Savings Options 2018

OPTION:
Double the Incentive Payments for the
Health Benefit Waiver Program

Savings: $3 million in 2019, growing annually in the following years

New York City has experienced a dramatic rise in the cost of providing health care to its
workforce. From 2007 through 2017, individual and family premiums have increased
over 100 percent, from $3,740 to $7,669 and $9,163 to $18,789, respectively.

One strategy the city employs to reduce medical expenses is the Medical Spending
Conversion Health Benefits Buy-Out Waiver Program. Employees who are covered

by another health plan (either through their spouse/partner, parents, or outside
employment) are eligible to receive an annual buyout from the city—$500 for waiving
individual coverage and $1,000 for family coverage.

With one exception, the buyout waivers have remained at $500 and $1,000 since they
doubled in 2008. With waiver payments remaining constant in nominal terms and declining
in inflation-adjusted terms, participation in the waiver program gradually declined from
2010 through 2015. In 2016 the city briefly tripled the waiver payments, increasing the
number of participants by over 1,000, or 24 percent. Even after payments reverted to
$500 and $1,000 in 2017, however, the number of employees participating in the buyout
program barely declined, dropping by approximately 170 (2.6 percent). In 2017 the number
of takers for the waivers remained 20.6 percent higher than it was in 2015.

Under this option the city would double the health waiver benefit payments to roughly
reflect the increase in premium costs over the last decade, providing a greater incentive for
employees to join the program. Assuming a modest increase in the waiver participation rate
rather than the declines seen in past years where payments stayed flat, IBO estimates that
doubling the current payment levels would save the city an additional $3.3 million in the
first year. Savings will continue to grow as health insurance premium costs continue to rise,

outpacing the impact of possible future declines in waiver program participation.

PropoNENTS MIGHT ARGUE that the amount of the waiver
has not been permanently increased in 10 years while
the city’s premium costs have doubled. Moreover,
proponents could argue that an increase need not be
as large as in 2016 when the city tripled the waiver
payments and program signups spiked, but the net
savings grew by a relatively modest 9.2 percent. Even a
more modest increase would be sufficient to generate
savings. Proponents also might ontend that a regular
calibration of the real value of the waiver payment

to the increase in health care premium costs would
enable the city to achieve a more balanced incentive
and attract a greater pool of participants.

OrpoNENTS MIGHT ARGUE that in years when the waiver
amounts have remained steady the net number of
waiver takers has barely declined despite the drop in
the real value of the waiver amounts, and thus each
year the city has accrued greater annual savings

per participant. So long as participation does not
precipitously drop, the city should not further subsidize
waiver takers who already have outside coverage in
order to attract new waiver beneficiaries. They may also
argue that increased participation in the waiver program
would reduce the number of employees in the city’s
pool of health insurance recipients. At some point, if too
many employees opt out of the city’s health insurance
program, the city’s bargaining power with the health
insurance companies may diminish, leading to higher
premium costs.
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Budget Options 2018

OPTION:
Shift Payment of All WageWorks Fees for
Commuter Benefit Plans to Employees

Savings: $1 million annually

New York City employees have access to a variety of pre-tax benefit plans. Among

the options available to employees are plans providing pre-tax benefits for the cost

of commuting. The city contracts with WageWorks to manage the provision of these
commuter benefits on a per-user fee. The fees currently range from $1.77 to $3.05 for
each user per month.

Prior to contracting with WageWorks to provide the commuter benefit programs in 2010,
the city directly managed the pre-tax commuter benefit program with the administrative
costs paid for by the city. The change to WageWorks management allowed the city to
offer a wider variety of options to the plan participants. The city and its labor unions
agreed that going forward, the city rather than employees would pay the WageWorks
administrative fee for those participating in commuter benefit plans that had existed prior
to the shift to WageWorks. Employees who enroll in the Transit Pass program, the Park-n-
Ride program or the Unrestricted Commuter Card program—all programs newly available
to city workers following the shift to WageWorks—are required to pay the WageWorks
administrative fee out of their post-tax income.

