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I THE CITY OF NEW YORK
p OFFICE OF THE COMPTROLLER
1 CENTRE STREET
NEW YORK, NY 10007

ScoTT M. STRINGER
COMPTROLLER

November 16, 2016

To the Residents of the City of New York:

My office has analyzed the financial practices of 107 union-administered benefit funds that
received approximately $1.17 billion in City contributions during 2013. Benefit funds provide City
employees, retirees and dependents with a variety of supplemental health benefits not provided
under City-administered health insurance plans.

The purpose of this report is to provide a comparative analysis of the overall financial
activities of union-administered benefit funds that received City contributions. The analyses
contained in this report provide a means of comparing the operations of the funds and
performance of fund trustees and administrators.

In summary, this report identifies the following financial issues:

e Certain funds spent a large percentage of their revenue on administrative
expenses. Reducing administrative expenses would allow funds to increase
benefits for members.

» Certain funds had large operating surpluses resulting in high reserves. Excess
reserves may indicate that funds should increase members’ benefits.

» The expenses of certain funds exceeded their revenues, resulting in operating
deficits. Operating deficits could deplete fund reserves, which could ultimately lead to
insolvency.

This report contains eight recommendations that are addressed to the funds’ trustees and
three recommendations to the Office of Labor Relations.

If you have any questions concerning this report, please e-mail my Audit Bureau at
audit@comptroller.nyc.gov.

Sincerely,

i

Scott M. Stringer

WWW.COMPTROLLER.NYC.GOV
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EXECUTIVE SUMMARY

This report provides a comparative analysis of the overall financial activities of 90 union-
administered active and retiree welfare funds and annuity funds that received
approximately $1.1 billion in City contributions for 2013*. It is prepared annually based
on independently audited financial reports and other information filed by the funds in
accordance with New York City Comptroller's Directive #12. The report aggregates
reported information and compares funds of similar type and size of City contribution in
order to compare the amounts that are spent on administration, operating surplus/deficits,
benefits provided, and year-end reserves. ?

Findings and Conclusions

In 2013, $101.2 million (8.38 percent on average) of the total revenue for the 90 welfare
and annuity funds was spent on administration as compared to $94.1 million (8.76 percent
on average) spent on administration in 2012. Of these:

» 14 welfare funds spent a 30 percent larger percentage of their revenue on
administrative expenses than other funds of a similar type and size.

! For 2013, the City contributed approximately $1.17 billion to 107 union-administered funds that submitted Directive #12 filings.
However, we limited the computation of category averages and other financial analyses in this report to 90 of the funds, which received
$1.14 (98 percent) of $1.17 billion in total City contributions. The remaining 17 funds, which received a total of $26.2 million (2 percent)
of the City’s contributions in 2013, were excluded from the analysis for different reasons which are detailed in the Scope of Analysis
section of this report, and on page 4 of Exhibit B.

°The Comptroller's Office issued Directive #12 to ensure uniform reporting and auditing requirements for union-administered benefit
funds that receive contributions from the City. The Comptroller’s Directives are used to establish policies governing internal controls,
accountability, and financial reporting. The Comptroller is not, however, a regulator with remedial powers charged with enforcing
fiduciary obligations under a rubric of laws and regulations akin, for example, to the United States Department of Labor or the New
York State Department of Financial Services.
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» Seven welfare funds, which maintained high reserves, expended 20 percent lower-
than-average amounts for benefits than other funds of a similar type and size.

» 14 funds had benefit expenditures that exceeded their revenues, causing each of
these funds to dip into their reserves.

» 20 welfare funds in our analysis incurred operating deficits totaling $14.0 million,
which reduced their available reserves. The deficits ranged from $5,479 to
approximately $2.7 million.

In summary, we identified the following financial issues in one or more of the funds that
should be addressed by those funds:

» Expenses that exceeded revenues, resulting in operating deficits;

» Administrative expenses that exceeded the average for that category
of fund; and

» Operating surpluses that resulted in higher than average reserves.

The analysis also identified other areas of concern, which include:

» 15 funds received qualified opinions from their independent auditors.
» 46 funds did not submit their Directive #12 reports in a timely manner.

» 81 funds did not use a certified public accountant (CPA) firm listed on
the Comptroller’'s prequalified list as recommended by Directive #12.

» One fund delays benefit eligibility for new members in violation of its
agreement with the City of New York.

Recommendations

As a result of our analysis, we make 11 recommendations, eight to the Trustees of
individual funds and three to the Office of Labor Relations (OLR):

e Trustees of funds with higher than average percentages of administrative
costs as compared to total revenues and/or low percentages of benefit
expenses as compared with their total revenues should reduce
administrative expenses and/or increase benefits to members.

e Trustees of funds that use the same professional service providers for similar

services should consider jointly negotiating future contracts with these
providers to reduce administrative expenses through economies of scale.
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e Trustees of funds with low reserve levels should take steps to ensure that
their funds remain solvent. To accomplish this goal, funds should seek to
reduce administrative expenses. If this is not possible or does not provide
sufficient funds to ensure solvency, the trustees should attempt to reduce
costs associated with benefits.

e Trustees of funds that have incurred operating deficits, particularly those
with low reserve levels, should ensure that anticipated benefit and
administrative expenses will not exceed projected total revenue.

e Trustees of funds with higher than average reserve levels, particularly those
whose funds spend less than average amounts of their revenue on benefits,
should consider enhancing their members’ benefits.

e Trustees of funds are required to submit to the Comptroller’s Office an
annual report showing the fund’s condition and affairs in accordance with
Directive #12 and that submission must be filed within nine months after the
close of a fund’s fiscal year-end. Trustees should ensure that these filings
are timely made in accordance with Directive #12.

e Trustees of funds should consider contracting with CPAs that are listed on
the Comptroller’s prequalified list.

e Trustees of funds that delay members’ eligibility for benefits beyond their
first day of employment must revise their fund’s policy to comply with their
union’s welfare fund agreement with the City.

e OLR should use the information in this report to ensure that the trustees of
the funds correct the conditions cited in qualified opinions received from
their independent accountants.

e OLR should consider withholding City contributions from delinquent funds
that failed to submit their Directive #12 reports to the Comptroller’s Office or
fail to otherwise abide by the terms of that Directive and/or their Welfare
Fund Agreements with the City.

e OLR should recover the portion of City contributions from those funds that
do not provide benefits to members from their first day of employment.

In 2013, this report has identified 10 funds that had potential financial issues that should
be addressed by fund management as shown in the chart on the following page.

Office of New York City Comptroller Scott M. Stringer SR16-089S 3



Funds with Potential Financial Problems Identified in this Report
(Problem Areas Highlighted)

SURPLUSOR |  BENEFITS EXPENSE ADMINISTRATIVE FUND BALANCE RISK OF
FUND TOTAL OVERALL OPERATING EXPENSE CPA INSOLVENCY
REVENUE | EXPENSES (DEFICIT) oL % OF oL % OF % OF BALANCE, | OPINIONS (SEE
REVENUE REVENUE TOTAL REVENUE | DEFICIT* LEGEND)
'é‘r’]f;'o%tss\‘,’\,cg’}'ESD%‘gZI,ADM** $26,697,515 | $28,703,131 | ($2,005,616) | $26,061,864 97.62% | $2,641,267 9.89% |  $4,485,508 16.80% -224 Unqualified ST
;‘;f;}’:;%ﬁg:?ﬂggoc WE $10,856,604 | $13,590,323 ($2,733,719) | $12,303,686 | 113.33% | $1,286,637 11.85% | $14,934,804 | 137.56% 546 Unqualified LT
;‘;f;’"e'ﬁ%i ii,%N m’,*;s;‘,‘g}{egaw $5,786,188 |  $5,612,444 $173,744 |  $4,655,602 80.46% $956,842 16.54% |  $3,396,112 58.69% N/A Qualified*** LT
Local 3 IBEW Electricians RWF $1,520,051 |  $1,856,933 ($327,882) |  $1,661,076 | 108.63% $195,857 12.81% |  $3,974,967 | 259.96% 1212 Qualified™* N
l{lt?sgei%/{/l:: Licensed Practical $1,402,816 $1,742,044 ($339,228) $1,450,519 |  103.40% $291,525 20.78% |  $6,511,053 | 464.14% -1919 Unqualified N
Doctors Council WF** $1,252,563 |  $1,896,886 ($644,323) |  $1,582,270 | 126.32% $314,616 25.12% | $3,735412 | 298.22% -580 Unqualified N
Doctors Council RWE $780,870 |  $1,069,946 ($289,076) $809,658 | 115.21% $170,288 21.81% | $2,307,236 | 295.47% -798 Unqualified N
NYC Deputy Sheriffs Assoc WE $151,210 $156,689 ($5,479) $152,789 | 101.04% $3,900 2.58% $69,689 46.09% 1272 Unqualified N
Local 306 Municipal Employees -
W $86,229 $106,451 ($20,222) $81,068 94.01% $25,383 29.44% $114,021 | 132.23% 564 Unqualified LT
S\TVCF Deputy Sheriffs Assoc $63,489 $75,088 ($11,599) $69,114 | 108.86% $5,974 9.41% $67,999 | 107.10% 586 Unqualified LT

