

Firefighters’
Pension Fund

$1,014,714
(34,944)

$ 979,770

Police
Pension Fund

$2,877,750
(99,102)

$ 2,778,648

_________________________________________

Note the “negative amortization” that occurs. This means that the
total payment that is required as part of the annual contribution is
not even enough to cover the interest growth on the unfunded
liability. This occurs when there is a high payroll growth assumption
coupled with a longer remaining amortization period. Both plans are
using a 4.00% payroll growth assumption, with 21 years of future
amortization in the illustration above.

1
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Current Actuarial Assumptions


The City’s Police and Firefighters’ Pension Funds (Funds) had the following characteristics as
of January 1, 2020:
Total UAAL
Funded Ratio
Actuarial Rate
Payroll Growth Assumption
Amortization Period (Closed)



Firefighters’
$15,032,799
70.6%
6.75%
4.00%
21 Years

Police

$42,633,339
58.5%
6.75%
4.00%
21 Years

Total

$57,666,138
62.5%
6.75%
4.00%
21 Years

The Unfunded Actuarial Accrued Liability (UAAL) of the pension system is the present value
of the future pension costs that are not funded by existing assets.

– The City is paying 6.75% interest on its $57.7 million UAAL.
– The UAAL is a debt of the City.

– The UAAL is amortized over 21 years which is determined by the Funds and matches
State Statutes.

– The amortization of the UAAL is calculated as a constant percentage of payroll causing
the annual UAAL payments to grow 4.0% annually, as payroll grows.

 As a result, payments are expected to grow by two times over the next 20 years.
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Amortization of City’s Pension Funds’ UAAL (1)

Year
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041

Unfunded
Liability
$57,666,138
$57,800,184
$57,792,941
$57,628,860
$57,291,098
$56,761,429
$56,020,135
$55,045,896
$53,815,672
$52,304,575
$50,485,732
$48,330,142
$45,806,514
$42,881,105
$39,517,536
$35,676,606
$31,316,077
$26,390,465
$20,850,797
$14,644,360
$7,714,433
($0)

Interest on
Unfunded
Liability
$3,654,813
$3,654,355
$3,643,979
$3,622,622
$3,589,130
$3,542,257
$3,480,654
$3,402,864
$3,307,315
$3,192,306
$3,056,004
$2,896,431
$2,711,452
$2,498,767
$2,255,898
$1,980,174
$1,668,718
$1,318,434
$925,990
$487,798
($0)

Annual Payment
to Amortize
Unfunded
Liability (2)
($3,520,767)
($3,661,597)
($3,808,061)
($3,960,384)
($4,118,799)
($4,283,551)
($4,454,893)
($4,633,089)
($4,818,412)
($5,011,149)
($5,211,595)
($5,420,058)
($5,636,861)
($5,862,335)
($6,096,829)
($6,340,702)
($6,594,330)
($6,858,103)
($7,132,427)
($7,417,724)
($7,714,433)

_____________________
(1) Total UAAL, 4.00% increase in payroll, 6.75% investment rate, 21 year repayment period and amortization provided by Foster & Foster as of January 1, 2020.
(2) The UAAL payment is calculated as a constant percentage of payroll for covered employees.

| 10

Pension Obligation Bond Discussion

Tab 2
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What are Pension Obligation Bonds?


Pension Obligation Bonds (POBs) are issued to pay off all or a portion of the UAAL of
the systems.
– Bonds would be issued as general obligation bonds with the intent to abate the
debt service levy each year and continue to use the same revenue stream (e.g.
pension levy).
– Bond proceeds are deposited to be invested with other system assets.
– Bonds are issued at taxable interest rates.

– Bonds are typically amortized over the same term as the UAAL (e.g. 2040).
– Bonds would carry the same rating as the City’s general obligation debt.

– Bonds of this size could be sold with an 8 to 10 year par call without penalty.


POBs are attractive when the interest rate on the bonds (est. 2.41%) is significantly
less than the actuarial rate of 6.75% on the UAAL.
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Hypothetical Issuance of POBs with Level Debt Service
Alternative Funding Method Level Debt Service Illustration
Bond Year
Ending
December 1

2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040

Annual Payment to
Amortize Unfunded
(2)
Liabilities

Net Total
Principal

Interest
Avg=
2.41%

Debt Service

(1)

Assumed
(3)
Savings

$3,661,597
$3,808,061
$3,960,384
$4,118,799
$4,283,551
$4,454,893
$4,633,089
$4,818,412
$5,011,149
$5,211,595
$5,420,058
$5,636,861
$5,862,335
$6,096,829
$6,340,702
$6,594,330
$6,858,103
$7,132,427
$7,417,724
$7,714,433

$3,090,000
$2,555,000
$2,565,000
$2,580,000
$2,595,000
$2,625,000
$2,655,000
$2,695,000
$2,740,000
$2,795,000
$2,850,000
$2,910,000
$2,975,000
$3,045,000
$3,120,000
$3,195,000
$3,280,000
$3,370,000
$3,470,000
$3,575,000

$568,813
$1,127,429
$1,116,442
$1,102,848
$1,083,756
$1,057,027
$1,024,740
$984,915
$939,100
$886,492
$830,033
$769,613
$705,011
$635,991
$562,302
$483,678
$399,969
$308,785
$211,729
$108,323

$3,658,813
$3,682,429
$3,681,442
$3,682,848
$3,678,756
$3,682,027
$3,679,740
$3,679,915
$3,679,100
$3,681,492
$3,680,033
$3,679,613
$3,680,011
$3,680,991
$3,682,302
$3,678,678
$3,679,969
$3,678,785
$3,681,729
$3,683,323

$2,785
$125,633
$278,942
$435,951
$604,795
$772,866
$953,349
$1,138,498
$1,332,049
$1,530,103
$1,740,026
$1,957,248
$2,182,325
$2,415,838
$2,658,400
$2,915,652
$3,178,135
$3,453,643
$3,735,996
$4,031,111

$109,035,332

$58,685,000

$14,906,987

$73,591,987

$35,443,344

Assumed Unfunded Actuarial Accrued Liability Funded by POBs ……………………
Assumed Present Value Savings @ Bond Rate………………………………...…………
Assumed PV Savings @ Bond Rate / UAAL………………..……………………………
Interest Rate Sensitivity Analysis
Potential Gross Savings
Potential Present Value Savings
Hypothetical Refunding Bond Yield (Discount Rate)
Potential Percent Present Value Savings

+10 basis points
$34,758,677
$24,658,461
2.484%
42.66%

UAAL
Balance (2)

$57,800,184
$57,792,941
$57,628,860
$57,291,098
$56,761,429
$56,020,135
$55,045,896
$53,815,672
$52,304,575
$50,485,732
$48,330,142
$45,806,514
$42,881,105
$39,517,536
$35,676,606
$31,316,077
$26,390,465
$20,850,797
$14,644,360
$7,714,433
($0)

POB
Balance

$58,685,000
$55,595,000
$53,040,000
$50,475,000
$47,895,000
$45,300,000
$42,675,000
$40,020,000
$37,325,000
$34,585,000
$31,790,000
$28,940,000
$26,030,000
$23,055,000
$20,010,000
$16,890,000
$13,695,000
$10,415,000
$7,045,000
$3,575,000
$0

$57,800,184
$25,540,559
44.19%
-10 basis points
$36,122,637
$26,435,247
2.281%
45.74%

________________________
(1) This illustration represents a mathematical calculation of potential interest cost savings, assuming hypothetical rates based on current rates for taxable general obligation bonds rated Aa1 as of February 24, 2021.
Actual rates may vary. If actual rates are higher than those assumed, the interest cost savings would be lower. This illustration provides information and is not intended to be a recommendation, proposal or
suggestion for a refinancing or otherwise be considered as advice. Assumes the bonds are dated as of June 1, 2021 with principal due December 1 and a first interest payment on December 1, 2021. Preliminary,
subject to change.
(2) Total UAAL, 4.00% increase in payroll, 6.75% investment rate and 21 year repayment period are assumed in Foster & Foster's amortization schedules as of January 1, 2020. The UAAL payment is calculated as a
constant percentage of payroll for covered employees. Preliminary, subject to change.
(3) Assumes actuarially projected results are achieved and bonds are issued as described.
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Hypothetical Issuance of POBs vs. UAAL Payments

$4 Million
Lower in Cost

_____________________
(1) Assumes actuarially projected results are achieved.
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Potential Benefits of POBs


Could generate significant expected total gross savings, assuming the Funds’ investments realize the assumed
6.75% rate of return over the next 20 years.



Provides the City with flexibility to level off future annual payments to more affordable levels.



Should prevent future reductions in the General Corporate Levy.
–



Replaces one existing legal obligation with another, less costly liability.
–





No material net increase in the City’s obligations.

Lowers the “hurdle rate” on investments from the historical average investment rate (6.75%) to the POB cost of
funds (est. 2.41%).
–



The past two years, the City has reduced the General Corporate Levy to offset increases in the Pension Levies
to keep the City’s overall levy flat.

If the return on investments achieved by the Funds during the life of the POBs equals the bond cost of funds,
the City would be at its point of indifference.

Funds current UAAL obligations, assisting the City in complying with State
funding requirements (90% funded by 2040) and potentially avoids State
aid diversion to the Funds.
Immediately reduces or eliminates the current UAAL of the Funds.
–

Funds receive upfront payment, instead of partial payments through
2040 (benefit from compound interest).
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Primary Risk to the City




The principal risk is that earnings on POB proceeds will be less than the assumed 6.75% rate.
The table shows the result of various earnings scenarios:

Unlike a refunding bond issue, the expected savings is not fixed.
– The actual earnings on invested bond proceeds over the life of the POBs will determine
final economics.

– Look at historical returns (including 2008/09 recession) to determine likelihood of
achieving investment rate over the term of the POBs.

– Consolidation could potentially generate higher returns in the future vs. what the Funds
have achieved in the past.
| 16

Historical Returns and Sensitivity Analysis


The historical money-weighted rates of
return, net of investment expenses, for each
Fund are presented in the table to the right.
– The Fire Fund’s nine-year average rate of
return was 7.25%.
– The Police Fund’s eleven-year average
rate of return was 7.45%.





There is no guarantee that future investment
performance will mirror historical returns.

