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2009- 2010 Regul ar Sessi ons
I N SENATE
June 3, 2009

Introduced by Sen. SAVINO -- read twi ce and ordered printed, and when
printed to be committed to the Conmittee on Civil Service and Pensions

AN ACT to anend the retirenent and social security law, in relation to
the definition of the termfinal average salary as applied to nenbers
of the New York city teachers' retirement system

THE PEOPLE OF THE STATE OF NEW YORK, REPRESENTED | N SENATE AND ASSEM
BLY, DO ENACT AS FOLLOWE:

Section 1. Subdivisions b and d of section 443 of the retirenent and
social security law, subdivision b as added by chapter 379 of the |aws
of 1986 and subdivision d as added by chapter 663 of the |laws of 1990,
are amended to read as foll ows:

b. Notw thstandi ng the provisions of subdivision a of this section,
with respect to the nmenbers of the New York state enpl oyees' retirenent
system [and], THE New York state [policenen's and firenen's] AND LOCAL
POLICE AND FIRE retirement system AND THE NEW YORK ClI TY TEACHERS
RETI REMENT SYSTEM the final average salary, shall be equal to one-third
of the highest total salary earned during any continuous period of
enpl oynment for which the nenber was credited with three years of service
credit, exclusive of any formof term nation pay (which shall include
any conpensation in anticipation of retirenment), any lunp sum paynment
for deferred conpensation, sick |eave, or accunul ated vacation credit,
or any other paynent for tinme not worked (other than conpensation
received while on sick |eave or authorized | eave of absence); provided,
however, if the salary earned during any year of <credited service
included in the period used to determ ne final average sal ary exceeds
the average of the salaries of the previous two vyears of credited
service by nore than twenty per centum the anobunt in excess of twenty
per centum shall be excluded fromthe conputation of final average sal a-
ry.
d. Notwi thstanding the provisions of subdivisions a and b of this
section, the final average salary of an enpl oyee who has been a nenber
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of the New York city enpl oyees' retirenent system OR THE NEW YORK CITY
TEACHERS' RETI REMENT SYSTEM for | ess than one year shall be the project-
ed one year salary, wth the calculation based upon a twelve nonth
projection of the suns earned in the portion of the year worked. If a
menber has been enpl oyed for nore than one year but |ess than two years,
then the nmenber's final average salary shall be the average of the first
year and projected second year earnings based upon the calculation
above, and if nore than two years, but |ess than three years, then one-
third the total of the first two years of enploynent plus the projected
third year's earnings, calculated as indicated above.

S 2. Subdivisions b and c of section 512 of the retirenent and socia
security law, subdivision b as added by chapter 379 of the |laws of 1986
and subdivision ¢ as added by chapter 663 of the Iaws of 1990, are
amended to read as foll ows:

b. Notw thstandi ng the provisions of subdivision a of this section,
with respect to nenbers of the New York state enpl oyees' retirenent
system [and], THE New York state [policenen's and firenen's] AND LOCAL
POLICE AND FIRE retirement system AND THE NEW YORK ClI TY TEACHERS
RETI REMENT SYSTEM a nenber's final average salary shall be equal to
one-third of the highest total wages earned during any continuous period
of enploynent for which the mnenber was credited with three years of
service credit; provided, however, if the wages earned during any year
of credited service included the period used to determ ne final average
sal ary exceeds the average of the wages of the previous tw years of
credited service by nore than ten percent, the amount in excess of ten
percent shall be excluded fromthe conputation of final average sal ary.

c. Notwi thstanding the provisions of subdivisions a and b of this
section, the final average salary of an enpl oyee who has been a nenber
of the New York city enpl oyees' retirenent system OR THE NEW YORK CITY
TEACHERS' RETI REMENT SYSTEM for | ess than one year shall be the project-
ed one year salary, wth the calculation based upon a twelve nonth
projection of the suns earned in the portion of the year worked. If a
menber has been enpl oyed for nore than one year but |ess than two years,
then the nmenber's final average salary shall be the average of the first
year and projected second year earnings based upon the calculation
above, and if nore than two years, but |less than three years, then one-
third the total of the first two years of enploynment plus the projected
third year's earnings, calculated as indicated above.