Over the past six years the city’s fee payment to WageWorks has averaged $858,000
annually; in calendar year 2016 the city paid the fee for over 49,000 participating city
employees. As usage grows, IBO estimates that the city’s payment to WageWorks will
eventually exceed $1 million a year. Because the Internal Revenue Service treats the
payment of these city-subsidized fees as a fringe benefit, this arrangement increases
the employees’ taxable income, thus reducing the benefit of the payment. In 2016 nearly
22,000 other city employees participated in commuter plans in which the employee paid
the WageWorks fee, paying a total of nearly $270,000.

This option would shift the monthly payment of the WageWorks fee for all of the
commuter benefit programs to employees, ending the distinction between participants in
different plans. The elimination of this fee would have to be done as a part of a collective
bargaining agreement between the city and its labor unions.

PropoNENTs MiGHT ARGUE that the city is treating OrPONENTS MIGHT ARGUE that city employees have

the variety of pre-tax commuter plans differently never had to pay the fee for these pre-tax commuter
in subsidizing users of certain plans while not plans and this change would result in a reduction
subsidizing those who opt for other plans. They could  in benefits provided to employees. They might also
point out that the fees employees would now have point out that for at least some of the lowest paid city
to pay are relatively small compared with benefits employees, the extra burden of paying the fee could
received and that they would no longer be taxed on deter them from taking advantage of the program.

the fee since the city is no longer paying it.

New Option Prepared by Jonathan Rosenberg



Savings Options 2018

OPTION:
Stop Including Overtime Pay When
Calculating City Employee Pensions

Savings: $13 million in 2020, and contiuning to grow annually

A key factor in determining the monthly pension received by a retiring city employee is his
or her final average salary (FAS). Based on legislation enacted in 2012, for city personnel
joining one of the five city-maintained retirement systems on or after April 1, 2012,

final average salary in most cases equals average pensionable earnings in the last five
credited years before retirement. Among the other pension reforms was a limit on the
amount of pensionable overtime pay allowed in the FAS calculation for almost all civilian
employees: $15,000 a year, adjusted annually for inflation. Overtime for police, fire,

and other uniformed service employees, as well as a small group of civilian employees,
remains fully pensionable.

Under this option all overtime pay for all city employees would be eliminated in the
calculation of FAS for pension purposes. Based on the current lag methodology, if this
option took effect at the beginning of 2018, pension savings would start to accrue to the
city in 2020 when they would equal $13 million. In subsequent years, the savings would
increase by a comparable amount each year as the city replaces personnel leaving city
employment with new hires whose overtime would not be pensionable. A significant share
of these savings would come from the reduced costs of uniformed employees’ pensions,
as these workers typically accrue a considerable amount of overtime in their final years of
employment, boosting their final average salaries and therefore their pensions.

This option would need state legislative approval.

PropPoNENTS MIGHT ARGUE that pension amounts should OproNENTS MIGHT ARGUE that if managers employ overtime
not be based on overtime pay because unlike other instead of the often more expensive option of hiring
types of pay that regularly add to the base salary, new employees, current employees should be allowed
such as longevity and differential pay, overtime to share in the savings by having overtime pay
compensation varies widely and should not be included in the pension calculation. They also might
considered a part of regular wages. Others might also  argue that within some work units, overtime earnings
argue that the current situation, in which only some are so typical that they should be considered a portion
city personnel are subject to an overtime ceiling, is of regular, pensionable pay. Some could also argue
inherently unfair. Additionally, if overtime pay were that for civilian employees, increasing overtime pay
not a factor in pension costs, managers would have at the end of one’s career is a needed hedge against
more flexibility to assign overtime to city workers inflation, since current cost-of-living adjustments for
without incurring associated pension costs. civilians—applied only to the first $18,000 of one’s

pension at 50 percent of the consumer price index,
with @ maximum annual adjustment of 3 percent—

will not keep up with inflation. Furthermore, the
impact of eliminating overtime as pensionable pay is
compounded for uniformed personnel because when
these workers become eligible for Social Security, at
age 62 or earlier in some cases, their pensions are
reduced by 50 percent of their Social Security benefits
attributable to city employment—benefits derived from

total pay regardless of whether it is pensionable
3
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Budget Options 2018

OPTION:

