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BACKGROUND: In October 2003, the Board of Supervisors approved the
formation of PARC to develop a better understanding of the County’s defined
benefit pension plan. One of the responsibilities of PARC is to annually report to
the Board on the performance of the plan, evaluate strategies to address under-
funded and/or over-funded positions, and evaluate changes to the plan.

The Committee, with input from the County’s independent actuary John Bartel,
has prepared the following report for the Board. The report is the first annual
report to be presented and follows three previous ad hoc reports. Previous
reports presented the Board with a policy framework (Policy B-25), identified
funding problems and presented funding solutions.

This report indicates favorable trends in funding status and contribution rate
outlook. It also provides a recap of savings resulting from the prepayment
financing and the refinancing of our prior CalPERS liability. Prepayment savings
to the General Fund now total $4.4 million and the issuance of Pension
Obligation Bonds has resulted in $38.5 million in savings to date.

While pension funding trends are positive, The Committee has identified OPEB
liabilities as a major concern for County.

The Committee has recommended that the Board:
(1) Receive and file the FY2005/06 PARC report.

(2) Adopt the recommendation to use money in the Liability Management
Fund to reduce the County’s CalPERS liability and authorize staff to make
the transfer of funds to CalPERS.

(3) Designate the PARC as the clearinghouse for discussions of the financial
aspects of Other Post Employment Benefits (OPEB) and direct the PARC
to report back to the Board on a timely basis regarding financial strategies
to deal with OPEB liabilities.

The Committee also reviewed and recommended the parameters of the annual
prepayment. Those recommendations were incorporated in the Board’s approval
of the Annual Tax and Revenue Anticipation Notes (TRANS) on May 23, 2006.
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| Executive Summary

Introduction

The County’s Pension Advisory Review Committee (PARC) was established in the fall
of 2003 to develop an institutional framework to help guide policy decisions about
retirement benefits. The following year, market losses for public and private pension
funds brought the issue greater attention. Problems associated with a number of public
agency’s plans increased awareness, as the City of San Diego epitomized.

A key responsibility of the PARC is to produce an annual report. The report informs the
Board and the public about important developments affecting county pension plans and
provides information about projected costs and funding status.

This is the first annual report. Three previous reports presented between May 25, 2004
and February, 1, 2005 included status reports and addressed specific issues on an ad
hoc basis.

Pension Plan Status

The value of assets versus benefits payable has improved substantially due to the
higher rate of return and the deposit of proceeds from the sale of pension obligation
bonds (POB). The projected June 2006 gross funding status is approximately 97.3
percent for the county's safety and miscellaneous plans. On a net basis, taking into
account the POB liability, the ratio is 87.0 percent, representing an improvement of 4.0
percent since June 2004.

CalPERS’ investment performance has been encouraging and exceeded the system’s
assumed actuarial rate of return; performance over the last three years has averaged
12.5 percent, compared to a 7.6 percent from 1997 to 2003.

The county’s employer-rate outlook is positive, based upon improved investment
performance and a higher funding ratio. CalPERS also has introduced a new rate
smoothing technique that will make rates less volatile. Actuarial projections show that
sustained deviation from the assumed rate of 7.75 percent will now take seven to 10
years to move rates up or down.

Financing Status report
As mentioned above, bond issues helped improve funding status and reduce rates.
From an economic perspective, our actuarial report indicated a benefit of over $38

million since their issuance in 2005. One aspect of our POB structure was to capture a
portion of the savings and use it to accelerate scheduled debt reduction. Thus,
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although we are 97.3 percent funded, the 2.7 percent unfunded portion equates to a
$105.5 million liability. The committee therefore has recommended sending the $5.1
million balance to CalPERS with instructions to pay down the existing liability.

Many pension systems, including CalPERS, have for years offered early payment
discounts in lieu of periodic payments coinciding with payroll disbursements. PARC first
recommended seizing this opportunity in 2004 and continues to do so. This year’s
prepayment is expected to generate $2 million in cash-flow benefit, coming on the
heels of prior-year savings totaling $4.4 million.

Pension Reform

Spurred by proposals to address looming imbalances in the Social Security retirement
program, pension reform at the state and local level became the subject of great
political debate but of little legislative action in 2005.

New Issues

The committee has had numerous discussions regarding our liability with respect to"
other post-employment benefits (OPEB), the substantial portion being retiree health
care costs. Recent actuarial reports show substantial liability, although much smaller
than many other public agencies in the state. Because of the liability, the Human
Resources Department is examining different benefit alternatives to manage this
exposure. The committee is prepared to study the matter and make additional
recommendations.

Because of legislation that enables enhanced pension benefits for miscellaneous
employees, a number of employees do not get full credit at the higher rate for their
years of service with related county entities. As more information becomes available
regarding the cost of various options to address this issue, the committee will pass that
along for Board consideration.

Recommendations

1 Receive and file the FY 2005/06 PARC report.

2 Adopt the recommendation to use money in the liability management fund to reduce
the county’s CalPERS liability and authorize staff to transfer funds to CalPERS. The
amount available for transfer is estimated to be $5.1 million for FY 05/06.

3 Designate the PARC as the clearinghouse for discussions of the financial aspects of

Other Post Employment Benefits (OPEB) and direct the PARC to report back to the
Board on a timely basis regarding financial strategies to deal with OPEB liabilities.
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Il Plan Funding Status

Funding status, the value of assets versus benefits payable, has increased due to
improved investment returns and the partial refunding of the county’s unfunded actuarial
liability.

Current Funding Status. Bartel & Associates forecasts that as of June 30, 2006, the
county will have an unfunded liability of $72.7 million for the miscellaneous plan and
$32.8 million for the safety plan. (The most recent CalPERS report has a valuation date
of June 30, 2004, thus the need to forecast. See Appendix.) This 80 percent decrease
in the unfunded liability from the 2004 level is due to a $400 million increase in assets
financed by issuing pension obligation bonds and from improved investment returns at
CalPERS.

The projected June 2006 CalPERS funding status for the miscellaneous and safety
plans is 97.3 percent and 97.3 percent, respectively. On a net basis (including the
outstanding POB liability of $396 million) the funding levels are 85.2 percent for the
miscellaneous plan and 90.8% for the safety plan.

