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ABSTRACT

Program Planners, Inc. proposes to conduct an economic
analysis of state and local government pension funds.
The research methodology incorporates an economic .
model of pensions, a general actuarial model, and
empirical investigation. The research will be accom-
blished in four stages: Level of Funding; Asset
Management; Compensation Levéls; and the Future of
State and Local Government Pensions, and will be
completed over a two-year period.

The following summarizes the objectives of each of the
four stages of research.

L. The Level of Pension Funding: The specification
of a general economic model and a general
actuarial model and the investigation of ex-
pected fiscal and efficiency implications of
changes in various components of the pension
agreement will constitute the first stage of -
the study. - o

II. Asset Management: Historic and comparative
analyses, along with reasonable projections
of a program to develop incentives For socially
desirable investments, will be evaluated in
terms of expected Ffuture investment results.
Portfolio analysis will be employed to
estimate the results of various future in-
vestment programs. The conclusions regarding
past, present and future asset management
practices and policies will constitute the
second stage of research. ' '

III. Compensation Levels: This stage will be com-
prised of a survey of current levels of public
and private sector pension benefits and total
compensation, the illustration of post-retire-
ment income patterns, and the formulation of
criteria for estimating the retirement income
required to sustain a constant standard of
living. o
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- IV. The Future of State and Local Government
Pensions: This stage will consist of the
identification of the interdependencies
and interrelationships of pension funding,
asset management and compensation levels.
Estimates of the effects of various policy
modifications will also be presented.

Upon completion of the four stages of research, a
final report will be prepared. This report will con-
stitute a single source of essential financial and
benefit policy data on public employee pension plans
and identify the fiscal implications which must be
considered before various policy modifications are
incorporated into state and local government pension
plans.
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BACKGROUND

The cost of public employee pensions to state and
local governments is an issue of ¢growing concern.

Unfortunately, analysis of public employee pension
benefits and costs have usually been descriptive in
nature and associated with static analysis and have
not provided the analytical framework required for
decision~making. The major papers on public employee
pensions have dealt with the mechanics of pension
fund operations (Bleakney([21; Jump([5}; Thomas[7]) or
with estimates of the liabilities and levels of fund~
ing (Bahl & Jumpi{il). A recent paper on the optimum
pension size and level of funding state and local
government pensions (Mumy[6]) incorporates a dig-
Crete two-period model in order to develop a general-
ized theory of pensions. an exception is the analysis
of the New York City retirement systems conducted by
the Mayor's Management Advisoxry Board[4], commonly
referred to as the Shinn Commission. The Shinn Com—
mission, composed of pension professionals from the
public, private, and labor sectors, examined the
funding status, benefit and cost levels and histories
of the New York City pension plans and performed
comparisons with selected public and private sector
pension plans.

However, the accumulation and analysis of data con-
cerning public employee pensions generally is still
in a primitive stage and is inadequate for the de-
velopment of a public policy toward pension benefits.

The most probable reason for the dearthof information

on state and local government employee pensions is

the interdisciplinary nature of public employee pensions.
A complete analysis of public employee pensions must
include wage theory, public finance, portfolio analysis,
actuarial theory, etc. ' : o

The diversity of interests in public employee pensions
can best be demonstrated by the current issues affect~
ing and affected by public employee pensions, Major
issues in public employee pensions include the
following:. ' :
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1) ' Growth of Assets and Coverage. The rate of growth

of public employeée pension plans has approximated the
rate of growth of private scctor pension plans and has
vastly exceeded early projections of the growth of
public employee pension plans. Between 1966~67 and
1975-76, the assets and membership of public employee
pension plans have grown by 184% and 28.6% while
private sector pension plang have recorded a 171%
growth in assets and a 40% growth in membership. *

State & Local Gov'is, Private Sector®

Assets Merbership  Assets Membershipb

1966-67 § 39,265 7,063,213 $ 59,180 19,1004d
197576 111,501 9,089,000¢ 160,415 26,800
Change 72,236 2,020,787 101,235 7,700
% Change 184.0% 28.6% 171.1% 40.3%
Note: a. noninsured

- b. not including beneficiaries

¢, 1972 data

d. 1965 data

In an early analysis of public cmployee pensions,

P. Cagan[3] projected asset and membership levels, assum-—
ing continued growth in benefits and a 4.7% annual

growth in employment levels. Even with his relatively
liberal assumptions, Cagan's projections fell sig-
nificantly short of the actual results.

*Source: U.S. Bureau of the Census, Finances of Employee -
Retirement Systems of State and Local Governments,
1966/67 Series 6F67, No. 2; 1975/76 Series 6FP76 No. 2.

U.5. Bureau of the Cénsus, Census 6f Governments,'_
Employee Retirement Systems of State and Loca
Governments, 1967 and 1972. '

U.S. Social Security Administration, Social Security
Bulletin, November 1977.
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State & Local Government Pension Plans

" Cagan " Actual

- Assets  Memberghip = Assets " Menbership

1965-66 $34.1 B. 6.3 M. S
$

35.2 B, 7.1 M.2
1975-76 $81.0 B. 10.1 M, 111.5

B. 9.1 M.

Note: a. 1967 data
b. 1972 data

2) Perision and Expenditure Growth. The growth of
pension costs, in absolute and relative terms, in
state and local government budgets has drawn the in-
Creasing attention of Ffiscal officers and planners.

State & Iocal Governments *

Per Cent of.
. o Total Pensions to -
‘Pension Costs Expenditures Tot. Expends.

1965-66 $ 2,630 M. $ 94,906 M. 2.77%
1975-76 10,502 M. 304,088 M. 3.45%
Change 7,872 M. 209,182 M. . .68%
% Change 299% 220% - 24,55%

The growth in pension costs has led to the appointment
of high-level pension commissions which have the
mission of recommending changes in pension plans

which will bring uniformity of administration and
fiscal realism to pension plans. Those commissions
now operate in at least ten states, including
Massachusetts, New York, Wisconsin, Ohio, Minnesota,
and Louilsiana. :

3)  Regulation. On September 2, 1974, Public Law 93-406
(commonly referred to as E.R.T.8.A.) established

*Source: US Bureau of the Census, Government Finances, 6F
- Series 7G # 5.

us Bureéu' of the Census of Governments, 1972 Vol.e6,
#4, - Historical Statistics on Governme_ntal Finances
- and Employment, ' :
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standards for the administration and performance of
private sector pension funds, The major goal of
E.R.I.S8.A. is to ensure that the promise of pension
benefits to employees is kept. Additionally, E.R.I.S.A.
establishes minimum standards . for eligibility, dis-
closure and reporting, and vesting. The extension of
E.R.I.S.A., or E.R.I.S5.A.~-like, standards to state and
local government pension plans was deferred, pending

a survey and analysis of existing state and local
government pension plan practices with respect to
eligibility, vesting, funding, disclosure, etc.

That survey and analysis, conducted by the Pension
Task Force of the House Subcommittee on Labor
Standards, is now complete and will soon be issued.

While the Pension Task Force survey addresses the
question of funding adequacy, it establishes no
criteria or bench marks for determining whether a
plan is adequately funded even though such standards
are necessary for state and local government:
financial planning,

4) Role Of The Federal Government. The Federal govern-
ment, through its Federal revenué~sharinquand assig-
tance programs, channels $47,054 milliond¥ into state
and local governments: an amount equal to 17,9%b of
all state and local government receipts. Since state
and local governments are free to use general revenue-
sharing funds and some portion of other Federal monies
in any way that they believe is necessary, a portion
of those funds, either directly or indirectly, is

used to finance employee pension benefits and, in-
that context, the Federal government is a partner in
state and local government pension financing. 1Inas-
much as many state and local government pension funds
are not fully funded, any reduction in Federal assis-
tance may have important consequences on the stability
of those pension funds.

Bote: a. sStatistical aAbstract of the United States, 1977.

b, Ibid.
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5)  Government And Pension Plans. Pension funds, although
autonomous in varying degrees, are associated with
their sponsoring government entity. The soundness

of the various state and local government pension plans,
therefore, reflect on the soundness of the sponsoring
governments, and vice versa. The most widely publi-
cized example of the interdependence of pension plans
and governuent is the New York City experience during
the years 1974-1978.

The New York City fiscal crisis commentators footnoted
their reports with statements on the relatively large
underfunding of pension benefits because of the use

of outdated mortality tables. It was only after an
exhaustive analysis of the New York City pension funds
by the Shinn Commission that the true actuarial con-
dition of the pension funds was revealed: the rel-
atively conservative assumptions with respect to
mortality were nearly offset by the relatively con-
servative interest assumptions. Updating all of the
outdated actuarial assumptions resulted in an in-
crease in pension costs of less than 15%.

A second measure of the soundness of the New York
City pension funds was their ability to invest $2,500
million in New York City bonds with imperceptible
disruptions in their portfolios. In contrast, if the
New York City pension plans had not been soundly
financed, the ability of New York City to avoid de~
fault and bankruptcy in 1975 would have been mortally
limited.

Less publicized instances of government and pension
plan interdependence exist, For example, in Texas
municipalities where actual pension contributions are
1/3 of the actuarially -~ reguired contributions and
where actuarial deficits have reached $500 imillion?.

Only a comprehensive examination of state and local
government pension. plans will reveal the implications
of the relationship between pension funds and
sponsoring governments.

a. Annual Financial Reporg, City of Houston, Texas, December'Bl,
1977. : :
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6) Income Constraints.,  The passage of Proposition 13
in California,; the consideration of :similar legislation
in other states and municipalities, the fiscal crisis
of N.Y.C. and the fiscal problems in other ¢itiesg
confirm that the already limited resources of state and
local governments may be even further constrained.

The two-step process that has led to a 60% reduction
of pensions of N.Y.C. and N.v.S. employees® and the
consideration of the reduction of pension benefits for
many public employees in California® were and are
expected to provide immediate fiscal relief. However,
the judicial interpretation of pensions as contracts
limits the relief that will inure to state and local
governments by the reduction in pension benefits for
future employees. In other words, even if pension
benefits are reduced for future employees, several
decades will pass before the full savings of benefit
reductions are experienced, :

7). Portfolio Management. One of the most powerful
assumptions in the calculation of the cost of pensions
is the expected rate of return on investments: the
interest assumption. All other things being egual,

if a portfolio Mmanagexr can obtain a higher rate of
return on pension fund assetc then the cost of pension
benefits will decrease., an often-proven rule-of-
thumb, Yegarding the interest assumption, is that an
increase of 0.5% 4in the interest assumption resultsg

in a 10-12% decrease in pension costs., Applying this
rule-of-thumb to the pension contributions made by
state and local governments in fiscal vear 197§
($10,502 million) a .5% increase in interest returns
would result in a savings in excess of $1,000 million,
Similarly, if, through improved portfolio management:,
the interest assumption can be increased by 0.5%, and
i1f state and local. government pension contributions
are held constant, the actuarial condition of the pen-
sion plans will be enhanced. - :

Note: a. N.Y.C. Municipal Labor Lommittee Presentation to
Senator William Prozmire, Dec. 28, 1977.

b, ILos Angeles Times, July 3, 1978.
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Improved portfolio management will, however, require

a basic re~evaluation of investment prhilosophy. The
general movement over the past several decades from
relatively secure investments, e.g. U.S. Government
securities, high-grade corporate and utility bonds,
etc. toward securities with potentially higher rates
of returns, e.g. equity investments, must be care-
fully reviewed. The relative performance of different
types of investments, as well as the quality of in-
vestment advisors or counsel, must be quantified.

8) The Retiree Population. Because of health and
technological advances, mortality rates have reduced.
As a result of reductions in mortality, the elderly,
non-working population ig growing both absolutely
and relatively.*

Retired State &

Over - 65 Local Government Total % over 65
Retired Persons _Boployees Population to Total Pop.
1860 16,560,000 739,0772 179,323,000 9.3%
1976 22,934,000 1,463,399b 214,659,000 10.7%
Change 6,424,000 724,322 35,536,000
% Change 38.5% 98.0% 19.7%

Note: a. 1962 data
b, 1972 data

To the extent that state and local government employees
earn pensions during their working careers, those
employees do not represent a resource drain or require
assistance in their retirements.

The explicit promise of the pension agreement to pay

a benefit in the future must be buttressed by adequate
funding in order to deliver the security expected by
retiring public employees. a

*Source: US Bureau of the Census, Census of Population 1960
: Current Population Reports, Series p~25, :

Us Bureau of the Census, Census of Governments,
1962, & 1972, Employee Retirement Systems of State
& Lacal Governments. ' :
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PURPOSE AND OBJECTIVE OF THE PROPOSAL

Because of the potential for exogenous restraints on
the income of state and local governments, either by
Proposition 13 and similar movements, or because of
the apparent economic decliie of areas and regions,.
or other factors, there must be a clear understanding
of each of the elements of government expenditure.

In that ¥ein, most expenditures are straightforward:
dollars are expended in the form of wages, or supplies,
or heat and electricity, or transfer payments, etc.
In addition, funds are borrowed in credit markets

and debt service costs are articulated and disclosed.
Less understood than any other form of government.
expenditure, though, is pension costs.,

Although many disciplines have been concerned with the
subject of public employee pensions, that concern -

has been directed at particular aspects of public em-
ployee pensions. ' The extant literature is generally
descriptive in nature and deals with the following
single issues: ' '

1) benefit levels, both relative and absclute:

2) budget implications, although, little is

: known of the ultimate costs of pension
benefits; and, _

3) the need for uniformity in reporting the
costs of pensions, otco. .

The state of the art is such that there is no complete
organization of the relationships between retirement
income needs of employees, the cost concerns of both
employers and employees, the implications of various
funding arrangements, the implications of past funding
- deficiencies, etc. and, as a result, decisions may be
made regarding pension benefits without a complete

understanding of short-term or long-term consequences.

The purpose of this research project is to deveidp a
complete economic model of state and ‘local government
pensions. That model will include:
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- 1) an analysis of tha trade~off betweenuwages 
: and pensions, ‘ . _ :
2) the impact on the employee of benefit levels,

© 3) an analysis of the legal status of pension
benefits, _ o : :
4) the merits of different approaches to

paying for (funding) pension benefits,  for
K - both government ard the employee,
5) ' the effects of pensions on wealth trang-

, fers and income distributions, and,
6) © the relative efficiency of various asset

management techniques in reducing . the
cost of pensions, :

The objective of the research project is the develop~
‘ment of a complete analysis of the public policy

issues regarding state and local government pénsions
with a discussion of the alternative policies available
to state and local jurisdictions. ' : '

Specific objectives of this proposal will be:"

1) to identify the levels of compensation of state
and local government employees along with the levels
of compensation for comparable or equivalent private
sector employees, with explicit identification_of'the
value of pension benefitsg. Such data will give in-
sight into the level of competition and competitive
advantages of public and private sectors. S ’

2) to design criteria for reasuring the actuarial
‘condition of state and local government pension funds
and to present alternative methods, where hecessary,

for improvement of actuarial conditions. Generally,

the funding standards required by B.R.I.S.A. for

private sector pension plans may be more stringent

than those necessary for employers whose institutional =
nature implies a continuous existence.

3) to organize and evaluate the results of various
investment techniques and philosophies in order to
identify the most efficient Fform .of asset management.
Such an evaluation will address the issues of Security,
risk,-rate of return, social welfare, distribution
-effects and capital market implications in order to

Present optional‘programs of asset management.
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4) to identify the implications of pension costs
to state and local governments and their ewployees
under various assumptions of change, i.e. growth
oxr decline in employment levels, benefit levels,
funding levels, and scope of government gervices,

The study will, for the first time, trace the evolu-—
tion of pensions, from the initial estimation of
retirement income needs, through the legislation of
agreements, through the financing of costs, through
the payment of pensions, with the impact on econonic
activity identified at each step of the process.

The intent of this research is to articulate and
organize actuarial, public finance, and investment
concepts in order to enhance the ability of pension
plan sponsors to evaluate the fiscal, social and
labor-management objectives and ramifications asso-
ciated with public employee pension policy,

An understanding of the basis for pension demands

and the implications of the pension agreement will
permit public officials to prepare their financial
plans with a greater awareness of costs.

A knowledge of the relative funding level of pension
funds will assure employees of their ability to
collect pension benefits or will stimulate concern
for an improvement in the funding level.

The interested or concerned public will be served by
the availability of information on the dynamics of
state and local government pension benefits.

- Clearly, the project will be an important contribution

to a better understanding of an issue of growing
concern to the sponsors, administrators and managers,
and members and beneficiaries of the more than 6,000
state and local pension funds in the nation.
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SUMMARY OF APPROACH

An economic analysis of fifty state and forty-six munic-
ipal government pension funds will be conducted. The
reseaxrch methodology will consist of an economic model
of pensions, a general actuarial model and empirical
investigation,

The economic model will serve ag the framework for

an empirical investigation of the effect of alter-
native policy decisions on state and local government
pPension plans. The research will be accomplished in
four stages: Level of Funding; Asset Management;
Compensation Levels and the Future of State and Local
Government Pensions.

The first three stages of research will consist of
pertinent data collection and analyses. Capital-
labor ratios, hypothetical rates of return, hypo-
thetical fund valuations and various criteria will
be developed and utilized as research tools or for
illustrative purposes during each stage of research.
Comprehensive reports consisting of methodology,
analyses, and findings will be prepared at the com-
pletion of each stage of research. -
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RESFARCH DESIGN AND STATEMENT OF WORK*

The issues to be addressed in the study appear to

be wide-ranging and, in some instances, there do not
appear to be direct relationships, e.g. the impact, if
any, of investments in "socilally desirable assets,"

and comparative compensation; or, definitions of funding
levels and pension benefit adequacy. Yet, there is a
common thread: the agreement to pay a pension benefit
at some time in the future,

The research methodology will incorporate an economic
model of pensions, a general actuarial model, and
empirical investigation.

The econonic model will serve as the framework for

an empirical investigation of various issues concerning
or flowing from state and local government pensions,
which will be accomplished in four stageg:

1} the issue of pension funding,

2) the issue of asset management, :

3) the issue of compensation levels, and,

4) the relationships between funding, com~
pensation levels and asset management.

The fourth stage will consist of the identification
of the interdependencies and interrelationships of
pension funding, asset management and compensation
levels.

Reports will be prepared at the completion of each
of the four stages.

Econamic Model

Particular state and local government pension issues
can be explained by a general economic model of the
~demand for and the supply of state and local govern-
ment pensgions. :

The theoretical model will'Specify the wage'and'pehsibn.
elements of compensation, the demand for pensions, and
the rate of substitution between wages and pensions,

*Sea Appendix A for a key to the section of the research design
which addresses the research questions outlined in the Request
for Grant Applications. '
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Employees earn income (Y) which represents current con—
sumption (CO), current savings (S_.), and future con-
sumption (Cj) in the form of pensions. The allocation
between current and future consumption depends on the
utility function.

U=1 (Cc,, C1)
After modifying the wage vate (W) for current and
future income tax rates, ty and t the rate of return
(r) on savings, and pension benefitfs (P), consumption
is

Co = (l-to) W ~ S,

Cq = S5 + (1 = t7) (r 84 + P).

Utility maximization techniques will be used in order
to identify the optimal pension (P) level.

Employers view pensions as a component of total labor
costs. ' '

a = o + w

whetre
a = labor cost
® = pension cost or premium
W = wage
and 9 w = wd < o
? &

Labor cost will be incorporated in a production function
of government services in order to evaluate cost—
‘minimization conditions. One second-order condition

for cost minimigation is

w = 9%y >
PP 3“7‘ h © _ .
which implies a diminishing marginal rate of substi-
tution between wages and pensions and that an optimum
pension level exists from the employee's viewpoint.

G2 400
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In contrast, the employer may be indifferent to the
level of pension benefits and sensitive only to the
total labor cost. If the total cost of labor remains
constant, at a cost of (w + §) and employers pay the
cost of pensions as those costs are incurred, then
employers will be indifferent as to whether all, some,
or none of total labor costs are paid in the form of
pension benefits,

The model will alsc suggest that there is a positive
relationship between pensions and changes in real in-
come .

The salaries and pension benefits of policemen will
be subjected to both cross-sc2ctional (necessary data
is already in possession of Program Planners, Inc.)
and time series analy31s in order to test the sub-
stitution and real income hypotheses.

Bquilibrium conditions will be the ba51s for ana1y31s
of the following. 1ssues“ '

1) the rate of substitution between labor and
capital. To the extent that the cost of labor
increases such that the value of the marginal
product of capital (VMPX) exceeds the value of
the marginal product of labor (VMPL), there will
be a transfer of labor o capital. It is ex-
pected that the time~series analysis referred to
earlier will reveal tha# the pension portion of
Jlabor costs has increased. However, the relevant
variable in evaluating capital - labor ratios is
the total labor cost, and not the pension com=-

. ponent alone. If VMPL js greater than VMPK, even
‘though the pension portion of labor costs is rel-
atively high, there will be a transfer to labor
from capital. Expenditure data for a sample of
state and local governments will be subjected to
time series regression analysis in order to
identify the elasticity of the capital - labor
ratio with respect to labor costs and with respect
to the pension component. of labor costs. The
sample will include expenditures for common
municipal functions, as defined by the Bureau of
the Census, for the thirty-two largest cities and

R0 490
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for education employees in the thirty largest
states. These data have already been accumulated
by Program Planners, Inc. for other purposes.

The uniformity of services provided by municipal-
ities and education departments will improve

the confidence level of statistical inferences.

2) distribution effects. The economic model defines
pensions as deferred compensation and, as a conse-
quence, as income earnced. Pensions are a portion
of the cost of labor inputs and are not grants,
subsidies, or gratuities. The model demonstrates
a trade-off or substitution between pensions and
wages and there is no basis for the conclusion
that income is redistributed where a group of em-
rloyees earn pension benefits and that there is
no income redistribution where a group of em-
ployees do not earn pension benefits. The model
will also include the alternatives available to

~governments in terms of paying for, or funding,
pension benefits. The wealth transfers associated
with various levels of pension funding will be
illustrated in a fashion similar to the following
matrix where adequacy is defined as paying pension
costs as they are incurred.

LEVEL OF PENSION FUNDING

Wealth Effect Iegs than More than

On Adecquate Adequate Adequate
Current Generation Gain None Lose
Puture Gencration Iose None Gain

The economic model will be developed simultaneously
with the beginning of the research that will comprise
Stages I, II, and III,.

The Issue Of Pension Funding

In deferring the promuldation of standards for state
and local government pension funds, P.L. 93-406 called

for a study of various aspects of such funds. ‘A Pension

Task Force (P.T.F.) was established by the Labor
Standards Subcommittee of the House Committee on
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Education and Labor for the purpose of conducting the
study of state and local government pension funds.
During the past two and one-half years, the P.T.F.

has performed an unprecedented survey of the more than
6,000 state and local government pension funds and
will soon issue a report of its survey results and
conclusions.

