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REPORT OF THE FINANCE DIVISION

Michael Keogh, Director

COMMITTEE ON FINANCE
HON. DAVID WEPRIN

June 13, 2006
PRECONSIDERED INT. NO.   :
By: The Speaker (Council Member Quinn) and Council Member Weprin

TITLE:
A Local Law in relation to the establishment of a retiree health benefits trust fund.
ADMINISTRATIVE CODE:


Adds unconsolidated provision.
BACKGROUND:

 Rules issued by the Government Accounting Standards Board (GASB) require state and local governments to calculate and report their liability of non-pension (health and welfare) benefits for current and future retirees.  Although the GASB rules do not require that these costs be funded in advance, the Mayor, in his Fiscal 2007 Preliminary Budget, proposed the establishment of a retiree health benefits trust fund into which would be deposited money for the exclusive purpose of funding the health and welfare benefits of retired city employees and their dependents.

  The rationale behind the fund’s creation is to give the City the ability to place certain surplus and potentially non-recurring funds in fiscal years of strong revenues in trust for the purpose of irrevocably funding certain of the City’s retiree health and welfare benefit obligations.  The Council, agreeing with this goal, approved a budget modification in March 2006, appropriating $1 billion for such a trust fund.


The purpose of this legislation is to authorize the establishment of the trust fund and to ensure that it is an irrevocable trust, the funds of which can only be used for the payment of retiree health and welfare benefits and that decisions as to when to pay these expenses out of current revenues and when to pay them out of previously "saved" revenues is a decision that must be made in the budget process.  For example, if during a fiscally lean year the Council decided that a portion of the liability would have to be paid from funds deposited in prior years, the Mayor would not be able to direct the trustee not to pay the liability from "saved" funds; an action which could in effect force the Council to pay the liability out of current revenues.  The legislation accomplishes this by requiring that all funds for this liability be paid into and from the trust.  In this way, the decision as to how much money will be deposited into the trust will be made in the normal course of the budget process.    
PROPOSED LEGISLATION:

 
The legislation authorizes the Mayor to establish a trust fund, under the common law of New York State, for the exclusive purpose of paying the health and welfare benefits of retired City workers and their dependents.  The legislation provides that all appropriations for retiree health and welfare benefits – other than those for benefits provided through the Management Benefits Fund – shall be paid into the trust. Similarly, it requires that payments for all such benefits be made from the trust to the extent that the funds are available. By requiring that the Executive ensure that all appropriations for this purpose be paid into the trust fund and that all payments for the benefits be paid from the fund if there are funds available, the legislation makes clear and ensures that decisions concerning the extent to which each year’s liability will be paid from current revenues as opposed to “saved” funds will be made in the course of the budget process.  The liabilities will be paid from funds in the trust and the Council and Mayor will decide during the budget process, to what extent the fund will be reimbursed from current revenues and whether or not additional funds will be set aside.  

The trust will not hold funds, or make payments, for benefits through the Management Benefits Fund because the Management Benefits Fund is controlled by the City.  Thus, according to the City’s outside counsel, allowing payments from the trust fund to be returned to the City (where it could theoretically be used for other purposes) would violate the irrevocability of the trust fund. 


Section four of the legislation gives the City Comptroller the responsibility to audit the trust and to manage the investment of the trust funds.  This is to ensure accountability and transparency of the flow of money into and out of the fund. In addition, to further ensure transparency, the Administration and Council have agreed that a separate unit of appropriation will be set up for retiree health benefits being paid into the trust.  

Finally, section five of the legislation ratifies any actions already taken by the Administration in furtherance of the establishment of the trust.


The local law would take effect immediately. 

� January 2006 Financial Plan, Office of Management and Budget, January 31, 2006 at 62. 
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