Budget Work Session

October 19, 2010



Tuesday, October 19th

FY 2011 Approved Staffing and Status

Current Services Estimates for Compensation
and Benefits for FY 2012

Inventory of Employee Benefits
Retirement Issues and Options



Human Resources & Compensation

« FY 2011 Approved
Staffing and Status

e Current Services
Estimates for
Compensation &
Benefits for FY 2012

e Inventory of Current
Benefits

e Retirement Options



FY 2011 Approved Staffing and Status

e 2,542.6 Full-time Equivalents (FTEs) budgeted in FY 2011

e Since FY 2009, the City’s FTE count has decreased by 122.2
(4.6%) as a result of position reductions

e FY 2011 marked the second consecutive year of FTE
reductions

FTE Changes from FY 2009 - FY 2011 Approved
FY2009 FY 2010 FY 2011 Change FY 2009 - 2011

Approved Amended Approved # %
Full-ime Permanent 2,405.0 2,348.0 2,325.0 (80.0) (3.3%)
Part-ime (FTE) 202.7 193.7 182.5 (20.2)  (10.0%)
Approved Overhire 57.0 39.0 35.0 (22.0) (38.6%)
Total (FTE) 2,664.7 2580.7 2,542.6 (122.2) (4.6%)
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FY 2011 Approved Staffing and Status
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FY 2011 Approved Staffing and Status

e OMB tracks monthly the number of FTEs worked and the number of
approved positions that are vacant

e This information provides a snapshot of current staffing strength

e Data assists with position and budget control throughout the fiscal year
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FY 2011 Approved Staffing and Status
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FY 2011 Approved Staffing and Status

This chart shows the
number of vacant
positions for the past
12 months

Currently 202 funded
positions are vacant,
however 109 are in
the process of being

filled

The annual savings
attributable to 202
vacant positions is
approximately $11.4
million.
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FY 2011 Approved Staffing and Status

e Currently the City is utilizing 93% of authorized FTEs
e 202 positions are vacant
e 109 have been given authorization to be filled
e 93 positions are not currently seeking authorization to be filled

e These positions are concentrated in the following departments:

e Fire (19) Finance (7)

e DHS (14) MH/MR/SA (7)
e Library (11) T&ES (7)

« RPCA (10)
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FY 2011 Approved Staffing and Status

e The City typically experiences a vacancy rate of approximately 7-9%
throughout the fiscal year

e Asthe number of vacancies increases, the FTE usage level decreases

e The vacancy rate is the result of two things:

e Natural turnover

e Departments holding positions vacant as budget deliberations take place
during the Fall and Winter if reductions are anticipated
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FY 2012 Preliminary
Compensation and Benefits

 Merit/Step Pay
Increases

e Healthcare
e Retirement




Personnel Costs

Increase $5.2 million

e 2.2% compared to FY 2011

e Merit/Step — S$3.3 million

* Healthcare premium increase - S0.2 million
* Retirement rate increase - S1.7 million

L Bh)
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Personnel Cost Offsets

e Rate of growth held below historic rates

— Increase employee share for healthcare from 13%
to 16%

— Savings from self-funding UHC health insurance

— 2nd year impacts of increase in new employee
share of VRS and supplemental retirement costs

— Tighter control over/improved method for
calculation of costs per authorized positions
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Salary Costs

Includes:
S3.3M for a merit/step increase for City
employees

Does not include:

* Market Rate Adjustment (MRA) for City
employees

- Would cost $2.4M for City employees and
approximately S1.5M for Schools employees

- Additional step in FY 2012 for top-of-grade

City of Alexandria 10/19/10 Work Session
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Healthcare Changes

Estimated increase in claims
5% for Kaiser

9% for UHC

* S0.6 million savings from cost sharing shift to
employee

* S0.4 million savings from holding UHC premium
increase to 5% from 9% increase in claims

through use of excess self-funding reserves from
higher premiums than necessary in prior years

Total increase in FY 2012 - S0.2 million
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Healthcare premium rate paid by the City

