
E amination of the Cit ofExamination of the City of 
Pittsburgh’s Comprehensive 

Municipal Pension Trust Fund

William G. Krieger, CPA/ABV/CFF, CFE g , ,

August 7, 2012

11



Nature of EngagementNature of Engagement

• Engaged by ICA in May 2012
A i i l d d d i l i f• Assignment included conducting analysis of:
– The current financial condition and funding level 

of the CMPTFof the CMPTF
– The current costs of administering the pensions
– The future funding obligations for the pensions
– OPEB liabilities and funding level
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Information UsedInformation Used
• Publicly Available Information:

– CAFR’s– CAFR s
– 2009 Actuarial Valuations
– CMPTF website
– Valuation of Pension Asset Created by Parking Revenues

• Additional Information Requested from CMPTF and City:
– 2011 Actuarial Valuations
– Investment Performance Reports
– Pension Audit Reports– Pension Audit Reports
– Pension Management Letters
– Projections of Future Benefit Payments (Actuary)
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– Projections of Future Required Payments
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Progress of Information Requestsg q
• May 18, 2012 – First request for information (via telephone)
• May 30, 2012 – First formal written requesty q
• June 5, 2012 – First acknowledgement of request
• May 30, 2012 – June 21, 2012 – Various attempts at follow up 

by phone and emailby phone and email
• June 22, 2012 – First documents received (incomplete 

production)
• June 26 – July 31, 2012 – Various attempts at follow up by 

phone, email and in person
• July 31, 2012 – Meeting with Representatives of City, CMPTF y g p y

and Actuary
• August 1, 2012 – Actuary Completes Analysis
• August 3 2012 City Provides Actuarial Analysis to ICA
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• August 3, 2012 – City Provides Actuarial Analysis to ICA



Historical Analysis of Pension and y
OPEB Financial Condition
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Pension / OPEB Historical Analysisy

• Funding Status as of December 31, 2011:
o The City’s combined unfunded pension and OPEB y f p

liabilities are $869 million
o Pension $380 million unfunded liability (56.5% funded)
o OPEB $489 million unfunded liability (0 0% funded)o OPEB $489 million unfunded liability (0.0% funded)

• Pension unfunded liability considers a $246 million non-cash 
asset for the present value of future parking revenues

• If this asset is not considered, the unfunded liability increases 
to more than $1.1 billion
o Pension - $626 million unfunded liability / 38% fundedy
o OPEB - $489 million unfunded liability / 0% funded
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Source: Marquette Associates, Inc. March 31, 2012 CMPTF report, pg. 4 



Parking Receipts Pension Assetg p
• Funded by “irrevocably dedicated” receipts of revenue to be 

derived from parking taxes

• Future anticipated payments:
– 2011 through 2017 - $13,376,000 per yearg , , p y
– 2018 through 2041 - $26,752,000 per year

• Asset represents the present value of these future receipts• Asset represents the present value of these future receipts

• According to CMPTF Solicitor – funding payments are to be 
d t l b th Cit ( t th d f h t )made quarterly by the City (at the end of each quarter)

• Independently valued by Gleason & Associates
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Key Funding Assumption – Parking Receipts 
P i A tPension Asset

• The Gleason valuation report includes “Assumptions and 
Limiting Conditions ”Limiting Conditions.  

• Key assumption: “We have assumed that the City passed 
Ordinance 42/44…to allow specific funding to be dedicated to 
the [CMPTF], is legally binding and irrevocable.”

• If this funding steam is revoked, changed, or delayed the 
valuation is no longer valid Recent issues:valuation is no longer valid. Recent issues:

o Payments to be made on March 31, 2012 and June 30, 
2012 were actually made on June 27, 2012 and July 10, y , y ,
2012, respectively.

o July 31, 2012 – Mayor Ravenstahl “puts on hold” plans to 
add 338 meters in the Strip District
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add 338 meters in the Strip District.



Key Funding Assumption - Anticipated 
R t I t d Pl A tReturn on Invested Plan Assets

• Currently assumed at an 8.0% annual return

• Assumed return is significantly higher than actual 
returns over the last 5 or 10 years

A li d f ( t f f ) f i t d• Annualized performance (net of fees) of invested 
portfolio (as of March 31, 2012):
o Last 5 years – 1.9%o Last 5 years 1.9%
o Last 7 years – 4.6%
o Last 10 years – 5.2%

• Funding levels are extremely sensitive to changes in 
the return on plan assets assumption
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Analysis of Projected Future Financial y j
Condition of Pension Funds
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Gleason Analysis of Future Pension 
F di d C h FlFunding and Cash Flows