Legend

N - Currently Not at Risk of Insolvency
ST — Short-term Risk of Insolvency within 1 - 3 years
LT - Long-term Risk of Insolvency greater than 3 years

N/A — Not Applicable

* A ratio estimating the number of years that a fund can operate before being "in the red" if all factors remain constant. For example, number "-101" would indicate the fund has
approximately one year before becoming insolvent.

** These funds were also cited for Potential Financial Problems in 2012.

*** See Table XXI where the specific issue for this fund with a “Qualified” opinion is detailed.




REPORT OF ANALYSIS

Background

New York City has provided health insurance benefits to its employees since 1947. Since
1966, the City has provided its active employees, their families, and retirees with basic
health and hospitalization coverage, among other benefits. As a result of collective
bargaining with the unions that represent City employees, the City agreed to the
establishment of union-administered benefit funds, to which the City contributes, so that
employees can be provided with additional health and various other benefits beyond
those provided by the City. In some cases, separate funds were established for retirees.
For certain workers, in addition to contributing to the union-administered welfare funds, the
City contributes to annuity funds that provide lump sum payments at retirement.

Pursuant to collective bargaining agreements, the City’s contributions to the union-
administered benefit funds are placed in legally established trusts administered by
trustees appointed by the unions or associations. City officials are not directly involved
in fund administration.

The determination of the types of benefits to be provided to members, the amounts paid,
deductibles, and other terms of the operations and benefits provided is left to the trustees’
discretion. The benefits provided are listed in the fund agreements between the City and
the unions. Some funds now provide legal assistance and educational activities in
addition to health benefits. Other funds, such as the Uniformed Officers’ Funds, receive
additional City contributions to operate Civil Legal Representation Funds that provide
various types of legal services to their members. Some funds are self-insured; other
funds provide most of their benefits through insurance companies.® Typical benefits
provided by funds to members and their families include:

dental benefits—including regular exams;

optical benefits for examinations and eyeglasses;
prescription drug reimbursement;

life insurance; and

supplemental health and hospitalization.

Fund managers have a fiduciary responsibility to provide optimum benefits to members
while keeping administrative costs to a minimum. A fund that accumulates excessive
reserves or expends large amounts for administrative costs does not achieve its basic
goal of providing optimum benefits to members.

For 2013, the City contributed approximately $1.17 billion to 107 union-administered
active and retiree welfare funds and annuity funds.# The annual contribution to each

3 Of the 107 funds, only five were insured. Together, these funds received only $3.5 million (less than ¥ of one percent) of the
$1.17billion in NYC Contributions paid in 2013. Insured funds pay premiums to insurance companies, like The Hartford for life
insurance; GHI Dental for Dental benefits; Davis Vision for Optical benefits; and AFLAC for Cancer Benefits, and these insurance
companies pay all member claims. The remaining 102 funds are self- insured. These self-insured funds may also pay premiums to
insurance companies for some of their benefits (up to 20% of total member benefits), but most member claims are paid directly by the
funds. In addition, self-insured funds may employ a third party company (such as Administrative Services Only) to process the claims.

4 Some unions offer education, legal services, and disability benefits through separate funds. For purposes of this report, we
consolidated these separate funds with their respective welfare-benefit funds.
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welfare fund varied based on its union’s collective bargaining agreement with the City.

As of the end of their 2013 fiscal years, net assets available for plan benefits for the 107
benefit funds totaled $8.8 billion, including nearly $2.2 billion for the 76 welfare funds and
$6.6 billion for the 31 annuity funds.

In 2013, 24 benefit funds received more than $10 million each from the City, accounting for
approximately 83 percent of the City’s contributions to the 107 funds as shown in Table I.

Table |
Funds Receiving More Than $10 Million*
in City Contributions in 2013

Total NYC
Fund Name Revenue Contribution**
Local 2 United Federation of Teachers WF/RWF $290,040,939 $286,335,808
DC 37 WF 243,773,320 225,971,756
Local 1180 CWA Municipal Mgt WF/RWF/Legal/ED/ADM 51,938,177 48,759,395
Professional Staff Congress CUNY WF/RWF 47,883,126 47,195,166
Patrolmen’s Benevolent Assoc RWF 44,477,247 38,269,180
Patrolmen’s Benevolent Assoc WF/CLRF 37,151,020 36,819,151
Local 237 Teamsters WF 35,749,066 32,018,813
Local 371 Social Service Employees WF/ED/Legal/ADM 26,697,515 26,573,544
Sergeants Benevolent Assoc (Police) WF/RWF/CLRF 20,749,920 20,138,117
Detectives Endowment Assoc RWF 22,481,651 18,003,387
Local 831 Uniformed Sanitationmen’s Assoc AF 29,867,043 17,999,990
Local 94 Uniformed Firefighters Assoc RWF 29,037,369 17,731,942
Local 237 Teamsters RWF 21,335,506 17,234,894
Local 237 Teamsters AF 54,398,718 15,864,238
Correction Officers’ Benevolent Assoc WF/CLRF 16,343,062 15,724,628
Local 831 Uniformed Sanitationmen’s Assoc RWF 18,188,312 14,645,969
New York State Nurses Assoc WF 14,791,103 13,044,692
Correction Officers’ Benevolent Assoc RWF 13,601,124 12,607,184
Local 94 Uniformed Firefighters Assoc WF 15,457,247 12,152,229
Patrolmen’s Benevolent Assoc AF 30,483,488 11,952,633
Local 1 Council of Supervisors & Admin RWF 12,506,490 11,410,442
Organization of Staff Analysts WF/RWF/ED 10,680,072 11,059,228
Local 371 Social Service Employees AF 15,716,579 10,892,240
Local 1 Council of Supervisors & Admin WF 11,056,820 10,352,922
Total (24 Funds) $1,114,404,914 $972,757,548
Total (107 Funds) $1,168,577,781
Percent of Total 83%

* This cutoff figure is arbitrary and used for descriptive purposes only.

** The difference between Total Revenue and New York City (NYC) contributions consists of revenue from
interest, dividends, other employer contributions, miscellaneous income, and gains/losses on investments.

Fund Abbreviations

ADM = Administration Fund Legal = Legal Services Fund
AF = Annuity Fund RWF = Retiree Welfare Fund
CLRF = Civil Legal Representation Fund WF = Welfare Fund

ED = Education Fund
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Table Il identifies the number and types of funds that received contributions from the City
in 2013 by size:

Table Il

Number and Cateqgories of
Benefit Plans in 2013 Survey

NYC Contributions Active and Total NYC
Revenue Category Retiree Annuity Total Contributions
Up to $1 million 16 7 23 $9,168,515
$1 million to $3 million 18 4 22 37,646,011
$3 million to $10 million 10 11 21 122,775,551
$10 million to $20 million 11 4 15 210,676,618
More than $20 million 9 0 9 762,080,930
Funds in Survey 64 26 90 $1,142,347,625

Funds excluded from analysis because

they would have distorted the results® 12 =] 17 $26.230.156
6 31 107 $1,168,577,781

Total All Funds =

City Interest in the Operation of Benefit Funds

Although City officials are not directly involved in regulating or administering the funds,
their benefit fund agreements with OLR require all union-administered benefit funds that
receive City contributions to comply with Comptroller’s Internal Control and Accountability
Directive #12. First published in 1977, Comptroller's Directive #12 provides uniform
reporting and auditing requirements for all benefit funds. In 1997, it was revised to include
provisions that modified fund reporting requirements, required assessments of consultant
services, modified the criteria for contracting services through competitive bids, and
expanded the requirements for hiring independent certified public accountants to audit
the funds. (Appendix A contains the revised Directive #12 in use during Fiscal Year 2013.)