Calendar Year
December 31
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
Average

Fire Fund
Rate of Return
n/a
n/a
3.30%
10.20%
14.00%
5.40%
-0.90%
6.90%
13.60%
-4.89%
17.64%
7.25%

Police Fund
Rate of Return
5.68%
8.05%
8.97%
8.59%
12.58%
3.06%
-0.42%
7.48%
13.33%
-5.23%
19.85%
7.45%

Assuming each Fund earns an average rate
of return of 5.00% over 20 years, we
estimate potential gross savings on the
POBs of approximately $19.3 million.
– Present value savings of $13.4 million or
23% of the refunded UAAL.
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Other Potential Risks of POBs
RISK

MITIGATION STRATEGIES

• Could be addressed through an agreement with the Funds and its
Investing a large dollar
investment managers and prudent investment management.
amount all at once
could result in adverse • Could be mitigated upon Consolidation if the City will be buying a pro-rata
portion of a larger pool of investments, like IMRF.
market timing

• Prudent investment management.

POB proceeds must be
• The City could ask to play a part in the selection of an investment manager or
turned over to be
development of an investment strategy.
invested with other
plan assets
• Could be mitigated with Consolidation assuming there is a large pool of
investments professionally managed.
• Illinois’ Pension Protection clause contradicts this view as confirmed in recent
POBs are “hard”
Supreme Court rulings.
liabilities while
pension payments can • State aid could be diverted to the Funds if the City does not meet State
be considered “soft”
funding requirements.
liabilities
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What Will NOT Change from POB Issuance


City’s ongoing financial commitments to the Funds does not change.
– City continues to pay normal costs.

– City remains responsible for any future UAALs that may arise.


Additional UAALs may arise as a result of such things as mortality, payroll, asset
valuation method, benefit levels, investment rate, etc.
– This risk is present whether the POBs are issued or not.
– Actuarial assumptions have yet to be adopted by the Pension Consolidation Boards.



None of the benefits or programmatic aspects to the Funds’ participants are affected.



None of the Funds’ assets are pledged to the POBs.



Consolidation of police and fire pension plans will still take place, pending litigation.
– City will transfer a larger dollar value of assets to the consolidated plans.
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Other Considerations


Rating agency treatment is expected to be neutral overall if the issuance is well
structured and the City demonstrates it was a well thought out decision.
– Rating agencies have a negative view of POBs when they are structured for shortterm budget relief, fund normal costs, substantially reduce the issuer’s debt
capacity and/or are not combined with plan-specific measures to address the longterm liability.
– The City’s rating analysis would treat the POBs as bonds instead of pension
liabilities.



The GFOA recommends against POBs for five reasons.
– If POBs are structured appropriately, four of the five reasons are not applicable.




Public perception of POBs.
Adoption of an ongoing funding policy that eliminates future unfunded liability as it
arises.
– A funding policy that defers contributions will cause problems in the future.
| 20

Pension Obligation Bonds in Illinois

Tab 3
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Recent POB Issuance in Illinois


Relative to other states, there has been a dearth of POB transactions in Illinois.



Baird served on three POBs in the State since November 2020:

City of McHenry
$24,265,000
Taxable GO Bonds, Series 2020
Rated “Aa2” by Moody’s
Funded Police Pension Plan UAAL
20 Year Bond Rate of 2.82% vs. Actuarial
Rate of 7.00%
Expected Gross Savings of $15.8 Million
Present Value Savings of $12.5 million
(53.4% of the UAAL Funded)

City of Freeport
$52,735,000
Taxable GO Bonds, Series 2020
Rated “A” by S&P / “AA” BAM Insured
Funded Police & Fire Pension Plan UAAL
20 Year Bond Rate of 3.08% vs. Actuarial
Rate of 6.75%
Expected Gross Savings of $31.2 Million
Present Value Savings of $23.7 million
(46.6% of the UAAL Funded)

Addison Fire Protection District
$33,790,000
Taxable GO Bonds (ARS), Series 2021
Rated “A+” by S&P / “AA” BAM Insured
Funded Fire Pension Plan Unfunded Liability
20 Year Bond Rate of 2.27% vs. Actuarial
Rate of 6.75%
Expected Gross Savings of $23.8 Million
Present Value Savings of $17.5 million
(52.5% of the UAAL Funded)
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Case Study: Addison Fire Protection District
Client Reference
Mr. Scott Walker

Fire Chief

(630) 628-3100
swalker@addisonfire.org

$33,790,000 Taxable General Obligation Bonds (ARS), Series 2021
Rated “A+” by S&P / “AA” BAM Insured
Baird’s Role: Sole Underwriter

Baird served as senior managing underwriter on the Addison Fire Protection District’s (“District”) $33,790,000 Taxable General Obligation Bonds (Alternate Revenue Source), Series 2021 (“Bonds”).
The Bonds were pension obligation bonds (“POBs”) used to fund all of the District’s $33.3 million unfunded actuarial accrued liability (“UAAL”) in its Firefighters’ Pension Plan (“Plan”) and were
secured by the District’s firefighter pension levy and corporate fund tax levy. To the extent the pledged levies are not sufficient, the Bonds were further secured by the District’s unlimited tax
pledge.
Baird competed against national and regional underwriting firms through an RFP process. Baird secured the business based on its deep understanding and expertise with POBs having served on
the last two POB transactions in the State and our comparative advantage underwriting taxable bonds in Illinois.
Like other fire protection districts across the State, property taxes are the District’s primary revenue stream which represent over 80% of total revenues. The District also has very limited revenue
raising capability. Each year the District balances (i) the need for additional property taxes to provide services and fund pensions; (ii) the political desire to maintain or minimize the overall tax
burden on its citizens; and (iii) the limitations imposed by the Property Tax Extension Limitation Law. The District’s annual firefighters’ pension levies had grown on average 11.3% each of the last
five years and represented an increasing percentage of the District’s overall levy (16.7% in levy year 2015 vs. 22.4% in levy year 2019). With the District’s annual contributions to amortize its UAAL
expected to nearly double by 2040 and its dependence on property tax levies to make such payments, the District’s current funding methodology would likely be unsustainable without hindering
the taxpayers’ wallets and/or the District’s service levels.
The District chose POBs as an alternative funding method because of the expected significant savings generated by the POBs versus how the District traditionally funded its UAAL, in addition to
the ability to structure bond payments to be more level and affordable into the future. In conjunction with the POBs, the District decided to lower its actuarial rate from 7.0% to 6.75% which is
more in line with historical and expected investments returns.
Given this was the District’s first bond issue, it applied for an inaugural bond rating from S&P following Baird’s recommendation in its RFP response. Baird and the District’s municipal advisor
drafted a rating presentation book of the District’s plan of finance, which touched on the potential benefits, risks, mitigation strategies and structure of the POBs. This was well received by S&P,
which provided an inaugural rating for the District of “A+”. The District also qualified for municipal bond insurance, and as a result the Bonds carried a “AA” insured rating by Build America
Mutual.
The District and the deal team brought the POBs to market early in 2021 knowing taxable interest rates were experiencing record low levels because of the global pandemic and resulting
economic uncertainty and the negative supply of bonds in January as a result of December redemptions and maturities. Baird started pre-marketing two days prior to pricing. As a result of our
efforts, the POBs were very well received with oversubscriptions in all but two maturities from two to six times. In total, the underwriting team received $99,545,000 in orders (2.95x the par
amount). Of those orders, Baird brought in $85,930,000 (86.3%). This allowed us to tighten (lower) yields by 2 basis points (0.02%) in 2027, three basis points (0.03%) in 2033, 2035 and 2038, four
basis points (0.04%) in 2034 and 2039, and five basis points (0.05%) in 2028, 2029, 2032 and 2040. These interest rate adjustments increased expected POB savings by approximately $115,000.
The District achieved a bond rate of 2.28% and an all-in true interest cost of 2.39% on the POBs, well below the 6.75% it was paying on the UAAL. Bond proceeds were paid to the Plan to retire
the UAAL and to be invested with other plan assets. Assuming the Plan achieves an average of 6.75% over the next 20 years, the District will achieve expected gross savings of $23.8 million. The
present value of that amount is $17.5 million (52.5% of the UAAL funded). In addition, the District will lower future year UAAL payments by as much as $2.27 million with a level debt service
structure.
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Case Study: City of McHenry
Client Reference

Ms. Carolyn Lynch

Director of Finance

(815) 363-2117
clynch@cityofmchenry.org

$24,265,000 Taxable General Obligation Bonds, Series 2020B
Rated “Aa2” by Moody’s
Baird’s Role: Sole Underwriter

The City of McHenry’s (“City”) Police Pension Plan (“Plan”) had an unfunded actuarial accrued liability (“UAAL”) of over $26 million (funded ratio of 51%) as of its most recent
actuarial report. The City was paying 7% interest on that UAAL and its annual UAAL amortization payments, which were growing 3% annually, would nearly double by 2040. Like
many municipalities across the State, the City consistently kept its overall levy flat. As a result, the General Fund’s share of the Corporate Levy decreased over time as the annual
UAAL payments increased. This practice would be unsustainable into the future.
Baird explored the issuance of Pension Obligation Bonds (“POBs”) for the City to see if it would be a more cost-effective funding alternative. Baird estimated that the City could
borrow at a much lower rate in the taxable bond market than the 7% rate it was paying on the UAAL. Taxable interest rates were experiencing record low levels because of the
global pandemic and prevailing economic uncertainty. In addition to potential interest savings, POBs offered the City the ability to structure bond payments to be more level
and affordable into the future. Also having a level debt service structure on the POBs would free up a portion of the City’s Corporate Levy for other General Fund purposes.
Baird took the time to educate the Police Pension Board, City administration and the City Council on the potential benefits noted above, but, more importantly, also the risks
associated with a POB issuance. The primary risk of POBs is if the Plan does not earn at least the bond rate over the life of the POBs. We analyzed historical returns over
different periods of time, including the 2008/2009 recession, and ran sensitivity analysis to quantify potential savings based on those average returns.
Once it was determined that the City was comfortable with the risks and wanted to proceed with the issuance of POBs, Baird helped the City implement risk mitigation
strategies including the funding of a budget stabilization fund and the adoption of a pension bond policy. Baird also drafted a rating presentation book of the City’s plan of
finance, which touched on the potential benefits, risks, mitigation strategies and structure of the POBs. This was well received by Moody’s, which affirmed the City’s rating of
“Aa2”.
The City and the deal team wanted to bring the POBs to market prior to the November 3rd election not knowing how the outcome might impact the markets and remembering
the volatility experienced after the 2016 election. With other issuers taking the same approach, supply the week before the election was very large, specifically in taxable bonds.
Baird started pre-marketing two days prior to pricing. As a result of our efforts, the POBs were very well received with oversubscriptions in every maturity from two to seven
times with larger oversubscriptions through the 2028 call by four to seven times. This allowed Baird to tighten (lower) spreads by 10 basis points (0.10%) 2021-2028, five basis
points (0.05%) 2032-2034 and 2039 and three basis points (0.03%) in 2035. These adjustments increased expected POB savings by nearly $255,000.
The City achieved a bond rate of 2.82% and an all-in true interest cost of 2.93% on the POBs, well below the 7.00% it was paying on the UAAL. Bond proceeds were paid to the
Plan to retire the UAAL and to be invested with other plan assets. Assuming the Plan achieves an average of 7.0% over the next 20 years, the City will achieve expected gross
savings of $15.8 million. The present value of that amount is $12.5 million (53.4% of the UAAL funded). In addition, the City will lower future year UAAL payments by as much as
$1.4 million with a level debt service structure.
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Case Study: City of Freeport
Client Reference
Mr. Randy Bukas

