CITY OF NEW HAVEN

OFFICE OF MANAGEMENT & BUDGET
165 Church Street, New Haven, CT 06510
Phone: (203) 946-7921, Fax: (203) 946-7924

JOHN DESTEFANO, JR.
MAYOR

LAWRENCE D. RUSCONI
BUDGET DIRECTOR

October 1, 2007

Alderman Carl Goldfield
Board of Aldermen
City of New Haven
165 Church Street
New Haven, CT 06510

Dear Alderman Goldfield:
In responsdo Policy Amendment#3 of the FY 2007-08Budget,the Administrationwasto preparea report
providing proposalsfor cost containmentand revenueenhancemenin various operationalareasof City
Government.
Attached is a report of initiatives in several of those areas, including the following:

l. Energy Procurement

Il. Energy Conservation

1. Health Benefits

V. Pensions

V. Transfer Station

The Reportprovidesa backgrounddiscussionanalysisandreporton eitheractionstakenor initiatives to be
considered going forward for each of the areas indicated above.

We look forward to an opportunity to discuss these areas with you.

Respectfully submitted,

Lawrence D. Rusconi
Budget Director

Attachment

cc: Board of Aldermen
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ACTION REPORT FY 2007-08
BUDGET INITIATIVES

|. ENERGY PROCUREMENT INITIATIVE

A.

BACKGROUND:

RFP process completed in Fall of 2006.

Two (2) Energy Firms pre-qualified.

SourceOnehiredasour EnergyConsultanto assistin negotiatingratesfor the periodJanuaryl,
2007 to June 30, 2008.

Contractawardedandexecutedvith ConstellationrNew Energy(OCNEON November2006to
provide electric services to the City for an 18 month period beginning January, 2007.

All City and Board of Education electricity accounts enrolled.

Boardof AldermenPolicy AmendmentNo. 2 to the FY 2007-08budgetecauthorizedhe Energy
ProcuremenCommitteeto continueto work to solicit naturalgasandelectricutility ratesthat
are in the best interest to the City, for the period July 1, 2007 to June 30, 2008.

RESULTS:

SourceOnehasreportedthe City is savingapproximately$180,000per monthsincewe started
(i.e. for final six monthsof FY 2006-07we savedover $1 million). Estimatedsavingsfor FY

2007-08anticipatedo beatleast$2 million (morethan$2 million if additionalrateincreasesire
approved by DPUC for United llluminating).

CURRENT AND FUTURE INITIATIVES:

Currently,SourceOnecontinuego monitorandanalyzeexistingmarketratesto determindf we
should strike and execute a new contract.

The City andits consultantsare conductingan internalaudit of all billed United Illuminating
(OU.1.0) accounts to ensure all accounts are included in the CNE contract.
Goingforward, we may needto asseswiability of pre-qualifyingotherpotentialsupplierssuch
as Con Ed Solutions,World Energyand others. The Connecticutmarketplacenasexpanded
sincethe procuremenprocesdeganin 2006. If it is decidedto go thatroute,we would needto
initiate a new RFP processto qualify, pre-negotiatehe terms, as well as seekAldermanic
approvalto enterinto a new long-termcontractwith the new suppliersand seekcompetitive
pricing.
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IIl. ENERGY CONSERVATION INITIATIVE

A. BACKGROUND

= Sincel997,whenthe City initiated its Comprehensiv&nergyConservatiorPlan,the program
hasreducedenergyand maintenanceostsin the aggregatey approximately$28.84million.
The goal of the original plan was to further offset increasedconsumptionand cost by an
additional $12 million by 2010. Through 2006, the program has achieved the following resul

INVESTMENTS, SAVINGS, OTHER ACHEIVMENTS AND GOALS
Energy Investments to Date

Board of Education Performance Contract $8.36 Million
Elm/State Street Tunnel Improvements $0.49 Million
Crown Street Parking Garage $0.25 Million
Temple Street Parking Garage $0.36 Million
Street Lighting System Management & System Upgra $8.0 Million
Traffic Lighting System Improvements $2.78 Million
City-Wide Energy Conservation Investments $1.69 Million
Total Energy Investments to Date $17.67 Million
Savings in Excess in Investments $11.17 Million
Energy & Maintenance Savings to Date $28.84 Million
Other Achievements to Date

