ORANGE COUNTY FIRE AUTHORITY
AGENDA

Budget and Finance Committee Meeting
Wednesday, May 14, 2014
12:00 Noon

Orange County Fire Authority
Regional Fire Operations and Training Center
1 Fire Authority Road
Room AE117
Irvine, California 92602

Elizabeth Swift, Chair
Randal Bressette, Vice Chair
Sam Allevato Trish Kelley Jerry McCloskey Al Murray Steven Weinberg
Bruce Channing - Ex Officio

Unless legally privileged, all supporting documentation and any writings or documents provided to a
majority of the Budget and Finance Committee after the posting of this agenda, which relate to any
item on this agenda will be made available for public review in the office of the Clerk of the Authority
located on the 2" floor of the OCFA Regional Fire Operations & Training Center, 1 Fire Authority Road,
Irvine, CA 92602, during regular business hours, 8:00 a.m. - 5:00 p.m., Monday through Thursday, and
every other Friday, (714) 573-6040. In addition, unless legally privileged, all supporting
documentation and any such writings or documents will be available online at http-//www.ocfa.org.

This Agenda contains a brief general description of each item to be considered. Except as otherwise provided by law, no
action or discussion shall be taken on any item not appearing on the following Agenda. Supporting documents, including staff
reports, are available for review at the Orange County Fire Authority Regional Fire Operations and Training Center, 1 Fire
Authority Road, Irvine, CA 92602 or you may contact Sherry A.F. Wentz, Clerk of the Authority, at (714) 573-6040 Monday
through Friday from 8:00 a.m. to 5:00 p.m.

If you wish to speak before the Budget and Finance Committee, please complete a Speaker Form identifying which item(s)
you wish to address. Please return the completed form to the Clerk of the Authority. Speaker Forms are available on the
counter noted in the meeting room.

(/ In compliance with the Americans with Disabilities Act, if you need special assistance to participate in this meeting, you
should contact the Clerk of the Authority at (714) 573-6040. Notification 48 hours prior to the meeting will enable the
Authority to make reasonable arrangements to assure accessibility to the meeting.

CALL TO ORDER
PLEDGE OF ALLEGIANCE by Director Kelley

ROLL CALL
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PUBLIC COMMENTS

Any member of the public may address the Committee on items within the Committee’s subject matter jurisdiction but which are
not listed on this agenda during PUBLIC COMMENTS. However, no action may be taken on matters that are not part of the
posted agenda. We request comments made on the agenda be made at the time the item is considered and that comments be
limited to three minutes per person. Please address your comments to the Committee as a whole, and do not engage in dialogue
with individual Committee Members, Authority staff, or members of the audience.

MINUTES

1.

Minutes for the April 9, 2014, Budget and Finance Committee Meeting
Submitted by: Sherry Wentz, Clerk of the Authority

Recommended Action:
Approve as submitted.

CONSENT CALENDAR

2.

Monthly Investment Reports
Submitted by: Patricia Jakubiak, Treasurer

Recommended Action:

Review the proposed agenda item and direct staff to place the item on the agenda for the
Executive Committee meeting of May 22, 2014, with the Budget and Finance
Committee’s recommendation that the Executive Committee receive and file the reports.

Monthly Status Update — Orange County Employees’ Retirement System
Submitted by: Patricia Jakubiak, Treasurer

Recommended Action:
Receive and file the report.

Third Quarter Financial Newsletter — July 2013 to March 2014
Submitted by: Lori Zeller, Assistant Chief, Business Services Department

Recommended Action:

Review the proposed agenda item and direct staff to place this item on the agenda for the
Executive Committee meeting of May 22, 2014, with the Budget and Finance
Committee’s recommendation that the Executive Committee receive and file the report.
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DISCUSSION CALENDAR

5.

Approval of 2014 Tax and Revenue Anticipation Notes (TRANS)
Submitted by: Lori Zeller, Assistant Chief, Business Services Department

Recommended Action:

Review the proposed agenda item and direct staff to place the item on the agenda for the
Board of Directors meeting of May 22, 2014, with the Budget and Finance Committee’s
recommendation that the Board of Directors take the following actions:

1. Adopt the submitted resolution authorizing the issuance of the 2014-2015 Tax and
Revenue Anticipation Notes.

2. Authorize the temporary transfer of up to $9 million from Fund 123 (Facilities
Replacement) to Fund 121 (General Fund) to cover a projected cash flow shortfall
for FY 2014/15.

3. Authorize the repayment of $9 million borrowed funds from Fund 121 to Fund
123 along with interest, when General Fund revenues become available in FY
2014/15.

Rosenow Spevacek Group, Inc. (RSG) Final Property Tax Revenue Projections
Submitted by: Lori Zeller, Assistant Chief, Business Services Department

Recommended Action:
Receive and file the report.

Review of the 2014/15 Proposed Budget
Submitted by: Lori Zeller, Assistant Chief, Business Services Department

Recommended Action:

Review the proposed agenda item and direct staff to place the item on the agenda for the
Board of Directors meeting of May 22, 2014, with the Budget and Finance Committee’s
recommendation that the Board of Directors take the following actions:

1. Conduct a public hearing.

2. Adopt the submitted 2014/15 Proposed Budget.

3. Adopt the proposed Resolution adopting and approving the appropriations budget.

4. Approve and authorize a FY 2013/14 budget adjustment to increase General Fund
revenues by $1,329,186 and appropriations by $551,777.
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8. Contract Extension for Banking and Custodial Services
Submitted by: Lori Zeller, Assistant Chief, Business Services Department

Recommended Action:

Review the proposed agenda item and direct staff to place the item on the agenda for the
Executive Committee meeting of May 22, 2014, with the Budget and Finance
Committee’s recommendation that the Executive Committee take the following actions:

1. Authorize the Purchasing Manager to extend the banking and custodial services
contracts with UB for a three-year term commencing on January 1, 2015, at a fixed
pricing level as detailed in the submitted Union Bank Contract Extension Proposal for
banking and custodial services.

2. Authorize the Purchasing Manager to extend the contract for two additional one-year
terms upon the expiration of the three-year term, subject to negotiations between the
OCFA and the bank, provided that fee increases do not exceed the increase in the
Consumer Price Index for the Greater Orange County Metro Area.

REPORTS
No items.

COMMITTEE MEMBER COMMENTS

ADJOURNMENT - The next regular meeting of the Budget and Finance Committee is
scheduled for Wednesday, June 11, 2014, at 12:00 noon.

AFFIDAVIT OF POSTING

I hereby certify under penalty of perjury under the laws of the State of California, that the
foregoing Agenda was posted in the lobby and front gate public display case of the Orange
County Fire Authority, Regional Fire Operations and Training Center, 1 Fire Authority Road,
Irvine, CA, not less than 72 hours prior to the meeting. Dated this 8" day of May 2014.

Sherry A. F. Wentz, CMC
Clerk of the Authority

UPCOMING MEETINGS:

Claims Settlement Committee Meeting Thursday, May 22, 2014, 5:00 p.m.
Executive Committee Meeting Thursday, May 22, 2014, 5:30 p.m.
Board of Directors Meeting Thursday, May 22, 2014, 6:30 p.m.

Budget and Finance Committee Meeting Wednesday, June 11, 2014, 12:00 noon



AGENDA ITEM NO. 1

MINUTES
ORANGE COUNTY FIRE AUTHORITY

Budget and Finance Committee Meeting
Wednesday, April 9, 2014
12:00 Noon

Regional Fire Operations and Training Center
Room AE117
1 Fire Authority Road
Irvine, CA 92602

CALL TO ORDER

A regular meeting of the Orange County Fire Authority Budget and Finance Committee was
called to order on April 9, 2014, at 12:00 p.m. by Chair Swift.

PLEDGE OF ALLEGIANCE

Director McCloskey led the assembly in the Pledge of Allegiance to our Flag.

ROLL CALL

Present: Sam Allevato, San Juan Capistrano
Randal Bressette, Laguna Hills
Jerry McCloskey, Laguna Niguel
Al Murray, Tustin
Elizabeth Swift, Buena Park
Steven Weinberg, Dana Point

Absent: Trish Kelley, Mission Viejo

Also present were:

Fire Chief Keith Richter General Counsel David Kendig
Deputy Chief Craig Kinoshita Assistant Chief Brian Stephens
Assistant Chief Dave Thomas Assistant Chief Lori Zeller

Clerk of the Authority Sherry Wentz Assistant Clerk Lydia Slivkoff

PUBLIC COMMENTS (F: 12.02B3)

Chair Swift opened the Public Comments portion of the meeting. Chair Swift closed the Public
Comments portion of the meeting without any public comments.



MINUTES

1. Minutes for the March 12, 2014, Budget and Finance Committee Meeting
(F: 12.02B2)
On motion of Director McCloskey and second by Director Weinberg, the Committee
voted to approve the minutes of the March 12, 2014, Budget and Finance Committee
Meeting, as submitted. Director Allevato noted an abstention. Director Murray was
absent.

CONSENT CALENDAR

No items.

DISCUSSION CALENDAR

2.

Monthly Investment Report (F: 11.10D2)

Treasurer Tricia Jakubiak provided an overview of the investment report and current
global market activity.

On motion of Vice Chair Bressette and second by Director McCloskey, the Committee
voted unanimously to direct staff to place the item on the agenda for the Executive
Committee meeting of April 24, 2014, with the Budget and Finance Committee’s
recommendation that the Executive Committee receive and file the report. Director Murray
was absent.

Status Update — Orange County Employees’ Retirement System (F: 17.06B)

Treasurer Tricia Jakubiak provided an update on the Orange County Employees’
Retirement System.

On motion of Vice Chair Bressette and second by Director McCloskey, the Committee
voted unanimously to receive and file the report. Director Murray was absent.

Director Murray arrived at this point (12:12 p.m.)

4. Annual Complaint Investigation Hotline Report — Calendar Year 2013 (F: 18.10H)
Interim Human Resources Director Janet Wells provided an overview on the Annual
Complaint Investigation Hotline Report for calendar year 2013.

On motion of Director Murray and second by Director Allevato, the Committee voted
unanimously to receive and file the report.

Minutes

OCFA Budget and Finance Committee Meeting
April 9, 2014 Page - 2



5. Third Quarter Workers’ Compensation Program Update — December 2013 through
February 2014 (F: 18.10A2c)

Interim Human Resources Director Janet Wells introduced Risk Management Analyst
Rhonda Haynes who provided an overview on the Workers> Compensation Program
update, and indicated the third party agreements have been executed and all claims will
be transferred to the new service providers.

By concurrence, the Committee requested staff to expand future reports to assist in the
identification of noteworthy trends, such as acute care and multiple claims by individuals.

On motion of Director Weinberg and second by Director McCloskey, the Committee voted
unanimously to receive and file the report.
REPORTS (F: 12.02B6)
Assistant Chief Lori Zeller introduced the new Human Resources Director, Jeremy Hammond,
and thanked Interim Human Resources Director Janet Wells for her service with OCFA.
COMMITTEE MEMBER COMMENTS (F: 12.02B4)
Director Allevato commented on the recent ground breaking ceremony for Fire Station 56 in the

unincorporated area outside San Juan Capistrano, which will provide much needed service to the
Ortega Highway area.

ADJOURNMENT - Chair Swift adjourned the meeting at 12:30 p.m. The next regular meeting
of the Budget and Finance Committee is scheduled for Wednesday, May 14, 2014, at
12:00 noon.

Sherry A.F. Wentz, CMC
Clerk of the Authority

Minutes
OCFA Budget and Finance Committee Meeting
April 9, 2014 Page -3



CONSENT CALENDAR - AGENDA ITEM NO. 2
BUDGET AND FINANCE COMMITTEE MEETING

May 14, 2014
TO: Budget and Finance Committee, Orange County Fire Authority
FROM: Patricia Jakubiak, Treasurer

SUBJECT:  Monthly Investment Reports

Summary:
This agenda item is submitted to the Committee in compliance with the investment policy of the

Orange County Fire Authority and with Government Code Section 53646.

Recommended Action:

Review the proposed agenda item and direct staff to place the item on the agenda for the
Executive Committee meeting of May 22, 2014, with the Budget and Finance Committee’s
recommendation that the Executive Committee receive and file the reports.

Background:
Attached is the final monthly investment report for the month ended March 31, 2014. A

preliminary investment report as of April 25, 2014, is also provided as the most complete report
that was available at the time this agenda item was prepared.

Impact to Cities/County:
Not Applicable.

Fiscal Impact:
Not Applicable.

Staff Contact for Further Information:
Patricia Jakubiak, Treasurer
Triciajakubiak@ocfa.org

(714) 573-6301

Attachments:
Final Investment Report — March 2014 / Preliminary Report — April 2014



Attachment

Orange County Fire Authority
Monthly Investment Report

Final Report — March 2014

Preliminary Report — April 2014
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Treasury & Financial Planning Monthly Investment Report

EXECUTIVE SUMMARY

Portfolio Activity & Earnings

During the month of March 2014, the size of the portfolio increased slightly to $122.6 million from $121.2 million. Significant
receipts for the month included the fifth apportionment of secured property taxes for $9.6 million and the third quarterly cash contract
payments totaling $14.1 million. Significant disbursements for the month included primarily biweekly payrolls. The portfolio’s
balance is expected to increase significantly in the following month as the next major property tax receipt is scheduled in April.

In March, the portfolio’s yield to maturity (365-day equivalent) decreased by 3 basis points to 0.28% while the effective rate of return
decreased by 2 basis points to 0.30% for the month and remained unchanged at 0.32% for the fiscal year to date. The average maturity
of the portfolio shortened by 68 days to 164 days to maturity.

Economic News

In March 2014, the U.S. economic activity was mixed. Employment conditions were slightly weaker than expected. There was a total
of 192,000 new jobs created for the month; a higher number had been forecasted for the March jobs report. Unemployment conditions
stayed unchanged at an elevated rate of 6.7%; a modest drop in the unemployment rate had been expected. On the other hand, both
manufacturing and non-manufacturing activities increased for the month. Retail sales rose better than expected, despite mixed
consumer confidence in March. Durable goods orders came in stronger than expected. Industrial production continued to rise in
March and both the NFIB (National Federation of Independent Business) small business optimism index and the LEI (Leading
Economic Index) also rose. However, housing activity was slow. Inflation increased more than expected, although still tame. The
national GDP (Gross Domestic Product) for the first quarter of 2014 grew modestly by an annual rate of 0.1%, a much slower pace
than expected. On April 30, 2014, at the second day of the scheduled meeting of the Federal Open Market Committee, the Committee
voted unanimously to keep the federal funds rate unchanged at a target range of 0 — 0.25%. The Committee also decided to reduce its
asset purchase program further to $45 billion from $55 billion per month beginning in May 2014.
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Treasury & Financial Planning Monthly Investment Report

BENCHMARK COMPARISON AS OF MARCH 31, 2014

3 Month T-Bill:  0.05% 1 Year T-Bill: 0.13%
6 Month T-Bill: 0.08% LAIF: 0.24%
OCFA Portfolio: 0.30%
PORTFOLIO SIZE, YIELD, & DURATION
Current Month Prior Month Prior Year

Book Value- $122,642,674 $121,167,391 $112,134,051
Yield to Maturity (365 day) 0.28% 0.31% 0.34%
Effective Rate of Return 0.30% 0.32% 0.34%
Days to Maturity 164 232 318
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Orange County Fire Authority

ORANGE COUNTY FIRE AUTHORITY FEEIre, Authority/Road
I Irvine, Irvine, CA 92602
Portfolio Management (714)573-6301

Portfolio Summary
March 31, 2014

(See Note 1 on page 9) {See Note 2 on page 9)
Par Market Book % of Days to YTMIC YTMIC

Investments Value Value Value Portfolio Term Maturity 360 Equiv. 365 Equiv.
Money Mkt Mutual Funds/Cash 7,307,391.77 7,307,391.77 7,307,391.77 6.01 1 1 0.001 0.001
Commercial Paper Disc. -Amortizing 8,000,000.00 7,997,680.00 7,998,386.67 6.58 92 66 0.110 0.112
Federal Agency Coupon Securities 29,333,333.33 29,102,109.60 29,338,932.29 2412 1,455 612 0.679 0.688
Federal Agency Disc. -Amortizing 27,000,000.00 26,998,650.00 26,998,477.50 22.19 93 52 0.051 0.051
Local Agency Investment Funds 50,000,000.00 50,015,855.90 50,000,000.00 41.10 1 1 0.233 0.236

121,640,725.10 121,421,687.27 121,643,188.23 100.00% 378 164 0.278 0.282
Investments
Cash
Passbook/Checking ) 1,480,184.95 1,480,184.95 1,480,184.95 1 1 0.000 0.000
(not included in yield calculations)
Total Cash and Investments 123,120,910.05 122,901,872.22 123,123,373.18 378 164 0.278 0.282
Total Eamings _____March31 MonthEnding =~ Fiscal Year To Date A i 0 BT T s
Current Year 32,197.83 316,388.11
Average Daily Balance 127,323,023.18 131,655,398.68
Effective Rate of Return 0.30% 0.32%
"I certify that this investment report accurately reflects all pooled investments and is in compliance with the investment policy adopted by the Board of Directors to be effective on January 1, 2014. A
cop! i licy is ayailable from the Clerk of the Authority. Sufficient inve/stment liquidity and anticipated revenues are available to meet budgeted expenditure requirements for the next thirty
da six ghonths."