The relevance of the P.T.F. survey to the issue of
pension funding is the data obtained by the P.T.F¥. from
the state and local government pension funds concerning
levels of funding. An extensive gquestionnaire dealing
with, among other issues, benefit levels and financing
was completed by more than 90% of all state and local
government pension plans.

Although the P.T.F. report will discuss financing on

an aggregated basis (by size of pension plan membership)
the data can bhe disaggregated in order to evaluate
particular pension plans. The correlation of P.7.F.
pension plan data with widely available governmental
expenditure® data will be the basis for a series of
analyses for a selected subset of the universe of the
state and local government pension plans.

The subset with which this analysis will be concerned
ig: ' '

1) all state governments, individually and
summed,
2) municipal governments serving populations
of 300,000 or more persons, individually
-and summed, '
3) .the sum of (1) ‘and (2).

The pension cost of plan sponsors will be reported as
a proportion of expenditures and will be analyzed on
the basis of: : : .

a.  Program Planners, Inc. prepares annually a series of 176
tables of data in two volumes, much of which deals with re- .
venue and expenditure levels of state and local governments.
With few exceptions, either or both ‘expenditure and pension

. financial data.will be aggregated because of the participation
- by more than ohe political subdivision in a pension plan, or,
because the employees of a particular political subdivision
may be membeirs of different pension plans. ‘ .
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- 1) current funding schedules,

2) funding schedules sufficient to finance the
normal cost,

3) funding schedules sufficient to finance the
normal cost plus interest on unfunded accrued
liabilities, and

4) funding schedules sufficient to finance the
normal cost plus the amortization of unfunded
acerued liabilities over a 40-year period,
the maximum period of amortization permitted
in private sector pension funds.

These data will serve as indicators of the cost of
government and levels of compliance under variocus fund-—
ing standards, and as the basis for estimates, using
actuarial methods, of future costs.

Additionally, the relative level of funding, or depth
of funding, will be illustrated by developing a series
of ratios which have, in the past, been adopted and
used by the Shinn Commission, the Pension Task Force,
and recommended for use by the American Institute of
Certified Public Accountants in its Generally Accepted
Accounting Principles.

A general actuarial model will be specified which ex-~
plains the factors that affect Pension costs. The
actuarial model will describe, for example, the cost
implications to employers and employees associated with:
a reduction or an increase in the normal retirement

age or benefit formulas; a change in the funding
schedule between any two levels on the spectrum running
from pay-as-you~-go to full actuarial reserve funding;
the effect of general price inflation; and the relative
effects of changes which are made either retroactively
or prospectively.

The general actuarial model will also be used to ex-
plain the importance of the agsumptions that are used
in the valuation of pension costs. The relative im-
portance of the following assumptions will be expressed
in terms of the influence that cach assumption exerts
on the total pension cost: . '
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- 1. Mortality rates
2. Vesting
3. Turnover
4. Age(s) of Retirement
5. Disability Benefit
a. Jjob=connected
b. not job-conrected
6. Death Benefit
a. job=~connected
b. not job-connected
7. Post-retirement Death Benefit
8. Rate of Future Salary Changes
9. Return on Assets
a. on active member reserves
b. on retiree reserves

The general actuarial model, in an abbreviated and
simplified form, is:

[Pe] x [A + B - C - Cw - D~ E] x [F,] = Rg
[Pa]l x [D] x [Fq] = Rd

[Pox] % [C*] % [Fou] = Ros

[Pe] % [E] x [Fol = Re

Rg + Ry 4 RC':*—»_RG;:AL

Where:

Py = normal pengion benefit C = non-vested terminations
Pgq = disability benefit C*= vested terminations

Pox= Vested'bénéfit S .‘ D = disability terminatiOns.
Pe = death benéfit: E = death terminatiéns

A = initiél population - P discounted annuity

' . : ‘ value of PS

B = new entrants
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Fgq = discounted annuity ‘g = reserve for disability
value of Py benefit '

F.x= discounted annuity R.#x= reserve for vesting
value of P.x benefit

Fe = discounted present k= reserve For death
valua of Pg e benefit

Rg = reserve for normal AL = accrued liabilities

pension benefit

The power exerted by these assumptions will be illustrated
by a series of actuarial valuations of a hypothetical
pension fund membership.

The general actuarial model will be used to define and
quantify the effect of changes in the actuarial
assumptions employed in the valuation of pension fund
liabilities. For example, the interest assumptions

and the salary progression scales used in the valuation
of liabilities will be altered independently and .
jointly in order to demonstrate their effect on accrued
liabilities. :

The model will also be used o explore the merits of
actuarial funding versus pay-as-you~go funding under
conditions of relatively high price inflation over
extended periods of time. Under conditions of pro-
tracted price inflation at ralatively high rates,
actuarial funding requires governments to pay pension
costs with dollars that will have a sharply diminished
value in future years when pensions become due. . Under
such conditions, appropriate actuarial assumptions may
result in pension costs that equal or exceed the cost
of wages or payrolls. Hyper-inflation explains, in
good part, the virtual extinction of actuarially re~
served pension plans in South American countriesa,

The model will be used in an attempt to identify the
range of price inflation which suggests that pay-as-—
you~go fundingis preferable to actuarial funding.

The‘general actuarial model and the specific state and
local government expenditure and pension data will be
Integrated in order to suggest the results of specific
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changes in: pension benefit levels, funding levels,
vesting criteria, eéxpansions or contractions in work-
forces, etc. and the impcat of those results on the
cost of pensions to governments and to their employees.

The specification of the general economic model and

the general actuarial model along with the investigation
of oxpected fiscal and efficiency implications of
changes in various components of the pension agreement
will constitute the first stage of the research. '

Assetl: Management

Agset management, or the investment of the monies that
represent the reserves of pension funds, has, in few
places, been more regulated or later in developing
than in state and local government pension funds. The
studied efforts of state and local governments to en-
sure the safety of funds led to restrictions on the
types of investments that could be made with pension
fund assets and were limited generally to U.S. Govern-
ment securities, to utility bonds, to high-grade
corporate bonds. More recently, at times varying with
each pension plan, mortgages and equlty issues have’
become acceptable investment instruments.

Asset management requires the investment agent to
select the mix of securities which optimizes rate of
return and risk. The sensitivity of rates of return
in both equity and debt markets to business cycles
and the relatively random nature of the business
‘cycle over the long term implies that optimality
changes over time.

The fact that the trade-off hetween risk and rate of
return is difficult to make at any particular point
in time is complicated by the full knowledge that the
parameters of the trade-off W¢ll change at some time
in the future.

In order to 1dent1fy the optimal investment mix, the
economic and actuarial models will be used to isolate
the long=-term investment goal of state and local govern~
ment pension funds
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The rates of returns for commonly accepted investment
vehicles will be evaluated for the past thirty years
using three-year, five-year, and ten-year rolling
averages., '

A hypothetical rate of return will be calculated for
the past thirty years which assumes that no more than
a fixed portion of assets can be reinvested in a
different investment vehicle each vear and that in-—
vestment decisions are made on the basis of the rates
of return yielding in the preceding year. The hypo-
thetical rate of returns will be a useful tool for
assel managers in evaluating the results in their own
portfolios.

The ability of pension fund asset managers to achieve
hypothetical rates of returns will be examined in the
context of legal constraints, custom and tradition,

and the relationship between the pension funds and
state and local governments. = Case histories of a _
small sample of pension plans will be used to identify
the apparent results of such constraints. :

The investment performance of the sample of pension
funds will be compared to the investment results of
~pooled investment accounts of major insurance companies
and commercial banks, and the higher or lower per-
formance of state and local governments will be trans—
lated into additional costs or savings to state and
local governments.

The issues of wealth transfer and income distributions
via the investment program will be addressed in terms
of investments in human resource development, and in
central city mortgages. In either instance, the.
existence of unmet demand represents a market failure.

Because the risk associated with many of these types
of investments is high, the adherence to standards
of fiduciary responsibiliity precludes the making of
such investments.

Through the use of the general economic model'énd.the
trade-off between risk and rate of return, the wealth
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and distribution effects of investments for socially
desirable purposes will be specified.

The experience of New York City pension funds during
the past three and one-half years will be used as a
case study.

During the past three and one~half years, New York City
pension funds have purnchased $3.3 billions of New

York City bonds. This amoun®, equivalent to 30% of
their total assets, far exceeds the portion of assets
that private pension plans can invest in the securities
of their employers.

The basis for the decision by the New York City pension
funds to invest more than $3 billion in New York City
bonds will be reviewed in the context of the following
issues:

1) risk,

2}  rate of return,

3} fiduciary responsibility, and
4) social welfare.

The case study will reveal the coalescence of in-
terests that led to the pension fund investment agree-
ment in order to develop criteria for decision - making
with regard to other types of socially desirable in-
vestments.

Incentive schemes will be designed for the purpose of
altering the risk and rate of return from socially
desirable investments and to gualify such investments
as acceptable under standards of fiduciary respon-
sibility, prudent man, etc. S

The .conclusions reached in the historic and comparative
analyses, along with reasonable projections of the
program to develop incentives for socially desirable
investments, will be evaluated in terms of expecdted
future investment results and portfolio analysis will
be employed to. estimate the results of various future
investment programs. The conclusions concerning past,
present and future asset management practices and
policies will constitute the second stage of the
research, '
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Campengation Levels

With the exception of the Shinn Commission's comparison
of pension benefits between New York City and private
sector corporate employees, there has been no rigorous
analysis of pension benefit comparability,

This research will evaluate pension benefits for both
public and private sector employees. To the extent
possible, two pension levels will be evaluated.

The first approach will be to estimate the value of
pension benefits to employees on the basis of current
salaries and pension benefit formulae. The method
used will be to calculate the present value of pension
benefits that will be paid during the lifetime of
retirees and converting that Present value into a
single annual premium payable during each vyear of em-
ployment preceding retirement. ‘he single annual
premium will represent the value of pension benefits
to employees on a current basis, and, when added to
the current wage level along with the value of non-

‘wage, non-pension fringe benefits, will comprise”

compensation.

The second approach will be to estimate the cost of
employee pension benefits on the basis of the most
recent employer and employee contribution rates to
pension funds.

The analysis of compensation will be limited to
current wage levels, current pension levels, and the
value of health and insurance related benefits. Com~
pensation data will be adjusted to exclude the effects

.of inter-regional price levels and price inflation.

Compensation data. will be analyzed on the basis of:

1) the average compensation of all employees
~+ of the selected municipal and state govern-
ments, ' ' ' o
2) within,municipallgovernments, the average
- compensation of: ' o
a} policemen,
b) firefighters,
¢)  supervising clerks,
.d)  accounting clerks, and,
- e) . computer operators.:
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3} within state governments, the average
compensation of: :

a) teacher

b) policeman, state trooper, highway
patrolman, etq; '

¢} corrections officer, prison guard,
etc., and, :

d) mental health or hospital nursing
aide.

Program Planners, Inc. currently conducts annual surveys
of compensation for the five occupation groups shown
above under municipal governments. The table on the
following page illustrates the compensation data for
policemen in descending rank, after adjustment for inter-
regional differences in price levels. '

The adjustment for inter-regional differences in price
levels is a technique employed originally by Program
Planners, Inc. in 1970 in order to pPresent wage and
compensation data on-a uniform basis. The price adjust-
ment- reveals. the purchasing power of wages and com-
pensation and thereby identifies those areas where wages
and compensation may appear to be low but, because of '
~even lower price levels, those wages and compensation
will have a relatively high level of purchasing power.

Private sector compensation data will be accunulated

in an identical fashion for Ffirms in service industries
and firms which perform services which are similar in
nature to services performed by state and local govern-
ments.

In estimating theé pension component of compensation,
aspects of pension benefits, which are sophisticated _
oxr often overlooked by other researchers, will be fully
articulated and entered into the benefit calculations.
For example, some pension plans provide that a retiree
will receive a benefit during his lifetime and, .after
his death, a portion or all of that benefit is paid to
his beneficiary for their lifetime. A second example
is the payment of post-retirement cost-of-living
increases. ‘ o
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Where pension payments are continued to a beneficiary
after the death of a retirece or where cost-of-living
adjustments are routinely paid, the straightforward
calculation of pension benefits does not reveal the
full, ultimate value of pension benefits. To illus-
trate, the normal retirement benefits of policemen in
New York City, Los Angeles and Washington D.C. are
shown below on the basis of pension payable at
retirement (assuming current salary levels and benefit
formulae) along with the average annual value of the
pPension during the expected lifetime of retirees.

Pension Fenefit of Policemen

Value of average annual
benefit after adjusting for
continuation of payments to
At the time beneficiaries g cost~of-living

Employer of Retirement __adjustments
New York City © $10,358 : $10, 358
Washington D.C. 12,598 21,779
Los Angeleg 11,191 23,005

(Note: See Appendix C for methodology. )

The adequacy of pension and Social Sécurity benefits
will be viewed in terms of:

1) the replacement or continuation of pre-
retirement income levels; :

2) the methods, if any, by which post-
retirement adjustments in pensions are
made to reflect price ‘inflation; .

3} the demographic characteristics of retirees;
and, .

4) standard measurements of income required
during retirement.

On the basis of pension benefit formulas accumulated
by the P.T.F. 'and pension and salary data compiled

or to be compiled by Program Planners, Inc., the
pension benefits of state and local government and
private sector employvees will be computed. The pension



L =

@ @ Progyam Planners, Inc.

benefits available will be depicted as a percentage

of pre-retirement income.  Selected public and private
sectoxr pension benefits will be illustrated on a re-~
maining-lifetime basis, i.e. retirement income, composed
of pension and Social Security benefits, will be eg-
timated currently and projedted for each year of the
retiree's expected life in order to quantify the value
of automatic cost-of-living adjustments in pension and
Social Security benefits and toestimate the degree by
which retirement income exceeds, equals or lags behind
the rate of price inflation.

The demographic characteristics of retirees will be
examined in order to identify changing consumption
patterns. <Changes in family size, age of family
members, geographic location, and increased leisure
time will result in reallocations of income from
housing and clothing to medical care, recreation and
transportation.

Budgets for retired persons were developed and are
maintained by the Bureau of l.abor Statistics (B.L.S.)
of the U.S. Department of Labor.

The components of the B.L.S. budgets, designed to
reflect a lower, an intermediate, and a higher standard
of living, were last updated in 1961. Between 1961

and 1967 each element of the budgets was priced
directly and since 1969 has not monitored actual price
changes, but has, instead, estimated Price changes on
the basis of aggregate price changes in major cate-
gories of expenditure.

The relatively obsolete nature of the B.L.S. budgets
renders them of little use in guaging the effectivness
of retirement income in sustaining a given standard
of living.

In order to estimate the adequacy of retirement in-
come, without regard to fixed or given standards of
living, pre- and post-retirement needs will be studied
in order to isolate expected changes in consumption
patterns, in the context of gmaller family size,

0@495
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migration, increased leisure time and increased ability
of the retiree to perform services that might other-
wise be purchased.

The result of the analysis of pre- and post-retirement
needs and consumption patterns will be a set of
estimates, as a function of the level of pre-retirement
income, of the income reguired in retirement in order
to sustain a constant standard of living.

The survey of current levels of public and private
sector pension benefits and total compensation, the
illustration of post-retirement income streams, and

the formulation of criteria for estimating the re-
tirement income required to sustain a constant standard
of living will constitute the third stage of the re-
search.

The Future of State & Local Government Pensions

Research of levels of pension funding and benefits,
asset management, and benefit adequacy will have de-
fined the issues which face state and local govern=~
ments. and their employees. o

The future of state and locali government pensions will
be determined by:

1) the rate of change in the levels of rension
benefits provided to employees,

2) the rate of change in the employee population,

3) the rate of change in funding levels,

4) the rate of change in asset management
performance, and, '

5) the rate of changein resources available to
state and local governments.

The future events or developments in state and local
government pension plans will, in turn, cause changes
in the rates of pension plan asset accumulations which
will lead to changes in the rate of investment in the
national economy.

Endogenous and exogenous changes in state and local
government pensions will be projected for the purpose
of estimating effects on empioyees, governments,
government constituencies, local economies and the
national economy. -



di>

@ @ ProgramPiannerg, Ine.

Forecasting techniques will be used to estimate the
independent and joint effects of:

Events Leading to bvents Ieading to
Increased Pension Costs Decreased Pension Costs
- Increased demand for pen- ~  Reductions in pension benefits
sions . across-the-board reductions
. reduction in retire~ . reductions for future em—
ment age rloyees
improvement in pension - Limitation on resources
formula . Proposition 13 and similar
. hew or improved post- actions
retirement pension . reduction in Federal grants
adjustments and assistance
. increased scope of bene- declining econcamic activity
fits - Improved asscet management
~ Deteriorating asset manage-
ment
- Federal standards similsr
to E.R.I.S.A.

The local, regional and national economic implications
of these various events will be quantified, or the
direction of change and the magnitude of chance will
be estlmated '

The estimates of_éffects of various policy modifications
will constitute the final stage of the research.
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STAFFING PROPOSAL

Mr. Jack Bigel will be the Project Director and, thus,
have overall responsibility for the successful completion
of the research study.

Mr. Anthony Gajda will be the Assistant Project Director
and the Principal Investigator and will serve as the
liaison between Program Planners, Inc. and the Depart-
ment Of Housing and Urban Development. The Assistant
Project Director's responsibilities will include the
organization and coordination of all project tasks

and the preparation of all progress reports. As the
Economist for the study, Mr. Gajda will develop the
~economic model and conduct all economic analyses. 1In
addition, Mr. Gajda will have primary responsibility
for the preparation of the final report.

The project directors will be assisted by Mr. Max Weinstein
and Mr. Allen Brawer. Mr. Weinstein, an actuary, will

be responsible for the development of an actuarial model
and all actuarial analyses, valuations and comparisons.

The project's attorney and accountatn will be Mr. Brawer,
whose efforts will be concentrated in the area of
governmental expenditures and the evaluation of pension
agreements,

The interdisciplinary nature of the proposed research
study will require the expertise and talents of the
entire PPI project staff during each phase of the research.

In addition to the PPI project staff, consultants will
be utilized during various phases of the study. A con-
sultant will be retained to assist in the Asset Manage-
ment stage of the project. 7This consultant's expertise
will be in the areas of investments and portfolio .
analysis. :

Prograim Planners, Inc. will also contract with a con-
sultant experienced in economic theory and analysis.

The project staff and the consultants will be assisted
by the PPI Research Department staff. The research
staff will be responsible for the collection of all
necessary data during the four stages of the study.
Clerical support will be provided by PPI staff.

X ine W LT .
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ORGANIZATION AND STAFF QUALIFICATIONS

Program Planners, Inc. is a consulting firm providing
sexvices to both the public and private sectors in
the areas of pensions, insurance, research, benefit
administration and electronic data processing. The
PPI staff includes economists, actuaries, health
benefit specialists, urban vnlanners, sociologists,
health economists, accountants, attorneys, urban
geographers, labor economists, and labor relations
experts.

The consulting services provided by Program Planners,
Inc. which contribute to the firm's qualifications to
conduct the proposed research study may be summarized
in the arecas of Pension and Research.

Pension

The Pension Department of Program Planners, Inc.
provides a wide range of services related to the ad-
ministration of pension plans. PPI designs fixed
benefit and fixed contribution plans, performs
actuarial valuations and prepares required filings
for its clients, '

‘In addition to the routine services provided as con-
sultants to pension plans, PPI also conducts special
research projects on benefit, cost, and funding com-
parisons and evaluations of alternative funding methods
and actuarial assumptions of proposed pension plansg.

Specifically, Program Planners has completed the
following projects:

- An analysis of funding, assumptions, port-
folio composition, benefit structure and re-
tirement experience of public employee -
pension benefits in twenty-five large cities.
This study was prepared for the New York

" City Municipal Labor Committee, June 24, 1976.
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- The management of a project in a large
public employee retirement system incorpo-~
rating the redesign of work systems and a
personnel system: the introduction of
computer technology; the design of in-
formation materials and the initiation
and supervision of formal training programs;

. The complete development and implementation
of a pension plan for Federal emplovees of
a foreign country,

Reseaqgl

The research activities of Program Planners, Inc.
include special research studies and surveys for clients
as well as basic research projects in new or developing
areas related to oui consulting services. The full-
time professional resecarch staff activities are sup-
plemented by the contacts maintained with experts in

a myriad of areas and disciplines. PPI also maintains
liaison with educational institutions, private research
centers and various professional business and in-
dustrial ‘associations. The firm has its own library
with a collection of over 4,000 hooks, reports and
beriodicals and 823 vertical files for research. The
PPI library is affiliated with the New York Regional :
Urban Information Network (URBIN), the New York Regional
Library Association, and ig a member of the Special
Libraries Association.

The following studies and surveys completed by PPI
illustrates the broad scope of ouir research activities.

- An economic impact analysis of New York City
fire safety laws. ' :

- . An analysis of the_occupational effects of
- noise and heat, including a survey of the
literature and recent developments in '
applied research. - :

. An analysis of goveramental structure in :
London, England as a model for New York City.
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An evaluation of a Federal emergency jobs

Program as an alternative to a Federal income
tax rebate.

An "almanac" of municipal data focusing on
the demographics, economics, and fiscal
situation of major US cities.
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PRODUCT DESCRIPTIONS AND DATES OF SUBMTSSTON

The research study is to be completed in four stages.
At the completion of each stage of research, a com—
prehensive report will be prrepared and submitted to
the Department of Housing and Urban Development. The
following describes the four reports and lists the
expected submission date for each report.

Date of
Product Description Submission
I. Level of Funding ~ Report 18 months from

start of project
The report will ocutline the results
of the first stage of research. Included
in the report will be a description of
the econamic model, the actuarial model
and the analyses of the P.T.I". and
governmental expenditure date in regard
to pension funding.

IT. Asset Management - Report 13 months from -
‘ ' ' start of project
The report will include the hypo-
thetical rate of return devel oped for
pension funds and an evaluaticn of
actual pension fund rates of return
with the hypothetical rate. Also
included will be the analysis of in-
vestments for socially desirable
purposes, a case study of NYC pension
funds and incentives for socially
desirable investments.

