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We have conducted a compliance audit of the City of Philadelphia Municipal Pension Fund for
the period July 1, 2016 to June 30, 2018. We also evaluated compliance with some requirements
subsequent to that period when possible. The audit was conducted pursuant to authority derived
from Section 402(j) of Act 205 and in accordance with the standards applicable to performance
audits contained in Government Auditing Standards issued by the Comptroller General of the
United States. Those standards require that we plan and perform our audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our finding and conclusions based on our
audit objectives. We believe that the evidence obtained provides a reasonable basis for our finding
and conclusions based on our audit objectives.

The objectives of the audit were:

1. To determine if municipal officials took appropriate corrective action to address the finding
contained in our prior audit report; and

2. To determine if the pension plan was administered in compliance with applicable state laws,
regulations, contracts, administrative procedures, and local ordinances and policies.

Our audit was limited to the areas related to the objectives identified above. To determine if
municipal officials took appropriate corrective action to address the finding contained in our prior
audit report, we inquired of plan officials and evaluated supporting documentation provided by
officials evidencing that the suggested corrective action has been appropriately taken. To
determine whether the pension plan was administered in compliance with applicable state laws,
regulations, contracts, administrative procedures, and local ordinances and policies, our
methodology included the following:

We determined whether state aid was properly determined and deposited in accordance
with Act 205 requirements by verifying the annual deposit date of state aid and determining
whether deposits were made within 30 days of receipt for all years within the period under
audit.



We determined whether annual employer contributions were calculated and deposited in
accordance with the plan’s governing document and applicable laws and regulations by
examining the municipality’s calculation of the plan’s annual financial requirements and
minimum municipal obligation (MMO) and comparing these calculated amounts to
amounts actually budgeted and deposited into the pension plan as evidenced by supporting
documentation.

We determined whether annual employee contributions for 50 out of 28,845 active fund
members! were calculated, deducted, and deposited into the pension plan in accordance
with the plan’s governing document and applicable laws and regulations by testing total
members’ contributions on an annual basis using the rates obtained from the plan’s
governing document in effect for all years within the period under audit and examining
documents evidencing the deposit of these employee contributions into the pension plan.

We determined whether retirement benefits calculated for 30 out of 3,006 fund members?
who retired during the current audit period represent payments to all (and only) those
entitled to receive them and were properly determined and disbursed in accordance with
the plan’s governing document, applicable laws and regulations by recalculating the
amount of the monthly pension benefits due to the retired individuals and comparing these
amounts to supporting documentation evidencing amounts determined and actually paid to
the recipients.

We determined whether the July 1, 2017 actuarial valuation report was prepared and
submitted in accordance with Act 205 and whether selected information provided on this
report is accurate, complete, and in accordance with plan provisions to ensure compliance
for participation in the state aid program by comparing selected information to supporting
source documentation.

We determined whether all annual special ad hoc postretirement reimbursements received
by the municipality were authorized and appropriately deposited in accordance with
Act 147 by tracing information to supporting documentation maintained by plan officials.

' We selected employees randomly from the population of active employees during the current audit period in order
to obtain a representative selection for the purpose of our testing to achieve the audit objective. While representative
selection is a required factor of audit sampling methodologies, audit sampling methodology was not applied to achieve
this test objective; accordingly, the results of this audit procedure are not, and should not be, projected to the
population.

2 We selected plan members randomly from the population of plan members who retired during the current audit
period in order to obtain a representative selection for the purpose of our testing to achieve the audit objective. While
representative selection is a required factor of audit sampling methodologies, audit sampling methodology was not
applied to achieve this test objective; accordingly, the results of this audit procedure are not, and should not be,
projected to the population.



The City of Philadelphia contracted with an independent certified public accounting firm for
annual audits of the City of Philadelphia Municipal Pension Fund financial statements which are
available at the city’s offices. Those financial statements were not audited by us and, accordingly,
we express no opinion or other form of assurance on them.

