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MEETING OF THE SAN DIEGO METROPOLITAN TRANSIT SYSTEM
BUDGET DEVELOPMENT COMMITTEE

April 25, 2016
2:00 PM

James R. Mills Building
Executive Conference Room
1255 Imperial Avenue, San Diego

This information will be made available in alternative formats upon request. To request an agenda in an
alternative format, please call the Clerk of the Board at least two working days prior to the meeting to ensure
availability. Assistive Listening Devices (ALDs) are available from the Clerk of the Board/Assistant Clerk of the
Board prior to the meeting and are to be returned at the end of the meeting.

ACTION
RECOMMENDED
1. ROLL CALL
2. APPROVAL OF MINUTES - March 3, 2016 Approve
3. PUBLIC COMMENTS
4. COMMITTEE DISCUSSION ITEMS
a. Appointment of Committee Chairman and Vice Chairman Elect
Action would take nominations from the floor and elect the budget development
committee chairman and vice chairman for the 2016 calendar year.
b. SDTC Retirement Plan Experience Study Approve

Actiopwould-approve-the-revised-actua
. ion’s (SDTC's) reti oy
That the Budget Development Committee: 1. adopt the Actuarial Experience
Study of the San Diego Transit Corporation’s (SDTC’s) retirement plan;

2. approve the revised actuarial assumptions; 3. and direct staff to incorporate
the revised contribution amount in the FY17 operating budget.

Please SILENCE electronics
during the meeting

1255 Imperial Avenue, Suite 1000, San Diego, CA 92101-7490 - (619) 231-1466 - www.sdmts.com

Metropolitan Transit System (MTS) is a California public agency comprised of San Diego Transit Corp., San Diego Trolley, Inc. and San Diego and Arizona Eastern Railway Company
{nonprofil public benefit corporations). MTS is the taxicab administrator for seven cities.

MTS member agencies include the cities of Chula Vista, Coronado, El Cajon, Imperial Beach, La Mesa, Lemon Grove, National City, Poway, San Diego, Santee, and the County of San Diego.
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5.

COMMITTEE DISCUSSION ITEMS - Continued

c. FY 2017 Operating Budget
Action would forward a recommendation the MTS Board of Directors to hold a
public hearing on May 12th and to approve the proposed FY 2017 operating
budget.

ADJOURNMENT

Approve
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DRAFT
MEETING OF THE SAN DIEGO METROPOLITAN TRANSIT SYSTEM
BUDGET DEVELOPMENT COMMITTEE
1255 Imperial Avenue, Suite 1000
San Diego, CA 92101
March 3, 2016

MINUTES

ROLL CALL

Chairman Roberts called the Budget Development Committee (BDC) meeting to order at 9:11 a.m. A
roll call sheet listing BDC member attendance is attached.

APPROVAL OF MINUTES

Mr. Mathis moved to approve the minutes of the April 30, 2015 MTS BDC meeting. Mr. McClellan
seconded the motion, and the vote was 3-0 in favor, with Mr. Minto and Ms. Cole absent.

PUBLIC COMMENTS

There were no public comments.

Appointment of Committee Chairman and Vice Chairman

The appointment of Committee Chairman and Vice Chairman was deferred to the next meeting.

Fiscal Year 2017 Capital Improvement Program (Mike Thompson)

Mr. Thompson gave the Committee a presentation on the MTS Fiscal Year (FY) 2017 Capital
Improvement Program (CIP). He discussed the development of MTS'’s FY17 CIP requests for projects,
which began in October 2015. He explained that the Capital Projects Review Committee (CPRC) met to
discuss the priority project list, and the CEO approved the prioritization of the capital requests. He gave
an overview of CIP project highlights, including a $45 million Trolley Capacity Improvement Project. He
explained that $31.9 million was awarded from the Transit and Intercity Rail Capital Program for this
project.

Mr. Jablonski spoke about SD100 Replacement, which calls for replacing 43 SD100s by 2025. He
explained that the project requires about $180 million in funding, and he has a goal of setting aside
50% of the requirement. He also proposed funding $170,000 in both FY17 and FY18 for the vintage
trolley. Mr. Jablonski then highlighted the need for a new transit facility, and led a discussion regarding
this topic.

Mr. Thompson explained how funding for the various capital project categories made up a total of about
$108.9 million for the proposed FY17. He also provided an overview of the five year outlook of funding
for the CIP.
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Action Taken

Mr. McClellan moved to forward the following recommendation to the MTS Board for Fiscal Year 2017
Capital Improvement Program: (1) approve the fiscal year 2017 Capital Improvement Program (CIP)
with the estimated federal and nonfederal funding levels. As the federal appropriation figures are
finalized and/or other project funding sources become available, allow the Chief Executive Officer
(CEO) to identify and adjust projects for the adjusted funding levels; (2) recommend that the San Diego
Association of Governments (SANDAG) Board of Directors approve the submittal of federal Sections
5307, 5337, and 5339 applications for the MTS fiscal year 2017 CIP; (3) approve the transfer of
$600,000 from project 1142500-Centralize Train Control to 1144000-Substation SCADA; (4)
recommend that the SANDAG Board of Directors approve the amendment of the Regional
Transportation Improvement Program (RTIP) in accordance with the fiscal year 2017 CIP
recommendations. Mr. Mathis seconded the motion, and the vote was 3-0 in favor, with Mr. Minto and
Ms. Cole absent.

Fiscal Year 2016 Midyear Adjustment (Mike Thompson)

Mr. Thompson gave the Committee a report of the FY16 midyear budget adjustment and discussed the
non-operating revenue and operating revenue. He explained that the passenger revenue is unfavorable
by $1.2 million. He explained that bus ridership decreased 8% year over year through December, but
the average fare increased, so this growth partially offset ridership loss. Mr. Thompson explained that
CNG Tax Credit is included in the operating budget instead of CIP to offset the State Transit Assistance
(STA) funding that was lost. Mr. Jablonski discussed the decrease in STA. Mr. Thompson discussed
the FY16 midyear revenue summary and explained that the total revenue is increasing by $2.78 million,
or an increase of 1.0%.

Mr. Thompson explained the expense assumptions summary and stated personnel costs are favorable
by $1.4 million or 1.1%. He recommended changing the salary grade ranges for non-represented
employees who have not been reviewed using market data since 2011. A discussion of the proposed
pay increases followed. Mr. Thompson said that repairs and maintenance services, part of outside
services, have unfavorable expenses of $850,000. Mr. Jablonski led a discussion on vandalism, which
is the main cost of repairs and maintenance services.

Mr. Thompson stated that the total revenue less expenses is a $760,000 favorable variance. He
reviewed the reserve balance and explained that the projected balance on June 30, 2016 would be
$32.9 million. He also stated that the goal is to have a contingency reserve balance of 12.5% of
operating expense budget by FY16.

Action Taken

Mr. McClellan moved to forward a recommendation to the MTS Board of Directors to approve the
Combined MTS FY2016 Midyear Budget Amendment. Mr. Mathis seconded the motion, and the vote
was 3-0 in favor, with Mr. Minto and Ms. Cole absent.

Fiscal Year 2017 Operating Budget High Level Assumptions (Mike Thompson)

Mr. Thompson discussed the FY2017 revenue assumptions, including sloping growth in sales tax
receipts revenue and changes in passenger levels. He reviewed expense assumptions, including
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service level assumptions and purchased transportation. Mr. Jablonski elaborated on ADA First Transit
rate. Mr. Thompson summarized the San Diego Transit Corporation pension plan experience study,
which falls under personnel costs. He stated that management pension contribution will increase by 1%
to 8% beginning January 1, 2017. Lastly, he reviewed the budget development calendar.

5. Adjournment

Chairman Roberts adjourned the meeting at 10:32 a.m.

Chairman of the Budget Development Committee

Clerk of the Budget Development Committee

Attachment: A. Roll Call Sheet



BUDGET DEVELOPMENT COMMITTEE
SAN DIEGO METROPOLITAN TRANSIT SYSTEM

ROLL CALL
MEETING OF (DATE) _ 3/3/16 CALL TO ORDER (TIME) 9:11 AM
RECESS RECONVENE
CLOSED SESSION RECONVENE
ADJOURN 10:32 AM
PRESENT ABSENT
BOARD MEMBER (Alternate) (TIME ARRIVED) (TIME LEFT)
COLE ]
MATHIS X 9:11 10:32
McCLELLAN 9:11 10:32
MINTO O
ROBERTS X 9:11 10:32

SIGNED BY THE CLERK OF THE BUDGET DEVELOPMENT COMMITTEE: Wé a

CONFIRMED BY OFFICE OF THE GENERAL COUNSEL: W %ﬁ

(o3 Clerk of the Board
Accounts Payable
Attachment to Original and Draft Minutes
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Agenda Item No. 4a

MEETING OF THE SAN DIEGO METROPOLITAN TRANSIT SYSTEM
BUDGET DEVELOPMENT COMMITTEE

April 25, 2016

SUBJECT:
APPOINTMENT OF COMMITTEE CHAIRMAN AND VICE CHAIRMAN

RECOMMENDATION:
That the Budget Development Commiittee:

Action would take nominations from the floor and elect the Budget Development
Committee Chairman and Vice Chairman for the 2016 calendar year.

Budget Impact

None.

DISCUSSION:
Budget Development Committee and MTS Board of Directors’ Finance Workshops are
led by a Budget Development Committee appointed Chair, or Vice Chair in the Chair's
absence.