The benefit fund agreements, along with Directive #12 reporting requirements, help the
City, the funds, and their members monitor the funds’ financial and operating activities.
Towards that end, the follow requirements are imposed:

e The fund trustees are required to keep accurate records in conformance with
generally accepted accounting principles (GAAP). The funds must be audited
annually by a CPA selected by the trustees. Comptroller’s Directive #12 strongly
recommends that funds select independent certified public accountants through
a competitive proposal process and that funds contract only with firms listed on
the Comptroller's prequalified list of CPAs. The CPA audit report must be
submitted by the fund to the Comptroller's Office. Funds are also subject to
further audit by the Comptroller’s Office.

5 See page 4 of Exhibit B at the end of this report for a complete list of the 17 funds and the reason each fund was excluded from
this analysis.
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e Nine months after the close of its fiscal year, each fund’s trustees must file a
report with the Comptroller's Office showing the fund’s “condition and affairs”
during its fiscal year.® The report must contain information as prescribed in
Comptroller's Directive #12. In addition, an annual membership report must be
mailed to all fund members that summarizes the financial condition of the fund.

In addition to providing a uniform reporting mechanism, Directive #12 requires that the
funds’ CPAs prepare management letters commenting upon weaknesses in internal and
management controls that were identified during their audits. These management letters
are submitted to the City Comptroller along with the audited financial statements. Further,
Directive #12 requests comments on management matters, such as investment policies,
bidding practices, staff utilization, and accounting allocations. Directive #12 also requires
that every year each fund report the percentage of administrative costs to total annual
revenue. Overall, this percentage is expected to be “reasonable.”

Objectives

Our objective was to provide comparative data on the overall financial activities of 90 of
the 107 union-administered active and retiree welfare, education, and annuity funds’ that
received City contributions during the funds’ Fiscal Year 201328 and that submitted data
to the City Comptroller in accordance with Directive 12.

Scope of Analysis

The purpose of this report is to provide a comparative analysis of the overall financial
activities of the funds and their benefits. The individual analyses also supplement the
independent CPA audits by providing additional information to assess the performance
of the fund trustees and administrators with reference to fund expenditures. This report
is based upon Fiscal Year 2013 financial reports and other information filed by the 107
funds with the Comptroller’'s Office, as required by Comptroller’s Directive #12.° (See
Exhibit A for a list of funds with their official and abbreviated names.)

We reviewed the financial information for the107 benefit funds. However, we limited the
computation of category averages and other financial analyses to 90 of the funds, which
received $1.14 (98 percent) of $1.17 billion in total City contributions, while providing
benefits to the bulk of the City’s work force, during the funds’ 2013 Fiscal Year. The remaining
17 funds, which received a total of $26.2 million (2 percent) of the City’s contributions in
2013, were excluded for different reasons: nine funds received more than 90 percent of
their revenue from sources other than the City; three funds included other groups that
received substantial revenue from sources other than the City; one College Scholarship
Fund provided benefits only to public high school students; three funds had fiscal year-ends

8 The main component of the “condition and affairs” is the financial statements, which are audited and certified by an independent
CPA firm. Most of the other documents (i.e., Administrative and Benefit Expense Schedules) include various calculations derived
from information contained in the financial statements.

7 At the end of the report, Exhibit B has financial data for the 107 funds.

8 Most of the funds’ fiscal years ended in either June or December 2013.

9 Directive #12 filings are generally received during the following calendar year because, according to Directive #12, the funds have
up to nine months after the close of their fiscal years (some of which end on December 31) to submit the required data.
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different from their associated welfare funds'®; and one fund no longer received
contributions from the City. (See Exhibit B for Revenues, Expenses and Fund Balances
information on the 107 Funds.)

This report compares certain aspects of the 90 included funds and identifies operational
norms and deviations during Fiscal Year 2013. The report’s analysis is based on the
financial activities of benefit funds receiving contributions from the City during Calendar
Year 2013. To perform these analyses, we compute 10 category averages to compare
each of the 90 funds to other funds of similar type and size of City contribution as shown
in the chart below. Our results can then be used by fund trustees and administrators to
perform their own internal analyses.

Comparative Analysis: Categories of Similar Funds

CAT FUND TYPE CITY CONTRIBUTION | FUNDS | TOTAL
1 Up to $1 million 12
2 $1 million to $3 million 17
] Self —
3 | Active & | |nsured $3 million to $10 million 10
Retiree Benefits
4 Welfare $10 million to $20 million 11
Funds
5 More than $20 million 9
Insured -
6 Benefits Up to $3 million 5 64
7 Up to $1 million 7
8 $1 million to $3 million 4
Annuity Funds
9 $3 million to $10 million 11
10 More than $10 million 4 26
TOTAL a0

This report’s tables, exhibits, and appendices can be a starting point for fund trustees and
administrators to identify areas for cost reduction or other appropriate action to ensure
financial solvency. No conclusions should be drawn from any single exhibit in this report.
For example, even though an exhibit might show that a particular fund’'s benefit expenses
exceeded its revenues, it might not be a problem if the fund has sufficient or high reserves.
On the other hand, funds incurring high administrative costs relative to other funds of a
similar size should review their costs carefully and reduce them whenever possible.

Our examination was performed in accordance with the City Comptroller’s responsibilities
under Chapter 5, 893, of the New York City Charter, and under the provisions of
agreements between the City and the individual unions.

0 These funds had different fiscal year-end dates than their associated welfare funds so that consolidation would have distorted the
information reported.
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FUND EXPENSES

For purposes of this report, benefit expenses include costs directly associated with
providing benefits to members, such as salaries or other payments to professionals who
provide direct services to members, such as attorneys who provide legal services to
members, instructors who conduct in-house training for members, and physicians who
examine members for worker’s disability purposes. Administrative expenses include
salaries for fund employees, insurance company retention fees,!' overhead costs
involved in doing business (e.g., costs associated with processing claims), rent for office
space and office expenses, professional fees paid for legal, accounting, and consultant
services, and expenditures for travel and conferences. (See Exhibit C for a breakdown
of Administrative Expenses.)

In 2013, more than $101.2 million (8.38 percent on average) of total revenue was spent
on administering the 90 funds as compared to $94.1 million (8.76 percent on average) for
90 funds in 2012. The largest single component—salaries for administrative and clerical
staff totaling $43.0 million—represented 42.5 percent of total administrative expenses in
2013. Other major administrative expenses included $15.3 million for consultant
services, $13.1 million for office-related expenses, $7.8 million for rent, $7.7 million for
investment and custodial services, $4.8 million for legal, accounting, and auditing
services, and $1.4 million for insurance retention charges.

For comparison of fund expenses, operating deficits and reserve levels, we categorized
the funds into the following three groups:

e Self-insured active and retiree welfare funds;

e Insured active and retiree welfare funds (we classified a fund as insured if
at least 80 percent of its benefits was provided by insurance companies
rather than directly by the fund); and

e Annuity funds.

Current funds’ agreements do not specify what portion of the funds’ total revenue may be
reasonably spent on administrative expenses. In the absence of such guidelines, we
calculated the average for each fund category (based on funds of similar size) to enable
us to identify those funds whose administrative expenses deviated significantly from these
averages. Table Il indicates, by fund category, the average amount and percentages of
total revenue expended by the 90 funds on administrative costs and the range of such
percentages in 2013.