City officials are responsible for establishing and maintaining effective internal controls to provide
reasonable assurance that the City of Philadelphia Municipal Pension Fund is administered in
compliance with applicable state laws, regulations, contracts, administrative procedures, and local
ordinances and policies. In conducting our audit, we obtained an understanding of the city’s
internal controls as they relate to the city’s compliance with those requirements and that we
considered to be significant within the context of our audit objectives, and assessed whether those
significant controls were properly designed and implemented. Additionally and as previously
described, we tested transactions, assessed official actions, performed analytical procedures, and
interviewed selected officials to provide reasonable assurance of detecting instances of
noncompliance with legal and regulatory requirements or noncompliance with provisions of
contracts, administrative procedures, and local ordinances and policies that are significant within
the context of the audit objectives.

The results of our procedures indicated that, in all significant respects, the City of Philadelphia
Municipal Pension Fund was administered in compliance with applicable state laws, regulations,
contracts, administrative procedures, and local ordinances and policies, except as noted in the
following finding further discussed later in this report:

Finding - Partial Compliance With Prior Audit Recommendation - Incorrect Data
On Certification Form AG 490 Resulting In Excess Reimbursements By
The Commonwealth For Special 1989 Ad Hoc Postretirement
Adjustments

This finding repeats a condition that was cited in the previous audit report that has not been
corrected by the city. We are concerned by the city’s failure to correct this previously reported
finding and strongly encourage timely implementation of the recommendations noted in this
report.

The accompanying supplementary information is presented for purposes of additional analysis.
We did not audit the information and, accordingly, express no form of assurance on it. In addition,
as has been previously disclosed in prior audits of the pension fund, we are extremely concerned
about historical trend information contained in the schedule of funding progress included in
this report which indicates a continued decline of assets available to satisfy the long-term
liabilities of the municipal pension fund. For example, since July 1, 2001, the funded ratio of
the city’s municipal pension fund went from a high of 77.5% as of July 1, 2001, to a ratio of
44.8% as of July 1, 2016. Although it was noted that the municipal pension fund has
experienced a slight increase in its funded ratio to 46.8% as of July 1, 2018, which is the most
recent data available. This condition will require increased municipal contributions to fund the
municipal pension fund in accordance with Act 205 funding standards. We encourage city officials
to continue making responsible decisions when monitoring the funding of the municipal pension
fund to ensure its long-term financial stability.



A graphic illustration of the deterioration of the funding status of the city’s municipal pension fund
before and after the issuance of a general obligation bond in 1999, is presented below:
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As previously noted, Objective No. 2 of our audit of the City of Philadelphia Municipal Pension
Fund is to determine compliance with applicable state laws, contracts, administrative procedures,
and local ordinances and policies. Among several provisions relating to municipal pension plans,
Act 205, which was amended during 2009 through the adoption of Act 44 of 2009, provides for
the implementation of a distress recovery program. Three levels of distress have been established:

Level Indication Funding Criteria
1 Minimal distress 70-89%
II Moderate distress 50-69%
111 Severe distress Less than 50%

The data from the July 1, 2018, actuarial valuation reports for the city’s police, firefighters’ and
non-uniformed municipal pension fund contained the following aggregated funding data:

Actuarial Valuation Of Assets  Actuarial Accrued Liability Funding Ratio

$ 5,397,434,000 $ 11,520,980,000 46.8%

Based on the funding information noted above, the city is considered to be in Level III severe
distress status.



Act 205 of 1984 established mandatory actuarial reporting and funding requirements and a uniform
basis for the distribution of state aid to Pennsylvania’s public pension plans. Through the
establishment of mandatory actuarial reporting and funding requirements, and by providing annual
allocations of state aid, Act 205 was intended to provide a pathway for Pennsylvania’s municipal
pension plans to become fully funded. However, in the 34 years since Act 205 was implemented,
despite the deposit of $1.25 billion from the issuance of a general obligation bond in 1999, not
only has the City of Philadelphia Municipal Pension Fund failed to achieve progress towards
becoming fully funded, the funding status of the city’s pension fund remains below the 50 percent
funding level as of its most recent valuation.