The Chairman and Vice Chairman of the Budget Development Committee nomination
procedures pursuant to Robert’s Rules of Order are as follows:

1. The past Vice-Chairman opens the agenda item.

2. The past Vice-Chairman requests nominations from the floor. Nominations do not
require a second.

3. The past Vice-Chairman closes the nominations.

4. The past Vice-Chairman invites the candidate(s) to address the Committee for 3
minutes.

5. The past Vice-Chairman asks for any Committee discussion.

Metropolitan Transit System (MTS) is comprised of the Metropolltan Translt Development Board {MTDB} a Callfornia public agency, San Diego Transit Corp., and San Diego Trolley, Inc.,
in cooperation with Chula Vista Transit and Natlonal City Transit. MTS Is Taxicab Administratar for eight clties. MTDB Is owner of the San Diego and Arizona Eastern Railway Company.
MTDB Member Agencies inciude: City of Chula Vista, City of Coronado, City of El Cajon, City of Imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Poway,
Clty of San Diego, City of Santes, and the County of San Diego.



6. The past Vice-Chairman calls for the vote on each motion for each candidate.

7. The vote is taken on the motion(s) for each candidate based upon the order in which
they were nominated. The vote continues until a candidate is elected.

Paul C. Jablonski o/
Chief Executive Officer

Key Staff Contact: Mike Thompson, 619-557-4557, mike.thompson@sdmts.com
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Agenda Item No. 4b

REVISED
MEETING OF THE SAN DIEGO METROPOLITAN TRANSIT SYSTEM
BUDGET DEVELOPMENT COMMITTEE

April 25, 2016
SUBJECT:
SDTC RETIREMENT PLAN ACTUARIAL REVIEW AND ANALYSIS (MIKE
THOMPSON)
RECOMMENDATION:
That the Budget Development Committee-appreve-the-revised-actuarial-assumptions-for
San—&egelmnsﬂ@em&a&%@%ﬁ@%}m%m&n%pim
adopt the Actuarial Experience Study of the San Diego Transit Corporation’s
(SDTC’s) retirement plan;
2. approve the revised actuarial assumptions;
3. _and direct staff to incorporate the revised contribution amount in the FY17
operating budget.
Budget Impact
The SDTC retirement plan contribution would increase by $2.8 million as the
recommended employer contribution percentage has increased from the fiscal year 2016
actuarial contribution of $12.4 million to $15.2 million for fiscal year 2017. This amount
has already been reflected in the fiscal year 2017 draft budget.
DISCUSSION:

The following are the results of an experience study of SDTC's retirement plan of July 1,
2015. The purpose of this experience study is to:

1. Review the actuarial experience of the plan during the period from January 1,
2010 through June 30, 2015.

2. Recommend revising the actuarial assumptions of the plan going forward.

In this experience study, SDTC's retirement plan’s demographic experience — observed
rates of retirement, withdrawal, termination, disability, and death — is compared with the
experience expected under the actuarial assumptions adopted to determine plan
actuarial liabilities and cost and revised assumptions are recommended as appropriate.
In addition, the plan’s economic assumptions are reviewed. The economic assumptions
include the assumed rates of inflation, investment return and active payroll growth.

Metropolitan Transit System (MTS) is comprised of the Metropalitan Transit Development Board (MTDB) a Catifornia public agency, San Diego Transit Corp., and San Diege Trolley. Inc.,
in cooperation with Chula Vista Transit and National City Transit. MTS is Taxicab Administrater for eight cities, MTDB is owner of the San Diego and Arizona Eastern Railway Compary.
MTDB Member Agencies Include: City of Chula Vista, City of Coronado, City of EI Cajon, City of Imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Poway,
City of San Diego, Gity of Santee, and the County of San Disgo.



The proposed revised actuarial assumptions will be presented. Among the
recommended changes are the following:

e Adopting the Society of Actuaries’ Retirement Plan Experience Committee
recommendations to include future generational mortality improvements
within the mortality assumptions
Reducing the investment rate of return assumption from 7.5% to 7.0%
Reducing the inflation assumption from 3.0% to 2.756%

In the table shown below, we present a summary of experience and the expected impact
of the proposed assumption changes on the overall plan contribution, as of July 1, 2015.

Assumption Change Impact

Base mortality experience $ 570,000
Future mortality improvements 1,360,000
Investment rate of return 1,320,000
Inflation -180,000
Retirement rates -230,000
Other -50,000
Total Contribution Increase $ $2,790,000

Should all of the recommendations in this report be adopted, it would result in an
increase in the total actuarial contribution of $2.8 million for the next fiscal year.

S

Paul C. Jablonski
Chief Executive Officer

Key Staff Contact: Mike Thompson, 619.557.4557, mike.thompson@sdmts.com

Attachment: A. Draft SDTC Actuarial Experience Study January 1, 2010 through June 30, 2015
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April 18,2016

Mr. Larry Marinesi

San Diego Transit Corporation
1255 Imperial Avenue, Suite 1000
San Diego, CA 92101-7490

Dear Mr. Marinesi:

The purpose of this report is to present an Actuarial Expgsi ¢ Retirement Plans of
San Diego Transit Corporation (SDTC) covering ac i
June 30, 2015. This report includes analyse
demographic assumptions to be used beginning
If you have any questions about the report or wo ional information, please let us
know.

Sincerely,
Cheiron

Robert T. McCro

Anne D. Harper, FSA, EA, MAAA
Principal Consulting i

www.cheiron.us 1.877. CHEIRON (243.4766)



RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION I - EXECUTIVE SUMMARY

Actuarial assumptions (economic and demographic) are intended to be long-term in nature, and
should be both individually reasonable and consistent in the aggregate. The purpose of this
experience study is to evaluate whether or not the current assumptions adequately reflect the
long-term expectations for the Retirement Plans of San Diego Transit Corporation (SDTC), and
if not, to recommend adjustments. It is important to note that frequent and significant changes in
the actuarial assumptions are not typically recommended, unless there are known fundamental
changes in expectations of the economy, or with respect to SDTC’s membership, plan
provisions, or assets that would warrant such frequent or significant changes.

All economic assumptions apply to the Plans of SDTC as a w
assumptions may be specific to each group (or bargaini
appropriate.

t) where reasonable and

SUMMARY OF ECONOMIC ASSUMPTION AN

The specific economic assumptions analyzed in thi rt are price inflation, ¢ inflation, and
the discount rate. For purposes of the act uation, the unt rate is
synonymous with the assumed rate of return i . These assumptions have a
significant impact on the contribution rates in the sh
the long-term.

The current economic assumptions adopféd by iR eti ard include a 7.5% long-term
rate of return on Plan assets, an annual incégga
(CPI) of 3.0%, and annual wage.

8 to 7.0% for the July 1, 2016 valuation. In addition, future
increments could also be considered and reviewed by the

2.5% assumed by R¥ fid many other investment consultants. Accordingly, we recommend
decreasing the inflatiof¥assumption to 2.75%, which is close to the average inflation rate over the
past 30 years. In the future, if the investment return assumption is decreased below 7%, a further
reduction in the inflation rate to 2.5% may be considered.

In past valuations, based on the experience of transit districts generally, we have assumed that

wages will increase with, but not more than, price inflation. We do not recommend any change
in this assumption at this time.

(HEIRON & 1



RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION I - EXECUTIVE SUMMARY

SUMMARY OF DEMOGRAPHIC ASSUMPTION ANALYSIS
This experience study specifically analyzes and makes the following recommendations for the
demographic assumptions.

e Merit pay increases — Minor adjustments to merit pay increases for ATU, Non-Contract,
and Clerical. No changes are recommended for IBEW.

e Retirement rates — Slightly lowered rates for each group. More significant reductions
are recommended for the Clerical/Non-Contract members aft

o Disability rates — Marginal reduction to the isabili Drivers and IBEW
Mechanics. Clerical and Non-Contract me

with no adjustment for female retirees. The
no adjustment and only the male rates are use:
assumed for all non-disabled

The mortality improvements rep
are going.

We first reviewedd
Plan data durig
population aft
on average
expected.

ysis showed that, along with the general
members are living longer. This means that
a longer period of time than previously

ociety of Actuaries in the US and the Faculty of Actuaries
ipans of pension members have increased in the past but
ely to'increase in the future. This means that a retiree who turns
gcted to live longer than a 65-year old retiree today. So, future
d0 live longer. In light of these studies, the actuarial professional
igcd and, unless there are extenuating circumstances, actuaries are

The recommended change to the mortality assumptions has the largest impact on the total
plan Contributions. The impact of all the demographic assumption changes along with
the proposed economic assumptions on the Plan costs and liabilities can be found in
Table I-1 and are shown in detail for each assumption in Table I-2 on the following

pages.

The body of this report provides additional detail and support for our conclusions and
recommendations.

(HEIRON & 2



RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION I - EXECUTIVE SUMMARY
IMPACT OF ASSUMPTION CHANGES

The table below shows the results of the 2015 actuarial valuation with the current and proposed
actuarial assumptions. The economic assumptions are specifically noted.

