MILWAUKEE COUNTY FISCAL NOTE FORM

DATE:  06/15/2011 Original Fiscal Note X
Substitute Fiscal Note L]

SUBJECT: State Mandated Employee Pension Contribution - QOrdinance Change

FISCAL EFFECT:

[] No Direct County Fiscal impact ] Increase Capital Expenditures

[[] Existing Staff Time Required

[[]  Decrease Capital Expenditures
[] Increase Operating Expenditures
(If checked, check one of two boxes below) ] Increase Capital Revenues

[] Absorbed Within Agency's Budget L] Decrease Capital Revenues

L] Not Absorbed Within Agency's Budget
X] Decrease Operating Expenditures L Use of contingent funds

[] Increase Operating Revenues
[l Decrease Operating Revenues

Indicate below the dollar change from budget for any submission that is projected to result in
increased/decreased expenditures or revenues in the current year.

Expenditure or Current Year Subsequent Year
Revenue Category

Operating Budget Expenditure -1,509,300 -6,709,600

Revenue 0 0

Net Cost : -1,509,300 -6,709,600
Capital Improvement | Expenditure '
Budget Revenue

Net Cost



DESCRIPTION OF FISCAL EFFECT

In the space below, you must provide the following information. Attach additional pages if
necessary.

A. Briefly describe the nature of the action that is being requested or proposed, and the new or
changed conditions that would occur if the request or proposal were adopted.

B. State the direct costs, savings or anticipated revenues associated with the requested or
proposed action in the current budget year and how those were calculated. ' If annualized or
subsequent year fiscal impacts are substantially different from current year impacts, then
those shall be stated as well. In addition, cite any one-time costs associated with the action,
the source of any new or additional revenues (e.g. State, Federal, user fee or private
donation), the use of contingent funds, and/or the use of budgeted appropriations due fo
surpluses or change in purpose required to fund the requested action.

C. Discuss the budgetary impacts associated with the proposed action in the current year. A
statement that sufficient funds are budgeted should be justified with information regarding the
amount of budgeted appropriations in the relevant account and whether that amount is
sufficient to offset the cost of the requested action. If relevant, discussion of budgetary
impacts in subsequent years also shall be discussed. Subsequent year fiscal impacts shall be
noted for the entire period in which the requested or proposed action would be implemented
when it is reasonable to do so (i.e. a five-year lease agreement shall specify the costs/savings
for each of the five years in question). Otherwise, impacts associated with the existing and
subseqguent budget years should be cited.

D. Describe any assumptions or interpretations that were utilized to provide the information on
this form.

A. Proposed County ordinance amendments are being made in preparation for implementation of
the State-mandated emplovee pension coniributions. The State budget repair bill included a
statute change that would require employees to "pay half of all actuarially required contributions
for funding benefits under the retirement system.” The Pension Actuary, Buck Consultants, has
issued a letter dated June 10, 2011, which provides for their interpretation of the State statute
change, and the impact on Milwaukee County. The fiscal note is prepared based on letter issued
by the actuary.

For 2011, the County adopted a pension contribution of 2% for non-represented employees,
increasing to 3% in June, and 4% at the end of December. The pension contribution was
matched with a wage increase of 1% in June and another 1% in December. The pension
ordinance has already been adjusted for the pension contribution adopted for non-represented
employees. The proposed ordiance changes would provide for the requirements that are
proposed under the State statutue.

In a guestion and answere document that was provided to employees, regarding the State
Budget Repair Bill, a discussion occurred regarding the pension change. |n that document, an
initial pension contribution from employees was estimated at 6% for 2011. The City of Milwaukee
currently has a 5% rate, and the State of Wisconsin was proposing a rate for members of its
emplovee retirement system of 5.7%. The County contribution of 6% was based on an allocation
of normal cost and prior service cost to contributing employees.

VT it is assumed that there is no fiscal impact associated with the requested action, then an explanatory statement that justifies that
conclusion shall be provided. I precise impacts cannot be calculated, then an estimate or range should be provided.



The rate being proposed by the Actuary in the June 10, 2011 letter to the Pension Study
Commission is 4.5%. This rate is a reduction from the earlier estimate. The employee pension
contribution represents a sharing of the annual pension expense of the County's Employee
Retirement System (ERS). The ERS pension expense consists of Normal Cost and Prior Service
Cost. The The Actuary's interpretation of the State Statute finds that full nomal cost should be
allocated to active contributors and non-contributors. The normal cost represents the cost of
benefits earned by active employees in the current year. Per the actuary, the prior service cost
should be allocated based on the active employees proportional share of the actuarial liability.
Active emplovees represent 31% of the Actuarial Liability. In addition, the actuary finds that the
administrative cost portion of the annual pension expense should not be allocated to active
employees, since it is not a benefil.