4 V/ /Y

Patriefa Jak foef ol

Cash and Investments with GASB 31 Adjustment:

Book Value of Cash & Investments before GASB 31 (Above) $ 123,123,373.18
GASB 31 Adjustment to Books (See Note 3 on page 9) $ (480,699.41)
Total $ 122,642,673.77




ORANGE COUNTY FIRE AUTHORITY
Portfolio Management
Portfolio Details - Investments
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March 31, 2014
(See Note 1 0n page 9) (See Note 2 on page 9}

Average Purchase Stated YTM/C Daysto Maturity
cusiP Investment # issuer Balance Date Par Value Market Value Book Value  Rate 365 Maturity Date
Money Mkt Mutuat Funds/Cash
SYS528 528 High Mark 100% US Treasury MMF 7.307.301.77 7,307,391.77 7.307,391.77  0.001 000 1

Subtotal and Avemge 10.772,365.03 7,307,391.77 7 307,391 am 7,307,391.77 _ 0.001 1
Commercial Paper Disc -Amortlzlng
36959JF65 818 GEN ELEC CAP CRP 03/06/2014 8,000,000.00 7.997,680.00 7,998,386.67  0.110 0.112 66 0B/06/2014
Suhtotal and Average 6,708,068.03 8 ooo.ooo oo 7,997, sso 00 7,998,386.67 0.112 66
Federal Agency COupon Securlties
3133ECM76 809 Federal Farm Credit Bank (Callable anytime)q,.einn,4 9,000,000.00 8,979,750.00 899566546  0.400 0424 752 04/22/2016
3133804V6 787 Fed Home Loan Bank (callable anytime)  (8/09/2012 6,000,000.00 5,852,180.00 6,000,000.00  1.000 0.981 1,226 08/08/2017
3133813R4 800 Fed Home Loan Bank (Callable 4-9-14) 12/20/2012 8,000,000.00 8,848,260.00 9,010,626.04  1.000 0.983 8 110872017
3133820C4 803 Fed Home Loan Bank (Callable anytime)  03/15/2013 5,333,333.33 5,321,919.60 533264079 0470 0477 708 03/07/2016
Subtotal and Average _34,205,394.55 29,333, 333.33 28, 102 109.60 29,339, 93129 0688 612
Federal Agency Dlsc -Amortlzlng
313385VK9 817 Fed Home Loan Bank 12/19/2013 9,000,000.00 8,999,910.00 8,999,825.00  0.070 0.072 10 04/11/2014
313385XD3 819 Fed Home Loan Bank 03/1312014 ,000,000.00 8,988,640.00 8,999,350.00  0.050 0.051 52 05/2312014
313385YWO 820 Fed Home Loan Bank 03/31/2014 9,000,000.00 8,989,100.00 8,999,302.50  0.030 0.031 93 07/03/2014
Subtotal and Average 26,418 163.31 ,000. 00 26.998,860 26,998,477.50 0.051 82
Local Agency Investment Funds
SYS336 336 Locat Agency Invstmt Fund $0,000,000.00 50,015,855.80 §0,000,000.00  0.238 0.238 1
Subtotal and Average 49,129,032.2¢ §0,000,000.00 §0,015,865.90 5§0,000,000.00 0.236 1
Total and Average 127,323,023.18 121,840,725.10 121,421,687.27 121,643,188.23 0.282 164




ORANGE COUNTY FIRE AUTHORITY

Portfolio Management
Portfolio Details - Cash
March 31, 2014

Average Purchase
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Stated YTM/C Days to
cusip Investment # Issuer Balance Date Par Value Market Value Book Value  Rate 365 Maturity
Money Mkt Mutual Funds/Cash
SYS10104 10104 American Benefit Plan Admin 07/01/2013 15,000.00 16,000.00 15,000.00 0.000 1
SYS10033 10033 Revolving Fund 07/01/2013 20,000.00 20,000.00 20,000.00 0.000 1
SYS4 4 Union Bank of California 07/01/2013 1,195,184.95 1,195,184.95 1,195,184.95 0.000 1
SYS361 361 YORK 07/01/2013 250,000.00 250,000.00 250,000.00 0.000 1

Average Balance 0.00 1
Total Cash and Investments 127,323,023.18 123,120,910.05 122,901,872.22 123,123,373.18 0.282 164
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ORANGE COUNTY FIRE AUTHORITY
Aging Report

Orange County Fire Authority
1 Fire Authority Road
Irvine, Irvine, CA 92602

(714)573-6301
By Maturity Date

As of April 1, 2014
Maturity Percent Current Current
- _ — — - — Par Value o_f. Portfolio et | Booﬂalue . Market Value
Aging Interval: 0 days (04/01/2014 - 04/01/2014 ) 6 Maturities OPayments 58,787,576.72 41.75% 58,787,576.72 58,803,432.62
Aging lnterv_aI: 1- 30days (04/02/2014 - 05/01/2014 ) _1 Maturities OPaym_er: 9,00“0,;;0.60 7.31"/.,.__ B 8,999;;1’_5.00_ - 8,99‘:),9_10;10
Aging Interval: 31- 60 days (05/02/2014 - 05/31/2014 ) 1Maturities OPayments 9,000,000.00 7.31% 8,999,350.00 8,999,640.00
Aging lnt;r;;_s1 - 91 days . Eouzou - 07/01../2_0_1:) ” 1Mat;ties OP;yments _ s,oﬁb,;oo.oo 6.50% e 7,998,386.6_7 - 7,997,680.0.(.)
Ag.ié;l.te:v:h_- 92 - 12i -d;;s— _(0;10212014 - 0-7/3_1-1-2;)_1-4 ) N 1 Maturities OF;;y_nTe;lts 9,000;0;0._410_ 7.31% i 8,999,302.50 - 1;,999,100.00
Aging Interval: 122 - 152 days (08/01/2014 - 08/31/2014 ) 0 Maturities 0Payments 0.00 0.00% 0.00 0.00
o%? Aglng Intewél:_ ;3 - 183 days L. (09!01/2.(;‘;-4f1;10112014 ) _O_I\;a.t.uﬂtles -(;aymenw__ _K _0.00% e ooo B 0.00
& A_gir;r:er;a_lzm184- 274 da;s__ (10/02/2014 - 12/31158;_4)— (;I\;l.atuﬂtles 0Payments . 0.00 0.00% 0.00 0.00
Aging Interval: 275 - 365 days (01/01/2015 - 04/01/2015 ) 0Maturities OPayments 0.00 0.00% 0.00 0.00
_Aéil;g Interv-al:_ 3;6-—1095:); (04/0-2;m5—-_o-:;.;31-lio17 ) ) 2Maturities (;a_y;en.ts 1;;333:;3 11.64%_ -. 14,328,306.25 14-,-:-;&,669.60-
Aging Ir;;;valz 1096 -:8;5 days (.04_1(%17—- 03/31/2019“-)_. - 2Matu;lties OPayments _ 15,000,000.00 12.19% 15,010,6_2_6_.04 14,800,440.00
Aging Interval: 1826 days and after (04/01/2019 - ) 0 Maturities 0Payments 0.00 0.00% 0.00 0.00

Total for 14Investments 0Payments 100.00 123,123,373.18 122,901,872.22
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Treasury & Financial Planning Monthly Investment Report

Note 1:

Note 2:

Note 3:

Note 4:

NOTES TO PORTFOLIO MANAGEMENT REPORT

Market value of the LAIF investment is calculated using a fair value factor provided by LAIF. The Union Bank
Trust Department provides market values of the remaining investments.

Book value reflects the cost or amortized cost before the GASB 31 accounting adjustment.

GASB 31 requires governmental entities to report investments at fair value in the financial statements and to reflect
the corresponding unrealized gains/ (losses) as a component of investment income. The GASB 31 adjustment is
recorded only at fiscal year end. The adjustment for June 30, 2013 includes an increase of $13,660 to the LAIF
investment and a decrease of $(494,359) to the remaining investments.

The Highmark money market mutual fund functions as the Authority’s sweep account. Funds are transferred to and
from the sweep account to/from OCFA’s checking account in order to maintain a target balance of $1,000,000 in
checking. Since this transfer occurs at the beginning of each banking day, the checking account sometimes reflects
a negative balance at the close of the banking day. The negative closing balance is not considered an overdraft
since funds are available in the money market mutual fund. The purpose of the sweep arrangement is to provide
sufficient liquidity to cover outstanding checks, yet allow that liquidity to be invested while payment of the
outstanding checks is pending.




Treasury & Financial Planning Monthly Investment Report

Local Agency Investment Fund (LAIF)

As of March 31, 2014, OCFA has $50,000,000 invested in LAIF. The fair value of
OCFA'’s LAIF investment is calculated using a participant fair value factor provided by
LAIF on a quarterly basis. The fair value factor as of March 31, 2014 is 1.000317118.
When applied to OCFA’s LAIF investment, the fair value is $50,015,856 or $15,856
above cost. Although the fair value of the LAIF investment is higher than cost, OCFA
can withdraw the actual amount invested at any time.

LAIF is included in the State Treasurer’s Pooled Money Investment Account (PMIA) for
investment purposes. The PMIA market valuation at March 31, 2014 is included on the
following page.

Page 10



State of California

Pooled Money Investment Account

Market Valuation
Carrying Cost Plus ' : ;
Description Accrued Interest Purch. Amortized Cost&@ 5 Fair Value Accrued Interest
—————————— s

United States Treasury:

Bills $ 13,485,141,238.10 | $  13,493,502,144.37 | $ 13,495,650,000.00 NA

Notes $ 17,363,685,393.04 | $  17,363,409,796.92 | $ 17,377,558,000.00 | $ 14,372,271.50
Federal Agency:

SBA $ 551,389,934.60 | $ 551,389,934.60 | $ 547,459,655.45 | $ 518,610.96

MBS-REMICs $ 131,169,641.99 | $ 131,169,641.99 | $ 140,815,213.91 | $ 625,830.22

Debentures $ 1,392,831,307.69 | $ 1,392,809,168.82 | $ 1,392,270,210.00 | $ 1,927,606.06

Debentures FR $ - |3 - 15 - 3 -

Discount Notes $ 1,199,075,083.36 | $ 1,199,675,666.66 | $ 1,199,896,000.00 NA

GNMA $ - $ - $ - $ -
Supranational Debentured $ 149,906,515.88 | $ 149,906,515.88 | $ 149,775,500.00 | $ 156,597.50
CDs and YCDs FR $ - $ - $ - 3$ -
Bank Notes $ 500,000,000.00 | $ 500,000,000.00 | $ 499,920,655.01 | $ 115,083.32
CDs and YCDs $ 8,850,016,516.72 | $ 8,850,001,475.05 | $ 8,847,441,069.69 | $ 4,020,993.06
Commercial Paper $ 4,198,403,930.58 | $ 4,199,185,444.41 | $ 4,198,506,736.10 NA
Corporate:

Bonds FR $ - $ - $ - $ -

Bonds $ - $ - $ - $ -
Repurchase Agreements | $ - |3 - 13 - $ -
Reverse Repurchase $ - $ - $ - $ -
Time Deposits $ 4,612,640,000.00 | $ 4,612,640,000.00 | $ 4,612,640,000.00 NA
AB 55 & GF Loans $ 5,084,511,416.02 | $ 5,084,511,416.02 | $ 5,084,511,416.02 NA
TOTAL $ 57,518,770,977.98 1 $  57,528,201,204.72 | $ 57,546,444,456.18 | $ 21,736,992.62
Fair Value Including Accrued Interest $ 57,568,181,448.80

Repurchase Agreements, Time Deposits, AB 55 & General Fund loans, and
Reverse Repurchase agreements are carried at portfolio book value (carrying cost).

The value of each participating dollar equals the fair value divided by the amortized cost (1.000317118).
As an example: if an agency has an account balance of $20,000,000.00, then the agency would report its
participation in the LAIF valued at $20,006,342.37 or $20,000,000.00 x 1.000317118.
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ORANGE COUNTY FIRE AUTHORITY

Orange County Fire Authority
1 Fire Authority Road

€l anL

. Irvine, Irvine, CA 92602
Portfolio Management (714)573-6301
Portfolio Summary
April 25, 2014
(See Note 1 on page 18) (See Note 2 on page 18)
Par Market Book % of Days to YTM/IC YTW/C
Investments value Value value Portfolio Term Maturity 360 Equiv. 365 Equiv.
Money Mkt Mutual Funds/Cash 13,734,425.09 13,734,425.09 13,734,425.09 8.05 1 1 0.001 0.001
Commercial Paper Disc. -Amortizing 15,000,000.00 14,994,160.00 14,997,486.94 8.79 102 74 0.091 0.093
Federal Agency Coupon Securities 36,833,333.33 36,672,321.66 36,858,522.46 21.81 1,439 807 0.670 0.679
Federal Agency Disc. -Amortizing 55,000,000.00 54,995,490.00 54,996,351.66 32.24 87 74 0.035 0.036
Local Agency Investment Funds 50,000,000.00 50,015,865.90 50,000,000.00 29.31 1 1 0.233 0.236
170,567,758.42 170,412,252.65 170,586,786.15 100.00% 348 205 0.233 0.236
Investments
Cash and Accrued interest
Passbook/Checking : 376,174.99 375,174.99 375,174.99 1 1 0.000 0.000
(not included in yield calculations)
Accrued Interest at Purchase 26,802.08 26,802.08
Subtotal 401,977.07 401,977.07
Total Cash and Investments 170,942,933.41 170,814,229.72 170,988,763.22 348 205 0.233 0.236

Total Earnings

April 25 Month Ending

F_iscal Year To Date

Current Year 24,435.01 340,823.12
Average Daily Balance 123,607,507.19 130,982,498.05
Effective Rate of Return 0.29% 0.32%

"I certify that this investment report accurately reflects all pooled investments and is in compliance with the investment policy adopted by the Board of Directors to be effective on January 1, 2014. A

copy of thfs poli

“ S/

ilableffrom the Clerk of the Authority. Sufficient in\7me

- /Y

Patricia Jakubia C
Cash and Investments with GASB 31 Adjustment:
Book Value of Cash & Investments before GASB 31 (Above) 3 170,988,763.22
GASB 31 Adjustment to Books (See Note 3 on page 18) 3 (480,699.41)
Total $ 170,508,063.81

liquidity and anticipated revenues are available to meet budgeted expenditure requirements for the next thirty