City Manager

(815) 297-1300
citymgr@cityoffreeport.org

$52,735,000 Taxable General Obligation Bonds, Series 2020
Rated “A” by S&P
Baird’s Role: Sole Underwriter

The City of Freeport, Illinois (“City”) issued $52,735,000 of Taxable General Obligation Bonds, Series 2020. The bonds were pension obligation bonds (“POBs”) issued to
fund all of the City’s unfunded actuarial accrued liability (“UAAL”) in its Police Pension Plan and Firefighters’ Pension Plan (together, the “Pension Plans”) and were
secured by any legally available funds and a tax levy without limitation as to rate or amount. The POBs were issued because of the expected significant savings generated
by the POBs versus how the City traditionally funded its Pension Plan UAALs.
The Pension Plans had a funded ratio of under 45% in the most recent actuarial valuation report. In addition, the annual payments to amortize the UAALs would almost
double by 2040. Consistent with many Illinois issuers, the increasing amortization payments presented a current and future funding challenge for the City.
While Baird’s preliminary calculations demonstrated that the City had the potential for savings by using POB proceeds to retire its UAALs, Baird and the City underwent a
two year process of consultation and study that considered both the positives and risks of a POB. It is paramount to Baird that issuers of POBs understand and become
comfortable with the risks. Baird encouraged the City to evaluate the risks including the negative press associated with a POB approach and the possibility that the
proceeds do not achieve expected returns over the amortization period. During this consultative process, the City found that its Pension Plans had historically achieved
average annual investment returns in the 7.00% range. Combined with historically low taxable interest rates because of the global pandemic and prevailing economic
uncertainty, the City decided that POBs offered a significant savings opportunity while still acknowledging the associated risks.
The rating agencies claim that they are neutral on the use of POBs. Baird has found that that is true only when the client has a well-thought out approach and strategy
that demonstrates management has considered the risks of POBs and has a concrete plan in mitigating the perceived risks. With Baird’s assistance, the City implemented
several risk mitigation strategies including a budget stabilization fund and a pension policy that was adopted contemporaneously with the parameters ordinance. The
City’s rating was affirmed at “A” by S&P. In its report S&P writes:
Following the issuance of the 2020 pension obligation bonds (POBs), Freeport expects to be able to eliminate all, or a substantial portion, of
the unfunded liabilities associated with its police and fire pension funds, which it has historically funded based on the minimum statutory
requirement, resulting in sever underfunding over time… We think that the structure of the financing is, for the most part, reasonably
conservative…
At pricing, the POBs achieved a bond rate of 3.08% and all-in true interest cost of 3.24%, well below the 6.75% it was paying on its UAALs. Assuming it achieves 6.75%
over the life of the POBs, the City will achieve expected gross savings of $31.2 million. The present value of that amount is $23.7 million (46.6% of the UAAL funded).
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Other POB Issuance in Illinois


Some other recent examples of POBs issued in the State include:
– City of Sterling (2020)
– Wauconda Fire Protection District (2020)
– Village of Round Lake Park (2017 & 2019)
– Winnebago County (2018)
– Village of Milan (2018)
– City of Granite City (2017)
– Village of Rantoul (2017)
– City of Berwyn (2015)
– Village of Rosemont (2015)
– Orland Fire Protection District (2012)
– Village of Bedford Park (2007)
– State of Illinois



Many municipalities across the State have inquired about and/or are actively considering POBs.
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Market Update

Tab 4

| 27
27

Taxable Interest Rates Still at Historical Lows
AAA Taxable MMD

ONE YEAR SNAPSHOT

_____________________
Source: Refinitiv as of February 25, 2021
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U.S. Treasury Rates

One-Year Snapshot of Taxable Interest Rates

_____________________
Source: US Department of the Treasury Website as of February 25, 2021
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S&P 500 vs. U.S. Treasury Rates

_____________________
S&P 500 Index is measured by Close (Close Price Adjusted for Splits)
Source: Yahoo! Finance and US Department of Treasury Website as of January 12, 2021
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Economic/Interest Rate Update and Forecast
Interest Rate Update

Interest rates ended the week inching up to highs
not seen since this time last year with the 30-year
crossing 2.30% mark and the 10-year at 1.54%,
climbing 0.25% to 0.30% from where they started
the second week of February and up 0.45% and
0.58% compared to the start of the year.

The Fed keeping the target rate at zero until 2023
will likely keep short-term rates anchored for the
next couple years.

Increased fiscal spending from the latest Stimulus
plan to multiple items on Biden’s agenda (debt) will
likely increase the sale of Treasury bonds pushing
long-term rates and inflation higher. With shortterm rates anchored, the yield curve will likely
continue to steepen.

INTEREST RATE FORECAST

Economic Update
Initial jobless claims fell 730K in the week ending
2/20, the lowest in three months, and compared to
market expectations of 838k. (2/25)

The annual inflation rate was at 1.4% in January
2021, the same as in December and slightly below
market forecasts of 1.5%. Core consumer prices,
which exclude volatile items such as food and
energy, rose 1.4% in January 2021 compared to last
year, missing market expectations of a 1.5%. (2/10)

The US added 49K jobs in January of 2021,
compared to market expectations of a 50K rise and
the unemployment rate dropped to 6.3%, down
0.4% from the previous month and well below
market expectations of 6.7%. (2/5)

ECONOMIC FORECAST

The Federal Reserve

Fed Chairman Powell's testimony leads to an equity
rebound, with approval of emergency use of
another COVID vaccine and more federal stimulus
on the horizon. (2/26)

Similar to their December meeting, the Fed left
rates unchanged and maintained their QE asset
purchase program at their January meeting.

New Home Sales (000s, monthly avg.)



2/25

2021
1Q*

2Q*

2022
3Q*

4Q*

1Q*

2Q*

2023
3Q*

4Q*

1Q*

Fed Funds Upper

0.25%

0.25% 0.25% 0.25% 0.30% 0.30% 0.30% 0.35% 0.35% 0.40%

Fed Funds Lower

0.00%

0.00% 0.00% 0.02% 0.03% 0.04% 0.06% 0.08% 0.10% 0.16%

2-Year Treasury

0.16%

0.16% 0.20% 0.23% 0.28% 0.34% 0.40% 0.47% 0.55% 0.66%

5 -Year Treasury

0.78%

0.51% 0.60% 0.65% 0.72% 0.79% 0.89% 0.97% 1.06% 1.16%

10-Year Treasury

1.46%

1.16% 1.30% 1.35% 1.46% 1.49% 1.60% 1.66% 1.76% 1.87%

30-Year Treasury

2.21%

1.92% 2.04% 2.07% 2.14% 2.20% 2.29% 2.34% 2.39% 2.50%

3-Month Libor

0.19%

0.26% 0.28% 0.31% 0.32% 0.37% 0.42% 0.46% 0.49% 0.60%

Indicator

Q1 21*

Q2 21*

Q3 21*

Q4 21*

Q1 21*

Q2 22*

-0.5%

10.9%

4.7%

4.9%

4.8%

4.2%

1.8%

2.9%

Economic Activity
Real GDP (YoY)
Real GDP (QoQ)
CPI (YoY)
PCE Price Index (YoY)
Core PCE (YOY)

3.5%
1.5%
1.5%

5.6%

6.2%

4.3%

3.1%

2.9%

2.2%

1.9%

1.9%

1.9%

2%

2.1%

2.3%
1.7%

2.3%
1.8%

2.2%

2.2%

1.9%

1.9%

1482

1500

Housing Market
Housing Starts (000s monthly avg.)

Existing Home Sales (Mln SAAR, mthly avg.)
Building Permits (000s monthly avg.)

1527
861

6.4%

1496
862

6.3%

1497
866

6.2%

1497
875

6.2%

868
6%

860
6%

1620

1616

1575

1622

1667

1656

6.3%

6%

5.7%

5.3%

5%

4.8%

1.3%

2.2%

2.1%

2%

2.4%

Labor Market
Unemployment (%)
Non Farm Payrolls (000s mthly chg.)
Average Hourly Earnings (YoY)

_____________________
*Estimated. Actual
Source: Bloomberg, Department of US Treasury Website, Trading Economics Calendar as of 02/25/2021

178

4.3%

400

500

400

319

267
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Exhibit B

March 8, 2021

City of Wheaton
Analysis of Future Funding of
Police & Firefighters' Pension
Liabilities

Presented by
Kweku Obed, Managing Director
Ben Mohr, Director of Fixed Income,
Managing Partner

This presentation is furnished on a confidential basis to the recipient for informational purposes only. For disclosure information, please refer to the end of this presentation.

3 Options
▪ Option 1: Status Quo
▪ Option 2: $57MM POB without Dollar Cost Averaging
▪ Option 3: $57MM POB with Dollar Cost Averaging
▪ For All 3 Options: Compared No Market Correction Scenario vs.
Market Correction Stress-Test Scenario
▪ Assumed 2.41% bond interest rate

Note: Preliminary, subject to change. This illustration represents a computation of potential cost savings, assuming hypothetical rates based on current rates for taxable general
obligation bonds rated Aa1/AA+ as of February 27, 2021. Actual rates may vary. If actual rates are higher than those assumed, the cost savings would be lower. A 6.75% annual
investment rate of return was assumed on pension assets based on the maximum 65% equity constraint.

