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To: Office of the City Administrator ' :
Attn: Deborah A. Edgerly
From: Finance and Management Agency

Date: = April 24,2008

Re: Action on a Report Establishing a Trust for the Purpose of Pre-Funding Other
Post Employment Benefits (OPEB), e.g., Retiree Health care, also Known as
GASB 45 (Governmental Accounting Standards Board, Statement 45)

SUMMARY

The Finance and Management Agency presented an informational report on February 26, 2008 to
the Finance and Management Committee (Legistar 07-1041) on the City's status in meeting the
requirements under Government Accounting Standards Board (GASB) Statement No. 45-
Accounting and Financial Reporting by Employers for Post Employment Benefits Other Than
Pensions, OPEB. An example of OPEB is health care for retirees. The report illustrated the
reporting requirements and two options to address OPEB liabilities which include: 1) Maintain
the pay-as-you-go method, or 2) Establish a trust and set aside monies to prefund OPEB.

On April 8,2008, the Finance and Management Committee directed staff to provide information
on establishing a trust and monetary set-aside to prefund OPEB. This report provides preliminary
estimates needed to partially prefund OPEB.

GASB 45 does not require governments to change how they fund OPEB. The new requirements
direct governments to disclose OPEB expenses and liabilities in their annual financial
statements. The City of Oakland is required to meet GASB 45 reporting requirements in its
financial reports for the fiscal year ending June 30, 2008.

Milliman Consultants and Actuaries completed the actuarial valuation of post employment
benefits for the City of Oakland as of July 1, 2006. The actuarial valuation is a calculation of the
costs of OPEB. Per GASB guidelines, valuation results will be recalculated every two years,

FISCAL IMPACT

The Milliman report calculated the total Annual Required Contribution (ARC) at $53 million,
$49 million, and $33 million based on specific assumed interest rates. See Table 1 on page 5
of this report. Although ideally a government would meet the ARC in order to reduce its OPEB
accrued liability, governments have the option to not fund or only partially fund the ARC.
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The new GASB 45 accounting standard highlights budgetary and funding challenges for
addressing the recognized and disclosed liabilities. Given that the City of Oakland uses a pay-as-
you-go method, addressing the OPEB liabilities of prior and future years is a policy question for
the City Council. In the case of partially or fully funding OPEB, staff recommends utilizing all
city funds as the funding source. Unless the City Council adopts a set-aside plan that fully funds
the ARC, a liability will be disclosed in the financial reports beginning on June 30, 2008.

BACKGROUND
What is OPEB?

Employee’s compensation packages for active workers often include post employment benefits
other than pensions. The other post employment benefits can include healthcare and similar
benefits upon an employee’s retirement from active service.

When should governments begin to implement the new GASB 45 standards?

Governments are required to recognize and report the OPEB active employees have earned and
will receive upon retirement from active service. The implementation of GASB 45 standards
occur in three phases based on the employer’s total annual revenues. Qakland is required to
begin implementation during fiscal year 2007-2008. Therefore, the first reporting will appear in
the financial reports for the fiscal year ending June 30, 2008. -

- What are the GASB 45 requirements?

For many years, employers have been required to recognize expenses for the cost of pension
benefits as those benefits are earned by employees during their active service life. The GASB
has now extended this same requirement to OPEB. Therefore, governments are now required to
disclose these expenses and any related liabilities in their annual financial statements. It is

--— == - —important-to note that GASB 45 does not require governments-to-change-how they fund OPEB-- ———- -—

The City of Oakland, like a majority of governments, currently pays for OPEB on a pay-as-you-
go method and may continue to do so under GASB 45. The new GASB 45 accounting standard
highlights budgetary and funding challenges for addressing the OPEB liabilities.

KEY ISSUES AND IMPACTS
Actuarial Valuation Scenarios and Policy Options
The Milliman actuarial valuation presents three scenarios for the combined City obligation. A

combined summary of all three employee (sworn Fire, Police and non-sworn municipal
employees) groups is presented to illustrate the City’s full OPEB obligations. See Table 1.
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All employee groups can be seen separately in the complete actuarial report. See Attachment A.
The valuation report presents two policies:

1) Maintain the status-quo (i.e., continue the current method of pay-as-you-go)

2) Fully fund OPEB (i.e., prefund by setting-aside monies in a trust to pay for OPEB)

On April 8, 2008, the Finance and Management Committee directed staff to present a third
policy option which was not studied in the Milliman report:
3) Partially prefund OPEB (i.e., prefund by setting-aside monies less than the full ARC)

The Milliman scenarios were created by applying three interest rates to discount future benefit
payments back to the present value. The interest rates applied are 4.00%, 4.50%, and 7.75%.
Each scenario illustrates either the status quo or prefunding OPEB. The City Council’s future
decision to maintain the status quo or prefund OPEB at some level would determine a
corresponding interest rate that applies to that selection. By way of illustration, the Milliman
report analyzed the following interest rates:

e The status quo is illustrated in the 4.00% interest rate scenario, continues the pay-as-you-
go method with no prefunding of OPEB at $10.0 million per year. The 4.00% interest
rate is applled based on the expected return on the City’s operatmg funds. The ARC for
this scenario is $53 million.

¢ The 4.50% interest rate is utilized to provide a comparison and sensitivity to interest
rates. This scenario also maintains the pay-as-you go method with no prefunding of
OPEB. The 4.00% and 4.50% are within the allowed GASB range. The ARC for this
scenario is $49 million.

o Fully prefunding OPEB through a trust is 1llustrated in the 7.75% interest rate scenario,
reflecting the expected rate of return on the investments in trust. The final interest rate
used will be determined by the City and outside auditors. The ARC for this scenario is
$33 million.

T T T T Prefunding the City’sOPEB ©© T T 7T T

In order to completely reduce the liability, the City must meet its ARC. Fully funding the ARC -

means that the City funds future and accumulated OPEB costs by setting aside funds in a trust,
also known as “prefunding”. The higher the rate of return on monies in trusts, the lower the
City’s requirement to meet its OPEB liability. The table below illustrates the required
Contributions In Excess of Annual Benefit Payments (i.e., set-aside) to fully eliminate OPEB
liabilities.
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Set-aside Required To Eliminate OPEB Liability
The ARC Must Be Fully Funded*

1.75%
Annual Required Contribution (ARC) $33M
Annual Benefit Payments $10M
*Contributions in Excess of Annual Benefit
payments : $23M

Increase in Net OPEB Obligation -

Net OPEB Obligation-beginning of year -
Net OPEB Obligation-end of year -

Partially funding the OPEB would derive an interest rate midrange between the 4.00% and the
7.75%. Since Milliman did not include partial funding scenarios, a separate consultant will
analyze different levels of partial funding scenarios and the corresponding market rate of return
on that investment. Any prefundnig amount less than the ARC leaves a corresponding Net
OPEB Obligation at year end. The scenarios analyzed will be developed with the potential
prefunding levels identified by the City Council.

Funding Sources

Issuing debt to cover OPEB obligations would lock the City into long term debt for uncertain
costs that may change dramatically from one year to the next. The Government Finance Officers
Association (GFOA) has published recommended practices when considering funding sources
for OPEB. The GFOA cautions the issuance of debt to cover OPEB obligations since OPEB is
inherently and significantly volatile for several reasons. GFOA states that health-care costs and
the use of the benefits are not predictable with enough confidence given the volatility of life
expectancy and unpredictable health care cost trends. [n addition, health care benefits for
retirees can change through upcoming labor negotiations by introducing caps or employee
“participation. Furthermore, state or federal health-care policics may dramatically change the
healthcare infrastructure and benefits." '

Should the City Council determine to partially or fully fund OPEB, staff recommends to utilize
all city funds as the funding source. Utilizing all city funds to pay for OPEB would give the City
greater control in structuring annual payments to the trust that reflect the costs of OPEB. For
example, the City can more easily respond to any changes in how benefits are provided or any
cost increases compared to the debt obligation. The contribution of each fund to OPEB would be
determined by a percentage of salaries where full-time employees charge their time. This is the
method currently used for funding pensions.

! Government Finance Officers Association Recommended Practice: Need for Considerable Caution in Regard to
OPEB Bonds (2007) (COBRA and DEBT)
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Table 1.
City of Oakland (Combined Police, Fire and Municipal Employees)
GGASB 45 Valuation
Valuation Results as of July 1, 2006
Interest Rate 4.00% 4.50% 7.75%
Active employees 3,640 3,640 3,640
Retirees 2410 2410 2410
Total Participants 6,050 6,050 6,050
Actuarial Accrued Liability $524,000,000 $337,000,000 $295,000,000
Assets 0 0 Q9
Unfunded Actuarial Accrued Liability $524,000,000 $337,000,000 $295,000,000
Normal Cost at year-end $23.,000,000 $22,000,000 $10,000,000
Annual Required Contribution (GASB 45) $53,000,000 $49.000,000 $33,000,000
Annual benefit payments $10,000,000 $10,000,000 $10,000,000
Financial Statement Disclosures if Adopted for the 2006-2007 Fiscal Year
Interest Rate 4.00% 4.50% 7.75%
Determination of Annual Required Obligation
Normal Cost at year end $23,000,000 $22.000,000 $10,000,000
Amortization of UAAL 30,600,000 27.000,000 23,900,000
Annual Required Contribution (ARC), $53,000,000 $49,600,000 $33,000,000
Determination of Net OPEB Obligation
Annuval Required Contribution $53,000,000 $49,000,000 $33,000,000
Interest on prior year Net OPEB Obligation 0 0 0
Adjustment to ARC (] 0 Q
— -~ ——Annual OPEBCost——— —- - - cromss s mm 53,000,000 T~ o= 49,000,000 T 733,000,000
Benefit payments* 10,000,000 10,000,000 10,000,000
Contributions in excess of benefit payments 0 0 23,000,000
Increase in Net QPEB Obligation 43,000,000 39,000,000 0
Net OPEB Obligation — beginning of year $0 %0 $0
Net OPEB Obligation — end of year $43,000,000 $39,000,000 50

* Estimated benefit payments for 2006/07

Results shown are excerpted from the GASB 45 actuarial valuations of post-employment benefits other than pensions for the municipal, police
and fire employees of the City of OQakland. These results are dependent on the plan provisions, data and actuarial methods and assumptions
described in the full reports and should be viewed only in the context of such supporting information, All caveats, qualifications and restrictions
applicable to and described in the full reports apply to this summary.
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Credit Implications

GASB 45 is causing investors and rating agencies to question how public employers will address
the funding challenges of future OPEB benefits. City staff has discussed the potential impacts of
GASB 45 on the City’s credit with a number of members of the financial community. There
appears to be a general consensus in the financial community that the actuarially-determined
liability figures are rough estimates, at best, given the unknowns of future medical and medical
insurance costs. There is also a general understanding that it is not reasonable to expect all
government employers to be able to immediately begin funding their OPEB liabilities.

In addition, experts tend to agree that employers should not rush to issue debt in order to fund
their UAAL, as this will convert a “soft” (roughly estimated) liability into a hard liability (annual
debt service payments). Experts in the financial community recommend that public employers
take a prudent approach by beginning to fund their liabilities as soon as it is reasonable. Rating
agencies expect governments to develop plans to address the issue and ensure that benefits are
affordable to governments and also competitive and sufficient to meet the employee needs. City
staff has informally discussed plans to identify, evaluate, and potentially restructure those
benefits which drive costs.

Next Steps

In addition to analyzing different partial funding scenarios, staff will create an in-depth analysis

of the cost drivers and identify a range of potential cost saving measures. It is important to note

that CalPERS has notified the City that it currently is not releasing its data for actuarial studies

due to data integrity issues it is experiencing. Should staff have access to the proper CalPERS

data, staff plans to return to Council with an update in June 2008.

SUSTAINABLE OPPORTUNITIES

- -—-— -Fconomic:—-There are no economic opportunities identified-in with-this-informational report:- - -- ~ -+ - ~~—-
Environmental: There are no environmental impacts associated with this informational report.

Social Equity: No social equity opportunities have been identified.

DISABILITY AND SENIOR CITIZEN ACCESS

There are no ADA or senior access issues contained in this report.
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RECOMMENDATION(S) AND RATIONALE

Staff recommends that the City Council provide direction with desired partial prefunding levels
for OPEB to be included in future analysis of partial funding scenarios. Staff will proceed with
its review of cost drivers and the feasibility of potential cost savings measures in OPEB. It is
important to note that CalPERS has notified the City that it currently is not releasing its data for
actuarial studies due to data integrity issues it is experiencing. Should staff have access to the
proper CalPERS data, staff plans to return to Council with an update in June 2008.

ACTION REQUESTED OF THE CITY COUNCIL

Staff recommends that the City Council provide direction with desired partial prefunding levels
of OPEB to be mcluded in future analysis of pamal funding scenarios.