I1I. Compensation Levels - Report 20 months from
: h start of project
The results of the survey of current :

levels of public and private pension -

benefits and total compensation will

be reported. Criteria developed for

estimating retirement income require-—

ments will be contained in the report.
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IV. Future of State and Local Govt. Pensions 24 months from
start of project
Thig report will constitute the final
project report. It will contain an
analysis of the effect of policy
modications on pension plans and
integrate and summtarize the findings
and results of the previous three stages
of research,

In addition to the above reports, Progress Reports
will be submitted quarterly to HUD.
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==
BUDGET BY TASK
I " Level of Funding
- Formulation of economic model $19,838
- Actuarial model 62,936
- Data collection 10,677
- Data analysis 27,783
- Report _ 8,808
$137,042
IT  Asset Management
-~ Define investment goals $ 2,832
= Data collection 6,810
- Data analysis 12,421
~ Socially-~desirable investments 11,698
-~ Report 8,122
$ 41,883
IIT Compensation Ievels
- Data collection $13,918
~ Data analysis 26,076
~ Criteria for estimating retirement .
income requirementsg 15,646
~ Report : 16,932
_ $ 72,572
IV Future of State & ILocal Government
Pension Plans
—~ Analysis of effects of rolicy changes $44,553
- Flnal Report _ 26,325
$ 70,878
TOTAL PROJECT $322,374
‘BUDGET BY EXPENDTTURE CATEGORY
Salaries. and wagéS- $161,755
Fringe benefits 33,166
Permanent equipment R
Other equipment ' 2,500
Computer costs: 77,500
General overhead expense 40,703
Travel 6,750
$322,374



CURRICULUM VITAE

Anthony Gajda

EDUCATION B.A., Economics, Queens College, CUNY, 1970
M.A., Economics, Hunter College, CUNY, 1975
Ph.D. Candidate, Economics, Graduate School,

CUNY, 1980 (estimated)

PROFESSTONAL EXPERIENCE

1967 - Present Vice-President and Economist
Program Planners, Inc.
New York, New York

Consultant to municipal and private labor unions, union

and corporate pension funds, and union health and welfare
funds. Responsible for the supervision of PPI's Pension
Department, Health Insurance Department and Data Processing
Department. Responsible for all municipal data analyses,
employee benefit analyses and comparisons, and various
economic research studies and projects undertaken by PPI.

1965 - 1967 ‘Analyst
' Group Health, Inc.
New York, New York

PROJECTS AND STUDIES RELATED TO PENSION ISSUES

1975 - 19276 Member, Shinn Commission Task Force

Task Force commissgioned by the Mavor of
the City of New York to conduct a thorough
study focusing on a realistic evaluation
of the required City contribution toward
funding the five basic NYC pension systems.

1976 ' "An Analysis of Public Employee Com-
: pensation Levels”, Project Director

- Report prepared for the New ¥York City
Municipal Labor Committee which included -
comparisons of wages, health insurance and
pension costs of municipal employees in
the 25 largest U.S. citiles; a comparison



1976

1975

1973

of levels of total compensation with
large private sector corporations; and
an analysis of funding, assumptions,
portfolio composition, benefit structure
and retirement experience of public
employee pension bénefits in 25 large cities.

"Analysis of the Report of the Permanent
Commission on Public Employee Pension
and Retirement Systems.," Report pre-
pared for the Municipal Labor Committee,
City of New York, March 22, 197s6.

"A Survey of Municipal Employees' Pension
Benefits." Assisted in the preparation of
the report which was prepared for The
New York Conference of Public Employee
Organizations. July 3, 1975

"An Analysis of the Recommendations of
the New York State Permanent Commission
on Public Employee Pension and Retirement
Systems (A4159, and S3435): Their

Impact on the Public Service." Report
prepared for the New York State Con-
ference of Public Employee Organizations,
February 28, 1973.
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Max S. Weinstein

EDUCATION B.S., Electrical Engineering, The Cooper Union,

1928

PROFESSIONAL EXPERIENCE

1967 - Present
1967 ~ Present

1944-1967
1930~1944

1926~1930

Program PJanners, Inc.
New York, New York

Plumbers Union Local 7
Albany, New York

New York State Employees’
Retirement System
Albany, New York

‘State'of_New York

Insurance Department
New York, New York

.State of New York

Insurance Department
New York, New York

PROFESSTONAL ORGANIZATIONS AND SOCIETIES

Fellow, Society of Actuaries
‘Fellow, Conference of Actuaries in Public Practice
Member, American Academy of Actuaries
Associate, Casulty Actuarial Society
Member, American Statistical Association

Member, Matheématical Association of America

Member, American Pension Conference
Enrolled Actuary, No. 1107

' PUBLICATIONS

Chief Actuary
Actuary

Chief Actuary
Senior Examiner

Audit‘clerk

"Mortality and Service Experience of the New York State

Employees'® Retirement System."

General Session in the

Proceedings of the Conference of Actuaries in Publlc

Practlcer Vol. XVII, 1967 1968.



PROJECTS AND STUDIES RELATED IO PENSION ISSUES

1975~1976

1963-1964

1958-1960

1944

1944-1967

Member, Shinn Commission Task Force

Task Force commissioned by the Mayor of
the City of New York to conduct a thorough
study focusing on a realistic evaluation
of the required City contribution toward
funding the 5 basic NYC pension systems.

Member, Committee appointed by the State
Comptroller to Study the Changes in the
Disability Benefit for the New York State
Employees' Retirement System.

Member, Commiittee appointed by the Governor
£0 - Study the Form of a Vesting Benefit for

‘the New York State Employees' Retirement

System.

Director, Study of Entire Structure of the

‘New York State Employees' Retirement

System, commisgioned by the State Comptroller
and the Governor. Assisted in rewriting

the governing law of the Retirement System
and the establishment of its Actuarial
Department:.

As Chief Actuary of the New York State
Employees' Retirement System wrote laws
regarding pension benefits which required
innumerable appearances and testimony before
State legislative committees. Author of

the following laws:

- the law instituting changes in the
pension benefit systems, in particular,
the age 55 retirement benefit. (1964-
1966) : '

. the law which increased take home pay

- for Wew York State employees. (1958~

1960) : _ N

the law which instituted vesting
benefits (1958-1960), S

the law that provided social security
. benefits to state employees (1953 -
1955} . - ' '
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CURRICULUM VITAE

Allen B. Brawer

EDUCATION Master of Arts, New School for Social Research,
Department of Urban Affairs and Policy Analysis,
1973,
Juris Doctor, Brooklyn Law School, 1969,

Bachelor of Business Administration (accounting),
Baruch College, City of New York, 1966.

PROFESSIONAL EXPERIENCE

1978 -~ Present Senior Analyst,Program Planners, Inc.
New York, New York

Duties include data analyses of municipal financing,
specifically New York City; legal interpretations of
financial and collective bargaining agreements. ‘Management
consultant to. the New York City Teachers Retirement System.

1977 - 1978 Special Counsel to Director, New York City
' Office of Management and Budget

Senior advisor to Budget Director on all policy issues, with
particular emphasis on fiscal and administrative affairs.
Special projects included: prepared executive order for
administering budget under revised City Charter; anjlysis

of various financial proposals concerning City's debt; de-
veloped process for agency consultation with community
boards concerning expense and capital budget.

1976 ~ 1977 _ 'Executive Assistant to Deputy Director,

New York City Office of Management and Budget

Senior advisor to Deputy Director, with particular emphasis
on City finances and revenues: coordinated preparation of
FY 1978 Revenue Budget; designed and implemented FY 1978
Expense Budget analytic process; responsible for analysis
of financial matters, specifically Municipal Assistance
Corporation debt, City debt, and City's cash position; de-
signed and implemented computerized financial mode For ‘
New York City, with emphasis on fiscal options: assisted in
implementation of computer model of Municipal Assistance
Corporation debt. '
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1975 ~ 1976 Senior Financial Analyst, New York City
Office of Management and Budget

Duties included City and Municipal Assistance Corporation
debt projections; analysis and projection of City's cash
requirements; responsible for producing monthly City
Financial Plan Statements for United States Treasury.

1974 - 1975 Senior Planner, Criminal Justice, New York
City Office of Management and Budget

Supervised three planners in analysis of New York City
criminal justice services; developed and supervised eval-
uvation of Pre-Trial Services Agency; evaluate pre-arraign-
ment processing program, with recommendations for improvement
leading to City-~wide implementation and annual savings of

$4 million; analyzed juror management in New York City

court system and developed new program, with annual savings
of $§2 million.

1974 ~ 1974 ' Analyst, New York City Energy Office

Developed and implemented New York City gas rationing and
allocation plan.

1973 -~ 1974 Analyst, New York City Fire Department

Responsible for various management analyses including:
sick leave, usgse of emergency vehicles, and response to
false alarm. .

1969 - 1970 VISTA Lawyer, San Francisco Local
Development Corporation '

Responsible for all legal and financial assistarce to
minority businessmen.

PROFESSIONAL ORGANIZATIONS

Member, New York State Bar Aggociation.
PAPERS
Priority Analysis and Resource Allocation In New York City's

Budgeting Process. University of New York at Stony Brook,
May 24, 1977. '
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APPENDIX A

The following key directs the reader to the appropriate
section of the proposal in which a particular research
question, as outlined in the Request for Grant Appli~
cations, is addressed.

Section Page Number

I. Policy Alternatives and Impacts

~ Actuarial vs Current Financing
- 1

- 2

- Wealth Distribution

- Comparative Compensation

=~ Cost of Government

- Portfolio Incentives

HUOUOQW@ B

II. Benefit Issues
A ~ Adequacy
B ~ Comparability

ITI. Funding Issues
A - Actuarial Assumpi:ions
-1 '

OO Dh
!

3
4
5
6
~ Portfolic Questions
1
2
3
D

efinitions of Funding Levels
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Annual wage at maximum grade not including longevity
payments,

Includes Social Security payments where applicable.

Health and life insurance, supplemental insurance,
dental, optical, drug, and other related plans where
applicable. Average employer contribution per em—
bloyee. In cities with different rates for individual
and family coverage, the employee population is
weighted by a ratio of 67% family and 33% individual.

Derived by dividing each city's US Bureau of Labor
Statistics Intermediate Budget for a Four Person
Family, Autum, 1977, by the US Urban Budget, New
York City thus equals 1.1675. For San Jose, San
Francisco is used. For other cities without a
published budget, the adjustment factor 1.0229 is
based on the budget for all US Metro areas.

Exp:.red contract. Fy 1977/78 agreement currently
in a.rbltratlon.

Consists of a base rate of $17,458, $441 "01d COLA"
and $882 "New COLA."

Consists of 37.9% pension contribution on $17,899
(base rate plus "Old COLA"), $1,071 FICA and $261
annu_tty fund, Full pension funding will eventually
raise the percent contiibution to 42.8%.

Developed from data gathered by Program Planners, Inc,
for the second annual total compensation study. Data
are obtained through:
International. Pers onnel Mangement }\ssoc:l.atlon
US Bureau of Labor Statistics
. . Bureau of National Affairs
. Questionnaire responses
Iocal newspaper clippings
Telephone interviews -
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APPENDIX C

Ak meim ey

Pension Benefits

In July and August, 1975, Program Planners, Inc. con-
ducted a survey of pension benefits in nine cities,.
As a continuation of that analysis the benefits paid
to police officers in Los Angeles, New York City and
Washington, D.C. will be reconsidered,

In order to compare pension benefits in a particular
city, these benefits must be computed using the

actual salary histories. Annual salaries for police
officers for the period 1973 through 1978 were obtained.
Pension benefits were then calculated using the

benefit formulae as revealed in the nine cities study.
Table I shows these calculations:

Table I: Normal Retirement Allowances
Based on Actual Salaries

Ciﬁz Police Officer®
New York City $10,358
Ios Angeles 11,191
Washington, D.C. 12,598

Note:
a. 25 years of service, any age
4 Survey of Municipal Employee's Pension Benefits; prepared

for the New York Conference of Public Employee Organ-—
izations by Program Planners, Inc., New York. July,1978.

Pension benefits paid to police officer retirees out-
side of New York City increase substantially with the
incorporation of two "invisible benefits," not re-
flected in Table I,

. cost of living adjustment, and . _ _
- continuation of benefit payments to beneficiaries.
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Los Angeles and Washington, D.C. provide cost-of-
living protection for their retirees, tied to the
Consumer Price Index. No gimilar protection is
available in New York City except for pre~1968 re-
tirees. Table II shows the average benefit that will
be paid during the expected lifetime of the retiree.

Table IT: Average Annual Retirement Benefits When Cost-of-
Living Escalators are Inciuded in Payments

City Police OfficerP
New York City $10,358
I0s Angeles 16,906
Washington, D.C. 19,032

Notes:

a. Benefits were calculated as the average benefit payable
during the future retired Lifetime, assuming a future
annual rate of inflation of 3%. Retired lifetimes were
estimated using Table of Expected Return Multiples,
Internal Revenue Code Reg. Sec. 1.72-9 :

b. Assumed retirement age: 50

The pension benefit paid in New york City, and illus-
tratedin Tables I and IT, is a "life annuity without
refund." In contrast the benefits shown in the tables
for retirees in Los Angeles and Washington, D.C. pro-
vide for continuation of pension income to a beneficiary
at the death of the retiree. Table III demonstrates

the pension benefits payable if calculated for the

1ife of the retiree alone (life annuity) and incor-
porating the previously discussed cost~of~living
adjustments. ‘

Table ITI: Average Annual Retirement Benefits with Cost-af- -
: Living Bsgcdlators, Adjusted to a Straight Iife
Annuity Form®, '

CCity ' Police Officer?
New York City ‘ 510,358
Los Angeles 23,005
Washington, D.C. 21,779 _

i 490
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Adjusted benefits were calculated using Table of Expected

Return Multiples, Internal Revenue Code Reg. Sec. 1.72-9,
Normal form of benefits paid are as follows:
New York City =~ Life Annuity with Refund
Los Angeles = Joint and Full Survivor
Washington, D.C. - Joint and 40% Survivor

Assumed retirement age : 50 Male
Assumed beneficiary age: 50 Female

@490‘ o
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AUDIT REPCRT

This proposal is the first response to a Federal
Government solicitation prepared by Program
Planners, Inc. For this reason, a Federal Agency
certification of audited rates for wages, and
indirect costs is not available.



TO: Mr. Jack Bigel DATE: September 27,1978

FROM: Mr. Jonathan Schwartz SUBJECT: POLICE AND FIRE VARIABLE
SUPPLEMENTS FUNDS

I. INTRODUCTION -

The Patrolmeng Variable Supplements Fund and the Police Superior
Officers' Variable Supplements Fund were established by Chapter
876 of the Laws of 1970. The Firemen's Variable Supplements Fund
and the Fire Officers' Variable Supplements Fund were established
by Chapter 877 of the Laws of 1970. The following description of
their operations will be restricted to the Police Variable Sup-
plements Funds, which function in the same manner as the Fire
Funds.

I¥. DESCRIPTION OF OPERATIONS -

In each fiscal year since 1970, the following procedure has been
followed:

1) The income to the Police Pension Fund, Article 2 from
stock investments (including unrealized gains or
-losses) is determined.

2} The income which could have been realized had the entire
stock portfolio been invested in fixed-income securities /3
estimated.

3) If the earnings from stocks (including unrealized gains and
losses) exceed the potential fixed-income earnings, such
excess 1s transferred (skimmed off) from the Police Pension
fund to the Police Variable Supplements Funds.

4) If the potential fixed-income earnings exceed stock earnings,
then a loss is incurred which must be made up before any
funds are transferred from the Pension Fund to the Variable
Supplements Funds.



:ﬂZ’HISTORY OF INVESTMENT EXPERIENCE -

FISCAL STOCK FIXED-INCOME (2) - (3)
YEAR EARNINGS HYPOTHETICAL EARNINGS SKIM - OFF
(1) (2) (3) (4)
1270 - $ 9,6 million 5 2.4 million ~ $12.0 million
1971 25.1 4.8 20.3
1972 29.8 14.6 15.2
1973 - 21.1 21.5 - 42,6
1974 - 48,2 - 25.3 - 73.5

Precise figures are not available for any subsequent fiscal vears with
respect to the Police Variable Supplements Funds. However, since stock
earnings of the Fire Department Pension Fund did not exceed fixed-income
hypothetical earnings in both fiscal 1975 and 1976, it seems reasonable
to assume that there was no dramatic movement in the Police Pension
Fund's stock portfolio in those years. Furthermore, since (a) very

high interest rates have been available in fixed-income securities since
1976, and (b) there was no dramatic overall improvement in *the stock
market between July 1,19276 and June 30,1978, it also seems reasonable

to assume that no significant "skim-off" emerged in either fiscal 1977
or 1978.

Consequently, the following conclusions may be drawn from the data shown
above:

1) A "skim—-off" of $8.3 million ($20.3 million less $12.0
million) was transferred to the Police Variable Supplements
Funds on account of favorable experience in fiscal 1971.

2) A "skim-off" of $15.2 million was transferred to the Police
Variable Supplements Funds on account of favorable experience
in fiscal 1972.

3) Losses of $116.)1 million ($42.6 million plus $73.5 million)
emerged in fiscal years 1973 and 1974.

4} Investment experience was not particularly favorable between
July 1,1974 and June 30,1978.



5) In order for any further funds to be transferred
from the Police Pension Fund to the Police Variable
Supplements Funds, a cumulative "skim-off" of at least
$115 million must be accrued, i.e., stock earnings
must exceed hypothetical fixed-income earnings by
at least $115 million in the future.

IV. EFFECT OF NOVEMBER, 1975 AGREEMENT -

At present, the Police Pension #und assets include some

$408 million of City-related securities, of which $360 million
was acquired subsequent to July 1,1975. Had the Police Pension
Fund not purchased these securities, most, if not all, of the
$360 million would almost certainly have been invested in stocks.
During the negotiations which preceded the November,1975 agree-
ment, the Trustees of the Police Pension Fund pointed out that
if they were to make substantial investments in City-related
securities, they would be unable to purchase stocks as had been
planned, thereby diminishing the potential for accruing a large
"skim~off". Mr. William T. Scott, who was then serving as Third
Deputy Comptroller, assured the Trustees that City and MAC
securities would be treated asgs though they were stocks for the
purpose of determining Variable Supplements "skim-off", and the
Trustees agreed to purchase the City-related securities on the
basis of this assurance.

V. POSITION OF INSURANCE DEPARTMENT-

The statutes which established the Variable Supplements Funds
specified that the New York State Insurance Department has the
power to regulate their operations. In its regulatory capacity,
the Insurance Department has asserted that since (1) the "skim-
off" is based on a comparison of stock earnings and hypothetical
fixed-income earnings, and (2) City-related securities are not
stocks, it is illegal to take account of City~related securities
in determining a "skim-off," regardless of what was agreed to
between the Trustees and the Third Deputy Comptroller, Mr. Sam
D.'" Emilia of the PBA took exception to this position of the
Insurance Department during a meeting held at DC 37 on September
14,1978.



VI.

SIGNIFICANCE OF DISPUTE -

In point of fact, the aforementioned difference of opinion has
little, if any, practical significance. In the latter part of
Section II1 of this memorandum, we demonstrated that the stock
investments of the Police Pension Fund would have to generate

at least $115 million of "skim-off" before any additional funds
could be transferred from the Police Pension Fund to the Police
Variable Supplements Funds. As previously stated, the Police
Pension Fund presently holds $360 million in City~related secur-
ities acquired since July 1,1975, some of which yield as much as

9% per annum. The hypothetical fixed-income yield for fiscal 1976
was 9.2%. Consequently, it is unlikely that any "skim-off" could
be generated in 1976 by securities yielding 9%. The hypothetical yield
rate for fiscal 1977 and 1978 has not yet been determined. However,
if it were to be as high as 9%, it would make absolutely no dif-
ference whether or not City~related securities were treated as
equities. If the hypothetical fixed-income yield were as low as
8%%, this would result in no more than $1 million of skim-off in
each of fiscal 1977 and fiscal 1978.

foll At Ly G f..l
Jonathan Schwart®
Chief Actuary 4

/



Value of Assets of the New York City Retirement Systems Exhibit A
As of December 31, 1977
{$ In Millions)

N.Y.C. . Boaxrd of Police , Fire
Par Value Basis Employees Teachers Education Article 2 Article 1-~B Total
New York City Securities (3) $ 1423 $ 1026 $ 56 $ 441 $ 97 $ 3043
Corporate and Miscellaneous Bonds 2124 1225 100 534 241 4224
Mortgages and Real Estate 213 27 - : 20 2 262
Common Stock (Cost) 553 - - 345 135 1033
“3h and Short Term Paper 496 177 9 230 42 954
Totals $ 4809 $ 2455 (B) $ 165 (B) $ 1570 § 517 (B)s o516
Market Value Basis

* New York City Securities (M) $ 1423 s 1026 s ss s 441 s 97 s 3043
**Corporate and Miscellaneous Bonds 1741 972 83 450 201 3447
* Mortgages and Real Estate 213 27 - 20 2 262
#**Common Stock 497 - - 306 117 3920
Cash and Short Term Paper 496 177 S 230 42 CE4
Totals $ 4370 $ 2202 (B} s 148 (B) $ 1447 $ 459 (B}$ 8626

(A} Includes securities of the Municipal Assistance Corporation and City related agencies
{B) Assets held by the Comptroller which excludes holdings of the Variable Annuity Funds.
* Par Value

** pased onr Kuhn Loeb Portfolio Review
AN
«* Based on Closing Market Prices - 12/31/77

Note: Source of Data - New York City Office of the Comptroller
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Summary of New York City Retirement Systems
Projected Cash Flow - Fiscal Years 1979-1981

{5 In Millions)

FY 1979
Recelipts
City Contributions . S 1,253
Employee Contributions 209
Investment Income (1) 875
Total Receipts $ 2,337
Disbursements
Pengsion Payroll S 901
Loans & Excess Contribution 126
Other 163
Total Disbursements S 1,190
Excess (Deficlilency} of Receipts
over Disbursements $ 1,147
Less: Investments in Guaranteed
Securities Projected in Four
Year Financial Plan 5 169
Net Excess (Deficiency) of Receipts
over Disbursements 5 978
Beginning Cash Balance $ 1,007
Ending Cash Balance $ 1,985

(1) Includes both yield on investments and proceeds of

Scurce: Office of the Actuary

FY 1980

$ 1,325
215
951
S 2,491

$ 1,022
127

91

$ 1,240

$ 1,251

$ 215

$ 1,036

$ 1,985
$ 3,021

FY 1981 Y 1982
$ 1,405 $ 1,445
223 229

955 968

$ 2,583 § 2,642
$ 1,107 $ 1,192
127 127

91 91

S 1,32 S 1,410
$ 1,258 $ 1,232
$ 258 S 258
$ 1,000 $ 974
$ 3,021 S 4,021
$ 4,021 $ 4,995

maturities.