Attached to this fiscal note are schedules that breakdown the calculation of the employee
contribution for active employees {Exhibit A). In addition, there is a breakdown of the budget
impact of the State Budget Repair bill, based on different contribution rates, including the
proposed rate from the Actuary (Exhibit B).

Exhibit C - Exhibit F provide an outlook of the pension confribution for the years 2012 - 2017.
During these vears, the normal cost increases by 3.5% per year, but the prior service cost
increases at a greater rate, based upon the items that have occurred in prior years including the
loss on investments in 2008, and the runout of the Mercer settlement that was contributed in
2008.

Under the proposed ordinance change, the actuary has based their estimates on waiting for
actual pension expenses to be determined prior to determining an employee pension contribution
rate. Exhibit G and Exhibit H provide a comparison of two methods of calculating the employee
contribution. Exhibit G shows the change in employee confributions (based on actyal expense)
matched with the change in pension expense. Due to employee contributions lagging pension
expense by one vear, there is a delay in the catchup of employee contributions with pension
expense of that one year. Exhibit H provides a comparison if both the pension expense and
embplovee contributions were calculated on the same basis.

Exhibit | and J provide an estimate of the pension contribution by Union under different rate
scenarios for 2012. Exhibit K and L provide an estimate of the pension contribution by Union
under different rate scenarios for 2011. For 2011, the contribution rates would-only apply to
AFSCME DC-48, and non-represented employees.

B. Per Exhibit L, the County would have cost savings in 2011 of $1,509.300 over a current
budget for employee contributions of $1.260,000. This estimate is based on an implementation of
the State Budget Repair Bill on September 1, 2011. These additional savings would be used 1o
offset fringe benefit costs that are currently not being achieved in org unit 1950, or in org unit
1972.

Per Exhibit J. the County would have net cost savings of $6,709,600 for the 2012 year. The
savings are after consideration of any revenue offsets for departments that receive outside
revenue. The full gross contribution received would be $8.807,000 for 2012. The schedule is
broken down by union. It is anticipated that ali unions will be patticipating in the employee
contribution, except Deputy Sheriffs and Firefighters. These two unions are identified as the
public safety unions, They have been exempted from the employee confribution under the State
Statute. The County could negotiate a contribution from the public safety unions, but it is not
anticipated that they will contribute in 2012,

C. The savings generated by the change in State Statutue, if made into law, will provide an offset
to the costs in the 2011 and 2012 budget, and for years going forward. The cost savings is tied to




the pension expense and therefore provides an offset to the pension expense. The pension
expense generally fluctates more due to prior service cost then due to normal cost. As stated
earlier. the employee contribution is more tied to the normal cost then the prior service cost,
therefore, the employee contribution will not fluctuate to the level of the pension expense. For
example. in 2015. it is anticipated that pension expense will increase by $9.2 million. Half of that
contribution increase is $4.5 million. However, the employee contribution would only be increased
by $1.4 million under a budget basis or by $0 under an actual contribution calculation basis. The
increase in pension expense in future years, due to changes in prior service costs, will have to be
provided from other means then the employee contribution.

D. Calculations were based upon the June 10, 2011 report from the Actuary to the Pension
Study Commission, the Annual Actuarial Report as of January 1, 2011 from Buck Consultants, a
spreadsheet of the projection of annual pension cost prepared by the County and the County's
Actuary. and calculations done by the Department of Administrative Services,

Department/Prepared By Depaﬁtmaﬂ of Administrative Services - Scott B. Manske

Authorized Signature “ \ zﬁ-: Nk &\ —

Did DAS-Fiscal Staff Review?



Fiscal Note on Proposed Ordinance Ghanges for State Mandated Employee Penhsion Contributions.

Milwaukee County
Analysis of Required Contribution based on State Budget Repair Bill
ERS Members only. OBRA is not in these humbers,

EXHIBIT A S Propoged s Pont Salaries
2012 Dollars of Contributors
1 Normal Cost 3 19,480,100 9 Fult Contribution $ 28,808,000 13.85%
Z Prior Service Cost 7,327,600 10 Reduction for Administrative Cost {1,558,200) -(0.81%
3 Total Pension Exp  § 26,808,000 11 Reduction for Retiree portion of
Prior Service Cost (3,938,900) -2.03%
4 Prior Service Cost 12 Reduction for Non-Contributors
5 Admin Expense $ 1,558,200 "Public Safely” (3,696,900) -1.81%
6 Active 1,830,800 $ 17,614,000 9.10%
7 Retirees 3,938,800 13 Half of Actuarial Contribution 50%
8 $ 7,327,800 14 Employes Contribution $ 8,807,000 4.55%
Actuarial Liability of Confributors 3 847,220,130 15 Salaries of Contributors $ 193,563,275
Act Liability Non-Contributors and
Retiress 3 1,544,706,521
Total Actuarial Liability $ 2,091,926,651