The following graph shows the miscellaneous and safety plans’ funded status over the
last several years (expressed as a ratio of asset to liability):

Funding Status'

140.00% —

120.00%

100.00%

80.00% -

60.00% |

40.00%

20.00%

0.00% |
1993 1994 1995 1996 1997 1998 1999 2000 | 2001 2002 | 2003 2004

IIMiscellaneous 100.78 197.94%) 100.41 | 105.22 | 121.53 | 134.86 | 139.49 | 137.35 [ 109.06 |91.42%|83.47%| 82.19%] 96.56%|97.30%
LlSafety 102.09 | 103.76 | 102.51 | 107.38 | 119.32 | 129.24 | 128.12 | 113.21 | 104.66 |92.16%|89.58% | 86.91%| 96.69%|97.28%

! Gross funding only. Accounting for bond liability reduces the net funding levels to 85.2 percent end 90.8
percent for the miscellaneous plan and the safety plan, respectively.
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Il CalPERS Investment Performance

Market Summary. Most of the recent market and economic news has been positive;
since January, the Dow Jones Industrial Average is up approximately 6 percent with the
S&P 500 and NASDAQ following suit. In addition, the federal funds rate is now 5
percent and yields on other fixed-income securities have moved upward. Aithough

slowing, the real-estate market has held steady and CalPERS has taken gains on a
number of its real estate investments.

S&P 500 Annual Returns
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|—e—S8P500] 3167% | 2607% | 19.64% | -927% | -10.54% | 23.80% | 22.32% | 9.33% | 3.84%

Current Return (MVA)2. From 2004 to 2006, CalPERS returned 10.4 percent, bringing
the average rate of return (MVA) since 2000 to 5.5 percent. This includes the years of
severe market downturn following the burst of the “dot com” bubble.

CalPERS’ investment performance has generally mirrored performance in the capital
markets.

CalPERS Annual Returns ©
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—+—AVARate | 1579% | 19.81% | 13.04% | 11.13% | 4.35% | -5.89% | 3.73% 7.60% 7.90% 8.00%
——MVARate | 20.10% | 19.50% | 1250% | 10.50% | -7.20% | -6.00% | 3.70% | 16.60% | 12.20% | 8.60%
=A—AVANew | 9.13% 9.40% 8.90% 8.40% 7.00% 2.51% 6.80% 7.60% 7.90% 8.00%

Source: Bartel & Associates

2 CalPERS refers to the actual market return as MVA rate and the “actuarial rate of return” as AVA,; the

AVA is CalPERS “smoothed” rate of return and it is the rate used to value assets on deposit with
CalPERS.

® Annual returns for Miscellaneous and Safety plans weighted by asset values
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The recent improved investment return has improved CalPERS’ actuarial rate of return.
For 2006, the projected annual market rate of return is greater than the assumed
actuarial rate of return of 7.75 percent. This indicates that the current actuarial rate of
return of 8 percent will meet or exceed that rate of return. The following are five- and
10-year average market returns and actuarial returns for the former smoothing method
and the new smoothing method.

Market and Actuarial average rates

5 Year Average 10 Year Average

AVA Rate 4.3% 7.7%
MVA Rate 7.0% 9.1%
AVA New 6.6% 7.6%
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IV Employer Rate Outlook

The county’'s employer rate outlook is optimistic, based on improved investment
performance and a higher funding ratio. CalPERS also has introduced a new smoothing
technique that will make rates less volatile.

Actuarial projections show that sustained deviation from the assumed rate of 7.75
percent will now take seven to 10 years to move actual actuarial rates up or down. If
CalPERS were to underperform for a sustained period, the effect would be delayed and
it would take longer to return to the target rate. This is not an immediate concern but
the county might consider making more payments than CalPERS requires as a hedge
against sustained underperformance in such a case.

In the graph below, employer rate projections are shown for three different investment
return scenarios.

Projected Safety Contribution*

25.0%

22.5%

A

17.5%

Gy

15.0%

03/04 | 04/05 | 05/06 | 06/07 | 07/08 | 08/09 | 09/10 | 10/11 | 11/12 | 12/13
e 2.60% | 17.0% | 24.4% 19.5% | 20.5% | 20.3% | 20.3% | 20.5% | 20.7%21.1% | 21.5%
—T775% |17.0%|24.4%|19.5% |20.5%|20.3% | 20.1%| 20.0% | 19.8%| 19.7% | 19.5%
—— 12.90% | 17.0% | 24.4% | 19.5% | 20.5% | 20.3% | 19.9% | 19.4% | 18.8% 18.8% | 18.7%

Source: Bartel Associates

* Includes POB debt service. The three investment scenarios correspond to the 75%, 50% and 25%
confidence level, see Appendix.
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In the graph below, employer rate projections are shown for three different investment
return scenarios.

Projected Miscellaneous Contribution®
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03/04 | 04/05 | 05/06 | 06/07 | 07/08 | 08/09 | 09/10 | 10/11 | 11/12 | 12/13
b 2.60% | 9.8% |13.9%|14.7% | 14.9% | 14.8% | 14.9% | 15.1%| 15.3% | 15.6%| 15.9%
—7.75% | 9.8% |13.9%14.7%{14.9%| 14.8% | 14.8% | 14.8%| 14.8% | 14.8%| 14.7%
—12.90% | 9.8% |13.9%|14.7% | 14.9%| 14.8% | 14.7% | 14.5% | 14.2% | 14.2%| 14.2%

Source: Bartel Associates

® Includes POB debt service. The three investment scenarios correspond to the 75%, 50% and 25%
confidence level, see Appendix.
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V Pension Obligation Bond

The county sold a $400 Pension Obligation Bond (POB) in February 2005 and the
county made its first payment on Aug. 15, 2005. Contemporaneous projections show
the POBs were expected to save $161.8 million over the life of the bonds. The
projections assume CalPERS earns its 7.75 percent assumed actuarial rate of return
over the life of the bonds. The “break-even” rate for the bond transaction is 4.91
percent, the rate on the POBs.

To date, based upon the analysis of independent actuary John Bartel, the county
has saved $38.5 million, as shown in the calculation below.

Analysis of Performance to date®

+  CalPERS Investment Earnings $60.5
- POB Interest Payments 18.9
- Cost of Issuance 3.1
= Net Savings $38.5

Liability Management Fund. One key aspect incorporated into the POB structure is
the liability management fund. The fund collects an amount representing 50 percent of
the projected savings that would otherwise be passed on to departments. The purpose
is to accelerate repayment of the county’s pension liabilities, reducing pension costs in
the long term and reducing the marginal risk associated with issuing POBs.