11 1n health insurance, the retention fee is the fraction of the premium amount which goes toward administrative costs.
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Table Il

Average Amount, Percentage of Total Revenue and Percentage Range
Spent on Administration* by Fund Category

Self-Insured Active and Retiree Welfare Funds:

gs 4SSN pocey  Eecemms
Up to $1 million 12 $87,091 17.78% 5.87 10 30.73%
$1 million to $3 million 17 225,758 13.97 6.15 to 26.55
$3 million to $10 million 10 647,778 9.06 5.08 to 16.54
$10 million to $20 million 11 1,005,314 6.54 2.69t0 13.40
More than $20 million 9 7,475,939 8.22 3.8910 11.47
Overall Average 2013 59 $1,705,680 11.12%
Overall Average 2012 59 $1,419,442 11.00%
Insured Active and Retiree Welfare Funds:
g A pocey  Pecoa
Up to $3 million 5 $87,377 10.38% 2.58 t0 16.38%
Overall Average 2013 5 $87,377 10.38%
Overall Average 2012 5 $72,551 10.62%
Annuity Funds:
s GSRSE poey  Pefemiae
Up to $1 million 7 $100,458 7.36% 0t0 20.16%
$1 million to $3 million 4 227,298 4.28 2.87 to 5.36
$3 million to $10 million 11 507,815 2.85 0.62 to0 9.88
$10 million to $20 million 4 973,061 3.30 1.97 to 5.67
Overall Average 2013 26 $496,125 4.45%
Overall Average 2012 26 $385,066 5.50%

* Qur analysis of the administrative expenses as reported on the financial statements is uniformly
evaluated for the purpose of our report. At times, we may be required to reclassify specific expenses
(i.e., insurance retention) to ensure that all funds are evaluated uniformly.
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Welfare Funds: Administrative Expenses

Welfare funds provide benefits on a self-insured or insured basis. Whether a fund is self-
insured or insured significantly affects the level of its reported administrative expenses.
Self-insured funds categorize claims processing costs as administrative expenses, while
insured funds include most claims processing costs as part of their insurance premiums
and thus categorize them as benefit expenses. Therefore, reported administrative
expenses of self-insured funds are generally higher than those of insured funds. To make
comparisons between self-insured and insured funds more meaningful, we transferred
insurance company retention charges to administrative costs whenever possible. Table IV
lists selected self-insured and insured welfare funds that spent at least 30 percent higher-
than-average percentage of their revenue on administrative expenses in 2013.

Table IV
Active and Retiree Welfare Funds with
High Administrative Expense-to-Revenue Ratios

Percentage
Deviation
Category From Category

Fund Name Average Fund Average
Self-Insured: Up to $1 million

Local 15, 15A, 15C Operating Engineers WF/RWF* 17.78% 30.73% 72.80%

Local 306 Municipal Employees WF* 17.78 29.44 65.55

United Probation Officers Assoc RWF* 17.78 24.93 40.20
Self-Insured: $1 million to $3 million

United Probation Officers Assoc WF* 13.97 26.55 90.06

Doctors Council WF* 13.97 25.12 79.77

Local 891 School Custodian & Engineers WF/RWF/ED 13.97 21.44 53.43

1199 SEIU Licensed Practical Nurses WF 13.97 20.78 48.74
Self-Insured: $3 million to $10 million

Local 1182 CWA Security Benefits Fund WF/RWF/Legal* 9.06 16.54 82.59

Local 831 Uniformed Sanitationmen’s Assoc WF* 9.06 11.85 30.85
Self-Insured: $10 million to $20 million

Organization of Staff Analysts WF/RWF/ED 6.54 13.40 104.73

Local 1 Council of Supervisors & Admin RWF* 6.54 10.16 55.26

Local 1 Council of Supervisors & Admin WF* 6.54 9.50 45.21
Self-Insured: More than $20 million

Local 237 Teamsters WF* 8.22 11.47 39.41
Insured: Up to $1 million

Local 333 United Marine Division WF* 10.38 16.38 57.76

* These funds also incurred higher-than-average administrative costs in 2012.
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Table V lists selected self-insured and insured welfare funds that spent at least 30 percent
lower-than-average percentage of their revenue on administrative expenses in 2013.

Table V

Active and Retiree Welfare Funds with
Low Administrative Expense-to-Revenue Ratios

Percentage
Deviation
Category From Category

Fund Name Average Fund Average
Self-Insured: Up to $1 million

Local 3 IBEW City Employees WF 17.78% 5.87% (67.62%)

Local No. 5 MNCPL Employees Benefit Trust Fund* 17.78 7.71 (56.63)
Self-Insured: $1 million to $3 million

Correction Captains Assoc RWF* 13.97 6.15 (55.95)

Local 211 Allied Building Inspectors WF* 13.97 6.36 (54.50)

Local 444 Sanitation Officers WF* 13.97 6.57 (52.97)

DC 9 Painting Industry WF/RWF (Local 1969) 13.97 8.86 (36.56)

Correction Captains Assoc WF/CLRF* 13.97 8.99 (35.68)

NYC Municipal Plumbers & Pipefitters WF* 13.97 9.12 (34.75)
Self-Insured: $3 million to $10 million

Local 854 Uniformed Fire Officers Assoc WF* 9.06 5.08 (43.94)

Local 444 Sanitation Officers RWF* 9.06 5.66 (37.50)

New York City RWF* 9.06 6.05 (33.24)
Self-Insured: $10 million to $20 million

Local 94 Uniformed Firefighters Assoc RWF* 6.54 2.69 (58.85)

Local 831 Uniformed Sanitationmen’s Assoc RWF* 6.54 3.24 (50.47)

Correction Officers’ Benevolent Assoc WF/CLRF* 6.54 3.88 (40.66)

Correction Officers’ Benevolent Assoc RWF* 6.54 4.29 (34.50)
Self-Insured: More than $20 million

Professional Staff Congress CUNY WF/RWF* 8.22 3.89 (52.66)

Sergeants Benevolent Assoc (Police) WF/RWF/CLRF 8.22 5.42 (34.09)
Insured: Up to $1 million

NYC Deputy Sheriffs Assoc WF* 10.38 2.58 (75.16)

* These funds also incurred lower-than-average administrative costs in 2012.

Without full audits of the individual welfare funds, it is not possible to determine why these
funds incurred higher-than-average or lower-than-average administrative costs compared
to their category averages.
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Annuity Funds: Administrative Expenses

In addition to contributing to the active and retiree welfare funds, the City contributes to
annuity funds for uniformed employees and other specific workers on active duty. These
funds pay out annuities upon a covered employee’s termination from City service. The
amounts of the lump sum distributions are based on the value of the covered employees’
accounts and can include City contributions plus interest and dividends, investment
appreciation (depreciation), or other income.

Annuity funds differ from active and retiree welfare funds in that they derive a significant
portion of their total revenue from investment income and generally provide only one type
of benefit. The percentage of revenue that annuity funds spend on benefits and
administration is not comparable to the percentages spent by active and retiree welfare
funds. Therefore, we computed category averages for the 26 annuity funds covered in
this report separately from those calculated for active and retiree welfare funds. Table VI
highlights the five annuity funds that spent at least 30 percent higher-than-average
percentage of their revenue on administrative expenses in 2013.

Table VI

Annuity Funds with High Administrative
Expense-to-Revenue Ratios

Percentage
Deviation
Category From Category

Fund Name Average Fund Average
Up to $1 million
Local 15, 15A, 15C (IUOE) Operating Muni Engineers AF* 7.36% 20.16% 174.12%
$3 million to $10 million
DC 37 AFSCME AF* 2.85 9.88 246.28
Correction Officers’ Benevolent Assoc AF 2.85 4.48 57.07
Detectives Endowment Assoc AF* 2.85 3.77 32.26
$10 million to $20 million
Local 371 Social Service Employees AF 3.30 5.67 71.88

* This fund also incurred higher-than-average administrative costs in 2012.

Without full audits of the individual annuity funds, it is not possible to determine why these
funds' administrative costs exceeded their category averages.

Reducing administrative expenses would increase the members’ equity and result in
larger annuity payments to members.
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High Percentage Increases and Decreases in Revenue Spent
on Administration

There may be many reasons why administrative expenses change significantly from one
year to the next. For example, funds may contract with providers (e.g., accountants,
attorneys, and consultants) in one year and not another, or trustees may change the
basis of expense allocations between the union and the fund. However, without full
audits of the individual funds, it is not possible to determine whether changes in
administrative expenses reflect improvements or deteriorations for the funds, or neither.
Table VII shows funds that have increased the percentage of their revenues spent on
administration by at least 30 percent from 2012 to 2013. Table VIII shows funds that
reduced the percentage of their revenues spent on administration by at least 30 percent
from 2012 to 2013.