Table I-1

June 30, 2015 Actuarial Valuation Results

Current Proposed

Assumptions Assumptions

Investment Rate of Return 7.50% 7.00%
Inflation 3.00% 2.75%

Actuarial Liability (AL) $ 256,750,000 $ 285,400,000
Actuarial Value of Assets (AVA) 168,570,000 168,570,000

Unfunded Actuarial Liability (UAL) $§ 88,180,000 $ 116,830,000
Funded Ratio (AVA/AL) 66% 59%

Normal Cost  $ 3,470,000 $ 3,970,000

Assumed Administrative Expenses 250,000 260,000

UAL Payment 7,860,000 10,000,000

Total Contribution, Beginning of Year $ 11,580,000 $ 14,230,000

Total Contribution, Middle of Year $ 12,010,000 $ 14,720,000

Total Contribution, End of Year $ 12,440,000 $ 15,230,000

4 Change in Contribution (End of Year) $ 2,790,000

The actuaria jli crease from $256.8 million to $285.4 million, or $28.7 million.

ized over a 22-year closed period, a similar time frame as the
remaining July 1, ded actuarial liability. The funded ratio would decrease as a result
of the proposed as: ion changes from 66% to 59%, or a 7% decrease. Finally, the Plan
Contribution would increase from $12.4 million to $15.2 million, a $2.8 million increase.

This liability in

The details of the Contribution increase by each assumption are presented in the table on the
following page.

(HEIRON & 3



RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION I - EXECUTIVE SUMMARY

Table I-2

Impact of Individual Assumption Changes on the

Plan Contribution

Change to Base Mortality Table ~ § 570,000
Future Mortality Improvements 1,360,000
Total Mortality Assumption Change § 1,930,000

Discount Rate/Investment Rate of Return 1,320,000
Inflation (180,000)
Retirement Rates (230,000)
Merit Pay Increases (170,000) ~
Disability Rates 30,000
Termination Rates 80,000
Administrative Expenses 10,000

Total Contribution Increase §$ 2,790,000

Mortality improvements n investments from 7.5% to

7.0% have the most si

(HEIRON &



RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION II - CERTIFICATION

The purpose of this report is to provide the results of an Actuarial Experience Study of the
Retirement Plans of San Diego Transit Corporation (SDTC) covering actuarial experience from
July 1, 2010 through June 30, 2015. This report is for the use of the Retirement Board and MTS
Board in selecting assumptions to be used in actuarial valuations beginning July 1, 2016.

In preparing our report, we relied on information (some oral and some written) supplied by
SDTC. This information includes, but is not limited to, the plan provisions, employee data, and
financial information. We performed an informal examination of thggobvious characteristics of
the data for reasonableness and consistency in accordance with al Standard of Practice
No. 23.

red in accordance with
consistent with the
ice set out by the
Qualification
this report.

To the best of our knowledge, this report and its contents

Actuarial Standards Board. Furthermore, as cre
Standards of the American Academy of Actuari

This report does not address any contractual or 1
does not provide any legal services or advice.

This report was prepared for the S i d MTS Board for the purposes

described herein. This report is not inte arty, and Cheiron assumes no
duty or liability to any such party.

Anne D. Harper, FSA, EA, MAAA
Consulting Actuary

{(HEIRON & 5



RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION III - ECONOMIC ASSUMPTIONS
DISCOUNT RATE

The economic assumptions used in actuarial valuations are intended to be long-term in nature,
and should be both individually reasonable and consistent with each other. The specific
assumptions analyzed in this report are:

e Price inflation — used as an underlying component of other economic assumptions.

e Wage inflation — across the board wage growth used to project benefits and to amortize
the unfunded liability as a level percentage of expected payrol

e Discount rate — used both to project long-term asset gro d to discount future cash

flows in calculating the liabilities and costs of the Plan,

In order to develop recommendations for each of thes i considered historical
data, both nationally and for the Plan, and expectatio ssed by the Plan’s
investment consultant and the Board.

DISCOUNT RATE

The discount rate assumption is genera
actuarial valuations. The discount rd
investments. In the short-term, a highe
However, over the long term, actual con
not the discount rate (or expegte : actlial invEstment returns are lower than

of all the assumptions employed in
-term expected return on plan
lower expected contributions.

expected, contribution r. LIt portant to set a realistic discount
rate so that projectio D udgetmg purposes will not be too low.

The SDTC Plans are ar Non-Contract members. A closed plan has
very different dynarmc plan membership declines and grows older.
This d piand mitigating investment risk becomes crucial.
As the ; t the expected pattern of plan benefit payments, it will become

morgdeOns 1 - d return on plan assets will decrease. Thus, adjusting the
' h the trending decrease of asset returns is necessary.



RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION III - ECONOMIC ASSUMPTIONS
DISCOUNT RATE

Other Large Public Retirement Plans

Based on the Public Fund Survey, developed by the National Association of State Retirement
Administrators (NASRA) covering most of the largest public retirement systems in the country,
there has been a general movement over the last decade to reduce the discount rate used in
actuarial valuations. Chart III-4 shows the change in the distribution of assumptions since 2001.
The median assumption is now 7.75% and the number of plans using a discount rate of 7.5% or
lower has increased significantly. The survey is consistent with o perience that there has
been a significant trend to reduce the discount rate in the last five

Chart I11-4
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION III - ECONOMIC ASSUMPTIONS
DISCOUNT RATE

In California, systems have lowered their discount rates even more than nationally. Cheiron’s
survey of 36 California systems shows a median discount rate of 7.50% and no system is using a
discount rate greater than 7.75%. Chart III-5 shows the distribution of discount rates from our
survey.

Chart III-5
Distribution of Discount Rates
Cheiron Survey of California Systems
100% -
7.75% or
. greater
20 7.51% to
7.74%
80% - 7.75% or
greater
70%
60% 7.51% to -
7.74% 7.50%
50% -
40% |
30% -
20% 7.25% to
7.25% to 7.49%
10% 7.49%
% o
<7.25%
0% -
2013 2014




RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION III - ECONOMIC ASSUMPTIONS
DISCOUNT RATE

Target Asset Allocation and Future Expectations

The discount rate assumption depends on the anticipated average level of inflation and the
anticipated average real rate of return. The real rate of return is the investment return in excess
of underlying inflation. The expected average real rate of return is heavily dependent on asset
mix: The portion of assets in stocks, bonds, and cash.

asset mix of the SDTC
g algorithm:

In Chart III-6 below, we have simulated the return derived using
Fund. The projected returns are derived by simulation, using the fi

for each asset class were
investment consultant.

1. The expected returns, standard deviation and correlatio
taken from the capital market assumptions employed

2. The expected returns for each class were modi ] i in the inflation
assumption underlying the assumed asset sed for Plan
funding (3.0%)

return was computed for each.

4. Given the distribution of returns,
geometric mean return for a specific
period, assuming that

Probability

[=]

l’”"i"”l“ il "”l (T— ;

4% 5% 6% 8% 9% 11% 13% 14% 15%
Nominal Rate of Return

(HEIRON & 9



RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION III - ECONOMIC ASSUMPTIONS
DISCOUNT RATE

The mean return from the simulation shown in Chart III-6 on the previous page is 6.1%, for a
real return of 3.1%. It is important to note the wide range of outcomes shown in Chart III-6.
Recall that we are showing the distribution of average returns over a 20-year pertod; these are
not annual returns. Analysis of the simulation data shows there is a 50% probability of the 20-
year average return being either lower than 4.5% or higher than 7.75%, and a 50% chance of the
average return being between those two numbers. Another way of looking at the distribution is
that the Plan has roughly a 50/50 chance of being within about 1.6% of the mean return.

below that shows the
a specified nominal return
likelihood threshold near
will be achieved over
a 7.50% or higher

Given the distribution of returns, we have also created Cha
likelihood of the geometric mean return for a specific trial exc
assumption over a 20-year period. Note that the curve cross
6.0%, meaning that chances are around 50/50 that a 6.0% c
a 20-year period. According to this model, the pro
compound return is just 28%.

Cha

Likelihood of Achieving Expected Return

100% e |
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o[ — 1 LN
40% } \
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Likelihood of Achieving Expected Return

a% 6% 8% 10% 12% 14% 16%
Nominal Rate of Return

Therefore, the
market assumpti
indicates that there
market assumptions o

nt return assumption of 7.5% has — according to the RVK capital
a 28% chance of being achieved over the next 20 years. This
consistency between the Plan discount rate and the long-term capital
e Plan’s investment consultant.

Therefore, we recommend a reduction in the assumed return on Plan assets from 7.5% to 7.0%
for the July 1, 2016 actuarial valuation. In addition, in the future further annual reductions of
0.10% or 0.25% increments should also be considered and reviewed by the Board and staff in
consultation with the Plan’s actuary and investment consultant.

CHEIRON & 10



RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION III - ECONOMIC ASSUMPTIONS
PRICE INFLATION

PRICE INFLATION

Long-term price inflation rates are the foundation of other economic assumptions. In a growing
economy, wages and investments are expected to grow at the underlying inflation rate plus some
additional real growth rate, whether it reflects productivity in terms of wages or risk premiums in
terms of investments.

Historical Data

Chart I1I-1 below shows inflation for the U.S. by individual y 1950.

Chart ITI-1 4,

Historic Rates of Inflation
15%
10%

5% ‘
0% T

1950 1955 1960 1965 1970 1975 1980 1985 1980 1995 2000 2005 2010 2015

-5%

Fiscal Year Ending

Over the 50 years endj ¢ average inflation rate for the U.S. has been
about 4.1%, but thig by the high inflation rates in the 1970s and
early 1980s. Over tt rage inflation rate has been 2.7%.
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IIT - ECONOMIC ASSUMPTIONS
PRICE INFLATION

Future Expectations

A measure of the market consensus of expected future inflation rates is the difference in yields
between conventional treasury bonds and Treasury Inflation-Protected Securities (TIPS) at the
same maturity. Table III-1 shows the yields on both types of bonds and the break-even inflation
rate as of March 25, 2016. Break-even inflation is the level of inflation needed for an investment
in TIPS to “break even” with an investment in conventional treasury bonds of the same maturity.