Schedule is intended to show the alfocation of pension costs under the interpretation of the State Statute 58.875 (Budget Repair Bill) of half of all
actuarially required contributions for funding benefits under the retirement systam. The Actuary finds that normal cost is fuily allocable under the State
Statutue to active employees, However, administrative costs charged fo the pension plan, plus the prior service cost related to retirges is only pariially
allocable, therefore a portion of these costs are removed from allocation formula. Final adjustment is for the cost of non-contributors which reduces the
contribution for employee groups who provide a contripution.

Exhibit B
Employee Confributions 2011 Budgst 2012 Budget Contribution
Rate
Half ARC - No Adjustment $ 2,008,083 $ B,917,800 6.05%
Adjusted Rate - Before Public Safety Offset $ 1,594,767 $ 7,089,600 4.81%
Adjusted Rate - with Public Safety Offset $ 1,509,300 $ 6,709,600 4.55%
Estimate of Budget impact under different scenarios presented in this fiscal note.
EXHIBIT C
Contribution Rate from Employees - 2012 - 2017 wiRropoged.:
Full Alloc Half ARC - Adj For Prior Non Public
Contribution No Adj. 8ve - Safety - Adi
Combined Prior Sve
2012 12.09% 6.05% 4.81% 4.55%
2013 13.73% 6.86% 5.07% 4.80%
2014 15.03% 7.52% 5.27% 4.99%
2015 13.73% 68.87% 5.07% 4.80%
2018 16.88% 8.44% 5.57% 5.27%
2017 17.40% 8.70% 5.65% 5.35%

The Full Contribution represents the total employee contribution based on the pension expense, including normal cost and prior service cost. The
Allocation of the Half Arc, is simply half of the Full Gontribution rate. The Adj for Prior Service Combined reduces prior service cost allocation for
administrative cost and prior service cost aliocatable to retirees based on their portion of the actuarial accrued liability. The non-public safety - adj for
prior service cost, attempts to split the normal cost between public safety and non-public safety. Public safety has a higher percertage of normal.

Milwaukee County - Fiscal Note Exhibits 6/152011 Page 1



Fizcal Note on Proposed Ordinance Changes for State Mandated Employee Pension Contributions.

Milwaukee County
Analysis of Reguired Contribution based on State Budget Repair Bil
ERS Members only. OBRA is not in these numbers.

EXHIBITD
Future Full Pension Expense versus Allocable Pension Expense
Full Pension Expense ] ] Allocated Under Proposal |
Normal Cost Prior Service Cost  Fuil Pension Normal Cost Prior Service Proposed
Expense Cost Pens Exp To
Be Allocated
2012 % 19,480,000 $ 7,328,000 $ 26,808,000 $ 19,480,000 1,830,800 21,310,800
2012 % 20,162,000 % 11,327,00C $ 31,490,000 $ 20,162,000 3,086,600 23,248,600
2014 & 20,868,000 § 14,827,000 $ 35695000 $ 20,868,000 4,181,100 25,048,100
2015 § 21,588,000 % 12,444,000 § 33,742,000 $ 21,598,000 3,313,900 24,911,900
2016 $ 22,354,000 $ 20,674,000 § 42,928,000 $ 22,354,000 5,972,800 28,326,800
2017 % 23137,000 % 22668000 $ 45,804,000 $ 23,137,000 6,621,400 29,758,400

The actuary has determined that Normat Cost has a true relationship to active employees, and the actuary is aliocating that cost to the groups based
upon their pensionable wages. Contributions, as proposed, consist mostly of normal cost allocation. Prior Service Cost is being allocated based on the
percentage of the actuanial accrued liability, As a result, the active employees are only 31% of the actuarial acerued liability, so they have a smaller share
of that cost. As prior service cost rises, the employee contribution rises slower.

* - employee contributions from contributors only. Non-conlribufors, as a resull, do not make a contribufion, and therefore are not part of this number.