ORANGE COUNTY FIRE AUTHORITY
Portfolio Management
Portfolio Details - Investments
April 25, 2014
(See Note 1 on page 18)  (See Note 2 on page 18)
Average Purchase Stated YTM/IC Daysto Maturity
CusIP Investment # Issuer Balance Date Par Value Market Value Book Value  Rate 365 Maturity Date
Money Mkt Mutuat Funds/Cash
SYss2e 528 High Mark 100% US Treasury MMF 13.734,425.09 13,734,425.00 13,734,425.09  0.001 0.001 1
Subtotal and Average 10,247,899.02 13,734,425.09 13,734,425.09 13,734.425 09 0.001 1
Commercial Paper Disc. -Amortizing
36959JF65 818 GEN ELEC CAP CRP 03/06/2014 8,000,000.00 7.998,640.00 7.998,997.78  0.110 0.112 41 06/06/2014
36958JHF3 825 GEN ELEC CAP CRP 04/24/2014 7.000,000.00 6,995,520.00 6.998,489.16  0.070 0.071 111 08/15/2014
Subtotal and Average 8,558,583.03 15,000,000.00 14,994,160.00 14,997,486.94 0.093 74
Federal Agency Coupon Securities
3133ECM76 809 Federal Farm Credit Bank(callable anytime) 04/25/2013 9,000,000.00 8,978,490.00 8,995811.70  0.400 0.424 727 0412212016
3134G47C2 821 Fed Home Loan Mtg Corp (callable 7-30-14) 04/23/2014 7.500,000.00 7.514,625.00 7,518,623.71 1.550 0.545 95 01/30/2018
3133804V6 787 Fed Home Loan Bank (Callable anytime)  0g/5g/2012 6,000,000.00 5,967,680.00 6,000,000.00  1.000 0.981 1,201 08/09/2017
3133813R4 800 Fed Home Loan Bank (callable 5-9-14} 12/20/2012 8,000,000.00 8,878,320.00 9,010,421.38  1.000 0866 1,293 11/09/2017
S 313382DC4 803 Fed Home Loan Bank (Callable anytime) 03/15/2013 5,333,333.33 5,333,226.66 5,332,8685.67 0.470 0.477 881 03/07/2018
o(e SuMotal and Avel 30,241,294.74 36,833, 333 33 36,672,321 66 36,858,522.46 0.679 807
rage
o S T T e e — e e e N 8
b Foderal Agency Disc. -Amortizing
313397F55 827 Freddie Mac 04/242014 5,000,000.00 4,999,050.00 4,999,42083  0.030 0.031 138 09/12/2014
313385XD3 819 Fed Home Loan Bank 03/13/2014 9,000,000.00 8,999,820.00 8,999,662.50  0.050 0.051 27 05/23/2014
313385YW0 820 Fed Home Loan Bank 03/31/2014 9,000,000.00 8,9998,370.00 8,899,480.00  0.030 0.031 68 07/03/2014
313385YGS 822 Fed Home Loan Bank 04/2472014 9,000,000.00 8,999,640.00 8,999,392.50  0.045 0.046 54 06/19/2014
313385YU4 823 Fed Home Loan Bank 04/24/2014 8,000,000.00 7,999,440.00 7,999,633.33 0.025 0.026 68 07/01/2014
3133852M1 824 Fed Home Loan Bank 04/24/2014 9,000,000.00 8,999,190.00 8989937750  0.030 0.031 83 07/1812014
3133685078 826 Fed Home Loan Bank 0412412014 6,000,000.00 5,988,980.00 5,999,375.00 0.030 0.031 125 08/28/2014
Subtotal and Average 24,568 855.59 §5,000,000.00 54,995,490.00 54,996,361.66 0.036 74
Local Agency Investment Funds
$YS336 336 Local Agency Invstmt Fund 50,000,000.00 50,015,855.90 50,000,000.00  0.236 0.236 1
Subtotal and Average §0,001,074.81 50,000,000.00 $0,015,858.90 50,000,000.00 0.236 1
Total and Average 123,607,507.19 170,667,758.42 170,412,252.65 170,5688,786.15 0.236 208




ORANGE COUNTY FIRE AUTHORITY
Portfolio Management
Portfolio Details - Cash

April 25, 2014

cJ aSvd

Average Purchase Stated YTM/C Days to
cusiP Investment # Issuer Balance Date Par Value Market Value Book Value  Rate 365 Maturity
Money Mkt Mutual Funds/Cash
SYS10104 10104 American Benefit Plan Admin 07/01/2013 15,000.00 15,000.00 15,000.00 0.000 1
SYS10033 10033 Revolving Fund 07/01/2013 20,000.00 20,000.00 20,000.00 0.000 1
SYS4 4 Union Bank of Califoria 07/01/2013 90,174.99 90,174.99 90,174.99 0.000 1
S§YS361 361 YORK 07/01/2013 250,000.00 250,000.00 250,000.00 0.000 1

Average Balance 0.00 Accrued interest at Purchase 26,802.08 26,802.08 1
Subtotal 401,977.07 401,977.07
Total Cash and Investments 123,607,507.19 170,942,933.41 170,814,229.72 170,988,763.22 0.236 205
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ORANGE COUNTY FIRE AUTHORITY

Orange County Fire Authority
1 Fire Authority Road

il 28v4

Aging Report Wi o A
By Maturity Date

As of April 26, 2014
Maturity Percent Current Current
Par Value of Portfolio Book Value Market Value
Aging Interval: 0 days (04/26/2014 - 04/26/2014 ) 6 Maturities 0Payments 64,109,600.08 37.50% 64,109,600.08 64,125,455.98“
Aging Interval: 1- 30 days (04/27/2014 - 05/26/2014 1 Maturities 0Payments _9-;000,000.00 5.26% . 8,999,662-.;) 8,999,82;);
Aging Interval: 31- 60 days (05/27/2014 - 06/25/2014 ) 2Maturities 0Payments 17,000,000.00 9.94% 16,998,390.28 16,998,280.00
Aging lntc;.;va_:l: 61- 91days (;6/26/2014 - 0712612014 ) 3Maturities OPayn.lents 26,000,000.00 15.21% - 25,998,500.83 i 25,998,000.00
_Aging l_r;r:al: 92 : 21 days_—( 07/27/2014 - 08/25/2014 ) 1 Maturities OPayme-nt_s 7,000,006.;; o~ 6,998,489.16 6,995,520.00
Aging Interval: 122 - 152 days (08/26/2014 - 09/25/2014 ) 2Maturities 0Payments 11,000,000.00 6.43% 10,998,795.83 10,998,030.00
Aging I_r;t:rval: 15;: 83 days Gl (09/26/2014 - 10[26/2})1_4 ) : 0 Maturities OPaymen_t; 0.00 i T.OO% 0.00 0.00
Aging Interval: 184 - 274 days (10/27/12014 - 01/25/2015 ) 0 Maturities 0Payments 0.00 0.00% 0.00 0.00
Aging Interval: 275 - 365 days (01/26/2015 - 04/26/2015 ) 0 Maturities 0Payments 0.00 0.00% 0.00 0.00
Aging Interval: 366 - 1095 days (04/27/2015 - 04/25/2017 ) 2Maturities 0Payments 14,333,333.33 8.38% 14,328,477.37 14,311,716.66
Aging Interval: 1096 - 1825 days (04/26/2017 - 04/25/2019 ) 3 Maturities 0Payments 22,500,000.00 13.18% 22,530,045.09 22,360,605.00
Aging Interval: 1826 days and after (04/26/2019 - ) 0 Maturities 0Payments 0.00 0.00% 0.00 0.00
Total for 20Investments 0Payments 100.00 170,961,961.14 170,787,427.64
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Treasury & Financial Planning Monthly Investment Report

Note 1:

Note 2:

Note 3:

Note 4:

NOTES TO PORTFOLIO MANAGEMENT REPORT

Market value of the LAIF investment is calculated using a fair value factor provided by LAIF. The Union Bank
Trust Department provides market values of the remaining investments.

Book value reflects the cost or amortized cost before the GASB 31 accounting adjustment.

GASB 31 requires governmental entities to report investments at fair value in the financial statements and to reflect
the corresponding unrealized gains/ (losses) as a component of investment income. The GASB 31 adjustment is
recorded only at fiscal year end. The adjustment for June 30, 2013 includes an increase of $13,660 to the LAIF
investment and a decrease of $(494,359) to the remaining investments.

The Highmark money market mutual fund functions as the Authority’s sweep account. Funds are transferred to and
from the sweep account to/from OCFA’s checking account in order to maintain a target balance of $1,000,000 in
checking. Since this transfer occurs at the beginning of each banking day, the checking account sometimes reflects
a negative balance at the close of the banking day. The negative closing balance is not considered an overdraft
since funds are available in the money market mutual fund. The purpose of the sweep arrangement is to provide
sufficient liquidity to cover outstanding checks, yet allow that liquidity to be invested while payment of the
outstanding checks is pending.




CONSENT CALENDAR - AGENDA ITEM NO. 3
BUDGET AND FINANCE COMMITEE MEETING

May 14, 2014
TO: Budget and Finance Committee, Orange County Fire Authority
FROM: Lori Zeller, Assistant Chief

Business Services Department

SUBJECT:  Monthly Status Update - Orange County Employees’ Retirement System

Summary:
This agenda item is submitted to provide a status update regarding steps taken during April 2014,

to improve the Orange County Employees’ Retirement System’s (OCERS) financial policies,
procedures, and practices.

Recommended Action:
Receive and file the report.

Background:
In 2010 and 2011, accounting issues were identified at OCERS impacting actuarial calculations

of the value of assets and liabilities attributable to the various plan sponsors. The total accounting
values at OCERS were correct, but the attribution of values to individual plan sponsors required
adjustment. A large amount of work was performed by OCERS and plan sponsor staff members
to correct the issues, and ongoing improvement plans were established by OCERS. Following
these events, the OCFA’s Budget and Finance Committee directed OCFA staff to provide routine
updates to the Committee regarding financial activities occurring at OCERS.

Actions Taken/Financial Policies & Practices — April 2014

OCERS BOARD OF RETIREMENT April 21, 2014:

STRESS TEST THE PLAN

In October 2013, followed by a summary report in January 2014, OCERS’ Fiduciary Counsel,
Mr. Harvey Leiderman of Reed Smith, considered the topic of municipal bankruptcies with the
Board, and what impact those could have on OCERS. Among other comments, Mr. Leiderman
suggested the Board begin implementing a stress test procedure, whereby OCERS staff would
determine possible default risk on the part of OCERS’ 15 plan sponsors, and create a risk
mitigation strategy to deal with any exposures that might be identified. OCERS’ CEO, Steve
Delaney, made a presentation to the Board informing them of what could be involved in an
outreach audit program, what types of credit exposure questions still need to be answered, and
what kinds of mitigation strategies the system may want to consider in the future (Attachment
1). Page 12 of the presentation highlights OCFA as a “concern” based on comments by two
County Supervisors. OCERS’ staff plans to continue meeting on this topic and will return to the
Board at a later date for approval prior to beginning any such program.



Consent Calendar — Agenda Item No. 3
Budget and Finance Committee Meeting
May 14, 2014  Page 2

CASH OUT ASSUMPTIONS

When members take “cash out” of their annual leave, sick leave or compensatory time, there is
an impact on retirement benefits, as the value of that cash out is added to the member’s final
average salary and has an impact of increasing the value of the member’s final retirement
benefit.

Under current OCERS practice, the Cost-of Living Adjustment (COLA) portion of that increase
benefit is paid for equally by the employer and the employee in their contribution
rates. However, the basic rate portion of the benefit is paid for entirely by the employer. At the
September meeting, the OCERS’ Board indicated its general support of including the cost of any
cash out assumption in the basic member rate calculation rather than continuing to add it as a
factor to employer contribution rates. However, the Board did not take action at their September
meeting, so this item returned for further Board consideration on January 21.

OCERS’ actuary, The Segal Company, provided various matrices indicating the cost impact of
this change on member contributions which was an increase ranging from .05% to .34%,
depending upon the rate group a member was participating in. A number of the OCERS’ Board
members expressed concern at that January meeting that this move to impose the cost on
members had an inherent inequity that could not be adjusted for — in many cases line staff can
only cash out 40 hours in a year, while managers are able to cash out a larger amount of hours:
80, 90 hours or more. However, both members would pay the same increase in member
contributions. Those Board members raising the concern felt this was an unfair subsidization of
the cost by line staff. There was no immediate answer to this concern, and the only suggestion
was to have a discussion on the inequity when plan sponsors are negotiating individual MOUSs.

The Board met again in February to consider this item further, and eventually focused on a
fourth option as a possible compromise. It would move the normal cost portion of the cash out
assumption from the employer to the employee up to the cost of the most common (aka “the
mode”) cash out amount, with the remainder continuing to be an employer cost.

On April 21, Segal reviewed all four options with the Board (Attachment 2). OCERS’ Fiduciary
Counsel stated that Options 1 and 4 were not acceptable from a legal standpoint because terminal
pay needed to be included in member contribution rates. The Board ultimately approved Option
2 which was Segal’s recommendation whereby the employer and employee share in funding the
basic normal cost associated with additional cash outs at retirement.

DIRECT LENDING

Per direction from the OCFA Board, on March 28, 2014, a letter was sent to OCERS expressing
concerns that the OCFA Board of Directors had with OCERS’ Direct Lending Program
(Attachment 3). On April 25, 2014, OCERS provided the attached response to OCFA’s letter
(Attachment 4).

OCFA staff will continue to monitor actions taken by OCERS to improve its financial policies
and practices, and will report back in June regarding progress made during the next month.
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Impact to Cities/County:
Not Applicable.

Fiscal Impact:
Not Applicable.

Staff Contacts for Further Information:

Lori Zeller, Assistant Chief/Business Services Department
LoriZeller@ocfa.org

(714) 573-6020

Tricia Jakubiak, Treasurer
TriciaJakubiak@ocfa.org
(714) 573-6301

Attachments:

1. Stress Test the Plan — Assessing Risk, Presentation by OCERS’ CEO, April 21, 2014

2. Presentation by the Segal Group: Fourth Meeting on Development of Member Contribution
Rates, April 21, 2014

3. OCFA letter to OCERS on Direct Lending, March 28, 2014

4. OCERS response to OCFA'’s letter on Direct Lending, April 25, 2014
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| Assessing Risk

ORANGE COUNTY

(LERS

EMPLOYEES RETIREMENT SYSTEM

Presentation by Steve Delaney, CEO
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ORRSATN G GO UNT Y

C(:E% LOOK BACK

'Reed Smith report to Board
regarding municipal
bankruptcies - October
2013 and January 2014.

'Some suggestions follow...

e2



ORRSATN G GO UNT Y

TIME FOR A NEW
OCE% PERSPECTIVE

= The UAAL reflects a statutory
commitment to the Fund by the
plan sponsors.

= Your plan sponsors are “borrowing”
from the plan.

= Are they creditworthye

= Time 1o look into the lender’s
toolbox.

o3



A R ASK YOURSELF: WHAT

(LCERS HAPPENS IF OUR PLAN
CPONSOR DEFATT T

Take two prudent steps to
help protect the Fund:

= Risk assessment.

= Risk mitigation.

Y|



ORRSATN G GO UNT Y

RISK ASSESSMENT:
OCE% STRESS TEST THE PLAN

= Run “what if" scenarios on each
plan sponsor.

= How would it affect your cash
flowe

= How would it affect your asset
allocatione

= How would It affect other plan

SPONSOrse

= How would it affect your retiree
payroll?

e5



Y o RISK MITIGATION:

OCE% PROTECT THE
FUND’S INTERESTS

Audit your plan sponsor:

= Deconstruct the financial
statements.

= Review rating agency submissions.

= Examine “‘restricted” and
“unrestricted’” funds.

= Search for “unencumbered” assets.

(Y



ORRSATN G GO UNT Y

ADDITIONAL
C(:E% SUGGESTIONS

= QOCERS Staff on-site.

= Perform 5-year projection to understand
the stresses the employer may face
during that projection period. Force the
data through a 2008-09 recession
experience and see what happens.

= Find OCERS worst return period prior to
2008-09 ('72-'742 [/ '992) and determine
what would happen to the plan sponsor
using current projections under those
scenarios.

= Qver time, OCERS will want to retain and
go back to check how closely the
projections tracked experience.

o7
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ORRSATN G GO UNT Y

@“E% STRESS TESTING MEANS
o UNDERSTANDING RISKS

= A structured approach is being
recommended, focusing on
identifying potential risks faced by the
OCERS fund and assessing the
financial and operational factors in
place to manage and mitigate those
rsks.

= Significant problems will be identified in forward-
looking and timely fashion.

Will provide OCERS with value-added feedback
resulting in more effective management of
significant risks.

o9



ORRSATN G GO UNT Y

RISK ASSESSMENT
C(:E% PROGRAM

= Noft all risks can be measured in a quantitative
fashion. The overall risk assessment will always
be a combination of quantitative and
qualitative factors.