Table I1I-1

Break Even Inflation
Based on Treasury Bond Yields

Time to Conventional

Maturity Yield TIPS Yield Inflation
5 Years !
10 Years 1.9
20 Years 2.3

Data Source Federal Re

first quarter of 20
1.6% and a maxim

For 201

from

10

Chart II hows the distribution of the current 10-year forecasts for CPI-U
from the prd ; blished by the Federal Reserve Bank of Philadelphia compared to
the 2014 assurfiplig ublic Retirement Systems in California. We note that all of the

assumed inflatiort
by the Federal Rese

by California plans are in the top quartile of the forecasts compiled
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION III - ECONOMIC ASSUMPTIONS

PRICE INFLATION
Chart II1-2
Survey of CPl Assumptions
4.0%
3.5% |
2.5% _
1.5%
1.0%
555 = Min to 25th = 25th to 50th
e a50th to 75th  m75th to Max
0.0%
Economic California
Forecasters Plans
Minimum 1.60% 2.50%
25th Percentile 2.00% 3.00%
50th Percentile 2.10% 3.25%
75th Percentile 2.40% 3.25%
Maximum 3.10% 3.50%

ns is between 2.25% and 3.5%. Therefore, the current
ble. However, we recommend lowering the assumption to 2.75%,

0% is reasofié
istoric average. Also, this recommendation is more in line with future

2 30-year
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION III - ECONOMIC ASSUMPTIONS
WAGE INFLATION

WAGE INFLATION

Wage inflation can be thought of as the annual across-the-board increase in wages. Wage
inflation often exceeds price inflation by some margin reflecting the history of increased
purchasing power. Individuals also receive salary increases in excess of the wage inflation rate as
a result of longevity and promotion, and we study these increases as a part of the merit salary
scale assumption

cted salary increase for an
liability, the rate at which
ember population.

Wage inflation is used in the actuarial valuation as the minim
individual and, for purposes of amortizing the unfunded ac
payroll is expected to grow over the long term, assuming a

Chart III-3 shows the increase in national average e Social Security
Administration) compared to inflation from 2004 t

Social Security National Average Wage Growth
5.0%

. """'\’,/\
2.5% .

-y ol -

0.0% - - X : . .
2004 2005 2006 2007 2008 2008 2010 2011 2012 2013 2014

——— Social Security National Average Wage Index National CPI-U
- -~-Average Annual Wage Growth -==-Average Annual CPI-U

imall excess of wage inflation over price inflation, we often
ains due to productivity, the collective bargaining process or other
pressures should be's d to be zero or minimal. While productivity tends to increase in many
sectors of the economyyany long-term assumption of salary growth beyond inflation carries with
it an assumed improvement in relative standard of living. For transit employees in particular,
such pay increases beyond the rate of inflation have not been observed. Therefore, the current
assumption of no increases in wages over inflation continues to be reasonable.

We recommend maintaining a wage inflation assumption equal to the assumed inflation rate.

{(HEIRON & 14



RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION - IV DEMOGRAPHIC ASSUMPTIONS
MORTALITY RATES

Post-retirement mortality assumptions are typically developed separately by gender for both
healthy annuitants and disabled annuitants. Pre-retirement mortality assumptions are developed
separately for males and females. Unlike most of the other demographic assumptions that rely
exclusively on the experience of the plan, for mortality, standard mortality tables and projection
scales serve as the primary basis for the assumption.

The steps in our analysis are as follows:

1. Select a standard mortality table that is based on experien
anticipated experience of SDTC members.

st closely matching the

2. Compare actual SDTC experience to what would redicted by the selected
standard table for the period of the experience study?

4. Select an appropriate standard mortality

base table.
Mortality assumptions are developed sepa:ately for ployees, healthy annuitants, and
disabled annuitants. Generally, mortdii§ tive participants with a deferred
benefit best aligns with healthy annuifets et as such. Within each of these
When actual SDTC exp i : e Standard table, the experience is
weighted based on the b eing paid to each member (or salary for active

sistently shown that higher income individuals
it is important for a pension plan to use
he actual benefits being paid and not just

ption changes when the Actual-to-Expected (A/E) ratio for
00%. However, for this Study we are recommending a
o &g, where the proposed assumptions are intended to track

¢. an A/E ratio close to 100%, but with a ratio slightly less than
However, this new approach also includes an expectation that the
itomatically become more conservative each year, since the actual
sxpected to decrease over time. This expected decrease in future
ferred to as mortality improvement, is an assumption applied to the base

-

assumed mortalit¥ie:
mortality rates a
mortality rates, also
table.

We also historically recommended the same table for active employees and healthy annuitants,
specific to each group. However, recent mortality studies by the Society of Actuaries and other
professional organizations have shown significantly lower rates of mortality for active
employees versus those of the same age who are no longer working, therefore we recommend
using separate tables for active versus inactive members.
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION - IV DEMOGRAPHIC ASSUMPTIONS
MORTALITY RATES

SDTC has been using the following assumptions, as adopted from the prior experience study:

Healthy active members, retirees, and beneficiaries
e For ATU Drivers and IBEW Mechanics and their spouses, beneficiaries and survivors,
the Retired Pensioners (RP) 2000 Combined Healthy tables published by the Society of
Actuaries with a one-year set-forward for females.

e For Clerical and Non-Contract Participants and their spouses, beneficiaries and survivors,
the 1994 Group Annuity Mortality (GAM) table publish
weighting male rates by 50% and female rates by 50%.

Disabled members
e For disabled ATU Drivers and IBEW Mech i sioners (RP) 2000
Combined Healthy tables published by the a seven-year set-
forward for males.

e For disabled Clerical and Non-Contrac ici i for Female
Participants Receiving Social Security shed by the Pension Benefit
Guaranty Corporation (PBGC) with no age adj

The Society of Actuaries' Retirement F 2 ittee (RPEC) has released a new
mortality improvement scale, Scale Sca

MP-2015 represents
incorporating mortalit
vary not only by agé
mortality improvemen
mortality Opasme
future ig

most advanced actuarial methodology in
tual recent mortality rates, by using rates that
as a two-dimensional approach to projecting
Siened with the intent of being applied to

e rates will be applied in future years, when mortality
cent reports issued by RPEC suggest that using generational
dch, as it allows for an explicit declaration of the amount of future

experience
mortality is

RPEC has also recerftifreleased a new set of base mortality rate tables — the RP-2014 tables,
which are intended to replace the RP-2000 tables and are based on a recent study of US defined
benefit plan mortality experience. However, RPEC excluded all public pension plan data in the
construction of these tables - including a large amount of California public sector data - because
there were significant differences between the private and public sector retirement experience,
and the new tables are expected to be used by private sector plans to meet accounting and federal
funding requirements specific to private plans.
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION - IV DEMOGRAPHIC ASSUMPTIONS
MORTALITY RATES

Fortunately, there are altemative sets of assumptions that have been developed that may serve as
a logical basis for developing mortality assumptions for SDTC. RPEC’s most recent study
showed that applying mortality improvement scale MP-2015 to the RP-2000 tables yielded
similar life expectancies as the RP-2014 tables. As such, we are recommending the following
assumptions:

Active members
e RP-2000 Combined Healthy mortality for males used for bo
with generational improvements using Scale MP-2015.

le and female members,

Healthy retirees and beneficiaries
e RP-2000 Combined Healthy mortality tables wit

justment for males and
no Collar adjustment for females, with genera i

g Scale MP-2015.

Disabled members
e RP-2014 Disabled Annuitant mortality ta
e RP-2000 Combined Healthy mortality for fi

rovements for disabled members,
improvement scales specific to

Even though there is likely to be s
future improvements have not bee
disabled annuitants have not been d
members are less than 1% of the

Table IV-M1 on th&i§ i o parately active, healthy and disabled retirees
for each group and sEp@E { S es. As we have done in prior experience

(HEIRON & 17



RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION - IV DEMOGRAPHIC ASSUMPTIONS
MORTALITY RATES

Our proposed base mortality rates for all actives, healthy and disabled retired members are based
on standard tables, which improve the A/E ratio both on a benefit-weighted and headcount basis
from the current assumption. The exposures, actual and expected deaths shown in Table IV-M1
below are based on headcount for illustrative purposes. However, the proposed base mortality
table recommendation is based on a benefit-weighted analysis. The match between the actual and
expected experience across all statuses is close under the proposed assumptions: 101% based on
a benefit-weighted analysis and 104% based on headcount only analysis.