Exhibit B

Total

$ 5,428
876
3,749
$10,053

$ 4,222
507
436
$ 5,165

S 4,888

$ 500

$ 3,988

1,007
4,995

Ly Uy



Recelpts

City Contributions

Emp loyee Contributions

Investment Income (1)
Total Receipts

Disbhbursements

Pension Payroll
Loans & Excess Contributions
Other

R ™y, T mm o oo oy e B
Cda LIBOUIrSemnanc

Excess (Deficiency) of Receipts
over Disbursements

Investments in Guaranteed
Securities Projected in
Four Year Financial Plan

Less:

Net Excess (Deficiency) of
Rece ipts over Disbursements

Beginning Cash Balance
Ending Cash Balance

New York City Retirement Systems

Projected Cash Flow - Fiscal Year 1979 Exhibit B
($ In Millions) Page 1
N.Y.C. Peolice Fire Board Of
Emplovees Teachers Article-2 Article-13B Education Total
$ 570 5 404 s 209 S 50 S 20 $1,253
108 48 39 6 8 209
440 262 118 38 17 875
$ 1,118 5 714 $ 366 $ 94 3 45 $2,337
§ 415 $ 248 S 144 ] 82 $ 12 $ 901
44 48 25 6 3 126
126 (2) 24 6 2 5 163
3 585 3 320 5 175 $ 90 $ 24 $1,190
S 533 s 394 S 151 S 4 $ 25 $1,147
$ 80 $ 53 $ 26 $ 7 $ 3 S 169
$ 453 S 341 $ 165 $ (3) S 22 $§ 978
$ 533 $ 189 $ 240 s 37 $ 8 $1,007 (3}
s 986 S 530 S 405 s 34 $ 30 $1,985

(1) Includes both yield on investments and proceeds of BWﬁGHHﬁHmm.

(2} Provides for the transfers of reserves to NY State Employees Retirement System

for court employees transferred to the State.

(3) Ccash Balance assumes no investment after December 31, 1977 other than the Spring

1578 committment of $683 million of New York City Bonds.

Source: Office of the Actuary.



Recelpts
City Contributions
Enployvee Contributions
Investment Income {1)

Total Receipts

Disbursecments

Pension Payroll
L.oans and Excess
Contributions

Other

Total Disbursements

Excezs (Deficiency) of
Racaeipts over mewswmmEmSWm

Less: Investments In Guaran-
teed Securities
Projected in Four Year
Financial Plan

Net fxcess (Deficiency) of
Receipis over Disbursements

Beginning Cash Balance
Ending Cash Balance

(1) Includes both yield on investments and proceeds of maturities.

New York City Retirement Systems-

Exhibit B

. Page 2
Projected Cash Flow - Fiscal Year 1980
($ In Millions)
N.Y.C. : Police Fire Board of

Employees Teachers Article=-2 Articie-1B Education Total

8 595 $ 435 $ 225 50 $ 20 $1,325

110 50 40 6 9 215

483 281 134 36 17 951

$ 1,188 $ 766 $ 399 92 $ 46 $ 2,491

$ 486 $ 268 8 159 92 § 17 $ 1,022

45 48 25 m 3 127

54 24 6 2 5 g1

$ 585 $ 340 S 190 100 5 25 $ 1,240

$ 603 $ 426 S 209 (8) $ 21 $ 1,251

$ 102 $ 68 $ 33 8 ¢ 4 $ 215

5 501 $§ 358 $ 176 (16) $ 17 $ 1,036

s 986 $ 530 $ 405 34 $ 30 $ 1,985

$ 1,487 $ B88 $ 581 18 $ 47 $ 2,021



New York City Retirement Systems

Projected Cash Flow - Fiscal Year 1981 Exhibhit B

{($ In Millions) Page 3

N.Y.C. Police Fire Board Of
Employees  Teachers Article-2 Article-1B  Education Change

Receipts

City Contributions $ 640 $ 460 $ 235 $ 50 $ 20 $1,405
Employee Contributions 115 52 41 6 9 223
Investment Income(l) 492 , 280 . 131 35 17 955
Total Receipts $1,247 $ 792 $ 407 $ 91 $ 46 $2,583

Disbursements

Pension Pavroll s 531 S 293 S 174 S 62 S 17 $1,107
Loans and Excess Contributions 45 48 25 6 3 127
Cthaor 54 24 3 _ 2 5 51
Total Disbursements S 630 S 365 S 205 $ 100 S 25 §1 328
Excess (Deficiency) of Receipts Over
Disbursements S 617 S 427 S 202 s {9) S 21 $1,258
Less: Investments In Guaranteed
Securities Projected in
Four Year Financial Plan s 122 S 82 S 40 S 9 [ 5 S 258
Net Lxcess (Deficiency) of Receipts
Over Disbursements S 495 345 162 s (18 S 16 $1,000
Begimning Cash Balance $1,487 S 888 ) 581 3 18 $ 47 $3,021
Ending Cash Balance 1,982 1,233 743 0 63 4,021

(1}  Includes both yield on investments and proceeds of maturities.



Exhibit B

Page 4
New York Citv Retirements Systems
Projected Cash Flow-Fiscal Year 1982
($ In Millions)
N.Y.C. Police Fire Board of
Employees Teachers Article-2 Article~1B Education Total
Reccipts
City Contributions $ 660 $ 475 s 240 8 50 8 20 $ 1,445
Employee Contributions 117 54 42 6 10 229
Investment Income (1) 494 283 136 35 20 968
‘I'otal Receipts $ 1,271 S 812 S 418 S 91 S 50 $ 2,642
Disbursements
Ponsion Pavroll $ 566 $ 313 S 189 $ 107 S 17 S 1,192
L.oans and EBExcess
Tontributions 45 482 25 & 2 127
Oiher 54 24 & 2 5 51
Total Disbursements S 665 S 385 3 220 S 115 3 25 $ 1,410
Excess (Deficiency)of
Receipts Over Disburse-
ments $ 606 5 427 s 198 S (24) 3 25 $ 1,232
Teess: Investments of
Guaranteed Securities
Trojected in Four Year
Pinancial Plan g 122 $ 82 $ 40 $ 9 3 5 g 258
Net Excess (Deficiency) of
Reccipts over Disbursements $ 484 $ 345 3 158 $ (33) S 20 S 974
Beginning Cash Balance $ 1,982 $ 1,233 S 743 S 0 $ 63 $ 4,021
Ending Cash Balance S 2,466 $ 1,578 S 901 S {33) 3 83 S 4,995

(1) Includes both yield on investments and proceeds of maturities.

SOURCE : Office of the Actuary



EXAMPLES

OF PENSTION BENEFITS

Exhibit C

Mow York City Annual
Le-tirement Years Of Percentage Retirement
Sy stem Plan Earnings Service Credit Accrual Rate Allowance
iuployees A-Career Pension $ 17,500 25 55% $9,625
B-increased-Service-
Fraction $ 15,000 15 33% $4,950
Twouacher's Retirement
System A $ 22,000 25 59% $12,980
B $ 19, 000 1e 31 $E,890
olice 20 Year $ 21,000 22 53% $11,130
ire 20 Year $ 21,000 22 53% $11,130

ilote: Retirement allowances for members of the Board of Education Retirement System would
be computed in the same manner as for members of the Employees Retirement System.

SOURCE:

Office of the Actuary



Ta

ﬁWQEAFw .
M@&.o?&ﬁi&ﬁ%
e
Assets - Beginning of Year

Employer Contributionsl

Ewployec no:mnwdcwWosmw
svesktment Income
Total Income

Benefit and Other vm%BmSWmh
Net Addition to Assets

Agsets - End of Year

New Yorhk City and MAC Securities
Owned at Peginning of Year
Eew Purchases from Net Addition
to Assets
New Purchases from Proceeds of
Collateral Loans l
Total Additions of
Such Securities

New York C(City and MAC Securities
Owned at End of Year

Ratio of Total Assets Invested in
New York City and MAC Securities

Fiscal Year

1975-76

($7,719
$1,021
232
450
1,703
1,080

623

8,342

$ 855
$ 623
331

954

51,809

21.7%

Tay 25 THE FIVE NEW YORK CITY RETIREMENT SYSTEMS .
! PROJECTION OF PURCHASES OF NEW YORK CITY AND MA€ SECURITIES
{FIGURES IN MILLIONS OF DOLILARS }

Figcal Year

1976-77

,$8,342
$1, 240
232
590
2,062
1,235

827

9,169

$1,809
$ 827
673

1,500

$3,309

36.1%

....\dl

3

uv.-+ 5o~ G,w_m“m..v&.

Jeor

1.0

Fiscal Year

1977-78

, $9,169
$1,365
232
691
2,288
1,350

938

510,107

$3,309
$ 938
-0-

938

$4,247

42.0%

Program Planners, inc,



Program Pianners, !nc."‘vi

FOOTNCTES

Employer Centributions for the
Figcal Year 1975-76 were obtained
from the Actuary's letter to the
Retirement Systems.

Employer Contributions for the
later Fiscal Years were estimated
to increase at the rate of 10% a
yvear. When finally calculated, they
will be determined on the following
bases -

Contribution Calculated on Payroll
Year Rase Of
1975-76 June 30, 1974
1976=-77 June 30, 1975
1977=78 June 30, 1976

It is assumed there will be no
reduction in Employer Contributions
on account of "“excess interest".

Empléyee Contributions were assumed
to remain constant at their present
level.

Investment income was calculated on
the basis of the average of the total
assets during the year by using the
following rates of investment income.

MAC Securities 9.0%
All Other Assets 6.0%

Benefits and Other Payments include

"all disbursements listed in the

Comptroller's Report, other than those
relating to the buying and selling
of securities.




MEMORANDUM February 6, 1976
To: JZ. KA, DK, VM, RW, GK
From:  RDH '?ihi He e

Re: Fringe and Pension Benefits

A. Present Costs

The City of New York in fiscal year 1976 will spend over $1.8
bitlion on fringe and retirement benefits for its employees, as follows:

Pension Systems {actuarial and non-actuarial) $1300 million
Social Security 200

Union Annuity Funds ' 30.9~
Health and Hospitalization Insurance 170 —
Union Welfare Funds 124
Uniform Allowances 18,9~

Training Funds 0.8-
Total §1844.6 million

The attached appendices present cost data on each benefit and some
discrete proposals.

~ B. Rationale for Action-

For the following reasons, I would recommend that reductions in
this area be given a very high priority by the City:

1. Potential savings are enormous;

2. Reductions here can be made without cutting services, laying
of f employees, and increasing unemployment and welfare costs;

3. Savings can be realized during fiscal year 1977 and need not .
wait on fiscal year 1878;

4. Realization of savings here is relatively easy with regard
to time, staff resources, and issue complexity compared to%
say, cutting simitar amounts from agencies such as HHC,
CUNY, or the Board of Education.

C. Scenario

1. Adoption of position by City in upcoming negotiations that it
will not offer unions certain of the negotiated benefits received in the
past. Among the benefits falling within this area, in whole or in part,
are (a) union annuity funds, (b) heaith and hospitalization insurance;
(¢) union welfare funds; {(d) uniform aliowances; {e) training funds
{pension and social security reductions are matters involving state and
federal law}.



-2~

2. Probable, indeed almost certain, rejection of City's position
by unfons in negotiations.

3. Arbitration of issue as soon as possible after 7/1/76 in order
to soften impact of "status quo" provision which carries over existing |
benefits until new contract is settled either by negotiation or arbitration.

D. Discussion

1. Based on my experience in representing the City in arbitrations,
I believe the City could win an arbitration on a reduction of some of these
benefits. '

2. The most likely candidates for elimination, reduction, or
postponement are the following: {a} union welfare funds and (b) union
annuity funds, No other cities provide these benefits; neither benefit is-
essential to employees; both benefits suppiement already generous benefits,
e.9., health insurance and pensions plus social security.

3. Since City employees already have given up some benefits and
will, in all Tikelihood, receive no general pay increases during the rest
of financial plan, the equity in moving further against City employees is
not clearcut. However, what are the other options? Can the City
realistically expect to cut enough by other means to meet the dictates of
the financial plan? And looking beyond the financial plan, can the City
~afford to maintain fringe and .pension benefit levels that are so high?

4. If this strateqgy is to be pursued, a number of high-level
decisions have to be reached soon.



APPENDIX ONE

PENSIONS

City Contribution - Fiscal Year 1976 $1,299.66

Funding ($ in millions)

NYCERS $530.00
TRS 352.87
PD 175.00
FD 51.20
Bd. of Ed. 17.28
CIRS 11.00
Libraries 6.35
TIAA 17.40

Subtotal $1,161.10

Hon-Actuarial:

PD 31.35
FD 38.26
Street Cleaning 5.40
City Supplemental 45,00
Teacher Suppliemental 18.33
Miscellaneous 22

by,



APPENDIX ONE - Page 2

INCREASED TAKE OME PAY

Under the increased take home pay provision, the City and
“its various agencies pay a fixed percentage of.the employee's
contribution to the retirement system. The employee's contribu-
tion to the retirement system is reduced accordingly. These
percentages are now 5 percent for teachers and uniformed employees,
and 4 percent for others,

Effective April 1, 1976, the ITHP contribution rates will
be halved to 2 1/2 percent and 2 percent. This reduction will
save the City $80 million annually, but only $20 million for the
remainder of this fiscal year.

The ITHP provision expires on July 1, 1976. If the State
Legistature does not renew the provision and ITHP is wiped out,
the City will save an additional $80 million per year or a total
of $160 miliion. Since ITHP payments, like pension contributions,
are made on a two year lag, the savings would not be felt by the .
City for two years or July 1, 1978. '



APPENDIX TWO

SOCIAL SECURITY

Current costs are approximately $200 million. Given scheduled
rate and base increases, costs will be higher in fiscal year 1977, perhaps
$220 million, and higher still in fiscal year 1978. '

White savings from withdrawal would be substantial and withdrawal
would mean approximately 6% increases - in income for all employees earning
under $15,300 and about $900 for all employees over $15,300, the following
major obstacles exist:

1. fCongressional action to revise the Social Security Law would
be required to let us out now (waiver of the two-year notice requirement)
and to get back in at a future date {under present law, reentry is
prohibited). See page 1 of attachment.

2. The City would have to act as self-insurer for a percentage of
the City's workforce not yet precisely ascertained (see page 2 of attachment).
About T17% of the City's employees as of 7/1/74 fall into this category.
Probably this percentage is considerably Tower today due to Tayoffs.

I recommend that we cdntinue research on the proposal, but my opinion
is -that eventually the proposal will prove unworkable for political if not
administrative reasons.

[;,@u . /}j -:)L_,(%;' Ll /?f‘i G (€ s e
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demorandum

Re Social securily Coverage of Yew York City Pmployees

L. Can HNew York City opt cut of T,3, Seeclial security coverage
for its employees?

Yes, subject to certain limitations. Under Section 218 of the
soclal Security Acty, a Stale is suthorised to enter into a
voluntary agreement {for ceclal Securily coverage ol state
employees or cuployees of nolitical subdivisions of the Otate
{e.p.o, municipal employees). MNew York Stabe hes entered into
such an apgreement with respect Lo New York City employees.
section 218(¢) (L) of the Soclal Security Act provides for
termination of the voiluntary asrcement in iis entirety or with
respect Lo any coverage group as follows:

") (1) Upon piving al least two years'! advance nolice
in writing to the Administrator, a Jtote may terminate,
effective ot the end of o calendar quarbter specified in the
notice, its agreepent with the Administrator either -

{(A) in its enbtirety, but only i the agreement hag
boen in oeflect from ils offective date for not less than
five years nrior to the receipt ol such notices or

(1) with respecl to any coverage group designated
by Lhe Utate, but only if the agreement has been in
of fect with respecl Lo such coverage group for nol less
than [ive years orior Lo the receipt of such notice,™

Thus, while few York Clily ilself does nob have the power to opt
oul of coverage, How York State conld do so Tor City employees as
a wnole or for any coverage group, subjeclh to the two years!
advance notice requivement. If a shorter period of advance
notice is desired, an amendment Lo the Tocial Zecurity Act would
Lbe needed.

2. I Mew York City (throush the stalte) onbts out of Soeidal
Security coverage, can 1L later cpt in?%

No.  Secbion 18(-)Y(3) of the Soclinl Jecurity Acl contains a {lat
prohibition arainst rencwed covernpe onee 2 voluntary agreement

for coverage has becn terminated.  Thus, an amendment to the law
would be nceessary to permit rencved covorago.




3o How would employees' Jocial Sogurity relirement benefils he
allTected i the Clty (Lhroush bho State) elected to
discontinue Ccclal Security coverage? '

social Becurity benefils are based solely on an employee's record
of earnings in emnloyment covered by Jocial Security.  Barnings
up to specified maximums in each year are averaged for g
specificd number of years, depending upon the employee's year of
birth. It is importent to note that yeoars in which no earnings
accrue under soclal Security wi

_ L alfect the employee's Average
Monthly wWare - the basis of all Social security benefita.

In order for a worker Lo obtain retirement benefits, he must be a
"fully insured" individual. "'his term means that the employee
must have at least one calendur quariter of coverage (whenever
acquired) for cach calendar year elapsing alter 1950 (or, if
later, the yoar in vhich he attaoined age 21) and before the year
in vhich he attains age 62, A calendar auarter of coverage 1is
one in which the worker has earned a minimum of 550, Any
individual who has acguired 40 quarters of coverase is ful ly
insured for Life and is eligible for retirenment benelfits
regardless ol the absence of further coveruge. Currentiy, any
individual wilb less than 2% (22 gquarters for women) gquarters ofl
coverage 1s ineligible lor retiremenl benefits; individuals whose
quarters of coverage fall belwesn 23 and 40 may or may not be
eligible for benefits wvhen they reach retirement age. Employees
who, at the time coverage is discontinued, have not accumulated
the required number of guarters will be ineligible for retirement
benefits.

Inorder for a dicabled employee Lo obtain disability benefits
v . N * J 3
he must satisly two reguirements:

1) he would have been fully insured had he abbtained age 62
and

be bas at least 20 quarlers of coverare in the most

recent MO quarter period,

It is very important to recognize that any worker who reaches age
6% and is nobl enlitled to monthly Social Securily insurance
benefits is also inelipgible lor hospital insurance benefits under
Fart A ol Title ZVTLL (ledicare). '



APPENDIX THREE

UNION ANNUITY FUNDS

City Contribution - Fiscal Year 1976

Employee Group

Fire Fighters
Fire Officers

Patrolmen
Police Officers

Housing Police
Officers

Transit Police
Officers

Corrections Officers
Officers

Sanitation Workers
Officers

Teachers]
Supervisors

Per

Diem Cost

Up

Up

Up

Up

Up

Up

$1.00
to $2.65

$1.00
to $2.65

$1.00

to $2.65
$1.00 -
to $2.65

$1.00
to $2.65

$1.00
to $2.65

$400/year
$550/year

1. At the maximum salary step only

Approximate No.

_of Employees

10,300
1,700

23,000
5,000

900
200

2,970
400

3,000
300

9,500
1,500

NA
NA

$30,870,000

Approximate
FY 1976 Cost

$2.69. miltlion
1.18

6.00
3.46

.23
.14

.78
.28

.78
.21

2.48
1.04

11.6



APPENDIX THREE - page 2

UNEON ANNUITY FUNDS

Discussion

Since 1968 the City has contributed per diem amounts toward
the purchase of annuities for certain employee groups. With the
exception of the teachers, annuity fund payments are made directly
to the employee unions which administer the funds. Payment
on behalf of teachers is made directly to the Teachers Retire-
ment System. The approval of the teacher's annuity payments by
the State Legislature in 1970 might possibly give them consti-
tutional protection. Annuity payments for other employee groups
are contractual arrangements,

Retired transit workers get a Tump sum payment of $500 per
year in addition to their pensions. These payments cost
approximately $5.0 million per year.



APPENDTY FOUR

HEALTH INSURANCE COSTS]

City Contribution - Fiscal Year 1976 $170,000,000

Number of Contracts® 430,000
Average Cost Per Contract  $377.00

City Contribution - Fiscal Year 1977 $184,000,000
{Assumning new rate increases are approved
by the Board of Estimate)

Number of Contracts 412,000 -
Average Cost Per Contract  $446.00

1. Figures include Off Track Betting, Board of Education,
Board of Higher Education, Health and Hospitals Corporation,
Transit Police, Cultural Institutions, and retired employees.

2. Contract count does not equal the number of active and
retired employees because some employees, such as a single

" parent with child, count as two contracts. Therefore, the cost
per employee is higher than cost per contract. On September
30, 1975, approximately 300,000 active employees and 79,000
retired employees were covered. The number of contracts, at
that time, was 430,000. '



APPENDIX FOUR - Page 2

OPTIONS FOR HEALTH INSURANCE COSTS REDUCTION

A1l options need union approval,

1. TFréeze the City's contribution at fiscal year 1976 rates
and pass on any increases to City employees. This action may
save the City $22 million in fiscal year 1977 if the Board of
Estimate approves rate increases currently before it.

2. Offer City employees only one health insurance plan instead
of three. During fiscal year 1976, at fiscal year 1976 rates,
the City would have saved approximately $13.5 million if it had
offered employees only the GHI plan. <Current cost of coverage
varies by as much as $78 dollars per contract depending on the
insurer, ‘

3. Have employees earning a certain salary and above pay a portion
of their health insurance costs. Since the Internal Revenue
Service regulations permit employees to deduct up to 50 percent

of a maximum of $300 in health insurance premiums, or $150, the
employees effective rate would be Tess than what the City currently
is paying. Many private sector employers have various fee-
splitting arrangements.

4. The City pays the full cost of health insurance for only

active and retired employees, and employees pay additional cost

of covering wives, husbands, and children. At current rates under

the GHI plan, the cost of coverage for an individual is $183.00;
the cost for a family is $522.00.

“This policy of covering all members of an employee's family .
cost the City nearly $86 million in fiscal year 1976.
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HEALTH INSURANCE - HISTORY

1947 - The City of New York agreed to pay 50 percent
of the premium for Health Insurance Program (HIP) and Blue
Cross Insurance for all employees who elected to be covered.

1965 - In contract negot1at1ons with municipal unions,
the C1ty agreed to offer all employees a choice of three
health insurance programs. In addition, the City agreed to
raise its contribution to 75 percent immediately and to 100
percent within a year,.

1966 - Health insurance coverage was extended to all re-
tired City empioyees retroactively.
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HEALTH INSURANCE RATE
FISCAL YEAR 1976 °

Type Contract

Health Insurance Plan (HIP)

Individual
Parent and Child
Husband and Wife
Family

Senior Care

General Health Insurance (GHI}

Individual
Parent.and Child
Husband and Wife
Family

Senior Care

Major Medical (GHI - Type E)

Individual
Parent and Child
Husband and Wife
Family

Senior Care

Cost Per

$196.
392.
488.
598.
64.