S 3. Subdivisions b and ¢ of section 608 of the retirement and socia
security law, subdivision b as added by chapter 379 of the | aws of 1986
and subdi vision ¢ as added by chapter 663 of the laws of 1990, are
amended to read as foll ows:

b. Notwithstanding the provisions of subdivision a of this section,
with respect to nmenbers of the New York state enployees' retirenent
system AND THE NEW YORK CITY TEACHERS' RETI REMENT SYSTEM a nenber's
final average salary shall be equal to one-third of the highest total
wages earned by such nenber during any continuous period of enploynent
for which the nmenber was credited with three years of service credit;
provi ded, however, if the wages earned during any year of credited
service included in the period used to determne final average salary
exceeds the average of the wages of the previous two years of credited
service by nore than ten percent, the anount in excess of ten percent
shall be excluded fromthe conmputation of final average sal ary.

c. Notwithstanding the provisions of subdivisions a and b of this
section, the final average salary of an enpl oyee who has been a nenber
of the New York city enployees' retirenent system OR THE NEW YORK CI TY
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TEACHERS' RETI REMENT SYSTEM for | ess than one year shall be the project-
ed one year salary, with the calculation based upon a twelve nonth
projection of the sunms earned in the portion of the year worked. If a
menber has been enpl oyed for nore than one year but |ess than two years,
then the nmenber's final average salary shall be the average of the first
year and projected second year earnings based upon the cal culation
above, and if nore than two years, but |less than three years, then one-
third the total of the first two years of enploynment plus the projected
third year's earnings, calculated as indicated above.

S 4. This act shall take effect imediately; provided, however, that:

(a) section one of this act shall be deened to have been in full force
and effect on and after July 1, 1973;

(b) section two of this act shall be deened to have been in full force
and effect on and after July 27, 1976;

(c) section three of this act shall be deened to have been in ful
force and effect on and after Septenber 1, 1983; and

(d) the anendnments to sections 512 and 608 of the retirenent and
social security |l aw made by sections two and three of this act shal
expire on the sanme date as such sections expire pursuant to section 615
of such | aw.

FI SCAL NOTE. - - Pursuant to Legislative Law, Section 50:

PROVI SI ONS OF PROPOSED LEQ SLATION: This proposed legislation would
anmend Retirenent and Social Security Law ("RSSL") Sections 443.b, 443.d,
512. b, 512.c, 608.b and 608.c to nodify the nmethods used for cal cul ating
Final Average Salary ("FAS') for certain nenbers of the New York City
Teachers' Retirenment System ("NYCTRS").

Different sections of the proposed |egislation would have different
retroactive Effective Dates as foll ows:

RSSL Retroacti ve

Secti on Ef fecti ve Date

443. b July 1, 1973
443.d July 1, 1973
512. b July 27, 1976
512.c July 27, 1976
608. b Sept enber 1, 1983
608. c Sept enber 1, 1983

In general, the nodifications in the cal cul ati ons of FAS woul d i npact
a very limted nunber of retirees and would generally conform those
cal culations to be consistent with current adm nistrative practice.

If not enacted, significant issues would arise regarding reducing
benefits for sonme existing retirees.

| MPACT ON FAS CALCULATI ONS: Conputation of FAS for Tier II, 11l and IV
NYCTRS nenbers is generally based on an average of any three consecutive
years of salary preceding retirenment date which produces the greatest
FAS.

The salaries that are input to this average cannot exceed the "King-
ston Limt" applicable for that Tier.

The Kingston Limt does not permt salary to be used in an FAS cal cu-
lation that exceeds the average of the i mediate two precedi ng sal aries
by a percentage ("Kingston Linmt Percentage").

