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• Although only a limited number of people have been eligible, and retirement decisions are 

influenced by a myriad of factors, since DROP was instituted an officer is likely to enter 
DROP earlier than they would have otherwise retired;   

 
• Overall, the Retirement System’s accrued liability has likely increased under the DROP 

because of this change in retirement behavior; 
 

• In particular, Cheiron forecast the current observed retirement rates and existing conditions of 
the DROP and found that if the Program is continued under current conditions, the City would 
expect a resulting accrued liability of $52 million in retirement costs.  Amortizing this liability 
over 20 years as is SFERS’ current practice for benefit changes would add approximately 0.25 
percent of payroll (or approximately $6 million annually) to the current employer contribution 
rate;  

 
• While the City does save some operating costs by not having to replace an officer during their 

DROP period, those savings are less than the change in the expected value of that officer’s 
retirement benefits and the overall cost to SFERS.   

 

• Continue working for a specified period of time, not longer than three years; 

Description of the DROP 
 
The Program became available to San Francisco police officers on July 1, 2008. To be eligible to 
participate in DROP, a police officer must have at least 25 years of service as a sworn member of the 
Police Department, be at least 50 years of age, be a full-duty officer and agree to retire at the 
conclusion of his or her service in DROP.    
 
Participants in DROP: 
 

• May elect to leave the Program at any time prior to end of their eligibility period; 
• Continue to receive their regular pay and benefits; 
• Continue to make contributions to the Retirement System from their regular pay; 
• Do not directly receive retirement pay and benefits. Retirement benefits are “frozen” at the 

level that the officer had earned upon entry into DROP;  
• The officer’s retirement payments, with cost of living adjustments, are placed in a tax- deferred 

account maintained by the SFERS with a set four percent interest rate; 
• At the end of the DROP period, officers retire, leave service, stop receiving regular pay and 

benefits and begin receiving their regular retirement payments; 
• At the end of the DROP period, officers receive a lump sum payment of the retirement 

benefits, plus interest, accumulated in their DROP account. 
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Savings and Costs with the DROP 
 
Overall, the Program could save the City money if the officer had planned to retire and the DROP 
causes that officer to work more years than originally intended.  Conversely, the Program could cost 
the City money if the officer does not work past their planned retirement date, or retires earlier than 
they would have otherwise.   
 
Savings could come in three primary ways—avoided retiree health benefit costs, recruitment and 
training costs, and savings in the retirement trust fund.   
 
A working DROP officer means that instead of the City paying for health benefits for two individuals 
(a retiree and a replacement hire), the City only has to pay for the DROP Officer during that period.  In 
particular, the period of time between an individual’s retirement and their eligibility for Medicare at 
age 65 is the highest cost period for City retiree health benefits and savings per person during those 
years could be significant.   
 
Second, during the DROP period, the City can defer the cost of recruiting, hiring and training an 
additional officer.   
 
Finally, under the City’s Program design, while an officer is enrolled in the DROP they continue to 
make a required contribution of 7.5 percent of pay to the Retirement System, but do not accrue 
additional retirement benefits.    
 
To illustrate, the DROP would save money if the officer intended to retire at age 55 but instead joined 
the DROP at age 55 and worked another three years to age 58.  Conversely, the DROP costs money if 
the officer joins the Program at age 52 and then retires at age 55 when they had planned to retire 
anyway.  In that instance, they are effectively taking a cash payout with their DROP account instead of 
a somewhat increased retirement payment under the City’s defined benefit formula that would have 
accrued during those DROP years.  They are not working any longer than originally anticipated; there 
is no offset from saved health insurance premiums or deferred training costs.  Instead, there are 
increased costs to the Retirement System due to their beginning to draw benefits sooner and reduced 
retirement contributions, on a net basis, with the four percent that they earn on retirement payments to 
their DROP account. 
 
Demographics and Retirement Behavior under the DROP 
 
The data provided by Cheiron and SFERS shows that relative to retirement experience prior to DROP, 
the actual DROP entry date is not the date at which officers would likely have retired if DROP had not 
existed (See Table 1).  
 