2

Consolidated Target Return & Other IL Municipality POBs
▪ Consolidated IL Fire Pension Plan Target Return
▪ Marquette Consultants Doug Oest & Mike Piotrowski: Target return TBD at this point but
existing Wheaton Police & Fire’s 6.75% reasonable approximation
▪ If issue POB and 6.75% target return adopted but achieve 7.00%, may overfund pension and
there may be limits to prepaying POB vs. no limits to prepaying unfunded liabilities without
POB

▪ Freeport Police & Fire POB
▪ Marquette Consultant Chris Caparelli: 10/2020 $52.735MM issuance, fully funded unfunded
liabilities, maturity range 2022-2041, coupon range 1.027%-3.466%, fine so far

▪ Dollar cost averaged (DCA) every 2 weeks from 10/2020 to 2/2021 as issued prior to election
and market had good rebound from March 2020 COVID panic, DCA accounted for election
uncertainty and allowing new administration to set up, mitigated macro factors

▪ Orland Fire POB
▪ Marquette Consultant Mike Piotrowski: 2012 $35MM issuance, fully funded unfunded liabilities
▪ In March 2020 COVID panic, fell to 98% funded as assets did not achieve actuarial 7.00%
target, district had to contribute more to meet shortfall
▪ POB is not just one-time event, there is variability in perpetuity based on markets
▪ Orland’s Finance Director available to discuss and share POB experience with City of Wheaton

3

Correction Scenario

Calendar Return During & After Housing Crisis
2008
2009
2010
S&P 500
-37.00%
26.46%
15.06%
Bloomberg Barclays US Interm. Govt/Credit
5.08%
5.24%
5.89%
65/35
-22.27%
19.04%
11.85%
Assumed for 2022, 2023, 2024 in Correction Scenarios

Note: Assumes annual rebalancing.

4

Dollar Cost Averaging
▪ Divide investment into multiple smaller investments of equal
amounts, spaced out over regular intervals
▪ Avoid mistake of making one lump-sum investment that is poorly
timed
▪ Projection Approach: Divided $57MM bond proceeds into 6
segments, each invested monthly from 12/31/2021 to 5/31/2022
before 7/2022 consolidation
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Dollar Cost Averaging Schedules ($ Millions)
POB, DCA, NO CORRECTION
DOLLAR COST AVERAGING SCHEDULE
Dec-21

Jan-22

Feb-22

Mar-22

Apr-22

May-22

Jun-22

Jul-22

Aug-22

Sep-22

Oct-22

Nov-22

Dec-22

2022
Ann. Ret.

Police
Assets Less Bond Proceeds:
Bond Proceeds Segment 1 of 6:
Bond Proceeds Segment 2 of 6:
Bond Proceeds Segment 3 of 6:
Bond Proceeds Segment 4 of 6:
Bond Proceeds Segment 5 of 6:
Bond Proceeds Segment 6 of 6:
Total:

$71.02
$6.94
$6.94
$6.94
$6.94
$6.94
$6.94
$112.63

$71.41
$6.97
$6.94
$6.94
$6.94
$6.94
$6.94
$113.05

$71.80
$7.01
$6.97
$6.94
$6.94
$6.94
$6.94
$113.52

$72.19
$7.05
$7.01
$6.97
$6.94
$6.94
$6.94
$114.03

$72.58
$7.09
$7.05
$7.01
$6.97
$6.94
$6.94
$114.57

$72.98
$7.13
$7.09
$7.05
$7.01
$6.97
$6.94
$115.16

$73.38
$7.17
$7.13
$7.09
$7.05
$7.01
$6.97
$115.79

$73.78
$7.20
$7.17
$7.13
$7.09
$7.05
$7.01
$116.42

$74.18
$7.24
$7.20
$7.17
$7.13
$7.09
$7.05
$117.06

$74.58
$7.28
$7.24
$7.20
$7.17
$7.13
$7.09
$117.69

$74.99
$7.32
$7.28
$7.24
$7.20
$7.17
$7.13
$118.34

$75.40
$7.36
$7.32
$7.28
$7.24
$7.20
$7.17
$118.98

$75.81
$7.40
$7.36
$7.32
$7.28
$7.24
$7.20
$119.63

6.75%
6.75%
6.17%
5.59%
5.02%
4.45%
3.88%
6.22%

Fire
Assets Less Bond Proceeds:
Bond Proceeds Segment 1 of 6:
Bond Proceeds Segment 2 of 6:
Bond Proceeds Segment 3 of 6:
Bond Proceeds Segment 4 of 6:
Bond Proceeds Segment 5 of 6:
Bond Proceeds Segment 6 of 6:
Total:

$42.95
$2.57
$2.57
$2.57
$2.57
$2.57
$2.57
$58.34

$43.19
$2.58
$2.57
$2.57
$2.57
$2.57
$2.57
$58.59

$43.42
$2.59
$2.58
$2.57
$2.57
$2.57
$2.57
$58.86

$43.66
$2.61
$2.59
$2.58
$2.57
$2.57
$2.57
$59.13

$43.90
$2.62
$2.61
$2.59
$2.58
$2.57
$2.57
$59.43

$44.14
$2.64
$2.62
$2.61
$2.59
$2.58
$2.57
$59.74

$44.38
$2.65
$2.64
$2.62
$2.61
$2.59
$2.58
$60.07

$44.62
$2.66
$2.65
$2.64
$2.62
$2.61
$2.59
$60.39

$44.86
$2.68
$2.66
$2.65
$2.64
$2.62
$2.61
$60.72

$45.11
$2.69
$2.68
$2.66
$2.65
$2.64
$2.62
$61.05

$45.36
$2.71
$2.69
$2.68
$2.66
$2.65
$2.64
$61.39

$45.60
$2.72
$2.71
$2.69
$2.68
$2.66
$2.65
$61.72

$45.85
$2.74
$2.72
$2.71
$2.69
$2.68
$2.66
$62.06

6.75%
6.75%
6.17%
5.59%
5.02%
4.45%
3.88%
6.37%

POB, DCA, CORRECTION
DOLLAR COST AVERAGING SCHEDULE
Dec-21

Jan-22

Feb-22

Mar-22

Apr-22

May-22

Jun-22

Jul-22

Aug-22

Sep-22

Oct-22

Nov-22

Dec-22

2022
Ann. Ret.

Police
Assets Less Bond Proceeds:
Bond Proceeds Segment 1 of 6:
Bond Proceeds Segment 2 of 6:
Bond Proceeds Segment 3 of 6:
Bond Proceeds Segment 4 of 6:
Bond Proceeds Segment 5 of 6:
Bond Proceeds Segment 6 of 6:
Total:

$71.02
$6.94
$6.94
$6.94
$6.94
$6.94
$6.94
$112.63

$69.54
$6.79
$6.94
$6.94
$6.94
$6.94
$6.94
$111.01

$68.10
$6.65
$6.79
$6.94
$6.94
$6.94
$6.94
$109.28

$66.68
$6.51
$6.65
$6.79
$6.94
$6.94
$6.94
$107.44

$65.30
$6.38
$6.51
$6.65
$6.79
$6.94
$6.94
$105.50

$63.94
$6.24
$6.38
$6.51
$6.65
$6.79
$6.94
$103.45

$62.61
$6.11
$6.24
$6.38
$6.51
$6.65
$6.79
$101.30

$61.31
$5.99
$6.11
$6.24
$6.38
$6.51
$6.65
$99.19

$60.04
$5.86
$5.99
$6.11
$6.24
$6.38
$6.51
$97.13

$58.79
$5.74
$5.86
$5.99
$6.11
$6.24
$6.38
$95.11

$57.57
$5.62
$5.74
$5.86
$5.99
$6.11
$6.24
$93.14

$56.37
$5.50
$5.62
$5.74
$5.86
$5.99
$6.11
$91.20

$55.20
$5.39
$5.50
$5.62
$5.74
$5.86
$5.99
$89.31

-22.27%
-22.27%
-20.62%
-18.94%
-17.22%
-15.46%
-13.67%
-20.71%

Fire
Assets Less Bond Proceeds:
Bond Proceeds Segment 1 of 6:
Bond Proceeds Segment 2 of 6:
Bond Proceeds Segment 3 of 6:
Bond Proceeds Segment 4 of 6:
Bond Proceeds Segment 5 of 6:
Bond Proceeds Segment 6 of 6:
Total:

$42.95
$2.57
$2.57
$2.57
$2.57
$2.57
$2.57
$58.34

$42.06
$2.51
$2.57
$2.57
$2.57
$2.57
$2.57
$57.40

$41.19
$2.46
$2.51
$2.57
$2.57
$2.57
$2.57
$56.42

$40.33
$2.41
$2.46
$2.51
$2.57
$2.57
$2.57
$55.41

$39.49
$2.36
$2.41
$2.46
$2.51
$2.57
$2.57
$54.36

$38.67
$2.31
$2.36
$2.41
$2.46
$2.51
$2.57
$53.28

$37.87
$2.26
$2.31
$2.36
$2.41
$2.46
$2.51
$52.18

$37.08
$2.21
$2.26
$2.31
$2.36
$2.41
$2.46
$51.09

$36.31
$2.17
$2.21
$2.26
$2.31
$2.36
$2.41
$50.03

$35.56
$2.12
$2.17
$2.21
$2.26
$2.31
$2.36
$48.99

$34.82
$2.08
$2.12
$2.17
$2.21
$2.26
$2.31
$47.97

$34.09
$2.04
$2.08
$2.12
$2.17
$2.21
$2.26
$46.98

$33.39
$1.99
$2.04
$2.08
$2.12
$2.17
$2.21
$46.00

-22.27%
-22.27%
-20.62%
-18.94%
-17.22%
-15.46%
-13.67%
-21.15%
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Pension Obligation Bond Projections
Illinois Compiled Statutes (ILCS) require the Police & Firefighters' Pension Plans to be 90% funded by 2041
The City’s annual funding contributions target is to achieve 100% funding by 2041

Future Combined Pension Contributions/Bond Payments to Achieve 100% Funding by 2041
No POB

No Correction
POB

POB, DCA

UAAL Contrib. UAAL Balance Bond Payment Bond Balance Bond Payment Bond Balance
12/31/22PF
12/31/23PF
12/31/24PF
12/31/25PF
12/31/26PF
12/31/27PF
12/31/28PF
12/31/29PF
12/31/30PF
12/31/31PF
12/31/32PF
12/31/33PF
12/31/34PF
12/31/35PF
12/31/36PF
12/31/37PF
12/31/38PF
12/31/39PF
12/31/40PF
12/31/41PF
Total
Savings

$3,634,377
$3,770,887
$3,913,148
$4,061,430
$4,216,021
$4,377,219
$4,545,342
$4,720,721
$4,903,707
$5,094,669
$5,293,994
$5,502,091
$5,719,389
$5,946,342
$6,183,427
$6,431,146
$6,690,029
$6,960,633
$7,243,547
$7,539,390
$106,747,507