For Tier Il menbers the Kingston Limt Percentage is 20%
For Tier |1l and IV nenbers the Kingston Limt Percentage is 10%
In actuality, a Tier II, IlIl or 1V NYCIRS nenber's FAS is generally

cal cul ated on the basis of any consecutive 36-nonth period that produces
t he greatest average.
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Under current lawif a Tier Il, Il or IV NYCTRS nenber were to have a
period of service while on a Leave of Absence ("LOA") (on partial pay or
wi thout pay) of less than or equal to 12 nonths in the 36-nonth period
preceding retirenent date, then an equal nunber of nonths of earned
salary preceding that tinme period would be substituted for these nonths
to conpute the greatest FAS. Thus, as nuch as a 48-nonth period preced-
ing retirement could be used for FAS purposes.

Under current law if the tinme period on a LOA (on partial pay or wth-
out pay) wthin the 36 nonths preceding retirenment date were to exceed
12 nonths, then only the earned salary during the 48 nonths preceding
retirement woul d be used and the NYCTRS nenber would have a | esser FAS.

Note: A prior FAS may also be conputed for periods of enploynent
endi ng on dates preceding the date of retirenment if this results in a
greater FAS.

Under current adm nistrative practice, however, the FAS is conputed to
be equal to one-third of the total earnings for the continuous enpl oy-
ment period preceding retirement date for which three years of service
credit are received, subject to the Kingston Limts.

Under the proposed |egislation, which would codify current adm nistra-
tive practice, there would be no limt as to howlong a Tier I, 1l or
I V NYCTRS nenber could be on LOA (on partial pay or wthout pay)
provided the entire span of time used to nmeasure the FAS constituted a
conti nuous period of enploynent for which the NYCTRS nenber received
three years of service credit.

In addition, as with current adm nistrative practice, the applicable
Kingston Limt would apply to the salary earned in each year for which
service is credited.

| MPACT ON BENEFI TS: Thi s proposed | egislation would conformthe nethod
used to conpute FAS to be generally consistent with current adm nistra-
tive practice. It would directly inpact the retirenent benefits conputed
based on FAS for Tier Il, Ill and Tier IV NYCTRS nenbers whose enploy-
ment was interrupted for a LOA (on partial pay or w thout pay) of nore
than 12 nonths within the 36 nonths preceding retirenent date.

Thus, the proposed legislation could inpact the «calculation for
certain NYCTRS nenbers of certain benefits, including:

* Service Retirement Benefits,

* Disability Retirenent Benefits, and

* Vested Deferred Retirenent Benefits.

FI NANCI AL | MPACT - ADDI Tl ONAL ACTUARI AL PRESENT VALUES: The additi ona
Actuarial Present Values ("APV') woul d depend on the nunber, salaries,
ages and |l engths of service of inpacted Tier Il, Tier IIl and Tier 1V
NYCTRS nenbers whose enpl oynent periods near retirenment contain periods
of LOA (on partial pay or w thout pay) that exceed 12 nonths.

Based on the actuarial assunptions and nethods noted herein, the APV
of future benefits ("APVB') would increase by approximtely $10.2
mllion as of June 30, 2008.

FI NANCI AL | MPACT - EMPLOYER COSTS: The ultimate cost of a pension plan
is the benefits it pays. The financing of that wultinate cost depends
upon the actuarial assunptions and net hods enpl oyed.

If the additional APVB is anortized over the working lifetines of
menbers, then the annualized additional annual enployer costs would
equal approximately $1.0 m|lion per year.

ADDI TI ONAL EMPLOYER CONTRI BUTI ONS - CGENERAL: In general, the real cost
of the enactnent of this proposed |egislation would be the additiona
benefits paid.
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In the case of this proposed |egislation, the real cost may nore accu-
rately be described as the benefits not otherw se reduced.

However, the timng and anount of additional enployer contributions
attributable to the enactnent of this proposed | egislation depends nost
upon three factors.

* First, the point in tinme when the Actuary revises actuarial nethods
in the calculation of projected FAS to reflect estinated LOA in excess
of 12 nonths of certain active nenbers who now would be retiring with
service, disability or vested deferred benefits.

This level of refinenent to actuarial nethods used in the actuaria
val uations of NYCTRS is unlikely ever to occur.

* Second, the point in tinme when the Actuary creates actuarial assunp-
tions to reflect increased expectation of certain active nmenbers retir-
ing wwth LOA (on partial pay or without pay) in excess of 12 nonths.