PARC policy dictates that at the end of the year the committee is to recommend
whether the funds should pay down any liability at CalPERS or buy down POBs. The
committee determined that using the approximately $5.1 million on hand, paying down
CalPERS liability was the appropriate course this year. In future years, buying down
POBs might be a better use of funds, depending upon our funding status at CalPERS,
interest rates and the amount of cash on hand.

It should be noted that the original POB structure included a significant variable-rate
component. Because variable-rate bonds are easily callable, the liability management
fund also was intended to serve as an interest rate risk-management tool; funds on
hand could be used to facilitate redemption if rates were to rise. Approximately 30
percent of the POBs initially were structured in this mode. That portion eventually was
sold as fixed-rate bonds in 2005 because the county was able to lock in an average rate
of 4.91 percent. The liability management fund, thus, no longer functions to
mitigate interest-rate risks. Had those bonds been sold in the variable-rate mode
their rate currently would exceed 5 percent.

® Provided by Bartel Associates. it should be noted that there could be any number of alternative
calculation methods, but the results would not vary substantially at this point.
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VI CalPERS Annual Prepayment

One of the first steps PARC initiated was the annual prepayment program. CalPERS
offers participants a discount for prepaying its projected annual employer’s pension cost
in a lump sum at the beginning of the fiscal year. The discount amounts to 50 percent of
CalPERS’ projected actuarial return.

In FY 2004/05 the general fund netted $2.9 million by executing the CalPERS
prepayment program, which takes advantage of the prepayment discount and
associated internal cash flows.

For FY 2005/06 the general fund is scheduled to net $1.5 million by prepaying the
2005/06 “normal “pension cost. The 48 percent drop in savings from 2004/05 to 2005/06
is due to the increase in short-term borrowing costs.

For FY 2006/07 the county is obligated to pay $107 million’, which is the employer’'s
projected contribution for “normal” pension cost.

The PARC will recommend that 70 percent of the projected annual pension cost be
prepaid. Savings for prepaying the normal cost for fiscal year 2006/07 is $2 million (see
graph below). Savings for 2006/07 will be enhanced by the following:

e Diminution in borrowing cost due to the now tax-exempt nature of the issuance
e Acceleration of deposits to the structured investment agreement by a week.

Summary Prepayment Savings (000,000’s)

Projected Projected FY
FY 2004 FY 2005 2006 (70%)
Total Normal Cost $ 11941 $ 97.74 $ 107.05
Normal Cost Prepaid 107.47 87.96 74.94
+  PERS discount 4.18 3.22 275
+  Interest earned 147 1.59 1.99
= Net Borrowing cost 2.73 3.31 2.63
= Savings $ 292 $ 150 $ 2.00

” Amount is projected by CalPERS, actual obligation may differ.
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VIl Pension Reform

Public pension reform. In 2005, significant, but unsuccessful, efforts were made to
reform California public pension plans. The governor introduced and later withdrew a
petition initiative, and numerous special-session legislative proposals were debated.
This year there has been little activity. Only one significant pension reform proposal has
been introduced: ACA 23 (Assemblyman Keith Richman’s proposal) would require new
public employees to participate in a “hybrid” retirement program consisting of a
mandatory defined benefit and an employee-optional matching defined-contribution
plan. ACA 23 is expected to be defeated later this year and may, according to its
author, serve as a future petition initiative proposal. Private discussions between the
governor and legislative leaders to establish a pension-reform commission have failed
to materialize results.

Mr. Richman’s pension reform effort in 2006 has been limited to one measure, AB 1961.
The bill would have required the Bureau of State Audits to audit the CalPERS actuarial
function and file a specified report. The bill was defeated at its first hearing before the
Assembly Public Employees Retirement and Social Security Committee.

Rumors persist that Mr. Richman will pursue a ballot initiative in 2008 to address public
pension reform. If he opts for that approach, public-employee unions are expected to
mobilize their members, and a well-funded advertising campaign, against such an
initiative.
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VIII OPEB Liability

Coming hard on the heels of disclosures about large unfunded pension liabilities, public
agencies are grappling with the requirements imposed by the Government Accounting
Standards Board Rule Number 45 (GASB 45). Beginning June 30, 2007 public
agencies’ financial statements must disclose their OPEB commitments, the lion’s share
of which are retiree healthcare benefits.

GASB'’s requirement is the corollary to corporate standards that have existed for over a
decade (FASB 106). Neither requires immediate or full funding to meet these liabilities,
nor is there an immediate balance-sheet impact. Disclosures are recorded “off balance
sheet,” similar to current accounting rules for pension-plan assets and liabilities. The
financial impact is realized year by year as the cost of meeting those obligations is
incurred.

Funding retiree healthcare costs in the face of spiraling healthcare costs and increasing

longevity is a major challenge for corporations and government. Put in perspective,

General Motors has an unfunded liability of $85 billion®, but the company’s current
market capitalization is only $13.86 billion.

Thus, it is not surprising that the trend for corporations has been to move away from
employer-paid retiree health benefits. That move is due more to the actual impact of
rising healthcare costs on the bottom line than to the impetus to disclose. Disclosing
the ongoing liability simply allows stakeholders to better understand that impact.

Decision makers in the public agency arena are at the front end of the learning curve.
Many agencies, including Riverside County, are having the required studies prepared
and are assessing their options. Credit rating agencies made it very clear in recent
discussions that they want full and immediate disclosure about our liabilities and the
steps being taken to address them.

Our most recent actuarial study shows over 71 percent of Riverside County’s liability is
due to the implicit subsidy that results from including retirees in the same rate pool as
active employees. GASB 45 treats this subsidy as an employer obligation regardless of
the fact that the commitment to retirees might be a fixed dollar amount. In fact, active
employees bear the immediate brunt of the pooling in the form of higher insurance
rates.

Human Resources will be presenting a number of recommendations to address the
benefit side of the issue. The committee believes it is the proper forum to look at
financial and funding strategies.

® New York Times, 5/19/2006, “Japanese Cars, American Retirees”
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IX. Miscellaneous Issues

Because of legislation that enables enhanced pension benefits for miscellaneous
employees, a number of employees do not get full credit at the higher rate for their
years of service with related county entities (i.e., Flood, Waste and Parks). As more
information becomes available regarding the cost of various options to address this
issue, the committee will raise the topic for Board consideration.
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X. Recommendations
1 Receive and file the FY2005/06 PARC report.