$51,628,535
$51,468,236
$51,156,606
$50,677,356
$50,012,804
$49,143,767
$48,049,444
$46,707,290
$45,092,879
$43,179,759
$40,939,296
$38,340,508
$35,349,876
$31,931,162
$28,045,189
$23,649,624
$18,698,736
$13,143,138
$6,929,505
$0

$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$72,507,475
$34,240,033

$54,748,326
$52,442,387
$50,080,875
$47,662,450
$45,185,742
$42,649,344
$40,051,820
$37,391,695
$34,667,461
$31,877,573
$29,020,449
$26,094,468
$23,097,971
$20,029,258
$16,886,590
$13,668,183
$10,372,212
$6,996,809
$3,540,058
$0

$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$3,625,374
$72,507,475
$34,240,033

$54,748,326
$52,442,387
$50,080,875
$47,662,450
$45,185,742
$42,649,344
$40,051,820
$37,391,695
$34,667,461
$31,877,573
$29,020,449
$26,094,468
$23,097,971
$20,029,258
$16,886,590
$13,668,183
$10,372,212
$6,996,809
$3,540,058
$0

Correction
No POB
POB
POB, DCA
UAAL Contrib.
Bond Payment
Bond Payment
+ Shortfall
UAAL Balance
+ Shortfall
Bond Balance
+ Shortfall
Bond Balance
UAAL Contrib.
UAAL Contrib.
UAAL Contrib.
$4,748,578
$57,129,724
$4,533,699
$54,748,326
$4,413,683
$54,748,326
$4,884,767
$60,028,730
$4,579,115
$52,442,387
$4,453,099
$52,442,387
$5,026,685
$61,878,190
$4,626,802
$50,080,875
$4,494,485
$50,080,875
$5,174,602
$63,792,149
$4,676,873
$47,662,450
$4,537,940
$47,662,450
$5,328,804
$65,771,225
$4,729,448
$45,185,742
$4,583,569
$45,185,742
$5,489,588
$60,379,498
$4,784,652
$42,649,344
$4,631,479
$42,649,344
$5,657,271
$57,492,941
$4,842,616
$40,051,820
$4,681,784
$40,051,820
$5,832,183
$55,666,430
$4,903,478
$37,391,695
$4,734,604
$37,391,695
$6,014,672
$53,536,198
$4,967,383
$34,667,461
$4,790,066
$34,667,461
$6,205,106
$51,073,748
$5,034,484
$31,877,573
$4,848,300
$31,877,573
$6,403,871
$48,248,265
$5,104,939
$29,020,449
$4,909,447
$29,020,449
$6,611,374
$45,026,445
$5,178,918
$26,094,468
$4,973,650
$26,094,468
$6,828,042
$41,372,297
$5,256,595
$23,097,971
$5,041,064
$23,097,971
$7,054,327
$37,246,946
$5,338,156
$20,029,258
$5,111,849
$20,029,258
$7,290,704
$32,608,409
$5,423,795
$16,886,590
$5,186,173
$16,886,590
$7,537,673
$27,411,362
$5,513,716
$13,668,183
$5,264,212
$13,668,183
$7,795,762
$21,606,889
$5,608,133
$10,372,212
$5,346,154
$10,372,212
$8,065,525
$15,142,208
$5,707,271
$6,996,809
$5,432,193
$6,996,809
$8,347,548
$7,960,380
$5,811,366
$3,540,058
$5,522,534
$3,540,058
$8,642,449
$0
$5,920,665
$0
$5,617,392
$0
$128,939,530
$102,542,104
$98,573,679
$26,397,426
$30,365,851

Shortfall UAAL Contrib. spread in a rising manner each year until 2041
Note: Preliminary, subject to change. This illustration represents a computation of potential cost savings, assuming hypothetical rates based on current rates for taxable general
obligation bonds rated Aa1/AA+ as of February 27, 2021. Actual rates may vary. If actual rates are higher than those assumed, the cost savings would be lower. A 6.75% annual
investment rate of return was assumed on pension assets based on the maximum 65% equity constraint.
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Appendix

Examined potential use of derivatives
▪ Not suitable and cost-prohibitive

▪ Derivatives would be used to either (1) hedge or (2) speculate
▪ Interest rates – Treasury forwards
▪ Credit spreads – CDS (credit default swaps), CDX (credit default
swap indices)

▪ Equity prices – Calls, puts, straddles, strangles
▪ Currencies – Currency futures

9

Treasury Forward Curves
3.0

2.5

Yield (%)

2.0

1.5

1.0

0.5

0.0
0

5

10

15

20

25

30

Maturity (Year)
Spot

02/25/2022 (P)

02/25/2023 (P)

02/25/2024 (P)

02/25/2025 (P)

Source: Bloomberg as of February 25, 2021.
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Credit Spreads Approaching All-Time Tights
Fixed income index valuations through spreads and yields

Spread

Yield
25%

2,000 bp
1,500 bp

20%

BL spread over
LIBOR, not
over Treasuries

15%

1,000 bp
523bp
461bp

500 bp
0 bp

61bp
36bp

154bp
96bp

59bp
24bp

403bp
352bp
347bp
316bp

524bp
361bp
-45bp
-94bp

10%
5%
3.5%

0%

-500 bp

Long-Term High/Low

Now

Avg

7.5%

8.2%

4.8%

4.3%

1.2%

Long-Term High/Low

5.6%

6.2%

4.7%

4.3%

1.2%
0.6%

Now

Avg

Note: Long-term high, low and average based on longest available data for each index
Sources: Bloomberg Barclays, Credit Suisse, Deutsche, JPMorgan, as of January 31, 2021
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U.S. Equity Valuations at Record Peaks
U.S. equity core index valuations

S&P 500

Russell 1000

Russell Mid Cap

Russell 2000

Current

Historical
Percentile
(%)

Current

Historical
Percentile
(%)

Current

Historical
Percentile
(%)

Current

Historical
Percentile
(%)

P/E

27.6

97

27.3

100

23.3

100

20.8

91

Forward P/E

27.0

100

28.2

100

33.3

100

17.9

98

P/B

4.2

90

4.1

94

3.2

100

2.5

97

P/S

2.8

100

2.8

100

2.0

100

1.4

100

P/CF

16.2

95

16.6

97

14.6

98

15.5

84

EV/EBITDA

18.7

100

19.5

100

23.3

100

35.2

100

Valuation
Metrics

Average

97

99

100

95

Source: Bloomberg. TTM P/E is adjusted for negative earnings. Small-cap forward P/E is adjusted for negative earnings. Percentiles are based on data Jan. 1995 – Dec. 2020
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Non-U.S. Equity Valuations at Record Peaks
EM as expensive as U.S.

S&P 500
Valuation
Metrics

MSCI EAFE

MSCI EM

MSCI EAFE SC

Current

Historical
Percentile (%)

Current

Historical
Percentile (%)

Current

Historical
Percentile (%)

Current

Historical
Percentile (%)

P/E

27.5

97

23.2

96

20.4

100

20.2

100

Forward P/E

27.0

100

22.8

100

20.0

100

30.4

100

P/B

4.2

93

1.8

64

2.1

87

1.4

49

P/S

2.8

100

1.4

100

1.8

96

1.0

96

P/CF

16.2

95

7.3

25

12.5

99

10.5

68

EV/EBITDA

18.7

100

13.5

95

13.4

100

14.4

97

Average

97

80

97

85

Source: Bloomberg through December 31, 2020, as of January 8, 2021
P/E is adjusted for negative earnings; percentiles are based on data going back to 1999 except for FP/E which goes back to 2005.
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Purpose:

Guide
institutional
investment
programs

Mission
Enable institutions to become
more effective investment
stewards
Vision
Leading investment consultant
of risk-adjusted returns &
client services
Principles
✓ Real-world experience
✓ Independent expertise
✓ Focused client service
✓ Careful research

Disclosure
The sources of information used in this report are believed to be reliable. Marquette Associates, Inc. has
not independently verified all of the information and its accuracy cannot be guaranteed. Opinions,
estimates, projections and comments on financial market trends constitute our judgment and are subject
to change without notice. References to specific securities are for illustrative purposes only and do not
constitute recommendations. Past performance does not guarantee future results.
Marquette is an independent investment adviser registered under the Investment Advisers Act of 1940,
as amended. Registration does not imply a certain level of skill or training. More information about
Marquette including our investment strategies, fees and objectives can be found in our ADV Part 2,
which is available upon request.

About Marquette Associates
Marquette Associates is an independent investment consulting firm that guides institutional investment
programs with a focused client service approach and careful research. For more than 30 years Marquette
has served this mission in close collaboration with clients – enabling institutions to be more effective
investment stewards. Marquette is a completely independent and 100% employee-owned consultancy
founded with the sole purpose of advising institutions. For more information, please visit
www.marquetteassociates.com.
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Exhibit C

Pension Obligation Bonds
John K Rutledge
March 2, 2021
The unfunded pension obligations of the City of Wheaton, while much less onerous than that of
many other municipal entities, is a concern, particularly in light of the requirement to improve
the funding level over the next twenty years or so. While that date has been pushed back, it is
still a good goal to bring the funding closer to 100%. I am pleased that this is getting serious
attention.
Between 1968 and 1999, I worked for two of the largest four banks in Chicago, twenty-five years
in their trust departments. I was responsible for managing real estate investments, primarily in
pension accounts. Because of the nature of pension investments in real estate, I had to gain an
understanding of the nuances of the business far beyond the real estate considerations to comply
with the law. I chaired investment committees and worked alongside the stocks and bonds people
as we managed investment portfolios.
Essentially there are two kinds of plans – defined contribution (IRA, 401(k)) with funds
contributed according to a formula (such as a share of profit and/or a match to a portion of the
employee contribution) and defined benefit that pays a pension benefit defined by years of
service, salary, etc.
The benefits paid from a defined contribution plan depend on the employee’s contribution level
and investment choices as well as investment performance, and most private companies have
moved to these plans.
The sponsor (employer) of a defined benefit plan is obligated to have enough in the fund to cover
the earned benefits regardless of investment performance. Today most defined benefit plans are
sponsored by government units for their employees.
I once heard an insurance company president compare his job to driving a car – sales department
on the gas, underwriters on the brakes, and the actuaries looking in the rear-view mirror telling
him how to steer. Pension managers rely heavily on actuaries who can only look in the rear-view
mirror.
My following comments are addressed to defined benefit plans such as our police and fire funds.
Of course, with a large organization it is necessary to aggregate. But it can simplify things if we
think of an individual employee. An employee will have accrued a retirement benefit based on
the number of years of employment and salary with pension benefits to begin at retirement.
Although we do not go to an insurance company and buy annuities for our retirees, those benefits
could be considered an annuity. Annuities are available with payments for life, for a limited
1