The City has taken strides through recent years, such as establishing a new stacked-hybrid plan
during 2016 for all newly hired municipal employees, increasing member contribution rates, and
incrementally lowering the fund’s investment rate of return assumption from 8.25 percent in 2010
to 7.75 during 2016 to address its pension funding dilemma; however, despite these actions and
regardless of the available remedies pursuant to Act 205 that the city may be required to implement
in the future, given the current funded status of its municipal pension fund, the city should continue
to consider all available options in its continued efforts to implement an effective strategic plan to
deal with its on-going pension funding crisis. Current city officials realize that there are no short-
term fixes and that they must make fiscally responsible decisions as both fund fiduciaries and city
officials that will benefit the City of Philadelphia and its taxpayers to ensure the city’s pension
fund has adequate resources to meet current and future benefit obligations to the city’s hard-
working police officers, firefighters and non-uniformed employees as noted in the Management
Perspective section of this report, and we commend them for their continued efforts to seek
solutions to address this funding crisis.

The contents of this report were discussed with officials of the City of Philadelphia and, where
appropriate, their responses have been included in the report. We would like to thank city officials
for the cooperation extended to us during the conduct of the audit. The City should again be
commended for the steps taken to improve its reporting on Certification Form AG 490 given the
large volume of data that must be annually included by the City.

g Iy —

February 26, 2020 EUGENE A. DEPASQUALE
Auditor General
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MANAGEMENT’S PERSPECTIVE

As was previously disclosed in the prior audit report, the following summary was provided by city
officials to evidence their views that “not only does the city, its municipal unions, the Pension
Board and other city officials take the pension funding issue seriously, but that all relevant parties
have heeded the advice of the Auditor General and worked collaboratively to effectuate positive
change on behalf of the pension fund and its more than 66,000 members.” As such, the following
represents the city’s perspective and is hereby included again as the disclosures provided pertain
to the current audit period and beyond and also to ensure a fair, complete, and objective report.

The City has continued to work with its municipal unions, the Pension Board and other City
officials to effect changes that have a positive impact on the Pension Fund.

Among the most notable changes are that certain groups of new employees are mandated to
participate in a stacked-hybrid pension plan known as Plan 16. Employees in Plan 16 receive a
defined benefit capped at $50,000 of pensionable earnings. All earnings above $50,000 are subject
to voluntary participation in a defined contribution plan. Plan 16 will result in a reduction of the
rate of growth of liabilities to the Pension Fund.

Other groups of employees continue to be subject to a hybrid pension plan known as Plan 10.
Plan 10 is mandatory for some employees, while allowing others to opt out and pay an additional
contribution to remain in the traditional defined benefit plan. The multiplier for each year of
credited service in Plan 10 is 1.25%, representing a significant reduction from the multiplier used
in the traditional defined benefit plans. Like Plan 16, Plan 10 reduces future pension liabilities of
the Pension Fund.

The contract negotiated between the City and its largest municipal union, District Council 33,
includes a Tiered Pension Contribution structure requiring progressive increases in pension
contributions measured by an employee’s annual base salary. The schedule begins with a 0.5%
pension contribution increase for annual base salaries starting at $45,001, with the pension
contribution rate increasing as the salary increment increases.

The Pension Board has adopted policies and made changes that have produced a positive impact,
through the reduction of investment manager fees, while increasing returns. For the fiscal year
ending June 30, 2017, the Fund returned 12.9% on its investments (auditor noted 9.01% return for
the year ended June 30, 2018), 140 basis points above the fund policy benchmark. For the calendar
year ending December 31, 2017, the Fund returned 15.4% on its investments, 260 basis points
above the fund policy benchmark. Throughout this period, the Fund divested from all but one
hedge fund and all opportunistic fixed income managers, greatly enhancing performance.
Moreover, the Fund reduced its investment manager fees over the same period by approximately
$13.5 million. Passive or index investments increased from 29% of the Fund in fiscal year 2014 to
its current level of approximately 57%.