Switch to Auto-Loading Garbage
Pick-Up in Low-Density Neighborhoods

Savings: $30 million annually

The Department of Sanitation (DSNY) currently uses single or dual bin rear-loading trucks
to pick up the majority of curbside refuse in New York City. These trucks require two DSNY
workers—one to drive while the other manually loads curbside refuse onto the truck.
Alternatively, the city could shift to using automatic side loading sanitation trucks in some
areas. These trucks use mechanical arms to pick up standardized plastic garbage cans
curbside and dump them overhead into the truck before replacing the empty can on the
curb. If use of these auto-loading trucks were expanded in low-density neighborhoods, only
one sanitation worker would be required per route, lowering DSNY labor costs. Additionally,
eliminating the requirement to repeatedly lift heavy bags or cans on these routes could
reduce injuries and worker compensation costs.

Many municipalities across the country have switched to automatic loading sanitation
trucks and have successfully lowered waste collection costs. However, these trucks are
usually deployed in low- to moderate-density areas because high density areas lack the
requisite curbside space for them to operate. In New York City, this would mean restricting
the use of auto-loader trucks to Staten Island and outlying areas of Brooklyn, the Bronx, and
Queens. Rear auto-loading sanitation trucks could be used in high-density neighborhoods,
but these trucks would still require a second sanitation worker to move the garbage cans
onto the lifting platform, which eliminates much of the savings on labor. Parking and street
cleaning regulations would need to be coordinated to facilitate the auto-loaders, especially
in areas that do not have alternate side of the street parking rules.

If neighborhoods with a density of under 30,000 residents per square mile were converted
to auto-loading pickup, about 32 percent of city refuse, or 815,000 tons per year, could be
collected on single-worker routes, achieving annual savings of about $30 million. This would
require purchasing around 700 new side-loading trucks, which cost around $50,000 more
per truck than regular sanitation trucks, and supplying participating households with truck-
compatible bins at $50 apiece. The new trucks would be expected to last roughly as long as
the city’s current trucks, but would likely have higher maintenance costs, estimated at $7.4
million per year. The estimated $30 million in annual savings is net of these costs.

ProponenTs micHT ARGUE that New York is currently
behind in taking advantage of new collection

truck technology, and by using auto-loaders in
neighborhoods where it is feasible, substantial
savings on labor costs could be realized. In addition,
it would create a safer work environment for DSNY
workers. Switching to the uniform hard plastic
garbage cans that are required for auto-loaders could
make streets cleaner by containing leaks and smells
and making it more difficult for rodents to rummage
in the trash.

OrPONENTS MIGHT ARGUE that reducing the number of
sanitation workers per route could involve difficult
union negotiations that could reduce savings. In
addition, the new trucks cost more to purchase
and maintain. Residents may also be opposed to
increased parking regulations, especially if they do
not see the benefit of cleaner streets.

4 Prepared by Daniel Huber



Savings Options 2018

OPTION:

Consolidate the Administration of
Supplemental Health and Welfare Benefit Funds

Savings: $16 million annually

New York City is expected to spend approximately $1.1 billion annually on supplemental
employee benefits. These expenditures take the form of city contributions to numerous
union administered welfare funds that supplement benefits provided by the city to
employees and retirees. Dental care, optical care, and prescription drug coverage are

examples of supplemental benefits.

Consolidating these supplemental health and welfare benefit funds into a single fund
serving all union members would yield savings from economies of scale in administration
and, perhaps, enhanced bargaining power when negotiating prices for services with
benefit providers and/or administrative contractors. Many small funds currently represent
fewer than 5,000 members. In contrast, District Council 37’s welfare fund membership
exceeds 150,000. Although the specific benefit packages offered to some members

may change, IBO assumes no overall benefit reduction would be required because of

consolidation of the funds.

Using data from the December 2014 Comptroller’s audit of the union benefit funds,

IBO estimates that fund consolidation could save about $16 million annually. Our main
assumption is that fund consolidation could allow annual administrative expenses for 64
welfare funds to be reduced from their current average of almost $145 per member to
$135 per member, the cost of administering the District Council 37 fund, in 2011 dollars.
IBO also assumes some savings from third party insurance providers through enhanced

bargaining power.