Rate of growth in City costs contained to 1.1% or $0.2 million

FY 2011 FY 2012 Inc %

Kaiser Individual - hired before July 1, 2010 $4,605 $4,668 $63 1.4%
Kaiser Family - hired before July 1, 2010 $10,865 $11,015 $150 1.4%
UHC Individual - hired before July 1, 2010 $5,292 $5,365 $73 1.4%
UHC Family - hired before July 1, 2010 $12,486 $12,658 $172 1.4%
Kaiser Individual - hired after July 1, 2010 $4,234 $4,446 $212 5.0%
Kaiser Family - hired before July 1, 2010 $9,991 $10,490 $499 5.0%
UHC Individual - hired before July 1, 2010 $4,866 $5,109 $243 5.0%
UHC Family - hired before July 1, 2010 $11,482 $12,056 $574 5.0%
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Combined Retirement Rates - City Share for
Employees Hired Before July 1, 2009

Total Cost Increase - $1.7 million

FY 2011 | FY 2012 Inc

Full Time Gen Gov't
(VRS and Supp) 19.25% | 20.04% 0.79%

Police/Fire Sworn
(Police and Fire Only) 25.58% | 28.63% 3.05%

Dep Sheriff/EMTs

(VRS and Supp) 22.60% | 23.67% 1.07%
Part Time Gen Gov't
(Supplemental Only) 6.47% 7.26% 0.79%

The rates above include administrative costs (investment, actuarial, legal and staffing expenses).
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Impact of 1% Change in VRS Retirement Rate

1% increase/decrease in VRS rate — $1.6 million
Impacts FT General Gov't and Deputy Sheriffs and EMTs

e $1.0 million for General Government - pre-FY 2010
e $0.5 million for Deputy Sheriffs/ERTs - pre FY 2010
e $0.1 million for any employee - post FY 2010

No impact on Police and Fire Sworn or Part time
employees
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Impact of 1% Change in City Cost for City
Supplemental Retirement Rate

1% increase/decrease in Supplemental Rate

Impacts FT and PT General Gov’t and Deputy Sheriffs and
EMTs

e $1.1 million for General Government - pre-FY 2010
e $0.5 million for Deputy Sheriffs/ERTs - pre FY 2010
e $0.2 million for any employee — post FY 2010

e $1.8 million total

e $0.1 million for 1% change to VRS for post FY 2010
employees (4 to 5%)

 No impact on Police and Fire Sworn
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Impact of 1% Change in City Cost for
Police/Fire Retirement Rate

1% increase/decrease in Police/Fire Retirement Plan
Impacts Sworn Police and Fire Employees

e $0.4 million for Public Safety Sworn

No impact on any other employees
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Overview of City of Alexandria’s
Benefits Package

 Insurance

e Other Benefits
 Benefit Updates
 Health Care Reform




Health Insurance

City offers two Health Plans for Active Employees
and Retirees

— Kaiser
— United Health Care

2 options for each plan
— HMO or PPO

Prescription Benefits are included
Dental is included only in Kaiser
Dominion Dental available for all others



Insurance

Group Life Insurance
Long Term Disability (LTD)
Accidental Death (AD&D)
Long Term Care (LTC)




Other Benefits

Pre-Tax Transit Subsidy

Flexible Spending Accounts (FSA)
Leave Bank (CILB)

11 Holidays

Annual Leave

Sick Leave

Flexible Schedules
Telecommuting/Telework

City Tuition Assistance

City Wellness Program

Pension — Dept of Finance administers



Benefits Update

Benefits Statements prepared for all City Employees

Retiree Drug Subsidy (RDS) reimbursement of $97,000 to City from Center
for Medicaid/Medicare Service (CMS) in October “10.