EXHIBIT E
Comparison of Empioyee Contributions based on Full and Allocable Pension Expense ¥ Proposed
Pension Expense | Emplyee Contib | | Employee Contributions [
Full Pension Alloc Half ARG - Proposed Pens Adj For Prior Non Public Pub Safety
Expense No Expense Adi.* Exp To Be Sve - Safety - Adj Oniy - Adj
Allocated Combined * Prior Sve * Prior Sve
Contribution
2012 $ 26,808,000 11,706,000 21,310,800 9,308,000 8,807,000
2013 ¢ 31,490,000 13,750,000 23,248,800 10,152,000 9,606,000
2014 35,695,000 15,586,000 25,048,100 10,938,000 10,349,000
2015 § 33,742,600 14,733,000 24,811,900 10,878,000 10,294,000
08 § 42 928,000 18,744,000 28,326,800 12,369,000 11,702,000
2017 8 45 804,000 20,000,000 29,758,400 12,984,000 12,293,000

The Fult Pension Expense represents the anaual pension expense, as estimated by the Acutary, over the next several years. The proposed employee
contributions, are based on the proposed pension expense to be aliocated. Reductions have been made to the pension expense, based on an allecation
of prior service costs, between active and retired pardicipants.

* . employee contributions from contributors only. Non-contributors, as a resuft, do not make a confribution, and therefore are nof part of this number.

EXHIBIT F
Variance of Employee Contributions based on Full and Allocable Pension Expense " Proposed
Alloc Half ARC - Adj For Prior  Variance from Non Public  Variance from
No Expense Adj.* Sve - Est Emplyee Safety - Adi  Est Emplyee
Combined * Contrib Prior Sve * Confrib
Employee Contribution Variance
2012 11,706,000 9,306,000 {2,400,000) 8,807,000 (2,899,000}
2013 13,750,600 10,152,000 (3,598,000) 9,606,000 (4,144,000)
2014 15,586,000 10,938,000 (4,648,000) 10,349,000 (5,237,000)
2015 14,733,000 10,878,000 (3,855,000) 10,294,060 (4,439,000)
2018 18,744,000 12,369,000 (6,375,000) 11,702,000 (7,042,000)
2017 20,000,000 12,994,000 (7,008,000) 12,293,000 (7,707,000}

The variance between the Half Arc contribution and the other options, shows a growing gap, as the prior service cost increases in the future years.

Milwaukee County - Fiscal Note Exhibits 6/15/2011 Page 2



Fiscal Note on Proposed Ordinance Changes for State Mandated Employee Pension Contributions.

Mitwaukee County
Analysis of Required Contribution: based on State Budget Repair Bill
ERS Members only. OBRA s not in these numbaers,

EXHIBITG -
Contribution based on Actual Expense " Proposed -
Alloc Half ARG » Adj For Prior Non Public
No Adj. Sve - Safety - Adj
Combined Prior Sve
Budgeted ChangeinFxp  Change Contrib  Change Contrib Change Contrib
2012 $ 31,490,000
2013 % 35,605,000 $ 4,205,000 2,044,000 846,000 789,000
2014 % 33,742,000 $ (1,953,000 1,836,000 786,000 743,000
2015 § 42,928,000 % 9,186,000 (853,000} (60,060) {55,000)
2016 § 45804,000 % 2,876,000 4,011,000 1,481,000 1,408,000
2017 § 47,382,000 § 1,588,000 1,256,000 625,000 591,000

$
3
3
$
3
$

Actual
26,808,000
34,490,000
35,695,000
33,742,000
42,828,000
45,804,000

Under the current proposal contributions from employees would be based on actuai costs and would therefore lag the budgeted pension expense. As
can be seen on the table above, in 2015 there is 2 $9.1 million increase in pension expense, but a $55,000 decrease in pension contribution, based on
actual expense from the prior year. Actual cost is a better method of determining pension contribution, since it is based on actual experience. Normal

cost and plan prior service activity are trued up.

EXHIBIT H - N
Contribution based on Budgeted Expense - Proposed .
Alloc Haif ARC - Adj For Prior Non Public
No Adj. Sveg - Safety - Adj
Combined Prior Svec
Budgeted ChangeinExp  Change Contrib Change Contrib Change Conidb
2012 & 31,480,000 2,044,000 846,000 799,000
2013 § 35,695,000 % 4,205,000 1,838,000 786,000 743,000
2014 & . 33,742,000 § (1,963,000) (853,000) (80,000) {55,000}
2015 $ 42928000 % 9,186,000 4,011,000 1,491,000 1,408,000
2016 8 45,804,000 % 2,876,000 1,256,000 625,000 591,000
2017 % 47,382,000 § 1,588,000 1,256,000 625,000 591,000

3
5
$
3
$

$

Actual
26,808,000
31,480,000
35,695,000
33,742,000
42,928,000

45,804,000

Under a modified proposal contributions from employees would be based on budgeted costs and would therefore match the actual expense. As canbe
seen on e table above, in 2015 there is a $9.1 million increase in pension expense, but a $1,408,000 increase in pension contribution, based on actual

expense from the prior year.