Implementing the proposed consolidation of the benefit funds would require the approval
of unions through collective bargaining. Note that this proposal has been included among
the list of options that will be considered as part of the agreement between the city’s
Office of Labor Relations and the Municipal Labor Coalition to find ways to reduce the
cost of delivering health services to the union’s membership.

PropoNENTS MIGHT ARGUE that consolidating the
administration of the supplemental benefit funds
would produce savings for the city without reducing
member benefits. They might also contend that

one centralized staff dedicated solely to benefit
administration could improve the quality of service
provided to members of funds that currently lack full-
time benefit administrators.

OpPONENTS MIGHT ARGUE that because each union now
determines the supplemental benefit package
offered to its members based on its knowledge of
member needs, workers could be less well-off under
the proposed consolidation. Opponents might also
claim that a consolidated fund administrator would
not respond to workers’ varied needs as well as
would individual union administrators.

Last Updated December 2015



Budget Options 2018

OPTION:

Eliminate Reimbursement of Medicare
Part B Surcharge to High-Income Retirees

Savings: $13 million annually

In 2007, the federal government began imposing additional Medicare Part B premiums
on higher-income enrollees. The additional premiums, which are added on to the
standard monthly premium, are referred to as Income Related Medicare Adjustment
Amounts, or IRMAA premiums. Single retirees with annual incomes above $85,000 and
married couples with incomes above $170,000 are required to make monthly IRMAA
premium payments ranging from $42 to $231 per enrollee, depending upon total income.

Only about 4 percent of city retirees currently enrolled in Medicare Part B have incomes
high enough to be required to make IRMAA premium payments. However, the City of New
York fully reimburses all Medicare Part B premium costs, including IRMAA premiums,

for city retirees, with a lag of about one year. Under this option, the city would no longer
reimburse its retirees enrolled in Medicare Part B for any IRMAA premium payments they
are required to make. The annual savings are estimated to be about $13 million.

Implementation of this option would require neither state legislation nor collective
bargaining, but could instead be implemented directly through City Council legislation.

PropoNENTS MIGHT ARGUE that the federal government
has seen fit since 2007 to require relatively high
income Medicare Part B enrollees to contribute
more for their coverage than standard enrollees.
Therefore, it is inappropriate for the city to essentially
shield relatively well-off municipal retirees from that
decision by continuing to reimburse their IRMAA
premium payments. They would also argue that the
financial impact on higher-income retirees would

be relatively small, particularly given that the city
would continue to reimburse their standard monthly
premiums for Medicare Part B coverage.

OpPoNENTS MIGHT ARGUE that a single retiree in New
York City with an annual income of $85,000 (or a
couple with an annual income of $170,000) should
hardly be considered wealthy. Therefore, it is not
unreasonable for all their Medicare Part B premium
costs to be fully reimbursed. They might also argue
that if any reduction in reimbursement of Medicare
Part B premiums is to take place, it should not impact
current retirees, but instead only future retirees who
would at least have more time to make adjustments
to their plans for financing retirement.

Last Updated December 2015
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Savings Options 2018

OPTION:
Reduce City Reimbursements to Retirees
For Standard Medicare Part B Premiums

Savings: $148 million in the first year

Eligible city retirees and their spouses/domestic partners are currently entitled to three
types of retiree health benefits: retiree health insurance, retiree welfare fund benefits,
and reimbursement of Medicare Part B premiums. Medicare Part B covers approved
doctors’ services, outpatient care, home health services, and some preventive services.

As of 2016, the standard Part B premium paid to Medicare by enrolled city retirees

was about $105 per month, which translates to $1,259 per year or $2,518 per year for
couples. The city at present fully reimburses all such premium payments, with a lag of
about one year. Under this option, New York City would reduce standard Medicare Part B
premium reimbursements by 50 percent, which would affect all enrolled city retirees and
save the city $148 million in the first year.

Implementation of this option would require neither state legislation nor collective
bargaining, but could instead be implemented directly through City Council legislation.