= Techniques for Quantitative Risk Assessment:

=  Comparison of valuation assumptions — compare assumptions with
peers to identify if inappropriate.

* Analysis of surplus — compare actual experience to assumptions fo
see if ones using are accurate / appropriate.

= Roll-forward calculations — financial position projected under certain
scenarios to assess exposure to adverse circumstances.

= Duration analysis — project cash flows of assets and liabilities of fund
and compare interest rate sensitivity and timing mismatches.

= Sensitivity testing — test sensitivity of valuation results to different
assumptions by recalculating results using different assumptions.

= Deterministic stress testing — calculate the financial position of an
OCERS plan sponsor at current or future date to 1 or more adverse
scenarios.

=  Stochastic stress testing — adverse scenarios computer generated not
predefined and distribution of results examined (i.e. likelihood that
scenarios adverse enough to create financial difficulty will occur).

= Value atrisk (VaR) calculations — type of stochastic stress test

L measuring adverse market movement with a specified probability. 010



ORRSATN G GO UNT Y

(LCERS

S PRACTICAL TASKS TO

BE PERFORMED

Audit financials of plan sponsors, or at minimum,
have plan sponsors provide audited statements
to address quantitative risk assessment.

Determine revenue sources — soundness of plan
sponsor.

Does The Agency have a plan to pay off its
liabilities?

What is employer’s credit rating?¢ (Fitch, Moody)

What materials were submitted to obfain that
rating¢

What is the story the plan sponsor is telling to its
creditors?

Assessment of asset / liability match.

eoll



ORRSATN G GO UNT Y

(LERS

EMPLOYEES RETIREMENT SYSTEM CONCERNS

“Two Orange County Supervisors on Tuesday
called for a comprehensive discussion about
how the countywide fire agency is funded.

| think we need to understand what the
potential future of the [Orange County] Fire
Authority is, and what it would mean to Orange
County if Irvine leaves the Fire Authority and the
agency is dismantled as Spitzer said he fears.”

Voice of OC }

March 25, 2014

o el12



B £ WHO IS

CCERS CONTRACTED TO
oay oct i

Can this be
remedied?

o ol13
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OCE% THE DOMINO EFFECT

—

\-

OCERS
JEMPLOYE}



| RISK MITIGATION

OOOOOOOOOOOO



THEN WHAT?

So you've done
your risk
assessment...
Then what?

016



ORRSATN G GO UNT Y

WHAT STATUTORY
C(:E% TOOLS EXIST?

§ Gov. Code sec. 31584 -The board of
supervisors shall make the appropriations,
and if it fails or neglects to make the
appropriations, the county auditor shall
transfer from any money available in any
fund in the county treasury the sums specified
by this chapter and this fransfer shall have the
same force and effect as it would have had
if the required appropriation had been made
by the board of supervisors.

§ Gov. Code sec. 31585 -When any district
becomes a part of the refirement system, the
same appropriations and transfers of funds
shall be made as those required of the
county in this arficle, and such charges are
legal charges against the funds of the district.

o el7




ORRSATN G GO UNT Y

S RETIREMENT SYSTEM

SOME IDEAS

= Create alegal framework so plan
sponsor Is required to report financial
changes to OCERS.

= Can OCERS demand a plan sponsor’s
unfunded liability as debt payable
NOow’e

= Can a plan sponsor be required to
POSst a bond or promissory note for
their unfunded liabllities?

o 18



ORRSATN G GO UNT Y

@ E % SOME IDEAS

(CONTINUED)

= Joint Power Authority (JPA)

= A possible risk.

= Need to understand relationship of JPA’s with
OCFA and The County of Orange Sheriff’s
Department.

= Can an entity walk away from its UAAL?

= Supervisor Nelson suggests SACRS legislation to
address any exposure.

o ol19



ORRSATN G GO UNT Y

S WHAT OTHERS

(LCERS

EMPLOYEES RETIREMENT SYSTEM ARE DOING

Alameda does stress testing “purse” but are starting
discussions with County “to analyze future employer
conftributions visa-a-vis their budget.

Kern has not undertaken such an endeavor.

Los Angeles has not performed plan sponsor financial
health “stress testing” beyond keeping an eye on
their debt rating.

Marin has not done anything along the lines
suggested by OCERS counsel. We have a similar JPA
iIssue going on between one city in our system and
surrounding cities that are with CalPERS. So far, their
agreements have made it clear that each entity will
retain their responsibility for the pension liabilities.

Tulare has had joint meetings with County for several
years now to analyze future employer conftribution
Impact on budget.

020



ORRSATN G GO UNT Y

(LCERS

S WHAT STANISLAUS

CERA IS5 DOING

So unfortunately we don't really have a formalized process in place. |
meet with county folks from the CEQO's office and HR. We do that once or
twice a year. After our meetings, we update any info into a spreadsheet
that attempts to project short term cash in flows from the County. With
that info, we attempt to hold as littfle cash as possible at all times (try to
stay fully invested, the board is not yet comfortable with the tools of a
cash overlay). Regarding future new retirees, we take any significant
information and massage the actuaries benefit projections (we do break
down the actuarial projections and adjust for seasonality effects).

The only formal policy lies in our strategic plan where it states that
StanCERA will meet with County officials to discuss these issues. The Board
decided at our last strategic planning offsite that this strategy was an
important one as it relates to the strategic objective of efficiently
managing pension risk. That's about as formal as it gets.

With regard to the risk metric reporting, this is brand new and | intend to
present it to the Board, probably on a semi-annual basis, along with other
risk measures so they can get a feel for any "trouble spots" that may be
looming on the horizon. We are also developing programming where we
can take those projected benefit payments, and using yield curve data
(treasury, muni, corporate and sovereign), find the most optimal places on
the yield curve that provide the most value in terms of contribution
volatility, funded ratio and employer contribution rates if one were to
Immunize one year of benefit payments or even a series. This gives us, and
’rh?j quqrd, an idea of how the level of interest rates affect the cost of risk
reduction.

o221



ORRSATN G GO UNT Y

C(:E% WHAT CALPERS IS DOING

EMPLOYEES RETIREMENT SYSTEM

= Stress festing of system has some
overtones of stress testing plan sponsors.

= Three factors are considered:

o System funded status.

o Absolute level of employer conftributions and the
probability it will go up.

o How likely CalPERS policies will cause a rise in employer
contributions.

= CALPERS Board can only influence
employer contributions and investments.
As risk rises, Board encouraged o dial
down risk in investments. Hope is
discussion will lead to action by
employers who control member

contribution and benefits. F
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(LERS

NEXT STEPS

= Direct staff to return with an outline of
INitial risk assessment program [mitigation
will follow].

=  Should represent those aspects of the real world that
are relevant to the OCERS Board.

= |nclude explanations of how inputs are derived and
what outputs are intended to represent.

» Include explanation of significant limitations.

= Request Audit Committee to adjust
OCERS' Infernal Audit Plan for 2014 to
allow for initial outreach.

= Direct staff to engage SACRS Legislative
Committee to address JPA concerns.

o 23
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EMPLOYEES RETIREMENT SYSTEM

QUESTIONS?
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Development of Member Contributions

»Part A
e Discussion at Board Meeting on Jan. 21, 2014 (and at Board Offsite in Sept. 2013)
e Repeated as slides 3 through 9 in this presentation

»Part B
e Discussion at Board Meetings on February 18, 2014 and March 17, 2014

e Policy options available for calculating member contribution rates to reflect
additional cashout at retirement

e Repeated as slides 10 through 15 in this presentation

»>Part C

e Additional policy option following discussion at Board Meeting on March 17, 2014
e Slides 17 through 20 in this presentation

NAl Segal Consulting 2



Part A -
Development of Member Contributions

»Additional Cashout (or Annual Payoff) Assumptions

e Previously discussed at January 21, 2014 Board meeting and at September 2013
Retirement Board Offsite

e Used in calculating employer rates (basic and COLA)
e Not used in calculating basic member rates
e Used in calculating COLA member rates

»See Segal’s discussion letter, January 6, 2014
e Includes member contribution rates by rate group for all entry ages

NAl Segal Consulting 3



Member Contributions:
Additional Cashout Assumption

»Cash outs of accumulated annual leave, sick leave or compensatory
time off

e Used in benefit calculation as a result of OCERS’ (and other 1937 CERL systems)
settlement in Ventura Decision
— Same for other 1937 CERL systems

e Include in “compensation earnable” if earned and cashed out during final average
salary measuring period

e Only applicable to legacy (or non-CalPEPRA plans)

— Specifically excluded by CalPEPRA for new members entering OCERS on/after
January 1, 2013

Al Segal Consulting 4



Member Contributions:
Additional Cashout Assumption

» After Ventura, new assumption for additional cashout at retirement
added to actuarial valuation

e For cashout greater than received during career
e Increased actuarial accrued liability and (total) normal cost
e Increased employer contribution rates

»No change in the CERL to address basic and COLA member
contribution rates calculation for new Ventura pay elements

e Some systems (including OCERS) continued to use same procedure to calculate
member contribution rates

Al Segal Consulting 5



Member Contributions:
Additional Cashout Assumption

»Assumptions used in developing basic member rates

e Based on PARTIAL actuarial assumptions used in valuation
— Salary increases, mortality, interest (discount rate)
» No disability or survivor benefits
— Amount to fund percent of final pay at single retirement age
» Percent and age set in 1937 CERL

»Assumptions used in developing COLA member rates

e Based on ALL actuarial assumptions used in valuation

— Service retirement, disability retirement, survivor benefits, deferred retirement,
withdrawal

— Cost of COLA benefit is shared equally by member and the employer
» As required by 1937 CERL

Al Segal Consulting 6



Member Contributions:
Additional Cashout Assumption

» After Ventura Decision, additional cashout assumption added to
valuation

e Increased COLA contribution rates for both employer and members — consistent
with 1937 CERL

»Open question: should the new cashout assumption be included in
basic member rate calculation?

e Many systems (including OCERS) did not; rationale:

— Some of the plan’s actuarial assumptions have always been excluded in
developing basic member rates

— Concern with overcharging categories of members with generally smaller levels
of annual cashout

e Over time some systems added cashout assumption to basic member rate
calculation

— OCERS, CCCERA and VCERA continue to exclude cashout assumption from
basic member rate calculation

»Note that member (and employer) contributions should be collected
on both annual and additional cashouts.

7 Segal Consulting 7



Member Contributions:
Additional Cashout Assumption Under Option 2

»|Impact of including annual cashout in basic member rates

Average Member Rate | Average Member Rate
Before Adjustment to After Adjustment to Increase in

Basic Rate For Basic Rate For Average Member

Add’l Cashout Add’l Cashout Rate
Rate Group #1 — Plans A, B and U o 0 o
(non-OCTA. non-OCSD) 8.93% 9.08% 0.15%
Rate Group #2 —Plans I, J, O, P, S, T 12.64% 12.83% 0.19%
and U
Rate Group #3 — Plans B, G, H and U o 0 o
(Law Library, OCSD) 12.65% 12.83% 0.18%
Rate Group #5 — Plans A, B and U o 0 o
(OCTA) 9.72% 9.87% 0.15%
Rate Group #9 — Plans M, N and U o o o
(TCA) 10.83% 10.95% 0.12%
Rate Group #10 —Plans I, J, M, N and U o o o
(OCFA) 12.66% 12.85% 0.19%
Rate Group #11 —Plans M and N, o o o
future service, and U (Cemetery) 0-41% 0-46% 0.05%
Rate Grﬁoup #6 —Plans E, Fand V 14.77% 14.98% 0.21%
(Probation)
Rate Group #7 — Plans E, F, Q, R and V 15.63% 15.97% 0.34%
(Law Enforcement)
Rate Group #8 — Plans E, F, Q, Rand V o o o
(Fire Authority) 14.44% 14.57% 0.13%

7 Segal Consulting 8
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Part B -
Policy Options to Calculate Member Contributions

»Policy options available for calculating member contribution rates to
reflect additional cashout at retirement

e Option 1: continue with status quo (for members, include cashout assumption only
in COLA rates)

e Option 2: for members, include cashout assumption in basic and COLA rates with
cashout assumption applied on a pooled basis
— No adjustment to reflect different maximum cashouts under different MOUs

— Approach used by other CERL systems

e Option 3: For members, include cashout assumption in basic and COLA rates with
cashout assumption applied on a non-pooled basis
— With adjustments to reflect different maximum cashouts under different MOUs

e NOTE: Option 2 and Option 3 have same impact on employer rates

Al Segal Consulting 10



Member Contributions - Option 1

»Option 1: continue with status quo
e For members, include cashout assumption only in COLA rates

» This means:

e Employers: Continue to fund 100% of basic normal cost associated with additional
cashouts at retirement

e Employers and employee: Continue to share funding (50% each) of COLA normal
cost associated with additional cashouts at retirement

»Cashout assumptions currently used in (1) employer basic rates and
(2) employer and employee COLA rates:

e Calculated using average cashout by recent retirees in each of the main four
assumption categories: General, Safety-Probation, Safety-Law and Safety-Fire

Al Segal Consulting 11



Member Contributions - Option 2

»Option 2: include cashout assumption in basic and COLA member
rates with cashout assumption applied on a pooled basis

e No adjustment to reflect different maximum cashouts under different MOUs

» This means:

e Employer and Employee: Share in funding basic normal cost associated with
additional cashouts at retirement
— Employee share: Cashout plus PARTIAL valuation assumptions (see slide 6)
— Employer share: Remaining amount not funded by employee

e Employer and Employee: Continue to share funding (50% each) of COLA normal
cost associated with additional cashouts at retirement

»Cashout assumptions used in employer and employee basic and
COLA rates:

e Calculated using average cashout by recent retirees in each of the main four
assumption categories: General, Safety-Probation, Safety-Law and Safety-Fire

e No adjustment to reflect different maximum cashouts under different MOUs

e Consistent with approach used to select other actuarial assumptions and to set
member contribution rates for a cost sharing plan like OCERS

7 Segal Consulting 12



Member Contributions - Option 3

»Option 3: include cashout assumption in basic and COLA member
rates with cashout assumption applied on a non-pooled basis

o With adjustment to reflect different maximum cashouts under different MOUs

» This means:

e Employer and Employee: Share in funding basic normal cost associated with
additional cashouts at retirement

— Employee share: Cashout plus PARTIAL valuation assumptions (see slide 6)
— Employer share: Remaining amount not funded by employee

e Employer and Employee: Continue to share funding (50% each) of COLA normal
cost associated with additional cashouts at retirement

»Cashout assumptions used in employee basic and COLA
contribution rates:

e Calculated to reflect specific cashout using provisions in different MOUs
e OCERS members are currently covered under 70-80 MOUs

e Simplified example on how this may work in practice followed by discussion on
actuarial and administrative considerations associated with implementation

Al Segal Consulting 13



Member Contributions - Option 3

»Simplified example:
e Average cashout assumption is 4% for all General Tier 1 members

e Assuming 2080 hours worked each year, average cashout is about 80 hours
(from annual leave, sick leave or compensatory time off)

e If impact of 80-hour cashout on employee basic rate is 0.15% of payroll, then

— If MOU allows cashout of 120 hours (1 72 times 80 hours):
add 0.23% of payroll to member basic rates in that MOU

— If MOU allows cashout of 40 hours (72 times 80 hours):
add 0.08% of payroll to member rates basic in that MOU

e Similar adjustments for member COLA rates

»Practical complications under Option 3

e |In actuarial report, member rates would be determined using average cashouts
(like under Option 2), for use in determining net employer rates

e Actual member rates would start with rates based on no cashouts, then adjusted
as in above example

e Inconsistency between actual member rates and member rates in actuarial report

Al Segal Consulting 14



Member Contributions - Option 3

»Further actuarial and administrative considerations associated with
calculating member rates to reflect different maximum cashouts

under different MOUSs

e Employee COLA rates have historically been set using a pooled approach,
including cashout assumptions
— So Option 3 would change current method used to set employee COLA rates

— Other actuarial assumptions have been set following the model used for a cost
sharing plan
e What happens when an employee becomes covered under a different MOU?

