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Brian Sanvidge, Teddy Selinger, Timothy Sheehan, Merryl Tisch, Sonia Toledo, Claudia Wagner, 
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grateful for their comments and suggestions.
This report was prepared by Thad Calabrese, Associate Professor at the Robert F. Wagner Graduate 
School of Public Service at New York University. Carol Kellerman, President; Charles Brecher, 
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INTRODUCTION

Imagine you were provided a credit card with no spending limit, and the lender did not 
require any short-term payments toward the charges you incurred. Rather, the lender 
required that your children and grandchildren pay back your charges plus accumulated 
interest in about 20 years. Facing no spending limit and no need to pay would you use the 
card extensively, or would you reject using this credit card because its terms were unfair 
to your children and grandchildren?

New York City’s municipal leaders have an analogous choice, and they have taken the 
former option. They have run up a tab of more than $95 billion and continue to charge 
about $5 billion more annually to this bill. The current debt equals about $30,000 for each 
household in New York City, and the burden will continue to grow without changes to 
current policies.1

The credit card used by municipal leaders is known as OPEB: other post-employment 
benefits. These benefits represent a part of the compensation for people who work for the 
City of New York, just like salaries and other fringe benefits. OPEB are benefits promised to 
police officers, firefighters, teachers, and other civil servants who provide public services 
each day.  The City promises them benefits in the future–and charges the promise on the 
credit card. Specifically, a variety of health insurance benefits promised to these workers 
when they retire are not paid for as they work, but are to be paid for in the future when they 
reach retirement age. The taxpayers having to foot those bills, at prices likely to be notably 
higher than their current cost, will be the next generation of New York City taxpayers.

This current OPEB financing arrangement violates a principle termed “intergenerational 
equity” which requires those who receive and consume services to pay for them rather 
than pass the cost on to future generations. This report examines the magnitude and 
nature of this fiscal problem that has been left unaddressed for decades. It also suggests 
strategies for reducing this financial burden on current and future generations by better 
aligning New York City’s OPEB with other municipalities’ benefits and establishing more 
appropriate arrangements for funding those benefits.
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HOW NEW YORK GOT SO DEEP IN DEBT

Retirement benefits have long been an attractive feature of public sector employment, and 
this has been especially true in New York City. For nearly 100 years the City’s employees 
have been promised substantial pensions upon retirement. The financing of these pension 
benefits was made relatively secure through the creation of dedicated fiduciary funds 
separate from the City’s general finances. The City, as employer, and the employees make 
contributions to the pension funds, and the money is invested to generate additional future 
funds. The required size of the current annual contributions from the City is substantial, 
about $9.4 billion, or 11 percent of General Fund expenditures, in fiscal year 2017, but 
the willingness of current City officials to allocate these funds enables the pension funds 
to be relatively sound over the long term. Even more funding may be required in the 
future to support pension benefits, but the strategy of creating dedicated pension funds 
with substantial assets and potential future earnings is a widely accepted one for sound 
financing of these promised employee benefits. 

Health insurance for retirees suffers from less sound financing. Health insurance became 
a common fringe benefit for workers in the mid-20th century, and Mayor LaGuardia 
established an innovative plan for municipal employees—the Health Insurance Plan of 
Greater New York, or HIP.2 When the City offered health insurance coverage for the first 
time in 1946, the cost was shared equally between employees and the City. This plan was 
subsequently modified with greater choices for workers and a commitment by the City to 
pay the equivalent of the full cost of the HIP plan toward coverage under the alternative 
plans which were somewhat more expensive. Coverage was extended to retirees in the 
1960s, initially with some premium cost sharing; after passage of the federal Medicare 
program for those over age 65, eligible retirees were required to enroll in that program 
and offered supplemental coverage with no premium cost sharing. Beginning in 1968 the 
City reimbursed retirees for their required Medicare Part B premiums. At the time, these 
premiums totaled $4 per beneficiary per month and few anticipated health cost inflation 
would escalate the way that it has.

The funding mechanism for retiree health insurance benefits did not follow the model 
used for pension benefits; that is, dedicated fiduciary funds established in advance with 
employer and employee contributions. Instead, it followed the model used for health 
insurance for current employees. The City paid the annual premium for current employees 
and current retirees in the year it was due in order to cover those currently eligible for 
insurance. The costs of promised benefits for future retirees were not provided for or 
taken into account. This pay-as-you-go (PAYGO) arrangement was the norm across the 
United States for state and municipal governments. By 2000 New York City paid out nearly 
$458 million for retiree health insurance benefits, or about $2,536 annually per retiree.3 By 
2005 this amount had nearly doubled to more than $913 million, or about $4,611 annually 
per retiree.4

In 2006 the Governmental Accounting Standards Board (GASB), the independent entity 
that sets rules for state and local governmental accounting, required that the accounting 
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approach for retirement benefits other than pensions (which is largely retiree health 
benefits) be aligned with that used for pensions. GASB Statement 45 required governments 
to report the following items for OPEB benefits:

 � Actuarial Accrued Liability (AAL): the estimated future cost of benefits promised to current 
retirees and current employees when they retire;

 � Actuarial Asset Value (AAV): the value of assets set aside to fund these future benefits;

 � Unfunded Actuarial Accrued Liability (UAAL): the difference between the future cost (AAL) and 
available assets (AAV); 

 � Normal Cost (NC): the current year’s incremental accrued cost of benefits for current employees; 

 � Annual Required Contribution (ARC): the amount the government would be required to pay 
each year to cover the Normal Cost plus the unfunded portion (UAAL) over a 30-year period. 