Bid the City’s Dental Plan

Wellness Program Implementation — Coordinator hired
(partnering with Inova Health Source)

Review Plan Design for all benefits and make recommendations

HR will conduct an Employee Benefits Survey to follow up on one done in
Fall of 2009



Patient Protection and Affordable Care
Act
“Health Care Reform”

e As of 2011-Mandated Benefits include:

— Prohibits lifetime limits

— Restricts annual dollar limits

— Uniform explanation of coverage effective

— Phase out of Part D “donut hole” begins

— W-2 reporting for 2011 begins

— Long Term Care program (CLASS Act)

— Medicare Advantage funding reduced

— Includes limitations on excessive waiting periods

— Includes requirement to provide coverage for non-dependent children
up to age 26.(City began June 2010)



Future Health Care Reform Highlights

Grandfather status

Breaks for Nursing Mothers

Healthcare exchanges

Incentive for Wellness

Caps on Flexible spending plans (FSA)
Automatic Enrollment Procedure
Employer-Provided Free Choice Vouchers
Employer penalty for not offering coverage
or offering “unaffordable” coverage



Public Pension Plans
for Alexandria Employees
in FY 2012 and Beyond

e Public Pension Plans

e Private Sector Pension
Plans

e Options for FY 2012 and
Beyond




State and Local Government
Public Pension Plans

GAO Report Issued September 2010 (GAO-10-175)

In FY 2008 19.1 million employees and over 7.5
million retirees and survivors covered paying out
S175.4 billion in benefits

79% of eligible state and local employees
participated in defined benefit plans as of 2007

Investment losses and underfunding in these plans
will likely require increased contributions or plan
design changes



Pressures on All Public Pension Plans

Desire across the U.S. for immediate and long term budget
savings
Decline in use of defined benefit plans in private sector

Difficult investment environment in which recent returns
over last few years have lagged target rate of growth

Reports of severe problems for public pension plans in other
states and localities leading to major changes

Possible changes in accounting rules for measuring pension
costs/liabilities may increase measure of unfunded liability
and increase volatility of valuations



Desire Across The U.S. For Immediate
And Long Term Budget Savings

 For FY 2012 and foreseeable future State and Local
government budgets remain greatly constrained

* |In Alexandria

— No room for growth in spending or programs under
current tax policies

— Flat budget outlook, but better than most other
governments

— Pressure to ensure competitive salary levels going forward

— Pressure to provide a limited number of service
enhancements

— Pressure for funding strategic goals and initiatives will
grow in long term



Private Sector

 Decline in use of defined benefit plans in private
sector prior to “great recession” of 2007-2009

— Switched to defined contribution plans (e.g. 401K)
e During “Great Recession”

— Accelerated switch to defined contribution plans

— Reduction in employer matches for defined contribution
plans

— Increased underfunding of existing defined benefit plans

— Changes in remaining private sector defined benefit plans
features to lower costs and future liabilities



Difficult Investment Environment

 No public pension plans did “well enough” to meet
investment objectives over last several years

e Return assumptions used by public pension plans
generally range from 7% to as high as 8.5%
— Alexandria uses 7.5% and VRS now uses 7.0%

e GAO found that recent downturn in investment
markets has significantly diminished asset values.

— From June 2008 to December 2008 large public pension
funds lost $S621 billion — 22% of market value



Problems and Changes in Other Public
Pension Plans

Problems

* |Investment losses

 Generous benefits

e Lack of adequate funding for budgetary reasons
Changes

e Some have increased employee contribution rates
(either all employees or just new employees)

e Some have shifted to defined contribution plans

e Some have reduced pension benefits through plan
design changes




Accounting Changes on the Horizon

Government Accounting Standards Board (GASB)
issued “preliminary views” on pension accounting
and financial reporting last June

GASB governs accounting rules used by independent
auditors who issue public financial statements

Preliminary views would be radical departure and
would bring pension reporting and disclosure for
public pensions much closer to those used for
private pensions

Impact would be larger unfunded liabilities reported
on balance sheets and increased volatility in

reported unfunded liability as investment values rise
and fall



Overview of Current (Open)
Alexandria Pension Plans

* See handout for detailed plan comparison

— 5 Open Retirement Plans, 1 Open Disability Plan
and 2 Closed Plans

— All current full-time employees covered and part-
time employees working at least 72 time