183.

366

446,

522
71

219.

444

515.

597

74.

Contract

36
72
24
32
34

36

.84

52

.24
.52

72

.44

40

.24

40



APPENDIX FIVE

WELFARE FUNDS

City Contribution - Fiscal Year 1976 $124,000,000
Uniformed Employees 59,000 @ $400  $23,600,000
Teachers and Supervisors
Board of Education 65,000 @ $370 24,050,000
Faculty ,

Board of Higher Education 13,000 @ $340 4,400,000
Other City Employees 120,000 @ $350 42,000,000
Part-Time Employees - 10,000 © %200 2,000,000

Retirees 80,000 @ $350 28,000,000
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OPTIONS FOR WELFARE FUND COST REDUCTION

Al1T1 options need union approval.

1. Reduce the welfare fund benefit by $50 per employee. This
action would save the City $17.3 million in fiscal year 1977.

2. Eliminate welfare benefits for retirees who already receive
pensions, social security benefits, medicare (65 years or older),
plus the City's basic health insurance program. This reduction
in coverage would save the City $28 million.

3. The City itself manage the welfare funds and provide the
benefits. The City may be able to provide the same basic supple-
mentary benefits at a reduced cost. Moreover, administrative
savings would be achieved and there would be less strain on the
City's cash flow position.

4. Eliminate welfare funds completely since the benefits provided
by these funds are not generally benefits provided completely free
of charge by any other employers. instead, the City could offer
employees dental insurance, optical insurance, and life insurance
programs for which the employees would pay the premiums.
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WELFARE FUNDS

Discussion

The City pays welfare fund contributionsdirectly to municipal
unions who then administer the funds. These monies are used to
purchase benefits that supplement the basic health insurance pro-
gram such as extended hospital care, dental care, eyeglasses,
drug prescriptions, counseling, and some legal services.

The City first began to provide welfare funds in 1965. - In
the last City~Wide contract, signed May 6, 1974, covering the
period July 1, 1973 to June 30, 1976, the City agreed to provide
partial welfare funds for part-time, hourly, per diem, per session,
and seasonal employees who work at least one-half the regular hours
of a full time employee. Moreover, the City agreed to provide full
welfare fund benefits as of January 1, 1974 to all employees who
retired after June 30, 1970. Similar provisions are contained in
contracts not covered by the City-Wide.

In early 1975, thirteen municipal unions agreed to a reduction
in the welfare fund contribution totaling slightly more than $8
million. (See attached sheet) The reduced payments were scheduled
to be made over an eighteen month period from February 1, 1975 to
June 30, 1976.
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WELFARE FUNDS
SUPPLEMENTAL AGREEMENT (1975)

‘ Union Amount of Reduction
District Council 37 . $5,500,000
Social Service Employees Union 1,000,000

 Un1f0rmed Sanitationmen's Association 1,000,000
International Brotherhood of Teamsters - Local 237 | 306,000
Service Employees International Union - lLocal 144 ~ 102,000
Pavers and Roadbuilders 42,500
Communication Workers of America - Local 1180 | 39,333
Communfcation Workers of Aﬁericé - Local 1182 20,000
Communication Workers of America - Local 1181 ' _ 3,500
Communication Workers of America - Local 1183 8,500
Municipal Guild of Radio and Television Technicians : 8,500
Civil Ser&ice Bar Association ‘ 8,500
-Licenéed Practical Nurses _ 8,500,

TOTAL $8,047,333
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UNTFORM ALLOWANCE

City Contribution - Fiscal Year 1976 $18,900,000

Approximate number of City ftitles

receiving uniform allowance 190
Examples:
Title Allowance
Patrolman : $265
Fireman 265
Public Health Nurse 200
Marine Engineer 200
Agueduct Captain 170
Speech & Hearing Therapist 120
Nurse's Aide 110
Ambulance Technician 110
food Service Supervisor 90
Swimming Pool Operator 65
Bridge Operator 65
- Deckhand 65

Water Plant Qperator 45
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OPTIONS FOR UNIFORM ALLOWANCE COST REDUCTION

A11 options require union approval.

1. Eliminate allowances completely. Almost all employees in the
private sector, and most public sector employees, provide their
own clothing. Moreover, some City employees who, in fact, receive
a uniform allowance do not have a iob that requires them to wear

a uniform.

2. The City contracts with uni form suppliers and prov{des uhiforms,
as they are needed, directly to employees who actually wear them.

3. Reduce uniform a11owances and restrict to employees who are
required to wear them.



APPENDIX SEVEN

TRAINING FUNDS
PAID DIRECTLY TO UNIONS

Total City Contribution - Fiscal Year 1976 $755,000
District Council 37 $690,000
Communication Workers of America Local 1180 65,000

OPTION

This option requires union approval.

Eliminate these funds completely. Training employees is a
management, not a union, function.
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The New York Cilty financial c¢risis has generated con-
siderable interest in cost cutting. The reduction of Clty
pensilon costs has received particular attention and 1s the
subject of the attached report. The report estimates the

cost reducticns which would result 1f the service require-

ment for retirement for City police were increased from 20

to 25 years. Having these estimates will help policymakers
to judge whether such a pnlan change is worth the political

price reguired to make the change.
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INCREASING THE SERVICHE REQUIREMENT FOR
NEW YORK CITY POLICE RETIREMENTS

I. Introduction

In this report we estimate the pension cost reductions
which would result from increasing the service reqguirement for
retirement for New York City policemen. We show that changing
from a 20-year plan to a 25-year plan, each with a 2.5 percent
increased-take-~home-pay (ITHP) provision, would result in a [lrst-
year saving of $1.8 million (or 1.4 percent) and an ultimate
annual saving of $37.5 million (or 30.2 percent). Since other
uniformed City employees have pension benefits comparable to
those of the police, similar (percentage) savings could be rea-
lized if their service requirement were also increased.

IT. Contribution Rates

The table below contains employee and employer contribution
rates for 20, 25, and 30~-year service retirement plans with O,
2.5, and 5 percent ITHP provisions. As indicated, the employer
contribution rates are guite sensitlive to plan changes. They
vary from a high of 25.5 percent for a 20-year plan with a 5 per-
cent ITHP provision to a low of 8.4 percent for 30-year plan
with no TTHP provision.

These rates are computed for a single hypothetical pclice~
man entering the force at age 25 and retiring as soon as he be-
comes eligible to do so. Aside from the assumptlon that retire-
ment occurs at the earliest possible date, the computations are
based upon the actuarial assumptions adopted by the Police Pension
Fund. The computed contribution rates completely fund the

employee's service pengilon (including vesting) and the withdrawal,



disability and death benefits tied to his contributions and the
ITHP contributions made on his behalf. The bulk of the cost of
disability pensions and death benefits has been Ignored because

we are not considering changes in these benefits.

Contribution Rates for New York City
Police Service Pensions
Entry Age 25

Service ITHP Emplaoyee Employer
Requirement Rate Rate Rate

(Years) (Percent) (Percent ) (Percent)
20 0.0 6.1 21.6
20 2.5 3.6 23.5
20 5.0 1.1 25.5
25 0.0 3.8 13.6
25 2.5 1.3 15.4
25 5.0 ¢.0 16.3
30 0.0 2.3 8.4
30 | 2.5 0.0 9.9

30 5.0 0.0 9.9

ITI. Pension Ccst Reductions

Since the State Constitution prohibits an employee's pension
benefits from being diminished after he becomes a member of a
public retirement system, such benefits can only be diminished
for new members. Accordingly, cost reductlions arising from plan
changes are inltislily small, gradually increase as new-plan
members replace old-plan members , and attaln a maximum when

all ecld-plan members have been replaced,



Thus, we must project cost reduction fipures several years into the future

to characterize adequately an increase in service requirements,
A ready alternative UDthe(mrmﬂmZ%Fyaﬂ’phwiisaiﬁﬁﬂmérpﬂan.

To determine the cost Peduction resulting from the adoption of

a 25-year plan, we assume that the ITHP rate 1is 2.5 percent and

that the size of the police forcé‘remains'constant (i.e., attri-

tion equals replacement), We alsc use the following data:

Average annual salary for pollcemen = $i3,800
aged 2% (June 30, 1973)

Average annual salary for all = 15,400
policemen (June 30, 1973)

Gross attrition rate for = 5.3%
policemen (1973-74)

Size of police foree = 30,000
Normal attrition [=.053(30,000)] = 1,600
City contribution rate for 20-year = 8.1%

plan minus rate for 25-year plan,

each with 2.5 percent ITHP (=23.5-15.4)

The cost reduction in the first year followlng the plan
change is $1.8 miliion [= .081(1,6003(13,800)]. This figure
is the product of the difference between the City contribution
rates for the two plans, new-plan mewmbers (i.e., attrition for
one year); and the anminl salaey for a new entrant, aged Zo. ihe reduction
in the second year would be about twice as large, that is §$3.6
million. After approximately 20 years all 30,000 old-plan
policemen would have been replaced sc that from then on the annual

savings would become $37.5 million [= .081(30,000)(15,MOO)].
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To put these figures in perspective, we note that the
$1.8 million first-year saving equals 1.4 percent of the 1974~
75 contribution of $134.4 million [divided by (l.OM)2 to eli-
minate interest for two years due to lagged payment of ﬁhe 1672~
73 contribution] to the Police Pension Fund and the $37.5 million
ultimate annual saving equals 30.2 percent of that contribution.
- Furthermore, in terms of June 30, 1573 salary levels and a 30,000
member force, the recent decrease in the ITHP rate from 5.0 to
2.5 percent will save the City roughly $9.2 miliion [= .02(1%,400)
(30,000)1, while changing from a 20 to a 25-year plan would save
the City %9 million [= 5(1.8 million)] in the fifth year. The
gaving would be less than $9.2 million durilng the first four
years and greater during the sixth and subsequent years.

IV. Some Technical Notes

The following points should be conslidered when Interpreting

the gbove results:

1. To keep our figures comparable cver time, June 30, 1973
salary levels have been used throughout. Had we recog-
nized that saldary levéls increase over time, then our
year-by-year cost reduction figures would have risen
more rapidly. To transforit our results to a current
dollar bvasis, we would have multiplled the filgures in
Section IIT by an index measuring salary levels Increases
cceurring since June 30, 1973,

2. If a 25-year plan were adopted now, the lirst-year
cost reduction most likely would exceed $1.8 million

because attrition is currently well above the normal

level,



The calculated contribution rates are understated
because the actuarial tables used by the Police Fension
Tfund are obsolete, However, since the rates for the

20 and 25-year plans are understated to about the same
degree, the understatements cancel when the rates are
differenced.

Shifting to a 25~year plén requlres providing five
additional years of death benefit and disability benefit
coverage. Since these coverages hdve been largely
ignored, thelr increased cost does not manifest 1tselfl
in 25-year plan contributicn rates. Although these
rates are understated, the error is small and does no%
distort the results.

The employer contribution rates computed by the City
Actuary exceed ours because his rates fund disability
and death benefits and amortize actuarial losses, while
ours do not.

The 2.5 percent decrease In the ITHP rate 1is equivalent
to a true deerease of 2 (= 25.,5-23,5) percent in the City
contribution rate. This occurs because an employee

does not recelve benefits from the ITHP reserve accumu-
lated on his behalf if he withdraws belore completing

15 years of service. (If he withdraws with between 15
and 20 years of service, hisg ITHP reserve is uged to cover

a portion of the cost of his vested pension.)
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It should be recalled that City pension contributions
are made with a two-year lag. Thus, for example,

a cost reduction accruing during the first year after a
plan change will not manifest itself in the City's

cash outflow until the third year. The figures in
Section II1 were developed on a accrual basis; they can
be converted to a casgh basis by lagging them two

years and then adding interest for two years.
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MEMORANDUM OF RECCRD

New York City Retirement Systems

The second meeting of the Task Force on NYC Retirement Systems took place oa
October 1L, 1975 at the Metropolitan Life Insurance Company. Those attending
‘were as follows:

Hy Bartimer - Metropolitan Life

Gordon Binns - General Molors

Jim Gardiner - New York State Insurance Department
Jonathan Schwartz - New York City Retiremeat Systens
Bill Thomas -« Metropolitan Life

Bob Tilove - Martin E. Segal & Co.

Jim Tobin - Union Carbide

Ieo Walsh - Equitable Life

Three sets of material were distribuiled to each member at the openlayg ol Tac
meeting:

1)

2)

3)

‘Tables of actuarial assunptions deemed appropriate by the New Yorx Clis

Actuary for the cost ealculations. He recommended basically four changes
in the current assumptions -- valuation interest rate increased Irom 4%

to 5 1/2%, a uniform but much steeper salary scale, the 1951 Group Annuity
Table for mortality of disabled pensioners and the 1971 GAM table Jor
mortality of active members and service pensioners.

Memorandum on the status of the conversion of the New York City Relirement
Systens data from punch cards to electronic tape. Target date is ilhe week
of Qctober 27.

Average annual salary increases during the past ten years for selected
male and female employees of the New York City Retirement Systems prepered
by the New York State Insurance Department Actuary.

B1ill Thomas mentioned that letters were forwarded to the Board of Trusices of
the Teachers Retirement System and the New York City Employees® Retiremont
System Tequesting that the basic tape files be made available to the Task ¥Force

as soon as possible for cost analysis.

There was then a brief discussion as to

the time frame for conmpletion of all cost estimates in view of %the neavy volume

of decrement factors and benefit calculations »oquired for all retirement systems.

Every effort will be made to complete this project before year-end.
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There were & npumber of different viewpoints &s to appropriate mortality
assumptions. Although Jonathan Schwartz recommended a standard mortality

table for all active members and service pensioners for convenieance in performing
the calculations, he believed there were actually three levels of mortality --

(1) teachers, (2) policemen, firemen and sanitation men, (3) all others. Bob
Tilove preferred to use mortality rates developed from actual experience data. He
. therefore recommended a review of the most recent studies on actual to expected
mortality. The New York City Actuary, however, stated that such data had rather
limited wvalue since the deaths were based on dates processed rather than incurred.
There could be time lags of several years. He will look into this matter and
determine, if possible, the degree of distortion caused by this time lag factor.
Bill Thomas inquired as to the mortality tases for the state retirement plans.

The New York City Actuary felt that these vrates, based on recent mortality statise
tics, were quite appropriate for the New York City systems. He will compare these
mortality tables with the 1971 GAM table he proposed as well as actual to expected
ratios assuming these bases as standards.

Bill Thomas then directed the discussion to valuation interest rates and salary

scale assumptions. We were informed by the New York City Actuary that the

Policemen and Firemen Funds vere earning currently about 5% per annum, the lew

York City Employecs' Retirement System 5 1/2% and the Teachers'Retiremeat and

Board of Fducation Retirement Systems 6%. The main reason for the difference was

the degree of equity participation -- 35% for the Policemwen and Firemen Funds,

20% for the New York City Employees' Retirement System and 0% for the Teacher Retire-

ment and Board of Education Retirement Systems., For the latter systems pension

funds are invested in fixed interest securities only. Employee monies, nowever,

may be invested in variable annuities. Bases for the asgset valuation are amortized

book value for bonds and cost for stocks. Tne latter basis might have {0 be

modified to conform with ERISA standard which requires an adjusted market value

- concept. In view of the above experience, the New York City Actuary felt he could
feel comfortable with a change in the current valuation interest rate from 4% to

"5 1/2%. Bill Thomas suggested that coasideration might be given t0 moving up to

6% in view of current market conditions. Bob Tilove mentioned the difficulty in

getting the state legislature to approve interest rates sbove 4 1/2% for the

state retiremeat plans. One state plen currently assumes 4 1/2% throughout and

the other two assume 5 1/2% for the first ten years and 4 1/2% thereafter.

As for salary scale assumptions the New York City Actuary recommended a uniform
scale for all plans that show annual. increments of 6% to 7% at the early ages
decreasing gradually to a flat 3% for ages 55 and over. Bob Tilove suggested

a progressive scale derived from a snapshol approach for the most recent calendsx
year and adding & uniform increment of 3% or so 1o reflect future experience.

Jim Gardiner will develop his &average annual salary statistics for the Teachers!
‘Retirement and New York City Employees' Retirement Systems by age for a number of
calendar years. ‘hese two approaches may result in some modifications of the
salary scale recommended by Jonathan Schwartz. It was noted that this scale was
somewhat steeper than the one used in the state retirement systems.

i
Y



A comnittee of four (Binas, Cardiner, Tilove end Tobin) was assigned to

review investment performance and salary history with the New York City Actuary
and determine the appropriateness and modification, 1f necessary, of the
recomeended valuation interest rate and salary scale increments. Leo Walsh
will look into the mortality bases of other state and municipal retirement
systems.

A number of plans assume that the employee contributions for the first twenty
years accumulated at 4% interest will provide 12 1/2% of final pay. Hence the
valuation assunes that the City provides for 37 1/2% of final pay for the first
twenty years of service i.e. 50% -12 1/2%. Hy Bartimer suggested that in view
of the recommended changes in the actuarial assumptions, 1t is likely that the

. fixed employece contribution rale will now provide less than 12 1/2% of final pay.
Hence our estimates should assume that the City's share will rise above the 37 1/2%
figure - possibly LO% to 42% of final pay for the first twenty years of service.
The New York City Actuary will look into this matter and see if some adjustment
is called for. One suggestion that we determine the actual City perceantage in
each individual case would not only complicate the service benefit calculaticn
but greatly complicate the calculation of other benefits as well,

The following additional points were digcussed:

1} Why do employees receive only 4% interzst when the system is actuzlly
earning more? The New York City Actuary pointed out that the archaic
mortality table partially offsets the lLower interest when the accumuletion

is converted into an annuity.

2) A women's group is suing the City because of the differential mortality
used for the sexes.

3) Due to faulty mortality data (death based on date processed rather than
incurred -- as mentioned before) the Hew York City Actuary has developed
statistics that show only a one or two year differential in the expecta-
tion of life for females vs males at the upper ages. The state retirement
systems show a five to six year differential. This explains Schwartz's
aversion to the use of actual to expecied mortality data . developsd by his

office.

4) The current funding method is the sggregate cost with frozen initial
liability smortized over thirty-five years. This, in effect, funds an
inereasing proportion of the total liability over the future service life-
time of the current active member growp. It was recommended that we also
prepare estimates under the entry age normal cost method with thirty or
forty year funding of the past service liability. The advantage of tne
apgregate method is thal as new entrants replace older employees tie
percent of payroll tends to decrease 1T the experience follows the
agsumptions. liowever, if the experieace losses are modesti, the result
may still be a relatively level perceni of payroll. The entry
age normal cost method allows for more flexibility and stability in
contributions by varying the period of emortization of the past service
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“liability. Furthermore, it is by far the more vopular method. The
New York City Actuary noted that the current assumptions deviate so
much from the experience, that his percent of payroll estimates keep
rising year after year under the aggregate cost method.

5) Jim Tobin would like to compare typical industry pension benefits with
benefits under the various New York City retirement plans. The New York
City Actuary indicated that he may be able to supply typical comparable
i1llustrations or develop suitable hypothetical cases.

The meeting broke up &t 5:00 p.m. and the next one was scheduled for Tuesday,
October 28, at the Metropolitan Life Insurance Company.

October 15, 1975

CC: All Task Force Members X
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PUBLIC PENSTON TASK POROR
Concerning Public Employee Pensions in 1976
To the Board of Directors October 1k, 1975

New York Chamber of Commerce & Industry

Géntlemen:

The spotlight of public attention centered on public employee
pénsions in New York State back in 1971. That was . the occasion of a
strike of bridge tenders and sewage disposal ,workers in New York City,
stemming from a refusal by the State Legislature to approve & previous-
ly bargained enrichment of pension benefits for City employees.

While the City of New York was permitted under the law to bargain
on pension benefits, along with & host of other subjects, all of the
pension programs covering publiec employees must be iegislated in Albany.
The refusal of the State Legislature to act in this instance was the
result of a sudden realization that the constant bargaining and "leap-
frogging"” of pension demands posed a seriocus threat to the economic
strength of the State and its subdivisions. It was evident that liber-
alizatjon of Transit Authority pensions in New York City in 1968 had
stripped that agency of many key employees, Pension costs were accel-
erating. There were evident zbuses in +the application of cvertime pay
to swell retirement benefits, rermitting retirement in some instances
wvith pensions that exceeded the employee's base pay.

The city employees who went on strike had already been the bene-~
ficieries of a substantially liberalized pension revision in 1968.
Teachers in New York City had made enormous gains in 1970, Police and
Fire employees were demanding better pensiong ~- retirement at half-
pay after fifteen years of service, and full pay after 25 years. It
wvas apparent to the Legislature that somewhere, this pension treadmill
had to come 4o an end. ' -
The 1971 strike set off a number of reamctions. The Legislature
enacted & law to create the Permanent Commission on Public Employee
Pension and Retirement Systems, which was finally appcecinted in Novem=
ber, 1971. : '

: The Commission had two broad assignments -~ to review and report
to the Legislature snd the Governor on all legislative proposals deal-
ing with public employee vensions and retirement, and to examine exict-

ing pension systems and make recommendstions on them,

Chapter 503 of the Laws of 1971 attempted to place a limit on the
amount, of overtime or other special compensation to be included in com-
puting the salary base for pensions, limiting the amount to no more then
20 percent greater than the pay for the prior year. While this was de-
§igped to prevent abuse of overtime, it has heen sucecessfully challenged
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in the Courts by city employees as being unconstitutional, in thaet it re-
duced or impaired benefits guaranteed by the Constitution. 1/

Early in 1973 the Permanent Commission presented recommendations to
the Legislature calling for sweeping reforms in public employee retirement
programs in New York State. Their proposals would have increased the num-
ber of years of service required to get full retirement benefits, would
‘have limited totel retirement benefits to the employee's approximate take-
‘home pay at the time of retirement, and would have included in the compu-~
tation the social security benefit received by the employee. This new
program would have applied to all future employees; existing employees
would have retained the benefits of their existing systems.

- After lengthy and often-~times bitter public hearings, the Legisla-
ture refused to act on the Commission proposal, but did appoint a "Select
Committee on Pensions" to give consideration during the summer of 1973 to
the need for pension reform. In the meantime the State Civil Service Em-
ployees Association agreed to a compromise pension plan. for future employees
in its bargaining with the State.

