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STATE OF NEW YORK
INSURANCE DEPARTMENT

25 BEAVER STREET
NEW YORK, NEW YORK  10004

March 16, 2001

Honorable Gregory V. Serio
Superintendent of Insurance
Albany, New York 12257

Sir:

In accordance with instructions contained in Appointment No. 21626, dated October 4,

2000 and annexed hereto, an examination has been made into the condition and affairs of the

Police Officers’ Variable Supplements Fund, hereinafter referred to as “the Fund,” at its home

office located at located at 1 Police Plaza, New York, New York 10038.

Wherever “Department” appears in this report, it refers to the State of New York

Insurance Department.

The report indicating the results of this examination is respectfully submitted.
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1.  EXECUTIVE SUMMARY

The Fund was established effective July 1, 1970 and provides supplemental benefits to

police officers who retired from service on or after October 1, 1968.  Benefits became

guaranteed to eligible members of the police force in 1993 with the adoption of Chapter 479 of

the laws of 1993, which amended Title 13, Chapter 2 of the New York City Administrative Code

(“Administrative Code”).

The examiner’s review of a sample of transactions did not reveal any differences which

materially affected the Fund’s financial condition as presented in its financial statements

contained in the June 30, 1999 filed annual statement. (See item 5 of this report)

The board of trustees did not approve the actuarial assumptions as required by Section

13-270(e) of the Administrative Code. (See item 4 of this report)

The examiner recommends that, upon the adoption of updated Rules and Regulations by

the New York City Police Department, Subchapter Two Pension Fund (“Police Pension Fund”),

the Fund incorporate all changes that have been instituted since 1940. (See item 8 of this report)
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2.  SCOPE OF EXAMINATION

The prior examination was conducted as of June 30, 1997.  This examination covers the

period from July 1, 1997 through June 30, 1999.  As necessary, the examiner reviewed

transactions occurring subsequent to June 30, 1999 but prior to the date of this report (i.e., the

completion date of the examination).

The examination comprised a verification of assets and liabilities as of June 30, 1999 to

determine whether the Fund’s 1999 filed annual statement fairly presents its financial condition.

The examiner reviewed the Fund’s income and disbursements necessary to accomplish such

verification and utilized such examination procedures, as deemed appropriate, in the review or

audit of the following matters:

Fund history
Administration
Accounts and records
Member benefits
Financial statements

The examiner reviewed the corrective actions taken by the Fund with respect to

violations, recommendations and/or comments contained in the prior report on examination.  The

results of the examiner’s review are contained in item 10 of this report.

This report on examination is confined to financial statements and comments on those

matters which involve departure from laws, regulations or rules, or which require explanation or

description.
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3.  DESCRIPTION OF FUND

A.  History

The Fund was established effective July 1, 1970 by amendment to the Administrative

Code, which added a new Article 3 to Title B of Chapter 18.  The Police Superior Officer’s

Variable Supplements Fund was established on the same date as the Fund by the addition of a

new Article 4 and is covered under a separate report on examination.  Articles 3 and 4 were

combined and recodified as Title 13, Chapter 2, and Subchapter 3 of the Administrative Code.

The Fund receives monies from the Police Pension Fund pursuant to the provisions of

Section 13-232.3 of Subchapter 2 of the Administrative Code, which are referred to as

transferable earnings (“SKIM”), in addition to monies received from any other source pursuant

to law.

The Fund is administered independently by a board of trustees and has the powers and

privileges of a corporation.  Members of the board are trustees of the monies and have the power

to invest the same in accordance with the limitations and restrictions imposed on savings banks

and the Administrative Code.  The Comptroller of the City of New York (“Comptroller”) is the

custodian of the assets and also provides certain administrative services to the Fund.

Basic pension benefits are provided to police officers through their membership in the

Police Pension Fund.  The Fund provides supplemental benefits to police officers who are

service retirees of the New York City Police Department on or after October 1, 1968 with 20

years or more of service.  Receipt of benefits does not constitute membership in a pension or

retirement system and benefits paid to recipients do not constitute pension or retirement benefits.

Under Section 13-287 of the Administrative Code, the Fund is subject to the supervision

of the Department, which may examine its affairs with the same powers and jurisdiction as are

applicable to a life insurance company under Article 3 of the New York Insurance Law.
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B.  Growth

The assets of the Fund increased by 24.7% during the examination period. (See item 5 of

this report)  The total retirees receiving benefits decreased from 7,935 as of June 30, 1997 to

7,767 as of June 30, 1999.