When the new GASB rules took effect in 2006, the City had to account for the OPEB 
benefits it had offered since the late 1960s without prefunding. The normal cost–the 
future benefits earned in 2006 by current employees—totaled more than $3.3 billion in 
2006, while the actual cash payouts to fund current retiree benefits exceeded $1.1 billion. 
These amounts have fluctuated annually, but have grown to nearly $5 billion annually for 
the normal cost and nearly $2.5 billion for the actual cash PAYGO. (See Table 1.)

Table 1: New York City’s OPEB Costs and PAYGO, FY2006-FY2017
(dollars in millions)

Notes: Normal Cost is the amount of future benefits earned by current employees in the current fiscal year. Required PAYGO is the actual cash disbursement needed for current 
retirees’ OPEB for prior years’ service. Sources: Normal Cost from Annual Actuarial Valuations of Other Postemployment Benefits Provided under the New York City Health 
Benefits Program, 2006-2017, Table VII-1; PAYGO from Annual Actuarial Valuations of Other Postemployment Benefits Provided under the New York City Health Benefits 
Program, 2006-2016 Appendix A and Appendix C, and Appendix C Pages 9b of 2017 valuation report (lines 2h - "Actual Benefit Payments"). NYCHA payments not included in 
financial reports.

Fiscal Year

2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017

Normal Cost

$3,311
$3,477
$3,387
$2,891
$3,318
$3,415
$3,047
$4,126
$3,977
$3,777
$4,039
$4,910

Required PAYGO Payment

$1,183
$1,405
$1,465
$1,918
$1,793
$2,080
$2,072
$2,066
$2,228
$2,248
$2,374
$2,481
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The City created a dedicated fund for OPEB benefits in 2006, known as the Retiree Health 
Benefits Trust (RHBT), when the new GASB rules became effective.  In this first year, the 
City reported its UAAL at $54.0 billion. That is, the unfunded cost to New York City for 
future retiree benefits (those already earned by current retirees as well as current workers) 
was valued at $54.0 billion.5 The UAAL grew nearly 5 percent annually through 2009, when 
it reached a reported $65 billion. The City’s UAAL jumped more than $9 billion in 2010, 
largely attributable to federal health care reform that increased benefits (for example, 
permitting adult children to remain on parents’ insurance until age 26), and a New York 
State extension of COBRA benefits from 18 to 36 months.6 The UAAL jumped again nearly 
$9 billion in 2011, due to changes in actuarial assumptions that increased life expectancy, 
and thereby increased what the City owed.7 

In 2013 the reported UAAL dropped more than $12 billion due to a technical change in 
how the liability itself was calculated.8 From 2013 to 2016, the UAAL only increased 6 
percent in total, which represents an annual growth rate of less than 1.5 percent. The 
decline in UAAL growth is attributable in part to slower growth in health care costs than 
predicted, and increased prefunding to the RHBT. In 2017 New York City implemented 
GASB 74 and 75, which changed (among other factors) the discount rate used to calculate 
the AAL. The rate was lowered, which caused the reported UAAL to increase as a result. 
Since 2014 more than $3 billion in total has been added to the trust. (See Table 2.)

Table 2: New York City OPEB Contributions, Net Position, and
Unfunded Liability, FY2006-FY2017

(dollars in millions)

Sources: Employer Cash Contribution from Annual Actuarial Valuations of Other Postemployment Benefits Provided under the New York City Health Benefits Program, 
2006-2016, Appendix A, Table 2 + PAYGO amounts of non-NY HBP; Year End Net Position from Annual Actuarial Valuations of Other Postemployment Benefits Provided under 
the New York City Health Benefits Program, 2006-2016, Appendix A, Table 1; UAAL from Annual Actuarial Valuations of Other Postemployment Benefits Provided under the 
New York City Health Benefits Program, 2006-2016, Table I-1; 2017 data from similar source in Summary of Other Postemployment Benefits Provided under the New York City 
Health Benefits Program in Accordance with GASB 74 and 75, For Fiscal Year Ended June 30, 2017. Employer cash contributions include non-trust payments for implicit rate 
subsidies; these totaled $262 million in 2017.

Notes: The OPEB Net Positon represents the total assets accumulated to finance the OPEB liability at fiscal year end. The Unfunded Actuarial Accrued Liability (UAAL) is the 
amount of OPEB liability the City has accumulated with no corresponding assets to pay for them. New York City changed the method for calculating the AAL in 2013, which 
resulted in a decline in reported UAAL. In 2017, the City implemented GASB 74 and 75, which altered how the AAL was calculated. 

Fiscal
Year 

2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017

Employer
Cash Contribution

$2,183
2,969
1,950
1,759
1,684
1,672
1,550
1,306
3,235
3,257
2,994
3,078

Contribution Difference
From Required PAYGO

$1,000
1,563

485
-159
-109
-407
-522
-760

1,007
1,009

620
596

Year End OPEB
Trust Net Position

$1,001
2,594
3,186
3,103
3,023
2,632
2,116
1,363
2,378
3,397
4,036
4,654

Unfunded Actuarial
Accrued Liability

$54,001
57,622
62,444
64,989
74,035
83,026
87,575
74,900
75,799
73,722
79,308
90,466
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HOW MUCH IS OWED TO WHOM AND FOR 

WHAT?

Although OPEBs are commonly summarized as “retiree health insurance,” the benefit 
package in New York City has five components. Each is described below.

