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ATTN:  Dan Lindheim
FROM: Budget Office
DATE:  December 14, 2010

RE: Receive A Report From The Budget Advisory Committee On Oakland Pension
Liabilities
SUMMARY

This document transmits the Budget Advisory Committee’s (BAC) executive summary, “The
City of Oakland Unfunded Pension and Retirement Benefits Liability,” and PowerPoint
presentation, “Challenges and Recommendations Regarding Oakland’s Unfunded Retirement
Benefit Liabilities.”

FISCAL IMPACT

There are no immediate fiscal impacts associated with the acceptance of this presentation. The
figures reported in the presentation were originally contained in an informational report on the
City’s obligations for long-term liabilities related to retirement benefits, which was prepared by
the Finance and Management Agency Treasury Division and presented to the City Council on
May 18, 2010.

BACKGROUND

The BAC consists of 15 members, with four appointed by the Mayor, seven appointed by
Councilmembers from each of the seven Districts, one by the Community and Economic
Development Committee Chairperson, two by the Finance and Management Committee
Chairperson, and one by the At-Large Councilmember. The BAC has prepared a presentation,
titled “Challenges and Recommendations Regarding Oakland’s Unfunded Retirement Benefit
Liabilities,” which focuses on the need to address the City’s unfunded pension and retiree health
liabilities.
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RECOMMENDATION

Staff transmits and recommends City Council accept this report.

. Respectfully. submitted,

CHEK/ﬁ, TAY‘EOR/

‘Budget Director

‘ Prép&eﬁ by:
Hérman Chen | - ' ‘
City Administrator’s Budget Ofﬁce

e ——— e =

APPROVED AND FORWARDED TO THE
FINANCE AND MANAGEMENT COMMITTEE

Zzg/@ﬁ

Ofﬁce of the Clty Admmlstrator

Attachment A: The City of Oakland Unfunded Pension and Retirement Benefits Liability
Executive Summary

Attachment B: Challenges and Recommendations Regarding Oakland’s Unfunded Retirement
Benefit Liabilities PowerPoint Presentation
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[ Attachment

The Clty of Oakland Unfunded Pension and Retlrement Beneflts Llablllty
EXECUTIVE SUMMARY

Natlonally lt rs presently estimated that we have over a 3 trillion dollars in; potentlally unfunded
' state pen5|on Ilabllltles Here in Oakland where our recent budget deflut led.to. pohce Iayoffs

< we are: estlmated to have % a billion in unfunded actuanal accrued liabilities in its; Pohce and Vo LR

re’ retlrernent System (“PFRS”). PFRS is one: of two Closed systems: whlch cover‘the"public ' A

'ty lmployees that retired prior to 1970 and the establishiment of CaIPERS and the other 48.:

lpal emp!oyees that were not publlc safety and this plan is the Oakland Mumclpal e
s"Retlrement System (”OMERS") OIVIERS are ‘alsor underfunded due to the recent CRTI
ket Correction and are funded at’ a out 2°90% level. The City’s current CaIPERS

':stock

retlrement system in order to be fully funded at 100% requires an annual Contrlbutlon of
approxnmately 75 million dollars. Tl

In addition to these three retirement plans and their present unfunded IiabiIities,-the-City isalso:: om0

- tasked with three programs to pay the partial costs of health insurance premiums forits- - .- . =
retirees. The annual required contribution (ARC) for post employment benefits,is currently.85.7-- .. . : [
million doltars, | | |

It has become evident that '.aslpresently ntana'ged and funded the City of Oakland’s Retirement.
‘and Retiree Benefits Plans are not sustainable given our overall budget realities. We -
recommend that the City's"-Finanr_:e Comrn,itte'e begin to study how best to move back to - -
manageable sustainability.. Here are id'eas:and -approaches from comparabie California Cities . -~
" that should be entertained, re\newed and stud:ed for possible remedy to our present |
: unsustamable situation: o ' ‘

RECOMMENDATIONS e

Propose a charter amendment that prohibits the mayor/City Council from
passmg any, beneflt mcreases W|thout voter approval or that create unfunded
N liabilities o . toy
- ' b “No COLA. or: other mcrease should be awarded to. retlrees unless the pen5|on