Table VIl

High Percentage Increase of
Revenue Spent on Administration

Administrative Expense
Percent of Total Revenue

Fund Name 2012 2013
Local 371 Social Service Employees AF* 3.69% 5.67%
1199 SEIU Licensed Practical Nurses WF 13.66 20.78
Local 891 School Custodian & Engineers WF/RWF/ED 14.67 21.44
NYC Muni. Steamfitters & Steamfitter Helpers WF 9.62 13.91
Local 15, 15A, 15C (IUOE) Operating Muni Engineers AF 14.40 20.16
Local 3 IBEW Electricians WF 9.78 13.57
Local 246 SEIU RWF 10.15 13.82
Local 246 SEIU WF 10.48 13.90
DC 37 WF 7.70 10.03
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Table VIII

High Percentage Decrease of
Revenue Spent on Administration

Administrative Expense
Percent of Total Revenue

Percentage
Fund Name 2012 2013 Decrease
Sergeants Benevolent Assoc (Police) AF 9.08% 1.47% (83.80%)
Local 3 IBEW City Employees WF 19.99 5.87 (70.64)
Patrolmen’s Benevolent Assoc AF 5.97 2.56 (57.19)
DC 9 Painting Industry WF/RWF (Local 1969) 20.17 8.86 (56.05)
Superior Officers Council (Police) AF 2.68 1.23 (54.17)
Local 94 Uniformed Firefighters Assoc AF 2.13 1.18 (44.57)
Assistant Dep Wardens/Dep Wardens AF 8.64 4.86 (43.80)
Local 1180 CWA Members AF 3.94 2.22 (43.61)
Fire Alarm Dispatchers Benevolent Assoc WF 18.03 11.53 (36.03)
Local 854 Uniformed Fire Officers Assoc AF 2.64 1.76 (33.33)
Local No. 5 MNCPL Employees Benefit Trust Fund 11.56 7.71 (33.27)
Local 237 Teamsters AF 4.43 3.00 (32.31)
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Administrative Expenses Versus Total Expenses

Administrative expenses are directly related to benefit expenses and volume since an
increased number of claims processed could result in a need for require increased
staffing, greater personnel costs and increased need for supplies and ancillary costs.
Table IX illustrates the category average percentages of administrative expenses to total

revenue and to total expenses.

Table IX

Administrative Expenses as a Percentage of

Total Revenue and Total Expenses

Self-Insured Active and Retiree Welfare Funds:

NYC Contributions Number Percentage of
Revenue Category of Funds Revenue Expenses
Up to $1 million 12 17.78% 18.35%
$1 million to $3 million 17 13.97 13.60
$3 million to $10 million 10 9.06 9.07
$10 million to $20 million 11 6.54 7.53
More than $20 million 9 8.22 8.31
Overall Average 2013 59 11.12% 11.37%
Overall Average 2012 59 11.00% 11.71%
Insured Active and Retiree Welfare Funds:
NYC Contributions Number Percentage of
Revenue Category of Funds Revenue Expenses
Up to $3 million 5 10.38% 10.56%
Overall Average 2013 5 10.38% 10.56%
Overall Average 2012 5 10.62% 11.50%
Annuity Funds:
NYC Contributions Number Percentage of
Revenue Category of Funds Revenue Expenses
Up to $1 million 7 7.36% 14.13%
$1 million to $3 million 4 4.28 17.90
$3 million to $10 million 11 2.85 7.91
$10 million to $20 million 4 3.30 10.52
Overall Average 2013 26 4.45% 12.62%
Overall Average 2012 26 5.50% 12.51%
Office of New York City Comptroller Scott M. Stringer SR16-089S
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EXPENDITURES FOR BENEFITS

The City has not established guidelines for welfare funds regarding the percentage of
annual revenue that should be spent on benefits. In the absence of such guidelines, we
calculated category averages for the funds listed below in Table X to illustrate by category
the average amount and percentages of total revenue expended by funds on benefits.
Wherever funds insured some or all of their benefits, we reduced the total premiums by
the retention charges and other overhead costs involved in doing business (e.g., costs
associated with processing claims) to calculate net benefit expenses.

Table X
Percentage of Total Revenue
Spent on Benefits by Fund Category

Self-Insured Active and Retiree Welfare Funds:

NYC Contributions Percentage of
Revenue Category Revenue
Up to $1 million 80.70%
$1 million to $3 million 87.93
$3 million to $10 million 91.15
$10 million to $20 million 79.12
More than $20 million 89.73
Overall Average 2013 85.73%
Overall Average 2012 83.28%

Insured Active and Retiree Welfare Funds:

NYC Contributions Percentage of

Revenue Category Revenue

Up to $3 million 90.37%
Overall Average 2013 90.37%
Overall Average 2012 84.81%

Although these percentages do not indicate the quality of benefits provided, they do
provide a benchmark for comparison and further study. (Exhibit D at the end of this report
indicates the amounts expended and the types of benefits provided by the funds.)
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Some funds spent more for benefits than the average for funds within their category and
others spent less. Table Xl lists selected funds whose benefit expenses exceeded the

averages in their respective category averages.

However, when a fund’'s expenses

exceed the category average, it does not necessarily represent a problem. For example,
Local 15, 15A, 15C Operating Engineers WF/RWF exceeded its category average, but
still had sufficient reserves to ensure its continued financial solvency. Fund officials need
to examine the relationship of benefit expenditures to total revenues to ensure the fund

achieves a proper balance. (See Table XVII for more details.)

Table Xl

Self-Insured and Insured

Active and Retiree Welfare Funds

with High Benefit-to-Revenue Ratios

Fund Name

Local 15, 15A, 15C Operating Engineers WF/RWF
Doctors Council WF*

Doctors Council RWF

NYC Muni. Steamfitters & Steamfitter Helpers WF
Local 3 IBEW Electricians WF

Local 831 Uniformed Sanitationmen’s Assoc WF
Local 3 IBEW Electricians RWF

NYC Deputy Sheriffs Assoc RWF

Benefits as a Percentage of Total Revenue

Category
Average

80.70%
87.93
80.70
80.70
87.93
91.15
87.93
90.37

Fund

133.66%
126.32
115.21
108.36
116.51
113.33
108.63
108.86

*  These funds also incurred higher-than-average benefit costs in 2012.
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Percentage
Deviation
from Category

Average

65.63%
43.67
42.77
34.28
32.51
24.33
23.55
20.46
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In contrast, Table XII lists selected funds whose benefit expenses were below their
respective category averages. This indicates that the funds should consider enhancing
their members’ benefits, especially if their fund reserves are large. For example, in 2013,
Local 211 Allied Building Inspectors WF paid out 32.01 percent less in benefits than was the
average for the other funds in its category, while its reserves approached $8.5 million,
amounting to nearly six times its benefit expense.

Table XlI

Self-Insured and Insured

Active and Retiree Welfare Funds
with Low Benefit-to-Revenue Ratios

Benefits as a Percentage of Total Revenue

Percentage
Deviation
Category from Category

Fund Name Average Fund Average

Local No. 5 MNCPL Employees Benefit Trust Fund * 80.70% 26.60% (67.03%)
Local 3 IBEW City Employees WF 80.70 45.33 (43.82)
United Probation Officers Assoc RWF 80.70 54.31 (32.71)
Local 211 Allied Building Inspectors WF 87.93 59.78 (32.01)
Fire Alarm Dispatchers Benevolent Assoc WF* 90.37 71.11 (21.31)
Local 246 SEIU RWF 87.93 69.72 (20.70)
Local 14 —14B IUOE WF/RWF 80.70 64.30 (20.32)

* These funds also incurred lower-than-average benefit costs in 2012.
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The benefit expenses for the 14 funds listed in Table Xlll exceeded total revenue, causing
the funds to dip into their reserves. The use of reserves for benefits may indicate that the
benefits provided were not evaluated in relation to the resources available to the funds.