Medical and Hospital Insurance for Retirees Not Yet Eligible for Medicare
One benefit is the payment of insurance premiums for comprehensive medical and hospital 
insurance. Retirees who worked for City government for at least 10 years (15 years for 
teachers) are eligible for this benefit through the New York City Health Benefits Program.9 
Retirees not yet eligible for Medicare are eligible for coverage essentially identical to that 
available to current employees and their dependents.10 New York City pays the entire 
health insurance premium as long as the retiree participates in HIP HMO or GHI/EBCBS, 
and more than 95 percent of participants elect one of these options.11 In fiscal year 2017 
these insurance policies cost New York City approximately $7,200 for individuals and 
$17,600 for families annually.12

Medicare Supplemental Benefits
When retirees reach Medicare eligibility (typically at age 65), they are required to enroll in 
Medicare. The federal program provides substantial benefits, but has significant deductibles 
and copayment requirements; the City program pays the premiums for policies providing 
Medicare supplemental benefits through the same insurance companies providing its basic 
benefits, largely GHI and HIP, usually at no cost to the retiree. These premiums cost the 
City approximately $1,900 for individuals and $3,900 for families in fiscal year 2016.13 
More than 96 percent of Medicare-eligible retirees choose one of these options.14 These 
supplemental plans significantly reduce retirees’ out-of-pocket health care costs.

Medicare Part B Reimbursement
Enrollment in Medicare is associated with a monthly premium the retiree must pay to the federal 
government, usually through a deduction from Social Security benefit checks, for Medicare Part B, 
which covers medical expenses. The required premium changes annually and varies with income; as 
of 2017, the minimum is $134 monthly, and it can be as high as $429 monthly or between $1,608 
and $5,143 annually. However, one of the OPEB benefits is reimbursement from the City for any 
required premium, including the additional premiums charged to high-income retirees through the 
Income Related Monthly Adjustment Amounts (IRMAA).15 New York City reimburses municipal 
retirees for all Medicare Part B premiums paid in the prior calendar year (that is, reimbursement for 
the current fiscal year occurs in the next fiscal year). This amount will increase as Medicare Part B 
premiums increase over time.
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Union Welfare Fund Benefits

An additional OPEB benefit is contributions to union welfare funds by the City on behalf of retirees. 
More than 100 welfare funds administered by municipal labor unions provide retired members 
benefits such as prescription drug coverage, vision and dental coverage, and non-health benefits 
such as life insurance, accidental death or disability insurance, and legal services. In fiscal year 
2017, the amount of welfare fund contributions varied by union, but generally ranged from slightly 
less than $1,600 to nearly $1,800 per retiree.16

Cadillac Tax for Generous Health Care Benefits
The federal government is authorized under the Affordable Care Act of 2010 to impose a “Cadillac 
Tax” on employers who provide unusually generous health insurance benefits. This tax was initially 
scheduled to become effective in 2018, but has been delayed until 2020. When the tax takes 
effect, the City’s OPEBs are expected to be subject to it, and the City will pay the tax to the federal 
government. 

Table 3 summarizes how the $95 billion OPEB AAL is divided among these five benefit components. 
About $32.2 billion, or 34 percent, is required to pay health insurance premiums for retirees who 
have not reached age 65, and another $28.4 billion, or 30 percent, is required to pay the premiums 
for supplementary insurance for those enrolled in Medicare. Reimbursing retirees for their Medicare 
Part B premiums accounts for more than $18.7 billion, or 20 percent, and the promised union 
welfare fund contributions are another $15.3 billion, or 16 percent. The Cadillac tax represents 
less than 1 percent of the liability.

New York City’s OPEB liability is nearly equally divided between current employees and those 
already retired. Table 3 also reports the share of each OPEB component for those who are currently 
retired. 

Table 3: Composition of New York City’s OPEB Liability by
Benefit Type and Employee Category, 2017

(dollars in millions)

Source: Summary of Other Postemployment Benefits Provided under the New York City Health Benefits Program in Accordance with GASB 74 and 75, for the Fiscal Year Ended 
June 30, 2017, Appendix C. 

City
Employment

Share of
Total AAL 33.9% 29.8% 16.1% 19.7% 0.5% 100.0%

Share Related to
Current Retirees 46.0% 51.1% 55.1% 50.1% 5.2% 49.6%

Pre-
Medicare Medicare

Cadillac
Tax Total AAL AAL

Medicare
Part B

Premium
Welfare

Funds

Education
Police
Fire
Other Employees
Total

$6,106
12,539

3,021
10,549

$32,215

$12,736
3,205
1,466

10,982
$28,388

$198
103

34
174

$509

$33,743
21,059

6,530
33,788

$95,120

35.5%
22.1%

6.9%
35.5%

100.0%

$9,106
2,292
1,048
6,287

$18,733

$5,598
2,921

962
5,796

$15,276
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The accumulated cost of promised health benefits is not divided equally among all municipal workers. 
Although their health-related benefits are generally similar, variation in costs arise because their 
pension plans vary—which permits some categories of workers to retire earlier than others and 
thus receive benefits for a longer period of time. Police officers and firefighters are eligible to retire 
after 20 years of service (or 22 years if hired after 2009) with no age threshold; many retire in their 
40s and receive benefits for 30 or more years. Teachers and other education employees are eligible 
for more generous pension benefits than other non-uniformed municipal employees, so teachers 
tend to leave earlier and have longer periods of retirement than their civilian counterparts.17

As shown in Table 4, the $95.1 billion AAL is attributable to 374,473 current employees and 
259,664 retirees for a total of 634,137 members, an average of $150,000 per person. Although 
police officers and firefighters account for only about 18 percent of the employees and retirees, 
their share of the AAL is nearly 30 percent; the per member liability for these groups are over 
$241,000 and $240,000 respectively— or nearly double that for the other non-education City 
employees.18 

Table 4: New York City OPEB Liability per Member by Function, FY2017

Note: Current employees include currently active employees, and those no longer employees but eligible for OPEB. 