2 Adopt the recommendation to use money in the liability management fund to reduce
the county’s CalPERS liability and authorize staff to transfer funds to CalPERS.

3 Designate the PARC as the clearinghouse for discussions of the financial aspects of
Other Post Employment Benefits (OPEB) and direct the PARC to report back to the
Board on a timely basis regarding financial strategies to deal with OPEB liabilities.

XlI. Acknowledgements

This report was prepared with input from committee members and staff. County Public
Officer Ray Smith applied his editorial skills.

Significant assistance was provided by John Bartel & Associates. Various sources were'
used and, where appropriate, identified specifically. Text references generally have not
been footnoted. The CSAC 2006 rating agency briefing materials were a useful source
and the county’s Sacramento legislative advocate, Michael Corbett, provided valuable
insight on the status of pension reform.
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Definitions

Present Value of Benefits
June 30, 2004

Future Normal
Costs

Assets
(Unfunded
Actuarial
Liability)

PVB - Present Value of all Projected Benefits:
® Discounted value (at valuation date - 6/30/04), of all future expected benefit
payments based on various (actuarial) assumptions

Actuarial Liability:

® Discounted value (at valuation date) of benefits earned through valuation date
[value of past service benefit]

® Portion of PVB “earned” at measurement

Current Normal Cost:
®  Portion of PVB allocated to (or “earned” during) current year
® Value of employee and employer current service benefit

{ Revised 5/3/06 1 ‘@

Definitions

Present Value of Benefits
June 30, 2004

Target- Have money in the bank to cover Actuarial Liability (past service)
Unfunded Liability - Money short of target at valuation date

Excess Assets / Surplus:
® Money over and above target at that point in time.
® Doesn’t mean you’re done contributing.

Super Funded:
®  Assets cover whole pie (PVB)

® Ifeverything goes exactly like PERS calculated, you’ll never have to put another
(employer or employee) dime in.

i Revised 5/3/06 2 .@




Definitions

Present Value of Benefits
June 30, 2004

Present Value of Benefits
June 30, 2004

Future Normal

Unfanded
Actuarial Liability

Contribution =

® Normal Cost

L] + Unfunded Liability Amortization
or

® - Excess Asset Amortization

Revised 5/3/06

Plan Funded Status

Future events that might cause rate fluctuations:
o Asset Gains/Losses:
O Smoothing will not mitigate upcoming asset losses

® Experience Gains/Losses (somewhat mitigated because of
smoothing):

O Disabilities
O Salaries

O Retirements
Pooling

Air Time Service Purchase

Revised 5/3/06 4




Plan Funded Status
Safety

Present Value of Benefits Present Value of Benefits
June 30, 2003 June 30, 2004

Future Normal
Costs

Future Normal
Costs

Assets
(Unfunded {Unfunded
Actuarial w Actuarial
Liability) Liability)

Assets

June 30, 2003 June 30, 2004
$ 443,400,000 Unfunded PVB $ 507,200,000
(94,500,000) (Unfunded Liability) (133,700,000)
906,500,000  Actuarial Liability 1,021,100,000
1,255,400,000 PVB 1,394,600,000

@ Revised 5/3/06 5

Plan Funded Status
Safety
| What happened between 6/30/03 and 6/30/04?
L Asset gain/(loss): =~ (4.9) million
® Actuarial gain/(loss): =(34.0) million

O Average Salary $54,500 — $60,200
O Number of Actives 2,708 — 2,684
O Number of Inactives 776 — 811

O Number of Retirees 1,090 — 1,168

® CalPERS Method Changes: = 3.9 million
o Contribution gain/(loss): = 2.6 million
O Expected = (39.6)
O Actual = 422
o Expected UAL (Increase): = (6.8) million

@

Revised 5/3/06 6




3,000

2,500

2,000

1,500

1,000

500

Members Included in Valuation
Safety

i

& ; 3 F
1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 [ 2001 | 2002 | 2003 | 2004

ID Active

1,820] 1,839| 1,906 1,976| 2,010 1,782 2,172 2,296/ 2,385| 2,581/ 2,708| 2,684

IE Transfers

288 | 289 | 294 | 289 | 292 | 485 | 636 | 378 | 444 | 444 | 470 | 479

I! Vested Terminations

103 | 100 | 119 | 185 | 205 | 269 [ 189 | 217 | 254 | 274 | 306 | 332

ll Receiving Payments

SOl | 520 | 567 | 586 | 651 | 711 | 767 | 785 | 872 | 993 | 1,090| 1,168

Revised 5/3/06

40.0

35.0 ]

30.0 ]

25.0

20.0

15.0 41

10.0 1

5.0 4

Average Age/Service
Safety

— 1 B—1 B— B— B—

a4 A 1 1 "M 18 G

O Average Age

38.1 | 384 | 386|387 388391390392/ 388386 39.1

[ Average Service

98 | 101 | 90 |1 92 | 90 | 95| 94 | 96 | 89 | 89 | 95
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Average PERSable Wages
Safety

65,000 -

60,000 -

55,000 -

50,000 -

45,000 -

40,000 -

35,000

30,000 ]

25,000 1]

20000 1653 | 1998 | 1995 | 1996 | 1997 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004

|0 Average | 44,000] 44,200] 46,100] 44,800] 45,700] 44,500] 48,800] 52.100] 53,600 53200 54,500 60,200

Revised 5/3/06

:

Total Annual PERSable Wages (Millions)

Safety

180

160

140

120

100

1994

1995

1999 | 2000 | 2001 | 2002 | 2003 | 2004

OCurrent | 80.1

813

87.8

885 | 91.9 | 793 | 106.0 | 119.6 | 127.8 | 137.2 | 1475 161.6

OProjected | -

88.8

95.9

10101026 | 885 | 1184 | 133.5| 142.8|1532| 1624 | 177.9

Revised 5/3/06
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Actuarial Investment Return
Safety

23.25%

15.50%

7.75% 4

0.00%

-1.75%

1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004

2005

2006

--&-- AVARate [10.9%] 9.0% |13.6%{16.0%19.6%|14.0%{11.2%| 4.4% |-4.6%| 3.8% | 7.6%