e Significant increase in the number of sets of employee rates that have to be
calculated and input into the payroll system

e Inconsistencies between terminal pay assumption and maximum cashouts
— Terminal pay assumption may include elements other that additional cashouts

e Availability of data to adjust the cashout assumptions for each of the 70-80 MOUs

Al Segal Consulting 15
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Part C -
Policy Options to Calculate Member Contributions

»Policy options available for calculating member contribution rates to
reflect additional cashout at retirement
Options 1-3 discussed at meetings in February and March 2014 (see Part B)

e Option 1: continue with status quo (for members, include cashout assumption only
in COLA rates)

e Option 2: for members, include cashout assumption in basic and COLA rates with
cashout assumption applied on a pooled basis
— No adjustment to reflect different maximum cashouts under different MOUs

— Approach used by other CERL systems

e Option 3: for members, include cashout assumption in basic and COLA rates with
cashout assumption applied on a non-pooled basis

— With adjustments to reflect different maximum cashouts under different MOUs
e NOTE: Option 2 and Option 3 have same impact on employer rates

e Option 4 (new): modified cashout assumption for basic member rates

— Include cashout assumption in basic rate on a pooled basis but adjusted to
reflect only the most commonly available vacation cashout under the MOUs

— Continue to include full cashout assumption in COLA rates on a pooled basis
— Impact in employer rates is in between Option 1 and Option 2/3

Al Segal Consulting 17



Member Contributions - Option 4

»Include cashout assumption in basic rate but adjusted to reflect only
the most commonly available vacation cashout under the MOUs

e This means that Employers and Employees share in funding basic normal cost
associated with additional cashouts at retirement, but not equally

— Employee share: Cashout assumption adjusted by the ratio of the most common
(aka the “mode”) to the average number of days of vacation cashouts under
different MOUs

— Employer share: Remaining amount not funded by employee

»Include cashout assumption in COLA rates with cashout assumption
applied on a pooled basis

e This means that Employees continue to share funding (50% each) of COLA
normal cost associated with additional cashouts at retirement

e Same as current procedure

Al Segal Consulting 18



Member Contributions - Option 4 - Example

»Employee basic rates include a modified cashout assumption

e Full cashout assumption adjusted by the ratio of the most common (aka “mode”)
maximum days of vacation cashout to the average number of days of maximum
vacation cashouts under the various MOUs

e Example: Rate Group 2
— Range for maximum vacation cashouts under different MOUSs: 40-240 hours

— Most common maximum vacation cashouts: 40 hours (~ 70% of members)
— Average maximum vacation cashouts: 51 hours

— Adjustment=40/51=0.78

— Adjustment for Tier 1: 0.78 * 4.00% (current full assumption) = 3.12%

— Adjustment for Tier 2: 0.78 * 2.70% (current full assumption) = 2.11%

e Note that the full cashout assumption includes cash outs of accumulated annual
leave, sick leave or compensatory time off (in addition to vacation)

— Above adjustment only accounts for difference in maximum vacation cashouts

Al Segal Consulting 19



Member Contributions:
Additional Cashout Assumption Under Option 4

»|Impact of including annual cashout in basic member rates

Average Member Rate | Average Member Rate
Before Adjustment to After Adjustment to Increase in
Basic Rate For Basic Rate For Average Member
Add’l Cashout Add’l Cashout Rate

Rate Group #1 — Plans A, B and U 0 0 o
(non-OCTA., non-OCSD) 8.93% 9.08% 0.15%
;{ritleUGroup #2—Plans 1,J,0, P, S, T 12.64% 12.79% 0.15%
Rate Group #3 — Plans B, G, Hand U Not Calculated
(Law Library, OCSD) 12.65% Insufficient Data to Determine Most Common

’ Maximum Days of Vacation Cashouts
%ST%OUP #5—Plans A, B and U 9.72% 9.82% 0.10%
E{Tg‘éeAC)}“’“p #9 —Plans M, Nand U 10.83% 10.95% 0.12%
%?Fir)oup #10—-Plans I, J, M, Nand U 12.66% 12.85% 0.19%
Rate Group #11 — Plans M and N, 0 0 o
future service, and U (Cemetery) 0-41% 9-46% 0.05%
Rate Gr.oup #6 —Plans E, Fand V 14.77% 14.96% 0.19%
(Probation)
Rate Group #7 —Plans E, F, Q, R and V 15.63% 15.95% 0.32%
(Law Enforcement)
Rate Group #8 —Plans E, F, Q, R and V o o o
(Fire Authority) 14.44% 14.57% 0.13%

7+ Segal Consulting 20
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ORANGE COUNTY FIRE AUTHORITY
P.O. Box 57115, Irvine, CA 92619-7115 e 1 Fire Authority Road, Irvine, CA 92602
Keith Richter, Fire Chief (714) 573-6000 www.ocfa.org

March 28, 2014

Board of Retirement

Orange County Employees Retirement System
2223 Wellington Avenue

Santa Ana, CA 92701

Re: OCERS Direct Lending Program
Dear Board Members:

The OCFA Board of Directors is responsible for monitoring the Authority’s operations and
performance, which includes providing oversight for OCFA’s financial operations. As we have seen
our long term liabilities escalate, the Board made paying down OCFA’s pension liability with
OCERS a top priority. In the past, OCFA has made additional payments to OCERS when funds
were available. This last year, we took it a step further and formalized a plan to begin making
extra payments to pay down OCFA’s Unfunded Actuarial Accrued Liability (UAAL) on a regular
basis and have it paid off sooner.

Over the past several years, we have continued to see our retirement rates increase significantly
each year, which has had a material impact on our budget as well as our future financial position.
Understandably, some increases are due to changes in actuarial assumptions and some from
investment performance. In 2008, OCERS had a 20.7% investment loss, which had a dramatic
impact on our budget for the past five years.

On March 27, 2014, the Orange County Fire Authority’s (OCFA) Board of Directors discussed
OCERS?’ Direct Lending Program and the related Orange County Register article dated January 23,
2014 (Attachment 1). The Board directed me to send a letter to OCERS on their behalf conveying
our concerns.

OCERS, by its own admission, has been an inherently conservative retirement system. The stock
market had exceptional returns in 2013, and just recently, OCERS pointed out that although their
2013 return was 11.14% return compared to CalPERS 16.2% return, it is because OCERS has a
portfolio comprised of 40% equities while CalPERS has 60% in equities.

Based on OCERS’ past approach to investing, it seemed noteworthy to see OCERS taking a more
aggressive approach to investing with the Direct Lending Program in order to achieve higher
returns. The amount being committed is $450 million or 4% of the portfolio which is not
insignificant. Direct Lending is not being widely used by other retirement systems, in spite of the
fact that every retirement system is struggling with low bond returns and perhaps looking for
investments that could earn higher returns.

Serving the Cities of: Aliso Viejo * Buena Park * Cypress ¢ Dana Point ¢ Irvine « Laguna Hills « Laguna Niguel « Laguna Woods * Lake Forest * La Palma
Los Alamitos * Mission Viejo * Placentia * Rancho Santa Margarita *San Clemente * San Juan Capistrano « Santa Ana » Seal Beach ¢ Stanton ¢ Tustin ¢ Villa Park
Westminster « Yorba Linda * and Unincorporated Areas of Orange County

RESIDENTIAL SPRINKLERS AND SMOKE ALARMS SAVE LIVES
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OCERS Direct Lending Program
March 28, 2014
Page 2 of 3

After reading the article in the Orange County Register, OCFA staff contacted OCERS’ CEO, Steve
Delaney, to request a response to the article from OCERS’ Chief Investment Officer (CIO), Girard
Miller. Mr. Miller provided additional information on the subject which was very much
appreciated and is also included in Attachment 1.

At the request of one of our Board members, this item was placed on the agenda for OCFA’s
Budget and Finance Committee meeting on March 12, 2014. After the Committee discussed the
issue, they still had lingering concerns and requested that the agenda item be forwarded to both the
Executive Committee and the full Board. To summarize, below is a list of the concerns:

1. Loans will be made to US, European, and Asian companies that could not secure loans
from a bank. Was there something in the bank’s credit analysis that raised a red flag?

2. The companies receiving the loans are private and not listed on any exchange, meaning
there is no publicly available information on their financial condition nor will there likely
be any advance warning of issues that could impact their ability to repay the loan.

3. The loans are variable rate and although OCERS would benefit from higher rates, the
borrower would not, and it could impact their ability to repay the loan. Are there any
precautions in place such as a cap on how high the rate could go?

4. Some loans are senior and/or secured, but there still is no guarantee that OCERS will get
paid if a company goes bankrupt or how long it will take to collect any bankruptcy
proceeds. Even if an asset is pledged to secure the loan, how reasonable is it to assume
that OCERS could take possession of the asset and sell it to pay off the loan?

5. There was no discussion in the materials provided by OCERS of how the risk of this
investment strategy impacts OCERS’ total portfolio risk or what OCERS is doing to
mitigate the risk.

6. The staff report states that there is growing conviction at the staff and consultant level
that OCERS’ commitment to Direct Lending might be expanded over time. Without a
proven track record, such a statement seems premature.

7. The materials provided by OCERS disclosed that the CIO has an investment interest in
one of the investment managers the Board selected to run this program. While the
footnote states the amount is immaterial according to OCERS’ Policy, to maintain
independence and objectivity and avoid the appearance of any bias, perhaps the dollar
amount of the investment should not be a factor in determining whether or not a conflict
exists.

OCFA’s Assistant Chief of Business Services, Lori Zeller, did let the CEO and CIO know about
this agenda item and extended an invitation to them to attend OCFA’s Executive Committee and
Board meetings on March 27 to provide any further input they may have to address the Budget and
Finance Committee’s concerns.

OCFA respectfully requests that OCERS specifically include the performance of the Direct Lending
program in its monthly investment report to assist us in our monitoring efforts. Retirement costs
comprise 23% of OCFA’s budget, and the OCFA’s Board of Directors has taken a number of steps
to lessen this burden on our long term financial outlook. We have made a concerted effort to fully
meet all of our financial obligations and absorb the retirement cost increases without sacrificing the
level of service we provide to Orange County residents. We have experienced firsthand how even
the slightest change to actuarial assumptions or interest rates can dramatically impact our financial
condition. Sometimes it takes years to recover from these events. Therefore, we feel it is our
responsibility to let OCERS know that we are concerned about this investment strategy for the



OCERS Direct Lending Program
March 28, 2014
Page 3 of 3

reasons listed above. If OCERS’ CIO has additional information that addresses our concerns, we
welcome his input. Thank you for your consideration. If you have any questions, please contact
me at (714) 573-6010 or Lori Zeller, Assistant Chief, at (714) 573-6020.

Sincerely,

Keith Richter
Fire Chief

Attachment:
OFCA Board of Directors Item 4 — OCERS Direct Lending Program, March 27, 2014

cc: OCFA Board of Directors
Lori Zeller, OCFA Assistant Chief/Business Services
Tricia Jakubiak, OCFA Treasurer
Steve Delaney, OCERS CEO
Girard Miller, OCERS CIO

This letterfor purpose®f the staff reportdoesnot haveits attachmentywhichis 49 pages.If you'd
like to reviewtheletter'sattachmentit is availablefor your reviewin the Office of the Clerk or is
availableto reviewon the OCFA'swebsiteat http://www.ocfa.org/_uploads/pdf/sr_bd140327-04.
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ORANGE COUNTY

CLCE

RS

EMPLOYEES RETIREMENT SYSTEM

Serving the Active and
Retired Members of:

CITY OF SAN JUAN
CAPISTRANO

COUNTY OF ORANGE

ORANGE COUNTY
CEMETERY DISTRICT

ORANGE COUNTY
CHILDREN & FAMILIES
COMMISSION

ORANGE COUNTY
DEPARTMENT OF
EDUCATION (CLOSED TO
NEW MEMBERS)

ORANGE COUNTY
EMPLOYEES
RETIREMENT SYSTEM

ORANGE COUNTY FIRE
AUTHORITY

ORANGE COUNTY IN-HOME
SUPPORTIVE SERVICES
PUBLIC AUTHORITY

ORANGE COUNTY LOCAL
AGENCY FORMATION
COMMISSION

ORANGE COUNTY PUBLIC
LAw LIBRARY

ORANGE COUNTY
SANITATION DISTRICT

ORANGE COUNTY
TRANSPORTATION
AUTHORITY

SUPERIOR COURT OF
CALIFORNIA, COUNTY
OF ORANGE

TRANSPORTATION
CORRIDOR AGENCIES

UCI MEDICAL CENTER AND
CAMPUS (CLOSED TO
NEW MEMBERS)

April 25, 2014

Keith Richter, Fire Chief
1 Fire Authority Road
Irvine, CA 92602

Dear Mr. Richter:

Thank you for your letter dated March 28 regarding OCERS’ direct lending program. The Board
of Retirement always appreciates feedback on our activities at OCERS, and respects the input of
plan sponsors. That said, the Board wants to go on record to reply to your letter and to respond
to several concerns that were raised, erroneously in our view.

First we want to affirm that the OCERS staff will regularly report investment returns from Direct
Lending on a portfolio-segment basis once all positions have seen actual capital calls, but not
always monthly as that information would be either incomplete or largely irrelevant in our
decision-making. As you may already know, Direct Lending is a sub-sector in our Diversified
Credit allocation, and therefore would not normally qualify for monthly reporting given space
limitations on our reports — just as we don’t break out categories of real estate, or growth vs
value managers, etc. Especially in the first year of operation, the lags and data distortions from
cash-flow as reported by the custodian make anything that OCERS would publish of little value
for decision-making. Rather, the OCERS staff will be monitoring individual managers on a
manager-by-manager basis to see how they are doing with their initial implementation of each
fund. By mid-2015 if not sooner, however, it will be perfectly reasonable to expect the kind of
portfolio-segment information you have requested, and OCERS will be sure to provide it in some
form if not in our normal asset-class reviews. The Investment Committee will also be reviewing
various reports on relevant fees and performance in this portfolio segment later this year, and
the staff will be happy to share that information as it becomes public.

Second, the OCERS Board wants to encourage your board members, your finance committee
members and/or your staff to attend any sessions of our Investment Manager Monitoring
Subcommittee that would include direct lending managers, in order that you can understand
the actual nature of these loans, how they are underwritten and managed, and the role they
play in our portfolio. Those subcommittee meetings are public, with OCERS’ usual advance
notice. On May 1, one of the direct lending managers will be making a presentation, followed
by a second presentation by another manager on May 29. The public is welcome to make
comments or ask questions at these meetings.

Third, the OCERS Investment Committee has reaffirmed our asset allocation plan as
recommended by our independent consultants at NEPC (originally New England Pension
Consultants), and this is now undergoing risk review by our independent risk advisors at
BlackRock Solutions, one of the global leaders in portfolio risk analytics. OCERS was one of the

ORANGE COUNTY EMPLOYEES RETIREMENT SYSTEM @ 2223 E. Wellington Avenue, Suite 100, Santa Ana, CA 92701

Telephone (714) 558-6200 Fax (714) 558-6234
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first public pension plans of its size to engage an independent risk advisor to our board to
perform these analyses, and we have just been recognized by an authoritative professional
association for our national leadership in this technical area. You are welcome to hear first-
hand the independent risk report on the overall portfolio risk profile at the Investment
Committee’s April 30 meeting.

With regard to some of your more-detailed questions, the following additional information is
presented in response, in an effort to provide better clarity and perspective:

1. Loans will be made to US, European, and Asian companies that could not secure loans
from a bank. Was there something in the bank’s credit analysis that raised a red flag?

There appears to be a misconception that these loans are made to companies that flunked a
credit test. In many cases, commercial banks in the US and Europe are now constrained in
their ability to make certain loans as part of the new regulatory environment. Thus, the
market sees a vacuum in available capital. In many cases the issue is not credit quality, but
credit availability or the price of credit. That is where the private lending industry has seen
and continues to see an opportunity for expansion.

2. The companies receiving the loans are private and not listed on any exchange.

There are many asset classes in which OCERS invests where public information is not
available. While we all appreciate transparency, some markets offer a return premium for
illiquidity and less transparency. Our staff professionals do not commonly see underlying
financials for all the companies in which OCERS's discretionary investment managers invest
capital for either debt or equity holdings. These are normal practices. Not all asset classes
must be completely transparent at the underlying level to be investable by institutional
investors. If that were the case, OCERS would not be able to invest in private equity and
rental real estate which are broadly held by public pension plans nationwide. It should be
noted that historical default rates of portfolios managed by the selected OCERS investment
advisers are lower than the default rates of publicly traded companies in the high-yield
marketplace.