Table IV-M1
Mortality Experience (2005 - 2015)

Expected Deaths Headcount Benefit-Weighted
Actual | Current Proposed | Actual/Expected Ratio | Actual/Expected Ratio

Exposures| Deaths | Assumpfion Assumption| Current | Proposed Proposed

Actives |

Male 5672 11 19.7 17.4 56% 63% 61% 69%

Female 1,776 | 11 4.2 4.5 262% 244% 269% 251%

Total Actives 7,448 | 22 23.9 21.9 92% 100% 95% 104%
Retired, Surv Spouse

Male 4,006 | 106 1115 104.1 95% 102% 94% 101%

Female 2,052| 70 71.7 63.6 90% 110% 79% 99%

Total Retirees 6,058 | 176 189.2 167.7 93% 105% 90% 101%
Disabled

Male 618 | 27 26 24.8 104% 109% 92% 95%

Female 424 3 7.5 5.5 40% 55% 36% 47%

Total Disabled 1,042 | 30 335 30.3 90% 99% 82% 88%

TOTAL | 14,548 228 246.6 219.9 92% 104% 91% 101%
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV - DEMOGRAPHIC ASSUMPTIONS
MERIT SALARY INCREASES

Demographic assumptions are used to predict membership behavior, including rates of
retirement, termination, disability, and mortality. These assumptions are based primarily on the
historical experience of SDTC Plan members. Some adjustments may be made where future
experience is expected to differ from historical experience. Also, where SDTC experience is not
fully credible and a standard table is available, such as the rate of mortality and future mortality
improvement, the assumption is based on the standard tables with modification to reflect SDTC’s
actual experience. In addition to the demographic assumptions for participant turnover,
assumptions for merit salary increases are also considered demogr assumptions since they
too are based primarily on SDTC’s historical participant experien

MERIT SALARY INCREASES

Salary increases conmsist of three components: Inc due to cost iving maintenance
(inflation), increases related to non-inflationary
increases), and increases in individual pay d i ' promotion.
Increases due to cost of living and non-inflaty sed in the

economic assumptions section of this report.

Charts IV-S1 through IV-S4 on the ngfilupa; current pay patterns for each group
with current pay data. Only increases ' and promotion) are considered
here. In the graphs, the average pay of t C as of July 1, 2015 is plotted
against service. A curve is then fitted to i
a pay increase due to merit

This is a transverse s aevi Otion pay increases: Salaries are examined at
to being observed over a number of years (a
longitudinal study). i Atkliable way to assess average increases in pay
due to merit. The analy§k ing : hge pay versus service for the current active

In each chart, (g adiihed pay increases due to merit are shown by the gold line and the
proposed pay incre@ise $to merit are shown by the teal line. The blue diamonds represent the
average pay at each 0T service. The charts show proposed modifications to the merit salary
increases for ATU Drivers, Non-contract participants, and Clerical participants. However, the
current assumption for IBEW Mechanics is close to the observed increases in merit pay, and no
change in this group assumption is recommended at this time.

Details of the proposed merit salary increase assumptions by group by service can be found in
the appendix of this report.
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV - DEMOGRAPHIC ASSUMPTIONS
MERIT SALARY INCREASES

Chart IV-S1

Average Salary by Years of Service - ATU Drivers
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION

EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV - DEMOGRAPHIC ASSUMPTIONS

MERIT SALARY INCREASES
Chart IV-S3
Average Salary by Years of Service - Non-Contract
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION 1V - DEMOGRAPHIC ASSUMPTIONS
RETIREMENT RATES

ANALYSIS OF TURNOVER RATES

For all demographic assumptions with respect to turnover — retirement rates, termination rates,
disability rates, and mortality rates - we determined the ratio of the actual number of decrements
compared to the expected number of decrements (A/E ratio or actual-to-expected ratio). If the
assumption is perfect, this ratio will be 100 percent. Otherwise, any recommended assumption
change should move from the current A/E ratio towards 100 percent unless future experience is
expected to be different than the experience during the period of stu

In addition, we calculated and graphed the 90 percent confid
range within which the true decrement rate during the
percent confidence. If there is insufficient data to calcul
interval is shown as the entire range of the graph. sumption changes
when the current assumption is outside the 90 f the observed

erval, which represents the
dy period fell with 90

experience. Adjustments may be made to acc i expectations
and historical experience, to account for the i e current
assumption, and to maintain a neutral to slight bias in the selection of the
assumption. For mortality rates, we compared SDTC’ ence to that of standard tables and
made any adjustments to the selectedingitali to bring the proposed assumption

sumptions may be portrayed
be aggregated into age groups

wvary by age and by group, are applied to all members who
Member who is age 60 with 10 years of service, for example,
¢ as a Member within the same group who is age 60 with 30 years
experience was examined to see if there was any credible relation
ice or gender. Actual retirement behavior showed no sign of
the proposed assumption continues to be based on age and group.

In the tables and charf$¥#that follow, detailed retirement experience results are shown by group of
SDTC - ATU Drivers, IBEW Mechanics, and Clerical and Non-contract participants. The tables
and charts are displayed by age groups rather than incremental ages to provide a better view of
the credibility of Plan experience.
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV - DEMOGRAPHIC ASSUMPTIONS
RETIREMENT RATES

Table IV-R1 shows the calculation of actual-to-expected ratios for ATU Drivers.

Table IV-R1

Actunl to Exp

egt_(gd_Rntios

R

Actui ) I | Actu: “ur Current lecomniended

55-59 381 35| 38 38 9% 10% 10% 92% 92%
60-61 123 11| 18 18 9%, 15% 15% 60% 60%
62-64 137 26 | 41 34 19%, 30% 25% 63% 76%,
65 26 10 10 10 38%, 40% 40%. 96% 96%.

| 66-69 40 11 | 12 12 28% 30% 30% 92% 92%
| Total 707 93 | 120 113 13% 77%| 82%

actual number of participants who retired, the cu
number of retirements under the recommended

, the actual-to-expected ratio is
he current aggregate A/E ratio is
expected under the current

the recommended assumed
ended aggregate A/E ratio

followed by the current and recommended assumptio
calculated for the current and recommggitled retirement
77%., which means that there were few
assumption. Refinements were made to H
retirement rates between ages 62-64 which
to 82%.
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV —- DEMOGRAPHIC ASSUMPTIONS
RETIREMENT RATES

Chart IV-R1
ATU Drivers Retirement Rates

E=190% Confidence Interval B Observed Rate ==—==Current Assumption =—==—Recommended Assumption
60% -

50% -
40% -

30% -

20% -

10% -

0% T . - -
55-59 60-61 62-64 65 66-69

Age
Chart IV-R1 graphically depicts the re phically along with the 90 percent
confidence interval over the study peri
The current assumption for ages 62-64 is dence interval whereas the
recommended assumptio fiom' 30% to 25% brings the
recommended assumptig

In prior experiencedSil ahyeti e for ages 60-61 was 20% and the retirement
rate was increased {r8 i ages. For this five-year study period, the actual
retirement rate for agcSil 5" 9% light of the combined ten year period
experienc i @ithe rates.
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV — DEMOGRAPHIC ASSUMPTIONS
RETIREMENT RATES

Table TV-R2 shows the calculation of actual-to-expected ratios IBEW Mechanics. Chart IV-R2
shows the information graphically along with the 90 percent confidence interval.

The data shows lower actual retirement rates than expected under the current assumption,
especially at ages 63-66. The proposed assumptions reduce the overall assumed rate of
retirement to be more in line with plan experience. The aggregate A/E ratio increases from 69%
to 88%.

Table IV-R2

IBEW Mechanics Retirement Rates

Retirements Retirement R:_ltes Actual to Ex_ ected Ratios
Age | Exposures| Actual | Current [Recommended Actual | Current conintendet
|55-58 100 l 6 5 5 6% 5% 5% 120% 120%
| 59-62 104 [ 8 15 11 8% 14% 11% 55% 12%
63-66 46 | il 16 12 2 35% 25% 67% 94%
67-69 6 1 2 2 30% 30% 56%
Total 256 26 38 30 15% 12% 88%
Chart I'V-
IBEW Mechanics Retirement Rates
EEE1 90% Confidence Interval ® Observed Rate ====Current Assumption ==—Recommended Assumption
60%

50%

40%

30%

20% -

10% -

0%
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV - DEMOGRAPHIC ASSUMPTIONS
RETIREMENT RATES

Table IV-R3 shows the calculation of actual-to-expected ratios for Clerical and Non-contract
participants. Chart IV-R3 shows the information graphically along with the 90 percent
confidence interval.

The data shows lower actual retirement rates than expected under the current assumption,
especially over age 62. The proposed assumptions decrease the aggregate assumed rate of
retirement to be more in line with plan experience. The aggregate A/E ratio increases from 52%

to 77%.

Table IV-R3

Clerical/Non-Contract Retirement Rates

Retirements R : Actual to Expected Ratios

: : Recommended Recommended| Current |[Recommended
53-56 97 6 15 10 6%, 15% 10% 41% 62%
57-60 | 66 8 10 10 1 15% 15% 81% 81%
61-62 22 7 8 6 38% 28% 85% 116%
63-69 35 7 21 11 60% 30% 33% 67%
Total 220 | 28 54 36 1 24", 16% 52% 77%

dEhart IV-R3

Clerical/Non-Contract Retirement Rates
{@EE190% Confidence Interval ® Observed Rate ====Current Assumption =—=Recommended Assumption
70%
60% -
50% -
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV - DEMOGRAPHIC ASSUMPTIONS
TERMINATION RATES

Termination rates reflect the frequency at which active members leave employment for reasons
other than retirement, death, or disability. Currently, there is one set of service-based termination
rates for ATU Drivers and IBEW Mechanics, another set of service-based termination rates for
Non-Contract members, and a set of age-based rates for Clerical members.