Over a long period of time, the demographics of SFERS’ Police members show that prior to DROP, 
approximately 12 percent of officers age 55 with 25 or more years of service would have been 
expected to retire. Since DROP, 33 percent of these officers have elected to retire or enter DROP.  
With an adjustment for the initial rush of entrants at the beginning of DROP, in summer of 2008, 21 
percent of these officers have elected to retire or enter DROP.  
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Some members who enter DROP earlier than they planned to retire may work for the City longer than 
they planned to before DROP was offered, but others may be retiring from DROP exactly as they 
would have if there had been no DROP. It appears from the data that most members enter DROP 
before they would have retired if no DROP existed.  As these members continue to work through their 
period in DROP they may exit DROP after they would have otherwise retired.  There are too few 
members who have retired from DROP to determine the additional service due to the Program.  
 
 

Table 1: Retirement Rates for Police Officers age 55 with 
25 or more years of Service 

Pre-DROP  12% 
Since-DROP 33% 
Since-DROP (adjusting for initial rush) 21% 
Source: Cheiron Report 

 
 
For the period July 1, 2008 to January 1, 2010, the most recent period for which complete data exists, 
252 officers retired based on their service (disability retirements also occur but are not included here). 
Of these, 169 (67 percent) participated in DROP and 83 (33 percent) chose to retire without 
participating.  
 
The 169 officers who participated in DROP represent 27% of all officers who were eligible to retire 
via DROP during the period.  Of the officers who have elected to retire during the period, Group 2, 
Inspectors and Sergeants, have the highest DROP enrollment rate at 74 percent, Group 3, Lieutenants 
and Captains, have the lowest enrollment rate at 53 percent and Group 1, Police Officers, are in the 
middle at 66 percent.  Overall, 67 percent of all officers who retired elected to take advantage of 
DROP and all Groups have over a 50 percent election rate. (See Table 2) 
 
 

Table 2. DROP Enrollment vs. Retirement without DROP 
 July 1, 2008 to January 1, 2011 

Rank 

Total Eligible 
to Retire 
through 
DROP 

Eligible but 
has not 

elected to 
Retire 

Retired by 
Entering 
DROP  

Retired 
without 
DROP 

Retired 
for 

Disability 

Group 1:  
Police Officers 

278 149      82      43 4 

Group 2:  
Inspectors and 
Sergeants  

235 139     70     25 1 

Group3: 
Lieutenants 
and Captains 

102 69      17       15 1 

TOTAL 
615 

(100%) 
357 

(58%) 
169 

(27%) 
83 

(13%) 
6 

(>1%) 

Source: Retirement System Data 

 
 
In the period from July 1, 2008 to January 1, 2011, 169 officers have enrolled in DROP, 114 are 
currently enrolled and 55 have since retired, either because their eligibility expired or because they left 
voluntarily.   
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Group 1—the 82 individuals with the rank of Police Officer that represent approximately 50 percent of 
total enrollment, are eligible to enroll for up to three years. Eighty percent of these officers are 
currently enrolled.  Group 2—the 70 Inspectors and Sergeants, represent approximately 40 percent of 
total enrollment and are eligible to enroll for up to two years.  Of these 70 participants, 40 are 
currently enrolled and 30 have retired, of these 30 retirees 11 or 37 percent used over 95 percent of 
their eligibility prior to retiring.  Group 3—the 17 Lieutenants and Captains, represent 10 percent of 
total enrollment and are eligible to enroll for one year. Of the nine Group 3 participants that have 
retired, seven or 78 percent used over 95 percent of their eligibility prior to retiring (one used 94 
percent and the other used 34 percent) (See Table 3). 
  
Through January 1, 2011, Captains and Lieutenants that entered the Program almost always use their 
full year of eligibility, Inspectors and Sergeants are much less likely to have used their full two-year  
term—only 15 percent of these officers have used over 95 percent of their eligibility; however 57 
percent are currently enrolled and may still maximize their eligibility.  Eighty percent of Group 1 
Police Officers who have enrolled are still enrolled and are on track to maximize their three-year 
eligibility.  It is unclear what caused 37 officers (67 percent of all exits to date) to enroll for less than 
the maximum term—in general it is beneficial to both the member and the System to maximize 
eligibility. 
 