Source: Summary of Other Postemployment Benefits Provided under the New York City Health Benefits Program in Accordance with GASB 74 and 75, for the Fiscal Year Ended 
June 30, 2017, Appendix C. 

City
Employment

Education

Police

Fire

Other Employees

Total

Current
Employees

162,447

38,144

11,030

162,852

374,473

Current
Retirees

93,856

49,132

16,177

100,499

259,664

Total
Members

256,303

87,276

27,207

263,351

634,137

Share of
Total

Members

40%

14%

4%

42%

100%

Total AAL
($ in millions)

$33,743

21,059

6,530

33,788

$95,120

Share of
Total AAL

36%

22%

7%

36%

100%

Average
Liability per

Member

$131,655

241,293

240,015

128,299

$150,000

Table 5: New York City Average OPEB Normal Cost by Function, FY2017

Note: Current employees include currently active employees, and those no longer employees but eligible for OPEB. 
Source: Summary of Other Postemployment Benefits Provided under the New York City Health Benefits Program in Accordance with GASB 74 and 75, for the Fiscal Year Ended 
June 30, 2017, Appendix C. 

City Employment

Education

Police

Fire

Other Employees

Total

Annual OPEB Normal Cost
(dollars in millions)

$1,848

967

318

1,776

$4,910

Per Employee

$11,277

25,349

28,864

10,908

$13,111
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Another revealing indicator of the variability in cost among types of workers is the normal cost for 
benefits of each group. As noted earlier, normal cost gauges the cost of the retirement benefits 
workers have earned in the current year. Each police officer earns $25,349 in promised OPEB 
annually; for firefighters the promised amount is $28,864. Education workers and other civilians 
have a normal cost less than half that of police officers and firefighters, $11,277 and $10,908 
respectively. (See Table 5.)

The relative importance of the benefit components varies substantially among groups of workers. 
The largest source of variability is insurance premiums for workers who retire before reaching age 
65 and qualifying for Medicare. Among police officers this accounts for fully 60 percent of the 
OPEB liability, and for firefighters the share is 46 percent; in contrast “early” retirees’ insurance 
premiums account for less than one-third the liability for most civilian workers and only about one-
fifth the liability for education staff. The large share for police and firefighters is related to their 
eligibility for retirement based only on years of service and not age. Similarly reimbursement for 
Medicare Part B premiums accounts for only 11 percent of the liability for police officers, but more 
than one-quarter of the liability for education personnel. The share of liability attributable to union 
welfare fund contributions varies relatively little near the 17 percent average, reflecting the similar 
amounts paid for each type of worker.
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WHY NEW YORK CITY IS MORE INDEBTED THAN 

MOST OTHER CITIES 

New York City is not the only large city to promise OPEB benefits, yet its unfunded liability is much 
greater than that of other state and local governments. The Center for Retirement Research (CRR) 
estimated in 2016 that the total state and local government unfunded OPEB liability was more than 
$862 billion.19 Because most governments (except New York City) chose to amortize past OPEB 
liabilities over 30 years in 2006 rather than recognize the full liability immediately, this $862 billion 
reflects only a portion of currently outstanding liabilities. Assuming prior amortization patterns 
continue, this implies current OPEB liabilities outstanding are closer to $1.3 trillion nationally, 
equivalent to 55 percent of state and local government spending on current operations.20

CRR further estimates that approximately two-thirds of the unfunded liability is the responsibility of 
local (as opposed to state) governments. This reflects not only the distribution of total employment 
between the two levels, but also correlates with the type of workers–notably police officers, 
firefighters, and teachers–who receive relatively generous OPEB benefits; all are typically local 
government employees.

Because local governments vary in size, comparing the OPEB liability of cites is most meaningfully 
done on a per member (employees and retirees) basis. However, even these comparisons are 
potentially misleading. Cities vary in their functions, with some such as New York performing all 
functions of cities, counties, and independent school districts in other metropolitan areas. Generally 
in other large cities, teachers are employed by separate school districts and some functions, such 
as welfare administration, are performed by the state or separate counties. 

Table 6 presents estimates of OPEB liabilities in New York and eight other large, unionized cities. 
The analysis focuses on data from 2016 because data from 2017 are not yet available from most 
cities. To facilitate comparisons, the data in the table are adjusted to reflect a common pattern of 
amortization and to take into account the overlapping government units serving a particular area.21 
New York’s per member UAAL is larger than that for all other cities except Los Angeles, ranging 
from nearly five times that of Chicago to more than 10 percent greater than in Boston. 

Los Angeles illustrates the difficulties of comparing OPEB liabilities across jurisdictions. Residents 
of the City of Los Angeles are served by multiple local governments including a city, an independent 
school district, and a county. The county and school district have larger boundaries than the city, so 
their liabilities reflect the costs of serving more people than does the city government. Moreover, 
the city has separate pension and OPEB arrangements for its civilian workers, police officers, and 
firefighters. Although the City of Los Angeles is notable for its practice of employer prefunding 
much of the OPEB liability for its civilian workers, it does not fully fund OPEB benefits for police 
officers and firefighters (who have separate benefit plans), and the school district has virtually no 
prefunding of OPEB benefits for its employees. The combined result, heavily influenced by the 
large number of teachers involved, is a combined per member UAAL of more than $141,000 when 
adjusted for amortization.
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New York City’s unusually large OPEB liability is due primarily to its relatively costly benefit package. 
According to a 2013 study, only 27 of 61 cities analyzed had even partially prefunded their OPEB 
liabilities.22 The pattern in other cities is similar to that in New York: advance funding is made on a 
discretionary basis with infrequent and modest contributions.