4.  ADMINISTRATION

Management of the Fund is vested in its board of trustees.  Section 13-280 of the

Administrative Code states that the board shall consist of a representative of the Mayor, the

Comptroller, the Commissioner of Finance and two members of the Patrolmens’ Benevolent

Association.

The members of the board of trustees and their principal business affiliation as of

June 30, 1999 were as follows:

    Members              Affiliation

Laurence Levy Representative of the Mayor of the City of New York
Jane Levine Representative of the Comptroller of the City of New York
Seth A. Cohen Representative of the Commissioner of Finance
Louis Mattarazzo President, Patrolmens’ Benevolent Association
James Savage First Vice President, Patrolmens’ Benevolent Association

Effective July 1, 2000, Seth A. Cohen, James Savage, and Louis Mattarazzo were

replaced by Faith Miller, John Puglissi, and Patrick Lynch, respectively.  On September 8, 2000,

Susan Rockford replaced Faith Miller.

The examiner’s review of the minutes of the meetings of the board of trustees and its

committees indicated that meetings were well attended and that each trustee attended a majority

of meetings.

Section 13-270(b) of the Administrative Code provides that the board of trustees of the

Fund consists of five members.  The Fund’s annual statements for 1998 and 1999 each indicate

seven members of the board of trustees.  It is recommended that the Fund’s annual statement

show as board members only the actual board members or the designated representatives of the

board members.  This recommendation appeared in the previous report on examination.
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Section 13-270(e) of the Administrative Code of the City of New York states, in part:

“The actuarial assumptions used by the actuary in making such annual valuation
of liabilities including assumptions as to interest rate, mortality of pension fund
beneficiaries and number of police officers in service . . . shall be adopted by the
board on the recommendation of the actuary”.

A review of the minutes of the board indicated that the actuarial assumptions for the

years 1998 and 1999 were not approved by the board.  The examiner recommends that the Fund

adhere to Section 13-270(e) of the Administrative Code by having the board approve the

actuarial assumptions and reflecting such in the board meeting minutes.  This recommendation

appeared in the previous report on examination.
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5.  FINANCIAL STATEMENTS

The following statements show the comparative statement of income and disbursements

for the period since the prior examination and the assets and liabilities as of June 30, 1998 and

June 30, 1999.  The examiner’s review of a sample of transactions did not reveal any differences

which materially affected the Fund’s financial condition as presented in its financial statements

contained in the June 30, 1999 filed annual statement.

A.  STATEMENT OF INCOME AND DISBURSEMENTS

Fiscal Year Ending June 30,

                    1998              1999

Ledger assets at end of previous year $669,907,285 $673,483,184

Income
Gross interest on collateral loans $       351,478 $       709,397
Gross interest on bonds less accrued interest 22,227,735 19,433,550
Gross dividends on stocks 8,818,268 9,329,730
Gross interest on STIF 704,222 650,238
Gross interest on investment income 418,846 17,514
Gross interest from security lending 52,291 217,670
Gross profit on sale of bonds 6,678,565 5,096,304
Gross profit on sale of stocks 17,243,042 60,476,929
Gross increase by adjustment on book value of bonds        609,318        367,298

Total income $  57,103,765 $  96,298,630

Disbursements
Benefit payments $  49,894,054 $  51,253,883
Investment expense 1,812 4,078
Foreign tax withheld on foreign dividends 742 791
Gross loss on sale or maturity of bonds 765,940 1,861,687
Gross loss on sale or maturity of stocks 1,801,652 27,675,540
Gross loss on sale of international investments 223,388 0
Decrease by adjustment in book value of bonds        840,278     1,026,200

Total disbursements $  53,527,866 $  81,822,179

Net increase $    3,575,899 $  14,476,451

Ledger assets at end of current year $673,483,184 $687,959,635
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B.  STATEMENT OF ASSETS AND LIABILITIES

Increase
June 30, 1997 June 30, 1999 (Decrease)

Assets
Ledger assets
Cash on deposit $       362,370 $        561,700 $       199,330
Commercial paper 155,733 16,504,168 16,348,435
STIF 12,430,738 10,723,143 (1,707,595)
Treasury bills 9,095,000 0 (9,095,000)
Bonds 326,113,851 299,273,545 (26,840,306)
Stocks 329,076,037 361,816,952 32,740,915
Receivable for investment securities sold 18,903,548 22,269,864 3,366,316
Payment for investment securities
  purchased  (26,229,992)    (23,189,737)     3,040,255