• Based upon Mockenhaupt’s analysis prepared on p p y p p
August 1, 2012

• Scope was limited due to actuaries’ analysis lacking 
calculations, descriptions or key assumptions used 
to derive conclusions

“R i d” l i t b tt d t d• “Reverse engineered” analysis to better understand 
Mockenhaupt’s assumption and analysis

• Status of Gleason & Associates analysis - “Limited”Status of Gleason & Associates analysis Limited
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Summary of Actuaries’ Future Cash 
Fl P j tiFlow Projections

Key Assumptions:
• Return on Plan Assets - 8%

• Actuarial Accrued Liability -

Annual growth ranges from 07% to 1 7%o Annual growth ranges from .07% to 1.7%
o Compounded Annual Growth Rate - 1.18%

• Benefit Payments -

o Annual growth ranges from 0% - 3%
o Compounded Annual Growth Rate - 1.5%

• Administrative Expenses - 3% annual increase

• Municipal Minimum (Funding) Obligation (“MMO”) –
Calculated by Actuary
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Observations - Future 
F d d SFunded Status

• Actual MVA Funded Status - Decrease from 56.5% 
(current) to its lowest level at 36.2% (in 2031)

• From 2031 to 2039 - funding level rebounds from 
36.2% to 47.1%

• Reason - higher MMO contributions:
o 2030 to 2031 – MMO increases by 50% or 

approximately $25.4 million
o 2031 to 2039 – MMO increases from $76 5o 2031 to 2039 MMO increases from $76.5 

million to $94.8 million
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Actuarial Accrued Liability vs. Actuarial Value 
of Assets with the Parking Receipts Asset
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Actuarial Accrued Liability vs. Actuarial Value 
of Assets (without the Parking Receipts Asset)
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Sensitivity Analyses of Projected y y j
Future Financial Condition of 

Pension Funds
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Sensitivity Analysis - Annual Investment 
ReturnReturn

• Decreasing annual investment return significantly 
affects assets and the funding level.

• For example - by decreasing assumed return on 
investments by 2% (200 basis points):

di dil d f 6 % i 2011o Funding percentage steadily decreases from 56.5% in 2011 
to the lowest level of 14.9% in 2036

o Funding level rebounds to 15.6% by 2039 (due to higher 
MMO)MMO)

• Unfunded liability:
o $380,080 in 2011o $380,080 in 2011
o $819,790 in 2032
o $743,221 in 2039

• This assumed return is higher than the actual return
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• This assumed return is higher than the actual return 
over the last 10 years



Sensitivity Analysis –
Future Funding of Pension Obligations
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Sensitivity Analysis –
Cash Infusion Required to Maintain CurrentCash Infusion Required to Maintain Current 

Funding Levels
Assumptions: 
• Used actuary’s forecasted assumptions
• Solved for cash infusions required to maintain current 

56.5% fundingg
Observations:

• Additional funding not required until 2014 (when funding 
drops to 56 1%)drops to 56.1%)

• Between 2014 and 2026, additional funding required each 
year, totaling $73.6 million over 13 years

• Over the forecast period the $73 6 million contributed will• Over the forecast period, the $73.6 million contributed will 
compound to $265 million (based upon 8% assumed rate 
of return on plan assets)
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Sensitivity Analysis –
Cash Infusion Required to Maintain Current q

Funding Levels

Observations (cont’d):
• Between 2026 and 2030, funding level will increase 

from 56.5% to 57.4%.

• After 2031, funding percentage increases 
dramatically due to substantial increase in MMO 
contrib tionscontributions. 

• From 2030 to 2039, MMO increases from $51 
million to $95 million and funding level increases g
from 57.4% to 88.3%.
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Sensitivity Analysis –
Funded StatusFunded Status
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Conclusions / Considerations

Parking Asset
• Critical to maintaining current funding levels.
• City must ensure irrevocability of funding stream.

Assumed Investment Returns
• Significantly exceed actual returns• Significantly exceed actual returns.
• Lowering returns will increase need for additional funding.

Maintaining Current Funded Status
• Will require additional cash infusions to maintain funding 

levels - additional analysis required.

Other Additional AnalysisOther Additional Analysis
• Effects of potential benefit changes or plan conversions on 

funded status.
Al i f di i i i / /
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• Alternative funding scenarios – timing / amounts / 
methods



QUESTIONS?Q

Gleason & Associates P.C.
One Gateway Center, Suite 525

420 Fort Duquesne Blvd420 Fort Duquesne Blvd.
Pittsburgh, PA 15222

412-391-9010
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www.gleason-cpa.com
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