W\LL{am E. Noland
Director, Finance and Management Agency

Prepared by:
Myrna Lopez
Principal Financial Analyst

Attachments:
Actuarial Summary
Actuarial Sworn Fire
Actuarial Sworn Police
cmeree = —- Actuarial Non-sworn -City-of Qakland Mumclpal Emp]oyees R T

APPROVED AND FORWARDED
TO THE CITY COUNCIL:

Pk [ luyy

Office of the City Admuﬁstrat«{)r
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ATTACHMENT A

A MILLIMAN GLOBAL FIRM

Milliman

Consultants and Actuaries

111 SW Fifth Avenua, Suite 3700
Portland, OR 97204-3604

Tol 503 227.0634
Fan 503 227.7958

www.milliman.com

October 29, 2007

Yvonne Hudson

Manager, Retirement and Benefit
City of Oakland Retirement System
150 Frank H. Ogawa Plaza, 3rd Floor
QOakland, California 94612

City of Oakland
GASB 45 Actuarial Valuation of Post Employment Benefits as of July 1, 2006

Dear Yvonne:

Attached is an exhibit containing summarized results from the actuarial valuations of post-
employment benefits other than pensions that we prepared for the police, fire and municipal
employees of the City of Oakland. Results shown are excerpted from the separate GASB 45
actuarial valuations that we prepared for each group. These summary results are dependent on
the plan provisions, data and actuarial methods and assumptions described in our full reports and
should be viewed only in the context of such supporting information. All caveats, qualifications
and restrictions applicable to and described in our full reports apply to this summary.

If you have any questions, please give me a call at (503) 227-0634.

Christophér R. (Tiff) Wood, ASA, MAAA
Principal and Consulting Actuary

CRW:tah

enc,
Jhoak\reportsioak06cambined. doc
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City of Qakland (Combined Police, Fire and Municipal Employees)
GASB 45 Valuation Results

Valuation Results as of July 1, 2006

Interest Rate 4.00% 4.50% 7.75%
Active employees 3,640 3,640 3,640
Retirees 2410 2,410 2410
Total Participants 6,050 6,050 6,050
Actuarial Accrued Liability $524,000,000 $481,000,000 $295,000,000
Assets ' 0 0’ 0

Unfunded Actuarial Accrued Liability

$524,000,000

$481,000,000

$295,000,000

Normal Cost at year-end $23,000,000 $22,000,000 $10,000,000
Annual Required Contribution $53,000,000 $49,000,000 $33,000,000
Annual benefit payments $10,000,000 $10,000,000 $10,000,000
Financial Statement Disclosures if Adopted for the 2006-2007 Fiscal Year
Interest Rate 4.00% 4.50% 7.75%
Determination of Annual Required
Contribution
Normal Cost at year end $23,000,000 $22,000,000 $10,000,000
Amortization of UAAL 30,000,000 27,000,000 23,000,000
Annual Required Contribution (ARC) $53,000,000 $4%,000,000 $33,000,000
Determination of Net OPEB Obligation )
Annual Required Contribution $53,000,000 $49,000,000 $33,000,000
Interest on prior year Net OPEB Obligation 0 0 0
Adjustment to ARC ' 0 .0 ¢
Annual OPEB Cost 53,000,000 49,000,000 33,000,000
Benefit payments* 10,000,600 10,000,600 10,000,000
Contributions in excess of benefit payments 0 ] 23.000,000
Increase in Net OPEB Obligation 43,000,000 39,000,000 0
Net OPEB Obligation — beginning of year 30 50 50
Net OPEB Obligation —end of year $43,000,000 $39,000,000 $0

* Estimated benefit payments for 2006/07

Results shown are excerpted from our GASB 45 actuarial valuations of post-employment benefits other than pensians for
the municipal, police and fire employees of the City of Oakland. These results are dependent on the plan provisions, data
and actuarial methads and assumptions described in our full reports and should be viewed only in the context of such
supporting information, All caveats, qualifications and restrictions applicable to and described in our full reports apply

to this summary.

nvoakival2006\ws\police\CombinedSummary.xls [Combined]
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City of Oakland Fire
' GASB 45 Valuation Results

Valuation Results as of July 1, 2006

Interest Rate 4.00% 4.50% 7.75%
Active employees 448 448 448
Retirees 621 621 621
Total Participants 1,069 1,069 1,069
Actuarial Accrued Liability $118,000,000 $109,000,000 $68,000,000
Assets 0 0 0
Unfunded Actuarial Accrued Liability $118,000,000 $109,000,000 $68,000,000
Normal Cost at year-end 54,000,000 $4,000,000 $£2.000,000
Annual Required Contribution $11,000,000 $10,000,000 $7,000,000
Annual benefit payments $3,000,000 $3,000,000 $3,000,000
Financial Statement Disclosures if Adopted for the 2006-2007 Fiscal Year
Interest Rate 4.00% 4.50% 7.75%
Determination of Annual Required
Contribution
Normal Cost at year end $4,000,000 $4,000,000 $2,000,000
Amortization of UAAL 7,000,000 6,000,000 5,000,000
Annual Required Contribution (ARC) $11,000,000 -$10,000,000 $7,000,000
Determination of Net OPEB Obligation
Annual Required Contribution $11,000,000 $10,000,000 $7,000,000
Interest on prior year Net OPEB Obligation 0 0 0
Adjustment to ARC ] 9 0
Annual OPEB Cost 11,000,000 10,000,000 7,000,000
Benefit paymengs* 3,000,000 3,000,000 3,000,000
Contributions in excess of benefit payments 0 Q 4,000,000
Increase in Net OPER Ohbligation 8,000,000 7,000,000 ]
Net OPEB Obligation — beginning of year $0 80 $0
Net OPEB Obligation — end of year $8,000,000 $7,000,000 50

* Estimated benefit payments for 2006/07

Results shown are excerpted from our GASB 45 actuarial valuation of post-employment benefits other than pensions for
the International Association of Firefighters Local 55. These results are dependent on the plan provisions, data and
actuarial methods and assumptions described in our full report and should be viewed only in the context of such
supporting information. All caveats, qualifications and restrictions applicable to and described in our full report apply to

this summary.

nioakival\2008\ws\police\CombinedSummary.x!s [Fire]
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City of Oakland Police
GASB 45 Valuation Results

Valuation Results as of July 1, 2006

Interest Rate 4.00% 4.50% 7.75%
Active employees 705 705 705
Retirees 691 691 691
Total Participants 1,396 1,396 1,396
Actuarial Accrued Liability $176,000,000 $160,000,000 $96,000,000
Assets 0 0 0
Unfunded Actuarial Accrued Liability $176,000,000 $160,000,000 $96,000,000
Normal Cost at year-end $6,000,000 $6,000,000 $2,000,000
Annual Required Contribution $16,000,000 $15,000,000 $10,000,000
Annual benefit payments $3,000,000 $3,000,000 $3,000,0060
Financial Statement Disclosures i Adopted for the 2006-2007 Fiscal Year
Interest Rate 4,00% 4.50% 7.75%
Determination of Annual Required
Contribution
Normal Cost at year end $6,000,000 $6,000,000 $2,000,000
Amortization of UAAL 10,000,000 9,000,000 3.000,000
Annual Required Contribution {ARC) $16,000,000 $15,000,000 $10,000,000
Determination of Net OPEB Obligation
Aunnual Required Contribution $16,000,000 $15,000,000 $10,000,000
Interest on prior year Net OPEB Obligation 0 0 0
Adjustment to ARC 0 0 ]
Annual OPEB Cost 16,000,000 15,000,000 10,000,000
Benefit payments* 3,000,000 3,000,000 3,000,000
Contributions in excess of benefit payments 0 0 7,000,000
Increase in Net QPEB Obligation 13,000,000 12,000,000 0
. Net OPEB Obligation — beginning of year $0 $0 $0
Net OPEB Ob]iaation —end of year $13,000,000 $12,000,000 £0

* Estimated benefit payments for 2006/07

Results shown are excerpted from our GASB 45 actuarial valuation of post-employment benefits other than pensions for
the Cakland Police Officers Association. These results are dependent on the plan provisions, data and actuarial methods
and assumptions described in our full report and should be viewed only in the context of such supporting information.
Al caveats, qualifications and restrictions applicable to and described in ovr full report apply to this summary.

nloakivali2006\ws\police\CambinedSwnmary.xls [Palice)

11/1/2007 9:56 AM Page 1 of |



City of Oakland Municipal Employees
GASB 45 Valuation Results

Valuation Results as of July 1, 2006

Interest Rate 4,00% 4.50% 7.75%
Active employees 2,487 2,487 2,487
Retirees 1,098 1.058 1,098
Total Participants 3,585 3,585 3,585
Actuarial Accrued Liability $230,000,000 $212,000,000 $131,000,000
Assets 0 i 1]
Unfunded Actuarial Accrued Liability $230,000,000 $212,000,000 $131,000,000
Normal Cost at year-end $13,000,000 $12,000,000 $6,000,000
Annual Required Contribution $26,000,000 $24,000,000 $16,000,000
Annual benefit payments $4,000,000 $4,000,000 $4,000,000
Financial Statement Disclosures if Adopted for the 2006-2007 Fiscal Year
Interest Rate 4.00% 4.50% 7.75%
Determination of Annual Reguired
Contribution
Normal Cost at year end $13,000,000 $12,000,000 $6,000,000
Amortization of UAAL 13,000,000 12,000,000 10,000,000
Annual Required Contribution (ARC) $26,000,000 $24,000,000 $16,000,000
Determination of Net OPEB Obligation
Annual Required Contribution $26,000,000 $24,000,000 $16,600,000
Interest on prior year Net OPEB Obligation 0 0 0
Adjustment to ARC /] 0 0
Annual OPEB Cost 26,000,000 24,000,000 16,000,000
Benefit payments* 4,000,000 4,000,000 4,000,000
Contributions in excess of benefit payments Q 0 12,000,000
Increase in Net OPEB Obligation 22,000,000 20,000,000 0
Net OPEB Obligation — beginning of year 30 30 $0
Net QPEB Ogliﬁaticn —end of year $22,000,000 $20,000,000 10

* Estimated benefit payments for 2006/07

Results shown are excerpted from our GASB 45 actuarial valuation of post-employment benefits other then pensions for
the Municipal Employees of the City of Oakland. These results are dependent on the plan provisions, data and actuarial
methods and assumptions described in our full report and should be viewed only in the context of such supperting
information. All caveats, qualifications and restrictions applicable to and described in our full report apply to this

summary,

n:oak\wal2006vws\police\CombinedSummary.x!s [Municipal]
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A MILLIMAM GLOBAL FIRM

Milliman

Coansultants and Actuaries

111 SW Fifth Avenue, Suila 3700
Portland, OR 97204-3604

Tel 503 227.0634

Fax 5073 227.7956

www, milliman,com

QOctober 29, 2007

Yvonne Hudson

Manager, Retirement and Benefit
City of Qakland Retirement System
150 Frank H. Ogawa Plaza, 3rd Floor
Qakland, California 94612

City of Oaldand — Fire Employees
GASB 45 Actuarial Valuation of Post Employment Benefits as of July 1, 2006

Dear Yvoune:

We are pleased to enclose the above titled actuarial report for the City of Oakland. If you
have any questions, please give me a call at (503) 227-0634.

Clmstophcx R. (Tiff) Wood, ASA, MAAA
Principal and Consulting Actuary

CRW:tah

enc,
JMOAKMREPORTROAKOGFIRE_val(final).doc
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City of Oakland

GASB 45 Actuarial Valuation of
Post Employment Benefits Other than Pensions for Fire Employees
As of July 1, 2006

Prepared by:
Christopher R. (Tiff) Wood

October 29, 2007
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City of Qakland
150 Frank irl. Ogawa Plaza, 3rd Floor
Oakland, CA 94612

City of Oakland —~ Fire Employees
GASB 45 Actuarial Vatuation of Post Employment Benefits as of July I, 2006

At the request of the City of Oakland, we have completed an actuarial valuation of post
employment benefits as of July 1, 2006.

The purpose of this report is to determine the Annual Required Contribution and required financial
disclosures under the Governmental Accounting Standards Board Statement No. 45 — Accounting
and Financial Reporting by Emplovers for Postemployment Benefits Other Than Pensions
(GASB 43). Our determinations reflect the procedures and methods prescribed in GASB 45.

In preparing our report, we relied on financial information and employee data furnished to us by the
City of Oakland and CalPERS. While Milliman has not audited the financial and census data,
they have been reviewed for reasonableness and are, in our opinion, sufficient and reliable for the
purposes of our calculations. If any of this information as summarized in this report is inaccurate
or incomplete, the results shown could be materially affected and this report may need to be
revised.

The actuarial cost method and assumptions used as well as the supporting data and principal plan
provisions upon which the valuation is based are set forth in the following report. The assumptions
and cost method were selected to satisfy CalPERS’ required assumptions and methods for funding
agency OPEB liabilities through CalPERS newly established OPEB trust. In our opinion, all
assumptions and methods used in this valuatio are reasonable for this purpose and fall within a
best estimate range of assumptions. The values provided in this report are estimates only. They
represent results if actual experience exactly matches the assumptions used. Actual experience
will likely differ and continued monitoring of experience should be performed and adjustments
made to the assumptions as necessary. The actuarial computations under GASB 45 are for
purposes of fulfilling employer accounting requirements. The calculations reported herein have
been made on a basis consistent with our understanding of GASB 45. Determinations for
purposes other than meeting employer financial accounting requirements may be significantly

OFFICES IN PRINGIPAL CITIES WORLGWIDE
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City of Oakland
October 29, 2007
Page 2

dilferent fromn the results reported herein. Reliance on information contained in this report by
anyone for anything other than the intended purposc puts the relying entity at risk of being
misled.