PropoNENTs MIGHT ARGUE that reduction of Medicare OrpronENTs MIGHT ARGUE that reducing the reimbursement
Part B reimbursements is warranted because the city rate for standard Medicare Part B premiums could
already provides its retirees with generous pension adversely affect relatively low-income retirees, many
and health care benefits. Proponents might also note  of whom may be struggling to survive on their pension
that the majority of other public-sector employers and Social Security checks. They might also argue
(including the federal government) do not offer any that if any reduction in reimbursement is to take

level of Medicare Part B reimbursement as part of place it should be limited to future (but not current)
retiree fringe benefit packages, and those that do retirees who would at least have more time to make
typically offer only partial reimbursement. adjustments to their plans for financing retirement.
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Budget Options 2018

OPTION:

Eliminate Additional Pay for Workers
On Two-Person Sanitation Trucks

Savings: $46 million in the first year

Currently, Department of Sanitation employees receive additional pay for productivity
enhancing work, including the operation of two-person sanitation trucks. Two-person
productivity pay began approximately 30 years ago when the number of workers assigned
to sanitation trucks was reduced from three to two and the Uniformed Sanitationmens’
Association negotiated additional pay to compensate workers for their greater productivity

and increased work effort.

In addition, certain Department of Sanitation employees also receive additional pay for
operating the roll-on/roll-off container vehicles. These container vehicles are operated by

a single person instead of two people. These container vehicles are used primarily at large
residential complexes, such as Lefrak City and New York City Housing Authority developments

Under this option, two-person productivity payments would cease, as assigning two
workers to sanitation trucks is now considered the norm. Moreover, the one person roll-
on/roll-off container differential would be eliminated.

In 2015, 5,997 sanitation workers earned a total of $38.9 million in two-person
productivity pay—$6,482 per worker on average. In 2015, 213 sanitation workers accrued
$1.7 million in one person roll-on/roll-off container differential pay, averaging out to
$7,986 per sanitation worker. Eliminating these types of productivity pay would reduce
salaries and associated payroll taxes in the sanitation department by about $46 million in
the first year. Because productivity pay is included in the final average salary calculation
for pension purposes, the city would also begin to save from reduced pension costs two
years after implementation (the delay is due to the lag methodology used in pension
valuation), and the estimated savings jumps to nearly $53 million.

This option would require the consent of the Uniformed Sanitationmens’ Association.

ProronENTS MIGHT ARGUE that employee productivity
payments for a reduction in staffing for sanitation
trucks are extremely rare in both the public and private
sector. Since most current sanitation employees have
never worked on three-person truck crews, there is

no need to compensate workers for a change in work
practices they have never experienced. Moreover, in
the years since these productivity payments began,
new technology and work practices have been
introduced, lessening the additional effort per worker
needed on smaller truck crews. Finally, some may
argue that eventually, the productivity gains associated
with decades-old staffing changes have been
embedded in current practices making it unnecessary
to continue paying a differential.

OproNENTS MIGHT ARGUE that these productivity payments
allow sanitation workers to share in the recurring
savings from this staffing change. Additionally, since
sanitation work takes an extreme toll on the body,
the additional work required as a result of two-person
operations warrants additional compensation. Finally,
eliminating two-person productivity payments will
serve as a disincentive for the union and the rank
and file to offer suggestions for other productivity
enhancing measures.
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Savings Options 2018

OPTION:

End City Contributions to Union Annuity Funds

Savings: $139 million annually

In addition to a city pension, some city employees are eligible to receive an annuity
payment from their union, or in the case of teachers through the Teacher’s Retirement
System (TRS), upon retirement, death, termination of employment, or other eligible types
of exit from city service. Virtually all of these unions offer lump-sum payments, though
some also offer the choice of periodic payments, the form of payment available to eligible
TRS members. Aside from members of United Federation of Teachers and Council of
Supervisors and Administrators enrolled in TRS, most eligible employees are members
of either the uniformed service unions or Section 220 craft unions representing skilled-
trade workers (such as electricians, plumbers, and carpenters). The city makes monthly
contributions to unions’ or TRS annuity funds, with per member contributions varying by
union, hours worked during the month, and in some cases, tenure. The value of these
annuity payments depends on the total amount of city contributions and the investment

performance of the annuity funds.

This option would end the city’s contributions on behalf of current workers to union
annuity funds and the TRS. If adopted, this option would effectively eliminate the benefit
for future employees and limit it for current employees. Current eligible employees
would receive their annuity upon retirement, but its value would be limited to the city’s
contributions prior to enactment of this option plus investment returns. The annuities of
current retirees would not be affected. In fiscal year 2015, the city made approximately
$114 million in union annuity contributions and $25 million to TRS. Annual savings
from this option would be comparable. Implementation of this option would require the

consent of the affected unions.