*fund is. found through a mult: year anaIysns to be sound and fully funded

e .TCompare the retlrements |n other comparable California cities of: samtlar 5|ze

d “'-Increase the! quailfymg age of retlrement for both public safety and non pubhc -
"safety empioyees by five years across the board - ‘
i. Pubtic Safety 50> 55
i. Other 55>60 - .
e. Initiate new negotiations with public employee unions to revisit existing
contracts to find cost-sharing arrangements to fund present unfunded liabilities.



o fe Review. what charter changes would need to be made should any parties;to. - oL
_‘exlstmg agreements be unwﬂlmg to resume negotiations. . ‘s":'-_fl- RIRPRCISFRPR
g. . .City Council should seek opinions fr0m the' Clty Attorney on the legal . :

Vobremd v e ramlflcatlons of theserremedies.to the problem of unfunded liabilities. .

et e o+ ahooWe recommend that:the city:councit conduct al} pension/retirement related

e _-.;.=-.dlscu5510ns in.an-open and publlc manner_ -

» beneflts

-k, City Councﬂ should con5|der a hybnd plan (both deflned benefit and defmed- i

- e contribution elements) e : - Calal o e oot
e % .
.
) " ’ 7 - i " ’ e
3 : Y o - h o L o o Y
s 4 -y AN o g % ‘. i O
: i i
- \1 b
\ e
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D _eflne.d%ibeneflt plans

e .;;(CaIF’ERS PERS, OI\/IERS

~ . ""OPEB)-are not fiscally |
sustamable

> __Escalatlng pen3|on/ret|rement
©7 . costs have notbeen.
“adequately addressed in
publlc_; budget_dlscu35|ons.

- > ,:The rlsmg cost of retlrement

*“healthcare benefits threatens
.. « to.starve resources to Support |

e coreiC'ty services |

“Slmply put the city faces a
financial.time: bomb fueled. by: .
at least: $2 bl|||0n of unfunded
|IabI|ItIeS for employee et

: pensmns and retlree health
. care costs.” e

-- Daniel Borenstem Oakland Tnbune

_-'BUdget'
Adwsory

Commlttee




What has Oakland done in the
-past'?

> Ado'pted-fa two-tlered beneflts
approach:(earlierhires vs. more
recent hires)

> Isstied Bonds to finance
-f-,__Aunfunded payments, and taken
a payment “hohday” |

A

> Oakland increased retiree
benefitilevels during
economlcally prosperous times

,

-Comr_ﬁittee




> 'S“an"’Jose

» Changes Proposed by
Ballot Measures

. > AII increases to beneflts
e w,rlequwe voter approval

A

> Benefitincreases
Qannot create unfunded

ttee




Advice from the BAC -1

» Propose a charter amendment that prohibits . .
the mayor/City Council from passing any _' R
benefit increases without voter approval or
that create unfunded liabilities

> No COLA or other mcrease should be
awarded to retlrees unless the pension fund = - . it s
is found through a’ multl-year analysistobe - ¢ oL

sogn_d andfully funded. : R R P

> Compare the retlrements in other . .
' comparable Callfornla cities of S|m|Iar size '
> 'inc_reasei'the qdalifying age of retirement for
both public safety and non-public safety
employees by five years across the board
“7Public Safety 50>55. RIS -
o Other 55>60 .. Wl Budget

Adwsory

Commlttee




Advice fromthe BAC-2 il

> Imtlate new negotlatlons with publlc
employee unions to revisit existing
contracts to find cost-sharing o
arrangements to fund present unfunded :
I|ab|I|t|es - : : s

» Review what charter changes would need-: :
to.be made should .any parties to emstmg
agreements be unW|II|ng to.resume -
negohahons

> City Conncil should'seek opinions from
the City. Attorney on the legal
ramifications of these remedies to the
problem‘ of unfunded liabilities.

s -Wel rééommend. that the city council R SIS
conduct'all pension/retirement related = .~ W7 , TR ‘Bud
dlscussmns inan open and publlc e N AL udget
manner. U ' \t'\ 1= i

S G St 'S .Q/q ¢  Advisory

.--,(;ommittee




Advice from the BAC - 3

> Look at reforms recently enacted by the
- -state’of Cahfornla to see what savings
opportumtles exlst

> O'r'di"h‘éihé"é to require using-a three-year
average to calculate benefits for new

employees,‘instead of highest 12 months’"

salary to determme retlrement beneflts

» Clty'CouncH should conS|der a hybrld
plan‘(both defined-benefit and defined-
contrlbutlon elements)

~ ' Budget
¢ - . Advisory
Lo .Committee