Milwaukee County - Fiscal Note Exhibits 6/15/2011
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Fiscal Note on Proposed Ordinance Changes for State Mandated Employee Pension Contributions.

Milwaukee County

Analysis of Required Contribution based on State Budget Repair Bill

ERS Members only. OBRA is not in these numbers,

EXHIBIT |

Contrib By Union 2012 - If Annualized Fuli Contribution

Attorneys

Bldg Trades

Dist Councit 48
Dist Counc Seas
Firefighter
Machinisis

Non Represented
Nurses

State Prosecutors
Sheriff Deputies
Teamco

" Proposed” -
Alloc Half ARC - Adj For Prior Non Public Pub Safety
No Adj. Sve - Safety - Adj Only - Adj
Combined Prior Svec Prior Svc
6.05% 4.81% 4.55% 6.58%
297,700 236,600 224,000
330,500 262,700 248,600
6,786,600 5,395,100 5,108,900
38,800 30,800 29,200
67,400
18,000 14,300 13,600
3,025,400 2,405,100 2,276,200
1,014,700 806,700 763,400
52,900 42,100 39,800
1,781,300
141,400 112,500 106,300
11,708,000 2,308,000 8,807,000 1,848,700

This schedule shows the breakdown in employee contributions by Union, under the different scenarios. The effective date is different for different unions

depending on their contract expiration date.

EXHIBIT J

2012 Coniribution Netted for Revenue Offset

Attorneys

Bldg Trades

Dist Councii 48
Dist Counc Seas
Firefighter
Machinists

Non Represented
Nurses

State Prosecutors
Sheriff Deputies
Teamco

“i:Proposes
AHog Half ARC - Adj For Prior Non Public Pub Safety
No Adj. Sve - Safety - Adj Only - Adj
Combined Prior Sve Prior Sve
222 800 177,100 167,700
252,900 201,060 180,300
4,719,400 3,751,800 3,650,700
38,800 30,800 29,200
17,800 14,200 13,500
2,541, 10C 2,020,100 1,911,800
950,800 755,900 715,400
37,000 29,500 27,900
- - - 1,781,300
137,200 109,200 103,100
8,017,800 7,089,800 6,709,600 1,781,300

This schedule shows the breakdown in employee cortributions by Union, under the different scenarios, The effective date is different for different unions
depending on their contract expiration date. This shows the impact after revenue offset.
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Fiscal Note on Proposed Ordinance Changes for State Mandated Employee Pension Contributions.

Milwaukee County

Analysis of Required Contribution based on State Budget Repair Bilt

ERS Members only. OBRA is not in these numbers.

EXHIBITK
Contrib By Union 2011 - if Annualized Full Gontribution
Assume a four month contribution

Attorneys

Bidg Trades

Dist Council 48

Dist Counc Seas

Firefighter

Non Represented Budgeted
Non Represented  Additional Contribution
Nurses

State Prosecutors

Sheriff Deputies

Tearnco

Budgeted
Addl| Contributions

EXHIBIT L.
2011 Contribution Netted for Revenue Offset

Attorneys

Bidg Trades

Dist Council 48

Dist Counc Seas

Firefighter

Non Represented Budgeted
Non Represented  Additional Contribution
Nurses

State Prosecutors

Sheriff Deputies

Teamco

Budgeted
Addl Savings

Milwaukee County - Fiscal Note Exhibits

i Proposed ;'
Alloc Half ARC - Adj For Prior Non Public
No Adji. Sve - Safety - Adj
Combined Prior Svc
6.05% 4.81% 4 55%
2,262,200 1,798,367 1,701,067
12,933 10,267 9,733
1,600,000 1,500,000 1,500,000
500,066 397,537 378,231
4,275,200 3,706,171 3,687,831
1,500,000 1,500,000 1,500,000
2775200 2,206,171 2,087,931
Alloc Half ARC - Adj For Prior Non Public
No Adj. Sve - Safety - Adj
Combined Prior Svc
$ 1573133 § 1,250,600 $ 1,183,567
12,933 10,267 9,733
1,260,000 1,260,000 1,260,000
420,017 333,901 316,000
$ 3266083 $ 2,854767 § 2,769,300
$ 1,260,000 & 1,260,000 $ 1,260,000
$ 2008083 § 1,594,767 $ 1,508,300
8/15/2011
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