This report has been prepared for use by the City of Oakland for the purposes described herein.
Accordingly, this report may not be distributed to any third party outside the City without
Milliman’s written consent unless public disclosure is required by law. If distribution of the
report is made outside the City, the report must be provided in its entirety. This report is a
complex, technical analysis that assumes a high level of knowledge concerning the City of .
Oakland's operations, and uses the City of Oakland's data, which Milliman has not audited. Any
third party recipient of Milliman's work product who desires professional guidance should not
rely upon Milliman's work product, but should engage qualified professionals for advice
appropriate to its own specific needs.

On the basis of the foregoing, we hereby certify that, to the best of our knowledge and belief, the
report is complete and accurate and has been prepared in accordance with generally recognized and
accepted actuarial principles and practices which are consistent with the applicable Actuarial
Standards of Practice of the American Academy of Actuaries. The undersigned is a member of the
American Academy of Actuaries and meets the Qualification Standards of the American
Academy of Actuaries to render the actuarial opinion contained herein.

Sincerely,

Christopher R. (Tiff) Wood, ASA, MAAA
Principal and Consulting Actuary

CRW:tah
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SECTION I. MANAGEMENT SUMMARY

Introduction

Milliman, Inc. ("Milliman™) has been rctained by the City of Oakland (“the City”}) to provide a
GASB 45 actuarial vatuation of its post employment benefit (OPEB) plans. This valuation covers
Fire employces and retirees.  The valuations of Police & Civilian employees are shown in separate
reports, In our valuation we:

s  Project expected benefit payouts

e Calculate the present value of total benefits

o Calculate the actuarial accrued liability {present value of benefits attributable to past
service) in accordance with the actuarial cost method described in this report

o Determine the Annual Required Contribution (ARC) and annual OPEB expense under
GASB Statement No. 45

e Prepare the financial statement disclosures relating (o the funded status of the plan

Background

Retirees are eligible for retiree health benefits if they meet.certain requirements relating to age and
service. The retirce health benefits are described in labor agreements between the City of Oakland
and the Internationai Association’of Firefighters Local 55 and in City resolutions, as provided to
Milliman. Appendix A provides a detailed summary of benefits. '

Assumptions

With any valuation of future benefits, assumptions of anticipated future events are required. If actual
events differ from the assumptions made, the actual cost of the plan will vary as well. The following
assumptions should be reviewed for appropriateness.

Discount Rare. GASB 45 requires that the interest rate used to discount future benefit payments back
to the present be based on the expected rate of return on any investments set aside to pay for these
benefits. If no funds are set astde for this purpose, the discount rate would be based on the expected
return on the City's operating funds. If the annual OPEB cost is set aside in a separate, irrevocable
trust cach year, the discount rate would be based on the expected return on investments held in the
trust. For this valuation, we have used a discount rate of 4.09% based on a conservative investment
policy for the City’s operating funds. For comparison purposes, we have also shown certain resulls
using a 4.5% discount rate in order to indicate the sensitivity of results to this assumption and
because rates have increased somewhat over the past 12 months. The City has indicated that it may
fund its GASB OPEB liabilities by contributing to a trust established by CalPERS for this purpose.
As a result, we have also shown valuation results using a discount rate of 7.75% based on the
expected return on funds invested by CalPERS. However, a higher or lower discount rate may
ultimately be more appropriate depending on the fundlng and investment policies the City establishes
for its GASB 45 liabilities.

City of Oakland GASB 45 Actuarial Valuation as of July 1, 2006 |
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SECTION 1. MANAGEMENT SUMMARY

Health Cost Trend. We have assumed health costs will increase 9% in the first year (from the 2007
premium year to the 2008 premium year), 8% the next yvear, and grading down 1% per year, to 5%
per year after the fourth year.

Demographic Rates, We are using the same rates as the California Public Employees Retirement
System (PERS) in their actuarial valuations of retirement benefits under a 3% @@ 50 formula for Fire
employees.

A complete summary of the actuarial assumptions is presented in Appendix B.

Selection/Approval of Actuarial Assumptions

An actuarial valuation of post-employment benefits includes estimates of uncertain future events. We
have developed a set of economic and demagraphic actuarial assumptions to anticipate future plan
experience.  In our opinion, these assumptions fall within a best estimate range of future plan
experience. Ultimately, the City and its auditor must select/approve the set of actuarial assumptions
used in reporting liabilities on its financial statements.

Results of Study
The valuation results are summarized in the following exhibit and use the following terms:

The Present Value of Benefits is the present value of projected benefits discounted at the valuation
interest rate. '

The Actuarial Accrued Liability (AAL) is the present value of benefits that are attributed to past
service only. The portion attributed to future employee service is excluded. For retirees, this is
equal to the present value of benefits. For active employees, the actuarvial present value of the
projected benefits of each individual is allocated as a level percentage of expected salary for each
year of employment between entry age (defined as age at hire) and assumed exit (until maximum
retirement age). The portion attributed to service between entry age and the valuation date is the
actuarial accrued liability.

The Normal Cost is that portion of the City provided benefit attributable to employee service in the
current year. ‘

The Annual Required Contribution (ARC) is equal to the Normal Cost plus an amount to amortize
the unfunded AAL over a period of 10 to 30 years. This is the amount the City would be required to
report as an expense each year under GASB 45 assuming the amount is fully funded. Note, the ARC
represents an accounting expense, but the City is not required to contribute the ARC to a separate
trust, If the City dees not sct aside funds equal to the ARC each year, then the Annual OPEB
Expense (less actual benefit payments) will accumulate as a liability (Net OPEB Obligation) on the
City’s balance sheet.

]
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SECTION I. MANAGEMENT SUMMARY

July 1, 2006

Participants

Active employees 448

Retirees 621

Total 1,069
Valuation Interest Rate : 4.00%
Present Value of Benefits $ 175,578,760
Actuarial Accrued Liability $ 118,173,488
Assets Q0
Unfunded Actuarial Accrued Liability $ 118,173,488
Normal Cost {(End of Year) $ 4,486,617
Annual Required Contribution (ARC) $ 11,063,299
Covered Payroll - n/a
ARC as % of Payroll . n/a

Expected Annual Benefit Payments (2006-2007) $ 2,680,299

Variability of Results

The results contained in this report represent our best estimates. However, variation from these or
any other estimates of future retiree medical costs is not only possible but probable. Actuat furure
costs may vary significantly from estimates in this report.

Valuation results are particularly sensitive to the assumptions used to project future health plan cost
increases (medicat inflation trend) and to discount projected benefits to the present (discount rate).
While Exhibits 1 through 3 show the valuation results based on the discount rate of 4.00%, Exhibit 6
shows a comparison aof valuation results based on best estimate assumptions and on alternate
discount rates.

i

City af Qakland GASE 45 Actiarial Valuation as of July 1, 2006
This work product was prepared selely for the City of Qakland for the purposes described hereis and may not be appropriate 1o use
for other purposes. Milliman does not intend 1o benefit and ussumes no duty or Hability to other parties who receive this work,



SECTION II. EXHIBITS

Exhibit 1. Projecefed Retirees and Benefit Payments

The table below illustrates the projected pay-as-you-go City costs of providing retiree health benefits,
The projections only consider the closed group of existing employees and retirees and is based on the
current labor agreements.

Fiscal Year Current Future
Year Ending 6/30 Retirees Retirees ' Total
] 2007 $ 2,629,344 $ 50,955 § 2,680.299
2 2008 2,843,432 130,019 ©2,973,451
3 2009 3,053,299 232,478 3,283,777
4 2010 . 3,255,716 355,116 3,610,832
5 2011 3.457.225 481,948 3,939,173
6 2012 3.637.935 631,351 4,269.286
7 2013 3,830,339 787,215 4,617,554
8 2014 3.978,327 960,036 4.938.363
9 2013 4,118,483 1L171,577 5,290,060
10 2016 4,212,016 1,386,184 5,598,200
11 2017 4,296,277 1,625,789 5,922.066
12 2018 4.358,339 1,892.463 6,250.802
13 2019 4,392,185 2,177,061 6.569.246
14 2020 4,417,438 2,515,230 0,932.668
k5 2021 4,437,415 2,875,484 7.312.899
16 2022 4.422.307 3,246,092 7.668.399
17 2023 4,411,353 3.617.844 8.029.374
18 ‘ 2024 4,382,206 4,013,341 8.393.547
19 2025 4,315,710 4,483,925 8.799.635
20 2026 4,246,808 4,955,346 9,200,154
City of Oakland GASB 45 Actuarial Valuation as of July 1, 2006 4

This work product was prepared solely for the City of Oukland for the purposes described herein and may not be approprinte o use
for other purposes. Milliman does not intend to benefit and assumes no duty or liahility to other parties who reeeive this work,



SECTION I1. EXHIBITS

Exhibit 2. Liabilitics and Normal Cost

The Present Value of Benefits is the actuarial present vatue of benefits expected to be paid for all
retirees and covered employees.

The Actuarial Accrued Liability (AAL) is the present value of benefits that are attributed to past
service only. The portion attributed to future employee service is excluded. For retirees, this is
equal to the present value of benefits. For active employees. the actuarial present value of the
projected benefits of each individual is allocated as a level percentage of expected salary for each
vear of employment between entry age (defined as age at hire) and assumed exit (until maximum
retirement age). The portion attributed to service between entry age and the valuation date is the
actuarial accrued liability.

The Normal Cost is the actuarial present value of benefits attributed to one year of service. The
Entry Age Normal cost method as described n Appendix A was used 10 determine the normal cost in
this valuation. Since retirees are not accruing any more service, their normal cost is zero.

July 1, 2000

Present Value of Benefirs

Active employees $101,944,157

Retirees 73.634.603

Total $175,578,760
Actuariad Accrued Linbility

Active employees $ 44,538.885

Retirees 73.634.603

Total $ 118,173,488
Normal Cost (End of Year} - $ 4.486.617

(%]
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SECTION I1. EXHIBITS

Exhibit 3. Unfunded Actuarial Accrued Liability

The Unfunded Actuarial Accrued Liability (UAAL) is the actuarial Lability offset by any assets
set aside to provide retiree health benefits. This is equal to the value of the retiree health benefits
accrued to date that has not been funded. The UAAL must be amortized over a period of 10 to 30
years and included in the ARC amount (shown in Exhibit 4) each vear. For illustrative purposes, we
have calculated the amortization of UAAL as a level percemtage of payroll over 20 years. This
means the amortization amount would be expected to increase at approximately the same rate as
payroll increases each vear. We have assumed the City’s payroll will increase 3.25% per year for
this purpose.

July 1, 2006

Unfunded Actuarial Accrued Liability (U4AL)

Actuarial Accrued Liability $118,173,488
Assets 0
Unfunded Actuarial Accrued Liability $118.173.488
Funded percentage 0.00%
Amortization of UAAL for ARC
UAAL $118,173,488
Amaortization Peried 20 years
Level % of Payroll Amortization Factor 18.6873
Amortization Amount — July 1, 2006 $ 6,323,733
[nterest to'June 30, 2007 h) 252,949
Amortization Amount — June 30, 2007 $ 6,576,682
City of Quakland GASB 45 Actuarial Valuation as of July 1, 2006 6
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SECTION 1. EXHIBITS

Exhibit 4. Required Financial Statement Disclosures

The foflowing table shows the calculation of the Annual Required Contribution and Net OPEB
Obligation if the City were to adopt GASB 45 for the 2006-2007 fiscal year. The City must adopt
GASB 45 no later than the 2007-2008 fiscal year.

For the Fiscal Year Ending

June 30, 2007 June 30, 2006
Determination of Annual Required Obligation
Nermal Cost at fiscal year end $ 4.486.617 hY n/a
Amortization of UAAL 6.570.682 n/a
Annual Required Contribution (ARC) $ 11.063.299 $ " nla
Determination of Net OPEB Obligation
Annual Required Contribution $ 11,063,299 . $ n/a
Interest on prior year Net OPEB Obligation 0 n/a
Adjustment to ARC 0 n/a
Annual OPEB Cost 11,063,299 n/a
Contributions made * 2.680.299 n/a
Increase in Net OPEB Obligation $ 8.383,000 3 wa
Net OPEB Obligation — beginning of year 3 0 hY n/a
Net OPEB Obligation — end of year $ 8.383.000 $ n/a

= For iltustration purposes. we have shown conmributions 10 be equal 1o expected benefit payvinents during
the 2006-07 fiscal yvear. GASB 43 defines contributions for this purpose 10 be aciual benefit paments
during the vear and contribuiions made to a separate, irrevocable trust.

The following table shows the annual OPEB cost and net OPEDB obligation for the prior 3 years.