— 1350 retirees and beneficiaries receiving benefits

— Total assets in plans managed by City = $196
million at end of FY 2009 and $259 million at end
of September 2010



Assets of City Managed
Pension and Disability Plans

Pension Plan Asset Balances
S %
30-Jun-09  30-Sep-10 Change Change

Police/Fire Pension S 1104 S 1444 S 340 30.8%
Police/Fire Disability S 10.8 S 12.6 S 1.8 16.0%
City Supplemental S 69.8 S 89.9 S 20.1  28.8%
Other Post Employment Benefits S 45 S 11.8 S 73 161.9%
Total Pension Assets S 195.5 S 258.7 S 63.1 32.3%

Notes: 1. OPEB Plan received catch up contributions of $2.8 million
from General Fund Balance in FY 2010 and $2.5 M from
General Fund Operating Budget




City Operating Budget
Costs of Pension Plans

FY 2011 FY 2012 S Change % Change
All Open Plans (includes | $33.2 S35.5 S2.3 M 6.9%
effects of merit/steps)
Fire/Police Defined S1.7M | S1.7M S0.0 M 0.0%
Benefit Closed Plan
Total City Pension S349M | S37.2 M S2.3 M 6.6%

Costs




FY 2012 Pension & Disability Benefit Plan

City/Employee Contribution Rates

(after combination of plans as % of salary)

Time of Hire

General Schedule

Dep.
Sheriffs/ERTs

Fire & Police

Emp. hired
before FY 10

19.96%/0.0%

23.59%/0.0%

28.22%/8.0%

Emp. hired
in FY 10

17.96%/2.0%

23.59%/0.0%

28.22%/8.0%

Emp. hired
FY 11 & after

13.96/6.0%

19.59%/4.0%

28.22%/8.0%




Options for FY 2012

e Keep changes to pension plans, if any, simple
in FY 2012

— Council could direct City Manager to examine
options for simple, non structural changes in
pension plans in developing the FY 2012 budget

 Could consider increase in employee sharing
of the costs of all open defined benefit plans
to extent allowed by law
— If applied to all City employees for all plans within
City’s authority to change, an additional 1% of

salary contributed by employees would save S2.3
million for the City



FY 2012 Value of 1% Change in City
Contribution Rates Per Pension Plan

Supplemental

Date of Hire VRS Plans Plan Police/Fire Plan
Pre FY 2010 Cannot be S1.1 M NA
Gen. Govt. changed by City
Pre FY 2010 Cannot be S0.5 M NA
Dep Sher/EMTs | changed by City | (max. change is
@1%)
Post FY 2010 S0.1 M S0.2 M NA
Gen. Govt. & (max. change is
Dep Sher/EMTs +1%)
Total S0.1 M S1.8 M S0.4 M




Options for the Long Term

* Form Pension Advisory Group

— Look at potential need for any future changes to
defined benefit plans

— Examine the current financial status of the City’s
pension funds

— Advise City Manager and City Council Pension and
Compensation Subcommittee on any options that
should be considered to meet the following
objectives:



Suggested Objectives for the Review

. To protect benefits already earned (accrued) by
retirees and current employees

. To ensure the City remains competitive in
competing with neighboring jurisdictions for
capable and effective public service employees

. To provide an opportunity for City employees to
save for and have a secure retirement

. To consider pros and cons of defined benefit vs.
defined contribution plans and to make
recommendations on the structure of future plans

. To create a fiscally sustainable plan for funding
future benefits whether earned or to be earned in
the future



Suggested Composition and Timeline

e The membership of the Commission would be determined
later by Council but could include:

— Representatives of employee groups
— Citizen representatives
— Experts in public pensions

e The Commission would present its views to City Council
Pension and Compensation Subcommittee by the Fall of 2011
for consideration in the FY 2013 budget process
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