For each termination rate group, we determined the ratio of the actual number of terminations at
each age compared to the expected number of terminations (A/E ratio). If the assumption is
perfect, this ratio will be 100 percent. In addition, we calculated graphed the 90 percent
confidence interval, which represents the range within which the rmination rate during the
experience study period fell with 90 percent confidence. If the ufficient data to calculate a
confidence interval, the confidence interval is shown as ange of the graph. We

generally propose assumption changes when the curre utside the 90 percent
confidence interval of the observed experience. How ade to account for
differences between future expectations and his nt for the past
experience represented by the current ass al to slight

conservative bias in the selection of the assumpt

icipant is e retire the rate of termination is
ice-based e-based termination rate in the
t considered in this termination

It is important to note that once a p
assumed to be zero regardless of
assumptions. Therefore, those who are
rate analysis.
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV - DEMOGRAPHIC ASSUMPTIONS
TERMINATION RATES

Table IV-T1 shows the calculation of actual-to-expected ratios for ATU and IBEW members,
and Chart IV-T1 shows the information graphically along with the 90 percent confidence
interval.

The data shows lower actual termination rates than expected under the current assumption for
members with less than ten years of service and higher actual termination rates than expected for
members with ten or more years of service. The proposed assumption is adjusted slightly for
each of these observations. In aggregate, the proposed assumptions de@#gase the assumed rates of
termination to be more in line with plan experience. The A/E ratig ases from 82% to 95%.

Table IV-T1

ATU Driver/IBEW Mechanic Termination Rates

m Termination
0-1 201 41 50 | 25%
2-3 388 43 54 47 14% 12% 19% 0%
4-9 700 39 56 35 8% 5% 70% 111%
10- 19 573 12 7 11 2% 1% 2% 161% 105%
20-39 325 7 4 7 2% 1% 2% 166% 108%
Total 2,187 142 172 8% 7% 82% 95%

ATU Driver/IBEW Mechanic Termination Rates

E==3190% Confidence Interval @ Observed Rate ====Current Assumption =—=—Recommended Assumption
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV - DEMOGRAPHIC ASSUMPTIONS
TERMINATION RATES

Table IV-T2 shows the calculation of actual-to-expected ratios for Non-Contract members, and
Chart IV-T2 shows the information graphically. Given the low incidence of termination for Non-
Contract members over the study period there is insufficient data to calculate confidence
intervals thus all intervals are shown as the entire range of the graph.

The data shows lower actual termination rates than expected under the current assumption. The
proposed assumption decreases the assumed rate of termination for members with less than four
years of service, and thus decreases the aggregate terminationgate. This recommended
modification to the assumption increases the aggregate A/E ratio f@##53% percent to 72%.

Table IV-T2
Non-Contract Termination Rates

0-3 43 3 9 4 35%
4-9 53 2 5 5 10% 10% 38% 38%
10 - 39 99 4 3 3 3% 3% 135% 135%
Total 195 | 9 | 17 13 9% 6% 53% 72%
_AnChart TV-T2

Non-Contract Termination Rates

m=m=m 90% Confidence Interval B  Observed Rate ====Current Assumption

Recommended Assumption
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV - DEMOGRAPHIC ASSUMPTIONS
TERMINATION RATES

Table IV-T3 shows the calculation of actual-to-expected ratios for Clerical members, and Chart
IV-T3 shows the information graphically. As was the case for Non-contract members, given the
low incidence of termination for Clerical members over the study period there is insufficient data
to calculate confidence intervals thus all intervals are shown as the entire range of the graph.

The data shows slightly lower termination rates than expected under the current assumption.
However, we are not recommending any changes to the current rates due to the lack of credible
data.

Table IV-T3
Clerical Termination Rates
Actual to Expected Ratios
20-24 5 2 1 1 25% 160% 160%
25-29 13 1 1 1 11% 11% 70% 70%
30-34 17 1 2 2 13% 13% 45% 45%
35-39 4 1 1 1 17% 17% 147% 147%
40 - 44 6 1 1 1 12% 12% 139% 139%
45 - 49 20 0 2 2 O 8% 8% 0% 0%
50 - 54 17 0 1 1 0% 5% 5% 0% 0%
55 - 65 3 0 0 0 0% 0% 0% 0% 0%
| Total 85 6 9 9 T% 10% 10% 69% 69%
A

Clerical Termination Rates

=== 90% Confidence Interval B Observed Rate ====Current Assumption ———Recommended Assumption

50% -

40%

30% -

20% -

10% -

0% -
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Age
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV - DEMOGRAPHIC ASSUMPTIONS
DISABILITY RATES

This section analyzes the incidence of disability. All members are eligible for disability benefits
after earning five years of credited service. There have been zero incidences of disability over the
five-year study period for Clerical and Non-contract participants, as was the case during the prior
experience study period. As such, the disability rate assumption for Clerical and Non-contract
participants continues to be zero.

For ATU Drivers and IBEW Mechanics, the amount of disability experience is fairly limited,;
only four disabilities have occurred during the study period. Table 1 shows the calculation
of actual-to-expected ratios for ATU and IBEW members by a uping, and Chart IV-D1
shows the information graphically along with the 90 percent nce interval. Since there is
insufficient data to calculate a confidence interval, the con al is shown as the entire
range of the graph at all age groupings.

. This finding is
0.5%. We are

The data shows that disability rates are notably less
consistent with the prior experience study where,
proposing to reduce the disability assumption fo :
The current assumption has an A/E ratio of 18% 2 : ended assumption has an A/E
ratio of 25%.

Actual to Ex ec!ed Rntins

20-29 1 0.7% 0.5% 0% 0%
3 2 0% 0.7% 0.5% 0% 0%

6 4 % 0.7% 0.5% 54% 76%

9 6 0.7% 0.5% 11% 16%

4 3 0. 0.7% 0.5% 0% 0%

0 0 0.7% 0.5% 0% 0%

22 16 % 0.7% 0.5% 18% 25%

\ Chart IV-D1

ATU Driver/IBEW Mechanic Disability Rates

mmm90% Confidence Interval B Observed Rate ====Current A e pti

1.00% -
0.80%
0.60% -
0.40% -
0.20% -
0.00%

20-29 30-39 40 - 49 50-59 60 - 69 70
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

SECTION IV DEMOGRAPHIC ASSUMPTIONS
OTHER DEMOGRAPHIC ASSUMPTIONS

POST RETIREMENT COLA

Only Non-Contract retirees received an annual Cost of Living Adjustment (COLA). The COLA
is subject to a 2% annual maximum, and as such, the current assumption is that benefits for Non-
Contract retirees are assumed to increase after retirement at the rate of 2.0% per year. No change
in this assumption is recommended at this time.

PLAN EXPENSES

An explicit assumption was made for Plan administrative 250,000 beginning with
the July 1, 2014 actuarial valuation, and was included i alculation. The Plan’s
administrative expenses during the last two years h; tely $260,000. We

recommend increasing the Plan’s assumed adm

FAMILY COMPOSITION

The current assumption is that 100% ¢fagt ants have beneficiaries eligible for
pre-retirement death benefits and that : older than their wives. SDTC
does not provide spouse information have made a conservative
assumption — that all active members are i sumption is recommended
at this time.

EMPLOYMENT

The current assumptio ansfers among Participant groups. No change

(HEIRON & 3



RETIREMENT PLANS OF SAN DIEGO TRASNIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

APPENDIX A - SUMMARY OF CURRENT ASSUMPTIONS
All of the following actuarial assumptions were determined in accordance with the results of the

Actuarial Experience Study - January 1, 2006 through June 30, 2010. The rationale for these
assumptions can be found in the Actuarial Experience Study report dated April 27, 201 1.

1. Rate of Return

The annual rate of return on all Plan assets is assumed to bg7.50% net of investment
expenses.

2. Cost of Living

The cost of living as measured by the Cons will increase at the

rate of 3.00% per year.
3. Post Retirement COLA

Benefits for Non-Contract retirees assumed to er retirement at the rate of 2.0%

per year.

4. Pay for Benefits
In most cases pa benefits 153Be cachBBarticipant’s pay during the year
preceding the va #sed in some cases, as noted. For

full-time Party

Pay for
New Participants

ours times the Participant’s hourly rate

The larger of gross pay or 2,100 hours
times the Participant’s hourly rate

Non-Contract Gross pay The larger of gross pay or 2,080 hours

times the Participant’s hourly rate

Part-time Participants are assumed to work 1,040 hours in the calculations shown above.
5. Increases in Pay

{(HEIRON & 3



RETIREMENT PLANS OF SAN DIEGO TRASNIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

APPENDIX A —- SUMMARY OF CURRENT ASSUMPTIONS

Assumed pay increases for active Participants consist of increases due to inflation (cost
of living adjustments) and those due to merit, such as longevity and promotion. Based on
an analysis of pay levels and service, we developed the following assumptions:

Current Longevity and Promotion Increases

ATU IBEW

Service Drivers Mechanics Clerical Non-Contract
0 7.50% 7.50% 11.00% 9.00%
1 7.50% 7.50% 11.00% 9.00%
2 7.50% 7.50% 11.00% 9.00%
3 7.50% 7.50% 0.50% 9.00%
4 7.50% 7.50% 0.50% 9.00%
5 7.50% 7.50% 0.50% 9.00%
6 7.50% 7.50% 0.50% 9.00%
7 7.50% 7.50% 0.50% 9.00%
8 7.50% 7.50% 0.50% 0.25%
9 0.50% 7.50% 0.50% 0.25%
10+ 0.50% 0.50% 0.50% 0.25%
"
In addition, ann - i n will equal the CPI, for an

bination of rates is compounded rather than

(HEIRON & 24



RETIREMENT PLANS OF SAN DIEGO TRASNIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

APPENDIX A - SUMMARY OF CURRENT ASSUMPTIONS
7. Disabled Participant Mortality

Rates of mortality for disabled Drivers and Mechanics are given by the Retired
Pensioners (RP) 2000 Combined Healthy Tables published by the Society of Actuaries,
with a seven-year set-forward for males.