Total ledger assets $669,907,285 $  687,959,635 $  18,052,350

Non-ledger assets
Interest due and accrued on bonds $    3,854,162 $      3,585,286 $      (268,876)
Interest due and accrued on commercial
  paper 97 61,341 61,244
Dividends accrued 604,639 669,121 64,482
Market value of stocks over book value 280,856,233   499,161,496 218,305,263

Total non-ledger assets $285,315,131 $  503,477,244 $218,162,113

Total admitted assets $955,222,416 $1,191,436,879 $236,214,463

Liabilities
Present value of benefits payable on
  account of beneficiaries now drawing
  allowances $620,571,033 $  673,931,936 $  53,360,903
Present value of benefits provided by
  employer for members now in active
  service 185,192,736   283,307,907   98,115,171

Total liabilities $805,763,769 $  957,239,843 $151,476,074

Excess of admitted assets over  liabilities $149,458,647 $  234,197,036 $  84,738,389

Total $955,222,416 $1,191,436,879 $236,214,463
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6.  TRANSFERS FROM THE NEW YORK CITY POLICE DEPARTMENT, SUBCHAPTER

TWO PENSION FUND

The Police Pension Fund provides the necessary funding for the Fund.  Section 13-232.3

of the Administrative Code states, among other things, how the amounts transferred into the

Fund shall be computed.

The Administrative Code provides that the Police Pension Fund transfer to the Fund (and

the Police Superior Officers’ Variable Supplements Fund) an amount equal to certain excess

earnings on equity investments, referred to as transferable earnings or “SKIM”, which exceed

what the earnings might have been had such funds been hypothetically invested in fixed income

securities, less any cumulative earnings deficiencies.  If earnings on equity investments were

below those of the hypothetical fixed income securities no SKIM would be available.

During the period under examination, no SKIM was transferred from the Police Pension

Fund to the Fund.
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7.  MEMBER BENEFITS

Benefits are paid to retired eligible officers based on Section 13-271 of the

Administrative Code.  Benefits are offset by a portion of the Cost of Living Allowance

(“COLA”) supplement to the police officer’s pension until the retiree reaches age 62 or calendar

year 2007, whichever is later.

Prior to 1988, supplemental benefits paid to Fund members had to be declared by the

board of trustees on an annual basis.  As a result of labor negotiations, Chapter 247 of the Laws

of 1988 was enacted and provided for defined schedules of supplemental benefit payments,

which are guaranteed by the City of New York (“the City”).  As a result, if the assets of the Fund

could not support the supplemental benefit payments, then the City would be required by law to

fund the difference.

For police officers who were hired prior to July 1, 1988 and who retire on or after July 1,

1997 from service (with a credit of 20 or more years), the following table reflects the guaranteed

benefits payable per beneficiary:

Calendar Annual Calendar Annual
Year Supplement Year Supplement

1997 $7,000 2003 $10,000
1998 $7,500 2004 $10,500
1999 $8,000 2005 $11,000
2000 $8,500 2006 $11,500
2001 $9,000 2007 and each $12,000
2002 $9,500 calendar year

thereafter

For police officers hired on or after July 1, 1988, the annual benefit would start at $2,500

(prorated from the date of retirement) and increase in $500 increments each calendar year until

reaching the $12,000 maximum.  Benefits are paid once a year on or about December 15th.

The examiner reviewed a random sample of benefit payments to retirees and

beneficiaries to determine whether the member or beneficiary was treated fairly and in

accordance with the rules governing the Fund.  The examiner also reviewed the various controls
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involved, checked the accuracy of the computations and traced accounting data to the books of

account.  Based upon the random sample reviewed, no significant findings were noted.

8.  RULES AND REGULATIONS

The previous report on examination recommended that the Fund develop and maintain

updated Rules and Regulations and have these available for the next examination.  The Fund

utilizes the same Rules and Regulations as the Police Pension Fund.   The Administrative Code

was re-codified in 1985.  The Rules and Regulations used by the Fund are based on the

Administrative Code as reenacted in 1940, and therefore, make reference to provisions of the

Administrative Code which are obsolete and no longer applicable.  The Police Pension Fund has

stated that it will begin the process of rewriting its Rules and Regulations and submit them to the

New York City Law Department for review.  The revised Rules and Regulations will also be

applicable to the Police Superior Officers’ Variable Supplements Fund.  The examiner

recommends that upon the adoption of updated Rules and Regulations of the Administrative

Code by the Police Pension Fund, the Fund incorporate all changes that have been instituted

since 1940.