Utility Company Awards $1.15 Million
Federal and State Grants Received $2.52 Million
Environmental Pollution Reduction 74 Million Pounds CO2, NOX, SO2*
Other Recognition CT DEP Green Circle Awards
Future Goals by Fiscal Year 2010

Additional Energy and Maintenance Cost Savings $12.0 Million
Additional Utility Company Rebates $2.5 Million
Additional Energy Investments $5.0 Million

Add. Environmental Pollution Reduction 26 Million Pounds CO2, NOX, SO2*
*CO2 - Carbon Dioxide, NOX B Nitrous Oxide, SO2 P Sulfur Dioxide

B. INVESTMENTS TO PRODUCE ENERGY & COST SAVINGS

» By theendof 2006,the City hadinvestednearly$18 million in energyreductionimprovements
which haveresultedin $28.84million of avoidedutility andmaintenanceosts. The following
summarizes the most significant energy saving investments made by the City.

Board of Education Performance Contract (Nine-year Program)
$6.1 million of leased improvements.
$250,000 in utility rebates to offset capital cost.
$8.64 million in energy, maintenance, parts and labor cost saved to date.
$8.8 million savings guaranteed over the nine-year program.
$8.64 million saved to date over eight years.
» Board of Education Energy Conservation Program
Total saved to date: $2.33 million.
One time savings of $0.8 million.
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Annual recurring savings: $0.4 million.

Il. ENERGY CONSERVATION (CONTINUED)

Note: New energy numbers as of June 30, 2007 are being compiled and will represent a significant incre:

Crown Street Parking Garage Lighting Improvements

$61,600 in leased capital improvements.

$63,000 in utility rebates to offset capital cost.

$0.25 million in energy and maintenance savings to date.
Traffic Lamp Changeover to Light Emitting Diode (LED)

$780,000 bonded capital cost.

$240,000 grant from DOT.

$180,000 in utility rebates to offset capital cost.

$2.78 million in energy and maintenance savings to date.
State/Elm Street Tunnel Lighting and Ventilation Improvements

$241,500 from operating budget capital cost.

$113,000 utility rebates to offset capital cost.

$0.49 million in energy and maintenance savings to date.
Temple Street Garage Lighting Improvements

$150,000 in bonded lighting improvements.

$54,000 in utility rebates to offset capital cost.

$0.36 million in energy and maintenance savings to date.
Street Lighting Management

The City of New Haven owns and operates its own street lighting system. Under the

direction of a professional manager and maintenance organization, it is estimated that $¢

million in energy and maintenance costs are saved each year when compared to the
traditional method of leasing the streetlights from the local utility.

New Haven Water Pollution Control Authority Fuel Cell
This investment was made with the assistance of a $2.4 million dollar grant from the

Connecticut Clean Energy Fund. Electric power that is generated by the fuel cell offsets
electric power consumption from the grid, and hot water by-product from the fuel cell offs
electric power previously used to process fats, oils, and grease (FOG) at the wastewater

treatment plant.
$2.4 million capital cost granted from Connecticut Clean Energy Fund (CCEF).
$75,229 energy savings to date.
$1.9 million pounds per year of emissions reductions in New Haven.
City Wide Energy Conservation Investments

This group of investments included real-time monitoring of electrical power consumption,
well as demand monitoring. Improvements included lighting upgrades, dimmable lighting

vending machine controls and demand management at over 92 facilities.
$5.85 million leased capital improvements.

$138,000 in utility rebates to offset capital cost.

$1.69 million in energy and maintenance savings to date.

beyond the $28.84m explained above.

C. CURRENT AND FUTURE INITIATIVES

As part of the CityOscomprehensiveschool constructionprogram (including nearly 50
renovated/nevschoolfacilities), eachschoolhasbeendesignedand built to exceedBuilding
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Code Standarddgor minimum energyconsumption. In addition,eachschoolis designedwith
additional energy saving features to further reduce energy use and cost.