The OCERS investment staff thought it might be helpful to include a presentation (attached)
showing the kinds of borrowers that are lent money by one of our European lenders. Each
manager deploys a different strategy and we have diversified our positions both
geographically and across the capital and capitalization spectrum so this is just one slice of
the overall program, but it does provide some perspective that seemed missing in the
original question.

3. The loans are variable rate and although OCERS would benefit from higher rates, the

borrower would not, and it could impact their ability to repay the loan.

In some cases there may be caps on the interest rates of underlying loans, but the practical
answer is that the typical loan terms (time duration) are not so long that rate caps would be

ORANGE COUNTY EMPLOYEES RETIREMENT SYSTEM 9 2223 E. Wellington Avenue, Suite 100, Santa Ana, CA 92701

Telephone (714) 558-6200 Fax (714) 558-6234
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particularly effective. There is some element of theoretical risk that some borrowers would
find themselves pressed by higher interest costs in a runaway inflation scenario, but in that
event, the risk to OCERS of payment default is far less of a concern than the damage that
would be done to the traditional stock and bond components of our portfolio. Said another
way, that will be the least of our problems if this rate-spike scenario actually became
manifest, as the interest-rate protection we gain from the asset class would be far, far more
valuable to OCERS than the credit risk that skyrocketing rates would imply under the
scenario you describe.

Some loans are senior and/or secured, but there still is no guarantee that OCERS will get
paid if a company goes bankrupt or how long it will take to collect any bankruptcy
proceeds.

First, to clarify the facts implied in this question: OCERS invests in funds, not directly, and
therefore would not ourselves be the entity to take possession of collateral or business
operations. Our credit managers have extensive experience with exactly this kind of
workout situation, which would be performed at the level of the diversified fund
representing multiple investors. That workout experience is one of the specific skills for
which they have been recommended by our investment consultants at NEPC. The practical
answer in most cases is that defaulted loans are typically worked out through extensions
and other modifications of deal terms, and asset foreclosure is a remote step seldom used
by the firms we have retained. It should be re-emphasized that the funds OCERS has
selected are broadly diversified against the kind of individual borrower default implied in
this question, to assure that default losses of any magnitude at an individual firm level
would be immaterial to the overall performance of the OCERS investment portfolio, and
should not measurably impact employer contribution rates.

There was no discussion in the materials provided by OCERS of how the risk of this
investment strategy impacts OCERS’ total portfolio risk or what OCERS is doing to mitigate
the risk.

OCERS’ independent risk advisor BlackRock does include an evaluation of the direct lending
and diversified credit assets in its overall portfolio analytics. Our macro portfolio risks from
traditional equity ownership dwarf any risk from these loans, making them a diversifier
which is typically beneficial to the overall portfolio.

The staff report states that there is growing conviction at the staff and consultant level
that OCERS’ commitment to Direct Lending might be expanded over time.

OCERS is not expanding positions in direct lending at this time. Our consultants at NEPC
have reaffirmed their conviction in the strategy as recently as the March 26, 2014 asset
allocation review.
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7. The materials provided by OCERS disclosed that the CIO has an investment interest in one
of the investment managers the BOARD selected to run this program.

The CIO’s disclosed interest in this case was not an investment manager, but rather an
affiliated retail investment fund product, in this case a business development company (a
retail mutual-fund-type product that invests in similar but not identical business loans). He
made a voluntary disclosure that exceeded the disclosure standards of California law, the
OCERS reporting policies, and the CFA (Chartered Financial Analysts) Institute’s Code of
Ethics. OCERS’ ethics policy is one of the most stringent in the nation, and in fact our fund
was the first U.S. public pension plan to adopt the CFA code for pension plans. OCERS'’
standards for personal trading and reporting are even more rigorous than the CFA Institute’s
professional best practices.

Please be assured that the entire board and the investment committee take their fiduciary
responsibilities very seriously, with a strong eye toward preservation of capital as well as growth
of capital, the costs to all stakeholders, and preservation of retirees’ purchasing power. Our
Board appreciates your ongoing interest, and looks forward to continuing our long-term
partnership in the best interests of your employees and retirees who are our plan participants
and beneficiaries.

Sincerely on behalf of the Board of Retirement,

Frank Eley
Chairman, Board of Reti

huck Packard
Vice Chairman, Board of Retirement
Chairman, Investment Committee
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CONSENT CALENDAR - AGENDA ITEM NO. 4
BUDGET AND FINANCE COMMITTEE MEETING

May 14, 2014
TO: Budget and Finance Committee, Orange County Fire Authority
FROM: Lori Zeller, Assistant Chief

Business Services Department

SUBJECT:  Third Quarter Financial Newsletter — July 2013 to March 2014

Summary:
This agenda item is submitted to provide information regarding revenues and expenditures in the

General Fund and the Capital Improvement Program Funds through the end of the third quarter
of FY 2013/14.

Recommended Action:

Review the proposed agenda item and direct staff to place the item on the agenda for the
Executive Committee meeting of May 22, 2014, with the Budget and Finance Committee’s
recommendation that the Executive Committee receive and file the report.

Background:
The Quarterly Financial Newsletter provides information about the General Fund’s top five

revenue sources as well as expenditures by department and type. Revenues and expenditures for
the Capital Improvement Program (CIP) Funds are also included. Revenues and expenditures for
the General Fund and the CIP Funds are largely within budgetary expectations for this reporting
period. Any notable items are detailed in the attached newsletter.

Impact to Cities/County:
Not Applicable.

Fiscal Impact:
Not Applicable.

Staff Contacts for Further Information:
Deborah Gunderson, Budget Manager
DeborahGunderson@ocfa.org

(714) 573-6302

Tricia Jakubiak, Treasurer
triciajakubiak@ocfa.org
(714) 573-6301

Attachment:
Third Quarter Financial Newsletter — July 2013 to March 2014
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OVERVIEW

This report covers activities through the third quarter of
fiscal year 2013/14. Budget figures include all budget
adjustments authorized by the Board through March 31,

2014.

GENERAL FUND

With 75% of the year completed, General Fund revenues
are 67.3% of budget and expenditures are 70.8% as

shown below:

General Fund Budget YTD Actual Percent
Revenues 304,689,135 | 205,046,481 67.3%
Expenditures 305,480,527 216,326,995 70.8%
Top Five Revenues. Our top five revenue sources

represent 96% of our total revenue this fiscal year.
Overall, the key revenues are performing as anticipated
for this point in the fiscal year based on payment
schedules and historical trends. Highlights are noted as

follows:

Top Five Revenues Budget YTD Actual % Rec’d

Property Tax 189,412,501 | 116,759,300 61.6%
Cash Contracts 83,643,150 67,528,289 80.7%
CRA Pass-through 7,242,493 4,415,636 61.0%
CRR Fees 7,903,810 5,545,209 70.2%
Ambulance Reimb. 4,570,574 2,303,973 50.4%
Total 292,772,528 | 196,552,406 67.1%

Community Risk Reduction Fees. The Board
approved a Mid-Year Budget Adjustment in
March, increasing the revenue budget for both
Inspection  Services and  Planning  and
Development. These revenues fluctuate due to
workload and timing of billings; however this
category is trending to meet budget by the end of
the year.

Ambulance Reimbursement. The percentage
received for this revenue category will be lower
than budget until year-end due to the timing of
required payments by ambulance providers. This
revenue category is expected to meet budget by
the close of the fiscal year.

Expenditures.

Expenditures are within budget for
this fiscal year as summarized by department.

E);plggggz';zm Budget YTD Actual | % Expended
Executive Mgt. 5,459,120 4,229,271 77.5%

HR Division 5,314,900 3,983,078 74.9%
Operations 232,999,143 | 168,754,395 72.4%
Comm. Risk Reduc. 15,626,992 10,237,362 65.5%
Business Services 21,691,707 12,162,804 56.1%
Support Services 24,388,665 16,960,085 69.5%
Total 305,480,527 | 216,326,995 70.8%

Property tax. Activity through the third quarter
includes distributions of secured property tax,
supplemental tax, and homeowner’s property tax
relief. Year-to-date secured property tax receipts
total approximately $108 million, or 60% of the
budget, which is typical for this revenue category
at the end of the third quarter.

Cash contracts. The slight overage in Cash
Contract revenue is due to payments made monthly
in advance by Santa Ana, per contract.

Local - Community Redevelopment Agency
(CRA) Pass-Through. This category of revenue is
typically received in two disbursements in the
fiscal year. In recent years the first disbursement
represented 54% of the total, with the remaining
approximately 46% being received in May.

Key variances by department include:

- Executive Management. Slight overage as a result

of employee severance pay and professional &
specialized services expenditures.
Business Services: Expenditures appear low due to
the pending County’s property tax administration
fee of $1.7 million, which is paid in the fourth
quarter of the fiscal year.

Expenditures by type are outlined below:

E pEmilitnes Budget YTD Actual | % Expended
y Type

S&EB 273,379,657 | 197,595,424 72.3%
S&S 31,723,017 18,308,499 57.7%
Equipment 377,853 423,072 112.0%
Total 305,480,527 | 216,326,995 70.8%

Key variance by type:

- Equipment. The equipment category is overspent
due to grant funded equipment purchases; the funds
were budgeted in S&S: This will be corrected with
a budget transfer.

Quarter #3, FY 2013/14
May 14, 2014
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CIP FUNDS

The following summarizes revenues and expenditures

Vehicle Replacement

for the Capital Improvement Program funds. Any
variances are noted as follows:

Fund 133 Budget YTD Actual Percent
Revenue 2,197,593 1,213,401 55.2%
Expenditures 11,822,621 4,719,802 39.9%

Facilities Maintenance & Improvement

Fund 122 Budget YTD Actual Percent
Revenue 1,190,626 198,395 16.7%
Expenditures 2,287,614 899,687 39.3%

The revenue and expenditure budgets include
$890,000 for the Community Development Block
Grant. The funds are for improvement projects to 9
of the 10 fire stations in Santa Ana. As a
reimbursement grant, the revenues will not be
received until after the expenditures have been made.
These projects are in the beginning stages as of the
end of the third quarter.

Facilities Replacement

Fund 123 Budget YTD Actual Percent
Revenue 5,380,110 1,295,047 24.1%
Expenditures 12,956,900 7,202,513 55.6%

Revenues include $4.1 million in developer
reimbursements for the design and construction of
FS 56 (Ortega Valley). A purchase order for
construction of the FS 56 site was issued in the
amount of $5 million and work on this project began
in February, 2014.

Communications & Info. Systems Replacement

Fund 124 Budget YTD Actual Percent

Revenue 1,112,982 162,741 14.6%

Expenditures 12,708,617 3,134,332 24.7%
Budgeted revenue and expenditures include

$920,000 for the replacement of the 911 telephone

system.

Expenditures reflect the purchase of 20 tablets for
the Field Data Collection Devices project and the
issuance of an encumbrance for the purchase of 75
desktop computers.

Actual revenue includes the quarterly Cash Contract
payments for vehicle depreciation.

Activity this quarter includes the issuance of an
encumbrance for the purchase of five Type-1
engines in the amount of $2.6M and the quarterly
lease-purchase payment for the helicopters.

SUMMARY

For more information. This summary is based on
detailed information from our financial system. If you
would like more information or have any questions
about the report, please contact Deborah Gunderson,
Budget Manager at 714-573-6302, or Tricia Jakubiak,
Treasurer at 714-573-6301.

Quarter #3, FY 2013/14
May 14, 2014



DISCUSSION CALENDAR - AGENDA ITEM NO. 5
BUDGET AND FINANCE COMMITTEE MEETING

May 14, 2014
TO: Budget and Finance Committee, Orange County Fire Authority
FROM: Lori Zeller, Assistant Chief

Business Services Department

SUBJECT:  Approval of 2014 Tax and Revenue Anticipation Notes (TRANS)

Summary:
This agenda item is submitted to the Budget and Finance Committee for authorization to issue

2014-2015 Tax and Revenue Anticipation Notes (TRANS), for approval of the related TRANSs
documents and approval of temporary intrafund borrowing to cover a projected cashflow
shortfall in the General Fund.

Recommended Action:

Review the proposed agenda item and direct staff to place the item on the agenda for the Board
of Directors meeting of May 22, 2014, with the Budget and Finance Committee’s
recommendation that the Board of Directors take the following actions:

1. Adopt the submitted resolution authorizing the issuance of the 2014-2015 Tax and
Revenue Anticipation Notes.

2. Authorize the temporary transfer of up to $9 million from Fund 123 (Facilities
Replacement) to Fund 121 (General Fund) to cover a projected cash flow shortfall for FY
2014/15.

3. Authorize the repayment of $9 million borrowed funds from Fund 121 to Fund 123 along
with interest, when General Fund revenues become available in FY 2014/15.

Background:
The Authority’s Amended Joint Powers Agreement allows issuance of short-term tax and

revenue anticipation notes with a one-year term (or shorter) upon a majority vote of the Board of
Directors. The TRAN issuance is also in compliance with the Authority’s Short Term Debt
Policy adopted by the Board of Directors on March 22, 2007. (Attachment 1)

The purpose of TRANS is to provide cash liquidity in anticipation of property tax revenue and
cash contract revenues to be received later in the year. The TRANSs cover temporary cashflow
deficits in the General Fund that result from timing differences between the receipt of revenues
and disbursements.

The Authority receives about 64% of its revenue from property tax collections. California’s
property tax collections are concentrated in December and April, per State Board of Equalization
procedures. In addition, the Authority receives 27% of its revenue from cash contracts, with
those funds received at the end of each quarter except for Santa Ana which pays monthly. Thus,
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the Authority’s two major revenue streams have an uneven pattern throughout the fiscal year.
However, the Authority’s operations require ongoing monthly expenditures such as payroll,
employee benefits and purchase of supplies, with these expenditures having a fairly level pattern
throughout the fiscal year.

Summary of Prior TRAN Issuances

The Authority has successfully issued twelve prior TRANSs in the years 1997 through 2008.
TRAN:S sizings have ranged from $8,715,000 in FY 98/99 to $28,000,000 in FY 08/09. TRANSs
were not issued from 2009-2013, due to the Authority’s ability to use intrafund borrowing for
cashflow needs during those years. Cashflow projections for the upcoming year indicate that
intrafund borrowing will be insufficient to cover all cashflow needs, as further described below.

Sizing of the 2014 TRANs

OCFA is projecting a temporary cash flow shortfall in the General Fund. The shortfall is
expected to occur at various intervals during the fiscal year, with the maximum amount of
shortfall projected to occur mid-November totaling $44.4 million. General Fund cash balances
are projected to replenish when property tax allocations are received at the end of November, and
in December.

In order to finance the cash shortfalls with TRANs, OCFA must comply with Federal tax laws.
These laws provide guidelines to ensure that the interest earned by investors on TRANS is
exempt from gross income for purposes of federal income taxation. Following these rules, the
“sizing” of a TRANS issuance equals the maximum cumulative cash deficit ($44.4 million) less
available fund outside the General Fund ($9 million, as discussed in the next paragraph), plus the
lesser of (a) 5% of the cumulative prior years’ expenditures and (b) the average monthly
beginning or ending cash balances for the prior fiscal year. Based on preliminary cash flow
projections using this sizing methodology, OCFA’s TRANs issuance would be $45 million.
(Attachment 2)

While reviewing OCFA’s non-General Fund reserves, tax counsel determined that $9 million of
non-General Fund reserves are considered legally available to fund a portion of the maximum
cumulative cash flow deficit. The reserve fund that Tax Counsel determined to be available for
this purpose is one of the Capital Improvement Program reserves: Fund 123 - Facilities
Replacement. While the $45 million TRANS size is currently expected to cover the maximum
cumulative cash deficit ($44.4 million) without needing to borrow any funds from Fund 123, it is
prudent to establish authorization to borrow temporarily from Fund 123 in the event unforeseen
events cause the maximum cumulative cash flow deficit to be greater than $45 million.

