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* 60% - 80% of costs in most cities are related to employment

* In addition, benefit costs pose an existential threat to many
cities

* Yet, finance professionals often struggle to be heard when it
comes to bargaining strategy

* Finance professionals have the opportunity to “frame the
discussion” by providing comprehensive and persuasive data
prior to and during the bargaining process

» Although we promised you 20 numbers, we review here 20
areas in which numbers can help bend the curve towards
financial stability




Factfinding Criteria

“In arriving at their findings and recommendations, the factfinders shall consider, weigh, and
be guided by all the following criteria:
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State and federal laws that are applicable to the employer.

Local rules, regulations, or ordinances.

Stipulations of the parties.

The interests and welfare of the public and the financial ability of the public agency.

Comparison of the wages, hours, and conditions of employment of the employees
involved in the factfinding proceeding with the wages, hours, and conditions of
employment of other employees performing similar services in comparable public
agencies.

The consumer price index for goods and services, commonly known as the cost of
living.

The overall compensation presently received by the employees, including direct wage
compensation, vacations, holidays, and other excused time, insurance and pensions,
medical and hospitalization benefits, the continuity and stability of employment, and
all other benefits received.

Any other facts, not confined to those specified in paragraphs (1) to (7), inclusive,
which are normally or traditionally taken into consideration in making the findings and
recommendations.”

Source: California Government Code §3505.4.d

Top 20 Numbers to Know in Bargaining
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Cost of Doing Nothing 16. Average Pay & Benefits Cost for the Unit
CalPERS Pension Costs 17. Credit Rating

CalPERS Pension Trends 18. CAFR Crosswalk

Other Post-Employment Benefits 19. Service-level Sufficiency
Projected 5-Year Surplus/ (Deficit) 20. Long-term Staffing Trends
Revenue Trends & Composition

Debt & Other Liabilities

Unfilled Capital Needs

Business Cycle

Reserves & Reserve Trends

CPI (Local/Regional/State/National)

Community Economic Trends

True Cost of 1%

Market Drift (Internal/External Comparators)

Comparability




» Before considering increases to wages and premiums, the City’s cost of status quo is affected by
the increases in contributions toward the unfunded accrued liability (UAL)

+ Over the term of the proposed agreement, the City’s cumulative increase in total employee cost
before wages and premiums will be 6.0% of total compensation, and will continue to climb to 8.6%
of total compensation in the two years following the proposed contract term

» Even without any further increases for active or retiree benefits, status quo costs are expected to
increase at an average rate of 1.5% year over year (YoY) over the term of the proposed agreement

Current FY2017-18 FY2018-19 FY2019-20 FY2020-21 FY2021-22 FY2022-23
Wages $17,899,842 $17,899,842 $17,899,842 $17,899,842 $17,899,842 $17,899,842 $17,899,842
Premiums $551,206 $551,206 $551,206 $551,206 $551,206 $551,206 $551,206
Pension $4,908,598 $5,125,562 $5,656,749 $6,185,929 $6,678,614 $7,116,555 $7,445,012
Benefits $6,019,983 $6,019,983 $6,019,983 $6,019,983 $6,019,983 $6,019,983 $6,019,983
Total $29,379,629 $29,596,593 $30,127,780 $30,656,960 $31,149,644 $31,587,586 $31,916,043
YoY % Increase == 0.74% 1.79% 1.76% 1.61% 1.41% 1.04%
Cumulative Increase -= 0.74% 2.55% 4.35% 6.02% 7.52% 8.63%

#2: CalPERS Pension Cost

» CalPERS valuations have become increasingly useful




#3: CalPERS Pension Trends

* More detailed analyses by experts (such as Bartel & Associates) continue
to be useful
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* Reduced Discount Rate

* Returns Shortfall

* Increased Volatility/De-risking

* Revised Actuarial Assumptions
» Shortened Amortization Periods
* Reduced Smoothing of Losses

#3:. CalPERS Trends: Contributing Factors

Assumed Annual Return From Projected Employer Contributions
2018-19 through 2021-22 -
2021-22 2022-23 2023-24 2024-25
1.0% | |
Normal Cost | 22.8% 22.8% 22.8% | 22.8%
UAL Contribution $12,976,000 $14,644,000 $16,383,000 | $18,518,000
4.0% | | 1
Normal Cost 22.8% 22.8% 22.8% 22.8%
UAL Contribution $12,785,000 $14,078,000 $15,266,000 | $16,682,000
7.0% | |
Normal Cost | 22.8% 22.8% 22.8% | 22.8%
UAL Contribution ] $12 594,000 $13,500,000 $14,103,000 | $14,730,000
: |
‘Normal Cost 1 3.3% B.7% 24.1% | 24.6%
UAL Contribution __$12,477,000 | $13,197,000 |  $13,534,000 | $13,801,000
12.0% 1 i
Normal Cost 23.3% 23.7% 24.1% 24.6%
UAL Contribution $12,287,000 $12,606,000 $12,309,000 | $11,682,000