7.9%

8.0%

——MVA Rate | 2.0% [16.3%15.3%20.1%{19.5%12.5%|10.5%(-7.2% | -6.0% | 3.7% |16.6%

12.2%

8.6%

—49—AVANew | 7.7% | 8.3% | 8.7% | 92% | 9.4% | 8.9% | 8.6% | 7.0% | 4.0% | 6.8% | 7.6%

7.9%

8.0%

Revised 5/3/06 11

R

Actuarial Investment Return

Safety
Above assumes contributions, payments, etc. received evenly throughout
year.
6/30/04:
e Market Value return =]
® Actuarial Value return =
6/30/05:
o Market Value return =]
® Actuarial Value return =
6/30/06:
e Market Value return through 10/31/05 =
| J Estimated Annualized MVA Return =
® Estimated Annualized AVA Return =

Revised 5/3/06 12

6.57%
7.6%

2.26%
7.9%

3.30%
8.6%
8.0%




Asset Values (Millions)
Safety

900

800

700

600

500

400

300

200

100

0 -
1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004

Bctuarial 2782 | 314.6 | 351.0{408.8 | 486.0 | 591.0 | 677.5| 777.1 | 803.9{ 774.0 | 812.0 | 887.4
IDMarket 300.1 | 313.6 | 374.4 | 440.6 | 540.0 | 656.7 | 746.0 | 811.6 | 744.7 | 703.6 | 738.2 | 873.8

B Revised 51306 13
Asset Values
Safety
u 6/30/00 Actuarial Value = 96% Market
| 6/30/01 Actuarial Value =~ 108% Market
u 6/30/02 Actuarial Value = 110% Market
n 6/30/03 Actuarial Value = 110% Market
u 6/30/04 Actuarial Value =~ 101% Market
u 6/30/05 Actuarial Value willbe = 98% Market

’ Revised 5/3/06 14




Funded Status (Millions)

Safety

1,200.0

1,000.0

800.0

600.0

400.0

200.0 11

e .

1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004
O Actuarial Liability 272.5|303.2|342.4)380.7| 407.3 |457.3| 528.8 | 686.4 | 768.1 | 839.8 | 906.5 | 1,021 |
M Actuatial Asset Value [278.2|314.6|351.0{408.8486.0|591.0{677.5|777.1|803.9|774.0|812.0|887.4

Revised 5/3/06

[3.0% x $ 738 million]

16

Revised 5/3/06 15
Funded Status
Safety
[ | Actuarial assumptions:
® Interest rate
O General inflation 3.00%
O Real rate of return 4.75
O Total 7.75
o Payroll growth 3.25%
| Investment gains — Impact on funded status:
® 6/30/05 [12.26% compared to 7.75%] +4.5%
o Actuarial asset “reserve” -1.6%
o Total estimated % gain 3.0%
° Total estimated unrecognized gain $ 21.8 million




Contribution Rates
Safety

25%-

20%-

15%
10%
5%~

0%

5%

-10%-

-15%-

1993 | 1994 | 1995 | 1996 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004
O Normal Cost [14.6%!15.0%{15.0%{16.0%|13.4%|14.7%{14.7%|20.3%{20.1%(20.1%|16.7%| 16.7%
EIUAL Amort |-0.5%-1.1%(-1.4%!-6.8%| -13.4 | -14.7 | -11.3 |-6.4%|-3.0% | 4.3% | 0.3% | 1.3%
B Total 14.2%]14.0%13.6% 9.1% | 0.0% | 0.0% | 3.4% |13.8%]17.0%[24.4%(17.0%|18.0%
’ Revised 5/3/06 17
Contribution Rates
Safety
Post-POB
Pre-POB Incl. Debt Sve Incl. Debt Sve
6/30/03 6/30/03 6/30/04 6/30/04
2005/2006  2005/2006  2006/2007  2006/2007
B Normal cost 16.7% 16.7% 16.7% 16.7%
B Debt Service - 2.5% - 2.4%
B Amortization bases:
®  Assumption Change -13% - - -
®  Benefit Change 6/30/99 3.1% - - -
@  Benefit Change 6/30/00 0.8% - - -
®  Benefit Change 6/30/01 -0.1% - - -
®  (Gain)/Loss 11.4% - 1.5% 1.5%
®  Fresh Start -9.3% 0.3% -0.2% -0.2%
Sub-total 4.4% 0.3% 1.3% 1.3%
® Total: 21.1% 19.5% 18.0% 20.4%
®  Amortization period =~ 20 years 30 years 30 years 30 years
B What Happened from 6/30/03 to 6/30/04:
® 2005/06 Rate 17.0%
® (Gains)/Losses 2.0
® Method Changes -1.1
® 2006/07 Rate 18.0%

Revised 5/3/06
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Contribution Projections

Safety
B Market Value Investment Return:
®  June 30, 2005 12.3%
®  June 30, 2006 - 2010 75% Confidence Limit*: = 2.6%
50% Confidence Limit: = 7.75%
25% Confidence Limit: = 12.9%

*Confidence Limits ~ Actual Return will exceed the given rate with indicated probabilities

MW Fresh Starts:
® 30 Year Fresh Start for 06/07
® 15 Year +0.7% 20 Year +0.3% 25 Year +0.1%

B No Other:
®  Gains or Losses
® Method or Assumption Changes
®  Benefit Improvements

®

Revised 5/3/06

Contribution Projections
Safety

Investment Return Varies
and No Fresh Starts

30%

25%

20% /

15%

10%

5%

0%
’ 03/04 04/05 | 05/06 | 06/07 07/08 08/09 09/10 10/11 11/12 12/13

-0-75th| 17.0% | 244% | 17.0% | 18.0% | 17.9% | 18.0% | 18.3% | 186% | 19.0% | 19.5%
—&-50th| 17.0% | 24.4% | 170% | 18.0% | 179% | 17.8% | 178% | 17.7% | 17.6% | 17.5%
—0-25th| 17.0% | 244% | 17.0% | 18.0% | 17.9% | 17.7% | 172% | 16.7% | 16.7% | 16.7%

Revised 5/3/06 . 20




Contribution Projections

Safety

Market Value Investment Return:

®  June 30, 2005 12.3%

® June 30,2006 - 2010 75% Confidence Limit*: = 2.6%
50% Confidence Limit: = 7.75%
25% Confidence Limit: ~12.9%