Rates of mortality for Clerical and Non-Contract disabled Participants are given by the
Mortality Table for Female Participants Receiving Social Seqity Benefits published by

8. Mortality Improvement

No explicit provision for mortality improvementd is study. The mortality
tables assumed for Plan funding were comp. i ce over the years
2001 through 2010. We found that the ac higher than the
expected number for the total Plan. T I i
margin for future mortality improvement:
retired population only was examined.

9. Disability
assumed to beco

active service.

included in the annual cost calculated.
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RETIREMENT PLANS OF SAN DIEGO TRASNIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

APPENDIX A — SUMMARY OF CURRENT ASSUMPTIONS

12. Service Retirement

Retirement is assumed to occur in accordance with the rates shown in the following table:

Age ATU IBEW Clerical/Non
Drivers Mechanics Contract
52 0% 0% 15%
53-54 0% 0% 15%
55-58 10% 5% 15%
59 10% 10% 15%

60 15% 10% 154
61 15% 10% :
62-64 30% 30% 60
65 40% 55% 60%
66-69 30% 30% 60%
70 and older 100% 100% 100%

" NonContract retirement assumption at age 52 is Jé PRA pa ts only, 0% otherv

13. Termination

Termination for ATU and IBEW Patfi@ipants is assume to occur in accordance with the
rates shown in the following tablé
Age 0-1 Years 2-3 Years 4-9 Years 10+ Years

20-24 14800 4 : 1.3%
25-29 14, 8.0% 1.3%
30-34 14.0 8.0% 1.3%
35-39 . 14.0% 8.0% 1.3%
40-44 . 4.0% 8.0% 1.3%
4540 8.0% 1.3%

14.0% 8.0% 1.3%

14.0% 8.0% 0.0%

articipants is assumed to occur in accordance with the

Service 0-3 Years 4-9 Years 10+ Years
10.0% 3.0%

(HEIRON & 36



RETIREMENT PLANS OF SAN DIEGO TRASNIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

APPENDIX A - SUMMARY OF CURRENT ASSUMPTIONS

Termination for Clerical Participants is assumed to occur in accordance with the rates
shown in the following table:

20-24 25.0%
25-29 11.0%
30-34 13.0%
35-39 17.0%
40-44 12.0%
45-49 8.0%
50-54 5.0%
55 and older 0.0%

14. Employment Status

No future transfers among Participant gro

GHEIRON &
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

APPENDIX B — SUMMARY OF PROPOSED ASSUMPTIONS

The recommended assumptions have not yet been adopted by the Board. The demographic
assumptions are based on an experience study covering the period from July 1, 2010 through
June 30, 2015, with the exception of the mortality assumption that is based on experience from
July 1, 2005 through June 30, 2015.

1. Rate of Return

The annual rate of return on all Plan assets is assumed to bg,7.00% net of investment
expenses.

2. Cost of Living

The cost of living as measured by the Consum ) will increase at the
rate of 2.75% per year.

3. Post Retirement COLA

Benefits for Non-Contract retirees assume r retirement at thé rate of 2.0%
per year.

4. Pay for Benefits

In most cases pay for benefits

preceding the valualign some cases, as noted. For

Pay for
New Participants

The larger of gross pay or 2,100 hours
times the Participant’s hourly rate

The larger of gross pay or 2,080 hours
times the Participant’s hourly rate

Part-time Participants are assumed to work 1,040 hours in the calculations shown above.
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

APPENDIX B - SUMMARY OF PROPOSED ASSUMPTIONS
5. Merit Pay (Longevity and Promotion) Increases
Assumed pay increases for active Participants consist of increases due to inflation (cost

of living adjustments) and those due to longevity and promotion. Based on an analysis of
pay levels and service, we developed the following assumptions:

Proposed Longevity and Promotion Increases

ATU IBEW
Service Drivers Mechanics Clerical Non-Contract
0 6.00% 7.50% 10.00% 3.50%
1 6.00% 7.50% 10.00% 3.50%
2 6.00% 7.50% 0.25% 3.50%
3 6.00% 7.50% 0.25% 3.50%
4 6.00% 7.50% 0.25% 3.50%
5 6.00% 7.50% 0.25% 3.50%
6 6.00% 7.50% 0.25% 3.50%
7 6.00% 7.50% 0.25% 3.50%
8 0.50% 7.50% 0.25% 3.50%
9 0.50% 7.50% 0.25% 3.50%
10+ 0.50% 0.50% 0.25% 0.25%

-~

> Participants are given by the Combined Healthy Retired
Jublished by the Society of Actuaries with generational

Rates of mortality for healthy inactive Participants, spouses, and surviving spouses are
given by the Combined Healthy Retired Pensioners (RP) 2000 Tables with Blue Collar
Adjustments for males and no collar adjustments for females published by the Society of
Actuaries with generational improvements using Scale MP-2015, from base year 2010.
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

APPENDIX B —- SUMMARY OF PROPOSED ASSUMPTIONS
8. Disabled Participant Mortality

Rates of mortality for male disabled members are given by the Retired Pensioners (RP)
2014 Tables for Disabled Annuitants. Rates of mortality for female disabled members are
given by Retired Pensioners (RP) 2000 Combined Healthy Table published by the
Society of Actuaries.

9. Mortality Improvement

For active and healthy inactive Participants, mortality 4 ed to improve in future

ent tables. For disabled

10. Disability

Among ATU Drivers and IBEW Mec
disability benefit are assumed to become du
assumed not to return to activ
Contract Participants.

Participants €ligible for a
year. Disabled Participants are
is assumed for Clerical and Non-

. Plan Expenses

are included in the annual cost calculated,

(GHEIRON & 4



RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

APPENDIX B - SUMMARY OF PROPOSED ASSUMPTIONS

13. Service Retirement

Retirement is assumed to occur in accordance with the rates shown in the following table:

IBEW Clerical/Non
Mechanics Contract

ATU
Drivers

52 0%
53-54 0%
55-56 10%
57-59 10%
60-61 15%

62 25%
63-64 25%
65 40%
66-69 30%

70 and older 100%

parts only, 0% otherwise.

14. Termination

below by group. For all

Service-based or age-based te
participant is eligible for

participants, termination rates a

retirement.
Termination Mechanic, and Non-Contract Participants is
assumed to ervice-based rates shown in the following

table:

IBEW Non-
Service Driver Mechanic Contract

25.0%

25.0% 10.0%
12.0% 10.0%
12.0% 10.0%
5.0% 10.0%
2.0% 3.0%
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RETIREMENT PLANS OF SAN DIEGO TRANSIT CORPORATION
EXPERIENCE STUDY AS OF JUNE 30, 2015

APPENDIX B - SUMMARY OF PROPOSED ASSUMPTIONS

Termination for Clerical Participants is assumed to occur in accordance with the age-
based rates shown in the following table:

Clerical

Age Rate
20-24 25.0%
25-29 11.0%
30-34 13.0%
35-39 17.0%
40-44 12.0%
45-49 8.0%

50 and older 5.0%

15. Employment Status

No future transfers among Participant gro

(HEIRON &
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A fﬂ“\m@\:“' Metropolitan Transit System

1255 Imperial Avenue, Suite 1000
San Diego, CA 92101-7490
619.231.1466 FAX 619.234.3407

SUBJECT:

Agenda Item No. ﬁlg

MEETING OF THE SAN DIEGO METROPOLITAN TRANSIT SYSTEM

BUDGET DEVELOPMENT COMMITTEE

April 25, 2016

PROPOSED FISCAL YEAR 2017 OPERATING BUDGET

RECOMMENDATION:

That the San Diego Metropolitan Transit System (MTS) Board of Directors:

1.

Receive a report on the proposed combined MTS fiscal year (FY) 2017 operating
budget; and

Recommend staff hold a public hearing on May 12, 2016 with the purpose of
reviewing the proposed combined MTS FY17 operating budget.

Budget Impact

None at this time.

DISCUSSION:

Fiscal Year 2017 Budget Recap

The following is a recap of the FY17 budget process:

MTS uses a zero based budgeting process that begins in December each year.
In traditional historic budgeting, managers only justify variances versus prior year
budget; the assumption is that the baseline is automatically approved. In
contrast, using zero-based budgeting, every line item of the budget must be
approved each year. In MTS’s process, department managers receive personnel
and non-personnel budget templates in which they propose amounts for each
line item, submitted with the appropriate supporting details for each assumption.
Meetings are held with each department to validate their assumptions, review
proposals versus existing spending trends, and review any new initiatives. This
collaborative process results in the final assumptions that are presented to senior
management at MTS, the Budget Development Committee (BDC) and ultimately
the MTS Board of Directors (Board).

In March, staff met with the BDC and MTS Board. Within these two meetings,
staff discussed and received approval of the FY16 midyear budget adjustment
and the FY17 Capital Improvement Program (CIP).

Metropolitan Transit System (MTS) is comprised of the Metropolitan Transit Development Board (MTDB) a California public agency, San Diego Transit Corp., and San Diego Trolley, Inc.,
in cooperatlon with Chula Vista Translt and National City Transit. MTS is Taxicab Administrator for eight cities. MTDB is owner of the San Dlego and Arizona Eastern Railway Company.
MTDB Member Agencies include: City of Chula Vista, City of Coronado, City of El Cajon, City of Imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Poway,
City of San Diago, City of Santee, and the County of San Diego.



o In this meeting, staff will review all revenues and expense assumptions for FY17,
including a number of finalized assumptions relating to: passenger levels,
operating income, subsidy income, personnel assumptions, energy rates and
other expense assumptions. Staff will also present a proposed final draft budget
for FY17.