#3. CalPERS Trends: Contributing Factors

Sensitivity Analysis
Plan’s Accrued Unfunded Funded
As of June 30,2018 Normal Cost Liability Accrued Liability | Status
7.0% (current discount rate) 32.255% $424,284,336 $166,159,527 60.8%
6.0% 40.989% $480,792,541 222,667,732 53.7%
8.0% 25.683% $377,825,456 $119,700,647 68.3%

#3. CalPERS Trends: Contributing Factors

Ratio of Retiree Accrued Liability to

Total Accrued Liability June 30, 2017 June 30, 2018
1. Retiree Accrued Liability 278,445,602 304,518,361
2. Total Accrued Liability 399,202,372 424,284,336

3. Ratio of Retiree AL to Total AL [(1) / (2)] 70% 72%

Another way to look at the maturity level of CalPERS and its plans is to look at the ratio of actives to
retirees. A pension plan in its infancy will have a very high ratio of active to retired members. As the plan
matures, and members retire, the ratio starts declining. A mature plan will often have a ratio near or below
one. The average support ratio for CalPERS public agency plans is 1.25,

Support Ratio June 30, 2017 June 30, 2018
1. Number of Actives 162 145
2. Number of Retirees 311 323

3. Support Ratio [(1) / (2)]




#3. CalPERS Trends: Contributing Factors

of A ge Annual Salaries by Age and Service

Years of Service at Valuation Date

Attained

0-4 5-9 10-14 15-19 20-24 25+ Average
15-24 $104,923 $0 $0 $0 $0 $0 $104,923
25-29 103,713 125,543 0 0 0 0 104,862
30-34 105,346 131,441 139,089 ] 0 0 118,512
35-39 116,405 133,671 142,507 148,959 0 0 136,328
40-44 131,933 131,991 129,947 150,071 169,074 [} 145,026
4549 0 118,990 131,887 154,224 169,135 0 157,277
50-54 [] o 135,108 154,491 145,050 231,379 155,381
55-59 [] ] ] 136,805 0 220,269 164,626

60-64 ] ] 0 0 0 0 0

65 and over 0 0 0 0 0 0 0

All Ages  $106,683 $131,312 $136,537 $150,551 $165510 $223,972 $137,833
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FY19 FY20 FY21 FY22 FY24 FY25 FY26 FY27 FY28

Budget Proj. Proj. Proj. Proj. Proj. Proj. Proj. Proj.
Operating Revenues $135.9 | $139.3 $142.1 | $145.0 | S147.8 | $151.6 | S$155.8 | $159.8 | $163.9 | S$168.1
Operating Expenditures $138.6 | $140.5 $144.6 | $149.4 | $154.9 $158.9 | $164.2 $168.5 $174.3 | $178.6
Net Operating Results ($52.8) ($1.2) ($2.5) ($4.4) ($7.1) (57.2) ($8.3) ($8.7) (510.4) | ($10.5)
Operating Reserve $9.6 $8.4 $5.8 $1.4 ($5.6) ($12.8) | ($21.2) | ($29.9) | ($40.3) | ($50.8)
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#5: Projected 5-Year Surplus/(Deficit): Drivers

Major Budget Drivers for City Y - Compound Annual Growth Rate (CAGR), FY19 - FY28
Prior to Corrective Action




* How recession proof is
your revenue?
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#6:. Revenue Trends & Compositions




#6:. Revenue Trends & Compositions

#6:. Revenue Trends & Compositions




» Contextualizing debt & other liabilities for labor negotiations
» Important to understand which obligations ultimately become
obligations of the General Fund
* Revenue Bonds
» Lease-Lease Back Arrangements
» Certificates of Participation
* Workers’ Compensation Liabilities
« Self-Insurance Liabilities & Insurance Premiums
+ Compensated Absences
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Since 1945, the average expansionary period lasted 58.4 months across 11 business cycles.
The current expansion has lasted 124 months as of November 2019.
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* The 10-Year to 2-Year Treasury spread can be a leading indicator or
economic recession. On August 27, 2019, the 10-2 spread was
negative 0.04%, signaling a potentially greater likelihood of bad
?{Ce)dlt ev)ent iIn near-term (2 years) than over a long-term perspective

years
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+ Isthere an adopted local policy?