When sufficient funds are subsequently received in the General Fund, any temporary borrowings
or cash transfers are repaid to the fund from which they were borrowed, plus interest. Interest
will be repaid in Fiscal Year 2014/15 based on the rate the funds would have earned in OCFA’s
Investment Portfolio. This temporary borrowing process between OCFA funds represents an
efficient internal funding mechanism at no additional cost.
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Failure to meet the deficit as projected would require the Authority to rebate positive investment
earnings over the note yield to the federal government. OCFA has never had to rebate any such
earnings.

All-in Net Interest Cost
Note: Net investment earnings will change as a result of any changes in market yields between
the time this report was prepared and the date of formal TRANS pricing in June.

Depending on market conditions, OCFA may achieve interest earnings by borrowing TRANS at a
tax-exempt yield and reinvesting the proceeds in the taxable market. At current market yields, it
is estimated that the all-in TRANSs yield will be about 0.40%, representing net interest cost of
$179,040 (including the costs of issuance of $90,000). Assuming the TRANS proceeds will earn
a yield of 0.18% in the OCFA portfolio (which is the one year Federal Agency note yield);
approximately $81,831 of interest earnings on the TRANSs will be received. Thus, the all-in net
interest cost on the TRANS is about $97,218 as shown in the table below:

TRANS Net Interest $179,050
Less: Interest Earnings on the TRANS (81,832)
All-in Net Interest Cost $97,218

Financing Schedule

Subject to Board approval of the TRANs on May 22, 2014, the TRANSs are scheduled to price on
or about June 11 depending on market conditions. The Authority will actually receive the
TRANS proceeds on the closing date which is currently scheduled for July 1, 2014.

Impact to Cities/County:
Not Applicable.

Fiscal Impact:
FY 2014/15 Revenues: Based on preliminary cash flows, gross earnings from the 2014 TRANSs

are estimated at $81,832 reflecting reinvestment earnings at an average yield of 0.18%.

FY 2014/15 Expenses: The net interest cost of the TRANSs (including the costs of issuance of
$90,000) is estimated to be $179,040.

Net Effect: Based on the above estimates, the net effect of the 2014 TRANS is an increase in
expenses of $97,218 for FY 2014/15. Issuance of the TRANs will assure that the Authority has
sufficient cash resources for the General Fund.
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Staff Contacts for Further Information:
Patricia Jakubiak, Treasurer
triciajakubiak@ocfa.org

(714) 573-6301

Jane Wong, Assistant Treasurer
Janewong@ocfa.org
(714) 573- 6305

Attachments:
1. OCFA'’s Short Term Debt Policy
2. Cash Flow Worksheet
3. TRANs FAQ
4. TRANSs Documents:
a. Proposed Resolution
b. Notice of Intention to Sell
c. Notice of Sale
d. Preliminary Official Statement and Appendix A



Attachment 1
Orange County Fire Authority
Treasury & Financial Planning

SHORT TERM DEBT POLICY

1. PURPOSE

The purpose of the Short Term Debt Policy of the Orange County Fire Authority (the
Authority) is to enhance the Board’s ability to manage the Authority’s cash flow in a fiscally
conservative and prudent manner and to establish guidelines for the issuance and
management of its debt. Property taxes represent over 70% of the Authority’s General Fund
revenues and are received primarily twice a year in December and April. However, the
timing of expenditures is often beyond the Authority’s control and must be paid prior to
receipt of property taxes. As a result, the Authority experiences negative cash balances from
July through mid-December pending receipt of these revenues. This creates a need for the
Authority to have an interim financing mechanism in order to operate without an interruption
in service. To ensure the Authority’s continued access to the capital markets, the Board has
established a “Short Term Debt Policy” to provide guidelines for the Authority’s financing
activity.

1.1. Make use of capital reserves when reserves are funded in excess of planned capital
expenditures and as recommended by Tax Counsel.

1.2.  Utilize short term borrowing for temporary funding of operational cash flow deficits
when economically beneficial to the Authority.

1.3.  Short term debt may include issuance of Tax and Revenue Anticipation Notes
(TRANS) with a maturity of one year or less.

1.4, Effectively manage resources to maintain the highest possible credit ratings and to
demonstrate fiscal responsibility to the communities that we serve.

1.5.  Strive to achieve the lowest cost of borrowing.

1.6.  Preserve future financial flexibility.

2. ADOPTION AND REVIEW

2.1.  This policy shall be reviewed periodically for recommended revisions in order to
maintain the policy in a manner that reflects the ongoing financial goals of the
Authority. Staff shall revise the policy upon approval by the Board of Directors.

March 2007 Page 1 of 3
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2.2. Each year, the Budget and Finance Committee shall conduct a review of any
proposed TRAN financing for consistency with the Short Term Debt Policy.
2.3.  All short term debt shall be approved by the Board of Directors.
3. POLICY

3.1.  The Treasurer may ascertain the need to fund internal working capital cash flow.
Before issuing TRANS, cash flow projections shall be prepared by the Treasury and
Financial Planning staff and be reviewed by the Budget and Finance Committee.
The Committee shall provide a recommendation to the Board of Directors which
may then take action, as appropriate.

3.2. TRANSs and other forms of short term debt financing will only be issued to meet
cash flow needs and will not be issued for investment purposes solely to capitalize
on the favorable difference between the interest cost of issuing TRANs and the
sometimes higher reinvestment rate.

3.3.  TRANSs will not be issued for a period longer than 12 months.

3.4.  The Authority is committed to full and timely repayment of its debt obligations.

3.5.  Tax counsel will analyze the size of the borrowing which will be calculated based
on the Authority’s maximum projected deficit for the fiscal year. Bond counsel will
issue an opinion as to the legality and tax-exempt status of all obligations.

3.6.  Any cash flow deficit above the size of the TRAN will be financed with interfund
borrowing to be repaid in the same fiscal year with interest.

3.7.  The Authority may seek the advice of an independent financial advisor on the
structuring of the obligations to be issued, the timing of the sale, the various options
and how the choices will affect the marketability of the obligations, and other
services as required.

3.8.  Both negotiated and competitive methods of sale shall be considered for any debt
offerings.

3.9.  The Authority will obtain a credit rating on any debt offering from at least one of

the three national firms and will maintain good communications with the bond
rating agencies.
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3.10. The Authority is committed to providing continuing disclosure of financial and
pertinent credit information relevant to the Authority’s outstanding debt and will
abide by the provisions of Securities and Exchange Commission (SEC) Rule 15¢2-
12 concerning primary and secondary market disclosure.

3.11. The investment of TRAN proceeds that are placed in the OCFA Portfolio will be
governed by the Authority’s Investment Policy and in compliance with the TRANS’
legal documents.

March 2007 Page 3 of 3



Orange County Fire Authority

Projected General Fund Cash Flows (Fund 121)
Fiscal Year 2014-15 (without TRANS)

Projected Projected Projected Projected Projected Projected Projected Projected Projected Projected Projected Projected
July August September October November December January February March April May June Total
Balance From Prior Month $29,930,441 ($1,281,702)  ($22,346,325)  ($25,176,757)  ($37,284,434)  ($37,862,987)  $40,460,644 ($7,179,045)  ($20,614,705)  ($17,448,626) $31,828,473  $18,289,571 $29,930,441
Receipts:
Property Taxes 3,784,993 713,984 4,635,003 621,283 14,426,079 82,357,603 7,088,535 571,027 9,974,590 63,657,558 2,379,675 5,261,635 195,471,965
Intergovernmental 341,942 1,013,552 1,608,942 583,546 731,119 1,967,889 240,253 2,642,432 385,338 366,115 1,016,717 239,713 11,137,559
Charges for Current Services 5,009,722 7,394,399 11,966,283 7,319,052 4,765,529 14,649,268 5,260,009 4,080,766 14,051,837 6,025,524 4,862,329 14,166,341 99,551,060
Bankruptcy Loss Recovery 0 0 0 0 0 0 0 0 0 0 0 0 0
Use of Money and Property 10,128 10,810 3,238 5,256 3,438 10,013 17,723 8,553 7,352 6,874 14,908 30,194 128,487
Other 58,894 31,928 192,259 21,340 370,223 51,759 18,792 78,115 26,902 6,157 55,626 88,706 1,000,700
TRANS Principal 0 0 0 0 0 0 0 0 0 0 0 0 0
Temporary Interfund Borrowing 0 0 0 0 0 0 0 0 0 0 0 0 0
Total Receipts $9,205,678 $9,164,674 $18,405,725 $8,550,478 $20,296,389 $99,036,532 $12,625,311 $7,380,893 $24,446,018 $70,062,229 $8,329,255  $19,786,589 $307,289,771
Expenditures:
Salary & Employee Benefits 19,216,803 28,825,204 19,216,803 19,216,803 19,216,803 19,216,803 28,825,204 19,216,803 19,216,803 19,216,803 19,216,803 19,216,803 $249,818,438
OCERS Prepayment (Routine) 30,000,000 30,000,000
Services & Supplies 3,031,355 1,404,093 2,019,353 1,441,352 1,658,138 1,496,098 1,439,795 1,599,750 2,063,137 1,568,327 2,651,354 2,949,485 23,322,239
JEAPs 0 0 0 0 0 0 0 0 0 0 0 0 0
OCERS Prepayment (Special) 17,568,007 0 0 0 0 0 0 0 0 0 0 0 17,568,007
Equipment 0 0 0 0 0 0 0 0 0 0 0 0 0
Debt Service: TRAN Principal 0 0 0 0 0 0 0 0 0 0 0 0 0
Debt Service: TRAN Interest 0 0 0 0 0 0 0 0 0 0 0 0 0
Interest Paid on Interfund Borrowing 0 0 0 0 0 0 0 0 0 0 0 0 0
Operating Transfers Out (est) 601,656 0 0 0 0 0 0 0 0 0 0 0 601,656
Total Disbursements $40,417,821 $30,229,298 $21,236,156 $20,658,155 $20,874,941 $20,712,901 $60,265,000 $20,816,553 $21,279,940 $20,785,130  $21,868,157  $22,166,288 $321,310,340
Excess / (Deficiency) (31,212,143) (21,064,623) (2,830,432) (12,107,678) (578,553) 78,323,631 (47,639,689) (13,435,660) 3,166,079 49,277,099  (13,538,902) (2,379,698) (14,020,569)
Month End Balance Forward ($1,281,702)  ($22,346,325)  ($25,176,757)  ($37,284,434)  ($37,862,987)  $40,460,644 ($7,179,045)  ($20,614,705)  ($17,448,626)  $31,828,473  $18,289,571  $15,909,872 $15,909,872

Tamalpais Advisors, Inc.

Juawyoeny
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Projected

Projected

Projected

Projected

Orange County Fire Authority
Projected General Fund Cash Flows (Fund 121) - Fiscal Year 2014-15 (With TRANSs)

Projected

Projected

Projected

Projected

Projected

Projected

Projected

Projected

July August September October November December January February March April May June Total
Balance From Prior Month 29,930,441 44,434,248 23,369,625 20,539,193 8,431,516 7,852,963 86,176,594 38,536,905 25,101,245 28,267,324 55,044,423 18,110,521 29,930,441
Receipts:
Property Taxes 3,784,993 713,984 4,635,003 621,283 14,426,079 82,357,603 7,088,535 571,027 9,974,590 63,657,558 2,379,675 5,261,635 195,471,965
Intergovernmental 341,942 1,013,552 1,608,942 583,546 731,119 1,967,889 240,253 2,642,432 385,338 366,115 1,016,717 239,713 11,137,559
Charges for Current Services 5,009,722 7,394,399 11,966,283 7,319,052 4,765,529 14,649,268 5,260,009 4,080,766 14,051,837 6,025,524 4,862,329 14,166,341 99,551,060
Bankruptcy Loss Recovery 0 0 0 0 0 0 0 0 0 0 0 0 0
Use of Money and Property 726,078 10,810 3,238 5,256 3,438 10,013 17,723 8,553 7,352 6,874 14,908 112,025 926,269
Other 58,894 31,928 192,259 21,340 370,223 51,759 18,792 78,115 26,902 6,157 55,626 88,706 1,000,700
TRANS Principal 45,000,000 0 0 0 0 0 0 0 0 0 0 0 45,000,000
Temporary Interfund Borrowing 0 0 0 0 0 0 0 0 0 0 0 0 0
Total Receipts 54,921,628 9,164,674 18,405,725 8,550,478 20,296,389 99,036,532 12,625,311 7,380,893 24,446,018 70,062,229 8,329,255 19,868,421 353,087,553
Expenditures:
Salary & Employee Benefits 19,216,803 28,825,204 19,216,803 19,216,803 19,216,803 19,216,803 28,825,204 19,216,803 19,216,803 19,216,803 19,216,803 19,216,803 249,818,438
OCERS Prepayment (Routine) 0 0 0 0 0 0 30,000,000 0 0 0 0 0 30,000,000
Services & Supplies 3,031,355 1,404,093 2,019,353 1,441,352 1,658,138 1,496,098 1,439,795 1,599,750 2,063,137 1,568,327 2,651,354 2,949,485 23,322,239
JEAPs 0 0 0 0 0 0 0 0 0 0 0 0 0
OCERS Prepayment (Special) 17,568,007 0 0 0 0 0 0 0 0 0 0 0 17,568,007
Equipment 0 0 0 0 0 0 0 0 0 0 0 0 0
Debt Service: TRAN Principal 0 0 0 0 0 0 0 0 0 22,500,000 22,500,000 0 45,000,000
Debt Service: TRAN Interest 0 0 0 0 0 0 0 0 0 0 895,000 0 895,000
Interfund Borrowing Repayment (inc 0 0 0 0 0 0 0 0 0 0 0 0 0
Operating Transfers Out (est) 601,656 0 0 0 0 0 0 0 0 0 0 0 601,656
Total Disbursements 40,417,821 30,229,298 21,236,156 20,658,155 20,874,941 20,712,901 60,265,000 20,816,553 21,279,940 43,285,130 45,263,157 22,166,288 367,205,340
Excess / (Deficiency) 14,503,807  (21,064,623)  (2,830,432) (12,107,678) (578,553) 78,323,631  (47,639,689) (13,435,660) 3,166,079 26,777,099  (36,933,902)  (2,297,867) (14,117,787)
Month End Balance Forward 44,434,248 23,369,625 20,539,193 8,431,516 7,852,963 86,176,594 38,536,905 25,101,245 28,267,324 55,044,423 18,110,521 15,812,654 15,812,654
Debt Service Coverage Calculations:
Note Debt Service Coverage - - - - - - - - - 3.45 1.77 - 1.34
Intrafund Borrowing Capacity 95,756,472 95,756,472 95,756,472 95,756,472 95,756,472 95,756,472 95,756,472 95,756,472 95,756,472 95,756,472 95,756,472 95,756,472 95,756,472
Month End Balance Including
Intrafund Borrowing Capacity 140,190,720 119,126,097 116,295,665 104,187,988 103,609,435 181,933,066 134,293,377 120,857,717 124,023,796 150,800,895 113,866,993 111,569,126 111,569,126
Note Debt Service Coverage
(Including Intrafund Borrowing
Capacity) - - - - - - - - - 7.70 5.87 - 3.43
Tamalpais Advisors, Inc.
Orange County Fire Authority FY 2014-15 TRANs 11
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Attachment 3

Tax and Revenue Anticipation Notes (“TRANS”)
Frequently Asked Questions

1.  Why does the Authority have cash flow deficits?

Answer. The Authority receives about 64% of its revenue from property tax collections.
California’s property tax collections are concentrated in December and April, per State Board of
Equalization procedures. In addition, the Authority receives 27% of its revenue from cash
contracts, with those funds received at the end of each quarter. Thus, the Authority’s two major
revenue streams have an uneven pattern throughout the fiscal year. However, the Authority’s
operations require ongoing monthly expenditures such as payroll, employee benefits and
purchase of supplies, with these expenditures having a fairly level pattern throughout the fiscal
year. Thus, the Authority’s cash flow shows monthly deficits that grow until the large December
property tax revenue and December cash contract revenue are received. The Authority’s cash
flow also weakens after December until the large April tax collections are available. The
Authority has no control over the process used to collect property taxes and cannot legally
change the monthly expenditure schedules for payroll and benefits that comprise about 94% of
expenditures.