*Confidence Limits — Actual Return will exceed the given rate with indicated probabilities

Pension Obligation Bond (POB):
® Includes Debt Service on POB

No Other:

®  Gains or Losses

® Method or Assumption Changes
® Benefit Imf)rovemenfs

Revised 5/3/06

Contribution Projections
Safety

Investment Return Varies
Includes Debt Service on POB

30%

25%

e EN——
7 s

15%

10%

5%

0%
° 03/04 04/05 | 05/06 06/07 | 07/08 08/09 | 09/10 10/11 11/12 12/13

—0-75th| 17.0% | 244% | 19.5% | 205% | 203% | 203% | 20.5% | 20.7% | 21.1% | 21.5%
—&—50th| 17.0% | 244% | 195% | 20.5% | 203% | 20.1% | 20.0% | 19.8% | 19.7% | 19.5%
—©-25th| 17.0% | 244% | 19.5% | 20.5% | 203% | 199% | 194% | 18.8% | 18.8% | 18.7%

)
~
O

Revised 5/3/06 22




Plan Funded Status
Miscellaneous

Present Value of Benefits Present Value of Benefits
June 30, 2003 June 30, 2004

Future Normal
Costs

Future Normal
Costs

(Unfunded
Actuarial

(Unfunded
Actuarial

Liability) Liability)
June 30, 2002 June 30, 2003
$ 1,193,300,000 Unfunded PVB  $  1,301,200,000
(330,400,000) (Unfunded Liability) (397,500,000)
1,998,800,000  Actuarial Liability 2,231,600,000
2,861,700,000 PVB 3,135,400,000

b

Revised 5/3/06 23 .ﬂ

Plan Funded Status
Miscellaneous
What happened between 6/30/03 and 6/30/04?
o Asset gain/(loss): = (9.8) million
® Actuarial gain/(loss): ~ (33.3) million

O Average Salary $42,800 — $45,100
O Number of Actives 12,671 — 12,664

(M Number of Inactives 5,489 — 5,867
(M Number of Retirees 4,815 —> 5,146
o CalPERS Method & Assumption Changes: = 7.9 million
L Contribution gain/(loss): = 1.3 million
O Expected =~ (97.8)
O Actual = 99.1
o Expected UAL (Increase): =(33.0) million

b

Revised 5/3/06 24 ‘a




14,000

12,000 -

10,000

8,000

6,

4,

000

000

2,000

Members Included in Valuation

Miscellaneous

pLnaan

i 1994 | 1995 1997 | 1998 | 1999 | 2000 | 2001 | 2002 onoz
IO Active 8,481 8,585| 8,555 8,515/ 8,432 8,783 9,998 10,73 11,56 12,65] 12,67| 12,66
| Transfers 1,274 1,369| 1,808 1,591/ 1,591| 1,603| 2,256| 2,373 2,189] 2,373[ 2,513 2,463
M Vested Terminations | 774 | 819 | 948 | 1,493 1,603] 2,008| 1,603 1,951] 2,232] 2,434] 2.976| 3,404
| M Receiving Payments | 3,040] 3,155 3,259] 3,365 3.518| 3.716] 3,935[ 4,147 4.356| 4,467 4.815] 5.146
' Revised 5/3/06 25
Average Age/Service
Miscellaneous
45.0 _
. A — = r= — . = F= r
350 - Bt enl il ik I
30.0 1 Il el i
Rl mal el el anll onll pull aull ol anl aull sl
wo b 1 I 1810 il
15.0 41 el il il et el mul .
wo I | 1T 1181 il
5.0 -
OAverage Age | 413 | 417 | 422 | 424 | 427 | 428 | 426 | 425 | 426 | 428 | 430 | 434
D Average Service| 7.6 | 8.1 | 84 | 84 | 87 | 86 | 82 | 80 | 80 | 78 | 80 | 84

Revised 5/3/06
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Average PERSable Wages
Miscellaneous

50,000 -

45,000 ¥

40,000 - |

35,000 o —~ | | ‘

30,000+ | ( ? ? ‘ : |

SEdE BN B BE B BR e BE BR

20,000 -l ‘ . 1 el v ‘

1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004

|2 Average | 33,600] 34,000] 33,700] 32,300] 33.400] 34,100] 36,700] 38.100] 40.400] 41,700] 42,800] 45,100

Revised 5/3/06 27

Total Annual PERSable Wages (Millions)
Miscellaneous

700

600

500

400

1993 | 1994
DOCurrent | 285.4 [291.9 ) 288.0 | 275.3 | 282.0 | 299.7 | 366.5 | 408.9 | 466.9 | 527.2 | 542.1 | 571.7
DOProjected| - |318.8]314.5]314.1|314.9 |334.7| 409.3 | 456.6 | 521.4 | 588.7 | 596.6 | 629.2

)
’ Revised 5/3/06 28




Actuarial Investment Return
Miscellaneous

23.25%

15.50%

7.75% A

0.00%

“7.75% +— - SN S S R -
* 11994 [ 1995 [ 1996 | 1997 [ 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

--A-- AVA Rate |10.7%] 8.2% |13.8%15.7%(19.9%|12.6%|11.1%|-8.5% | -6.5%| 3.7% | 7.6% | 7.9% | 8.0%

—l— MVA Rate | 2.0% [16.3%]|15.3%]20.1%|19.5%|12.5%|10.5%-7.2%{-6.0% | 3.7% [16.6%|12.3%| 8.6%

—0—AVANew | 7.9% [ 82% | 8.7% | 9.1% | 94% [ 8.9% | 8.3% | 7.1% | 1.8% | 6.8% | 7.6% | 7.9% | 8.0%

Revised 5/3/06 29

" Revised 5/3/06 30

Actuarial Investment Return
Miscellaneous

Above assumes contributions, payments, etc. received evenly throughout
year.

6/30/04:

o Market Value return =16.57%
® Actuarial Value return = 7.6%
6/30/05:

® Market Value return =~ 12.26%
o Actuarial Value return = 7.9%
6/30/06:

o Market Value return through 10/31/05 = 3.30%
o Estimated Annualized MVA Return = 9.7%
° Estimated Annualized AVA Return = 7.9%




Asset Values (Millions)

Miscellaneous

2,000

1,800

1,600

1,400

1,200

1,000

800

600 -1
400
200

o
1993 | 1994 | 1995 | 1996

1997 | 1998 | 1999 | 2000 | 2001 | 2002

2003

2004

M Actuarial | 6106 | 689.9 | 759.6 | 874.2

1,025.1 1,241.{ 1,468.| 1,617.| 1,720.] 1,599.