The dominant reason for lower liabilities in other cities is that their promised benefits are less 
costly. This has been the case for a long time, but it has become even more significant due to 
recent efforts by other cities to lower their retiree benefit costs.

A 2013 study by the Citizens Budget Commission compared retiree health benefits of New York 
City with those of the federal government, the State of New York, and six other large cities: Chicago, 
Los Angeles, San Francisco, Boston, Phoenix, and Houston.23 None of the other jurisdictions 
matched New York City’s policy of covering 100 percent of the premium for both individual 
and family coverage and reimbursing the full cost of Medicare Part B premiums for retirees and 
spouses. For federal retirees, their share of premium costs was about 25 percent and no Medicare 
reimbursement was provided; for New York State retirees, the required premium contribution was 
at least 12 percent for individual and at least 27 percent for family coverage – which both included 
Medicare premiums reimbursements. Among the six cities, three (Chicago, Houston, and Phoenix) 
required substantial premium contributions from retirees (between 40 percent and 86 percent) 
and offered no Medicare reimbursement; Boston required premium sharing of between 17.5 and 
27.5 percent depending on the plan selected and reimbursed one-half the Medicare premium. San 
Francisco required no contribution for individual coverage but cost sharing of 12 to 35 percent for 
family coverage (depending on the plan selected) and provided no Medicare reimbursement. Los 
Angeles paid the full premium for individual and family coverage for retirees with at least 25 years 
of service, but those with 10 to 25 years of service paid a share based on length of service that rose 

Table 6: Comparison of Local OPEB Liabilities

Sources: Data from cities’ Comprehensive Annual Financial Reports and OPEB actuarial valuation reports. Boston includes Boston Public Schools, All Other City Departments, 
and the Public Health Commission. Chicago includes funds for Municipal Employees, Laborers, Policemen, Firemen, and Chicago Teachers (which is a separate legal entity). 
Denver covers OPEB plans administered through DERP, FPPA, and PERA. Los Angeles includes Fire and Police, Los Angeles City Employees, Water and Power Employees, and 
Unified School District employees. San Diego includes data on city and county benefits. San Francisco includes all City employees and the SF Unified School District. 

City

Los Angeles, CA

New York, NY

Boston, MA

San Francisco, CA

San Diego, CA

Baltimore, MD

Chicago, IL

Denver, CO

Washington, DC

Per Member
UAAL with

Standardized
Amortizations

$141,118 

$126,000 

$112,782 

$104,972 

$50,288 

$30,894 

$24,613 

$23,530 

$9,577 

Per Member
UAAL

$94,079 

$126,000 

$75,188 

$69,982 

$33,526 

$20,596 

$16,408 

$15,687 

$6,385 

Per Member
AAL

$126,457 

$132,464 

$86,327 

$70,796 

$39,400 

$31,108 

$16,553 

$32,038 

$50,015 

$5,410 

$9,673 

$3,894 

$5,827 

$585 

$1,919 

$1,098 

$4,179 

$1,768 

Per Capita 
AAL

$21,807 

$82,704 

$2,598 

$5,039 

$814 

$1,195 

$2,960 

$2,914 

$1,188 

AAL
(dollars in millions)
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to 80 percent for those with just 10 years; Los Angeles offered Medicare reimbursement only for 
retirees (not spouses) and only for the standard (not high income) rate.

Other large cities not included in the prior CBC study also provide less generous benefits to retirees 
than New York City does. In Denver retirees pay the premium (which is lower because of an implicit 
rate subsidy), which is offset at a fixed amount per year of service, and the amount declines after the 
retiree is eligible for Medicare.24 Retirees use the benefit to reduce their cost of health insurance (or 
Medicare supplements if Medicare-eligible) in retirement, and can use this benefit toward spousal 
and dependent insurance as well.25 Washington, D.C. pays only 25 percent of the premium for 
teachers and general city workers, and 30 percent for police officers and firefighters. Washington, 
D.C. also pays a smaller share, 20 percent and 25 percent, for covered family members.26

Many of these cities–already with less generous benefits than New York City–have further limited 
the benefits of retirees in recent years. Mayor Rahm Emanuel of Chicago proposed eliminating OPEB 
benefits for City workers for anyone who retired after 1989, beginning in 2014 and terminating 
all retiree health care plans by 2017. The outcome of Chicago’s OPEB reform is still uncertain and 
remains in litigation.27 Baltimore increased employees’ share of health care costs and is sun-setting 
drug benefits for retirees in 2020.28 Spouses and dependents may continue coverage after a retiree 
dies by paying 102 percent of the stated policy premium. The changes were made to all employees 
and current retirees’ benefits, not just new employees. 

In 2012 San Diego implemented a transition from a defined benefit OPEB plan to a defined 
contribution OPEB plan, dependent upon a retiree’s years of service.29 The old defined benefit 
OPEB plan included family members if the retiree paid for them, and the new defined contribution 
OPEB plan allows retirees to use funds to purchase family coverage. 

