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1. Background: Here to provide background information on Pensiuth ldealth Care
Costs and how they relate to the City’s Budget.

2. Salary/Benefits Share of BudgetThe City’s annual FY 10-11 budget is $6.6 Billion
(all-funds). Of that amount, $2.4 Billion (36%)f@ salaries, and $978M (15%) is for
benefits— including the employer share of pensiamiigbutions, health insurance
premiums for active employees and retirees, anerdténefits-- so the total employee
compensation share of the budget is 51%.

3.Bottom Line:

* Looking at history in the past 10 years, while sataper FTE increased at
4% (slightly above inflation and revenue growthttbaround 3%), benefit
costs increased 0% annually.

» Absent any change, benefit costs in future willtoare to rise
substantially. Employer pension, health and otlesrefit costs are likely
to rise by at least $700 million to potentially radghan $1 billion within
10 years (all-funds).

» Looked at per-employee, and taking out the effettsflation the
problem still looks big— with this view we see tGéy’s annual cost for
employee benefits growing within 5 years by theiesjent of providing
each employee with $15K or a 15% raise—excephealhtoney is
consumed by benefits and the employee won’t seenangase in take-
home pay from the extra City costs.

4. History: Last 10 years: See Chart 1. We had extraordinamyttyrin revenues during
good economic times, with rises in property tag] estate transfer taxes, and payroll
taxes resulting in revenues rising ahead of irdtati3.3% versus 3%. This helped allow
the City to fund salary growth along with very higénefit growth. Even in these good
times, there were constant budget shortfalls apaokrleontracts were re-opened for
renegotiation more years than not. Although prgpealues are recovering after the
recent market downturn, we think it highly unliketyhave revenue growth in excess of
inflation in the near future. In addition, we axédnerable to serious reductions in federal
and state funding that help support the City budgstounting for 16% of the total
budget (23% of the General Fund).

5. Pension future scenarios:See Chart 2. Moderate positive to Moderate megat
scenarios show employer costs rising from $360MYrL0-11 to as high as $720M-
$800M by FY 14-15 and potentially up to $980M in E§-21 before moderating

slightly, even assuming no seriously bad investrgeats for the investments. Causes of



increase include the stock market downturn, pensidrancements, and demographics—
retirees living longer.

6. Health insurance costsSee Chart 3. Expect to rise higher than inflatven under
conservative assumptions limiting price rises to\Bihin a few years, employer costs
would rise from $460M in FY 10-11 to $600M in FY-18, up to $840M in FY 20-21.
As background information, see the data sheetstiaws the budget year FY 11-12
subsidies per enrollee for the different plansactive employees and retirees.

7. Total benefit dollar value projections: See Chart 4. $978M in FY 10-11, projected
to rise up to between $1.7 billion and $2 billioithin 10 years in FY 20-21 under a
range of pension system investment return scenakwsn if there were a way to hold
benefits to just the assumed rate of inflation%¥, 3he amount in FY 20-21 would be
$1.3 billion, or $400 million to $700 million less.

8. Total benefits as % salaries:See Chart 5. We can see that total benefits fremit
23% salaries in FY 00-01 to 40.9% in FY 10-11 armjgqzted to rise to 56% of salaries
by FY 14-15 under the base case pension scenanah& City, this costs as much as
providing a 15% pay increase over 5 years—excepéthployees can't see the
difference in their take-home pay.

9. Finally- One more way to look at the data that tries t& lmiothese numbers on the
individual employee level and to take out the @Heaf inflation on the dollar amounts.
See Chart 6. If we use constant FY 10-11 dollanesbnd adjust for inflation, we see a
rise from $37K per FTE in FY 10-11 to between $52id $54K in FY 10-11 dollars
within 5 years, and potentially on up to $59K withiO years. That is at least $15K and
on up to $20K or more per employee in current dsithat must be found by the City to
fund the projected benefits under the current syste
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