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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, ' :



clb

| ﬁggﬁ ProgramPlanners, Inc.

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:



s - o
qw Program Planners, ine.

- 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



el
&S ProgramPlanners, Ine.

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
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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. -
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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. '




. i
| E1 Program Planners, inc.

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.