* The Government Finance Officers Association (GFOA) nationally recommends, at a
minimum, that general-purpose governments, regardless of size, maintain unrestricted
budgetary fund balance in their general fund of no less than two months of regular
general fund operating revenues or regular general fund operating expenditures

« Actual reserve level should be based on locally specific circumstances

» California-Specific Risks
o Limited revenue flexibility

o Designated Responsibilities — For Counties, for example, State has shifted
responsibility and funding to incarcerate and rehabilitate certain low-level
offenders who earlier were a state responsibility

» Community-Specific Risks

o Known economic transitions?
o Natural Disaster Exposure (fire, mudslides, earthquakes)

< This late into the business in the business cycle, it is prudent to carry higher reserve levels

The adequacy of unrestricted
fund balance in the general fund
should take into account each
government’s own unique
circumstances. For example,
governments that may be
vulnerable to natural disasters,
more dependent on a volatile
revenue source, or potentially
subject to cuts in state aid
and/or federal grants may need
to maintain a higher level in the
unrestricted fund balance.

- GFOA Best Practice: “Fund
Balance Guidelines for the
General Fund”
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* CPI-U: All Urban Consumers

» Excludes rural, nonmetropolitan areas, farm families, persons in the Armed Services,
and those in institutions (e.g., prisons, mental hospitals)

» Approx. 87% of U.S. population

+ CPI-W: Wage and Clerical Workers

» More than half of household income from hourly clerical or wage occupations and
at least one household member employed 37 weeks of last 12 months

» Excludes retirees, self-employed, unemployed, professional, managerial, and
technical workers, etc.

» Approx. 32% of U.S. population

* Geographies
»  National
» Regional (e.g., West)

» Area (e.g., Los Angeles-Long Beach-Anaheim, San Francisco-Oakland-Hayward,
Riverside-San Bernadino-Ontario, San Diego-Carlsbad

“Metropolitan areas
indexes have a
relatively small sample
size and, therefore, are
subject to substantially
larger sampling errors.

Metropolitan area and
other sub-components
of the national indexes
(regions, sub-classes)
often exhibit greater
volatility than the
national index.”
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. Pot_ential limitations of CPl as a measure of “cost “Traditionally, the CPl was
of living considered an upper bound on
. a cost-of-living index in that
> New pl’Od uct bias the CPI did not reflect the
> Retalil outlet bias changes in buying or
. . consumption patterns that
» Quality change bias consumers would make to
> Substitution bias (among brands, across time, ‘C’ggfge‘f I e

within category, across categories)

The C-CPI-U was created to

. more closely approximate a
BLS approgches (se!ected) Cost-of-living index by
» Hedonic regression reflecting substitution among

> Chained CPI-U (C-CPI-U) fem categories”

30




+ Criteria: “The interests
and welfare of the public
and the financial ability of
the public agency.”

* Recognize linkage
between financial ability
of the public agency &
the interests and welfare
of the public.

* Agencies can “afford”
most wage
proposals...but at what
cost in terms of services &
programs?
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#13: True Cost of 1%

Compensation | Base Amount __ [Base Plus 1% of Salary] 1% Increase : ;

Salaries & Recurring Special Pay 14,979,956 15,129,755 * What costs rise with a

Uniform Allowance - - salary increase?

Holiday Pay 762,560 770,186

Other Compensation-non } } 0 PayroII taxes

PERSable o PERS

Subtotal Compensation $ 15,742,516 $ 15,899,942 $ 157,425 o0 Unemployment
Insurance?

Benefits | ,

Medicare 226,136 228,397 o Workers” Comp?

State Unemployment 13,908 14,047 : )

Workers' Compensation 973,564 983,300 0 Overtime?

Health 2,889,895 2,889,895 o Differentials?

Dental 239,420 239,420

Life 2,295 2,295 o Other?

Long Term Disability 51,876 51,876

PERS Retirement 6,585,845 6,651,704

PERS 4th Level - -

Vision - -

EAP 5,235 5,235

Retiree Health 798,475 806,459

Subtotal Benefits $ 11,786,648 $ 11,872,627 $ 85,979

TOTAL Compensation & Benefits ~ $ 27,529,165 $ 27,772,569 $ 243,404
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27.0% 49.2% 49.9%
B 0