Percentage of

Fiscal Annuaf OPEB Cost Net OPEB
Year Ended OPEB Cost Contributed Obligation
06/30/2005 n/a n/a ia
06/30/2006 n/a n/a n/a
06/30/2007 $11.063,299 24.2% $8.383,000

Funded Status and Funding Progress. As of July 1, 20006, the most recent actuarial valuation date,
the plan was zero percent funded. The actuarial accrued liability for benefits was $118.2 million, and
the actuarial value of assets was zero, resulting in an unfunded accrued liability of $118.2 million.
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SECTION I1. EXHIBITS

Exhibit 5. Required Supplementary Information

The following table shows a schedule of Funding Progress required under GASB 45 if the City were
adopt GASB 45 for the 2006-2007 fiscal year. The City must adopt GASB 45 by the 2007-2008

fiscal year,

Actuarial Actuarial UAAL as
Valuation Vilue of AAL Funded Covered a % of
Duate Assets Entry Age UAAL Ratio Payroll Cov. Payroll
07/01/2004 na n/a n/a n/a n/a n/a
07/01/2005 na n/a n/a n/a n/a n/a
07/01/2006 50 $118.173,488  §$118,173,488 0.0% /a nfa
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SECTION II. EXHIBITS

Exhibit 6. Valuation Results — Alternate Discount Rafes

The following exhibit shows the results of the valuation based on alternative discount rates of 4.0%,
4,5% and 7.75%. The discount rate is used to calculate the present value of expected future benefit
payments. The fower the discount rated used. the higher the present value will be. GASB 45 requires
that the discount rate be refiective of the assets used to pay benefits. For unfunded OPEB liabilities,
the rate would be the expected return on the City’s general funds. For funded OPERB liabilities {ARC
set aside in a separate trust each ycar). the discount rate would be the expected return on assets
invested in such a trust. A higher expected return and discount rate would result a much lower OPEB
liability and ARC for the City. To illustrate the effect of alternative discount rates on labilities and
costs, the following table shows a comparison of valuation results based on discount rates of 4.0%
and 4.5% both for no advanced funding, and 7.75% (funding through contributions to CalPERS

trust):
4.00% ' 4.50% 7.75%

Actuarial Accrued Liability $ 118,173,488 $ 108,893,495 $ 68.268.460
Assets Q 0 0
Unfunded Actuariat Accrued Liability $ 118,173,488 $ 108,893,495 $ 68,268,460
Amaortization Period 20 Years 20 Years 20 Yeais
Level % of Payroll Amortization Factor 18.6873 17.8824 13.7430
Amartization Amount — July 1, 2006 $  6.323.733 $ 6,089,423 $  4,967.508
Interest to June 30, 2007 3 252,949 i) 274,024 $ 384,982
Amortization Amount — June 30, 2007 ¥ 06,576,682 $ 6,363,447 $  5.352,490
Narmal Cost at End of Year ¥ 4,486,617 $  3.919.957 $ 1,723.277
Annual Required Contribution (ARC) $ 11,063.299 $ 10,283.404 $  7.075.767
ARC as a % of Payroll n/a n/a n/a
Expected Benefit Payment 5 2,680.299 $ 2,680,299 $ 2,680,299
Required Amount Funded to Trust $  8.383.000 $ 7.603.103 §  4.395468
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SECTION 1I1. APPENDICES

Appendix A. Summary of Benefits

The following description of retiree health benefits is intended to be only a brief summary. For
details, reference should be made to Summary Plan Descriptions, Plan Documents. and employee
hoaklets.

Eligibility
Retirees are eligible if they:

e vetired divectly from the City ot Qakland;
e are vested in CalPERS: and
o retired on or after age 50, with 10 years of service with the City of Qakland Fire Department.

In addition, retirees receiving a disability or industrial disability retirement benefit from CalPERS are
eligible.

Benefits

Uniformed Fire retirees are eligible to receive coverage under CalPERS medical plans for life.
Surviving spouses of retirces are also covered if the retiree elects a CalPERS pension benefit payable
for the life of the survivor. Dependents may be covered under the imedical plan so long as the eligible
retiree or spouse Is alive,

The City pays CalPERS a fixed amount per month based on the level of coverage elected by the retiree
or surviving spouse. The retiree or surviving spouse is responsible for the remainder of the medical
premium. The City contribution rates for 2007 are as follows: '

Leve! of Coverage Fire Contribution
One-party $223.06
Two-party 434.90
Multi-party 564.14

Annual increases to the fixed Fire Contribution amounts above are determined to be.5% of the
following calendar year’s 2nd highest monthly premium among all available “Bay Area” plans, for the
given [evel of coverage.

Widows or widowers of uniformed ofTicers killed in the line of duty have their full medical premiums
paid for by the City for life. Other widows or widowers are eligible for medical coverage if they are
eligible for an immediate CalPERS pension.

City of Ouklund GASB 45 Actuarial Valuation uy of July 1, 2006 10
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SECTION III. APPENDICES

Appendix A, Summary of Benefits (continued)

Health Plan Premiums

The following table shows monthly retiree health insurance premiums for the 2007 premium year for
coverage under the CalPERS Health Plan for the Bay Area:

Montfly Premium Rates — 2007

Single 2-Puarty
Under 63 Over 65 Under 65 Over 65
Plans
Blue Shield HMO $484.21 $318.935 $068.42 $637.90
Katser Permanente 43117 289.68 862.34 579.36
PERSCare 769.50 371.68 1,539.00 74336
PERSChoice 435.18 34175 910.36 683.50

Since the CalPERS Health Plan is a community rated health plan, we have not included in our
valuation the value of any implicit rate subsidy for retirees whose premium rates are the same as
active employees.
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SECTION II1. APPENDICES

Appendix B, Actuarial Cost Mcthod and Assumptions

Actuarial Methods

A fundamental principle in financing the liabilities of a retirement program is that the cost of its
benefits should be related to when those benelits are earned, rather than to when they are paid, There
are a number of methods for making such a determination.

The actuarial cost method used to calculate the funding requirements of the Plan is called the
Individual Entry Age Normal cost method, with normal cost expressed as a level percentage of
covered Compensation.

Under this cost method. the normai cost is the sum of the individual normal costs for atl participants.
This method allocates the actuarial present value of projected benefits over the service of each active
participant from date of entry into the Plan until the assumed date of exit from the Plan, as a level
percentage of the projected salary, This level percentage is referred to as the normal cost rate. It is
calculated by dividing the actuarial present value of projected benefits at entry age by the actuarial
present value of the projected salary at entry age. Multiplying the normal cost rate by the projected
salary for the current year yields the normal cost for that year. The normal cost cquals $0 for inactive
participants.

The actuarial liability is the sum of the individual actuarial liabilities for all participants. The
individual actuarial liability equals the actuarial present value of all projected future benefits less the
actuarial present value of all future normal costs, where both of these present values are calculated as
of the valuation date.

The unfunded liability equals the total actuarial lability less the actuarial value of plan assets.

In deterntining the Annual Required Contribution, we have amortized the Unfunded AAL as a level
percentage of expected payroll over 20 years. Other amortization methods are permitted under
GASB 45. The actuarial assumptions are summarized below,

Valuation Date

July 1, 2006 -

Economic Assumptions

Discount Rate Unfunded: 4.00%
Funded: 7.75%

Annual Benefit Increases City contributions for a given level of coverage are assumed
to increase annually in the amount of 5% of the applicable
2nd highest applicable coverage premium for the coming year.
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SECTION III. APPENDICES

Appendix B. Actuarial Cost Mcthod and Assumptions (continued)

Economic Assumptions {cont’d)

Salary Increases 3.25% per year growth in overall payroll for purposes of
amortizing unfunded liability.

For purposes of calculating entry age normal costs, merit
salary increases are applied for individual members according
to assumptions rates used by CalPERS in its actuarial
valuation of retirement benefits. '

For Fire officers. assumed merit salary increases are based on
an entry age of 3(.

Health Cost Trend Actual premium rate increases through 2007, Premiums are
assumed to increase from 2007 to 2008, 8% the next year and
grading down 1% per year ta 3% per year thereafter,

Demographic Assumptions

Demographic assumptions regarding retirement, withdrawal, disability, and mortality are based on
statistics taken from reports for California PERS for Fire employees with 3% @ 507 benefit
formula. Below is a summary of the assumed rates for retirement, withdrawal, disability, and
mortality. '

Service Retirement Sample probabilities of retirement within one year are shown
below for selected ages and service.

14 Years of 25 Yéars of
Age Service Service
50 3.41% 6.79%
35 12.65% 25.16%
56 12.10% 24.07%
57 10.10% 20.10%
58 11.84% 23.54%
59 _ 10.02% - 19.93%
60 100.00% 100.00%
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SECTION II1. APPENDICES

Appendix B. Actuarial Cost Method and Assumptions (continued)

Demographic Assuniptions (cont’d)

Withdrawal Probabilities of terminating vary depending on the years of
service of the employee. Sample probabilities are as
follows:

Years of Service Ruates
0 ' 9.47%
3 3.23%
5 2.37%
10 0.90%
15 0.79%
20 0.69%
Disability Sample probabilities of becoming eligible for a PERS

disability benefit due to different causes within one year are
shown below for selected ages:

Industrial Non-Industrial
Ape Reluated Related
25 0.10% 0.01%
30 0.2i% 0.01%
35 03i% 0.01%
40 0.41% 0.01%
45 0.51% 0.02%
50 0.62% 0.05%
Mortality Sample probabilities of active employees becoming deceased

due to different causes within one year are shown below for
selected ages:

Tadustrial Non-Industrial Relarted
Reluated '
Age Unisex Mule Female
25 0.01% 0.03% 0.01%
30 0.01% 0.04% 0.02%
35 0.01% 0.03% 0.03%
40 0.02% (.08% 0.05%
45 0.02% Q.11% 0.07%
50 0.02% 0.16% 0.10%
Cite of Oukiand GASB 45 Actuarial Valuation us of July 1, 2006 14
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SECTION III. APPENDICES

Appendix B. Actuarial Cost Mcthod and Assumptions (continued)

Other Assumpiions

Marital Status 67% of retirees are assumed 1o retire with a covered spouse.
Spouse Age Female spouses are assumed to be two years younger than

male spouses.

Eurollment Election Upon Retirement
Pre-65 75% of retirees elect coverage.
Post 65 100% of retirees elect coverage.
- The City’s current reimbursement program will provide enough to caover health premium for the most

expensive plan in the future. There will be incentives to migrate to higher costing plans. Thus, we
assumed the following percentage of retirees will elect the medical plan listed in the table below:

Pre-65 Post 65
Plans
Blue Shield HMO 25% 25%
Kaiser Permanente 35% 35%
PERSCare 25% 23%
PERSChoice 15% 15%

Probability of Spouse/Dependent Coverage

The probability of spouse/dependent coverage is based on current retiree enroilment and is summarized
in the following table:

{Pre-635) {Pre-635)
Retiree Enrallment
w/out Spouse Spouse Enrollment
Retiree Only 4% Retiree + Spouse 50%
Retiree + 1 Child 4% Retiree + Family 50%
Retiree + Children 2%
City of Oaklund GASB 45 Actuarial Valuation as of July 1, 2006 . 15
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SECTION IIl. APPENDICES

Appendix C. Summary of Participant Data

The lollowing census of participants was used in the actuarial valuation and provided by the City of
Qakland. The data was collected as of January 2007.

Covered Active Employees

Toral

Age Muales Females Total
Under 25 2 0 2
25-29 40 2 42
30 - 34 65 8 73
3539 68 10 78
40 - 44 77 12 89
15-49 58 3 6l
S0-354 64 2 66
35-59 29 2 31
60 - 64 6 0 6
65 - 69 ] ] 0
70 & Over _ 0 _0 _ 0
Total 409 39 448

Current Retirees
Toral

Age Muales Females Total
Under 55 23 18 41
55-59 86 5 ot
60— 64 114 7 121
65 -69 49 6 35
- 70 =74 30 19 69
7579 51 18 69
80— 84 39 36 85
85 & Over 33 vy _80
Total 485 136 621

City of Qukland GASB 45 Acmarial Valuation as of July 1, 2006 16
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City of Qakland — Police Employees
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At the request of the City of Oakland, we have completed an actuarial valuation of post
employment benefits as of July [, 2006.

The purpaose of this report is to determine the Annual Required Contribution and required financial
disclosures under the Governmental Accounting Standards Board Statement No. 45 — Accounting
and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions
(GASB 45). Our determinations reflect the procedures and methods prescribed in GASB 435.

In preparing our report, we relied on financial information and employee data furnished to us by the
City of Oakland and CalPERS. While Milliman has not audited the financial and census data,
they have been reviewed for reasonableness and are, in our opinion, sufficient and reliable for the
purposes of our calculations. IMany of this information as summarized in this report is inaccurate
or incomplete, the results shown could be materially affected and this report may need to be
revised.

The actuarial cost method and assumpltions used as well as the supporting data and principal plan
provisions upon which the valuation is based are set forth in the following report, The assumptions
and cost method were selected to satisfy CalPERS® required assumptions and methods for funding
agency OPEB liabilities through CalPERS newly established OPEB trust. In our opinion, all
assumptions and methods used in this valuation are reasonable for this purpose and fall within a
best estimate range of assumptions. The values provided in this report are estimates only. They
represent results if actual expertence exactly matches the assumptions used. Actual experience
will likely differ and continued monitoring of experience should be performed and adjustments
made to the assumptions as nccessary. The actuarial computations under GASB 45 are for
purposes of fulfilling employer accounting requirements. The calculations reported hervein have
been made on a basis consistent with our understanding of GASB 45. Determinations for
purposes other than meeting employer financial accounting requirements may be significantly
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different from the results reported herein. Reliance on information contained in this report by
anyone for anything other than the intended purpose puts the relying entity at risk of being
misled.