Il. ENERGY CONSERVATION (CONTINUED)

CURRENT AND FUTURE INITIATIVES (Continued)

Key challengegoing forwardwill befinding andsustaininghe meansto maintainfacilities so
they continueto operateat peakefficiency. The Administrationlooks to engagethe Board of
Aldermento continueto supportexisting efforts and to expandthis further on the General
Government (Non-Education) side of our operations.

In FY 2007-08,the Board of Aldermenapproved$2.5 million for the Energy Conservation
Program. TheseFundsare to be usedto upgradeCity buildings in needof new energy
conservation technology, particularly in the area of HVAC and electrical systems.

This summer the City hasdevelopeddetailedspecificationsandan RFPto replacethe HVYAC
systems in place at the Main Library facility. A contract is anticipated to be awarded shortly.
Van Zelm Engineeringis currentlyreviewingHVAC systemsusedat the GovernmeniCenter
ComplexandHall of RecordsWe anticipatedevelopingdetailedspecificationsandRFPin the
Fall and entering into a contract by the end of 2007.

The following City Facilities are also being evaluatedoy EngineeringStaff to determinethe
systems to be upgraded or replaced to improve efficiency:

Fire Department Headquarters

Fire Department - 525 Howard Ave.

Fire Department - 412 Lombard St.

Fire Department -125 Goffe St.

Fire Department B 73 Grand Ave.

Fire Department B 346 Whitney Ave.
Fire Department B 105 Fountain St.

Fire Training Facility B 230 Ella Grasso
Blvd.

Police Repair Facility

Public Works Dept. B 34 Middletown Ave
Free Public Library B lves Branch

Free Public Library B Stetson Branch
Free Public Library B Fair Haven Branch

The City looks to the Board of Aldermento sustainits supportfor making thesetypes of
investmentsgoing forward. Our energycostscan only be containedif thereis continued
investment in new technologies and by taking full advantage of all grant and Ul Energy Rebi

lll. HEALTH BENEFITS

A.

BACKGROUND

As indicatedin the chartbelow, medicalbenefitcostshaverisen43% sinceFY 2001-02. The

numberof contracts(employeesand retirees)actually decreaseaver this sameperiod from

5,889in FY 2001-02,andto 5,646in FY 2006-07. During this period,the City negotiatecand

implementedplan designchangesandwas successfuin seeinga migrationof employeedrom

the more costly CenturyPreferredplan to the lessexpensiveBlueCareproduct.In FY 01-02,
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81% of all employees/retireesereenrolledin CenturyPreferredandonly 19%in BlueCareln
FY 07-08 it is now a 50% /50% split. Despite these initiatives, costs still increased by 43%.
In 2006,the City issuedan RFP to implementan EmployeeWellnessProgramand a contract
was awarded to St. RaphaelOs Occupational Health to implement the program.

We haveconductedutreachto employeesvorking in City Hall, Library, Parks,Public Works,
Board of Education(Administration) and Health DepartmentWe have conductednutrition,
stresgeductionandergonomicseminarsat variousCity locationsandwe recentlyconcludeda 4-
weekwalking program. This programwill be expandedo the Boardof Educationin September
and soon after to the Fire and Police Departments.

B. RESULTS/CURRENT STATUS

Negotiatedrenewal with Anthem with the assistanceof our independenimedical benefit
consultant.

The City wentoutto bid for Stop/Losdnsurancelponanalysiswe decidednotto proceedwith
stop/lossasthe premiumsto be chargedwveredeterminedo be excessiveandnot costeffective
for us to proceed.

However, during the processof negotiatingour renewalfees cited above,we successfully
negotiatedvith Anthemfor themto provideanaggregate@pecificstop/lossat no additionalcost
to the City.

Anthemhasalso agreedto provide MedicarePartD subsidyassistancencluding attestation,
claim submissiorandapplication. In addition,they haveofferedto incorporatea OVasculaat
RiskO wellness program; which will complement the wellness program with St. Raphael.

C. FEUTURE INITIATIVES

Goingforward, the City will needto integratethe WellnessProgramprovidedby St. RaphaelOs
with the Antheminitiative. The key to successvith theseprogramss to provideincentivesto
encourage employee participation. How best to accomplish this is unclear at this time.
Froma Labor Relationsperspectivesavingscanonly be achievedwith plandesignor increases
in costshareamounts. This canbe accomplishedhroughcollective bargaining. Negotiations
begin next in January 2008 with Local #530.