9.  CUSTODIAL AFFIDAVIT

Citibank is the custodian of securities for the Fund.  At the beginning of the examination,

a request to confirm the Fund’s securities was sent to the bank.  The examiners did not receive a

proper confirmation from Citibank. The Comptroller provided the examiners with an electronic

inventory of securities held by Citibank on CD-ROM and Citibank separately confirmed that the

CD-ROM we received from the Comptroller did in fact contain the inventory of securities held

for the Fund.  A proper confirmation should require the custodian to provide an inventory of all

securities held by them, as well as, a notarized affidavit.

The examiner recommends that the Fund facilitate the Department in obtaining proper

confirmations from its custodian.
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10.  PRIOR REPORT SUMMARY AND CONCLUSIONS

Following are the violations and recommendations contained in the prior report on

examination and the subsequent actions taken by the Fund in response to each citation:

Item Description

A The examiner recommends that the Fund comply with Section 13-270(e) of the
Administrative Code by reflecting the approval of the actuarial assumptions in
the minutes of the meetings of the board of trustees.

The Fund failed to take corrective action in response to this recommendation.
(See item 4 of this report)

B The examiner recommends that the annual statement show only the actual
board members or their designated representative.

The Fund failed to take corrective action in response to this recommendation.
(See item 4 of this report)

C The examiner recommends that the minutes of the board meetings indicate who
the attendees are and whom they represent.  The examiner further recommends
that the Fund retain the document authorizing the representative to act on behalf
of the board member.

The minutes of the meetings of the board of trustees indicated who the
attendees were and whom they represented for each of the years under
examination.  The Fund retained the document authorizing the representative to
act on behalf of the board member for each of the years under examination.

D The Fund violated Section 136.4 of Department Regulation No. 85 when it
failed to maintain documentation supporting the amounts reported in its 1997
filed annual statement.

A review of the Fund’s workpapers indicated that it maintains supporting
documentation for amounts reported in its filed annual statements.

E The examiner recommends that the Fund maintain supporting documents for all
adjustments to its trial balance.

A review of the Fund’s workpapers indicated that it maintains supporting
documents for adjustments to its trial balance.
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Item Description

F The examiner recommends that the Fund properly identify in its annual
statement income from the source that generates it.

The Fund has properly identified annual statement income from the source that
generated it during the two years under examination.

G The examiner recommends that the Fund update and adhere to its Rules and
Regulations.

The Fund utilizes the same Rules and Regulations as the Police Pension Fund.
The Police Pension Fund has not updated its Rules and Regulations to
incorporate all the changes that have been instituted since 1940.  The Police
Pension Fund has stated that in response to the examiner’s recommendation, it
will rewrite the Rules and Regulations and submit them to the New York City
Law Department for review.
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11.  SUMMARY AND CONCLUSIONS

Following are the recommendations contained in this report:

Item Description Page No(s).

A The examiner recommends that the annual statement show as board
members only the board members or their designated representatives.
This is a repeat recommendation from the prior report on examination.

5

B The examiner recommends that the Fund adhere to Section 13-270(e) of
the Administrative Code by reflecting the approval of the actuarial
assumptions in the board meeting minutes.  This is a repeat
recommendation from the prior report on examination.

6

C The examiner recommends that upon the adoption of updated Rules and
Regulations of the Administrative Code by the Police Pension Fund, the
Fund incorporate all changes that have been instituted since 1940.  This
is a repeat recommendation from the prior report on examination.

11

D The examiner recommends that the Fund facilitate the Department in
obtaining proper confirmations from its custodian.

11



Respectfully submitted,

            /s/                                 
Eugene Thummel
Associate Insurance Examiner

STATE OF NEW YORK         )
                                                  )SS:
COUNTY OF NEW YORK    )

Eugene Thummel, being duly sworn, deposes and says that the foregoing report, subscribed by

him, is true to the best of his knowledge and belief.

            /s/                                 
Eugene Thummel

Subscribed and sworn to before me

this                    day of                                     2001.