This report has been prepared for use by the City of Oakland for the purposes described herein.
Accordingly, this report may not be distributed to any third party -outside the City without
Milliman’s written consent unless public disclosure is required by law. If distribution of the
report is made outside the City, the report must be provided in its entirety. This report is a
complex, technical analysis that assumes a high level of knowledge concerning the City of
Oakland's operations, and uses the City of Oakland's data, which Milliman has not audited. Any
third party recipient of Milliman's work product who desires professional guidance should not
rely upon Milliman's work product, but should engage qualified professionals for advice
appropriate to its own specific needs.

On the basis of the foregoing, we hereby certify that, to the best of our knowledge and belief, the
report is complete and accurate and has been prepared in accordance with generally recognized and
accepted acluarial principles and practices which are consistent with the applicable Actuarial
Standards of Practice of the American Academy of Actuaries. The undersigned is a member of the
American Academy of Actuaries and meets the Qualification Standards of the American
Academy of Actuaries to render the actuarial opinion contained herein.

Sincerely,

Christopher R. (Tiff) Wood, ASA, MAAA
Principal and Consulting Actuary

CRW:tah
JHOAK\REPORTS'OAROOPOLICE wal(finat).doc
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SECTION [. MANAGEMENT SUMMARY

Introduction

Milliman, Inc. ("Milliman™) has been retained by the City of Oakland (“the City™) to provide a
GASB 45 actuarial valuation of its post employment benefit (OPEB) plans. This valuation covers
Police employees and retirees. The valuation of Fire & Civilian employees is shown in a separate
report. In our valuation we: '

o Project expected benefit payouts

o Calculate the present value of total benefits

o Calculate the actuarial accrued lLability (present value of benefits attributable to past
service) in accordance with the actuarial cost method described in this report

o Determine the Annual Required Contribution (ARC) and anmual OPEB expense under
GASB Statement No. 45

e Prepare the financial statement disclosures relating to the funded status of the plan

Background

Retirees are eligible for retiree health benefits if they meet certain requirements relating (o age and
service. The retiree health benefits are described in labor agreements between the City of Oakland
and the Oakland Police Officers® Association, and in City resolutions as provided to Milliman.
Appendix A provides a detailed summary of benefits,

Assumptions

With any valuation of future benefits, assumptions of anticipated future events are required. If aciual
events differ from the assumptions made, the actual cost of the plan will vary as well. The following
assumptions should be reviewed for appropriateness.

Discount Rate. GASB 45 requires that the interest rate used to discount future benefit payments back
to the present be based on the expected rate of return on any investments set aside to pay f{or these
benefits. If no funds are set aside for this purpose, the discount rate would be based on the expected
return on the City’s operating funds. [f the annual OPEB cost is set aside in a separate, irrevocable
trust each year, the discount rate would be based on the expected return on investments held in the
trust. For this valuation, we have used a discount rate of 4.0% based on a conservative investment
policy for the City’s operating funds. For comparison purpases, we have also shown certain results
using a 4.5% discount rate in order to indicate the sensitivity of results to this assumption and
because rates have increased somewhat over the past 12 months., The City has indicated that it may
fund its GASB OPEB liabtlities by contributing to a trust established by CalPERS for this purpose.
As a result, we have also shown valuation results using a discount rate of 7.75% based on the
expected return on funds invested by CalPERS. However, a higher or lower discount rate may
ultimately be more appropriate depending on the funding and investiment policies the City establishes
for its GASB 45 liabilities.

Ciry of Oaklund GASB 43 Actwarial Valuation as af July 1, 2006 |
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SECTION I. MANAGEMENT SUMMARY

Health Cost Trend. We have assumed health costs will increase 9% in the first year (from the 2007
premium year to the 2008 premium year), 8% the next year, and grading down [% per year, to 5%
per year after the fourth year. )

Demographic Rates. We are using the same rates as the California Public Employees Retirement
System (PERS) in their actuarial valuations of retirement benefits under a 3% @ 50 formula for
police employees.

A complete summary of the actuarial assumptions is presented in Appendix B.

Selection/Approval of Actuarial Assumptions

An actuarial valuation of post-employment benefits includes estimates of uncertain future events. We
have developed a set of economic and demaographic actuarial assumptions to anticipate future plan
experience. In our opinion, these assumptions fall within a best estimate range of future plan
experience. Ultimately, the City and its auditor must select/approve the set of actuarial assumptions
used in reporting liabilities on its financial statements.

Results of Study

1

The valuation results are summarized in the following exhibit and use the following terms:

The Present Value of Benefits is the present value of projected benefits discounted at the valuation
interest rate.

The Actuarial Accrued Liability (AAL) is the present value of benefits that are attributed to past
service only. The portion attributed to future employee service is excluded. For retirees, this is
equal to the present value of benefits. For active employees, the actuarial present value of the
projected benefits of each individual is allocated as a level percentage of expected salary for each
year of employment between entry age (defined as age at hire) and assumed exit (until maximum
retirement age). The portion attributed to service between entry age and the valuation date is the
actuarial accrued liability.

The Normal Cost is that portion of the City provided benefit atiributable to employee service in the
current year.

The Annual Required Contribution (ARC) is equal 1o the Normal Cost plus an amount to amortize
the uirfunded AAL over a period of 10 to 30 years: This is the amount the City would be required to
report as an expense each year under GASB 45. If the City elects not to fund the ARC, a minor
adjustment must be made to the ARC to determine the expense each year. Note, the ARC represents
an accounling expense, but the City is not required to contribute the ARC to a separate trust. If the

City of Qaklind GASB 435 Actuarial Valuation as of July 1, 2006 2
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SECTION I. MANAGEMENT SUMMARY

City does not set aside funds equal to the ARC each year, then the Anpual OPEB Expense (less
actual benefit payments) will accumulate as a lability (Net OPER Obligation) on the City’s balance
sheet.

July 1, 2006

Participants

Active employees ' 705

Retirees 69

Total 1,396
Valuation Interest Rate 4.00%
Present Value of Benetits $257.168.349
Actuarial Accrued Liability $ 175,544,756
Assets — 0
Unfunded Actuarial Accrued Liability $ 175,544,756
Normal Cost $ 6,170,578
Annual Required Contribution (ARC) $ 16,186,933
Expected Annual Benefit Payments (2006-2007) § 3.467.5398

Variability of Results

The results contained in this report represent our best estimates. However, variation from these or
any other estimates of future retiree medical costs is not only possible but probable. Actual future
costs may vary significantly from estimates in this report. '

Valuation results are particularly sensitive to the assumptions used to project future health plan cost
increases (medical inflation trend) and to discount projected benefits to the present {discount rate).
While Exhibits 1 through 5 show the valuation results based on the discount rate of 4.00%, Exhibit 6
shows a comparison of valuation results based on best estimate assumptions and on alternate
discount rates.

(V]
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SECTION II. EXHIBITS

Exhibit 1. Projected Retirees and Benefit Payments

The table below illustrates the projected pay-as-you-go City costs of providing retiree health benefits.
The projections only consider the closed group of existing employees and retirees and is based on the
current labor agreemennts. :

Fiscal Year Current Future
Year Ending 6/30 Retirees Retirees Toral
| 2007 $ 3,394,487 § 72,911 $ 3,467,598
2 2008 3,684,205 144,590 3,828,795
3 2009 3,987.556 223,869 4211425
4 2010 4,311,653 : 317,527 4,629,180
3 2011 4,644,134 392.600 5,036,734
6 2012 4,976,071 464.218 _ 5,440,289
7 2013 5.338,665 523,686 5,862,351
8 2014 5,699,121 567,744 0.2606,865
9 2015 6,083,783 601.907 6,685,690
10 2016 6.517.204 629,802 7.147.006
I 2017 6.987,465 648,685 7.636,150
12 2018 7,508,200 648,540 8.156.740
13 2019 7,974,922 667,951 8.642.873 .
14 2020 8,441,792 632,887 9,074,679
15 2021 8.967.833 622,462 9,590,295
16 2022 9,577,794 579,432 10,157,226
17 2023 10,216,805 551,113 10,767,918
18 2024 10,886,864 533,701 11,420,565
19 2025 11,592,343 534,995 12,127,338
20 2026 12,318,009 541,859 12,859,868
City af Qaldand GASE 43 Actuarial Valuation as of July 1, 2006 4
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SECTION 1. EXHIBITS

Exhibit 2. Liabilities and Normal Cost

The Present Value of Benefits is the actuarial present value of benefits expected to be paid for all
retirees and covered employees.

The Actuarial Accrued Liability (AAL) is the present value of benefits that are attributed to past
service only. The portion attributed to future employee service is excluded. For retirees, this is
equal to the present value of benefits. For active employees, the actuarial present value of the
projected benefits of each individual is allocated as a level percentage of expected salary for each
year of employment between entry age (defined as age at hire} and assumed exit (until maximum
retivement age). The portion attributed to.service between entry age and the valuation date is the
actuarial accrued liability.

The Normal Cost is the actuarial present value of benefits attributed to one year of service. The
Entry Age Normal cost method as described in Appendix A was used to determine the normal cost in
this valuation. Since retirees are not accruing any more service, their normal cost is zero.

July 1, 2006

Present Value of Benefits

Active employees $ 149,801,810
Retirees 107.366.539
Total $257,168.349

Actaarial Accried Liability
Active emplovees $ 68,178,217
Retirees : ~ _107.366.539
Tatal $ 175,544,756

Nermal Cost (E}rd of Year) £ 6.417.401

City of Oakland GASB 45 Actuarial Valuaiion us‘qf'.lu{r I, 2006 5
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SECTION II. EXHIBITS

Exhibit 3. Unfunded Actuarial Accrued Liability

The Unfunded Actuarial Accrued Liability (UAAL) is the actuarial hability offset by any assets
set aside to provide retiree health benefits. This is equal to the value of the retiree health benetits
acerued to date that has not been funded. The UAAL must be amortized over a period of 10 to 30
years and included in the ARC amount (shown in Exhibit 4) each year. For illustrative purposes, we
have calculated the amortization of UAAL as a level percentage of payroll over 20 years. This
means the amortization amount would be expected to increase at approximately the same rate as
payroll increases each year., We have assumed the City's payroll will increase 3.25% per vear for
this purpose.

July I, 2006

Unfunded Actuearial Accrued Liability (UAAL)

Actuarial Accrued Liability $ 175,544,756
Assets ; 0
Unfunded Actuarial Accrued Liability 173,544,756
Funded percentage 0.00%

Amortization of UAAL for ARC

UAAL $ 175,544,756
Amortization Period 20 years
Level % of Payroll Amortization Factor 18.6873
Amortization Amount —July 1, 2006 $  9.393,800
Interest to lune 30, 2007 $ 373,752
Amaortization Amount — June 30, 2007 $  9.769,552
City of Qakland GASB 45 Actuarial Valuation as of July 1, 2006 6
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SECTION I1. EXHIBITS

Exhibit 4. Required Financial Statement Disclosures

The following table shows the calculation of the Annual Required Contribution and Net OPEB
Obtligation if the City were to adopt GASB 45 for the 2006-2007 fiscal year. The City must adopt
GASB 45 no later than the 2007-2008 fiscal year.

For the Fiscal Year Ending

June 30, 2007 June 30, 2006
Determination of Annual Required Obligation
Normal Cost at fiscal year end - 6417401 h) nfa
Amortization of UAAL - 9.769.552 n/a
Annual Required Contribution (ARC) $ 16,186,953 $ n/a
Determination of Net OPEB Obligation '
Annual Required Contribution £ 16,186,853 b n/a
Interest on prior year Net OPEB Obligation 0 n/a
Adjustment to ARC 0 n/a
Annual OPEB Cost 16,186,953 n/a
Contributions made * 3.467.398 n/a
Increase in Net OPEB Obligation 12,719.555 n/a
Net OPEB Obligation — beginning of year $ 0 b n/a
Net OPEB Obligation — end of year $ 12,719,555 $ n/a

* For iliustration purposes, we have shown contributions to be equal 10 expected benefit pavments during the
2006-07 fiscal year. GASB 43 defines contributions for this purpose jo be actual benefit payments during
the year and contributions made 10 a separate, irrevocable trust.

The following table shows the annual OPEB cost and net OPEB obligation for the prior 3 years.

Percentage of

Fiscal Annual OPEB Cost Ner OPEB
Year Ended OPEB Cost Contribured Obligation
06/30/2005 n/a n/a n/a
06/30/2006 n/a n/a n/a
06/30/2007 516,186,953 21.4% $12,719,555

Funded Status and Funding Progress. Asof July 1, 2000, the most recent actuarial valuation date,
the plan was zero percent funded. The actuarial accrued lability for benefits was $175.5 million, and
the actuarial value of assets was zero. resulting in an unfunded accrued liability of $175.5 million.