period (say ten years), and a variety of other choices including escalating payments (like
municipal pensions). A pension is generally for the life of the retiree, although a common variant
provides an option (at a reduced monthly benefit) to continue for the last to die of the retiree and
spouse. As noted, pension funds commonly do not buy annuities, but it is helpful to put pensions
in that context.
I will suggest an example, a forty-year-old employee who has worked fifteen years. Now it is
time for the actuaries to start making assumptions. A key assumption is investment returns both
between now and the retirement date of the employee as well as the ongoing investment return
on the undistributed assets during the life of the retiree while benefits are being paid. (Actuaries
now use 6.75% for that projected investment return.) Another key assumption is the expected life
of the employee – how long the pension payments will continue.
What monthly benefits including escalations will be paid at retirement to the retiree based on
years of service and salary as of today? Those benefits and the assumed life of the retiree, along
with post retirement investment returns, will determine the cost of the “annuity,” the amount
required at retirement to fund the pension benefits.
The employee could resign before retirement, but accrued benefits would still be payable and
must be included in the funding calculation.
Now back to that forty-year-old employee. How much would be required today, given projected
investment returns (now 6.75%), to grow to the amount needed to buy that annuity at retirement,
say age sixty, based on years of service and salary? Higher investment returns would require a
smaller fund today, and lower returns would require a larger fund today. If you want $100 in
twenty years, how much would you need in your savings account today if the interest rate for the
next twenty years is ten percent? Five percent? Slower growth means you have to start with
more.
Today we are using 6.75% as an assumed rate of growth. Until a few years ago, the actuaries
assumed 7% or even higher. At that higher rate of assumed growth, less was needed initially
because it would grow fast enough to get there. The lower assumed rate of growth meant we
needed more today. Otherwise, the slower growth would not get us to the required amount to
cover the obligated pension benefits.
When the actuaries lowered their return assumptions, pension funds that were fully funded
suddenly found that they were underfunded simply because an assumption changed. Were the
actuaries right or wrong in lowering their assumptions? My only answer is that they are
professional rear-view mirror lookers, and I would rather have a professional than an amateur.
Back to that 6.75% assumed rate of growth or return. That is the rate on which the actuaries base
their calculations. It is only a well-informed assumption. It is not a guaranteed rate of return. To
meet the pension obligations of the retirees and the employees who will become retirees, the
2

fund needs to grow by that amount each year, by investment returns and/or contributions. Please
note that occasionally the actuaries decide from their rear-view mirror that they need to change
that rate.
In a sense, this is an interest cost. If we don’t fund it this year, next year we will have to put in
6.75% more. But that assumes the fund assets (investments) grow at that rate. A different growth
rate will lead to a different funding requirement. The concept of borrowing at, say, 3% and
investing in the market only works if the market gives us a return greater than the interest cost of
the bonds. But we have seen corrections (market declines) that have lasted several years.
Further, the use of borrowed funds to acquire stock is effectively margin borrowing. It is
considered by many to be risky. There are other assets including bonds in the pension portfolio,
but borrowing at 3% to buy bonds that are returning even less is not productive.
From Robert Lehnhardt’s memorandum dated June 9, 2020, I quote from his Police Pension
Fund Investment Returns table:
Annual Money4/30/15
Weighted, Net of
Investment Expense 5.04%
Actuarial Assumption 7.00%

4/30/16

4/30/17

4/30/18

12/31/18

12/31/19

-1.4%
7.00%

10.60%
7.00%

7.77%
7.00%

-5.23%
6.75%

19.85%
6.75%

Of those six twelve-month periods (noting the shift from a 4/30 fiscal year to 12/31), in three
periods the investment returns exceeded the assumption and in three years the returns fell short.
The 6-year average return was 6.11%, less than the 6.75% assumption (7.0% in the earlier years).
The actuaries use a five-year rolling average to smooth out some of the volatility in returns.
Although I did not quote those returns above, the six-year average return shown in Bob’s memo
was 4.79%. Lowering the assumption would, as described above, increase the amount we are
underfunded. Simply put, if the interest on your savings account is lower, you need to have more
in the account now to reach your future goal.
We could issue pension obligation bonds sufficient to fully fund our pension plans today. But if
future returns are less than 6.75%, we would again be underfunded and would still owe the full
amount of the bonds. However, we would be better off if investment returns exceed the bond
interest cost.
If the actuaries raise the assumption (say from 6.75% to 7.5%), we are less underfunded (it takes
less in the savings account today to get to where we need to be down the road) but the “interest
cost” of that reduced underfunded amount is higher. Likewise, if they lower the assumption, we
are more underfunded but the “interest cost” is lower. Either way, it is just an assumption.
I do not know what the investment future holds, either short- or long-term. I do know that we
will see volatility, with times of better performance and times we will fall short.
3

Anytime we take an investment action, we are implicitly saying that this is the moment we
believe it is a good time to buy or to sell an asset or class of assets. According to the table above,
the decision to sell pension obligation bonds and put the money in the pension fund on January 1,
2019, would have been brilliant. But that same decision a year earlier would have been rough.
(As has been said, don’t mistake luck for brains.) I have no confidence that anyone can
consistently time the market. (“It is tough to make predictions, especially about the future.” Yogi
Berra)
If the market declines, the actuaries will tell us that, since the fund is down, we need to increase
our contribution, subject to the smoothing noted following the above table. If we have issued
bonds to add to our funding, we would not only owe the increased contribution but we would
also have debt service to pay.
If we issue bonds and do not completely amortize them by their due date, we also face the risk of
higher interest rates when we refinance the remaining balance on the bonds. Many people have
predicted higher interest rates for years and been wrong, but current rates are far below historical
interest rate patterns.
Dollar cost averaging is an important concept. Simply put, the same dollars invested each period
(month, year, etc.) will buy fewer shares at higher prices and more shares at lower prices,
resulting in a lower average price per share. Since we cannot see into the future and know the
dates to buy and to sell, this is the next best approach. Here is an example:
Year
1
2
3
4
5
6
7
8
9
10
Investment $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 1,000.00
Stock Price
20
20
20
20
20
20
20
20
20
20
Shares
5
5
5
5
5
5
5
5
5
5
50
Average Price per share
$
20.00
Investment $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 100.00 $ 1,000.00
Stock Price $ 20.00 $ 12.50 $ 16.67 $ 33.33 $ 10.00 $ 25.00 $ 35.00 $ 25.00 $ 10.00 $ 12.50 $
20.00
Shares
5
8
5.999
3.000
10.000
4.000
2.857
4.000
10.000
8.000
60.86
Average Price per share
$
16.43

The first set of numbers above shows $100 invested per period for ten periods. The price is flat at
$20 per share, and at the end you have bought 50 shares at $20 per share. The second set
introduces volatility with the price varying from $10 to $35 per share. At the end, the average
price is still $20 but by buying more shares at a lower price with the $100 and fewer at the higher
price, the number of shares in this example is 60.86 shares instead of 50. Volatility is everpresent. We should take advantage of it by investing over time.
In the example above, the price averages the same $20. History suggests a rising trend, so that
more shares lead to a greater long-term gain. Again, the risk is that declines from the date of the
investment, which could last several years, would return us to an underfunded situation and
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would require both paying debt service on the bonds and having to increase new contributions as
required by the actuarial analysis.
Financial managers attempt to match assets and liabilities. Early in the era of pensions, sponsors
only bought bonds. They provide a long-term fixed rate of return consistent with the long-term
fixed pension benefit obligations. It was considered risky to buy stocks (volatile) because they
had a different risk profile than the pension obligations (fixed). Conversely, savings and loans
took in relatively short-term money (savings accounts and CDs) and used the money to make
long term mortgage loans. While both the liabilities (savings accounts) and mortgages (assets)
were fixed rate, the savings accounts were short term and, when rates rose and the mortgages
were locked in, the thrifts lost money. As an example, while I was paying 7% on my home loan,
I had a CD at the same institution that was paying me 14%. That S&L failed.
I fully support increasing our funding. I favor the approach of a bit at a time, annually or better
yet monthly to spread out the risk of bad timing. I do not favor a large commitment, borrowed or
otherwise, on a given date with the related risk that we just picked the top of the market. I would
not want to have to explain to the public why we borrowed money and invested it only to see the
value of the large new investment suffer in a protracted bear market.
Long-term, I expect the portfolio return to exceed the cost of borrowing. (Our history suggests,
however, that we will not achieve a growth rate of 6.75%.) To the extent that we can borrow and
speculatively re-invest at a higher rate, we have improved our position. If we are wrong, we owe
the bonds as well as the new deficiency in our portfolio. A protracted bear market is not out of
the question.
The issue is not whether we can borrow at less than the actuarially assumed 6.75% rate. It is
whether we can achieve future growth of the investment portfolio at a rate that exceeds our
borrowing cost, and that cannot be assured.

5

Exhibit D
IN PRACTICE | DEBATE

Point / Counterpoint

Pension Obligation Bonds: Yes or No?
Pension obligation bonds (POBs) are taxable bonds that
some state and local governments have issued as part of
an overall strategy to fund the unfunded portion of their
pension liabilities by creating debt. When economic times
are bad, governments sometimes consider issuing POBs to
reduce their fiscal stress, but the practice is controversial.
The use of POBs rests on the assumption that the bond
proceeds, when invested with pension assets in higheryielding asset classes, will be able to achieve a rate of
return that is greater than the interest rate owed over the
term of the bonds. However, POBs involve considerable
investment risk, making this goal very speculative.
For these reasons, GFOA President and Hanover County
Public Schools Assistant Superintendent for Business and
Operations Terry Stone sticks with GFOA’s position that
state and local governments should not issue POBs. On
the other hand, Girard Miller, former chief investment
officer of the Orange County Employees Retirement
System with a career in public finance spanning 30+ years,
suggests that, at certain times and under certain economic
circumstances, a pension fund can reasonably consider
POBs as part of its overall strategy.
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Terry Stone is
GFOA president
and Hanover
County Public
Schools assistant
superintendent
for business and
operations.
Girard Miller, CFA,
is a retired investment
professional, an
honorary lifetime
member of GFOA, and
no longer aﬃliated
with any ﬁnancial
services ﬁrms.