This also is immterial as to be unlikely for the Actuary to devel op
any such actuarial assunption.

* Third, the inpact on enployer contributions of any actuarial gains
or |losses attributable to retirenent all owances being conputed on the
nodi fi ed FAS conputati on basi s.

This is the nost likely inplenmentation and would result in the anorti -
zation of the difference in value of benefits over the working lifetines
of active nmenbers of NYCTRS.

FI NANCI AL | MPACT - ADDI TI ONAL EMPLOYER CONTRI BUTI ONS - FI SCAL YEAR
2009: If this proposed legislation is enacted during the current Legis-
| ati ve Session before June 30, 2009, there would be no increase in
enpl oyer contributions to NYCTRS for Fiscal Year 2009.

FI NANCI AL | MPACT - ADDI Tl ONAL EMPLOYER CONTRI BUTI ONS - FI SCAL YEARS
2010 AND LATER: If this proposed legislation is enacted during the
current Legislative Session after June 30, 2009 and before June 30,
2010, the Actuary anticipates no change in enployer «contributions to
NYCTRS for Fiscal year 2010.

For Fiscal Years 2011 and |ater, enployer contributions would increase
by approxinmately 10.1% of the additional APVB attributable to the val ue
of nodified increased benefits that result from the nethodology to
conmpute FAS of <certain NYCTRS nenbers whose benefits are determ ned
during the second preceding Fiscal Year (reflects the One-Year Lag neth-
odol ogy). In effect, the additional APVB would be anortized over the
future working lifetinmes of active nenbers of NYCTRS

Addi ti onal annual enployer contributions for this proposed | egislation
would eventually tend to approximate the estimated additional annua
enpl oyer costs.

OTHER COSTS: Not neasured in this Fiscal Note is the inpact on admnn-
istrative costs that would be significantly greater if the current
adm ni strative procedures nmust be nodified (i.e., admnistrative costs
woul d increase if this proposed legislation is not enacted).

CENSUS DATA: The census data wused for the estimates of APVB and

enpl oyer costs presented herein included 1,344 active Tier |1 nenbers
with salaries of approximately $139.0 nmillion and 108, 292 active Tier |V
menbers w th salaries of approximately $7,503.1 million included in the

June 30, 2008 (Lag) actuarial valuation of NYCTRS who could be poten-
tially inpacted by this proposed |egislation.

In addition, approximately 19,146 Tier Il and Tier IV retired nenbers
receiving retirenent allowances of approximtely $443.8 mllion were
included fromthe June 30, 2008 (Lag) actuarial valuation of NYCTRS for
such purposes.
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ACTUARI AL ASSUMPTI ONS AND METHODS: Additional APVB and enpl oyer costs
have been cal cul ated as of June 30, 2008 using the actuarial assunptions
and nethods in effect as of June 30, 2008, including the One-Year Lag
nmet hodol ogy.

Addi ti onal enployer costs have been estinated assum ng the additiona
APV of enpl oyer costs are financed through future normal contributions.

The estimate of the additional APVB attributable to the proposed
| egi slation has been based on the assunption (derived froma sanpl e of
actual retirenents) that approximately 1.0% of retirees would be
inmpacted and the difference in their benefits would be approxi nately
5. 0%

Wth respect to the active nmenbers of NYCTRS, it has been assuned that
approximately 0.5% of future retirees would be inpacted and the differ-
ence in their benefits would be approxi mtely 5.0%

STATEMENT OF ACTUARIAL OPINION: |, Robert C. North, Jr., amthe Chief
Actuary for the New York City Retirement Systens. | ama Fellow of the
Society of Actuaries and a Menber of the Anerican Acadeny of Actuaries.
| neet the Qualification Standards of the American Acadeny of Actuaries
to render the actuarial opinion contained herein.

FI SCAL NOTE |IDENTIFICATION. This estinmate is intended for use only
during the 2009 Legislative Session. It is Fiscal Note 2009-08, dated
April 15, 2009 prepared by the Chief Actuary for the New York Gty
Teachers' Retirenment System