Out of this process there finally evolved a proposal for pension

' reforq:which was adopted by the Legislature. Again, this applies only

to persons who became public employees after July 1, 1973. A major

change, was to base an employee's pension on the average of the last three
Years' pay instead of on the last year of pay or on the rate of pay at the
time of retirement. For some employees, the provision for retirement at
age 50, or age 55 has been replaced with an.age 62 retirement. Earlier
retirehent is still permitted, but with a reduction in the retirement bene-
fit. There are salsoc provisions which limit the total pension to 60 percent
of the first $12,000 of income, and 50 percent of the balance, after 25
years iof service. As a result of this legislaticn, the-éost of financing
public employee pensions will be somewhat reduced.

~ However, the failure of the Legislature to provide for integration
;of pensions with social security system benefits, which are also payable
to city and state employees, may see those planned savings balanced off
by higher Federal Social Security taexes paid by the cities and state:
These taxes, which now exceed the total payments into New York City's
five actuarial pension systems a decads ago (in 1964-65 the five actuar-
~iel systems received contributions of $236.3 million; 197Lk-75 social
"security costs are estimated at $241 million) could easily absord any
savings accounted for by the new system, Virtually all of the recent
enalyses ofithe Federal Social Security system and its financing sug-

gest substantially higher taxes will be required to support the system
in theiyears ahead. '

_ he 1973 Legislature élsoienacted into law a prohihition againg
furthér collective bargaining relative to pension benefits, and called
for a new concept of coalition bargaining to Jbe developed.

l. The State Constitution declares that public employee
pensions are a contractual right that cannot be dim-
inished or impaired. This provision has, over the years
effectively barred any reduction in benefits for exist-

--ing employees. UWumerous statutes which provide for one-
Year changes, d7signed to prevent them from being frozen
into pension systems, have been adopted.



B Both the pension =form act of 1973 and thf 4n on .collective
barpaining were enact . with expiration dates. “-Ae cruecial year 1
1976. Unless the Legislature acts to extend or modify these laws,

: A - R 1 Ty
they will evnire on April 1, 1976.

Thus it can readily be predicted that 1976 will see a new period
of discussion, argument and bressure on the general subject of public
employee pensions in New York 7tate. The lines will be drawn between
the public employee organizat: :ns, which would undoubtedly prefer to
see the 1973 legislation die a quiet death fron inaction, and those
orgaenizations and individuals concerned with rising publiec costs, who
would like to have seen permanent and more stringent legislation adopt-
ed in 1973. Inaction by the Legislature would presumably result in a
blanketing of employees hired since 1973 into the older, existing and
more liberal pension systems. This would increase future retirement
costs. : S

LOOKING AHEAD ON PENSION PROBLEMS

In March of 1975 the Permanent Commission released a report en-

- titled Financing the Publiec Pension Systems, Part I:-Actuarial Assump -
tions and Funding Policies. A second report, dealing with investment
policies of the pension systems is reportedly under way by the Commis-
sion. :

H

The March Report deals with the actuarial funding of the: major pen-
glon systems -- three State and five City pension systems. It points out
that these programs are required by law to be "actuarially funded", so
that the yearly rayments to the systems are approximately equal to the
cost of the benefits earned during the year by employees. Failure to pro-
. ¥ide sound actuarial runding leads to inadequate funds to meet pension
obligations and ultimately to substantially larger payments for pensions
out of then current operating revenues in future years when enployees are
retired. :

This Report found that, while the State has updated its actuariel
‘essumptions, New York City has failed to do so. I+t states that "As a
result, the New York City systems™ actuarial assumptions continue to be
- out of touch with reality" (p. 12 of Report). It goes on to report that
" Amazingly, the assumptions used for the New York City Employees'
Retirement System were prepared for a 191L-1918 Commission on
Fensions from the City's records of experience from 1908 -1 k4~
more than a half-century ago. Data from the same period is
used for the City Teachers' system. The Police and Fire sys-
tems, created in 1940, use data based upon the same 1908-1}k
experience, with only slight modification. With the except-
ion of some changes made in the 1940's with respect to mortal--
ity after retirement anag interest ecredits, no changes have bheen
made in the assumptions since these systems were first establish-
ed." (p. 13) .

Since the amount of funds provided annually to build the reserves
required for retirement are based on outmoded actuarial data, the net
effect is to under-estimate the amount required, eand to under-fund the
systems. o

For,gxample, the Report points out that the City systems

. substantially under-estimate life expectency of employees;



far under-estimat: police and fire service-c 1ected disabilities; 7&
understete seriocusly the rate of pay inereage -~ which has serious
cost implicaticns because Ciiy pensions are based on pay at the time

of retirement, or the last year's pay.

The Report makes the following comments relative to the New York
City pension systems:

"The City's refusal to adopt realistic actuarial assumptions has
resulted in a systematic failure to pay current pension costs,
thereby increasing future liabilities and, hence, the retirement

contributions in future years."” {p. 30)

"The City's refusal to adopt realistic actuarial assumptions
has led to the approval c¢f benefit increases without full
realization of the additicnal costs involved, resulting in a
- further increase in the annual contribution rate." (p. 31)

"Despite the fact that the estimates of ecurrent costs are unreal-
istically low, the City has failed to pay even those official
costs ~ thereby leading to a further spiraling*in the annual
contribution rate." (p. 32)

The 1lmpact of underfunding is found in the Report's Table 10,
wvhich shows the available reserves in the City Pension Systems. Bet-
ween 1967 and 1973 the Reserves for Active Members -- the funds avail-
eble to cover the benefits earned by currently employed members --
dropped from $2 billion to $1.522 billioni The impact of this drop is
better understood when one realizes this was a period of rapid increase
in pey as well as in pension fund membership. :

Penslon fund data for 1967 and 1973 indicate that membership in-
ereased from 255,967 to 331,425 or 29.5 percent. Covered payrolls rose
from $2.106 billion to $k.089 billion, or 94.1 percent. And during this
-same period, the City of New York adopted a series of pension changes
‘which vastly increased the City's liabilities through liberslization of
benefits to all employees. Clearly, this was not a reriod in which the
regserves for active members should have bDeen permitted to drop by 25 per-
cent! . . :

COMMISSION RECOMMENDATIONS

The Permanent Commission's Report recommends that Retirement and

‘Social Security Law be amended to require the City actuary to prepare
and submih "appropriete recommendations " with respect to each actuarial

essumption at least quinquenially and that the Superintendent of Insurance
be reguired to review and approve or disapprove such assumptions. Further,
upon approval by ths Superintendent of Insurance and recommendation of the
actuary or Superintendent, the head of each pension system should be reguire.
gg.to,act on those assumptions within sixty days. Failure to sct, orﬁgﬁgrmw
mission of s report stating reasons for not acting, by the head of the pen-
sion system, could result in intervention by the Superintendent of Insurance
to force adoption or the assumptions. E

: A proposal was also made to establish sn act i is o !
; . 5 uarial advis
to assist the Superintendent. TEOTY committe

Ly

Finally, the report noteg that adoption:of adequate actuariasl <tandards
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would undoubtedly increase New York Clty contribution levels, and sugaested that this
might -require other funding alternatives '"on a one~time exception basis.'

CHAMBER OF COMMERCE AND INDUSTRY
RECOMMENDATIONS

" The spectal Ad Hoc Penslion Committee recommends that the followlng posltlon be
approved:

1. That the Chamber of Commerce and Industry of New York City is firmly of the
belief that there must ultimately be further reforms in public employes pensions,
Current forecasts of costs for New York City, based on current, obviously inadeauate
actuarial assumptions in use by the City, suggest that total retirement costs, inciudlng
soclal security taxes, will exceed $2 biillon by 1980. ;

We do not believe that efforts to reform the public employee retirement programs
can be properly approached until such time as the costs of existing systems are fully
apparent to the persons most concerned with them == and this includes public officials,
public employee unions and their members, the State Legislature and the general public.

The first step In this process must be to obhtain a true measure of the liabilitles
facing the City and State of Hew York -- and particularly the City -~ by ascertaining
the Impact of utiltlzing up-to-date actuarlal assumptions in computing future contri-
butions to the pension and retirement programs., Accordingly, we endorse the Commission
recommendations. VYe would argue further that any analysis of costs of pensions and
retirement programs must include the cost of other retirement commltments, Including
sozlal securlfty and supplemental pension benefits currently in use to help older pen-
sloners meet increasing costs due to Inflation.

2, Ve urge that the lLegislature make no effort to reform or modify temporary
legislation currently in effect but rather, that such leglslation be extended for

three years, pending full and complete review of actuarial assumptions and determination
of thelr impact on future Clty and State finances.

We urge extension of the ban on the collective bargaining of pension beneflis, which
we consider essential until all of the facts &re known,

It must be noted that these penslon liabilities, the dimenslons of which are obviously
unclear, constitute a contractual commitment by New York City. To the extent that they are
under-funded, they represent a form of debt which must be amortlized over the years ahead.
Until such time as we have a reliable measure of those llabilities, every effort must be
made to prevent their magnification by Increasing benefits,

3. We urge the integration of public employee penslons with Soclal Security.
At the time munlcipal employees were brought under the Social Security system In

1957 both the tax per employee and the beneflts payable were relatively modest. From
a tax of 2% on $4200 (384) the employer share has grown to 5.85% on $14,100 ($825).
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Sencfits hove increased so ihat they represent for many a primary source of retirement
Incoe, The Permanent Gommission on pensions (Kinzel) recommended some integration of
the retirement systems with Social Security, as had the City's own consultant in 1962
(Martin Segal and Co.)., With all forecasts Indicating increasing costs in the future
as benefits, tied to inflation, are increased, integration of the two systems becomes

essential to keep total retirement costs within manageable fiscal limits.

‘4, Ve urge the discontinuatien of uniformed forces Annuity Fund payments., Mem-~
bers of the Police, Fire, Sanitation, Corrections, Housing Police and Transit Police
are all beneficiaries of a 'union annuity fund" plan inaugurated through collective
bargaining in-the late 1960's, Payments to the unions are made by the City at the
rate of $1 a day for each day worked (with farger payments for superior officers).
These funds are invested by the unions, and may be withdrawn at the time of retire-
ment as an additional retirement benefit. They cost New York City about $17-518
million & year. Declared illegal by the State Comptrotler in a special audit report
(1972) on the basis that they had not been legistated and were thus in conflict with
pension system laws, these payments continue to be made. The City argues that this
Is a form of deferred compensation. The Permanent Commission recommended that these
payments be prohibited by taw., A similar plan is provided for teachers who have

-reached maximum ($400 a vear) but this has been legislated. Efforts should be made
to stop these questionable payments to the unions, and recover the funds- already

pald out. ,

5. Finally, we urge that agreements which Include frozen pay Increases in the
computation of pension benefits be legislated out of existence.

In winning agreement to the current 'pay freeze'' there are indications that the
City has agreed that, even though the increases in pay have not been made, the employee's
pension benefits will be tied to the total current earnings plus the amount that would
have been pald. This is another 'pension sweetener! which will add substantially to
pension costs. It adds another elemant of benefits which must ultimately be funded, in
pension systems which are, it is widely agreed, already underfunded. It opens the way
for future abuses, in which any major group of employees might be encouraged to retire
by granting them a major "phantom' pay increase, which, in one year, would materially in-
crease their retirement benefits. Since pensions are now based on the pay at the time
of retirement (uniformed forces) or the last year of pay, this device has serious finan-
clal implications for the Clty, Legislation Is imperative to prohibit the carrying out -

of these policies,

Respectfully submitted,

Richard Farrell
Chairman

Note: See reverse side of this sheet for Committee List.
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MEMORAMNDUM

September 2, 1975

To: Jack Bigel
From: Tony Gajda
Subject: Estimates Of Numbers Of City
Emplovees Who Are Eligible
For Retirement; Estimated
Payroll Savings; And,
Estimated Additional Pension
Appropriation Reguired,
As you requested, an anaiysis of the number
of City employees who are eligible for retire-
ment has been performed. All data used in this
analysis is taken as of June 30, 1974, as
recorded in the Qffice o©of the Actuary of the
five actuarially-reserved retirement systems.
No data is yet available for June 30, 1975
hecause of personnel losses within the Office
of the Actuary and also because of the relatively

ungettled situation in various City agencies

with respect to workforces, lay-offs, etc.




Program Planners, Inc.

Number of Emplovees Eligidle for Retirement

Table 1 shows the number of City employees,
including those of the Boards of Education

and Higher Education, Health & Hospitals Corp.,
etc. who satisfy the eligibility requirements

for service retirement.

The total number of employees eligible for
retirement, 62,927, is derived by using minimum
requirements for eligibility. The impact of
this method can best be seen in the C.P.P.~I,S.F,
plans of the New York City Employees Retirement
System. The CiP.P.“I,SBF. Plans, which covers
all non-uniformed employees, permits retirement
at or after the attainment of age 55. If an
employer attains age 55 ggglrenders 25 years

of service, he will receive a retirement
allowance equal to 55% of his final year
salary. Although only 7,948 employees have
rendered 25 or more years of service, 37,728
employees'are age 55 or older and are, there-

fore, eligible for retirement.
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2)

3)
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Program Planners, Inc.

Mumber of City Empnlovees Eligible

Table 1: :
- For Retiremant
Eligibility Reguire-
Retirement ments For Service
System Retirements
Police 20 Years of Service
Regardless of RAge
Fire 20 Years of Service
Regardless of Age
Teachers 20 Years of Service,
Payable @ Age 55; or
Age 55 Regardless of
Service
NYCERS
. CPP-ISF 25 Years of Service
and Age 55; or Age b5
Regardless of Service
. Sanita- 20 Years of S8ervice,
tion Regardless of Age
. Police 20 Years Service,
(Ancil=~ Regardless of Age
lary)
Board of Same requirements as
Bducatiaon CPP (NYCERS)
Total Eligible = :
(a)+(b)+(d)+(f)+(h)+(i)+(])

*Does not include 8,340 members

Number Eligible

As of June 30,

1974

4,698

2,671

13,132
12,796

7,948
37,728

3,256

778

1,000

62,927+

(20+)
(55+)

{25+)
(55+)

of the Transit

20-Year Plan who were eligible to retire on

June 30,

1974.

{a)

(b)

(c)
(a)

(e)
(£)

(g)

(h)

(1)
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This method of using the minimum eligibility
requirements is emploved only in C.P.P.-I.5.F.

plans and the Teachers' pension system.

Finally, the 62,927 employees who are eligible
for service retirement excludes other types of
separation from service, such as disability

retirement, deaths, and termination.

Past experience has indicated that approximately
2,000 disabilities and 2,200 deaths can be
expected throughout the five systems. Current
conditions in the City of New York make it
impossible to predict the number of termina-

tions.

“4'\"
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Salaries of Emplovens Eligible for Retirement

Table 2 combines the number of employees who
are eligible for retirement along with the
estimated salaries of ecach of the general

categories of employment.,

Table 3 shows that the 62,927 employees repre-
sent a payroll cost of approximately
$1,070,406,000, or slightly less than 10%

of the New York City budgzst.

Table 3 shows that if, in addition to the normal
number of retirements, another 14% of the eligibles
retire, the payroll savings to the City will

be approximately $163,141,000. For purposes

of this estimate, it has been assumed that

the additional retirements will occur in the

same proportion as the numbers eligible in each

of the retirement systems.

Table 4 shows the payroll savings to the City
that can be generated by various levels of

retirement in excess of the normal rate.
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Table 2 : Salaries of City Emplovees Eligible

~Jfor  Retirement

Average
System Number Salary
Police 4,698 $20,000
Fire 2,671 20,000
Teachers 12,796 21,000
NYCERS
. CPP 37,728 15,000
. Sanitation 3,256 18,000
. Police 778 19,000
(Ancillary)
Board of
Education 1,000 15,000
TOTAL

Total
Paxroll
{(000)
$93,960
53,420

268,716

565,920
58,608

14,782

15,000

$1,070,406
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Table 3 : Estimated Pavroll Savings Pesulting
from Increased FRites in Retirement

Number of Retirements
In Excess of the Normal

Rate:® Payroll
Savings
- N.Y,C.E.R.S. (000)

.CPP~ISF 5,281 $ 79,215
.Transit—-20 Year 1,167 21,006
.Police Forces 109 2,071
TOTAL 7,013 $102,292
- N,¥Y.C.T.R.S. 1,815 $ 38,115
~ Police 658 13,154
~ Fire 374 7,480
- Board of Fducation 1490 2,100
TOTAL 9,544 $163,141

*It is assumed that 14% of eligibles will
‘be retired, The proportion, 14%, is used
sclely for the purpose of generating a
total excess of approximately 10,000
retirements.
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Table 4 : Estimated Pavroll Savings Based On
Increased fetiraments of 10,000;
20,000; 30,000:; and 40,000
Retirements

NMumber of Retirements

In Excess of Normal , Payroll
Rate¥* Savings

(000)
10,000 $171,349
20,000 342,698
30,000 _ 514,047
44,000 685,396

*agsumes equal rates of increase in
retirements among all eligible classes
of ¢ity employment.,

B
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ALTERVIATIVG 1

A supplercental pension of $500 per year will be paid
to each member who retires during the incentive time
period. The benefit will be paid annually for the

lifetime of the retiree,

The cost of this proposal is shown below based on a
- normal citywide rate of attrition by retirement of
7200 members per year. Thus, additional payroll

savings will be generated by all retirements in

excess of #2006~ f?OQ F{i‘,@: {‘%.?m&f"%‘if\“

COST

. A ped

«Qumf&ry

Number of Reserve Amortized Net Reduction

Retirees Reguired Cost in Payroll3
1800 $ 9,243,000 § 495,250 -
2500 $12,837,500 $§ 687,750 § 9,800,000
3750 $19,256,250 $1,031,750 $27,300,000
5000 $25,675,000 $1,375,500 $44,800,000

lreserve required is based on an average retirement
age of €3, ‘

2The cost of funding the additional reserve is
amortized over 35 years at 4% Interest.

3Average salary is assumed to be $14,000 per
annum. :
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Projected fRetirements In fiscal Year 1975-76%

New York City Employees
Retirement System 9,000

New York City Teachers
Retirement System 3,000

New York City Police
Retirement System 2,100

New York City Fire
Retirement System 1,100

New York City Board of Fd.
Retirement System o 250

TOTAL 15,450

*projections are based on actual retirements
in the period July, 1975 through October,
1975 and reports of the Office of the
Actuary of New York City.
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P

Table 2: HMNormal Rates of Retirement

N.Y.C.E.R.S,
N.Y.C.T.R.S.
Police

Fire

Board of Education

TOTAL

Actual
Retirements
In 1973-1974

5,590

2,275

1,280

521

251

9,917
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e Program Planners, nc.

The pension of a retiring meaber will be increased

by 8%.

CosT

Number of Reserve

Retirees Required
1800 $10,352,000
2500 $14,378,000
3750 $21,567,000
5000 $28,756,000

Amortized
Cost2

Net Reduction
in Payroll3

$ 554,750
$ 770,250
$1,155,500
$1,540,500

$ 9,800,000
$27,300,000
544,800,000

lrReserve required is based on an average pension
of $7000 per year, and an average retirement age

of 63.

2The cost of funding the additional reserve 1is
once again amortized over 35 years at 4% interest,

3average salary is assumed to be 514,000 per annum.
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ALTEVRNATIVG 13

2 supplemental pension of $500 per year will be paid
to each member who retires during the incentive time
period. The benefit will be paid annually for the

lifetime of the retiree,

The cost of this proposal is shown below based on a
- normal citywide rate of attrition by retirement of
7200 members per year. Thus, additional payroll

savings will be generated by all retirements in

excess of #2681 (§54 P{ism "%"“'g&f“'\‘f\‘“

COST

Querie f'kf

Number of Reserve Amortized Net Reduction
Retirees Regquired Cost in Payroll3
1800 $ 9,243,000 5§ 495,250 -
2500 $12,837,500 $§ 687,750 $ 9,800,000
3750 $19,256,250 $1,031,750 $27,300,000
5000 $25,675,000 $1,375,500 $44,800,000

lreserve required is based on an average retirement
age of 63,

2The cost of funding the additional reserve is
amortized over 35 years at 4% Iinterest.

3Average salary is assumed to be $514,000 per .
annum, : .



QOUEENS COLLEGE RETIREES ASSOCIATION

June 23, 1975

The Honorable Hobert Weaver
Director Urban Studies
Hunter College

790 Madison Avenus

New York, New York 10021

Dear Professoxr Weaver:

Thank you for your kindness in telephuning me today when you have such a
tight schedule,

T am sending you several copies of our Resclutiens for you to give to
members of the Board of MAC if you think degirable, AL leastit reflects
grass-root thinking,

The Report of the Stete Commission on Public Employees is, of course,
excellent but it only touched the tip of the iceberg. May 1 suggest that
the emphasis it places on high pensions is misleading, High pensions are
necessary today but the issue is lack of adeguate funding, good msnagement,
wise investments.

Are you aware that the City has appropriated over $500 million dollars
from the pension funds since last summer Lo finance expenses of City Halll

Thank you again for your telephone call and your expert help to secure
good mamagement and geood protection of our pension money.

&

e ~ 4
Ly/ 5 -QGQ?W%\
B o , 70 f
arhart Dillon

5 East End Avenue
New York, Mew York 10028

RE L-1708
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RESOLUTIONS ADOPTED
by the Conference held
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QOUEENS COLLEGE RETIREES ASSOCIATION

Apxil 23, 1975

Many members of the faculty and retirees are greatly concerned about
the safety of pension funds, especially in view of the financial condition
of the City. Accordingly we have held a Pension Conference, Saturday,
April 5th, and passed eleven Resolutions.

A copy of these Resolutlons with supporting material is attached.
We hope you will recognize from these Resolutions that something 1s very
wrong with the Pension Systems and that you will appoint a joint committee
to investigate and hold public hearings with subpoena power.

We urge you take this action before this session adjourns.

Sincerely, .

Mary

Earhart Dillon
Vice President-Public Relatiomns

Conference Committee

Mary Earhart Dillon Joseph P, McMurray
Wilbur E. Gilman George B. Parks
Margaret A. Gram : George A. Plerson
Glenn W. Howard Anthony J. Salerno
Howard A. Knag Roland M. Whittaker

Ralph G, Ledley William Withers
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RESOLUTIONS

RESOLUTION 1. INVESTIGATION

WHEREAS there is widespread concern over the solvency of the New York City pension funds, and

WHEREAS guestionable proposals have been made to use these funds to assist New Yark City in meeting its general
fiscal problems,

THEREFORE BE IT RESOLVED that this Conference requests the Legislature of the State of New York to
prohibit further borrowing of pension funds by the City of New York and to appoint an Investment
Management Commission of experts to evaluate the soundness of the investment policy of the City on a
continuing basis.