The City of Detroit entered formal Chapter 9 bankruptcy proceedings in 2013. When its plan for 
adjustment was approved in 2014, retiree health benefits were slashed as part of the resolution. 
Current and future retirees absorbed cuts upward of 90 percent of expected benefits. The 
beneficiaries of Detroit’s OPEB system fared similarly to those of Stockton, California which exited 
bankruptcy around the same time as Detroit. In this case, OPEB benefits were also reduced by 
more than 90 percent.30

Retiree Health Benefits in the Federal Government
Individuals who retire from the federal government before Medicare-eligible may obtain health 
insurance for themselves and their families. Unlike New York City, however, these individuals must 
pay for 25 percent of the premium cost on their own.31 Further, the federal government does not 
reimburse retirees for Medicare Part B premiums. In addition, the U.S. Postal Service (USPS) was 
required to account for its OPEB and begin making payments in 2006. Ever since these payments 
began, the USPS has run an operating deficit. In 2015 alone, the USPS reported $125 billion in 
debt, mostly for unfunded pensions and OPEB. Retirement benefits contribute significantly to the 
USPS’s insolvency.
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Retiree Health Benefits in the Private Sector
The private sector has experienced a significant withdrawal from offering retiree benefits over 
time, due in large part to how expensive these benefits are. In 1988 nearly two-thirds of large 
firms offered some form of retiree health benefits; this percentage has fallen to 24 percent in 
2016.32 However, nearly one-half of large firms defined as those employing 5,000 or more workers 
offer such benefits. Of these firms offering insurance, 92 percent do so for those who are not yet 
eligible for Medicare, and the percentage drops to 72 percent for those who are Medicare-eligible. 
Further, 45 percent of large firms offering benefits were considering changes to these benefits.33 
Importantly, however, most of these firms require cost sharing with retirees (full or partial); only 12 
percent of large employers report paying the full amount.34

General Motors (GM), for example, began offering retiree health insurance even before New 
York City did. In the 1950s, the company began paying for all costs associated with retiree health 
insurance. By 2004 GM had deposited $20 billion into a trust, but obligations were close to $77 
billion.35 This liability exceeded the company’s market cap, and the company was forced to shed 
the liability to a Voluntary Employee Benefit Association (VEBA) to manage the OPEB and limit its 
own exposure.
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HOW TO REDUCE THE BURDEN ON THE NEXT 

GENERATION

New York City’s elected leaders should reverse the current policy of steadily increasing the burden 
on future taxpayers and begin addressing the fiscal reality of OPEB. A successful approach must 
include two interdependent strategies: First, the cost of the benefit package should be reduced 
significantly. Second, once the cost is reduced, more substantial and systematic prefunding policies 
should be established and implemented.  

A More Affordable Benefit Package
Multiple features make the City’s current retiree benefits uniquely expensive relative to other 
municipalities - including the 100 percent premium payments for early retirees and their spouses, 
the 100 percent premium payments for supplementary Medicare coverage for retirees and their 
spouses, and the full reimbursement of Medicare Part B premiums for retirees and their spouses. 
Given this expensive set of benefits, a suitable goal is to cut the taxpayer cost in half. Reforms 
should reduce the normal cost for current workers and the PAYGO amount for current retirees 
by at least 50 percent each. The current normal cost is nearly $4.9 billion annually, so this implies 
reducing this cost by nearly $2.5 billion annually; the PAYGO amount is currently $2.5 billion, 
which implies reducing this cost by approximately $1.25 billion annually. 

Such substantial savings cannot be achieved by following the precedents established in efforts by 
the State and City to contain the cost of pension benefits. Because these benefits are protected by 
State constitutional provisions, any pension benefit reduction can apply only to workers hired after 
the changes are enacted. Because OPEB liabilities exist for current workers and retirees, changes 
for newly hired workers have minimal impact on PAYGO and normal costs for at least a generation. 
To achieve the targeted savings, changes are essential for benefits received and earned by current 
employees and retirees. 

Table 7 summarizes the fiscal impact of eight options to revise the benefit package. Many of these 
proposals share the cost of OPEB with employees, which is how New York City’s OPEB benefits 
were originally structured in the 1960s. Further, moving to such a cost sharing arrangement would 
better align New York City’s OPEB with other large municipalities’.

1. Require workers who retire before Medicare eligibility to pay 50 percent of their health 
insurance premium. This reform would reduce the normal cost by approximately $831 
million annually and lower current annual spending by approximately $420 million. This 
option would also eliminate about $16.1 billion—nearly 17 percent of the total—of OPEB 
liabilities.

2. No longer reimburse for Medicare Part B premiums. This would eliminate about $482 
million in annual normal costs, and lower current annual outlays by at least $245 million. This 
reform would also eliminate about $18.7 billion—or about 20 percent of the total—of OPEB 
liabilities. If the benefit were terminated only for future retirees, that is, current city workers, 
the change would lower the liability by $9.3 billion. 
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3. A more incremental change to the Medicare Part B reimbursement benefit is to lower it 
from full reimbursement to 50 percent reimbursement. Under current Medicare rates, this 
would require most retirees to pay about $61 monthly. This reform would lower the normal 
cost by about $241 million annually and about $122 million in current outlays. This change 
would reduce the OPEB liability by $9.4 billion, or 10 percent, if applied to all current and 
future retirees and about $4.7 billion, or 5 percent if applied only to future retirees. 