PropoNENTS MIGHT ARGUE that pension amounts should
not be based on overtime pay because unlike other
types of pay that regularly add to the base salary,
such as longevity and differential pay, overtime
compensation varies widely and should not be
considered a part of regular wages. Others might also
argue that the current situation, in which only some
city personnel are subject to an overtime ceiling, is
inherently unfair. Additionally, if overtime pay were
not a factor in pension costs, managers would have
more flexibility to assign overtime to city workers
without incurring associated pension costs.

OpPPONENTS MIGHT ARGUE that annuities are a form of
deferred compensation offered in lieu of higher
wages and that the loss of this benefit without
any other form of remuneration would be unfair.
Moreover, some could contend that this benefit
should actually be expanded for newer uniformed
employees, since their pension allotment will be
reduced at age 62 by 50 percent of their Social
Security benefit attributed to city employment.

Last Updated December 2015
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OPTION:

Increase the Service Requirements
For Retiree Health Insurance

Savings: $11 million in 2027, growing to $35 million in 2029

Most city employees receive subsidized retiree health insurance if they collect a pension
from one of the city-maintained retirement systems. Employees hired on or before
December 27, 2001 become eligible after completing a minimum of 5 years of credited
service while those hired after that date are required to complete 10 years. Under this
option, all new employees would need to have at least 15 years of credited service, in
addition to the other current requirements, before becoming eligible for subsidized retiree
health insurance. This option is modeled after the agreement between the city and the
United Federation of Teachers to increase from 10 to 15 the number of years of service
required for retiree health insurance.

Adopting this option would generate savings only after 10 years, since it would affect
new employees who would otherwise retire with more than 10 years but less than 15
years of service under the current system. If the option were to take effect at the start
of 2017, the savings would begin in 2027—an estimated $11.4 million in the first year—
and increase to $35.2 million in 2029. The savings come from workers no longer being
eligible for retiree health insurance, a reduction in certain Retiree Welfare Fund and
Medicare Part B benefits contingent on eligibility for retiree health insurance, and from
employees delaying their retirement to qualify for retiree health insurance.

This option can only be adopted through collective bargaining.

PropoNENTS MIGHT ARGUE that since retiree health
insurance is an extraordinary fringe benefit to former
employees, it is not unreasonable to ask that this
benefit be reserved only for those who have served
the city for a long period of time. This option would
help reduce pension costs because it would induce
some employees to defer retirement, increasing the
length of time some retirees would make pension
contributions. This option could also boost the
city’s creditworthiness because it would reduce its
reported liabilities for post-employment benefits..

OppPoNENTS MIGHT ARGUE that this option would make

it harder to attract highly qualified people to city
government, particularly for certain hard-to-fill titles—
such as engineers, architects, finance analysts, and
others—where nonpecuniary fringe benefits such as
retiree health insurance substitute for the city’s less
competitive pay. If the reduction in retiree benefits
increases turnover, costs associated with attracting
and retaining personnel will increase. They might

also point out that this option would especially affect
some of the city’s lowest-paid workers, such as school
crossing guards and school lunch aides, who rely on
this untaxed fringe benefit as a significant part of
their retirement package. Finally, the option could
also increase the city’s Medicaid spending if some
employees who otherwise would have been eligible for
retiree health insurance instead enroll in Medicaid.

Last Updated December 2015
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OPTION:
Merge Separate City Employee Pension Systems

Savings: $19 million in the first year, growing to $39 million in two years

New York City currently maintains five retirement systems: the New York City Employees’
Retirement System (NYCERS), the New York City Teachers’ Retirement System (TRS),
the Board of Education Retirement System (BERS), the Police Pension Fund, and the
Fire Pension Fund. This option would reduce the number of retirement systems to
three—the same number that New York State maintains—by merging the city’s Police
and Fire Pension Funds into one system for uniformed police and fire personnel, and by
transferring employees currently covered by BERS to either NYCERS or TRS.