POINT

Don't Do It
By Terry Stone

COUNTERPOINT

Don’t Throw the Baby Out
with the Bathwater!
By Girard Miller

Governments don’t always fully understand how
much of a gamble POBs are, which is why GFOA
published its Pension Obligation Bonds advisory
(available at gfoa.org) years ago, when the strategy
saw a resurgence after the 2008 ﬁnancial crisis.
POBs are based on market timing, which makes
them less of a strategy and more of a gamble. There’s
an excellent chance that investments made with
the POB won’t achieve the targeted rate of return,
which burdens the issuer with both the debt service
requirements of the taxable bonds and the unfunded
pension liabilities that remain unmet because the
investment portfolio did not perform as anticipated.
Something else to consider: “The jurisdictions
that issue POBs tend to be ﬁnancially the most
vulnerable, with little control over the timing,”
according to an often-cited study by the Center for
Retirement Research at Boston College. And POBs
have been involved in municipal bankruptcies
including the City of Detroit, Michigan, and the cities
of Stockton and San Bernardino, both in California.
Other reasons to avoid POBs include these:
 The sale of POBs does not constitute a true
solution to an underfunded pension plan. After
bonds are sold, a government still faces the
potential for unfunded liabilities in the future
caused by lower-than-expected investment
returns, changes in beneﬁt levels, shifts in
employee demographics, or other factors that
were not fully anticipated or expected when the
bonds were issued.
 Issuing taxable debt to fund the pension liability
increases the jurisdiction’s bonded debt burden
and potentially uses up debt capacity that could
be used for other purposes—like infrastructure.
 In addition, taxable debt is typically issued
without call options or with “make-whole” calls,
which can make it more diﬃcult and costly
to refund or restructure than traditional taxexempt debt.

Here’s the devil’s advocate position: Brainless POBs
are unduly risky 95 percent of the time. But once in
a blue moon, POBs can work. I’m going to describe
the conditions necessary for timely and prudent
implementation of a POB (and OPEB-OB “beneﬁt
bonds”) strategy in a “blue moon” phase. And I began
writing this counterpoint on March 30, knowing
that it wouldn’t be mailed to readers until June, at
which point the moon might already be green if not
yellow, as it has become.
Investment bankers and money managers love to
pitch POBs. They make money selling bonds and
investing proceeds. For them, every moon is a full
moon. Their “Monte Carlo” simulations always
work, deceptively, because they conveniently
assume that stocks appreciate upward randomly
as their simulations suggest. That ignores market
and economic cycles that immediately throw naïve
issuers underwater in the next recession.
POBs are essentially a risk arbitrage between
low-cost taxable municipal interest rates and the
properly probable long-term rate of returns on
riskier equity investments. This really has little to
do with actuarial assumptions, as many opponents
and advocates misunderstand: It’s actually about
the long-term “capital markets line” (from CAPM),
which rewards equity beta. Capitalism works only
if risk is rewarded: Anybody who can’t fathom that
should avoid POBs.
Successful POB and OPEB-OB implementation
requires the following preconditions and gestalt,
and is prone to disappoint otherwise:
 Suﬃcient sophistication in the ﬁnance oﬃce,
and strong rapport with elected oﬃcials and
pension trustees. This complex process requires
institutional agility, trust and a common
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POINT | Terry Stone

 The interest cost of pension
obligation bonds is considerable,
particularly given their taxable
status. The short-term beneﬁts
of the proceeds versus this longterm commitment to repaying
proceeds— plus interest—is
not always well-understood or
articulated when considering
annual debt service costs.
 The way POBs are structured
frequently defers the principal
payments or extends repayment over
a period longer than the actuarial
amortization period, thereby
increasing the sponsor’s overall costs
over an extended period of time.
 POBs undermine the concept of
intergenerational equity, continually
kicking the can for current pension
costs down to future taxpayers and
further limiting the government’s
ability to provide services.
 Rating agencies may view the
proposed issuance of POBs as a credit
negative, particularly if the issuance
is not part of a more comprehensive
plan to address pension funding
shortfalls. And the idea that the
immediate threat has been taken
care of can lead to a feeling of being
“oﬀ the hook,” which isn’t conducive
to reform.
 A credit rating downgrade will
increase future borrowing costs
regardless of whether the downgrade
stems from the issuance of POBs
directly, without pension system
changes, or the increased debt
burden of POBs.
 The issuance of POBs can gloss
over important issues related to
sustainability of beneﬁts and the
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amount of employee contributions
that will still cause funding issues
even after the POB proceeds are gone.
 POBs are complex instruments
that carry considerable risk. POB
structures may incorporate the use
of guaranteed investment contracts,
swaps, or derivatives, which must
be intensively scrutinized, as these
embedded products can introduce
counterparty risk, credit risk, and
interest rate risk.
From a purely ﬁnancial perspective,
issuing pension obligation bonds can
produce savings for a government if
the interest rate paid on the bonds is
less than the rate of return earned on
proceeds placed in the pension plan.
But even if a government were to achieve
positive net returns on a POB, the
issuer is likely to face inﬂexible POB
debt service requirements along with
increasing unfunded pension liability
payments. Keep in mind that these bonds
have a 30-year life to ‘solve’ a problem
that reaches its peak in a considerably
shorter time frame. Pension obligation
bonds extend the risk for an even longer
term while creating the potential for
even more issues related to debt capacity
and interest costs.

Even if a government
were to achieve
positive net returns
on a POB, the issuer
is likely to face
inflexible POB debt
service requirements
along with increasing
unfunded pension
liability payments.

 Expect that markets can
perversely decline after placing
investments. Nobody can time the
market perfectly, so the strategy
must rely on entry points that are
historically sensible from a longterm investment standpoint, and
be able to ride out the volatility in
coming months.

COUNTERPOINT | Girard Miller

purpose—which is not always
common in many governments.
 Advance planning. Nobody should
spring a POB on unprepared governing
bodies. In a perfect world, most POBs
would be calmly pre-authorized
when the moon is yellow (normal
markets), not blue (recessions), so
that the trigger is pulled for both the
bond issuance and the investment
of proceeds only when stock market
indexes are depressed dramatically
from prior levels. This way, there are
no surprises and the “deal terms” are
well understood and vetted.
 Researched, disciplined
implementation. Wait (to borrow and
invest) for a recession with markets
down at least 25-30 percent and
preferably more, not just a stock
market correction. Since WWII, this
precondition typically avoided losses
in the next cycle. Don’t naively rely
on low interest rates as the rationale.
Respecting the cyclical path of
future equity appreciation is what
determines success, coupled with the
entire system’s fortitude to weather
the next market down-turn.

 POB windows are typically shortlived. Abort a pending bond issue
if equity markets rally too quickly.
By presstime, stocks had already
rebounded from their “C-19 POB
trigger point” last March, to a level
where historical data say a deal
would not be viable. That’s why
standing authorizations are
superior than belated eﬀorts to
catch a market bottom.
 Don’t sell taxable bonds to buy
taxable bonds. Simply invest all
proceeds in a low-cost equity index.
There is nothing to gain from
investing a chunk of POB proceeds
in the bond market; which raises
fees unnecessarily. Scale the deal
to 50-70 percent of the unfunded
actuarial liability (at current market
values) and let equity appreciation
over time close the funding gap. This
may require establishing a separate
trust fund if pension trustees and
their consultants only know one
way to invest; their traditional asset
mix will be sub-optimal. “Alpha”
manager fees are a deadweight drag
on the POB’s risk arbitrage.

 OPEB bonds are worthwhile
for employers that have overrelied on pay-as-you-go funding;
they establish a systematic
intergenerational funding plan.
Even if it’s too late for precision
POBs, it may still be timely for
OPEB-OBs if the C-19 moon is still
green (recovery) but not yet yellow.
 Finally, no POB is foolproof and riskfree. Global wars and depressions
do happen, as the 1930s taught
us. Never forget that luck is not a
strategy: Monte Carlo is a casino.
Stock market indexes have recovered
half or more their March losses,
as this article is being edited. The
POB window is once again closed for
now, so only a second bear-market
leg downward would re-institute
viability of the strategy this year.

Tell Us Your Side
Local governments face risks and
reward when it comes to POBs.
In this edition of Point/Counterpoint,
we’ve heard from members on both
the pro and con sides.
Now it’s your turn. What do you
think? Are you pro-POB? Or are you
opposed? What successes or failures
have you seen? Contribute to our
digital debate by commenting at
gfoa.org/gfr/debate.
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Exhibit E

MEMORANDUM

TO:

The Honorable Mayor and City Council

FROM:

Robert R. Lehnhardt, Director of Finance\Treasurer

DATE:

March 8, 2021

SUBJECT:

2010 General Obligation Bonds - Refinancing

Background
The City issued $6.0 million in General Obligation Bonds in 2010 (2010 G.O. Bonds) to fund the
Manchester/Wesley Street Bridge reconstruction project, the North Main Street Flood Control
project, Briarcliffe Blvd reconstruction project and the City’s annual road program. Financing is
being provided by the annual property tax levy.
2010 General Obligation Bonds
Outstanding Principal: $3,225,000
Date of Maturity: December 1, 2024

Outstanding Interest: $328,800
Current Interest Rate: 4.00%
2010 G.O. Bonds
Debt Service Schedule

Date
06/01/21
12/01/21
06/01/22
12/01/22
06/01/23
12/01/23
06/01/24
12/01/24
Total

Principal
$
$ 760,000
$
$ 790,000
$
$ 820,000
$
$ 855,000
$ 3,225,000

$
$
$
$
$
$
$
$
$

Interest
64,500
64,500
49,300
49,300
33,500
33,500
17,100
17,100
328,800

Total
P&I
$
64,500
$ 824,500
$
49,300
$ 839,300
$
33,500
$ 853,500
$
17,100
$ 872,100
$ 3,553,800

Total P & I
By Fiscal Year

Fiscal
Year

Levy
Year

$

889,000

2021

2020

$

888,600

2022

2021

$

887,000

2023

2022

$
889,200
$ 3,553,800

2024

2023

The City Manager and I have met with Robert W. Baird & Company (Baird) to discuss different
financing options for the 2010 G.O. Bonds and reviewed the 2012A G.O. Bonds (Library) and
2018A G.O. Bonds (Downtown Streetscape).
Debt Service Schedule
Calendar Year 2021

Debt Issuance
2010 G.O. Bonds
2012A G.O. Bonds
2018A G.O. Bonds
Total

Retire
Date
12/1/2024
12/1/2023
12/1/2031

2021
Principal
Interest Outstanding
Rate
01/01/2021
Principal
4.000% $
3,225,000 $
760,000
3.000%
5,795,000
2,160,000
3.138%
10,000,000
$ 19,020,000 $ 2,920,000