4. End benefits for spouses of retirees. This reform would reduce the normal cost approximately 
$1.78 billion annually and $328 million in current outlays. About $12.6 billion or 13 percent 
of the OPEB liability is for current retiree spousal benefits.36 A 50 percent cost share on this 
reform would reduce these savings by one-half.

Table 7: Summary of Reform Proposals and Savings

Source: CBC analysis.

(dollars in millions)

Description
Proposal
Number

Estimated
Reduction
in Annual

Normal Cost

Estimated
Reduction
in PAYGO

Estimated
Liability
Reduction

1 50% Premium-Share for pre-Medicare 
Retirees

$831 $420 $16,100 

2

Eliminate Full Reimbursement of 
Medicare Part B

    For current and future retirees
    For future retirees only

$482 
$482 

$245 
-

$18,700 
$9,300 

3

Reduce Medicare Part B Reimbursement 
from 100 to 50 percent

    For current and future retirees
    For future retirees only

$241 
$241 

$122 
-

  

$9,400 
$4,700 

4
Eliminate Spousal Coverage

Reduce Spousal Subsidy to 50 Percent

$1,783 

$892 

$328 

$164 

$12,600 

$6,300 

5
Reduce Subsidy for Medicare 
Supplemental Insurance to 50 Percent
   For current and future retirees
   For future retirees only

$358 
$358 

$189 
-

$7,600 
$3,400 

6 Move Current Retirees to  Defined 
Contribution

$1,218 $285 $10,000 

7 Increase Retirement Age for Police and 
Fire to Match Teachers 

$540 $301 $6,500 

8 Block Grant to Labor Unions for 
Management

Varies Varies Varies
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5. Reduce to 50 percent the premium payments for Medicare supplemental insurance. This 
reform would reduce the normal cost by approximately $358 million annually and $189 
million in current annual outlays. This reform would also eliminate about $7.6 billion, or 8 
percent, of the outstanding OPEB liability. 

6. Replace the full premium payments on behalf of retirees and spouses with a voucher to be 
used for purchase of insurance. Nearly $30 billion of the OPEB liability is for premiums for 
retirees who are not yet eligible for Medicare. The average OPEB cost is $10,950 per year, 
or $912 per month. Providing a voucher for $600 per month per individual would provide 
reasonable access for retirees to most options either on the State exchange or offered 
directly from New York City without an excessive burden. This reform is estimated to save 
about $1.2 billion in normal cost if applied to current workers and $285 million in current 
outlays if applied to current retirees. This reform would reduce the OPEB liability about $10 
billion, or 11 percent, although less if annual inflation adjustments were made to the voucher 
value.

7. Increase the retirement age for police and firefighters to match teachers’ retirement age 
of 55. Currently, police and fire may retire after 22 years of service. The average retirement 
age for police is approximately 48, and for fire it is 47. Increasing the retirement age would 
reduce the pre-Medicare AAL and reduce the normal cost and PAYGO in the process. This 
reform is estimated to reduce the annual normal cost approximately $518 million and reduce 
the PAYGO about $289 million. Nearly $6.3 billion in OPEB liability would also be eliminated.

8. Provide a fixed payment to municipal employee unions and authorize them to provide 
retiree health benefits. The City already makes payments to welfare funds for some health 
benefits, and it negotiates the benefit package with the Municipal Labor Committee (MLC). 
The City could provide the Coalition or its constituent units funding equal to the current 
annual PAYGO amount of $2.5 billion. Future amounts could be held constant or kept below 
the prior growth rate in OPEB costs. If the unions could find savings, they would keep it. 
Changes to benefits would come from labor initiatives, not from renegotiations with the City. 

The above is a menu of options. It provides a basis for constructing a package of reforms that can 
achieve the recommended goal of cutting the taxpayers’ costs in half. For illustrative purposes, if 
the City were to require 50 percent premium cost sharing on pre-Medicare insurance, Medicare 
Part B reimbursements, spousal coverage, and Medicare supplemental coverage, the annual normal 
cost would be reduced approximately $2.3 billion, current outlays reduced $900 million annually, 
and the liability reduced $39.4 billion, about 41 percent of the total. If the City required a 50 
percent cost sharing on these items but eliminated Part B reimbursements altogether, the normal 
cost would be reduced approximately $2.6 billion annually, current outlays reduced slightly more 
than $1 billion annually, and the liability reduced $48.7 billion, or about 52 percent of the total. 
These reforms would still leave New York City with OPEB benefits more expensive and expansive 
than other cities’ benefits, but the taxpayer burden would become more manageable.

Changes in health benefits for employees and retirees are mostly subject to collective bargaining 
and must be agreed to by union leaders. The Mayor, whose staff negotiates for the City, should 
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exercise leadership in articulating to the public and the municipal workforce the case for benefit 
revisions, and union representatives should recognize that the sustainability of their benefits 
requires a new approach that does not rely so heavily on the next generation to pay for what they 
are promised today. 

Enhanced Prefunding Policies
Even if the city’s elected and union leaders are successful in revising the retiree benefit package 
to be more affordable and consistent with practices in other jurisdictions, New Yorkers will 
still confront a sizeable OPEB liability. Postponing the day of reckoning for this bill is not only 
objectionable as a violation of intergenerational equity, but it will also create a massive, practical 
fiscal problem. Continuing to pay for retiree benefits on a PAYGO basis will eventually cause the 
current annual cost to reach a level that diverts needed resources from other municipal needs and 
that exceeds what would have been required if prefunding was implemented on a more systematic 
basis than is currently the case.