1,668.

1,834,

IDMarket 660.8 | 687.8 | 808.0 | 939.5

1,139.] 1,379.] 1,564.| 1,702.| 1,564.| 1,454.

1,516.

1,806.

Revised 5/3/06
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6/30/00 Actuarial Value

6/30/01 Actuarial Value

6/30/02 Actuarial Value

6/30/03 Actuarial Value

6/30/04 Actuarial Value

Asset Values
Miscellaneous

= 95% Market

= 110% Market

= 110% Market

= 110% Market

= 101% Market

6/30/05 Actuarial Value willbe = 98%% Market

Revised 5/3/06
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Funded Status (Millions)

Miscellaneous
2,500.0 -1
2,000.0 |
1,500.0
1,000.0
500.0 11
el ; g J 1
1993 1994 1995 1996 1997 1998 1999 | 2000 | 2001 2002 | 2003 | 2004
|E|Actmuiall_.iability 605.9 | 704.4 | 756.5 | 830.8 | 844.1 | 920.3 | 1,052.9] 1,177.9| 1,577.5| 1,750.1 1,993.8r2,23l.6
IIActuatial Asset Value | 610.6 | 689.9 | 759.6 | 8742 | 1,025.8| 1,241.1| 1,468.7 1,617.81 1,720.5{ 1,599.9 1,668.4[ 1,8342

Revised 5/3/06 33
Funded Status
Miscellaneous
[ | Actuarial assumptions:
® Interest rate
O General inflation 3.00%
O Real rate of return 4.75
O Total 7.75
° Payroll growth 3.25%

Investment gains — Impact on funded status:

o 6/30/05 [12.26% compared to 7.75%] +4.5%
e Actuarial asset “reserve” -1.5%
o Total estimated % gain 3.0%
] Total estimated unrecognized gain $ 45.3 million

[3.0% x $ 1,517 million]

Revised 5/3/06 34 ‘a




Contribution Rates
Miscellaneous

15%-

10%

5%

0%

5%

-IO%J

1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004

‘DNormalCost 6.7% | 7.5% | 7.5% | 8.0% | 6.8% | 6.8% | 7.1% | 7.4% |10.8%!11.0%|11.1%|11.1%

IUALAmort -0.1% 0.3% | 0.1% |-3.8%-6.8% | -6.8% |-7.1% |-7.4%|-1.0%| 2.9% | 0.7% | 0.8%

IITotal 6.6% | 7.8% | 7.6% | 4.2% | 0.0% | 0.0% | 0.0% | 0.0% | 9.8% |13.9%|11.8%|11.9%

Revised 5/3/06 35

®

Contribution Rates

Miscellaneous
Post-POB
Pre-POB  Incl. Debt Sve
6/30/03 6/30/03
2005/2006 2005/2006
Normal cost 11.1% 11.1%
Debt Service - 2.9%
Amortization bases:
®  Asset Change -0.0% -
®  Assumption Changes 0.9% -
®  (Gain)/Loss 1.4% -
®  Fresh Start 3.0% 0.7%
Sub-total 5.2%% 0.7%
® Total: 16.3% 14.7%
®  Amortization period =~ 20 years 17 years

What Happened from 6/30/03 to 6/30/04:
® 2005/06 Rate

® (Gains)/Losses

® Method Changes

® 2006/07 Rate

Revised 5/3/06 36

Incl. Debt Sve
6/30/04 6/30/04
2006/2007 200672007
1.1% 11.1%
- 3.0%
0.9% 0.9%
:0.1% -0.1%
0.8% 0.8%
11.9% 14.9%
30 years 30 years
11.8%
0.7
0.6
11.9%




Contribution Rates

Miscellaneous
B Market Value Investment Return:
® June 30, 2005 12.26%
® June 30, 2006 - 2010 75% Confidence Limit*: = 2.6%
50% Confidence Limit: = 7.75%
25% Confidence Limit: = 12.9%
*Confidence Limits — Actual Return will exceed the given rate with indicated probabilities
B  Fresh Starts:
® 30 Year Fresh Start for 06/07
® 15 Year +0.4% 20 Year +0.2% 25 Year +0.1%

B No Other:
®  Gains or Losses
® Method or Assumption Changes
® Benefit Improvements

Revised 5/3/06

Contribution Rates
Miscellaneous

Investment Return Varies
and No Fresh Starts

20%

18%

16%

e —
P‘W
L/

10%

8%

6%

4%

2%

0%
° 03/04 04/05 [ 05/06 | 06/07 | 07/08 08/09 | 09/10 10/11 11/12 12/13

-£-75th; 9.8% 139% | 11.8% | 11.9% | 11.9% | 11.9% | 120% | 122% | 125% | 12.8%
-A—50th| 9.8% 139% | 11.8% | 11.9% | 11.9% | 11.8% | 11.8% | 11.7% | 11.7% | 11.6%
-0-25th| 9.8% 13.9% | 118% | 11.9% | 119% | 11.7% | 114% | 11.1% | 11.1% | 11.1%

Revised 5/3/06




Contribution Rates

Miscellaneous
M Market Value Investment Return:
® June 30, 2005 12.3%
®  June 30, 2006 - 2010 75% Confidence Limit*: = 2.6%
50% Confidence Limit: = 7.75%
25% Confidence Limit: = 12.9%

*Confidence Limits — Actual Return will exceed the given rate with indicated probabilities

M Pension Obligation Bond (POB):
® Includes Debt Service on POB

B No Other:
®  Gains or Losses
® Method or Assumption Changes
®  Benefit Improvements

@ Revised 5/3/06 39

Contribution Rates
Miscellaneous

Investment Return Varies
Includes Debt Service on POB

20%

18%
16%
12% /

10% +—or
8%

6%

4%

2%

0%
1 o304 04/05 05/06 | 06/07 | 07/08 08/09 | 09/10 10/11 11/12 12/13

-0-75th| 9.8% 139% | 147% | 14.9% | 148% | 149% | 151% | 153% | 15.6% | 15.9%
—4-50th| 9.8% 13.9% | 14.7% | 14.9% | 148% | 148% | 148% | 148% | 148% | 14.7%
-0-25th| 9.8% 13.9% | 14.7% | 14.9% | 148% | 147% | 145% | 142% | 14.2% | 142%

Revised 5/3/06 40




POB (Millions)

CalPERS Proceeds Estimated Balance

Safety Miscellaneous Total

B POB @ 2/16/05 $85.7 $311.2
B Earnings to 6/30/05 3.8 13.8
M Amort. Payment through 6/30/05 _0.0 _0.0
W Balance @ 6/30/05 89.5 325.0
B Earnings to 2/15/06> 9.3 33.6
B Amort. Payment through 2/15/06* (3.4) (12.2)
B Balance @ 2/15/06 954 346.4

$396.9
17.6
00
414.5
42.9
(15.6)
441.8

! Estimated based on CalPERS 6/30/05 12.2% Market Value return from 2/16/05 through 6/30/05.
2 CalPERS 6/30/04 reports show no reduction in 04/05 contribution.