Fiscal Year 2017 Operating Budget

The FY17 total budgeted revenue is projected at $276,149,000, and total projected
expenses are budgeted at $276,149,000 resulting in a balanced budget for FY17.

Fiscal Year 2017 Revenues

Attachment A summarizes the total operating and non-operating revenues in a schedule
format. As indicated within the schedule, FY17 combined revenues total $276.1 million,
a decrease from the FY16 amended budget of $287.8 million (-4.0%).

Operating revenue totals $115.1 million, a decrease from the FY16 amended budget of
$571,000 (-0.5%). Passenger revenues are increasing by $129,000 (0.1%) due to a
projected increase in Paratransit ridership. Other operating revenues are decreasing by
$700,000, primarily due to a reduction of expected processing fees within Taxicab
Administration. Attachment B details the operating revenues by MTS Operator.

Attachment C details the non-operating revenues by funding source. Federal
appropriations were authorized under the Fixing America’s Surface Transportation Act
(FAST Act), which is a fully funded five-year authorization of surface transportation
programs through FY 2020. The FAST Act resulted in a net increase of federal
revenues for MTS, which primarily impacts the CIP. Federal Transit Administration
(FTA) funding is structured on a reimbursement basis (after expenses are incurred), and
funds both the CIP and operations. In total, MTS’s share of federal revenue is expected
to increase by $3.5 million to $73.4 million, the overall amount in the operating budget
will increase by $4.0 million.

Regional sales tax receipts are projected to grow by 3.5% year over year for FY16 and
by an additional 3.5% in FY17, resulting in additional formula TransNet and
Transportation Development Act (TDA) revenues for MTS. Within the operating budget,
TransNet and TDA revenues are projected to increase by approximately $3.1 million in
FY17.

In FY16, MTS has received $6.6 million of State Transit Assistance (STA) funding year
to date and projects to receive $14.5 million in total. The State of California Controller's
office projects MTS will receive an additional $14.5 million for FY17. This funding is
primarily programmed in the CIP, but a fixed $3.6 million will be utilized in the operating
budget to continue to fund the service increases put into place during FY13 at the
Board’s direction. Other State Revenue is projected to decrease by $200,000 from the
FY16 amended budget.

Other local funding is projected to decrease by $3.9 million from the FY16 amended
budget due to the use of federal CNG rebates to offset the decrease in STA Funding in
FY16.

Consolidated subsidy revenue totals $161.1 million, an increase from the FY16
amended budget of $5.9 million (3.8%).

iD=



Within other revenue, other funds decreased $18.1 million from the FY16 amended
budget due to the completion of the Lease-Leaseback transactions during FY16.
Reserve revenue totals $25,000, an increase from the FY16 amended budget of $1.1
million. These reserve revenues reflect projected changes to the Taxicab Administration
and San Diego & Arizona Eastern reserve balances. Taxicab Administration increased
reserves by $1.1 million in the FY16 amended budget, which is the reason for the large
change in these figures.

Fiscal Year 2017 Expenses

Attachment E contains the total revenues as detailed above and the total proposed
expenses for FY17. Attachment F summarizes the operating expense budgets for each
operating division and administrative department. As indicated within these schedules,
FY17 combined expenses totaled $276.1 million, a decrease from the FY16 amended
budget of $8.7 million (-3.1%). Attachment D contains the proposed service levels for
FY17, showing a 0.4 percent increase in revenue miles.

Within operating expenses, personnel expenses are projected to increase from the FY16
amended budget by $6.8 million (5.5%). Attachment H shows the proposed Salary
Grade Ranges for FY17, which remain unchanged from the amended FY16 ranges.
Attachment | contains the summary positon information for FY17, and indicates an
overall increase in full-time equivalent employees of 5.5, spread among the Finance,
Procurement and Light Rail Vehicle Maintenance departments. In addition to these
position increases and general wage inflation, MTS costs are increasing due to health
and welfare costs, as well as a large increase in the pension contribution for the self-
funded pension plan. The five year experience study was completed for this pension
plan, and based on the recommendation of the actuaries, a number of plan assumptions
will be updated, resulting in a $2.8 million increase in the contribution cost.

Outside service expenses are projected to increase from the FY16 amended budget by
$288,000 (1.1%). This increase is due to rising maintenance service agreement costs,
as well as additional repairs and maintenance expenses. These increases are partially
offset by the non-recurring naming rights payment made in FY16.

Purchased transportation also is projected to increase from the FY16 amended budget
by $2.1 million (3.1%), primarily due to increases in contracted rates.

Materials and supplies costs are projected to increase by $1.5 million (14.8%), primarily
due to maintenance projects within Rail operations.

Attachment G details the energy rate assumptions for FY17. Staff projects rates for
CNG, gasoline, diesel, and electricity at $0.90 per therm, $2.65 per gallon, $2.25 per
gallon, and $0.208 per kWh, respectively. These rate levels result in a projected
increase in energy cost of $670,000 (2.4%) from the FY16 amended budget.

Risk management costs are decreasing by $2.1 million (-34.0%), due to the increased
settlement costs budgeted within the amended FY16 budget, which are not expected to
recurin FY17.

Debt service costs are projected to decrease from the FY16 amended budget by $18.2
million, which is also due to the completion of the Lease-Leaseback transactions during
FY16.



Adjusting for the increased pension costs and the decrease to Lease-Leaseback debt
service costs, expenses are increasing by $6.4 million or 2.4%.

Paul C. Jablonski 6’
Chief Executive Officer

Key Staff Contact: Mike Thompson, 619-557-4557, mike.thompson@sdmts.com

Attachments: A. Operating Revenue Summary
Operating Revenue
Non-Operating Revenue
Operating Statistics

Operating Budget — Consolidated
Total Operating Budget

Energy Impact on Operations
Salary Grade Ranges

Position Information (Summary)
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SAN DIEGO METROPOLITAN TRANSIT SYSTEM Al No 4c: Attachment |
Operating Budget
Position Information (Summary Format)
Fiscal Year 2017

Net
Midyear Position Requiring Proposed Frozen
FY 2016 Shifts Funding FY 2017 Positions

FTE's FTE's FTE's FTE's FTE's
MTS Administration
BOD ADMINISTRATION 3.0 0.0 0.0 3.0 0.0
COMPASS CARD 12.0 0.0 0.0 12.0 0.0
EXECUTIVE 3.0 0.0 0.0 3.0 0.0
FINANCE 21.0 -2.0 2.0 21.0 0.0
HUMAN RESOURCES 16.0 0.0 0.0 16.0 0.0
INFORMATION TECHNOLOGY 25.0 20 0.0 27.0 0.0
LEGAL 2.0 0.0 0.0 2.0 0.0
MARKETING 9.5 0.0 0.0 9.5 0.0
PLANNING 12.0 -1.0 -0.5 10.5 -1.0
PROCUREMENT 12.0 0.0 2.0 14.0 0.0
RIGHT OF WAY 3.0 0.0 0.0 3.0 0.0
RISK 40 0.0 0.0 4.0 0.0
SECURITY 43.0 0.0 0.0 43.0 0.0
STORES (Admin) 2.0 0.0 0.0 2.0 0.0
STORES (BUS) 14.0 0.0 0.0 14.0 0.0
STORES (RAIL) 8.0 0.0 0.0 8.0 0.0
TELEPHONE INFORMATION SERVICES 19.0 0.0 0.0 19.0 0.0
TRANSIT STORES 7.0 0.0 0.0 7.0 0.0
Subtotal MTS Administration 215.5 -1.0 35 218.0 -1.0
Bus Operations
CONTRACT SERVICES 85 0.0 0.0 8.5 0.0
EXECUTIVE (BUS) 4.0 0.0 0.0 4.0 0.0
MAINTENANCE 186.0 0.0 0.0 186.0 0.0
MAINTENANCE-FACILITY 5.0 0.0 0.0 5.0 0.0
PASSENGER SERVICES 6.0 1.0 0.0 7.0 0.0
REVENUE (BUS) 12.0 0.0 0.0 12.0 0.0
SAFETY 2.0 0.0 0.0 2.0 0.0
TRAINING 7.5 0.0 0.0 7.5 0.0
TRANSPORTATION (BUS) 596.0 0.0 0.0 596.0 0.0
Subtotal Bus Operations 827.0 1.0 0.0 828.0 0.0
Rail Operations
EXECUTIVE (RAIL) 75 0.0 0.0 7.5 0.0
FACILITIES 68.0 0.0 0.0 68.0 -1.0
LIGHT RAIL VEHICLES 83.0 0.0 2.0 85.0 0.0
MAINTENANCE OF WAYSIDE 38.0 0.0 0.0 38.0 0.0
REVENUE (RAIL) 39.7 0.0 0.0 39.7 0.0
TRACK 18.0 0.0 0.0 18.0 -1.0
TRANSPORTATION (RAIL) 212.3 0.0 0.0 212.3 0.0
Subtotal Rail Operations 466.5 0.0 2.0 468.5 -2.0
Other MTS Operations
TAXICAB 16.0 0.0 0.0 16.0 0.0
Subtotal Other MTS Operations 16.0 0.0 0.0 16.0 0.0

Grand Total 1,525.0 0.0 5.5 1,530.5 -3.0