The Police and Fire Pension Funds have very similar retirement plans making a merger
of these two systems quite feasible. BERS covers civilian, nonpedagogical personnel
employed by the Department of Education and the School Construction Authority, plus a
small cohort of other personnel, such as education analysts, therapists, and substitute
teachers, represented by the United Federation of Teachers (UFT). Under this option, the
UFT-represented employees who are eligible for BERS would be merged into TRS, while
the rest of BERS would be merged into NYCERS.

The estimated savings from merging pension systems, which would require state legislation,
would come from reduced staffing made possible by greater administrative efficiencies,
lower fees for investment fund advisors and program managers due to better bargaining
power, interagency savings, and real estate savings. The city could also realize additional
annual savings as a result of fewer audits by the Comptroller, and greater efficiencies in the
Office of Actuary and other oversight agencies. There would be significant one-time costs

of moving, training, portfolio rebalancing, and other transition expenses if this option were

implemented. Allowing for these first year costs, the option would realize $19 million in
savings in the first year, increasing to $39 million two years later.

PropoNENTS MIGHT ARGUE that given the broad overlap

in the functions of the systems, it is wasteful to
maintain separate administrative staffs in separate
office spaces. Proponents could point out that the
main differences between the police and fire pension
systems relate only to actuarial assumptions and a
few plan provisions. They could also note that recent
pension reforms (Chapter 18) have placed almost

all new BERS and NYCERS employees in the same
retirement plan, thus facilitating any merger. Moreover,
for BERS members who joined the pension plan prior
to Chapter 18, there are plans in TRS and/or NYCERS
with little, if any, differences regarding eligibility
determination, benefit calculation, or credit for service
time. Finally, many could advocate for this option
because it achieves pension reform savings without
adversely affecting retirement system members.

OppPoNENTS MIGHT ARGUE that some differences between
plans would complicate implementation of the
option. Non-UFT members of the Board of Education
Retirement System transferred to NYCERS would
lose an attractive tax-deferred annuity benefit. Future
school-based, part-time employees now in BERS
would have to work about 25 percent more hours to
obtain one year of credited service if their pensions
were transferred to NYCERS. Some would argue

that there are occupational and cultural differences
between the police and fire departments that warrant
separate pension systems. Opponents might also
note that the city recently proposed merging BERS
into TRS, but that the proposal was dropped due to
union opposition.

Last Updated December 2015
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Budget Options 2018

OPTION:

Peg Health Insurance Reimbursement
To the Lowest Cost Carrier

Savings: $253 million in the first year

The city is obligated to pay the cost of health insurance for active and retired city employees
at a rate equal to premiums for the Health Insurance Plan’s (HIP) health maintenance
organization. Additionally, collective bargaining has established the Health Insurance
Premium Stabilization Fund (HIPSF) in part to allow city employees and retirees who are

not yet eligible for Medicare to select the Group Health Incorporated’s (GHI) comprehensive
benefit plan at no cost. When GHI's premiums are higher than HIP’s, money in the fund is
used to cover the difference. When the GHI rate is lower than the HIP rate, as it has been in
recent years, including the current year, the city budgets for health insurance at the HIP rate
and contributes the excess over the cost of GHI-enrolled employees to the fund. In addition,
under a labor agreement the city contributes $35 million annually to HIPSF.

Under this option, the city would tie its budget for employee health insurance to the
lowest cost provider for active employees. Employees selecting health insurance whose
cost exceeds the rate charged by the lowest-cost carrier would either pay the difference
themselves or, if the city and unions choose, have the premium differential paid in full
or in part by the HIPSF, assuming there is enough money in the fund. To sustain HIPSF,
the city would continue its annual $35 million contribution. Funding for health insurance
of current and future retirees would not be affected, and the city would continue to peg
funding to the HIP rate. It also would continue contributing to HIPSF to the extent the
current non-Medicare retirees’ GHI premium is below the HIP rate.

This option would save the city an estimated $253 million next fiscal year and slightly
smaller amounts in following years. IBO’s estimates reflect projected headcounts and an
expected narrowing of the difference between GHI and HIP premiums in the coming years.
Note that this option is among those that will be considered as part of the agreement
between the city’s Office of Labor Relations and the Municipal Labor Coalition to find health
insurance savings to help cover the cost of the current round of collective bargaining and
would require changes to the city’s Administrative Code and union contracts.

