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TO: BOARD OF SUPERVISORS

FROM: JAMES P ERB, AUDITOR-CONTROLLER-TREASURER-TAX-
COLLECTOR

DATE: MAY 6, 2015

SUBJECT: PENSION OBLIGATION BONDS

San Luis Obispo County issued Pension Obligation Bonds (POB) in 2003 to fund the
unfunded portion of the County of San Luis Obispo’s Pension plan. The bonds were
issued at interest rates lower than Pension Trust’'s assumed earnings rate of 7.75%
(currently 7.25%). The County was funding the liability based on the assumed earnings
rate.

The POB consisted of three series, A, B and C. Each series was between 42,5 and
44 .3 million. The 2003 Series B were auction rate securities with a variable interest.
The 2003 Series B were refunded in 2009 by an interest only bond (2009 Series A).
The annual debt service of the POB’s is derived by charging departments and outside
agencies a flat percentage (6.03) of salary. Outside agencies participating in the POB
debt service consist of Air Pollution Control District, Local Agency Formation
Commission, San Luis Obispo Pension Trust, and San Luis Obispo Courts.

None of the current POB series are callable. The specific status of each series is as
follows:

2003 Series A Standard Bonds (non-callable) — Annual payments consist of both
principal and interest. Last payment is September 2017. Initial principal amount was
$44,305,000; current principal balance is $19,440,000. Interest rates vary from 1.68%
to 4.54%.

Recommendation: No change, continue the annual payments until paid off in
September 2017.

2003 Series C Capital Appreciation Bonds (non-callable) — The nature of a Capital
Appreciation Bond is payments are deferred for a specific period of time even though
interest continues to accrue on the outstanding balance. The initial principal amount
was $44,199,398 and is still the outstanding principal balance. The first payment is
scheduled for September 2018. The last payment is due September 2030. The bonds
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are issued at 5.27% to 5.73%. If we pay on the bonds until maturity the total interest
paid will equal $100,280,602.

Recommendation: Direct the Auditor and the County Administrative Officer (CAO) to
identify a potential funding source to purchase the non-callable bonds on the open
market if economically sound.

2009 Series A Bonds (non-callable) — The 2009 Series A Bonds are structured as
interest payments only with a principal balloon payment of $42,565,000 due in
September 2019. Originally the default plan was to refinance the balloon payment
when it became due. However, your Board has agreed with our annual
recommendations over the last 3 years to set aside, in a designation, funds to prepare
to either pay the entire balance or a substantial portion of balloon payment when it
becomes due. We have currently designated approximately $17.5 million for the
principal repayment. The interest rate on the 2009 Series A Bonds is a flat 7.45%.

Recommendation: Direct the Auditor and the CAO to investigate the possibility of
paying off the entire principal balance or a substantial amount of the principal balance
due in September of 2019.
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