 
Table 3. DROP Enrollment  

July 1, 2008 to January 1, 2011 

Rank Length of 
Eligibility 

Entered 
DROP  

% Total 
Enrollment 

Currently 
Enrolled   

%  Currently 
Enrolled 

Since 
Retired  

Median % 
Eligibility 
Used by 
Retired 

% Retiring 
after using at 
least 95% of 

Eligibility 
Group 1:  
Police 
Officers 

3 years 82 49% 66 80% 16 37% 0% 

Group 2:  
Inspectors 
and 
Sergeants  

2 years 70 41% 40 57% 30 52% 37% 

Group3: 
Lieutenants 
and Captains 

1 year 17 10% 8 47% 9 100% 78% 

TOTAL  169 100% 114  55  
 

Source: Retirement System Data 

 

As noted above, the net increase or decrease in City costs attributable to the DROP over its first three 
years is difficult to state with certainty.   In large part this is due to the difficulty of quantifying the 
impact that DROP, in isolation from all other changes within the Police Department, the City and the 

Cost Neutrality Considerations and Findings 
 
The Charter requires the Controller and the consulting actuary of the Retirement System to analyze 
whether the Program has been cost-neutral and whether, in consideration of its achievement of its 
goals, it should be continued for an additional period of time as specified by the Board of Supervisors, 
but in no event beyond an additional three years. In fulfillment of this requirement, the Controller 
considered savings and costs to both SFERS and the City.  
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overall economy, has had on police officers’ retirement behavior and on the City and the Police 
Department’s hiring decisions. In other words: if DROP had not existed what would have happened? 
 

For Scenario 1, DROP enrollment is frozen as of January 1, 2011. Under this Scenario Cheiron 
calculates the present value of benefits

Retirement System Trust Fund Cost/Savings 
 
We asked the actuary to analyze three scenarios.  Scenario 1 shows the range of possible net savings 
and net costs using actual data through January 1, 2011, the latest period for which complete data 
exists. Scenario 2 shows the range of possible costs expected if DROP sunsets and all 357 officers that 
are eligible as of January 1, 2011 enroll. Scenario 3 is a projection of what the Program would cost in 
retirement benefits, or overall liability to the Retirement System, if it were continued for three years 
with the current DROP design and with the current behavior as experienced to date. 
 

1 for the 114 active DROP participants and 55 DROP retirees2

 
Table 4. Present Value of Benefits Due to DROP Participants  

 
as of January 1, 2011 to be $300.5 million—that is the net amount the Retirement System Trust Fund 
(Trust) would be expected to pay these Officers during their DROP enrollment and retirement.  Within 
this Scenario, Cheiron tested two assumptions. Assumption 1 is that Officers would have retired when 
they entered DROP, (i.e. DROP extended their service), and under that assumption DROP has saved 
the Trust $5 million. Assumption 2 is that Officers would have retired when they exited DROP (i.e. 
DROP did not extended their service), and under that assumption DROP has cost the Trust $29.5 
million.   
 
For Scenario 2, DROP sunsets as of June 30, 2011 and all eligible members enter the program.  Using 
the same assumptions as above to test what would have occurred if DROP did not exist, Cheiron found 
that under this Scenario DROP’s net cost impact to the Trust would range from net savings of $47.1 to 
net costs of $47 million.   
 

  
(Actual) 

   DROP Participants 
Assumption 1: 

Retire DROP Entry 
Assumption 2: 

Retire DROP Exit 
Scenario 1: DROP 
enrollment frozen as 
of 1/1/11 $300.5 million $305.5 million $271 million 
Scenario 1: 
(Costs)/Saving  $5 million ($29.5 million) 

Scenario 2: DROP 
Sunsets at 6/30/11 all 
eligible Officers join 

$838.5 million $885.6 million $808.1 million 

Scenario 2:         
(Costs)/Savings  $47.1 million ($47 million3

Source: Cheiron Report 

) 

These valuation results, taken together with the actual demographic findings discussed above, present 
a likelihood that DROP has increased the City’s retirement costs because a significant portion of 
eligible individuals did enter DROP earlier than they would have retired under previous conditions.   