Under current policies the annual outlays for retiree benefits will in several years likely consume 
a growing and substantial portion of total municipal expenditures. Table 8 presents projections of 
the annual PAYGO expenditures for retiree health benefits on the assumption they continue to 
grow at the rate of the past 10 years; by 2027 they will have grown from the 2017 level of $2.5 
billion to more than $5 billion and by 2037 nearly $10.5 billion. If total municipal expenditures also 
continue to grow at the rate of the last 10 years, then retiree health benefit costs will rise from less 
than 3.2 percent of all spending to nearly 6.4 percent by 2037.

The current approach to prefunding is inadequate because there is no consistent policy for deposits 
and withdrawals from the RHBT. Instead the fund has been used more as a rainy day or discretionary 
fund with no clear goal of creating a large reserve that can achieve meaningful earnings. 

The City deposits money into this fund and pays for current retiree benefits from it. If the City 
deposits more than it withdraws for the annual cost of current beneficiaries, then it accumulates 
assets that can be invested to fund the accumulated unfunded liability. The appreciation of 
accumulated assets allows the City to contribute less in subsequent years. However, the amount 
the City deposits into the OPEB trust is decided upon on an ad hoc basis; no policy guides how 
much the City should contribute other than having sufficient funds to pay current year’s benefits.

Political leaders and City managers widely view the OPEB trust as a discretionary fund to smooth 
budgetary needs rather than accumulate the assets needed to pay for future benefits. For example, 
the trust is not investing long term. In 2017 about 67 percent of the total OPEB assets were 
invested in cash or cash equivalents (such as U.S. Treasury bills, commercial paper, and other short-
term funds), and the remaining 33 percent are low-yielding liquid assets that are easily converted 
to cash. Since the trust’s inception in 2006, the City has contributed more than the PAYGO amount 
seven times, and failed to contribute PAYGO five times (from 2009-2013). In 2008, the trust had 
assets equal to 5.1 percent of liabilities. This declined to only 1.8 percent in 2013, and currently 
stands at 4.9 percent again. This reflects the inconsistent funding of the trust and the inconsistent 
asset holdings of the trust.
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New policies should guide the management of the trust fund. Withdrawals should remain limited 
to the PAYGO cost of retiree benefits, but deposit should be set on a more systematic basis. A 
revised benefit package is essential to making a more prudent deposit policy fiscally practical.

Once benefit reforms significantly reduce costs, the City should deposit the normal cost into the 
trust annually. In addition, accrued balances should be invested for long-term gains and investment 
income should become part of the equation for reducing the future OPEB liability.

The basic policy for deposits should be a minimum amount equal to the normal cost as well as 
the PAYGO amount required for current retirees. This policy would not permit the City to defer 
current year costs for current employees into the future. Future costs will also be reduced as 
investment returns from accumulated assets add to the trust, and reduce or slow the growth in 
annual contributions required from the City. 

Table 8: New York City Projected OPEB Cost, Budget Expenditures,
and OPEB Liability, FY2017-FY2035

(dollars in millions)

Notes: Forecasted growth rates reflect the actual annual average growth from fiscal years 2006 to 2017 and are 8.9 percent annually for PAYGO;  
4.1 percent for NYC expenditures; and 6.3 percent for the OPEB liability (which does not include 2017). 

OPEB Liability
Forecast ($000)

OPEB PAYGO as a
Share of Expenditures

NYC Expenditure
Forecast

OPEB PAYGO
Forecast

Fiscal
Year

2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037

$2,665
$2,864
$3,077
$3,306
$3,551
$3,816
$4,099
$4,404
$4,732
$5,084
$5,462
$5,868
$6,305
$6,774
$7,277
$7,819
$8,400
$9,025
$9,696

$10,417

$76,702
$79,826
$83,077
$86,460
$89,981
$93,645
$97,459

$101,428
$105,558
$109,857
$114,331
$118,987
$123,833
$128,876
$134,124
$139,586
$145,271
$151,187
$157,344
$163,751

3.5%
3.6%
3.7%
3.8%
3.9%
4.1%
4.2%
4.3%
4.5%
4.6%
4.8%
4.9%
5.1%
5.3%
5.4%
5.6%
5.8%
6.0%
6.2%
6.4%

$101,116
$107,489
$114,264
$121,466
$129,123
$137,261
$145,913
$155,110
$164,887
$175,280
$186,328
$198,072
$210,557
$223,828
$237,936
$252,933
$268,876
$285,823
$303,839
$322,990
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Any concerns about the fiscal implications of a more aggressive deposit policy can be addressed 
through a circuit breaker provision for times of budgetary stress. Budgetary stress might be defined 
as revenues growing less than the inflation rate. In this situation the required OPEB deposit 
could be lowered in proportion to the revenue shortfall or even suspended. Under a City Charter 
amendment proposal intended to fund OPEB and introduced in 2015 by City Council Member 
Daniel Garodnick, a circuit breaker would kick in when revenue growth was less than 2 percent. In 
such a year no deposit would be mandated.
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CONCLUSION

New York City’s leaders should revise their practices with respect to retiree health benefits.
Effective reform requires two linked strategies. First, the cost of benefits promised by the City 
must be reduced to levels consistent with those available in other large cities. The scale of the 
savings should halve the cost, and this report has identified a range of options to achieve that 
goal. Second, more substantial and systematic prefunding arrangements should be implemented. 
Deposits should be made to a dedicated fund equal to the normal cost of the reduced benefits 
for current employees and the PAYGO cost for those benefits for retirees. This will permit the 
accumulation of funds for investments from which earnings can reduce future required taxpayer 
contributions.
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