AW

Estimated based on CalPERS 3/31/05 11.0% Market Value return from 6/30/05 through 3/31/06.
Based on a fixed 30-year amortization

0 ‘
/ { Revised 5/3/06 41 @
POB (Millions)
Bond Proceeds Balance
Payments

Principal Interest Total Balance
| 2/17/05 n/a n/a n/a $400.0
B 8/15/05 n/a $ 94 $ 94 400.0
| 2/15/06 $ 32 9.5 12.7 $ 396.8

Revised 5/3/06
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POB (Millions)
Net Estimated Savings
Net Estimated Savings:
A. CalPERS Estimated Balance $441.8
B. Bond Proceeds Balance 396.8

C. Cash Flow Savings/(Deficit)
[Payments that would been paid to CalPERS less

POB debt service] _(6.5)
D. Net [(A)-(B) + (O)] 38.5
Net Estimated Savings:
E. CalPERS Investment Earnings $ 60.5
- F. POB Interest Payments 18.9
G. Cost of Issuance : - 3.1
H. Net [(E) - (F) - (G)] 38.5

Above estimates based on market rate of return. Savings based on actuarial
rate of return would be lower.

Revised 5/3/06 43

POB (Millions)
Net Estimated Savings
This Page Intentionally Blank.
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CalPERS Rating Smoothing

Old New
6/30/2003: Method Method
Market Value 100.00 100.00
Actuarial Value 110.0 110.0
6/30/2004: 16.57% 16.57%
Market Value 116.6 116.6
Actuarial Value:
1. Project @ 7.75% 118.5 118.5
2. Adjust: 117.9 118.4
[(MV-AV) x (old: 1/3; New: 1/15)]
3. Limited by corridor 117.9 1184
Actuarial Rate of Return 7.2% 7.6%
Ratio of Actuarial Value to Market Value 101.1% 101.6%
® ®
/ { Revised 5/3/06 45 @
CalPERS Rating Smoothing
Old New
Actuarial Asset Values Method Method
® Project Assets forward 7.75% 7.75%
® Asset Gain/Losses Recognized 3 Years 15 Years
® Ratio of Actuarial to Market Value
of Assets 90-110% 80-120%
Actuarial Asset Methods
® Amortization
o Years 12.7 Years 30 Years
o Factor 10% 6%
® Minimum None Normal Cost
less 30 Year
Amortization
of Surplus
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APPENDIX 2
New York Times Article
“Japanese Cars, American Retirees”
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APPENDIX 3
USA Today Article
“Retiree Benefits grow into ‘monster’ ”
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Retiree benefits grow into 'monster’ SLSATODAY.com

By Dennis Cauchon, USA TODAY
Thu May 25, 7:40 AM ET

Taxpayers owe more than a half-million dollars per household for financial promises made by government, mostly to cover the
cost of retirement benefits for baby boomers, a USA TODAY analysis shows.

Federal, state and local governments have added nearly $10 trillion to taxpayer liabilities in the past two years, bringing the
total of government's unfunded obligations to an unprecedented $57.8 trillion.

That is the equivalent of a $510,678 credit card debt for every American household. Payments on this delinquent tax bill must
start soon if financial promises to the elderly are to be kept.

The cost of retirement programs will start to soar when baby boomers - 79 million born between 1946 and 1964 - begin
collecting Social Security in 2008 and Medicare in 2011.

"This is a monster financial problem that both parties are going to have to solve," says Rep. Jim Cooper (news, bio, voting
record), D-Tenn., a member of the House Budget Committee. "Most Americans and Congress members don't realize the
terrific burden we are putting on future generations.”

USA TODAY compiled a list of all taxpayer liabilities - federal, state and local - to provide a fuller look at the nation's financial
condition. The numbers are based on official government reports.

Americans' government obligations are five times what people owe for mortgages, car loans, credit cards and other personal
debt. The $57.8 trillion liability is the amount that government needs now, stashed away and eaming interest, to generate
enough cash to pay future obligations. The obligations are valued in today's dollars and come due as early as in a few days,
when Treasury bills mature, to as long as 75 years for Social Security and Medicare.

Like an unpaid credit card bill, the balance grows every year - about $25,000 per household annually.

Taxpayer liabilities grew 20% in the past two years, 13% above the inflation rate.

What's behind the increase:

*Medicare. The health care program for the elderly saw its long-term deficit grow $4.5 trillion from 2004. The causes: higher
medical costs and an aging population. Not a factor: the new Medicare prescription drug benefit. It was included in the 2004
number.

» Social Security. The program's deficit for workers and beneficiaries already in the system grew $2.5 trillion over two years.
Reason: Each generation gets benefits greater than the last, so the program automatically gets more out of balance every

year.

* Government retirement benefits. Pension and retiree medical benefits for civil servants and military personnel are more
generous than those for private-sector workers. But government has not set aside as much money as private companies to
pay the costs.

"These numbers show our long-term financial problems are even greater than our short-term ones," says Ed Lorenzen, policy
director at the Concord Coalition, which promotes fiscal responsibility.

http://news.yahoo.com/s/usatoday/20060525/ts_usatoday/retireebenefitsgrowintomonster&... 5/25/2006
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Economist Dean Baker of the liberal Center for Economic Policy Research says the nation can afford Social Security but not
the current health care system. "If we don't fix health care, it's hard to imagine what our country looks like in 20 years," he

says.

Copyright © 2006 USA TODAY, a division of Gannett Co. Inc.
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