Interest
$ 129,000
153,144
313,800
$ 595,944

Total
Principal
Principal and Outstanding
Interest
12/31/2021
$ 889,000 $ 2,465,000
2,313,144
3,635,000
313,800
10,000,000
$ 3,515,944 $ 16,100,000

Baird’s analysis determined the 2010 G.O. Bonds were an economical refinancing candidate and
has provided estimates for a public offering and private placement (Exhibit A). In addition, we
discussed an additional option to defease (pay-off the entire bonds) using $2.5 million of General
Fund excess reserves. I have summarized the financing options from their analysis and seeking
City Council direction to pursue the refinancing of the 2010 G.O. Bonds.
Financing Options
1. Public Offering. A bond issue of $2,470,000 with estimated total transaction costs of
$74,700. This refinancing would result in an estimated true interest cost of 1.39% and an
estimated present value savings of $164,055.
2. Private Placement. A bond issue of $2,540,000 with estimated total transaction costs of
$32,500. This refinancing would result in an estimated true interest cost of 1.2% and an
estimated present value savings of $175,713.
3. Pay-off (Defease). The City would use $2.5 million in General Fund excess reserves to payoff the entire bond issue. The estimated present value savings would be $189,702.
Next Steps
Based on your direction, staff will provide the necessary documents to carry out the desired
option at a future City Council meeting.
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Exhibit A

City of Wheaton, Illinois

Hypothetical Illustration for Refunding General Obligation Bonds, Series 2010
Assumed "Aa1" Rating / Bank Qualified Interest Rates / Public Offering

Illustration is subject to change based on market conditions. Actual rates may vary from those assumed.

Bond Year
Ended
December 1
Principal

BEFORE REFUNDING

*

$6,000,000
GO Bonds, Series 2010
Dated: February 24, 2010

*
*
*

Coupon

(12/1)

2021
2022
2023
2024

$760,000
$790,000
$820,000
$855,000
$3,225,000

Interest

Total

(6/1 & 12/1)

4.000%
4.000%
4.000%
4.000%

$129,000
$98,600
$67,000
$34,200

$889,000
$888,600
$887,000
$889,200

$328,800

$3,553,800

CALLABLE

*
*
*
*
*
*
*
*
*

AFTER REFUNDING

Principal

$2,470,000
GO Refunding Bonds, Series 2021
Assumed Dated: April 1, 2021
Assumed Assumed
Interest
Coupon (2) Yield (2)

(12/1)

$25,000
$800,000
$815,000
$830,000

(1)

Unrefunded
Debt Service

POTENTIAL
DEBT SERVICE
SAVINGS

Total

(6/1 & 12/1)

2.000%
2.000%
2.000%
2.000%

0.190%
0.190%
0.240%
0.310%

$2,470,000

$32,933
$48,900
$32,900
$16,600

$57,933
$848,900
$847,900
$846,600

$790,400

$40,667
$39,700
$39,100
$42,600

$131,333

$2,601,333

$790,400

$162,067

Potential Present Value Savings……..………...……………………………..............................
Par Amount of Bonds Refunded (3) ……….………………......................................................
Potential Percent Present Value Savings (4) .………………………........................................
Interest Rate Sensitivity Analysis
Potential Present Value Savings
Potential Percent Present Value Savings

-10 basis points
$171,098
6.94%

$164,055
$2,465,000
6.655%
+10 basis points
$157,027
6.37%

Assumed Sources and Uses of Funds
Par Amount
$2,470,000
Reoffering Premium
$113,577
Total Sources of Funds
$2,583,577
Deposit to Escrow Account
Assumed Costs of Issuance
Rounding Amount
Total Uses of Funds

(1)

$2,506,083
$74,700
$2,794
$2,583,577

(1) Assumed costs of issuance of $50,000 and underwriter's discount of $10/$1,000 of bonds. Preliminary, subject to change.
(2) This illustration represents a mathematical calculation of potential interest cost savings, assuming hypothetical current rates for a bank qualified general obligation bond rated Aa1 as of February 15, 2021. Actual rates may
vary. If actual rates are higher than those assumed, the interest cost savings would be lower. This illustration provides information and is not intended to be a recommendation, proposal or suggestion for a refinancing or otherwise
be considered as advice.
(3) Assumed the refunding of the 2022-2024 maturities.
(4) Calculated using the refunding bond yield of 0.263% as the discount rate.
Robert W. Baird & Co. Incorporated is providing this information to you for discussion purposes only in seeking to serve as a financial advisor or municipal advisor to you on a possible issuance of municipal securities. Baird is a
municipal advisor registered with the Securities and Exchange Commission and the Municipal Securities Rulemaking Board (“MSRB”). A financial advisor or municipal advisor is subject to a fiduciary duty, including a duty of care
and a duty of loyalty, and is required to act solely in the best interests of the client. See “Important Disclosures” contained herein.
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City of Wheaton, Illinois

Hypothetical Illustration for Refunding General Obligation Bonds, Series 2010
Assumed Bank Qualified Interest Rates / Private Placement

Illustration is subject to change based on market conditions. Actual rates may vary from those assumed.

Bond Year
Ended
December 1
Principal

BEFORE REFUNDING

*

$6,000,000
GO Bonds, Series 2010
Dated: February 24, 2010

*
*
*

Coupon

(12/1)

2021
2022
2023
2024

$760,000
$790,000
$820,000
$855,000
$3,225,000

Interest

Total

(6/1 & 12/1)

4.000%
4.000%
4.000%
4.000%

$129,000
$98,600
$67,000
$34,200

$889,000
$888,600
$887,000
$889,200

$328,800

$3,553,800

CALLABLE

*
*
*
*
*
*
*
*
*

AFTER REFUNDING

Principal

$2,540,000
GO Refunding Bonds, Series 2021
Assumed Dated: April 1, 2021
Assumed Assumed
Coupon (2) Yield (2)
Interest

(12/1)

$45,000
$825,000
$830,000
$840,000

(1)

Unrefunded
Debt Service

POTENTIAL
DEBT SERVICE
SAVINGS

Total

(6/1 & 12/1)

0.700%
0.700%
0.700%
0.700%

0.700%
0.700%
0.700%
0.700%

$2,540,000

$11,853
$17,465
$11,690
$5,880

$56,853
$842,465
$841,690
$845,880

$790,400

$41,747
$46,135
$45,310
$43,320

$46,888

$2,586,888

$790,400

$176,512

Potential Present Value Savings……..………...……………………………..............................
Par Amount of Bonds Refunded (3) ……….………………......................................................
Potential Percent Present Value Savings (4) .……………………….........................................
Interest Rate Sensitivity Analysis
Potential Present Value Savings
Potential Percent Present Value Savings

-10 basis points
$182,657
7.41%

$175,713
$2,465,000
7.128%
+10 basis points
$168,792
6.85%

Assumed Sources and Uses of Funds
Par Amount
$2,540,000
Reoffering Premium
$0
Total Sources of Funds
$2,540,000
Deposit to Escrow Account
Assumed Costs of Issuance
Rounding Amount
Total Uses of Funds

(1)

$2,506,083
$32,500
$1,417
$2,540,000

(1) Assumed costs of issuance of $32,500. Preliminary, subject to change.
(2) This illustration represents a mathematical calculation of potential interest cost savings, assuming hypothetical current rates for a privately placed bank qualified general obligation bond for a Aa1 rated issuer as of February 15,
2021. Actual rates may vary. If actual rates are higher than those assumed, the interest cost savings would be lower. This illustration provides information and is not intended to be a recommendation, proposal or suggestion for a
refinancing or otherwise be considered as advice.
(3) Assumed the refunding of the 2022-2024 maturities.
(4) Calculated using the refunding bond yield of 0.70% as the discount rate.

Robert W. Baird & Co. Incorporated is providing this information to you for discussion purposes only in seeking to serve as a financial advisor or municipal advisor to you on a possible issuance of municipal securities. Baird is a
municipal advisor registered with the Securities and Exchange Commission and the Municipal Securities Rulemaking Board (“MSRB”). A financial advisor or municipal advisor is subject to a fiduciary duty, including a duty of care
and a duty of loyalty, and is required to act solely in the best interests of the client. See “Important Disclosures” contained herein.
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Robert W. Baird & Co.
G-17 Disclosures as Financial Advisor

Robert W. Baird & Co. Incorporated (“Baird”) is providing you with the information contained herein
and/or accompanying materials (the “Materials”) for discussion purposes only in seeking to serve as a
financial advisor or municipal advisor to you on a possible issuance of municipal securities. Baird is a
municipal advisor registered with the Securities and Exchange Commission and the Municipal
Securities Rulemaking Board (“MSRB”).
If Baird is hired as financial advisor in connection with an issuance of municipal securities, Baird will
provide municipal advisory services with respect to the issuance of municipal securities, including
advice, recommendations and other assistance regarding the structure, timing, terms and other
similar matters concerning the particular issuance of municipal securities for which you may be
considering. As such, Baird will serve as a fiduciary and act solely in your best interest. Baird’s
fiduciary duties as your financial advisor will include the duty of care and the duty of loyalty. Under
MSRB Rule G-23, if Baird is hired as financial advisor with respect to an issuance of municipal
securities, Baird will not be able to serve as underwriter or placement agent for that issuance.
Should you want Baird serve in a different capacity, such as underwriter or placement agent, you
should notify Baird of such decision immediately and Baird will provide additional disclosures to you
which will describe the role of underwriter or placement agent and explain any actual or potential
conflicts of interest inherent in that role.
The Materials do not include any proposals, recommendations or suggestions that you take or refrain
from taking any action with regard to an issuance of municipal securities and are not intended to be
and should not be construed as ''advice'' within the meaning of Section 15B of the Securities Exchange
Act of 1934 or Rule 15Ba1-1 thereunder. The Materials are intended to provide information of a
factual, objective or educational nature, as well as general information about Baird (including its Public
Finance unit) and its experience, qualifications and capabilities.
Any information or estimates contained in the Materials are based on publicly available data, including
information about recent transactions believed to be comparable, and Baird’s experience, and are
subject to change without notice. Interested parties are advised to contact Baird for more information.
If you have any questions or concerns about the above disclosures, please contact Baird Public
Finance.
IRS Circular 230 Disclosure: To ensure compliance with requirements imposed by the IRS, we inform
you that the Materials do not constitute tax advice and shall not be used for the purpose of (i)
avoiding tax penalties or (ii) promoting, marketing or recommending to another party any transaction
or matter addressed herein.