2. Do other California public agencies have cash flow deficits?

Answer. Yes, a wide variety of California public agencies have cash flow deficits in the July to
December timeframe. School districts, counties, cities and special districts rely on property tax
revenues just as the Authority does. The higher an agency’s dependence on property taxes, the
more severe will be the cash flow deficits. The Authority is among the agencies with the highest
proportion of its revenues coming from property taxes, so our cash deficits occur earlier and tend
to be deeper than those of other agencies.

In FY 2013-14, over 300 agencies in California issued TRANs in a combined amount of $12.9
billion to finance cash flow deficits. For Fiscal Year 2014-15, the volume of notes is expected to
decline by about 20%, reflecting the fact the State has significantly reduced school district cash
deferrals. In prior years, the State used that technique to manage severe cash pressures on its
own General Fund during the recession.

3. How have agencies financed cash flow deficits in the past?

Answer. Cash flow deficits have been financed in one of three ways: (1) from bank lines of
credit (which are not always available), (2) intrafund borrowing (which can disrupt the
operations of the Authority’s non-General Funds lending the money) and (3) tax and revenue
anticipation notes (TRANs). TRANSs is typically the lowest-cost method of financing the
deficits.

4. How did TRANs come about?

Answer. Many years ago, the U.S. Treasury Department, the IRS and bond counsel experts
established the TRANSs program for local agencies as a means to provide a cost-effective way to
finance cash flow deficits. This was the result of banks — in California — leaving the business of
providing short-term lines of credit for agencies such as cities, counties and school districts,
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thereby creating a need for a financing vehicle that did not rely on bank lending. It was
determined that a new type of security (TRANS) could be sold to investors to provide short-term
funding. Importantly, so long as TRAN issuers obey all of the IRS rules regarding TRANS, they
are allowed to borrow at tax-exempt rates and to earn interest on the borrowed funds as a way to
offset all or a portion of the cost of borrowing. This is meant to hold the agency harmless for
having to fund cash deficits that an external force (such as Board of Equalization procedures)
created.

While allowing agencies to issue tax-exempt TRANsS means less tax revenue to the U.S.
Treasury than if the interest were taxable, the concept is that taxpayers benefit from the fact the
services provided by public agencies are not disrupted because of imposed periodic cash flow
deficits. The IRS and U.S. Treasury acknowledge that California’s property tax system results in
tax receipts that are received primarily in December and April each year, and not in regular
monthly installments. This makes it difficult for public agencies to run smooth operations,
especially agencies such as the Authority that receives about 64% of its revenues from property
taxes. The IRS and U.S. Treasury do not consider TRANs to be a “taxpayer ripoff”. As
mentioned above, these agencies helped to create TRANS in the first place.

5. Why should the Authority issue TRANSs instead of securing a bank line of credit or using
intrafund borrowing?

Answer. Each year, the Treasury section evaluates the relative costs of the three types of
borrowing along with other considerations to determine which borrowing method is preferred.
In some years (1997/98 through 2008/09), the Authority issued TRANs where in other years
(prior to 1997/98 and from 2009/10 through 2013/14), the Authority used intrafund borrowing.
Generally, intrafund borrowing was selected when the Authority had very significant amounts of
cash held outside the General Fund that could be borrowed temporarily and timely repaid, with
no disruption of the operations of the funding source (capital project funds and other funds).
The Authority has never borrowed though a line of credit, as that approach is always more costly
than the other two methods and, importantly, is not always available from commercial banks.

Below is a table showing the economics of the three alternatives based upon current market
conditions. You’ll see that the net cost of the TRANSs ($97,218) is about $71,000 higher than the
cost of intrafund borrowing ($25,398), but the latter approach could be disruptive to operations
outside the General Fund this year, as available amounts are deployed to fund capital projects
and improve the confidence level in the workers compensation fund. Note as well that the net
cost of a bank line of credit is significantly higher than that of a TRANS.

Intrafund | Bank Line
Assumptions TRANSs Borrowing | of Credit
Maximum Cash Deficit and Working Capital $45,000,000 $0 $0
Reserve
Average Monthly Cash Borrowed (non-TRANS) N/A | $21,194,275 | $21,194,275
Term of the Borrowing 360 days 243 days 243 days
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4 | Tax-exempt Interest Rate 2.00% N/A N/A
5 | Tax-exempt Yield 0.20% N/A N/A
6 | Taxable Interest Rate on Line of Credit N/A N/A 0.65%
7 | Costs of Issuance $90,000 $0 $35,000
8 | Original Issue Premium, net of Costs of Issuance 715,950 N/A N/A
9 | All-in Yield 0.40% N/A 0.71%
10 | Interest Cost $895,000 N/A $100,182
11 | Earnings Rate on OCFA Investment Portfolio 0.18% 0.18% 0.18%
12 | Earnings on Borrowed Funds $81,832 ($25,398) $0
13 | Net Cost of the Borrowed Funds (10 minus 8 (or $97,218 $25,398 $135,182

plus 7) minus 12)
14 | Disruptive to Non-GF Operations? No Yes No

6. Why do we need the TRAN? Is it essential?

Answer. The TRANS itself is not “essential”. What is “essential” is the Authority’s cash flow
deficits have to be financed so that payroll and operating expenditures are not disrupted. It turns
out that TRANS is the most prudent option this year.

7. What is the implication of not doing the TRAN?

Answer. If the Authority did not issue TRANS, the cash flow deficits in the General Fund would
have to be financed either (a) from a bank loan, which is more expensive than TRANS, or (b)
from borrowing from non-General funds, which means we lose the interest earnings on those
funds during the time we need to use them in the General Fund and we risk disrupting the
operations of the fund lending the money. The latter concern is significant this year. Thus, the
TRAN is desirable because it is an “external” way to finance the deficits rather than using the
more disruptive method of intrafund borrowing from non-General fund sources.

8. How long have we been doing TRANs?
Answer. The Authority has issued TRANs annually from Fiscal Year 1997-98 to FY 2008/09.

9. Don’t the cash flow deficits mean that we are running into trouble because we are
overspending? Why don’t we live within our means?

Answer. It is important to distinguish between the Authority’s budget and the Authority’s cash
flow patterns. The budget is a snapshot of the entire fiscal year as it ends on June 30, 2015.
When viewed this way, it is not only balanced but also shows an operating surplus. Cash flow
patterns, on the other hand, reflect the underlying ups and downs of every component of the
budget as we move through time from July 1, 2014 through June 30, 2015. When we get to June
30, 2015, the overall cash result is the same as what the budget shows. It’s just the path to that
result is not smooth.
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The Authority is not overspending. To the contrary, the Authority’s historical operating results
show consistent operating surpluses for the year as a whole. The Authority is living within its
means. The issue is that California’s property taxes are distributed primarily in December and
April rather than on a monthly basis, and we receive cash contract revenues at the end of each
quarter. There is a timing mismatch between revenues and expenditures during the year, even
though they are matched at the end of the year. Thus, the Authority cannot avoid cash flow
deficits and must manage them on the most prudent basis. This is also true of counties, cities,
school districts and the State itself, many of whom experience cash deficits.

It is unlikely that California’s property tax system will change from its present pattern to one
with monthly property tax distributions. For that to happen, every property owner would have to
pay their property taxes monthly. The Authority expects the current property tax pattern to
remain in place, meaning we will need to manage the deficits each year. The IRS and U.S.
Treasury have provided for public agencies to issue TRANS for this purpose.

10.  Why are we operating this organization on a negative cash flow basis? Why don’t we
work to have positive cash flows throughout the year and avoid issuing TRANSs?

Answer. The Authority is not running its operations on a negative cash flow basis on purpose.
To the contrary, the Authority’s historical operating results show consistent operating surpluses
for the year as a whole. The issue is that California’s property taxes are distributed primarily in
December and April rather than on a monthly basis, and we receive cash contract revenues at the
end of each quarter. Thus, the Authority cannot avoid cash flow deficits and must manage them
on the most cost-effective basis.

It is unlikely that California’s property tax system will change from its present features to
monthly property tax distributions. For that to happen, every property owner would have to pay
their property taxes monthly. This would be the only way that the Authority could have positive
cash flow every month.

We note the Authority’s 2001 Revenue Bonds were rated AA by Standard & Poor’s Corporation.
This is only two notches below a pure triple-A rating. Very few agencies have ratings as high as
ours when we had outstanding bonds. If there were some fundamental credit problem with the
Authority, we would not have had such high ratings. In fact, in the past, OCFA has received the
highest rating on its TRANSs as well (SP-1+) reflecting our balanced budgets and prudent use of
the TRANS vehicle.

Any questions regarding the Authority’s cash flow management should be referred to Tricia
Jakubiak, Treasurer, and (714) 573-6301.



Attachment 4A

RESOLUTION NO. 2014-XX

A RESOLUTION OF THE ORANGE COUNTY FIRE AUTHORITY
BOARD OF DIRECTORS AUTHORIZING THE ISSUANCE AND SALE
OF NOT TO EXCEED $50,000,000 ORANGE COUNTY FIRE
AUTHORITY 2014-2015 TAX AND REVENUE ANTICIPATION NOTES;
AUTHORIZING THE SALE OF THE NOTES AS DESCRIBED HEREIN;
APPROVING THE EXECUTION AND DELIVERY OF A CONTINUING
DISCLOSURE CERTIFICATE; AUTHORIZING THE PREPARATION
AND DISTRIBUTION OF A PRELIMINARY OFFICIAL STATEMENT,
AN OFFICIAL STATEMENT, OFFICIAL NOTICE OF SALE, AND
PURCHASE AGREEMENT; AND AUTHORIZING TAKING OF
NECESSARY ACTIONS AND EXECUTION OF NECESSARY
DOCUMENTS

WHEREAS, funds are needed by the Orange County Fire Authority, California (the
“Authority”) for the purposes authorized by Section 53852 of the California Government Code;
and

WHEREAS, the Authority may borrow for said purposes, such indebtedness to be
represented by a note or notes issued pursuant to Article 7.6 of Chapter 4, Part 1, Division 2,
Title 5 of the California Government Code, being Government Code Sections 53850 through
53858, inclusive, as amended and supplemented to the date of this Resolution (the “Act”); and

WHEREAS, such indebtedness is to be evidenced by the Orange County Fire Authority
2014-2015 Tax and Revenue Anticipation Notes (the “Notes”) in a principal amount not to
exceed $50,000,000; and

WHEREAS, the Authority reasonably estimates that the amount of the uncollected taxes,
income, revenue, cash receipts and other moneys of the Authority that will be lawfully available
to the Authority between July 1, 2014, and June 30, 2015, for repayment of the Notes and
interest thereon when and as they shall become due and payable will exceed $50,000,000.

NOW, THEREFORE, BE IT RESOLVED by the Board of Directors of the Orange County
Fire Authority as follows:

ARTICLE |
DEFINITIONS AND STATUTORY AUTHORITY

Section 101.  Definitions. The following terms shall for all purposes of this Resolution
have the following meanings:

“Act” shall mean Article 7.6 of Chapter 4, Part 1, Division 2, Title 5 of the California
Government Code, being California Government Code Sections 53850 through 53858, inclusive, as
amended and supplemented to the date of this Resolution.



“Assistant Chief” shall mean the Assistant Chief of Business Services of the Authority.

“Auditor” shall mean the Auditor of the Authority.

“Authority” shall mean the Orange County Fire Authority.

“Authorized Newspaper” shall mean a newspaper or newspapers, customarily published
at least once a day for at least five (5) days (other than legal holidays) in each calendar week, published in

the English language and of general circulation in Orange County, California.

“Authorized Representatives” shall mean the Assistant Chief, the Auditor and the
Treasurer.

“Board” shall mean the Board of Directors of the Authority.

“Bond Counsel” shall mean Hawkins Delafield & Wood LLP.

“Business Day” shall mean any day other than (a) a Saturday or Sunday, (b) a day on
which the Authority or the Paying Agent is required by law to close, or (c) a day on which banks located

in New York, New York or Los Angeles, California are required by law to close.

“Code” shall mean the Internal Revenue Code of 1986, as amended, including the
applicable final treasury regulations promulgated thereunder.

“Designated Revenues” shall mean the revenues referenced in Section 401 hereof.
“DTC” shall mean The Depository Trust Company and its successors and assigns.

“Fiscal Year” shall mean the fiscal year of the Authority from July 1, 2014 through
June 30, 2015.

“General Fund” shall mean the General Fund of the Authority.
“Issue Date” shall mean the date on which the Notes are executed and delivered.

“Maturity Date” shall mean the maturity date of the Notes as determined by the
Treasurer, provided that such date shall not be later than thirteen (13) months following the Issue Date.

“Nominee” shall mean the nominee of DTC, as determined from time to time pursuant
hereto.

“Note Purchase Agreement” shall mean an agreement by and between the Authority
and the underwriter of the Notes, together with any amendments thereto duly executed by the Authority
and the underwriter of the Notes.

“Note Register” shall mean the books referred to in Section 305 hereof.

“Notes” shall mean, collectively, the Authority’s 2014-2015 Tax and Revenue
Anticipation Notes issued under and pursuant to this Resolution.

“Notice of Sale” shall mean the Official Notice of Sale with respect to the Notes.



“Official Statement” shall mean the “final official statement,” as defined in paragraph
(F)(3) of Rule 15¢2-12, relating to the Notes as described in Section 204 hereof.

“Other Designated Revenues” shall mean the revenues referenced in Section 401
hereof.

“Outstanding” when used with reference to the Notes, shall mean, as of any date, the
Notes theretofore issued under this Resolution except:

(1) Notes canceled at or prior to such date;

(i) Notes in lieu of or in substitution for which other Notes shall have been delivered
pursuant to Article 111 hereof; and

(iii) Notes paid or deemed to have been paid as provided in Section 801 hereof.
“Owner” shall mean the registered owner of any Note as shown in the Note Register.

“Participants” shall mean those (i) direct participants of DTC which includes securities
brokers and dealers, banks, trust companies, clearing corporations, and certain other organizations and (ii)
indirect participants, of DTC which includes banks, brokers, dealers and trust companies that clear
through or maintain a custodial relationship with DTC participants, for which DTC may hold Notes as
securities depository.

“Paying Agent” shall mean the Treasurer or any other Paying Agent appointed pursuant
to this Resolution.

“Permitted Investments” shall mean any of the following:

@ United States Treasury notes, bonds, bills or certificates of indebtedness, or those
for which the full faith and credit of the United States are pledged for the payment of principal and
interest (“United States Treasury Obligations™);

2 Obligations of instrumentalities or agencies of the United States of America
limited to the following: (a) the Federal Home Loan Bank Board (FHLB); (b) the Federal Home Loan
Mortgage Corporation (FHLMC); (c) the Federal National Mortgage Association (FNMA); (d) Federal
Farm Credit Bank (FFCB); (e) Government National Mortgage Association (GNMA); (f) Student Loan
Marketing Association (SLMA); Federal Agricultural Mortgage Association and (g) guaranteed portions
of Small Business Administration (SBA) notes;

3 Bills of exchange or time drafts drawn on and accepted by a commercial bank,
otherwise known as banker’s acceptances. Purchases of banker’s acceptances may not exceed a maturity
of 180 days. The financial institution must have a minimum short-term rating of “A-1" by S&P, and a
long-term rating of no less than “A”;

(@)) Commercial paper of “prime” quality of the highest ranking or of the highest
letter and numerical rating as provided for by S&P (“A-1"). Eligible paper is further limited to issuing
corporations that are organized and operating within the United States and having total assets in excess of
five hundred million dollars ($500,000,000). Purchases of eligible commercial paper may not exceed a
maturity of 270 days;



(5) Negotiable certificates of deposits issued by a nationally or state-chartered bank
or a state or federal association (as defined by Section 5102 of the California Financial Code) or by a
state-licensed branch of a foreign bank in each case which has, or which is a subsidiary of a parent
company which has, the highest letter and numerical rating from S&P (“A-1");

(6) Investments in repurchase agreements of any securities listed in (1) through (4)
above. Investments in repurchase agreements may be made with financial institutions having a rating of
“Aa” or “AA” or better from S&P and when the term of the agreement does not exceed 30 days and are
fully secured at or greater than 102% of the market value plus accrued interest by obligations of the
United States Government, its agencies and instrumentalities, in accordance with number (2) above;

@) Deposits in the State 