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SUBJECT/TITLE
Annual cost-of-living adjustments for retirees of police and firefighters retirement systems in 2nd class cities

SPONSOR
Senator Brett Guthrie

MANDATE SUMMARY

Unit of Government:
x
City;

County;

Urban County Government

Program/

Office(s) Impacted:
Police and firefighters pension systems and 2nd class cities

Requirement:
x
Mandatory

Optional

Effect on

Powers & Duties
x
Modifies Existing

Adds New

Eliminates Existing

PURPOSE/MECHANICS

This bill clarifies the inflation index to be used for consideration of the annual cost of living adjustments (COLA) for retired police and firefighters of second class cities who receive annuities from local pension systems. The annual COLA is currently stated as the "All Items Consumer Price Index" published by the U.S. Department of Labor. The proposed legislation further specifies that the annual average percentage increase is to be used by the Board of Directors in considering the cost-of-living adjustment.

This bill also proposes to allow the Board of Directors of police and firefighter pension systems in second class cities to set the annual COLA at a rate higher than the average annual All Items Consumer Price Index, not to exceed a maximum rate increase of 5%. Existing legislation specifies that the adjustment shall be the increase in the Consumer Price Index (CPI) or 5%, whichever is lower. Both existing and proposed legislation requires that any increase in the cost-of-living adjustment to be supported actuarially by the pension fund.

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The local impact from this bill is indeterminable. Current legislation requires COLAs for police and firefighter pension annuities in second class cities to be the lesser of the All Items CPI, or a 5% maximum rate. The proposed legislation would allow Boards of Directors to increase the COLA in excess of the average annual change in the All Items CPI, but still limit the maximum increase to 5% per year. Both the current legislation and the proposed change require that any COLA not negatively impact a pension fund on an actuarial basis. The impact from the proposed legislation would be the difference between the CPI and the maximum rate of 5% for any year. A calculation of the local impact would require an actuarial analysis of retirement funds from each of the second class cities to determine how much of a COLA would be justified. Also, it is not known how Boards of Directors from each of the cities would elect to apply the COLA. Therefore, the local impact from this bill is indeterminable.

However, the attached table of the percent change in the average annual CPI for the period 1985 - 1998 provides an overview of the percentage increase in COLAs that would result from this bill. The range in percent change in average annual CPI for this period is a low of 1.6% in 1998, to a high of 5.4% in 1990. If this bill had been in effect in 1998, the Board of Directors of a pension fund in a second class city could have increased the COLA to the 5% maximum if actuarially justified, 3.4 percentage points greater than the 1.6% COLA that could have been applied according to existing legislation (the lesser of the All Items CPI or 5%). There would have been no change in 1990 when the average annual change in the CPI was 5.4%, greater than the maximum in existing and proposed legislation. 

Any increases in COLAs beyond those allowed under current legislation would impact the contributions by cities to the fund for current members. Cities are required to use actuarial analyses of pension funds to determine their contributions to the funds for active members. Since the COLAs for retirees would depend on the actuarial analysis of funds on deposit for those recipients, the requirement that an increase in the COLA not impact the fund would negate any impact on the city for retirees. Cities could be responsible for additional contributions to a fund for current members for whom they currently contribute funds. Cities are required to make contributions to the fund to meet future payments to current members of the police and firefighter force based on the actuarial requirements of the fund. If an increase in a COLA were to cause an increase in future payments for current members not covered by current contributions, then the city would bear responsibility for those contributions. 
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