Sick leaveis arelatedissuewhich is now beingreviewedandanalyzedwith both Coordinators
and Department Heads on a monthly basis.

RegardingMunicipal EmployeesHealth InsuranceProgram(OMEHIPO)therewere a host of
issuesassociatedvith the failed legislationthis pastsession. The failed bill was too all
encompassingndwould haveremovedus from exertingany local control or intervention. It
alsodid not addresghe retentionissueor any OPEB liability. At this time, it is uncertainto
conclude we would save any money from entry into MEHIP.

MEDICAL BENEFIT COST REVIEW
JULY- JUNE 2006/07
BY EXPENSE CATEGORY

+/- %
Fy06vFy FyO06vFy

FY 01-02 FY 02-03 FY 03-04 FY 04-05 FY 05-06 FY 06-07 07 07
VISION 338,683 315,166 258,315 262,388 409,509 384,810 -24,699 -6%
MAJOR MEDICAL 407,758 449,029 514,425 503,310 489,868 293,671 -196,197 -40%
MEDICARE 1,200,365 1,372,983 1,514,408 1,682,954 1,841,227 1,889,789 48,562 3%
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SUPPLEMENTAL

ADMINISTRATIVE 2,737,188 2,918,865 3,116,971 3,193,612 3,193,747 3,280,994 87,247 3%
WELLNESS - ST.
RAPHAELS - - - - - 28,265 28,265 N/A
MERCER MEDICARE PART
D - - - - - 60,700 60,700 N/A
BANC OF AMERICA -
MCGARVEY - - - - - 11,500 11,500 N/A
DENTAL 3,372,513 3,514,878 3,825,893 4,202,930 4,396,740 4,176,965  -219,775 -5%
DRUGS 4,791,209 5,325,321 6,111,184 7,170,784 8,306,498 9,143,750 837,252 10%
MEDICAL 32,244,781 33,561,236 37,032,337 39,465,598 44,452,317 45,395,582 943,265 2%
45,092,497 47,457,478 52,373,533 56,481,576 63,089,907 64,666,026 1,576,119 2.50%

MEDICAL COSTS CP

FY 01-02 FY 02-03 FY 03-04 FY 04-05 FY 05-06 FY 06-07
JULY 2,268,604 2,330,565 2,338,654 2,040,300 2,263,756 1,624,741
AUG 2,767,623 2,438,817 2,096,903 2,081,431 2,366,365 2,190,576
SEPT 2,090,947 2,064,865 2,178,082 1,925,415 2,408,344 1,889,072
OCT 2,056,477 2,223,432 2,549,281 1,854,054 2,079,883 1,796,038
NOV 1,914,954 2,117,864 1,467,694 2,018,080 2,165,700 1,793,675
DEC 2,041,024 2,117,908 2,195,527 2,224,420 2,157,495 1,785,854
JAN 2,243,941 2,328,243 1,981,258 2,057,748 2,023,015 2,142,839
FEB 2,142,060 2,047,085 1,712,510 1,854,565 1,865,169 1,568,521
MARCH 2,504,536 2,608,314 2,378,714 2,312,115 2,589,051 1,973,605
APRIL 2,374,832 2,481,032 2,431,117 1,753,172 1,926,922 1,882,616
MAY 2,327,088 2,436,426 2,010,936 1,906,487 2,193,021 1,796,832
JUNE 2,272,937 2,377,816 2,300,546 2,277,778 2,344,744 1,557,317

27,005,024 27,572,368 25,641,222 24,305,565 26,383,465 22,001,684

Dollar Increase/(decrease) -4,381,781
% Increase -18%
PER CAPITA 470 483 580 652 748 775
% INCREASE 4%
MEDICAL COSTS BLUECARE