Table Xl

Self-Insured and Insured

Active and Retiree Welfare Funds with

Benefit Expenses that Exceeded Their Revenue

Fund Name

Self-Insured: Up to $1 million

NYC Muni. Steamfitters & Steamfitter Helpers WF*
Local 15, 15A, 15C Operating Engineers WF/RWF*
Doctors Council RWF*

Self-Insured: $1 million to $3 million

NYC Municipal Plumbers & Pipefitters WF*
Doctors Council WF*

DC 9 Painting Industry WF/RWF (Local 1969)
Local 3 IBEW Electricians RWF*

1199 SEIU Licensed Practical Nurses WF*
Local 3 IBEW Electricians WF*

Self-Insured: $3 million to $10 million

Local 854 Uniformed Fire Officers Assoc WF*
Detectives Endowment Assoc WF*
Local 831 Uniformed Sanitationmen’s Assoc WF

Insured: Up to $3 million
NYC Deputy Sheriffs Assoc RWF
NYC Deputy Sheriffs Assoc WF

Percentage  2012-2013 Ending
of Revenue Percentage Fund
Total Benefit Spenton  Decrease in Balance
Revenue Expense Benefits Reserves 2013
$197,726 $214,265 108.36% 2.22% $1,543,397
632,637 845,585 133.66 7.41 5,091,536
780,870 899,658 115.21 11.13 2,307,236
1,183,461 1,222,456 103.29 4.03 3,870,764
1,252,563 1,582,270 126.32 14.71 3,735,412
1,460,239 1,515,708 103.80 8.46 2,000,288
1,529,051 1,661,076 108.63 10.08 3,974,967
1,402,816 1,450,519 103.40 4.95 6,511,053
1,728,321 2,013,700 116.51 8.54 7,370,038
3,936,332 4,233,729 107.56 4.65 10,192,950
8,881,124 9,067,928 102.10 5.09 18,887,154
10,856,604 12,303,686 113.33 15.47 14,934,804
63,489 69,114 108.86 14.57 67,999
151,210 152,789 101.04 7.29 69,689

* These funds also had high reserves (fund balances) in relation to annual revenue (see Table XVI),
so the benefit spending in excess of revenue is not a major concern.

Fund trustees should carefully examine the relationship of benefit expenditures to
revenues. If a fund overspends on benefits, it may use up necessary reserves. If a fund
underspends on benefits, it may provide insufficient benefits for its members while
building unnecessary reserves. The funds should achieve a proper balance.

Office of New York City Comptroller Scott M. Stringer

SR16-089S 21



RESERVE LEVELS

Reserves held by the self-insured and insured active and retiree welfare funds provide a

cushion if claims for benefits exceed revenues in any particular year.
accumulate when fund revenues exceed fund expenses. (See Exhibit B.) These amounts

Reserves

are separate and distinct from any amounts held by insurance carriers. Table XIV shows

the reserve averages for each fund category.

Table XIV

Average Amount of Reserves

and Percentage of Reserves to

Annual Revenue by Category

Self-Insured Active and Retiree Welfare Funds:

NYC Contributions Number Average Percent of
Revenue Category of Funds Amount Total Revenue
Up to $1 million 12 $1,504,832 318.03%
$1 million to $3 million 17 3,932,998 232.90
$3 million to $10 million 10 11,387,867 162.84
$10 million to $20 million 11 27,743,591 164.54
More than $20 million 9 75,576,483 85.19
Overall Average 2013 59 $24,029,154 108.81%
Overall Average 2012 59 $24,014,192 196.90%
Insured Active and Retiree Welfare Funds:
NYC Contributions Number Average Percent of
Revenue Category of Funds Amount Total Revenue
Up to $3 million 5 $822,765 113.33%
Overall Average 2013 5 $822,765 113.33%
Overall Average 2012 5 $793,558 109.12%
Office of New York City Comptroller Scott M. Stringer SR16-089S
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For insured active and retiree welfare funds: using 100 percent of total annual revenue
as a reasonable level for reserves, we identified three funds that had reserves in excess
of this amount in 2013, which are listed in Table XV. Three of the four funds also had
reserves of more than 100 percent to total revenue in 2012.

Table XV

Insured Active and Retiree
Welfare Funds Reserves in Excess
of 100 Percent of Revenue

Percentage of

Fund Reserves to
Fund Name Reserves Total Revenue
Local 30 A-C Operating Municipal Engineers WF/RWF* $3,005,166 119.48%
Fire Alarm Dispatchers Benevolent Assoc WF* 513,406 110.08
NYC Deputy Sheriffs Assoc RWF* 67,999 107.10
Local 333 United Marine Division WF 457,563 105.54

* These funds also had reserves of more than 100 percent to total revenue in 2012.
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For self-insured active and retiree welfare funds: using 200 percent of total annual
revenue as a reasonable level for reserves, we identified 25 funds that had reserves in
excess of this amount, which are listed in Table XVI. Twenty-two of the 25 funds also
had reserves of more than 200 percent to total revenue in 2012.

Table XVI

Self-Insured Active and Retiree

Welfare Funds Reserves in Excess

of 200 Percent of Revenue

Fund Name

Local 14 -14B IUOE WF/RWF*

Local 15, 15A, 15C Operating Engineers WF/RWF*
NYC Muni. Steamfitters & Steamfitter Helpers WF*
NYC Muni. Steamfitters & Steamfitter Helpers RWF*
1199 SEIU Licensed Practical Nurses WF*

Local 3 IBEW Electricians WF*

Local No. 5 MNCPL Employees Benefit Trust Fund *
Local 211 Allied Building Inspectors WF*

Local 444 Sanitation Officers RWF*

Organization of Staff Analysts WF/RWF/ED*

NYC Municipal Plumbers & Pipefitters WF*
Doctors Council WF*

Doctors Council RWF*

Local 333 United Marine Division RWF*

Local 94 Uniformed Firefighters Assoc WF*

Local 444 Sanitation Officers WF*

Local 3 IBEW Electricians RWF*

Local 854 Uniformed Fire Officers Assoc WF*

New York City RWF*

Correction Captains Assoc WF/CLRF*

Local 246 SEIU RWF

Detectives Endowment Assoc WF *

New York State Nurses Assoc WF

Local 246 SEIU WF

Local 891 School Custodian & Engineers WF/RWF/ED

Fund

Reserves

$1,169,380
5,091,536
1,543,397
791,360
6,511,053
7,370,038
1,124,356
8,519,999
15,861,610
35,951,440
3,870,764
3,735,412
2,307,236
915,577
41,928,890
5,026,963
3,974,967
10,192,950
17,741,491
3,003,443
3,969,737
18,887,154
31,429,038
4,852,005
5,041,374

Reserves to

810.76%
804.81
780.57
491.33
464.14
426.43
416.52
356.17
350.15
336.62
327.07
298.22
295.47
289.33
271.26
263.75
259.96
258.95
247.24
236.04
224.87
212.67
212.49
210.66
208.56

* These funds also had reserves of more than 200 percent to total revenue in 2012.
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OPERATING DEFICITS

In 2013, 20 of the 64 (31 percent) active and retiree welfare funds in our analysis incurred
operating deficits totaling $14.0 million, as shown in Table XVII. The deficits ranged from
$5,479 to approximately $2.7 million. One fund, Local 371 Social Service Employees
WF/ED/Legal/ADM continued to deplete its reserves this year by 31.60 percent as of
June 30, 2013, a 2-year decline of 48.9 percent from its June 30, 2011 fiscal year-end

reserves of $8,775,046.

Table XVII

Funds with Operating Deficits and

Declining Reserves

Fund Name

Local 831 Uniformed Sanitationmen’s Assoc WF*
Local 237 Teamsters WF*

Local 371 Social Service Employees
WF/ED/Legal/ADM*

Local 1180 CWA Municipal Mgt
WF/RWF/Legal/ED/ADM

Detectives Endowment Assoc WF

Doctors Council WF*

Local 3 IBEW Electricians WF

Local 854 Uniformed Fire Officers Assoc WF*
Local 15, 15A, 15C Operating Engineers WF/RWF
1199 SEIU Licensed Practical Nurses WF*
Local 3 IBEW Electricians RWF

Doctors Council RWF*

DC 9 Painting Industry WF/RWF (Local 1969)*
NYC Municipal Plumbers & Pipefitters WF*

Local 891 School Custodian & Engineers
WF/RWF/ED

NYC Muni. Steamfitters & Steamfitter Helpers WF
Local 306 Municipal Employees WF*

NYC Deputy Sheriffs Assoc RWF*

NYC Muni. Steamfitters & Steamfitter Helpers RWF
NYC Deputy Sheriffs Assoc WF

Total

* These funds were also identified as incurring operating deficits and declining reserves in 2012.