                                                 
1 Present Value of Benefits is roughly equal to: (monthly pension benefits payments while in DROP+ monthly pension benefits due 

during retirement) - pension contributions while in DROP. 
2 Officers who have enrolled in DROP and exited either voluntarily or because they have reached their maximum allowable 

participation. 
3 $47 million assumes eligible Officers that would be made worse off by joining DROP do not join.  If these Officers elect to join DROP, 

even though this is against their own financial interest, the City’s projected costs are reduced to approximately $30.4 million.  
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For Scenario 3, Cheiron modeled the cost to extend DROP as allowed in the Charter under current 
conditions and with current demographics and behavior.  The change in the overall actuarial liability 
to the Trust under this scenario would be approximately $52 million. Citywide, the employer 
contribution would need to increase by 0.25 percent of payroll to amortize the $52 million in costs 
over 20 years and accrue for expected future service DROP costs. Expressed in terms of the FY11-12 
budget, that change would mean approximately $6 million in increased retirement contributions 
required from the City. 
 
Table 5 shows this change in payroll contribution rates not on the citywide basis, but for Police only. 
If the Police Department alone was required to fund the increased costs, the Department’s net 
employer contribution rate would increase from 28.17 percent of Police payroll to 30.36 percent of 
Police payroll, an increase of 2.19 percent of payroll.   
 
 

Table 5. Impact on Employer Contribution Rate for Police (as a Percent of Payroll) 
 2010 Valuation 

without DROP 
2010 Valuation 

with DROP 
Change Due to 

DROP 
Employer Normal Cost Rate 18.57% 19.28% 0.71% 
Amortization of NET UAL 9.15% 10.63% 1.48% 
Expenses 0.45% 0.45% 0.00% 
Net Employer Contribution Rate 28.17% 30.36% 2.19% 

Source: Cheiron Report 

 
 
City and Police Department Operating Costs/Savings  
 
Officers who enter the DROP program effectively allow the San Francisco Police Department (SFPD) 
to avoid the cost of recruiting, hiring and training a replacement.  The salary and fringe benefit cost for 
a cadet in training at the Police Academy is approximately $98,000.  Cost savings from keeping a 
senior officer at the top of their pay band instead of hiring a new officer have not been included in this 
analysis. 
 
There have been administrative and operating costs associated with the DROP program as well.  The 
Retirement System estimated it cost approximately $700,000 to set up and administer the DROP 
through January 1, 2011.  In addition, the Police Department, the Department of Human Resources 
and the Controller’s Office have used staff time for this Program, however those costs are considered 
here as part of the City’s operations and not material to this analysis.   
 
As discussed above, if the DROP encourages officers to work longer than they would have without 
DROP, then the Program’s potential for deferred costs are realized. For each entrant to DROP, costs 
can be deferred for a maximum of three years since they may participate in the Program for a range of 
only 12 months (Lieutenants and Captains) to 36 months (Police Officers).   
 
Averaged over the aggregate cost of the hiring and training program, the City’s costs for a new recruit, 
outside of the recruit’s salary and benefits, include: 
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• $4,700   Premium pay to trainers 
• $3,200  Uniform and equipment costs 
• $27,600  Background investigation: third party medical, poly and psych costs 
• $11,600  Background investigations: research by former sworn officers 
• 

$55,100 Minimum Costs Avoided or Delayed per Recruit 
 
During the first 30 months, 169 officers enrolled in DROP. On average these officers enrolled in 
DROP for 12 months. On a yearly basis this equates to approximately 68 officers retained due to 
DROP.  If the 169 individuals retired one year later than they would have absent the Program, the City 
would have deferred operating costs of approximately $3.75 million ($55,100 in deferred costs for 68 
officers) during the initial three year pilot period of the Program. 
 
If the Program is extended, the likely increase in employer-paid retirement contributions will exceed 
these deferred cost savings, even assuming that officers retire later than they actually have during the 
pilot period. 
 
In summary, the impact to the City’s operating budget from the Program to date ranges from incurred 
costs of $700,000 to potential savings or deferred costs of $3.75 million.  With this range, under any 
scenario, the City’s possible savings are exceeded by the Retirement System’s liability costs.   
 
With its current design, and with the demographics and behavior of the eligible members to date, it 
appears that the DROP program represents a net increase in the City’s liability and is not cost-neutral.  
We note that there are other considerations, both programmatic and financial, that may affect the 
City’s review of the Program.   
 
The Controller’s Office is available to answer your questions on this analysis and to work with the 
Retirement System and the consulting actuary as appropriate. 
 
 
 
cc:  Department Heads 
       Labor Organizations 

 

$8,000  Health benefit savings ($15,000 for retiree vs. $7,000 for active employee)  

 
 
 
 
 

 








