ProponENTs miGHT ARGUE that this option allows the city
to slow the growth in health insurance obligations
without bringing hardship to city employees who
would still have the opportunity to maintain a
premium-free health insurance plan. Moreover,

the overwhelming majority of city employees (74.4
percent, excluding those with insurance waivers) now
choose GHI, the current lowest cost carrier. Should
HIP become the lowest-cost provider, current HIPSF
balances could cover in part or in whole any premium
shortfalls for employees who select a different
carrier. Finally, this option would allow other carriers
to revise their health insurance package to become
viable competitors with the lowest-cost carrier.

OrponenTs MIGHT ARGUE that that removing the requirement
to offer the HIP option would allow the city to offer a very
low-cost health insurance plan without regard to quality.
This proposal would reduce city contributions to HIPSF,
which could quickly deplete the fund if the city maintains
other HIPSF-funded benefits, such as the mental health/
substance abuse rider or welfare benefits for line-of-
duty survivors. If HIP becomes the lowest-cost provider
and HIPSF funding is not available, obtaining premium-
free health insurance would become more difficult for
employees who reside in New Jersey, where health care
through HIP is limited. Additionally, this option could
significantly increase health insurance costs of employees
selecting plans other than GHI or HIP by widening the
difference between their plan and the premium-free plan
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OPTION:

Require a Health Insurance Contribution by
City Employees and Retirees

Savings: $557 million in 2019, $590 million in 2020

City expenditures on employee and retiree health insurance have increased sharply over
the past decade, and IBO expects these costs will continue to increase at a fast rate.

The Health Insurance Plan of New York (HIP) base rate has increased by 6.5 percent for
2018, and IBO projects that the HIP base rate will increase by an estimated 5.9 percent
and 5.8 percent annually in 2019 and 2020, respectively. About 96 percent of active city
employees are enrolled either in General Health Incorporated (GHI) or HIP health plans,
with the city bearing the entire cost of premiums for these workers. Savings could be
achieved by requiring all city workers and those retirees not yet on Medicare to contribute
10 percent of the cost now borne by the city for their health insurance, with the city
contributing 90 percent of the HIP rate.

IBO anticipates that the employee contributions would be deducted from their salaries on
a pretax basis. This would reduce the amount of federal income and Social Security taxes
owed and therefore partially offset the cost to employees of the premium contributions.
The city would also avoid some of its share of payroll taxes.

Implementation of this proposal would need to be negotiated with the municipal unions
and the applicable provisions of the city’s Administrative Code would require amendment.
Under an agreement between the city’s Office of Labor Relations and the Municipal

Labor Coalition to find health insurance savings to help offset the cost of salary increases
in the current round of collective bargaining, a similar proposal could be considered if
agreement cannot be reached on achieving the necessary savings through other options.

ProponenTs miGHT ARGUE that this proposal generates
recurring savings for the city and potential additional
savings by providing labor unions, employees,

and retirees with an incentive to become more

cost conscious and to work with the city to seek
lower premiums. Proponents also might argue

that given the recent significant dramatic rise in
health insurance costs, premium cost sharing is
preferable to reducing the level of coverage and
service provided to city employees. Finally, they could
note that employee copayment of health insurance
premiums is common practice in the private sector,
and becoming more common in public-sector
employment.

OpPPONENTS MIGHT ARGUE that requiring employees

and retirees to contribute more for primary health
insurance would be a burden, particularly for
low-wage employees and fixed-income retirees.
Critics could argue that cost sharing would merely
shift some of the burden onto employees, with

no guarantee that slower premium growth would
result. Additionally, critics could argue that many

city employees, particularly professional employees,
are willing to work for the city despite higher private-
sector salaries because of the attractive benefits
package. Thus, the proposed change could hinder the
city’s effort to attract or retain talented employees,
especially in positions that are hard to fill. Finally,
critics could argue that free retiree health insurance
was part of the social contract between the employee
and the city, and that it would be unfair to break

this implied contact, particularly for retired workers
who have few options to adjust if a benefit they were
counting on becomes more expensive.
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