2012-2013
2013 Percentage
Operating 2013 2012 Decrease in
Deficit Reserves Reserves Reserves
$2,733,719 $14,934,804  $17,668,523 (15.47%)
2,617,795 46,924,877 46,940,190 (0.03)
2,005,616 4,485,508 6,557,852 (31.60)
1,916,775 35,011,138 36,386,553 (3.78)
1,133,950 18,887,154 19,899,497 (5.09)
644,323 3,735,412 4,379,735 (14.71)
519,833 7,370,038 8,058,078 (8.54)
497,264 10,192,950 10,690,214 (4.65)
407,332 5,091,536 5,498,868 (7.41)
339,228 6,511,053 6,850,281 (4.95)
327,882 3,974,967 4,420,742 (10.08)
289,076 2,307,236 2,596,312 (11.13)
184,897 2,000,288 2,185,185 (8.46)
146,890 3,870,764 4,033,404 (4.03)
112,233 5,041,374 5,121,554 (1.57)
44,046 1,543,397 1,578,378 (2.22)
20,222 114,021 138,602 (17.73)
11,599 67,999 79,598 (14.57)
5,909 791,360 797,269 (0.74)
5,479 69,689 75,168 (7.29)
$13,964,068 $172,925,565 $183,956,003 (6.00%)
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We identified welfare funds that are either insolvent or have significantly low levels of
reserves in relation to their total expenses. In identifying these funds, we considered the
funds’ year-end cash reserves, their 2013 years’ operating results, and the ratios of
their reserves to the funds’ total expenses. Table XVIII identifies 14 funds that may
have current or future solvency problems.

Table XVIII

Funds with Low Reserve Levels

Excess of Percentage

Revenue of Reserves
2013 Over to Total

Fund Name Reserves Expenses* Expenses

NYC Deputy Sheriffs Assoc RWF $67,999 ($11,599) 90.56%
NYC Deputy Sheriffs Assoc WF** 69,689 (5,479) 44.48
Local 306 Municipal Employees WF** 114,021 (20,222) 107.11
Local 300 Civil Service Forum WF ** 974,943 83,630 69.14
Civil Service Bar Assoc WF** 1,076,483 3,125 69.59
Local 1182 CWA Security Benefits Fund WF/RWF/Legal** 3,396,112 173,744 60.51
Local 371 Social Service Employees WF/ED/Legal/ADM** 4,485,508 (2,005,616) 15.63
Local 854 Uniformed Fire Officers Assoc RWF** 7,200,693 22,552 67.64
Correction Officers’ Benevolent Assoc RWF** 10,423,944 1,573,221 86.66
Correction Officers’ Benevolent Assoc WF/CLRF** 14,033,931 738,861 89.94
Professional Staff Congress CUNY WF/RWF** 23,054,167 3,442,143 51.88
Local 1180 CWA Municipal Mgt WF/RWF/Legal/ED/ADM** 35,011,138 (1,916,775) 65.01
DC 37 WF** 206,445,551 7,542,424 87.39
Local 2 United Federation of Teachers WF/RWF** 252,388,840 14,186,310 91.49

* Negative $ amounts indicate funds with operating deficits in 2013.

** Indicates funds whose expenses exceeded revenue in 2012.

High reserve levels may indicate that funds do not spend enough of their total annual
revenue on benefits. Low reserve levels may point to excessive amounts of revenue
spent on benefits and administrative expenses.
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ANALYSIS OF TOTAL REVENUE

In 2013, the 64 welfare funds in our survey had revenue totaling $1.09 billion. Expenses for
these funds totaled $1.04 billion — $90.1 million for fund administration and $949.5 million
for benefits to members. The $52.3 million surplus (revenues over expenses) increased
the funds’ reserves.

In previous sections, we analyzed the funds’ usage of their total revenues. Table XIX
identifies funds that, compared to averages for their categories, have high administrative
costs and/or low benefit costs.

Table XIX

Self-Insured and Insured, Active and Retiree Welfare Funds with
High Administration Expenses and/or Low Benefit Expenses
as a Percentage of Total Revenue

Percentage of Percentage of
Administrative Benefit
Expenses to Expenses to
Total Revenue Total Revenue
Total Category Category
Fund Name Revenue Average Fund Average Fund
Local 237 Teamsters WF $35,749,066 8.22% 11.47% 89.73%  95.86%
Local 1 Council of Supervisors & Admin RWF* 12,506,490 6.54 10.16 79.12 76.98
Local 1 Council of Supervisors & Admin WF* 11,056,820 6.54 9.50 79.12 87.06
Local 831 Uniformed Sanitationmen’s Assoc WF* 10,856,604 9.06 11.85 91.15 113.33
Organization of Staff Analysts WF/RWF/ED* 10,680,072 6.54 13.40 79.12 80.46
Local 1182 CWA Security Benefits Fund
WF/RWF/Legal* 5,786,188 9.06 16.54 91.15 80.46

LOC?}VSF%V?/CF?E‘I’D' Custodian & Engineers 2,417,208 13.97  21.44 87.93 8321
Local 211 Allied Building Inspectors WF 2,392,107 13.97 6.36 87.93 59.78
Local 246 SEIU RWF 1,765,378 13.97 13.82 87.93 69.72
1199 SEIU Licensed Practical Nurses WF 1,402,816 13.97 20.78 87.93 103.40
Doctors Council WF* 1,252,563 13.97 25.12 87.93 126.32
United Probation Officers Assoc WF* 1,174,574 13.97 26.55 87.93 70.77
United Probation Officers Assoc RWF* 680,068 17.78 24.93 80.70 54.31
Local 15,15A,15C Operating Engineers WF/RWF* 632,637 17.78 30.73 80.70 133.66
Local 3 IBEW City Employees WF 595,103 17.78 5.87 80.70 45.33
Fire Alarm Dispatchers Benevolent Assoc WF* 466,414 10.38 11.53 90.37 71.11
Local 333 United Marine Division WF* 433,542 10.38 16.38 90.37 85.98
Local No. 5 MNCPL Employees Benefit Trust Fund * 269,939 17.78 7.71 80.70 26.60
Local 14 -14B IUOE WF/RWF 144,233 17.78 13.95 80.70 64.30
Local 306 Municipal Employees WF* 86,229 17.78 29.44 80.70 94.01

Boldface - fund had high administrative expenses and/or low benefit expenses in 2013.
* These funds also had high administrative expenses and/or low benefit expenses in 2012.
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The basic objective of a welfare fund is to provide benefits to their members while keeping
administrative costs to a minimum. Funds that accumulate excessive reserves or expend
large amounts for administration at the expense of members’ benefits do not achieve their
basic objective. Therefore, the trustees of these funds should evaluate how they expend
total revenue and best ensure that the objective of the welfare fund is met.

Funds Should Address Financial and Operating Issues to
Ensure Maximum Use of Revenue and Continued Financial
Solvency

In summary, we identified financial issues that, in our opinion, should be addressed by
the fund management. Specifically, these include:

e Expenses that exceeded revenues, resulting in operating deficits.
Operating deficits could deplete fund reserves, which could ultimately lead
to insolvency.

e Administrative expenses that exceeded the averages for other funds in the
same category. Reducing administrative expenses would provide funds to
increase benefits for members.

e Operating surpluses that resulted in high reserves. EXxcess reserves may
indicate that funds should increase members’ benefits.

Fund managers have a fiduciary responsibility to their members. A fund that accumulates
excessive reserves or expends large amounts for administrative costs is not achieving its
basic goal of providing optimum benefits to members while achieving financial solvency.
Accordingly, the trustees of the funds listed in Table XX should evaluate how fund
resources could be better used.