FY 01-02 FY 02-03 FY 03-04 FY 04-05 FY 05-06 FY 06-07
JULY 425,404 462,416 919,002 1,148,715 1,178,112 1,635,572
AUG 479,377 460,123 637,529 1,218,895 1,751,508 2,049,350
SEPT 314,736 407,343 677,235 1,182,515 1,427,963 1,900,744
OCT 376,134 583,699 897,099 1,131,320 1,637,354 1,920,223
NOV 402,578 351,660 761,958 987,230 1,378,120 1,653,710
DEC 400,213 403,495 910,453 1,187,781 1,311,008 1,723,510
JAN 320,878 513,719 878,643 1,325,786 1,222,984 2,163,620
FEB 281,182 367,672 805,719 1,217,040 1,291,014 1,790,788
MARCH 460,953 543,187 1,124,942 1,505,950 1,536,019 2,058,883
APRIL 386,717 601,640 912,259 1,229,058 1,496,459 2,069,232
MAY 548,530 481,337 866,051 1,411,368 1,866,246 2,170,761
JUNE 416,364 479,750 976,886 1,407,155 1,665,759 1,993,765

4,813,064 5,656,042 10,367,775 14,952,813 17,762,547 23,130,158
Dollar Increase/(decrease) 5,367,611
% Increase 30%
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PER CAPITA 404 462 433 489 538 601
% INCREASE 12%
MEDICAL COSTS INDEMNITY
FY 01-02 FY 02-03 FY 03-04 FY 04-05 FY 05-06 FY 06-07

JULY 18,419 12,083 213,701 12,204 27,095 25,628
AUG 35,473 24,772 44,316 35,837 22,725 23,514
SEPT 69,211 9,531 8,853 34,486 20,515 30,491
OCT 28,634 24,564 181,877 3,900 83,607 32,817
NOV 23,451 15,693 17,700 58,861 14,666 8,751
DEC 6,850 35,691 16,564 6,364 14,344 45,667
JAN 25,015 72,047 316,149 43,789 25,228 13,796
FEB 12,136 19,686 23,7117 58,262 31,342 35,566
MARCH 60,696 18,637 34,948 60,342 -14,219 12,228
APRIL 22,760 16,546 64,940 22,500 11,153 15,904
MAY 91,853 50,849 53,880 28,807 14,621 5,148
JUNE 32,194 32,728 46,696 23,939 55,228

302,644 249,250 922,765 336,545 236,455 244,361
Dollar Increase/(decrease) 7,906
% Increase 3%
PER CAPITA 333 286 949 394 340 306
% INCREASE -10%

DEFINITIONS

MEDICAL COST = CENTURY PREFERRED, BLUECARE AND INDEMNITY
DRUG COST = CENTURY PREFERRED DRUG AND BLUECARE DRUG

IV. PENSION ISSUES

A. BACKGROUND

Issue: Currentlythe City is payingapproximately20-24%o0f payroll into the CERFplanfor its
generafund employees.This equatego approximately$9.3million dollarsgoinginto the plan.
The plan currentlyhasa formulathatallows employeego retire with a definedbenefitbasedon
yearsof service. Thefirst 20 yearsanemployess in the fund the multiplier is 2% peryear;for
yearsof service21-30the multiplier is 3%. Thereis no additionalbenefitfor any yearsworked
beyond30. As such,when an employeereaches20 yearsof servicehe/sheis eligible for a
pensionof 40%;the maximumanemployeemay currentlyachieveis 70%. Employeesurrently
contribute about 6% of pay for this plan.

Theplanrequiresthatbeforeanemployeds eligible to collecthe/shemusteitherwork 25 years
of service reachtherule of 80 (combinationage/year®f service)or work for 20 yearsandhave
a serviceconnectedlisability. Additionally, an employeemay sell backup to five yearssick
time for service credit. Each year costs 30 sick days.

B. ANALYSIS
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= Since 1994, the City has funded the pensionplan at 100% or greaterof the actuarial
recommendedamount. The following financial tables explain the important financial
information that needs to be reviewed when considering this issue:

CERF FUNDING RATIO:

FUNDED RATIO
FiscAL YEAR FOR CERF
1994 69.3%
1995 69.5%
1996 72.6%
1997 77.4%
1998 85.6%
1999 85.3%
2000 81.2%
2001 78.9%
2002 70.1%
2003 66.7%
2004 63.3%
2005 61.9%

CITY CONTRIBUTIONS TO CERF:

REQUIRED PERCENTAGE ACTUAL
FiscAL YEAR CONTRIBUTION CONTRIBUTION CONTRIBUTION
1997 $ 4,453,000 105% $ 4,670,621
1998 $ 4,893,000 100% $ 4,893,000
1999 $ 4,942,000 100% $ 4,942,000
2000 $ 3,938,000 104% $ 4,105,976
2001 $ 4,646,751 100% $ 4,646,751
2002 $ 5,484,073 100% $ 5,484,073
2003 $ 6,071,288 100% $ 6,071,288
2004 $ 7,408,604 100% $ 7,408,604
2005 $ 7,407,549 100% $ 7,407,549
2006 $ 9,254,000 100% $ 9,254,000

IV. PENSION ISSUES (CONTINUED)

= The CERFfund currentlyhas$188,716,779n net assets. However,the total contributionfor CERFfor
thefiscal yearendingJune30, 2006 was$12,434,884combinedemployer/employeeontributions). The
total expendituredor the plan for fiscal year endingJune30, 2006 were $19,945,223. The City had
investment income (after investment costs) of $13,037,251.

= Basedon this information,the City is in the position of needingto rely on investmenincometo survive.
As the CityOshudgetcontinuesto get tighter and hiring of new employeess restricted the workforce
averageage continuesto increaseand the plan will needto rely more heavily on investmentincome.
However, should investmentsdrop the City will be responsiblefor any additional costsbecausean
employee<ontributionis lockedin for the entire contractperiod. Additionally, it shouldbe notedthat
despite the continued funding at 100% of the actuarial amount the funded ratio has decreased.
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C. OPTIONS:

The City has essentially three options;

a.)

b.)

Remain on the current path with the CERF plan in place and continue to pay as any de
benefit plan requires. Since 1994, the City has chosen to contribute at a minimum of
100% of the actuarial amount recommended.

The City can request a transition to MERF. MEREF is similar to the TeacherOs Retirem
Plan in that it is a defined benefit plan that is administered by the State of Connecticut.
Like the teachers plan, MERF requires the City to make a contribution (currently
approximately 8% of payroll for these employees with MERF). MERF can be
accomplished by either moving the entire work force over to the plan, in which case the
City would be required to make a very large contribution to the Plan or requiring new
employees to go into the plan with existing employees remaining in the current plan. T
downside is that MERF, is solely responsible for determining the contribution amount
required by its members and members do not have the option of not making the requirt
contributions. This plan is not subject to collective bargaining. However, it is not a plai
that the executive branch can exercise. In order to become a member of MERF a vote
the legislative body is required.

The third option is a defined contribution pension plan. These plans have several factc
consider. On the plus side, the City contributes a specific amount into an individual
account and the employee contributes a specific amount. The City has no further liabil
after its contribution. Like MERF, this option requires the City to make its portion of the
contribution. The CityOs contribution would be a fixed amount and generally much low
than what the City is currently paying. Additionally, the money is transportable. This
means that the account owner can take the money to any employer and retain control «(
dollars.  The disadvantage of this type of plan is that the employee assumes the risk
investment loss and should the employee not have invested wisely there could be very
income for an employee at retirement. The City would provide educational classes to
employees so that employees would be aware of the risk associated with their plan chc
The city would also require that vendors provide sufficient plan choices for employees.
This problem can be limited, however, in its plan design. Unlike a traditional defined
benefit plan where an employee is not allowed to make any withdrawals, defined
contributions allow for loans and hardship withdrawals. A plan design could and shoul
eliminate withdrawal when this type of plan is the sole source of retirement.

D. CONCLUSION:

Most privateemployershavemovedto a definedcontributiontype plan coupledwith socialsecurity. The
Public Sectorhasbeenmuchslowerin makingthattransition. However,thatis changingin Connecticut.

A numberof surroundingtowns are alreadyin MERF (Hamden,Bridgeport) and sometowns have

recentlywon a definedcontributionplan in binding arbitration(Manchesteand North Haven). A large

factor that current employeesconsiderwhen making job choicesis the pensionplans. The more
transportablethe plansthe more optionsthat gives employeesand the City in making employment

decisions. The City is currentlyin binding arbitrationwith Local 3144 asit pertainsto pensionsandis
attempting to put into place a defined contribution type plan for all new hires.
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