RESOLUTION 2. INFORMATIVE REPORTS
" WHEREAS the employess covered under the New York City pension funds have not received full, detailed and
sufficiently informative statements concerning the investinents in these funds, and

WHEREAS they have also nhot received fuil, detailed and sufficiently informative statements concerning the
investment policies followed in the management of thesa funds, the reasons for them, and the effects thereof,
and

WHEREAS the employees and retirees covered under these funds have the rngh't to receive this information for their
protection,

THEREFORE BE IT RESOLVED that the Invesiment Management Commission be required to recommend an
annual reporting system that will provide full, timely, detailed and accurate information to all employees and
pensioners covered by these funds, and that the Cormptroiler of the City of New York and the trustees of these
funds be required by law to follow this system of reporting.

RESOLUTION 3. INVESTMENT MANAGEMENT COMMISSION

WHEREAS the control of investment policy in the City of New York public pension funds has in fact been
concentrated in the hands of ONE MAN, the City Comptroller, and

WHEREAS it is inadvisable to place the responsibility for the proper investment of over $7 billion in the hands of
ONE MAN, however well qualified, and

WHEREAS investment policy on this scale requires the advice of a group of experts,

THEREFQRE BF IT RESOLVED that the Investment Management Commission, composed of investment experts
including the Superintendent of Banking, the Superintendent of Insurance, and the Chairman of the
Permanent Commission on Public Employee Pensions Systerns, shall meet weekly to survey and analyze
investment policy and make recommendations to the Comptroller.

BE IT FURTHER RESOLVED that the Comptroller of the City of New York shall follow such recommendations in
the investment of the pension funds, or make public with ample justifications his reasons for not so doing.

RESOLUTION 4. INVESTMENT POLICY

WHERFEAS the funds of the public pension systems have at times been invested in questionable assets, and

WHEREAS no satisfactory rules appear to have been adopted concerning the exclusion of certain types of
investments, or the proportians of the funds to be distributed between various investment assets, and

WHEREAS such rules are essential to maintain the solvency and liguidity of these funds,

THEREFQRE BE {T RESOLVED that the Investment Management Commission recommend certain rules of
investment policy prohibiting investment in assets regarded as of dubicus value to suppiement the statutory
restrictions now used, and

BE IT FURTHER RESOLVED that these recommendations be made legally mandatory.

RESOLUTION 5. REPORT ON LOSSES
WHEREAS considerable losses have led to the sale or so-called “dumping’’ of securities purchased by the City of
New York public pension funds, and
WHEREAS insufficient information has been provided concerning ihe amount, character and reasons for these Iosses
and the decisions that resuited in the sale of the deterioraied assets,
THEREFORE BE {T RESOLVED that the Comptroiller of the ity of New York be directed to make a full report to
the pensioners congerning the amount, character and reasons for these losses and the sale of the assets.

RESOLUTION 6. BENEFIT GUARANTY CORPORATION

WHEREAS the Federal Government in 1974 enacted a law which provides for the insurance of private pension funds
against loss and insoivency by establishing a Pension Benefit Guaranty Corporation, and

WHEREAS the employees of the City of New York are equally in need of having their pension benefits guaranteed,
and

WHEREAS it is apparent that mismanagement of public pension funds as well as private can lead to insolvency of
pensicn money,

THEREFORE BE IT RESOLVED that a New York 5tate Public Pension Benefit Guaranty Corporation be
established.



RESOLUTION 7. STATE GUARANTEE OF PENSION FUNDS

WHEREAS in recent years the City of New York has suffered from severe financial problems, and

WHEREAS the insolvency of the City of New York, should it occur, would seriously threaten the solvency of the
public pension funds, and :

WHEREAS the public pension systems are governed by state laws, and are vitally affectad by state legislative
decisions,

THEREFORE BE IT RESOLVED that this Conference request the Legislature of the State of New York to enact a
law to guarantee the benefit payments of the pension systems from the general revenues of the State whether
ot not a New York State Public Benefit Guaranty Corporation is established. This implements Article 5,
Paragraph 7 of the State Constitution.

RESOLUTION 8. ACTUARIAL ASSUMPTIONS

WHEREAS the solvency of the New York City Public Retirement Systems depands on the soundness of its actuarial
assumptions, which have not been revised since 1914, and

WHEREAS the actuarial assumptions used by the Public Retirement Systems are not generally published, and

WHEREAS the said actuarial assumptions appear to be invalid in a number of critical respects,

THEREFORE BE IT RESOLVED that a committee of independent actuaries be engaged to examine the actuarial
assumptions now used by the Public Retirement Systems in determining the size of the public pension fund
provided by the City to meet the obligations of the Public Retirement Systems, and be it

FURTHER RESOLVED that except as may be required by Federal or New York State constitutional or statutory
provisions protecting members of the Public Retirement Systems, the actuarial assumptions used by the Public
Retirement Systems be made accurate and be regularly monitored, and that these changes be published
periodically.

: RESCLUTION 9. CURRENT FUNDING .

WHEREAS the soundness of the Public Retirement Systems depends on the funding of these Systems being based
on sound actuarial assumptions, and

WHEREAS the fiscal soundness of the Retirement Funds depends on adequate funds being provided to it currently,
and

WHEREAS the City of New York provides funds to the Retirement Systems on a delayed basis which promises
potential bankruptey for the employer without any compensating security for the employees,

THEREFORE BE IT RESOLVED that the City of New York be directed to fund the Public Retirement Systems on
a current actuarial basis as soon as possible. '

RESOLUTION 10. INDEPENDENT AUDIT
WHEREAS the fiscal solvency of the Public Retirement Systems requires independent audits in order to verify the
adequacy of its financial operations and the financial statements issued by it, and
WHEREAS security is of paramount importance to the members of the pension systems,
THEREFORE BE IT RESOLVED that independent certified public accountants be engaged to conduct annual
audits of the financial records and statements of the Public Retirement Systems, and that these he made public
promptly.

RESOLUTION 11. PET BANKS

WHEREAS Chapter 985, Section 178a of the {aws of the State of New York of 1972 authorizes the Comptroller of
the City of New York to deposit funds and securities with local banks for safe keeping, and ' :

WHEREAS these banks are designated entirely by the Comptroller and in fact become his patronage,

THEREFORE BE IT RESOLVED that the naming of such banks be made only upon the recommendation of the
tnvestment Management Commission, and that the interest and/or fees in such mattérs be the standard rate of
the market, and

BE IT FURTHER RESOLVED that the list of such banks be a matter of public record.



Joseph B, Aidala

Chairman, Department of Electrical
Technology

Queensborough Community Colflege

Gaetano T. Allieri
Chairman, Department of Chemistry
New York City Community Coliege

Edward Alterman
Chairman, Department of Accountancy
New York City Community College

Sidney Axelrad
Dean of Graduate Studies
Queens College

Milton G, Bassin
President, York College

Hubert Park Beck
City College
City University Faculty Welfare Trustee

Don Begenau
Executive Board and Secretary,
Queens College Retirees Association

William M. Birenbaum
President, Staten Island Cornmunity College

Ralph T. Brande
Superintendent, Community School
District 22, Brooklyn, N.Y.

Joseph H. Brewer
Executive Board and Vice President
Queens College Retirees Association

Murray Bromberg
Principal, Andrew Jackson High School

Daniel V., Caputo
Chairman, Department of Psychology
Queens College

Francis X. Carlin
Principal, Thomas A, Edison
Vacational and Technical High School

John P, Clay
Chairman, Department of Chemistry
Herbert lLehman College

James A, Colston
President, Bronx Community College

Joseph F. Copeland
Formerly, Acting President
City College

Francis Costello

Chairman, Department of Bivlogy and
Medical Laboratory Technology
Bronx Community College

Lawrence Costello
Principal, August Martin High School

Robert Couche
Principal, Prospect Heights High School

Judith Danoff
Director, Early Childhood Education
Kingsborough Community College

SPONSORG

Candido Antonio de Leon

President of Eugenio Maria De Hostos
Community College

Mary Earhart Ditlon
Executive Board
Queens College Retirees Association

Abraham Duker
Chairman, Department of Judaic Studies
Brooklyn Collegs

Harry B. Dunbar
Chalrman, Division of Liberal Arts
New York City Community College

Lawrence A, Ferrari
Chairman, Department of Physics
Queens College

Robert Folchi

Principal, Christopher Columbus High Schoot

Reuben Fuchs

Prineipal, Clara Barton Vocational High School

Buell G. Gallagher
Farmerly, President, City College

Louis Geller
Chairman, Departrnent of Accounting
Queens Collegs

Harry D. Gideonse
Chancellor, New School for Social Research
Formerly, President, Brooklyn College

Alice Glissuras
Chairman, Secretarial Science
New York City Community College

Carl Golden
Principat, Springfield Gardens High School

Norman L. Goldman
Chairman, Department of Chemistry
Queens College

Leon M. Goldsiein
President, Kingshorough College

David Gordon
Principal, Far Roclkaway High School

Margaret A. Gram
Executive Board
Queens College Retirees Association

Konrad Gries

- Chairman, Department of Classical and

Orientat l.anouages, Queens College

Daniel Habib

Chairman, Department of Earth and Environmental

Sciences, Queens Collegs

Adbert Harris

Department of Education, Graduate School and
University Center, City University of New York

Alexander L. Harvey
Department of Physics
Queens College

Max K, Hecht

Chairman, Department of Biology
Queens College

Joseph Hershenov
Chairman, Department of Mathematics
Queens College

Choong-Shick Hong
Chairman, Department of Social Sciences
Queensbarough Community College

Gienn W, Howard
Executive Board and President
Cueens College Retirees Association

Donald D, Hurst
Chairman, Department of Biology
Brooklyn College

Joseph Jabiow
Chairman, Department of Anthropology
Brooklyn Cotlege

Jacob Judd
Lehman College
City University Facuhliy Welfare Trustee

Mervin Jules
Chairman, Department of Art
City College

Lawrence J, Kaplan
John Jay College
City University Faculty Welfare Trustee

Martin L. Kaplan
Assistant Dean, School of Genera! Studies
Queens College

Martin B, Kaye
Principal, Flushing High School

Bala Kiraly
Chairman, Department of History
Brooklyn Coliege

Estelle Kissel
Chairman, Department of Music and Art
Branx Community College

John W, Kneller
President, Brooklyn College

Maurice Kramer
Chairman, Department of English
Medgar Evers College

Stanley Kramer
Chairman, Department of Marketing

~ New York City Community College

Mary Landers

Hunter College

Chairman, Pension Committee of the
Professional Staff Congress

City University Faculty Welfare Trustee

Ralph G. Ledley

Queens College

Chairman, Executive Committee of the
City University Faculty Welfare Trustees

Myron Leibrader

Principal, New York City Board of Education



Felton E, Lewis
Superintendent
Community School District 12

Martin Livicky
Principal, William Cullen Bryant High School

Robert E. Marshak
President, City College

Martin May

Chairman, Department of Business
and Commerce

Bronx Community College

James R, Meehan
Formerly Dean of Administration
Hunter College

Blanche J. Meixel
Executive Board and Treasurar
Queens College Retirees Assoclation

Janet K, Messing
Lehman College
City University Faculty Welfare Trustee

Henry S, Miller
Distinguished Professor of Econamics
Qglethorpe University

Charies R. Monticone
Chairman, Department of Modern Languages
Bronx Community College

Joseph S, Murphy
President, Queens College

Ernest Neufeld
Consultant to the Borough President
of Queens on Municipal Affalrs

Deborah Offenhacher
Chairman, Department of Sociology
Brooklyn Coilege

Benjamin Pacheco
Chairman, Bilingual Program
Kingsborough Community College

Carl Palowczyk

Chairman, Department of Chemistry and
Chemical Technology

Bronx Community Coltege

Jack Prince
Chairman, Department of Physics
Bronx Community College

Donald H. Riddle
President, John Jay College of
Criminal Justice

Benjamin Rivlin

Chairman, Department of Political Science
Graduate School and University Center
City University of New York

Charles Romain

Chairman, Mathematics and
MNatural Sciences Division
Medgar Evers College

Lucie W, Saunders
Chairman, Department of Anthropology
l.ehman College

Heten B, Schiavo
Chairman, Dapartment of Art
Queens College

Kurt R, Schmeller
President, Queensborough Cotiage

Ernest Schwarcz
Acting Dean, School of General Studies
Queens College

Annabelle Schwartzberg
Executive Board
Queoens College Ratirees Association

Philip Sheinwold

Brooklyn College

Chairman, City Univarsity Faculty
Weifare Trustess

William G. Sinnegen
Chairman, Department of History
Hunter College

Sylvan P, Stern
Coordinator, Fire Science
New York City Community Coliege

Eita 8, Streator
Educaticnal Assistant to the
Borough President of Queens

Harold C. Syrett
Columbia University
Formerly, President, Brooklyn College

Marvin Taylor
Dean of Teacher Education
Queens College

Robert J, Tierney
Director of Athletics
Queens College

Michael Timko
Chairman, Depertment of English
Queens Cotlege

Albert C, Todd

Chairman, Department of Slavic Languages

Queens College

Michael Tolomao

_ Chairman, Department of Music

City Coliege

Richard D. Trent
President, Medgar Evans College

Bernard L., Wallis
New York City Community Coliege
City University Faculty Welfare Trustee

Martin Welnbaum
Executive Board
Queens Coltege Retirees Association

Murray Weinman
Principal, William H, Maxwell
Vocational High School

Ciyde J, Wingfleld
President, Barnard M. Baruch College

Robert Ziskind
Pension and Welfare Benefits Officer
City University of New York



QUEENS COLLEGE RETIREES ASSOCIATION

PENSION CONFERENCE
SPONSORED BY
THE QUEENS COLLEGE RETIRERS ASSOCIATION

TABLE 9%

Actual and Assumed Average Salary
Increases, New York State and
City Retirement Systems

New York City Actual Annual Average Assumed Annual Average
Retirement Systems: Salary Increase Salary Increase?
1 6
Employees’ 6.,2%2 1.0%
Teachers' 7.2% 2.4%
police 9.1% ‘ 1.5%
Fire . 9.1% 1.6%
Board of Education 6.1%" 1.3%

New York State
Retirement Systems:

~

Employees' 5¢4%§ ' 4. 7%
Police and Fire 8. 8% 3.2%
Teachers' 7.5%% 2.8%
1

Based on annual average increase for 1969-1973.
2Based on annual average increase for 1970-1974.

3Annual average compound growth as indicated by total increase in
average salaries between 1969 and 1974.

Ygstimated From unpublished data furnished by New York State
Teachers' Retirement. System.

L=

“Average of rates for men in age groups 25-55, 30-55, and 35-59.

6Clerks°

When actual salary increase is greater than assumed salary increase,
results are unfavorable. When actual salary increase is less than
assumed salary increase, results ave favorable.

*Table taken from report of the New York State Permanent Commission on
Public Employee Pension Systems.



Report of the State f f
Permanent Commission on -7-
Pensions (March 1975)

career but are not received until the employee retires, For this
reason, it is theoretically possible for an employer to adopt a
retirement plan and not make any contributions to it until employees
actually begin to retire. This funding approach, known as "pay-as-
you-go," is at one extreme of possible funding methods. Obviously,
this method is initially inexpensive for an employer who has just
introduced a retirement program and who has a relatively youﬁg work

force. However, its initial advantage becomes a major drawback

with the first large wave of retirees. At this stage, the employer

is faced with disproportionately large Outlays} Woe to the

employer -- and his employees -- who has no fund to draw upon to

meet benefit commitments that have accrued throughout the years.

And if he be a public employer -- woe to the taxpayer.

This need to build up a reserve fund during the early years

of a retirement plan to meet subsequent commitments explains why so

few pay-as-you-go arrangements can be found. Such a funding

technique promises potential bankruptcy for the employer without any

compensating promisé-of retirement security for the employee. As a

result of the enactment of the Federal pension reform legislation

. in 1974, such arrangements are no longer permitted in private

industry plans. Sound accounting practices also dictate that costs

be reflected at a time when an ebligation is incurred, whether the

liability will be discharged immediately or at a much later date.



STATE OF NEW YORK |
PERMANENT COMMISSION ON PUBLIC EMPLOYZE PENSION AND RETIREMENT- SYSTEMS

Otto Kinzel, Chairman; Joseph G. Metz, Lxecutive Director
{212) 759-3342

FOR RELEASE: ON DELIVERY

In a report to the Governcr =2nd Legislature released today,
the Permanent Commission on Public Employvee Pension and Rétirement
Systems warned that the financial soundness of the New York City
public employee pension systems is in jeopardy unless corrective
action is taken immediately.

By 1977, only two years from now, there will be no assets in
the New York City Emplovess' Retirement System and the New York
City Teachers' Retirement System which could be allocated to cover
the liabilities for benefits alveady esarned by active members -~
those not yel retired. The Commissicn explained that the assets
will not be sufficient to cover the amount that should be set aside
for retirees at that time. Iu such svéent, the systems can no longer
be certified as being actuarially sound as required by law.

The Commission also found that the City Fire Department Pension
Fund is no longer actuarially sound, and that its deficit has sharply
increased from $166 million in 1969 to 5380 million in 1973 -~ a
deficit equal to over 80 percent of its total 1973 assets. 1974
figures will show an even greater deficit, '

Commenting on the study, Comnission Chairman Otto Kinzel stated:

"New York City pengion funds are in dire straits. The
financial condition of New Vork City's pension systems

has been steadily deteriorating im recent years. This
doesn't mean that pensioners or even those who will be
retiring in the next few years will not receive their
pension checks each month. But it does mean that the
City's pensiovn liabilities will continue to outpace the
increase in assets, unless there js a major reform in the
way these systems are financed. And, if such reform doesn't
occur, the future drain on the City budget necessary to
insure that pension benefits are not imperiled will be far
larger than present forecasts suggaest,

"Data Ffrom the State Insurance Department incontrovertibly

show that the available assaets s a percentage of liabilities
for active members who have not vet retired from the New York
City Employees' Retirement Zystem have dropped from 50 percent
in 1967 to an incredibly I U pevdent as of June 30, 1973.

fr - e




"The City Teachers' System is in even greater danger, financially
speaking. In that system, the same ratio of assets, or reserves,
to liabilities has dropped from 40 percent to an almost unbeliev-
able 9 percent - a decrease of over 77 percent, while liabilities
for active members have increased more than 300 percent to a peak
of $4.2 billion." :

The report cites six instances of fiscal "gimmickry" resulting in
specific underfunding of the City pension systems by approximately
$2 billion during a period from 1967 to 1975.

The Commission's study, dealing with actuarial assumptions and
funding policies of the eight public retirement systems in the State,
concluded that the three statewide systems (outside of the City of
New York) have generally adhered to the "fully funded" concept on
which they were established and are keeping their actuarial assump-
tions relatively current.

In contrast, the Commission emphasized, the actuarial assumptions
used in computing pension costs in the five New York City systems are
" _out of touch with reality." "Amazingly," the Commission stated,
“the assumptions used for the New York City Employees' Retirement
System were prepared fior a 1914-18 Commission on Pensions from the
City's records of experience from 1908 to 1914 -—- more than half a
century ago." The use of such flagrantly obsolete assumptions has
resulted in a substantial understatement of true public employee
pension costs in New York City and, ironically, to ever increasing
cogts to the City's taxpayers in order to finance the liabilities as
they come due. The deterioration has been so great as to raise a
question of a possible violation of the guaranteée against "impairment”
of retirement benefits contained in the State Constitution.

In order to come to grips with these problems, the Commission has
recommended a program to assure the adoption of realistic actuarial
agsumptions and a means of providing the Governor, the Legislature and
others concerned with more accurate fiscal information regarding pro-
posed benefit changes. These recommendations will assure more soundly
financed programs and a more informed consideration of any proposed
benefit improvements.

The Permanent Pension Commission was created by the Legislature
and Governor in 1971 in response to unreasonable pressure and demands
for further enriched public employee pension benefits and the spiraling
costs of the public pension programs. The Commission's purpose is to
promote adequate, uniform and equitable benefits for public employees
consistent with taxpayer capacity. In its report, the Commission stated
that its findings and recommendations should be viewed against a back-
drop of annual taxpayer contributions for public employee retirement
benefits, including Social Security, which are approximately $3 billion
in 1974-75, an amount double the 1970-71 costs.

~-30-
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The mnvestment advisors furnish the Comptrotler, as well as his Investment
Advisory Committee and the boards of trustees of each retirement system, various
monthly and quarterly reports and schedules reflecting the position and performance
of the portfolios. Of course, the Comptroller continues his supervision and retains
the final decision and responsibility at all times.

It is worthy of note that for the peried September 30, 1971 to June 30, 1972,
during which period our present investment advisors were servicing the pension fund
systems’ common stock portfolios, the time-weighted rate of return on their combined
common stock portfolios was 13.29% exclusive of dividend income. This compares
with a return of 8.95% and 4.72% respectively, by the Standard & Poor's 500
Index and the Dow Jones Industrial Average. ‘

The Bureau of Investments is headed by Mr. Melvin N. Lechner who was
appointed Third Deputy Comptroller on June 14, 1971. Mr. Lechner is a Certified
Public Accountant. He has had wide administrative and operating experience,
involving financial, accounting, investment and corporate matters, and was at ong
time associated with the accounting firm of Arthur Andersen & Co,

Investment Activity
Dlll‘illg 1971'1972 During the fiscal year 1971-1972 my office invcsfed in bonds and mortgages,

Common Stock
Program

on a long term basis, $339.4 million on behalf of the several retirement systems,
with an average vield of 7.33%. ' ‘

A breakdown of the investment activities of alt systems for the year ended
June 30, 1972, is as follows:

AMOUNT PER

{In Millions ) CENT

Corporate Bonds . ... .. ... o o $229.8 67.7

Mortgages ... 36.2 10.7
Miscellaneous Obligations (World Bank $14.9 mil-
lion, Canadicn $27.7 million and various U. §.

Government Agencies $30.8 million) ... ..., .. 73.4 21.6

$339.4 100.0%

Our investment counsellors and Investment Advisory Committee continue to
advocate an investiment program of dollar cost averaging of the purchase of common
stocks of the country’s major corporations, It is the belief of cur investment coun-
sellors that the cconomy in 1973 will improve and that the purchases made in 1972
should appreciate,

During the period from July 1. 1971 to June 30, 1972, the Police, Employees’
and Fire systems made investments in common stocks of $126,300,000, $120,000,-
(00 and $43,800,000 respectively.

As of June 30, 1972, the market valuc of common stock investments amounted
to $800.2 million and ¢xceeded cost by $113.4 million.