Table XX (previously included in the Executive Summary) lists 10 funds with potential
financial issues in 2013 that, in our opinion, should be addressed.
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Table XX

Funds with Potential Financial Problems Identified in this Report
(Problem Areas Highlighted)

SURPLUS OR BENEFITS EXPENSE AD"’E)N(LSET,\TSAE IVE FUND BALANCE RISK OF
FUND TOTAL OVERALL OPERATING CPA INSOLVENCY

REVENUE | EXPENSES DEFICIT) oL % OF oL % OF % OF BALANCE/ | OPINIONS ) E(SEED

REVENUE REVENUE TOTAL REVENUE | DEFICIT* )
E‘;f;'o‘z’,gss&f;f}:zi‘ﬂgz” Ay | $26697,515 | $28,703,131 ($2,005,616) | $26,061,864 97.62% | $2,641,267 0.89% |  $4,485,508 16.80% 224 Unqualified ST
g‘;ﬁ‘:ﬁ;ﬁﬁggi"ﬂsgoc WE $10,856,604 | $13,590,323 ($2,733,719) | $12,303,686 | 113.33% | $1,286,637 11.85% | $14,934,804 | 137.56% 546 Unqualified LT
'ézf]i'ﬁ%ﬁiffﬁ;ﬁ&‘g}{egmﬂ $5,786,188 |  $5,612,444 $173,744 |  $4,655,602 80.46% $956,842 16.54% |  $3,396,112 58.69% N/A Qualified** LT
Local 3 IBEW Electricians RWF $1,529.051 |  $1,856,933 ($327,882) |  $1,661,076 | 108.63% $195,857 12.81% |  $3,974,967 | 259.96% 1212 Qualified*** N
,{11:359 e?f,{,UF Licensed Practical $1,402,816 $1,742,044 ($339,228) $1,450,519 |  103.40% $291,525 20.78% $6,511,053 | 464.14% -1919 Ungqualified N
Doctors Council WF** $1,252,563 |  $1,896,886 ($644,323) |  $1,582,270 | 126.32% $314,616 25.12% | $3,735412 | 298.22% -580 Unqualified N
Doctors Council RWF $780,870 |  $1,069,946 ($289,076) $899,658 | 115.21% $170,288 21.81% | $2,307,236 | 295.47% -798 Unqualified N
NYC Deputy Sheriffs Assoc WF $151,210 $156,689 ($5,479) $152,789 |  101.04% $3,900 2.58% $69,689 46.09% 1272 Unqualified N
\L/\‘,’,Sf" 306 Municipal Employees $86,229 $106,451 ($20,222) $81,068 94.01% $25,383 29.44% $114,021 |  132.23% 564 Unqualified LT
g\\/(v(i: Deputy Sheriffs Assoc $63,489 $75,088 ($11,599) $69,114 | 108.86% $5,974 9.41% $67,999 | 107.10% -586 Unqualified LT

Legend

N - Currently Not at Risk of Insolvency

ST — Short-term Risk of Insolvency within 1 - 3 years
LT - Long-term Risk of Insolvency greater than 3 years

N/A — Not Applicable

* A ratio estimating the number of years that a fund can operate before being "in the red" if all factors remain constant. For example, number "-101" would indicate the fund has
approximately one year before becoming insolvent.

** These funds were also cited for Potential Financial Problems in 2012.

*** See Table XXI where the specific issue for this fund with a “Qualified” opinion is detailed.
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EXCEPTIONS ON FUND OPERATIONS

In accordance with Comptroller's Directive #12, each fund must annually engage an
independent CPA to issue an opinion on financial statements prepared by the funds, and
accompanying that opinion, the CPA must issue a management letter that comments the
fund’s management practices and internal control systems. In 2013, some of the
management letters identified internal control issues that could affect the financial
statements. Based on our review of the funds’ financial statements, the opinions and
management letters submitted by the CPAs and the booklets distributed by the funds
describing their benefits, we found that a number of funds did not comply with certain
aspects of Directive #12 and their agreements with the City.

CPA Opinions

As noted, CPAs audit, certify and render opinions on the funds’ financial statements. The
fund agreements between the City and the unions require the preparation of each fund’s
financial statements on the accrual basis of accounting and in conformity with GAAP.
CPAs may render one of the following opinions:

Opinion Description
Unqualified Financial statements present fairly, in all material respects, the financial

position, results of operations, and cash flows of the entity in conformity
with generally accepted accounting principles.

Qualified Except for the effects of the matter(s) to which the qualification relates,
the financial statements present fairly, in all material respects, the
financial position, results of operations, and cash flows of the entity in
conformity with generally accepted accounting principles.

Adverse Financial statements do not present fairly the financial position, results
of operations, or cash flows of the entity in conformity with generally
accepted accounting principles.

Disclaimer The auditor does not express an opinion on the financial statements.

Seventy-five of the 90 funds reviewed received unqualified opinions. However, 15 funds
received qualified opinions from independent auditors because the funds’ independent
CPAs concluded that each of the 15 financial statements were not presented in
accordance with GAAP. In each case, this was because post-retirement and other benefit
obligations must be presented on the fund’s financial statements (see Table XXI).
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Table XXI

Funds that Received Qualified Opinions or Disclaimers
from their Independent Auditors

FUND OPINION | INDEPENDENT AUDITOR COMENTS

Assistant Dep Wardens/Dep Wardens Qualified Excludes postretirement benefit obligations.*

WF/RWF/CLRF
Correction Captains Assoc RWF Qualified | Excludes postretirement benefit obligations.*
Correction Officers’ Benevolent Assoc RWF Qualified | Excludes postretirement benefit obligations.*
DC 37 WF Qualified | Excludes postretirement benefit obligations.*
Detectives Endowment Assoc RWF Qualified | Excludes postretirement benefit obligations.*

Local 1180 CWA Municipal Mgt

WF/RWF/Legal/ED/ADM Qualified | Excludes postretirement benefit obligations.*

Local 1181 CWA Supervisory Employees

WE/RWE Qualified | Excludes postretirement benefit obligations.*

Local 1182 CWA Security Benefits Fund Qualified | Excludes postretirement benefit obligations.*

WF/RWF/Legal
Local 3 IBEW Electricians RWF Qualified | Excludes postretirement benefit obligations.*
Local 300 Civil Service Forum RWF Qualified | Excludes postretirement benefit obligations.*
Local 333 United Marine Division RWF Qualified | Excludes postretirement benefit obligations.*

Local 891 School Custodian & Engineers Qualified | Excludes postretirement benefit obligations.*

WF/RWF/ED
Local 94 Uniformed Firefighters Assoc RWF Qualified | Excludes postretirement benefit obligations.*
Organization of Staff Analysts WF/RWF/ED Qualified | Excludes postretirement benefit obligations.*
United Probation Officers Assoc RWF Qualified | Excludes postretirement benefit obligations.*

* Asin 2012, these funds' financial statements received qualified opinions because they continued to exclude
postretirement benefit obligations contrary to Government Accounting Standards Board Statement No. 43,
Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans ("GASB No. 43").

Funds that received qualified opinions from their independent auditors should take
immediate action to correct these problems.
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Late Submission of Directive #12 Reports

In 2013, 46 of the 107 funds (43.0 percent) in our analysis failed to make timely submissions
of their Directive #12 reports to the Comptroller's Office. Comptroller's Directive #12
requires that within nine months after the close of a fund'’s fiscal year, each fund’s trustees
must submit a report to the City Comptroller showing the fund’s condition and affairs during
its preceding fiscal year. Included in the fund’s annual Directive #12 filing is an audited
financial statement and a CPA-prepared management letter commenting upon internal and
management controls that were assessed during the CPA audit. Further, Directive #12 also
requires that each fund comment on management matters such as investment policies,
bidding practices, staff utilization, and accounting allocations. The Directive #12 reports
provide a basis for a comparative analysis of fund operations and for the identification of
deviations from the norm.

Of the 46 late submissions:

e One fund submitted its Directive #12 reports in excess of two years after its
due date — 35 months after its fiscal year-end.

o Fifteen funds submitted their Directive #12 reports between one and two
years after their due dates — 21 to 33 months after their fiscal year-end.

e Eight funds submitted their Directive #12 reports between six months and one
year after their due dates — 15 to 19 months after their fiscal year-end.

e One fund submitted its Directive #12 report between three and six months
after its due dates — 12 months after its fiscal year-end.

e Twenty-one funds submitted their Directive #12 reports less than three
months after their due dates.

Table XXII lists the 24 funds that submitted their Directive #12 reports in excess of six
months after their due dates — 15 months or more aft