City of Oukland GASB 45 Acinarial Valuation as of July 1, 2006 ) 7
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SECTION II, EXHIBITS

Exhibit 5. Required Supplementary Information

The following table shows a schedule of Funding Progress required under GASB 45 if the City were
to adopt GASB 45 for the 2006-2007 fiscal year. The City must adopt GASB 45 by the 2007-2008

fiscal year.
Actuirial Actuarial UAAL as
Valuation Value of AAL Funded Caovered a % of
Date Assels Entry Age UdAL Ratio: Payroll  Cov. Payroll
07/01/2004 n/a n/a n/a n/a n/a nfa
07/01/2005 nfa n/a ‘ n/a nfa n/a n/a
07/01/2006 $0 $175.544.756  $175.544,756 0.0% n/a n/a

City of Oukland GASB 43 Actuariel Valuation as of July 1, 2006
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SECTION II. EXHIBITS

Exhibit 6. Valuation Results — Alternate Discount Rates

The following exhibit shows the results of the valuation based on alternative discount rates of 4.0%,
4.5% and 7.73%. The discount rate is used to calculate the present value of expected future benefit
payments. The lower the discount rated used, the higher the present value will be. GASB 45 requires
that the discount rate be reflective of the assets used to pay benefits. For unfunded OPEB liabilities,
the rate would be the expected return on the City’s general funds. For funded OPEB liabilities (ARC
set aside in a separate trust each year), the discount rate would be the expected return on assets
invested in suclt a trust. A higher expected return and discount rate would result a much lower OPEB
liability and ARC for the City. To illustrate the effect of alternative discount rates on liabilities and
costs, the following table shows a comparison of valuation results based on discount rates of 4.0%
and 4.5% both for no advanced funding. and 7.75% (funding through contributions to CalPERS

trust):

4.00% 4.50% 7.75%
Actuarial Accrued Liability $ 175,544,756 $160.221,008 $ 95,565,365
Assets L 0 0 0
Unfunded Actuarial Accrued Liability $ 175,544,756 $ 160,221,008 $ 95,565,565
Amortization Period 20 Years 20 Years 20 Years
Level % of Payroll Amortization Factor 18.6873 17.8824 13,7430
Amortization Amount — July 1, 2006 $ 9,393,800 $  8.959.704 $ 6,953,763
Interest to June 30, 2007 $ 375,752 h) 403,187 % 538,917
Amaortization Amount — June 30, 2007 § 9,769,552 $ 9,362,891 $ 7492680
Normal Cost at End of Year § 6,417,401 - § 5,5608.148 $ 2,353,024
Annual Required Contribution (ARC) $ 16,186,953 $ 14,931,038 $ 9.845,704
ARC as a % of Payroll n/a n/a n/a
Expected Benefit Payment $ 3,467.398 $ 3,467,398 $ 3,467,398
Required Amount Funded to Trust n/a n/a $  7.309.657
City of Caklund GASB 45 Actuariol Valuation as ef July I, 2046 9
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SEcTION III. APPENDICES

Appendix A. Summary of Benefits

The following description of retiree health benefits is intended to be only a brief summary. For
details, reference should be made to Summary Plan Descriptions, Plan Documents, and employee
booklets.

Eligibility
Retirees are eligible if they:

o retired directly from the City of Qakland;
e arc vested in CalPERS; and
s retired on or after age 50, with 10 years of service with the City of Qakland Police Department.

In addition, retirees receiving a disability or industrial disability retirement benefit from CalPERS are
eligible.

Benefits

Uniformed police and fire retirees are eligible to receive coverage under CalPERS medical plans for
life. Surviving spouses of retirees are also covered if the retiree elects a CalPERS pension benefit-
pavable for the life of the survivor. Dependents may be covered under the medical plan so long as the
eligible retiree or spouse is alive.

The City pays CalPERS a fixed amount per month based on the level of coverage elected by the retiree
or surviving spouse. The retiree or surviving spouse is responsible for the remainder of the medical
premium. The City contribution rates for 2007 are as follows:

.

Level of Coverage Police Contribution
One-party $185.97
Two-party 370.99
Multi-party 483.75

Annual increases to the fixed Police Contribution amounts above are determined to be 3% of the
following calendar year’s Kaiser monthly premium for the given level of coverage.

The City does not provide for any dental or vision benefits for its uniformed retirees, other than those
benefits described under “Retention Plans™ below:. -

Widows or widowers of uniformed officers killed in the line of duty have their full medical premiums
paid for by the City for life. Other widows or widowers are eligible for medical coverage if they are
eligible for an immediate CalPERS pension.

City of Qukland GASB 45 Actuarial Valuation as of July 1, 2006 10
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SECTION [I1. APPENDICES

Appendix A. Summary of Benefits {(continued)

Retention Plans

Certain long-service police officers are eligible for additional retiree medical benefits. The Retention
Plan (also known as-Retention 1) applies to officers who had at least 21 years of service as of June 30,
1996. Enrollment and benefit amounts were fixed as of June 30, 1996. The chart below outlines the
amnual benefit amounts for retirees and survivors:

Years of Service

as of 6/30/96 Annual Retiree Benefit Annual Survivor Benefit
25+ $7.000 $4.665
24 33,000 £1.500
23 $2.500 $1.250
22 $2,000 $1.000
21 $1.500 $750

The above amounts may only be used to cover costs of post-retirement emplavee benefit programs such
as medical, dental, or disability coverage. The above amounts are fixed for all future years, and are in
addition to [hje regular police officer reimbursement amounts shown above. Alt employees, retirees and
survivors are eligible to receive these benefits for life. If an officer is terminated for cause then he/she
is not cligible.

The Retention [1 program benefits are as follows:

a) Eligible employees, upon retirement, and depending on number of service vears at retirement, will
receive 60-100% of the difference in the cost of the Bay Area Kaiser medical premium for the
covereage level selected (e.g. 2-party), minus the dollar amount contributed by the City directly to
PERS on behalf of the retiree. The henefit rate schedule is:

2\ years: 60%
22 years: 70%
23 years: 80%
24 years: 00%
25+ years: 100%

b} Eligible employees. upon retirement and depending on number of service years at retirement, will
receive the same 60-100% of the premium cost of dental coverage.

[Eurcliment in the program expived on June 30, 2001. However, people who become vested during the
fife of the program receive the benefit for life once they retire. Surviving spouses are covered for life
following the retiree’s death.

City af Oakland GASB 435 Actuarial Valuation as of July {, 2006 i1
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SECTION ITI. APPENDICES

Appendix A. Summary of Benefits (continued)

Health Plan Preminimns

The following table shows monthly retiree health insurance premiums for the 2007 premium year for
coverage under the CalPERS Health Plan for the Bay Area:

Monthly Premium Rates — 2007

Single 2-Party
Non- Medicare Non- Medicare
Medicure Eligible Medicare Eligible
Plans .
Blue Shield HMO $484.21 $318.95 $968.42 $637.90
Kaiser Permanente 431.17 289.68 862.34 ; 579.36
PERSCare , 769.50 371.68 1.539.00 743 .36
PERSChoice 45518 341.75 910.36 683.50

Since the CalPERS Health Plan is a community rated health plan, we have not inclhwded in our

valuation the value of any implicit rate subsidy for retirees whose premium rates are the same as
active employees.

City of Qukland GASB 43 Actuarial Valwation as af July 1, 2006 .
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SECTION III. APPENDICES

Appendix B. Actuarial Cost Method and Assumptions

Actuarial Methods

A fundamental principle in financing the liabilities of a retirement program is that the cost of its
benefits should be related 10 when thase benelits are earned, rather than to when they are paid. There
are a number of methods for making such a determination.

The actuarial cost method used to calculate the funding requirements of the Plan is called the
Individual Entry Age Normal cost method, with normal cost expressed as a level percentage of
covered Compensation.

Under this cost method, the normal cost is the sum of the individual normal costs for alf participants.
This method allocates the actuarial present value of projected benefits over the service of each active
participant from date of entry into the Plan until the assumed date of exit from the Plan, as a level
percentage of the projected salary. This level percentage is referred to as the normal cost rate. It is
caleulated by dividing the actuarial present value of projected benefits at entry age by the actuarial
present vatue of the projected salary at entry age. Multiplying the normal cost rate by the projected
salary for the current year yields the normal cost for that year. The normal cost equals $0 for inactive
participants.

The actuarial liability is the sum of the individual actuarial liabilities for all participants. The
individual actuarial liability equals the actuarial present value of all projected future benefits less the
actuarial present value of all future normal costs, where both of these present values are calculated as
of the valuation date.

The unfunded liability equals the total actuarial liability less the actuarial value of plan assets.

In determining the Annual Required Contribution, we have amortized the Unfunded AAL as a level
percentage of expected payroll over 20 years, Other amortization methods are permitted under
GASB 45, The actuarial assumptions are summarized below.

Valuation Date

July 1, 2006

Economic Assumptions

Discount Rate Unfunded: 4.00%
Funded: 7.75%

Annual Benefit Increases City contributions for a given level of coverage are assumed
to increase annually tn the amount of 5% of the applicable
Kaiser monthly premium for the coming year,

Retention [ reimbursements are assumed to remain level.

City of Oukland GASB 45 Actuarial Valuation ax of July 1, 2006 13
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SECTION IEL. APPENDICES

Appendix B. Actuarial Cost Method and Assumptions (continued)

Economic Assumptions (cont’d)

Salary Increases 3.25% per year growth in overall payroll for purposes of
amortizing unfunded liability.

For purposes of calculating entry age normal costs. merit
satary increases are applied for individual members according
to assumptions rates wsed by CalPERS in its actuarial
valuation of retirement benefits.

For police officers, assumed merit salary increases are based
on an entry age of 30, '

Health Cost Trend Actual premium rate increases through 2007. Premiums are
assumed to a 9% increase from 2007 to 2008, 8% the next
year, and going down 1% per vear 1o 5% per vear.

Demographic Assumptions

Demographic assumptions regarding mortality, retirement and withdrawal are based on statistics
taken from reports for California PERS for Police employces with “3% @ 50.7 Below is a summary
of the assumed rates for retirement. withdrawal, and disability.

Service Retirement Sample probabitities of retirement benefit within one year are
shown below for selected age and services:

10 Years of 25 Years of
Age Service Service
50 4.35% * 12.08%
55 8.98% 24.97%
56 0.87% 19.10%
57 8.03% 22.32%
58 7.91% 21.98%
59 8.20% 22.79%
60 100.00%% 100.00%
Cinv of Oaklund GASB 45 Actuarial Valuation us of July 1, 2006 14
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SECTION [If. APPENDICES

Appendix B. Actaarial Cost Method and Assumptions (continued)

Demographic Assumptions (cont’d)

Withdrawal Probabilities. of terminating vary depending on the years of
service of the employee. Sample probabilities are as follows:

Years of Service Rutes
0 12.99%
3 3.31%
5 2.97%
10 2.13%
15 1.29%
20 0.97%
Disability \ Sample probabilities of Dbecoming eligible for a PERS

disability benefit due to different causes within one year are
shown below for selected ages:

Industrial Non-Tndustrial
Age Related Related
25 0.28% 0.01%
30 0.56% 0.02%
35 0.84% 0.03%
40 1.12% 0.04%
45 1.405% 0.05%
50 1.67% 0.08%
Mortality Sample probabilities of active emplovees becoming deceased

due to different causes within one year are shown below for
selected ages:

Industrial Non-Industrial Related
Related

Age Univex Mule Female
25 0.01% 0.03% 0.01%
30 0.01% 0.04% 0.02%
33 0.01% 0.05% 0.03%
40 (.02% 0.08% 0.05%
45 0.02% 0.11% 0.07%
530 0.02% 0.16% 0.10%

Ciry of Oakland GASB 45 Actuarial Valuation as of July 1, 2006 15
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SECTION II1. APPENDICES

Appendix B. Actuarial Cost Mcthod and Assumptions (cont’d)

Martial Assumptions

Marital Status 67% of retirees are assumed to retire with a covered spouse.
Spouse Age Female spouses are assumed to be two years vounger than

male spouses.

Enrollment Election Upon Retirement

Pre-65 75% of retirees elect coverage, 100% for those eligible for
retention programs.

- Post 65 100% of retirees elect coverage.

Probability of Spouse/Dependent Coverage

The probability of spouse/dependent coverage is based on current retiree enrollment and is summarized
in the following table:

{(Pre-63) . (Pre-65)
Retiree Enrollment
w/out Spoise Spouse Enrollment
Retiree Only 80% Retiree + Spouse 40%
Retiree + 1 Child % Retiree + Family 60%
Retiree + Children 13%
City of Qukiand GASB 45 Actuwarial Valnation as of July 1, 2006 16
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SECTION I11. APPENDICES

Appendix C. Summary of Participant Data

The following census of participants was used in the actuarial valuation and provided by the City of
Oakland. The data was collected as of January 2007,

Covered Active Employees

Toral
Age Muales Females Total
Under 25 Il 3 14
25-29 32 7 59
30-34 129 23 [52
35-39 151 22 173
40 — 44 141 17 158 -
45 - 49 83 3 88
50~ 54 39 3 42
55-359. i2 0 12
00 — 64 5 0 3
05 —-69 2 0 2
70 & Over 0 0 _ 0
Total 625 80 705
Current Retirees
Total
Age Males Femuales Total
Under 55 126 33 159
55-159 110 12 122
60 — 64 118 8 126
05— 69 52 3 55
7074 29 15 44
75-79 3l ] 46
80 -84 40 26 66
85 & Over 37 26 73
Total 343 148 691
City of Qakland GASB 45 Actwarvial Valuation as of July 1, 2006 17
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City of Oakland
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City of Oakland — Municipal Employees
GASB 45 Actuarial Valuation of Poyt Employment Benefits as of July 1, 2006

At the request of the City of Oakland, we have completed an actuarial valuation of post
employment benefits as of July 1, 2006. '

The purpose of this report is to determine the Annual Required Contribution and required financial
disclosures under the Governmental Accounting Standards Board Statement No. 45 — Accounting
and Financial Reporting by Emplovers for Postemplovment Benefits Other Than Pensions
(GASB 45). Our determinations reflect the procedures and methods prescribed in GASB 45.

