PENSION CRISIS?




In the City of Pittsburgh’s entire
recorded history (since 1983), the
Pension has never been funded
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Sometimes the Pension was literally
100% unfunded

 From the Pittsburgh Press, November 30,
1977:

* “This [pension problem] came about

because of a pay-as you go funding
system which, although cheaper in the
short run, poses considerable risks in the

long run’”

e That’s right, from at least 1971 to 1978,
the municipal pension was 0% funded!




Were the Pensions ever funded?

e 1924 — Unsustainable Fire pension fund
reorganized due to Insufficient revenue

e 1933 - Fire pension fund goes bankrupt

e 1935 — Police pension fund on verge of
running out of money and being taken by
state

e 1971-197/8 — Municipal fund out of money.
More accurately, there WAS NO FUND




$600 million unfunded?
Peanuts!

Unfunded Obligation in 2009 dollars
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In 1998 the City transferred $256 million dollars from Pension
liability to debt liability by issuing a pension bond




e In 1973, Joseph S. Lenchner, vice president of
Western Pennsylvania National Bank, had this to
say to the Home Rule Charter Committee:

“Pittsburgh’s employee pension fund is

‘financially unsound’ and ‘potential fiscal
suicide™



City Counclil’'s 1974 budget

“...It must be recognized that the City of
Pittsburgh Is in no way responsible for the
circumstance creating this pension crisis
and should not be looked to for pension
Increases in a reqular or annual basis...”

“...Remedies lie with the State Legislatures
and not with the city taxpayer”

John P. Lynch, Finance Chairman




The State Complicates PGH Pension

. 1935 — State legislative action changes formula for payments to Fire and Police pensions funds from a tax base to
a straight dollar amount. Increased cost to the City - $400,000 ($6.2 million in 2009).

. 1947 — State increases Police pensions by up to 30% - cost to the City, $600,000 per year ($5.7 million today)

. 1949 — State withholds Police pension aid statewide, including $229,745 to the City, due to ‘trick legislation.’
Legislation said payments could only be made if there was money available at the end of the 1949 fiscal state year
— the state operated on a biennial budget at the time, so there was no 1949 fiscal year, so they didn’t pay out

. 1951 - State increases police and fire pension benefits at a cost of $370,175 per year ($3 million in 2009 money)

. 1953 — State passes an unconstitutional (as ruled in 1955) increase in pension payments tied to inflation and cost-
of-living increases

. 1953 — Increased payments to retired Police officers

« 1955 - State sets cap to the amount Pittsburgh Police employees can contribute to their retirement funds. Also
sets 20 years of service and benefit of half of the monthly salary during their highest 5 years of employment

. 1955 — State allows firefighters to get increased benefits ($5 more per month) if they work in excess of 20 years
. 1956 — State increases benefits for retired City employees
. 1957 — State house raises payments to retired Police and Fire employees $27-$35 per month

. 1959 — State Senate increases pension benefits to police, fire and municipal employees — an additional $164,533
burden ($1.2 million in 2009 money)

. 1963 — state mandates pension payments to Police and Fire widows (state tells City they don’t need to put any
more money into the pension funds until 1974)

. 1967 — state attempt to give Police and Fire employees of the City of Pittsburgh — and only the City of Pittsburgh -
credit for time served in military fails by one vote (Republican from McCandless of all places was the swing vote —
who is in that seat now?)

. 1967 — state increases City retirees monthly benefits $10

. 1972 — State raises the monthly pension payment to police and fire pensioners who had been retired for more than
5 years by $35 per month — Cost to the City, $250,000 per year ($1.3 million in 2009 money)

. 1974 — state raises the monthly pension payment to City workers who had been retired for more than 5 years by
$40 per month
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The State Complicates Collective
Bargaining

Act 111. Simply put, the Union and City must go to binding arbitration
for almost every contract.

1929 — State sets salary schedule for every employee in Police and
Fire bureau — adding $800,000 ($10 million today) to the City budget
months before the Great Depression.

1935 - State liberalizes workers comp claims, removing cap on
medical payments and mandating full pay while on disability

1936 — State increases Police & Fire budgets by $400,000 ($6.2
million today)

1947 — State reduces firefighter work day to 8 hours — cost to the City,
$1.2 million ($11.5 million today)

1953 — State decreases firefighter work week from 60 to 55 hours
1972 — state lowers retirement age of municipal workers from 60 to 55

These are examples of the State superseding the City and influencing
the city’s pension obligations — not all State actions regarding labor
should be viewed negatively.




Act 205 to Help?

1983 Act 205 is written to begin to set up accountability
for Pensions and included a funding source

Allowed for a temp commuter tax if fund went broke
Included intricate formulas for determining State Aid

Pitt?burgh received $24 Million in 1988 or 19.7% of the
POO

Loophole allows other municipalities to opt in diluting the
pool

2003 Act eliminates formula and bases aid strictly on
number of active employees regardless of municipal
contribution to the plan

Pittsburgh receives less than 7.5% of pool. Wealthy
communities receive large subsidy and contribute $0




If % was kept City would receive $40
Million in Pension Aid
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Act 205 to Help?

Act 205 provides aid to most all municipalities
regardless of need

Based on number of active employees instead of
retirees.... Not as much aid as a handout.

When a municipality Is in contraction — there will
be more retirees than active employees — this Is
when they need assistance

Funding stream should be developed to aid not
only Pittsburgh but all urban job centers with
distressed pension in PA.




Pension began the year 42% Funded

Accrued Liability Unfunded # of Retirees
POLICE 353,522,000 $ (238,633,000)
308,412,000 $ (165,625,000)

MUNICIPAL 237,314,000 | $ (119,622,000) 1,701 1,778

TOTAL 899,248,000 $ (523,880,000) 4,538 3,248

*Police and Fire have only a combined 1,472 employees paying into to
support 2,837 Pensioners

#Paying In

*Public Safety Pensioners can retire at age 50 significantly increases
liability

*It must be noted that Police and Fire are high risk occupations that logically should
carry better benefits. Additionally, neither Police or Fire receive the benefit of Social
Security making it necessary for the pension to provide old age benefits and

protection for surviving spouses that would typically be covered by the SSI system.

*2007 City of Pittsburgh pp. 64, 95-102 CAFR



Distribution of Liability

$34,378 per
member

$93,827 per
member




Changes to 2057

205 or new legislation should develop a
single pension system for all municipalities

Employee and municipality should
contribute at least 1/3' each — State
should contribute aid an additional 1/3™

If Defined benefit, it must be static — no
changes by state, bargaining or arbitration
6%+6%+6%=18% of salary = 30 year
retirement




Currently not our reality

Act 44 creates a special fund for
Pittsburgh that provides no additional
funds from the State

Requires us to sell assets and dedicate
portions of our dwindling revenue to fund

Benefits are enhanced for public safety
and severely diminished for municipal

State aid will continue to dwindle and the
City’s obligation of tax dollars will grow.
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