The common stock holdings of cach of the Retirement Systems, as of June 30,
1972, including the cost and market value thereof, are shown in Table XIV on
pages 30 through 32 of this report.



Statutory

Restrictions on
Common Stock pension funds are as follows:

The statutory restrictions which are placed upon stock investments by the

1. Stocks must be those of domestic corporations.

ll‘lveStments 2. Stocks (except for stocks of certain qualified banks or trust companies,

qualified casualty or fire insurance companics and certain other specified categories)
must be listed on a national securities exchange registered with the Securitics and
Exchange Commission.

3. Stocks must have a record of dividends paid for a period of five years
preceding the date of the investment and the earnings during such period shail have
been at least equal to the amount of dividends pald

4, Not more than 3 percent (New York City Employees’ Retirement System)
and 2 percent (New York City Police, Article 2 and New York City Fire, Article
1-B) of the total issued and outstandm;, cquity securities of any one corporation
may be owned by each pension fund. :

5. Not more than 1 percent (New York City Employees Retirement Systcm)
and § percent (Police, Article 2 and Fire, Article 1-B) of the asscts of each pension
fund may be invested in the securities of any one corporation and its subsidiaries.

6. Subject to an exception formula, the maximum amount invested in equities
in any one year shall not exceed 6 percent of the assets of the New York City
Employees’ Retirement System.

7. Not more than 30 percent (New Yor.k City Employees’ Retirement System)
and 50 percent (Police, Article 2 and Fire, Article 1-B) of the assets of each
pension fund may be invested in cquities,

Under legislation sponsored by the Comptrolter and enacted during 1970, an extensive bond
switching program is being carricd on. Low yiclding municipal and U.S. government securities held
by the pension funds are being sold. These bonds had becn purchased in the past, when the interest
rates were low. Since the tax exemption feature of municipal bonds is of no value to the tax-cxempt
pension funds, these bonds may be sold, as market conditions permit, to advantage to individuals
and firms desiring this tax cxcmption, The proceeds are then invested in higher yielding high grade
corporate securities. In addition, the advantages of these switches are: (1) it increases the diversi-
fication of the fund and (2) under this legislation, the losses on these sales are amortized over
a period of twenty years. These losses are more than offset by the investment of the proceeds in
higher yielding corporate bonds. During the period ended June 30, 1972, about $192 miilion
market value of municipal and U. S. government bonds were sold, including the sale on July 6,
1972 of $162,266,020 of low yiclding New York City bonds, and corporate bonds were purchased
with the proceeds. This activity resulted in an increase in earnings of the pension systems of about

~ $5.7 million.

In addition we have been taking advantage of the high intel"est rates in the bond market by
selling low-yielding corporate bonds and reinvesting the proceeds in higher yielding, comparable
quality, bonds, During the fiscal year cnded June 30, 1972 approximately $104 million principal
amount of corporate bonds were sold, yielding approximately 6.82% and the proceeds were reinvested
at a yield of approximately 7.20%.

The First National City Bark continucs to act as our bond advisor for the sales and purchases
of bonds for the pension funds.

REPORT OF COMPTROLLER BEAME JUNE 1972
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Managing New York City’s Pension Funds

BY MELVIN N. LECHNER

Third Deputy Comperoller, The City of New York :

Before joining the Compiroller’s office,
the author was with Arthur Anderson &
Co., Certified Public Accountamts, and
Investors Overseas Services. He wus
awarded a4 B.A. in Economics from Col-
umbia College, and an M.B.A. in Ac-
connting from the New York University
Graduate School of Public Administra-
tion, He is now working roward a Ph.D. at
NYU's Graduate School of Public Ad-
ministration. Mr. Lechner is « C.P.A.

THE NEW YORK cit1y Retire
ment Systems consist of five pension
funds - - Employees; Teachers, Police
— Article 2; Fire— Article 1-B; and
Board of Education — which funds
have assets of $6.2 billion. These funds
are currently invested to the extent of
$950 million in Equities; $150 million
in U.S, Government Bonds; 3325
million in Mortgages: $870 million in
N.Y.C. Obligations; with the baiance
of $39 billion in various bonds.
ranging from industrials and utilities
to Canadians, World Bank, and private
placements.

State pension funds in the United
States currently have assets approxi-
mating 548 billon. Major Local pen-
sion funds have assets of $12 billion.
Thus, the $6.2 billion of investments
by the New York City Retirement
Systems represents 10%  of the 360
billion of State and major Local pen-
sion funds in the United States.

The responsibility for each of the
pension funds rests with the respective
boards of trustees of the retirement
systems. Fach of these boards has dele-
gated the investment management
function to the Comptroller of the City
of New York., who thus hus the re-
sponsibility  for managing all $6.2
billion of pension fund assets. In addi-
tion to the $6.2 billion, the Teachers’
Retirement  System itself  manages
$900 million of equity investments for
the Teachers” Variable Annuity Fund.

The laws and regulations governing
the investments of the N.Y.C. Retire-
ment Systems are contwined in the

30

State Banking Law which is amended
by the New York State Social Security
and Retirement [.aw, and the Adminis-
trative Code of the City of New York.

Investment Advisory Commitiee

Comptroller Abraham D. Beame es-
tablished and appointed an Investment
Advisory Committee which enables
the Comptroller to obtain the best pos-
sible investment advice. The members
are not compensatad for serving on the

Committee. Chairman of the Com-
mittee is Robert F, MeNeill, Jr.,

former chairman of the board and now
a director of Manufacturers Hanover

Trust Company; the Vice-Chairman is

1. Victor Herd, chairman of the In-
vestment {ommitiee of the Continen-
tal Corporation. The other members
are R. Manning Brown. Jr.. chairman

of the board of the New York Life In-.

surance Company, Eart Harkness, a
former chairman of the board and now
consultant to the Greenwich Savings
Bank; Joseph A. Kaiser. prosident of
the Williamsburgh Savings Bank: and
George Roeder, vice-chairman of the
board, Chase Manhattan Bank, N.A.

The Investment Advisory Com-
mittee mects approximately four times
a year. At the mectings, the gencral
cconomic situation. including the bond
and stock market outlook, are re-
viewed. The purchases and sales of the
securtties of the pension funds are ex-
amined and the cash flow allocations
are discussed. Each investmont advisor
reports pertodically to the Commilttee.
Mortgage investments ure approved by
the Mortgape Committee of the Invest-
ment Advisory Comsmittee. This Mort-
gage Committee wonsists of  Mossrs,
Brown, Harkness and Kaiser.

Until June 1977, all securitics were
required to be registered in the name
of the Comptroller of 1 he City of New
York. ax custodian for the respective
City pension funds. This prohibited
registering securities in the name of
the advisur, his gominee or broker

name. The Comptrolicr was also
required to maintain physical custody
of these securities.

Custodian Bank

In 1971, Comptroller Beamce spon-
sored legislation to permii the use of a
custodian bank fo maintain physical
possession  of the pension funds
securities. Although this proposed leg-
islation did not gain the approval of
the State legislature in 1971, it was -
subsequently passed in 1972 and
signed into law by the Governor.

The utilization of a custodian bank
has definite advantages, namely:

1. Theft of securities would be the
concern of the Custodian Banpk.

2. Collection of dividend and inter-
est income would be the responsibility
of the Bank.

3. Sale of securities would be facili-
tated by having securities registered in
the Bank's nominee name.

4. Receipt and delivery of securitiés
by the Comptrotler’s Office would no
longer be required.

5. Personnel in the Comptroller’s
Office could be reassigned to other
functions.

Equity Investments

Equity investments (3950 million
market value) are restricted 1o se-
curities that are listed on c¢ither the
New York or the American Stock
Exchanges. In addition, the company
must have paid a dividend in cach of
the last five years.

Four investment advisors manage
unequal portions of the equity port-
folio. They are First National ity
Bank. Bank of New York. United
States Trust Compauny and Alfliance
Capital  Management  Corporation.
These advisors were selected after o
long process in which  bids  were
received from over thirty financial in-
stitutions.

During the past twelve monihs. the
advisors have performed fairly well.

JANUARY 1973
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FOR RELEASL: IMMEDIATE RELEASE ' '
 WEDNESDAY, December 6, 1972 72-237

Comptroller Abraham ID. Beame announced today that the comm;)n
stocks held by the New York City retirement systcms enjoyed a "dramaric" |
16. 81y increase in value for the 12-month period cnding Scptember 30, 1972,

Mr. Reame compared the 16. 819 increase in value with increases
of two other indices: the Dow ]Jones Industrial' Average, which went ub
7. 45% in the same period of time and Standard & Poors 500, whose in-
crease was 12, 429, N

Mr. Reame, as Comptroller,' has the responsibirlity for investing the
$6. 2 billion of assets of the City's five pension systems. lnvestm.enr_,s

include, among others, U.S. Government bonds, corporate bonds, mort-

gages and common stock. .

In decidingg how he will invest bcnsion funds, Mr. Behme receives i-
acdvice from an Investment Advisory Committee which he created and
_specific recommendations from four Investment Counsellors. .

The Comptroller said all increases were computed on a time-
weighted rate of return basis, A time-weighted rate of return, a
method of performance computation which is standard in the financial
world, has to be used in this case, because approximately $19 million
of new cash was invested in equitics cvery month. A simple computati.dn
of a 12-month increase in the value of holdings in the pension systems

| would not be valid.
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EMPLOYES PUNDS
TOBIY YOS

I
'$425-Mitlion to Be Invésted
in First Quarter of 1975

in a-Private Placement
! : . 1

"By VARTANIG G. VARTAN
New York Clty's employe|-
msfon funds and * sinking|-

unds plan to invest an esti-

mated $425-miltlon during the
first quarter of 1875 in a pri-

vate Elacement of citﬁ mﬁif L

| thove, unpreceden n
recent years, is being proceded
by smaller investments in the
secondary, or trading, market
for short-térm city notes by var-

nds he

j cally, the Y
"city note {ssues comes not long
‘after completion of a program
to ellminate New York City
bonds — having much longer
maturities than notes—from
pansion fund portfolios.
Investing Confirmed

‘In commenting yesterday on
Wall Street reports, William T.
Scott, deputy controller for
money management, confirmed
that the city's sion and
ginking funds will invest be-
tween $400-million and $450-
imillion in new notes, with ac-|'
itual purchases targeted for|:
mild-January and mid-March.
L I addition,” Mr, Scott said,
“we bought almost $5-million
of exlsting clty notes, maturin
from a few days to several|
months, in the secondary mar-|:
ket betwten Dec. 20 and Dec.

will be made by|:

————

3L
"An attempt

the .Cosgroller's office to make)"

. meanigful purchases|;
“in the secondary markst sy the |l
. trust funds.” '
< Meanwhile, there were re-
ports in Wall Street that anoth.
.er purchase of existihg city
inotes of around $5-million was
made vesterday. .The Control-
fer's office had no comment on
this.

The targe infusion of city ca-
pital, now in prospect for mid-
January and mid-March has the
effect of leveling the borrgwing
schedule nf New York for the
remainder of the fiscal yeac
ending June 30.

This meeting followed 2 near-
vate placement was the result
of a Dec. 17 meeting that in-
volved Mayor Beame, Control-
iler Harrigon J. Goldin and

mem _of the financial com-
EWihe: advise the city onl

Mits debt managetment.
This meeting followed a near
disastrous decline in New York

iz

City securities amid fears thatj
matrket would|

lithe municlgal
not he able to absorly the huge

Asupply.of city offerings then In

[Inraspect.
bt $620-Milllon of Notes
' As a'vesult, the city’s only
contempiated new issue this
month is $620-million of notes
(all notes mature in less than
one year) next Tuesday, A con-
templated January bond issue
of perhaps $500-million was re-
placed by plans for a $140-mil-
lion bond issue in February.
At present, the schedule also
cails for a bond issue of $500-
million in April, Notes will be
issued from February through
June, according to the prospec-
tive schedule, at the rate of
$550-million a month.

ers the City's live pension,

’ Tetlrement, tunds, as _agent
v e various reiiremery
[hoatds. 1T also administers the

The Controller” in-|

aagion, T -
vises the investments of such

kY

RMPLOYES' FUNDS.
"0 BUY CITY NOTES

. Continusd From Page:29 ;.
trust funds as the Staten Island
‘Memorjal Fund, the Urban De-
velopment Corporation account
and the Securities Deposit Ac-
count. The Ilatter constats off

monsy put Lup by comtractors]

lon cit ents to BOrV
!fma.st:c‘;robjonds. © a8 per-

| One Wall Streeter commented |

yesterday that the invéstment
of city funds in notes makes
Isensfe in u;u the }'nto{nei' is tied
.up for only a relatively short
{ptriod and not “locked¥ " in
ong-térm bonds. In addition, he
‘said, the present yleld on the ¢i-
Ly's tax-exempt notes is com-
petitlve with wvaricus taxable
bbligations.

Following the mid-December|;
declsion to trim the size of debt
offsrings, New York. City's obli-[*

gations rallied somewhat in

price.

THE NEW YORK

TIMES

ON CITY FUND AID

EWarna.th to Rely on U.S,
'| and State to Fill Gap
= ———2425/75

Controiler Harrison J. Goldin
cautioned yesterday that the
city should not rely on “mas-
give amounts of new revenue
from the Federal and stmte
governments” to fill a budget
gap for the coming fiscal yeer,
which begins July 1, )
The Contreller sald he fully
supported the Mayor's drive to
obtain an additional $880-mil-
don in outside assistance, but
said “all indicators” showed
that the sum might not be
fortheoining.
“Part of the figcal trouble we
are now in stems from past ex-
pectations of Federal help
wi_tich did not materialize,” he
said. "“We must get on with the
task of effacting the stringent
economies in operation, which
are as essential as they are
painful.” o
The Controller's statements,
in a luncheon speech to the
Queens Chamber of Commerce
at Riccardo's Restaarant in Long
Island City, wers seen ag a mild
rebuke to Mayor Beame,
- Eléven days ago, in forecast-
Ing a deficit of $1.68-billion in
a budget of more than $12-bil-
lion for-1875-78, the Mayor said
gg%%mil]ioﬁwi a‘}?‘e; llmmt:{
} n
stats aid. . orel an
Mr. Goldin praised the Mayor,
Tor his efforts to deal with a de-
ficit in the current budget by
laying off- clty employees and
halting some capital conatruc-
tlon projects.

“It will not be easy to make
further cuts; but ¥ must be
done,” he salt e

"The Controlier also said that
he was opposed to the principle

f {ssuing budget notes to cover
the current daficit, which he
termed . “only  salting  thel
ounds.” |

| operating expenses, * including

L

{-|the
} 1Tohn 1. Santuccl, Democrat of

. Jto “fiscal folderol.”

" ing funds. Th

D

R et

, T AL P
§ :Ne,v}_ ':I:_aw Widens lnvz.stinu'
of 4 Sinking Funds to Atlow
Meeling of'Payrell.

JGOIDDY oo SWEHELPSEAE

By ALFONSO A, NARVAEZ
Spacial to'll"hl Hew York Tinies
A" ALBANY, Feb. 24—Governor
& Carey todey signed into law
i emergency legisiation, passed
| earlier today by both houses of!
+the Legislature, designed to[
+ help New York City meet pay-
iroll and operating exp
;: that become due by the end of
the weel, )
¢ Themeasure, which passed In
¢ the Asgembly by a vote of 103
L to 41 and ‘in ‘the Senate by
: 47 to 10, amends the City
" Chatter to delete 'a ren;ulmme‘giI

; that the Controller irivest sin
ing fund money in city hon
when they. are avallable at be-.
low par, ,

The measure passed both
houses shortly atter 5 P.M,, and.
a facsimile was transmitted to
the Governor, who signed it in|
his New York Clty office,
where He iz seeking a golution
to the fiscal woes of the Urban
Development Corporation.

Qpponents in Mmh:ﬁ:‘ﬂ?f
¢ sagued 3]

b o fo-

W P e &
R Bty g the

oy Do amekyied that the
Al o

lions of dollars, save i

Floxibility the Goal
The ‘measure is designed to'
Ive the Cuntroller flexibility in.
nvesting the more than $836-:
million in the city’s four sink-
e funds date to
1808 and are soparate sccounts
that grow with yearly contribu.
tions from the city’s generai
treasury; they are used to re.
geeb? and retire long-term city
eht. N
Last Friday the Clty Council
passed a home.rule message re-
questing the Legislature to ap.
prove the Charter change. Basi-
cally it will allow the Control-
ler to use funds to purchase
$200-milllon in city notes di-
rectly from the city’s pension
programs, which purchased;
them Jast month at about 7.5
per _cent inierest, -
The pension programs will
receive  $204-million for the| .
notes and will add $41-million|~
to this to buy & new $245-mil-
lion. issue of city securities he-|
ing put on sale tomorrow. The
city needs the money to meet

O m e e

payrolls due on Frid

ay,

Senator Jeremiah B]%mn.Dem- .
ocrat of Brooklyn, sald that
the measure would save the
city about $3-million—or $1-
million that would have had to
be pald as brokers' fees if the|
notes were sold on the open
market and $2-million in in-
terest. '

The ‘Senate majority Ieader,
Warren M. Anderson, Republi-|
can of Binghamton, said that if
the measure would save the
city some money, “it .would
ridiculous to oppose it."

But opponents- argued that
fnvestment  restrictions
ware wise restraints. Senator

Queens, said the bill amounted




TO: Governor Carey
FROM: Donna Shalala

SUBJECT : Financing New York City's Employee Retlrement System

This draft memorandum was prepared at your request.
The research was conducted under my directpn by Dr. Bernard Jump
visiting professor of economics at Syracuse Unlversity. He is
the leading expert on the state and city pension systems.

A single question 1s answered in this analysis: What
are the implications 1f New York City were authorlzed to de-
part from its traditional practice of prefunding for retirement
benefits earned by City employees and to substitute in its place
a pay—as-you-go(PAYG) approach.

A, There would be an immediate expenditure reduction. For

a few years this reduction would'be around $500 million.

A precise estimate of both the size and duration of
potential expenditure reductions will require considerable
computer work. However, the attached table which summarilzes the
asse@ts and payments of the five City actuarial retirement
systems confilrms this point. Currently the total of employee
and employer contributions and investment income exceéds
benefit payments by several hundred milllon dollars.‘

B. Despite the attractiveness of using such funds to solve
the current crisis such a step is not recommended. The major

reasons [or such a recommendation are:
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To: The Honorable Hugh L. Carey, Goversar _ .a.

1. Despite annual City expenditures to finance retirement systems
that now exceed $1 billion annually, New York City's pension obligations
to current and reitired employees have boen growing more rapidly than have
assets accoumulated to back these liabilities, Moreover, if the City retire~-
ment systems wore complying fully with the intent of the law and using
realistic actuarial assumptions, annual City contributions would be $200~
$300 million higher,

2. Owing to a long-standing impasne between the City and members of
the sysiem with respect to the meaniong of the funding 1egislation, the Fire
Depariment Pension fund is likely by the early 1980's to be without sufficient
funds to meet all obligations owad, At the moment the system is actuarially
ingolvent and the size of its ingolvency is growing vapidly. FEven if the
current {unding method is retained, the Fire system is soon going to require
substantial infusions of money over and above those contemplated under present
Linancing scheduies,

3. Despite the appearance that New Tork City's retirement systems are
awash with surplus funds which obviate the necessity of continuing City
contributions at current levels, the facts are very much to the contrary.
Although the aystems' current income excaesds benefit payments, the number of
retired City employees collecting bemefiis and the average size of benefit
payments will continue to grow at rates that will steadily narrow the gap
betweon systems! income and benefit paymonts,

4o Actuarial funding of retirewment benefits recognizes that the obliga-
tions should be paid for when they are incucred just as every other element
of employee coumpensation is paid for as it is earned,

S5« JFormer and current City employecs who are now or will eveniually
be eligibie for pension benefits would hove good reason to question whether
they would get their payments if the sysiemsg were financed on a PAYG basis.
Since some City employee groups sre now objecting to the use of retirement
system assets to acquire City and MAC securities, it is likely that they
would oppose even more vigorously efforts te revise pension financing methods

in ways that would have as a certain outcome the diminisbment of system asseis,



To: The Honerable Hugh L. Carey, Governor Be

The New York State Constitution, Article V, Section 7, guarantees

that benefits given ito members of public amployee retirement systems cannot
thereafter "be diminished or impaired." o resort te pay-as~you-go Ffinancing
would definitely dmpair the security behind pension benefiis already credited
to former and present employees, whather or not the courts would interpret
this as unconstitutiocnal.

6. Only Massachuseits among the states and few large cities operate
PAYG retirement systems, though many pubiic systems operated nominally
on an actuarially financed basis are severely underfunded. In Washington,

De Cuy & city-federal commission has conciluded that the city's use of PAYG
methods to finance police and fire pensions was leading teo a ""dangerously

high" level of unfunded liabilities and reconmended that system financing

be placed on a sound actuarial basis.

7. TPFederal legislation enacted inm 1974 prohibits PAYG financing of
mrivate industry ponaion plang. Heorings and official studies are now
undorway to dotormine whoethor public pension plong should be broughtl undor
federal control., Thuw, it is possible that Federal law may eventually
prohibit PAYG finaucing of a public emplovee retivement system.

8. Because PAYG financing minimizes the immediate costs of most
retirement benefit improvements, legislators might find it more difficult
to resist pressuros exerted by public empioyee groupa to enact benefit
ilmprovements,.

9. The total cost to New York City o provide a specified package of
retirement benefits to a particular emplovee group would bé far greater
under PAYG than under actuarial funding becanse the City would forego under
the former approeach the opportunity to esin interest on accumulated assets.
A observed by a leading authority, "(i)n a mature retirement system operating
on a funded basis, the annual income from interest and dividends may egual
or exceed the amount being contributed to the fund by the employer."

10. In recent years the investment community has begun to recognize
that retirement obligations ropresent a commitment of a community's Ffinancial

ragourcen just as conventional indebleadners doess Thua, it is unlikely that



Tos The Honorable Ilugh L Carey, Governor L,

a move to PAYG pension financing by New Yorle City would be viewed ag a

positive step toward fiscal reform.

In summary, there are few compelling arguments for PAYG financing
beyond the obvious one that New York City could postpone for an undetermined
time the need to spend several hundred million dollars. But in no more than
a few years at best the City would ind itself paying the price for such a
postponement. This price would be reflected by the need for rapidly increasing
appropriations to finance retirvement benefits owed. Despite grossly unsound
fiscal practices elsewhere in New York City's operations, the retirement
systems, while not entirely free of the effects of fiscal legerdemain, have
mianaged o remain one element of operations that can still be characiterized
as reasonably secure, It is to be hoped they will be permitted to remain

BeCure.