In preparing our report. we relied on financial information and employee data furnished to us by the
City of Qakland and CalPERS. While Milliman has not audited the financial and census data,
they have been reviewed for reasonableness and are, in our opinion, sufficient and reliable for the
purpases of cur calculations. If any of this information as summarized in this report is inaccurate
or incomplete, the results shown could be materially affected and this report may need to be
revised.

The actuarial cost method and assumptions used as well as the supporting data and principal plan
provisions upon which the valuation is based are set forth in the following report. The assumptions
and cost method were selected to satisfy CalPERS’ required assumptions and methods for funding
agency OPEB liabilities through CalPERS newly established OPEB trust. In our opinion, all
assumptions and methods used in this valuation are reasonable for this purpose and fall within a
best estimate range of assumptions. The values provided in this report are estimates only. They
represent results if actual experience exactly matches the assumptions used. Actual experience
witl likely differ and continued monitoring of experience should be performed and adjustments
made to the assumptions as necessary. The actuarial computations under GASB 45 are for
purposes of fulfilling employer accounting requircments. The calculations reported herein have
been made on a basis consistent with our understanding of GASB 45. Determinations for
purposes other than meeting employer financial accounting requirements may be significantly
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different from the results reported hercin. Reliance on information contamed in this report by
anyone for anything other than the intended purpose puts the relying entity at risk of being
misled.

This report has been prepared for use by the City of Oakland for the purposes described herein.
Accordingly, this report may not be distributed to any third party outside the City without
Milliman’s written consent unless public disclosure is required by law. [f distribution of the
report is made outside the City, the report must be provided in its entirety. This report is a
complex, technical analysis that assumes a high level of knowledge concerning the City of
Oakland's operations, and uses the City of Qakland's data, which Milliman has not audited. Any
third party recipient of Milliman's work product who desires professional guidance should not
rely upon Milliman's work product, but should engage qualified professionals for advice
appropriate to its own specific needs.

On the basis of the foregoing, we hereby certify that, to the best of our knowledge and belief, the
report is complete and accurate and has been prepared in accordance with generally recognized and
accepted actuarial principles and practices which are consistent with the applicable Actuarial
Standards of Practice of the American Academy of Actuartes.” The undersigned is a member of the
American Academy of Actuaries and meets the Qualification Standards of the American
Academy of Actuaries to render the actuarial opinion contained herein.

\

Sincerely,

Chiristopher R. (Tiff) Wood, ASA, MAAA
Principal and Consuiting Actuary

CRW
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SECTION [. MANAGEMENT SUMMARY

Iutroduction

Milliman, Inc. (“Milliman™) has been retained by the City of Oakland (“the City™) to provide a
GASB 45 actuarial valuation of its post employment benefit (OPEB) plans. This valuation covers
Municipal employees and retirees. The valuations of Police & Fire employees are shawn in separate
reports. i our valuation we:

e Project expected benefit payouts

o Calculate the present value of total benefits

o Calculate the actuarial the actuarial accrued Hability (present value of benefits attributable
to past service) in accordance with the actuarial cost method described in this report

o Determine the Annual Required Contribution (ARC) and annual OPEB expense under
GASB Statement No. 45 _

o Prepare the financial statement disclosures relating to the funded status of the plan

Background

Retirees are eligible for retiree health benefits if they meet certain requirements relating to age and
service. The retiree health benefits are described in the labor agreements between the City of
Qakland and Local 790 and Local 21. as provided by the City, Appendix A provides a detailed
summary of benefits.

Assumptions

With any valuation of future benefits, assumptions of anticipated future events are required. If actual
events differ from the assumptions made, the actual cost of the plan will vary as well. The following
assumptions should be reviewed for appropriateness.

Discount Rare. GASB 45 requires that the interest rate used to discount future benetit payments back
to the present be based on the expected rate of return on any investments set aside to pay for these
benefits. If no funds are set aside for this purpose, the discount rate would be based on the expected
return on the City’s operating funds. If the annual OPEB cost is set aside in a separate, irrevocable
trust each year, the discount rate would be based on the expected return on investments held in the
trust. For this valuation, we have used a discount rate of 4.0% based on a conservative investment
policy for the City's operating funds. For comparison purposes, we have also shown certain results
using a 4.5% discount rate in order to indicate the sensitivity of results to this assumption and
because rates have increased somewhat over the past 12 months. The City has indicated that it inay
fund its GASB OPEB liabilities by contributing to a trust established by CalPERS for this purpose.
As a result, we have also shown valuation results using a.discount rate of 7.75% based on the
expected return on funds invested by CalPERS. However, a higher or lower discount rate may
ultimately be more appropriate depending on the funding and investment policies the City ultimately
establishes for its GASB 45 liabilities.

City of Qakland GASB 43 Actuarial Valuation as of July 1, 2006 (Municipal Employees) I
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SECTION I. MANAGEMENT SUMMARY

Health Cost Trend. We have assumed health costs will increase 9% in the first vear (from the 2007
premium vear to the 2008 premium year), 8% the next year, and grading down 1% per year, to 5%
per year after the fourth year.

Demograplic Rates. 'We are using the same rates as the California Public Employees Retirement
System (PERS) in their actuarial valuations of retirement benefits under a 2.7% 0 55 formula for
miscellaneous employees.

A complete summary of the actuarial assumptions is presented in Appendix B.
Selection/Approval of Acruarial Assumprions

An actuarial valuation of post-employment benefits includes estimates of uncertain future events. We
have develaped a set of economic and demographic actuarial assumptions to anticipate future plan
experience.  In our opinion. these assumptions fall within a best estimate range of future plan
experience. Ultimately, the City and its auditor must select/approve the set of actuarial assumptions
used in reporting liabilities on its financial statements.

Results of Study
The valuation results are summarized in the following exhibit and use the following terms:

The Present Value of Benefits is the present value of projecied benefits discounted at the valuation
interest rate.

The Actuarial Accrucd Liability (AAL}) is the present value of benefits that are attributed to past
service only. The portion attributed to future employee service is excluded. For retirees, this is
equal to the present value of benefits. For active employees, the actuarial present valuc of the
projected benefits of each individual is allocated as a level percentage of expected salary for each
year of employment between entry age (defined as age at hire) and assumed cxit {until maximum
retirement age). The portion attributed to service between entry age and the valuation date is the
actuarial acerued hability.

The Normal Cost is that portion of the City provided benefit attributable to employee service in the
current year.

The Annual Required Contribution (ARC) is the amount the City would be required to report as
an expense for the 2007-2008 fiscal year under GASB 45. The ARC is equal to the Narmal Cast
plus an amount to amortize the unfunded AAL over a period of 10 to 30 years. Note, the ARC
represents an accounting expense, but the City is not required to contribute the ARC to a separate
trust, It the City does not set aside funds equal to the ARC each year, then the ARC (less actual
benefit payments) will accumulate as a Hability (Net OPEB Obligation) on the City’s balance sheet.

Citv of Qalland GASB 45 Actuarial Valuation as of July 1, 2006 (Municipal Emplovees) 2
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SECTION I. MANAGEMENT SUMMARY

July 1, 2006

Participants
Active employees 2,487
Retirees 1.098
Total A _ 3,585
Valuation interest Rate 4.00%
Present Value of Benefits : $371.083.343
Actuarial Accrued Liability $230,113,295
Assels 0
- Unfunded Actuanal Accrued Liability $230,113,295
Normal Cost (End of Year) $ 13,153,281
Annual Required Contribution (ARC) § 25,959,724
Covered Payroll n/a
ARC as % of Payroll n/a
Expected Annual Benefit Payments {2006-2007) $ 4,091.468

Variability of Results

The results contained in this report represent our best estimates. However, variation from these or
any other estimates of future retiree medical costs is not only possible but probable. Actual future
costs may vary significantly from estimates in this report.

Valuation results are particularly sensitive to the assumptions used to project future health plan cost
increases (medical inflation trend) and to discount projected benefits to the present {discount rate).
While Exhibits 1 through 5 show the valuation results based on a discount rate of 4.00%, Exhibit 6
shows a comparison of valuation results based on best estimate assumptions and on alternate
discount rates.
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SECTION II. EXHIBITS

Exhibit 1. Projected Benefit Payments

The table below illustrates the projected pay-as-you-go City costs of providing retiree health benefits.
The projections only consider the closed group of existing employees and retirees and is based on the
current labor agreements,

Fiscal Year Current Furture
Year Ending 6/30 Retirees Retirees Total
1 2007 $ 3.845.761 ¥ 245,707 $4.091.468
2 2008 4,046,877 650,164 4,677,041
3 2006 4,201,804 1,091,366 5,293,370
4 2010 4,345,791 1,625,112 5,968,903
3 2011 4,468,144 2,177,720 0,645,864
6 2012 4,581,304 2819514 - 7,400,818
7 . 2013 4,684,136 3,542,530 8.226,666
8 2014 4774110 4.297.810 9,071,920
9 2015 4,842,974 5,101,732 9.944.706
10 . 2016 4.909.103 5,947,983 - 10,857,086
11 2017 4.976,233 6.877,332 11,853,565
12 2018 5.029.331 7,825.302 12,854,633
13 2019 5,070,117 8,768,100 13,838.217
14 2020 5.104,893 9.734,044 14,838 937
i5 2021 , 5,130,072 10,768,582 15,898,654
16 2022 5,152,990 11,840,700 16.993,690
17 ) 2023 5,151,747 12,959,503 18,111,250
18 2024 5,128,674 13,958,720 19,087,394
19 2025 5,108,415 15,023,741 20,132,154
20 2026 5,074,797 16.093.356 _ 21,168,153
City af Oukland GASB 45 Actuariad Valuation as of July 1, 20006 (Municipal Employees) 4

This work product was prepared solcly (or the City of Oukland for the purposes deseribed herein and may not be appropriate 1o wse for
other purposes. Mitliman does not intend 1o benefit and assumes no duty or liahthity 1o other parties who receive this work,



SECTION I1. EXHIBITS

Exhibit 2, Liabilities and Normal Cost

The Present Value of Benefits is the actuarial present value of benefits expected to be paid for all
retirees and covered employees.

The Actuarial Accrued Liability (AAL) is the present value of benefits that are attributed to past
service only. The portion attributed to future employee service is excluded. For retirees, this is
equal to the present value of benefits. For active employees, the actuarial present value of the
projected benelits of each individual is allocated as a level percentage of expected salary for each
vear of employment betwceen entry age (defined as age at hire) and assumed exit (until maximum
retirement age). The portion attributed to service between entry age and the valuation date is the
actuarial accrued liability.

The Normal Cost is the actuarial present value of benefits attributed to one year of service. The
Entry Age Normal cost imethod as described in Appendix A was used to determine the normal cost in
this valuation. Since retirees are not accruing any more service, their normal cost is zero.

July 1, 2006

Present Value of Benefirs

Active emplovees T 281,948,287
Retirees 89.135.056
Total ' $ 371,083,343
Actuarial Accrued Li(rf)f!f{p i .
Active employees : § 140,978,239
Retirees — 89.135.036
Total $ 230,113,295
Normal Cost (End of Year) $ 13,153,281
City of Qakland GASB 45 Actwarial Valuation as of July 1, 2006 (Municipal Employees) 5
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SECTION TI. EXHIBITS

Exhibit 3. Unfunded Actuarial Accrued Liability

The Unfunded Actuarial Aceruned Liability (UAAL) is the actuarial liability offset by any assets
sct-aside to provide retiree health benefits. This is equal 1o the value of the retiree health benefits
accrued to date that has not been funded. The UAAL must be amortized over a period of 10 to 30
years and included in the ARC amount (shown in Exhibit 4) each year. For illustrative purposes. we
have calculated the amortization of UAAL as a level percentage of payroll over 20 years. This
means the amaortization amount would be expected increase at the same rate as payroll increases each
year. We have assumed the City’s payroll will increase 3.25% per year for this purpose.

July 1, 2000

Unfunded Actuarial Liability (UAAL)

Actuarial Accrued Liability $230,113.295
Assets ) 0
Unfunded Actuarial Accrued Liability $2530,113,293
Funded percentage ' 0.00%

Amartization of UAAL for ARC

UAAL $230,113,295
Amortization Period 20 years
Level % of Payroll Amortization Factor 18.6873
Amortization Amount =July |, 2006 $ 12,313.887
Interest to June 30, 2007 $ 492,553
Amaortization Amount — June 30, 2007 $ 12.806.442
City of Oakland GASB 45 Actwarial Valuation as of July 1, 2006 (Municipal Employees) 6
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SECTION II. EXHIBITS

Exhibit 4. Required Financial Statement Disclosures

The following table shows the calculation of the Annual Required Contribution and Net OPEB
Obligation if the City were to adopt GASB 45 for the 2006-2007 fiscal year. The City must adopt
GASDB 45 no later than the 2007-2008 fiscal year.

