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41 percent. If you include the annual payments the 
city makes on a $1.25 billion bond it took out in 1999 
— six months before enacting DROP — to bolster 
the pension system, the true cost rises to 48 percent 
of the city’s payroll, Boyle says.

He faults the Board of Pensions and Retirement, 
which oversees the pension fund: “The pension 
board has completely mismanaged this plan by 
not addressing the rising costs.” 

In the private sector, pension funds cost between 3 
percent and 10 percent of companies’ payroll costs. 
“Having a cost of 48 percent of payroll for pensions 
would be considered ludicrous,” Boyle says. And, 
he says, DROP has to be a big factor in those ris-
ing costs. 

City Finance Director Rob Dubow, also the chair-
man of the pension board, agrees that the rising cost 
of pensions is the biggest financial problem facing the 
city. “It’s gone up dramatically and it puts pressure 
on our entire budget,” he says in an interview. 

However, he says, the city pension board doesn’t 
determine employee benefits; they’re set by labor 
contracts and city ordinance. He also disagrees 
about the role played by DROP — if DROP is a 
problem, he says, it’s just a small part of the city’s 
overall pension woes.  

■ COMPOUNDING ERRORS
The primary goal of DROP programs adopted across 
the country in the last few decades was to retain 
veteran police and firefighters who were taking 
early retirements, collecting their pensions and 
then moving on to new jobs in the private sector. 
The thinking was, why not create a legal double-
dip that would keep police and firefighters at their 
government jobs? But here in Philadelphia, the 
pension board decided to open its DROP program to 
all city employees regardless of whether they wore 
a uniform, including even elected officials. 

The results have been disastrous. 

In 1999, the pension board sent out a letter inform-
ing city employees that they were now eligible to 
enroll in DROP. “PLEASE BE PATIENT,” the let-
ter said. “WE EXPECT SEVERAL HUNDRED 
APPLICATIONS.” 

The first week, more than 1,000 employees signed 
up. It’s been a stampede ever since, unforeseen by 
both city officials and the consultants from Mercer 
Inc. who advised them. 

“Sounds like our expectations were exceeded,” says 
Kenneth A. Kent, the city’s lead actuarial consul-
tant, who has advised pension officials from 1995 
until 2010, with the exception of 2005 and 2006. 
Kent says the economy may have had “an impact 
on people’s behavior.” 

DROP has been a failure with regard to its two 
originally stated goals: It isn’t cost-neutral, and it 
hasn’t induced workers to stay on the job longer. 
Instead, it’s had the opposite effect. 

In 1999, the year the city adopted DROP, non-
uniformed city employees retired at an average 
age of 60.1. By 2005, the most recent figures avail-
able, non-uniformed employees left their jobs at 57. 
(Non-uniformed employees make up 67 percent of 
DROP enrollees.) 

“I think it makes sense before you offer a new pen-
sion benefit you would understand what the cost 
would be,” says Dubow, appointed by Nutter in 2008. 
“I don’t know how they looked at it back then.” He 
says that Nutter has hired Boston College to study 
“what impact [DROP] has had on [employee] behav-
ior and costs.”

The city made a few other miscalculations when 
it set up DROP. Back in 1999, the city’s actuaries 
projected the pension fund would earn a 9 percent 
return on its investments every year. That turned 
out to be overly optimistic. Over the next dozen years, 
investment returns have averaged less than 4 per-
cent a year.

Kent says that Philadelphia is hardly alone. “If 
>>> continued on page 16
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