40.4% 40.9%

64.6%

Unit 10 Unit 11

Unit 14

Unit 8 Unit 12 Units 4,6,7 Unit 3 Unit9 Unit 5

Fire Fighters
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City/County FY 2017/2018 FY 2018/2019 FY 2019/2020
Los Angeles (City) 2.25% 2.25% NA
Los Angeles (County) 2% 2% NA
San Diego (City) 0% 3.30% 3.30%
Fresno (City) 2.50% 2.50% 2.50%
Fresno (County) 3% 3%
San Francisco (City and
County) 3% 3% NA
Oakland 4% 1-2% (trigger) NA
San Jose 3% 5% 3%
Bakersfield 0% 0% NA
Santa Rosa 3% 3% 2.50%
Long Beach 2% 2% NA
Sacramento (City) 2% 2% NA
Sacramento (County) 2-5% (CPI) NA NA
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City/County FY 2017/2018
Los Angeles (City) 4%
Los Angeles (County) 3-4%
San Diego (City) 0
Fresno (City) 5% (step)
Fresno (County) 5%
San Francisco (City and
County) 2%
Oakland 3.5%
San Jose 10%
Bakersfield 0%
Santa Rosa 3.5%
Long Beach 3%
Sacramento (City) 3%

Sacramento (County) 2-5% (CPI)

FY 2018/2019

4.5-5%
2%
3.3%
3%

5%

3%
4%
3.25%
0%
3.5%
3%
2%
4%

FY 2019/2020

NA
2.5%
3.3%

NA

5%

3%
2.50%
3%
NA
NA
NA
NA
3%
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Firefighter

All Ranks in Unit

Base Salary $91,932 $105,973 compare to the
Longevity $31 $582 Median Household
Overtime $28,967 $36,973 Income in the
Timecard Special Pay $7,200 $7,433 community?
Education Pay $652 $3,563

Paramedic Pay $5,171 $2,948

Other Compensation $1,078 $1,450

Uniform Allowance $120 $219

Total Cash $135,151 $159,142

Active Health $22,527 $24,324

Retiree Health $5,729 $6,603

Pension $29,983 $33,887

Medicare $1,960 $1,960

Life Insurance $17 $17

Workers' Compensation $8,053 $9,528

Unemployment Compensation $121 $143

Total Benefits $68,389 $76,460

Total Employment Cost $203,540 $235,602

#16:. Average Pay and Benefits Cost for the Unit
L Fefgier  AlRanksinUn

* How does this

#16: Average Pay and Benefits Cost for the Unit

Overtime: Fire fighters” overtime (inclusive of all job titles within the bargaining unit) averaged $39,610 per member in overtime,
excluding employees with less than one year of service

Timecard Special Pay: Bargaining Unit member’s earned an average of $7,269 for additional pay premiums for acting assignments
and Holiday in Lieu Pay

Holiday Pay: Fire fighters, Fire Engineers, Fire Captains and Fire Captain training paid 16.8 hours in “Lieu Holiday Pay” for each
designated holiday. Fire Inspector/Investigator on duty on a recognized holiday receive additional flat rate of $50.00 per holiday
worked

Longevity: At completion of 19t year, unit members receive an additional 2% of base pay

Sick Leave Incentive: Bargaining unit shift work members using 56 hours or less in a year earn one (1) 24-hour shift of pay at member’s
hourly rate; 40 hour/week members earn 17 hours of pay if use 25 hours or less of sick time in a year.

Bilingual: Unit members designated as proficient in Spanish receive 3.0% premium pay in addition to the unit member’s base pay

Education: Unit members with an Associates degree receive 3% premium pay (90 credits required for Fire Captains) and 6% for a
Bachelor’s degree

Paramedic:. Unit members who are licensed by the State of California as an EMT-P receive 10% premium pay when filing a regular
paramedic position or when temporarily filling a vacancy

SCBA: Unit members assigned to the Self-Contained Breathing Apparatus (SCBA) program receive 3% premium

Other Cash Compensation: Telestaff Pay, Voluntary Response, Hold Over Pay, Call Back Premium, Scheduled-Unworked Overtime,
Recalled to Duty, Acting Assignments, Specialist or Technician assignment, Paramedic pay (when filing an assignment or temporary
vacancy)

Overall, including all cash compensation, the average Local 1401 Fire Fighter earned
$159,934 in CY2018 and the average bargaining unit member overall earned $160,074
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* Homelessness

»47% increase in
Oakland’s homeless
populations between
2017 and 2019.
Oakland’s per capita
homelessness rate is
higher than San
Francisco and Berkeley
per 2019 point in time
survey

> Affordable and Safe
Housing

> Streets and Sidewalks
Infrastructure

»lllegal Dumping
»Public Safety

42




Figure 1: Sworn Staffing on January 1, 2009 through January 1, 2018 * HOW We” doeS
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THANK YOU!
Questions?

Jonathan Holtzman Adam Benson
Managing Partner Director of Finance
Renne Public Law Group City of Oakland

jholtzman@publiclawgroup.com abenson@oaklandca.gov