For the Fiscal Year Ending

June 30, 2007 . June 30, 20006

Determination of Annual Required Obligation
Normal Cost at fiscal year end §$ 13,153,281 b n/a
Amortization of UAAL 12.806.442 n/a
Annual Required Contribution {ARC) $ 25959724 h) n/a

Determination of Net OPEB Obligation
Annual Required Contribution $ 25,959.724 $ n/a

Interest on prior year Net OPEB Obligation 0 n/a
Adjustment to ARC 0 n/a
Annual OPEB Cost 25.959.724 n/a
Contributions made * 4.091.468 n/a
Increase in Net OPEB Obligation 21,868,256 n/a
Net OPEB Obligation — beginning of year h) 0 3 n/a
Net OPEB Obligation — end of year $ 21,868.256 $ nfa

* For illustration purposes, we have shown contributions 1o be equal 1o expected benefit payvirents during
the 2006-0G7 fiscal vear. GASB 43 defines contributions for this purpose to be actual benefit pavments
during the vear and contribuiions made 10 a separate, Irrevocable trusr,

The following table shows the annual OPEB cost and net OPEB obligation for the prior 3 years.

Percentage of

Fiscal Annual OPERB Cost Ner OPEB
Year Ended OPEB Cost Comributed Obligation
06/30/2005 n/a n/a n/a
06/30/2006 n/a n/a n/a
06/30/2007 $25,959,724 15.8% 321,868,256

Funded Status and Funding Progress. As of July 1, 2006, the most recent actuarial valuation date,
the plan was zero percent funded. The actuarial accrued liability for benefits was $230.1 million, and
the actuarial value of assets was zero, resulting in an unfunded accrued liability of $230.1 million.
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SECTION Il. EXHIBITS

Exhibit 5. Required Supplementary Information

The following table shows a schedule of Funding Progress required under GASB 45 if the City were
to adopt GASB 435 for the 2006-2007 fiscal year. The City must adopt GASB 45 by the 2007-2008
fiscal year.

Actuarial Actuarial UAdAL as
Vafuation Valie of AAL Funded Covered % of
Dare Assets Entry Age UAAL Ratio Payroll — Cov. Payroll
07/01/2004 n/a n/a n/a n/a n/a n/a
07/01/2005 nfa n/a n/a n/a n/a n/a
07/01/2006 $0 $230,113.295  $230,113,295 0.0% n/a nfa
City of Oukland GASB 45 Actuarial Vabuation as of July 1, 2006 (Municipal Emplayees) 8
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SECTION I1. EXHIBITS

Exhibit 6. Valuation Results — Alternate Discount Rates

The following exhibit shows the results of the valuation based on alternative discount rates of 4.0%,
4.3% and 7.75%. The discount rate is used to calculate the present value of expected future benefit
pavments. The lower the discount rated used, the higher the present value will be. GASB 45 requires
that the discount rate be reflective of the assets used to pay benefits. For unfunded OPEB liabilities,
the rate would be the expected return on the City’s general funds. For funded OPERB liabilities (ARC
set aside in a separate trust each year), the discount rate would be the expected return on assets
invested in such a trust. A higher expected return and discount rate would result a much tower OPEB
liability and ARC for the City. To illustrate the effect of alternative discount rates on liabilities and
costs, the following table shows a comparison of valuation results based on discount rates of 4.0%
and 4.5% both tor no advanced funding, and 7.75% (funding through contributions to CalPERS

-trust):

Actuarial Accrued Liability
Assets
Unfunded Actuarial Accrued Liability

Amortization Period

Level % of Payroll Amortization Factor

Amortization Amount —July 1, 2006
[nterest to June 30, 2007
Amortization Amount — June 30, 2007

Normal Cost at End of Year
Annual Required Contribution (ARC)
ARC as % of Payroll

Expected Benefit Payment
Required Amount Funded to Trust

4.00% 4.50% 7.75%
$ 230,113,295 $ 211.900,913 § 130,636,673
0 0 0
$ 230,113,293 $ 211900915 $ 130.636,673
20 Years 20 Years 20 Years
18.6873 17.8824 C13.7430
$ 12,313,887 § 11,849,691 $ 9,505,688
b 492 553 $ 533.236 $ 736,691
$ 12,800,442 $ 12,382,927 F 10.242.379
$ 13,153,281 5 11,659,772 $ 5617722
$ 25,959,724 $ 24,042,698 $ 15,860,079
n/a n/a n/a
$  4.091.468 $ 4,091,468 "% 4.091.468
$ 21.868.236 $ 19.951,230 $ 11,768,611

City of OQakland GASB 45 Actiwarial Valuation as of July 1, 2006 (Municipal Employees)
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APPENDICES

Appendix A. Summary of Benefits

The following description of retiree health benefits is intended to be only a brief summary. For
details. reference should be made to Summary Plan Descriptions, Plan Documents, and employee
booklets.

Eligibility
Retirees are eligible if they:

o retired directly from the City of Oakland (within 120 days of termination of employment): and
o are vested in CalPERS; and
o retired on or after age 50, with 10 years of service with the City of Qakland.

In addition, retirees receiving a disability or industrial disability retivement benefit from CalPERS are
eligible, '

Benefits

Municipal retirees are eligible to receive coverage under CaiPERS medical plans for life. Surviving
spouses of retirees are also covered if the retiree elects a CalPERS pension benefit payable for the life
of the survivor. Dependents may be covered under the medical plan so long as the eligible retiree or
spouse is alive.

The City covers the co-payment mandated by CalPERS for providing health coverage. The mandated
monthly co-payment is determined using the following schedule:

Calendar Year Monthly Co-paviment
2005 48.40
2006 64.60
. 2007 80.80
2008 97.00

In addition 1o the mandated co-payment, Municipal employees with at least 10 years of service with the
City who retire from aclive service after age 50 on or after January 1, 1987 receive an additional
reimbursement of up to $425.40 per month for coverage of the retiree and one dependent, The
reimbursement and co-payment combined cannot exceed the CalPERS medical premium.

Widows or widowers of pre-retirement decedents are generally eligible for medical coverage if they are
eligible for an inunediate CalPERS annuity, Widows or widowers are further eligible for the
retimbursement if the decedent had reached.age 50 and [0 years of service.

Eligible retirees may decline medical coverage at any point and resume coverage at the annual open
enrollment period. A small number of retirees made a one-time election in 1989 to receive $75 per
month reimbursement for medical coverage outside the CalPERS system.  Surviving spouses are
reimbursed $37.50 per month. The City does not provide for any dental or vision benefits for its
Municipal retirees.
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APPENDICES

Appendix A. Summary of Benefits (continued)

Health Plun Premiums

The following table shows monthly retiree healih insurance premiums for the 2007 premium vyear for
coverage under the CalPERS Health Plan for Bay Area:

Monthly Premium Rates — 2007

Single 2-Party
Under 65 Over 65 Under 65 Over 65
Pluns
Blue Shietld HMO $484.21 $318.95 $968.42 $637.90
Kaiser Permanente 43117 289.68 £62.34 579.36
PERSCare 769.50 371.68 1,539.00 743.36
PERSChoice 455.18 341.75 910.36 683.50

Since the CalPERS Health Plan is a community rated health plan, we have not included in our

valuation the value of any implicit rate subsidy for retirees whose premium rates are the same as
active employees,

11
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APPENDICES -

Appendix B. Actuarial Cost Method and Assumptions
Actuarial Metlhods

A fundamental principle in financing the liabilities of a retirement program is that the cost of its
benefits should be related to when those benefits are earned, rather than to when they are paid. There
are a number of methods for making such a determination.

The actuarial cost method used to calculate the funding requirements of the Plan is called the
Individual Entry Age Normal cost method, with normal cost expressed as a level percentage of
covered Campensation.

Under this cost method, the normal cost is the sum of the individual normal costs for all participants.
This method ailocates the actuarial present value of projected benefits over the service of each active
participant from date of entry into the Plan until the assumed date of exit from the Plan, as a level
percentage of the projected salary. This level percentage is referred to as the normal cost rate. It is
calculated by dividing the actuartal present value of projected benefits at entry age by the actuarial
present value of the projected salary at entry age. Multiplying the normal cost rate by the projected
salary for the current year yields the normal cost for that year. The normal cost equals $0 for inactive
participants.

The actuarial liability is the sum of the individual actuarial liabilities for all participants. The
individual actuarial liability equals the actuarial present value of all projected future benefits less the
actuarial present value of all future normal costs, where both of these present values are calculated as
of the valuation date.

The unfunded liability equals the total actuarial liability less the actuarial value of plan assets.
In determining the Annual Required Coentribution, the Unfunded AAL is amortized as a level

percentage of expected payroll over 20 years. The actuarial assumptions are summarized below.

Valuation Date

Tuly 1, 2006
Economic Asswmpitions
Discount Rate _ 4.0%, 4.5%, and 7.75% eflective annual rates

Annual Benefit Increases The CalPERS minimum emplover monthly co-payment is
assumed to increase to 397 per month for 2008, and then
increase at 5% per vear thereafter. The City’s additional
reimbursement amount is assumed to be $425.40 per month
through 2008 and then inerease at 3% per year thereafter.
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APPENDICES

Appendix B. Actuarial Cost Method and Assumptions (cont’d)

\

Economic Assumptions (cont’d)

Salary Increases 3.25% per year growth in overall payroll for purpdses of
amortizing unfunded liability.

For purposes of calculating entry age normal costs, merit
salary increases are applied for individual members according
to assumptions rates used by CalPERS in its actuarial
valuation of retirement benefits.

For Municipal officers, assumed merit salary increases are
based on an entry age of 30.

Health Cost Trend Actual premium rate tncreascs through 2007, Premiums are
assumed 1o increase 9% from 2007 to 2008, 8% the next year,
and grading down 1% per year to 5% per year thereafier.

Demographic Assumptions

Demographic assumptions regarding retirement and turnover are based on statistics taken from reports
for California PERS under a “2.7% @ 557 benefit schedule. Below is a summary of the assumed rates
for retiremert and turmover.

Retiremerit 2.7% ar 55
Age Males Femuales
50 3% 7%
51 2% 5%
52 3% 5%
33 3% 6%
54 4% 6%
55 9% 10%
56 7% 8%
57 8% 7%
58 8% 10%
59 10% 9%
60 17% 13%
61 16% 1%
62 28% 23%
63 23% 20%
64 16% 14%
65 27% 27%
City of Quklunrd GASB 45 Actuarial Valuation as of July 1, 2006 (NMunicipal Employees) |3

This work product was prepared sobely for the City of Onkland for the purposes deseribed herein and sy not be appropriate to use for
other purposes, Milliman dees not intend to benelit and assumes ne duty or liability to other parties who receive this work,



PR

1= APPENDICES
umi;!.-"

Appendix B. Actuarial Cost Method and Assumptions (continued)

Retirement {continued) 2.7% at 55
Age Males Females
66 15% 16%
67 13% 16%
68 13% 12%
69 10% 14%
70 100% 100%
Withdrenval Sample probabilities of terminating within ene year for an

employee with five years of service are shown below for
selected ages:

Age 2.7% at 55 Unisex

30 6.27%

35 557%

40 4.88%

45 1.55%

50 1.29%

55 1.04%

Mortality Sample probabilities of active employees becoming deceased due to

different causes within one year are shown below for selected ages:

Industrial Non-Industrial Related
Related

Age Unisex Muale Femuale
25 0.01% 0.03% 0.01%
30 0.01% 0.04% 0.02%
35 0.01% 0.05% 0.03%
40 0.02% 0.08% 0.05%
45 0.02% 0.11% 0.07%
50 0.02% 0.16% 0.10%
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APPENDICES

Appendix B. Actuarial Cost Method and Assumptions (continued)

Orlrer Assumptions

Maritad Statis 70% of retirees are assumed to retire with a covered spouse.
Spouse 4ge Female spouses are assumed fo be two vears younger than male
spouses.

Enrollment Eiection Upon Retirement

Pre-65 50% of those eligible for only the CalPERS minimum, 100% for those
eligible for the reimbursement program of up 1o $425.40 per month.

Post 63 100% elect to receive the City’s contribution fo the medical premiums.
\ I
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APPENDICES

Appendix C. Summary of Participant Data

The following census of participants was used in the actuarial valuation and provided by the City of

Qakland. The data was collected as of January 2007,

At

Covered Active Employees

Total
Age Muales Fenales Total
Under 25 li 9 20
2529 51 59 110
3034 89 115 204
33-39 120 154 274
40 — 44 186 168 354
45— 49 226 21 450
5054 216 223 439
35 -39 175 186 364
60 — 64 89 109 198
65 - 09 24 29 33
70 & Qver 11 10 21
Total L201 1286 2487
Current Retirees'
Total
Age Males Feinales Total
Under 53 11 28 39
55 -39 83 73 156
60 - 64 123 87 210
65 — 69 108 76 184
70— 74 87 52 139
75179 74 70 144
80 - 84 64 533 117
85 & Over 42 67 109
Tatal 392 506 1098

}

Cinv of Qukland GASB 45 Actuarial Valnation as of July 1, 2006 (Municipal Employees)

This work pradict was prepared solely for the City of Oakland for the purposes deseribed herein and may not be appropriate w use for
cther purposes. Mittinan does not intend 1o benelit and asswmes no duty or lizbility to other parties who receive this work.