MANAGEMENT’S PERSPECTIVE - (Continued)

A portion of the revenue generated from an increase in the City’s sales tax is dedicated to the
Pension Fund. The revenue generated and dedicated to the Pension Fund is above the annual MMO
paid by the City. Through fiscal year 2031, the revenue from the sales tax will generate an
estimated $863 million towards the Pension Fund. Combined with the projected MMO, the City’s
cumulative contributions through fiscal year 2031 are estimated to be $10.77 billion.

The adoption of the Revenue Recognition Policy by the Board requires that the local sales tax
revenue dedicated to the Pension Fund, as well as the increased employee pension contributions
agreed via collective bargaining, to be applied in addition to the City’s annual required MMO,
rather than defraying a portion of the City’s annual cost. The Revenue Recognition Policy will
improve the funding status of the plan more quickly.

The Pension Board has voted to reduce the assumed rate of return each year since fiscal year 2008,
resulting in a cumulative reduction for the period totaling 105 basis points or 1.05%.

The Fund’s actuary, Cheiron, summarized the funding level of the System as follows in the most
recent annual actuary report: “While the [funding] ratio may appear to reflect lack of progress in
funding, the decrease in the assumed rate of return represents improvement of the System’s risk
profile improving the likelihood of achieving the assumption in the future.” It should be noted the
Fund far exceeded the assumed rate in the fiscal year ending June 30, 2017 by returning 12.9%,
approximately 520 basis points or 5.2% above the assumed rate. In calendar year 2017, the Fund
returned 15.4%.

As indicated in the independent annual audit conducted by Clifton Larson Allen, the Net Pension
Liability for the year ending June 30, 2017 decreased from the same period for the prior year.
Correspondingly, the Net Asset Position for the Fund increased for the same period.

The continued combined efforts of the City, its municipal unions, the Pension Board and other
City officials to make responsible decisions to effect change that positively impacts the health of
the Pension Fund is not only showing current positive results for the Fund, but is projected to result
in a Fund that is approximately 80% funded by the year 2031.

During the current audit period, the City provided an additional perspective on the positive
strategic decisions that were identified regarding the pension plan.

The PEW Charitable Trusts, along with actuarial firm The Terry Group, conducted a stress test
analysis of Philadelphia’s Retirement System in late 2018 to evaluate how the plan would weather
various economic conditions, given recent Plan reforms.

The key findings of the PEW report include the following:

e Philadelphia’s current funding policy is projected to sustainably pay down the City’s
pension debt even if returns fall short of expectations.
4



MANAGEMENT’S PERSPECTIVE - (Continued)

e Although market volatility will affect the City government’s pension costs, these
costs are not projected to be materially higher than they are now- in terms of the
percentage of the City’s overall revenue to be deposited into the pension system-
under any of the scenarios tested.

e The cost to the City is likely to remain high for years to come because the City is
committed to improving the health of the pension fund.

e The stacked hybrid plan design (Plan 16), now in effect for all newly hired municipal
employees, will lower the City’s exposure to investment risk if its current form is
maintained.

The PEW stress test analyzed three economic scenarios for the Philadelphia pension system
through 2037. The scenarios included: (1) the baseline projections under the then current plan
policy and actuarial assumptions; (2) a low return scenario in which the return on assets is
5 percent; and (3) an asset price shock simulating a recession, in which market returns initially
declined by 26 percent in one year, followed by a three-year recovery and then low, 5 percent
equity returns over the long term.

The PEW analysis incorporated recent changes to the pension plan including the adoption of the
Revenue Recognition Policy, state legislation dedicating part of the increased local sales tax
revenue to the pension fund, higher employee contributions and the new stacked-hybrid plan
(Plan 16) resulting from collective bargaining.

In each of the scenarios tested, the pension plan’s funded ratio is expected to improve. PEW
projects the funding level of the pension plan to reach 80% by 2035, even under low return
scenarios.

The positive results are largely due to the recent changes made to the pension fund. The city
contributions accounted for 95 percent of the benefit payments in 2017. By way of comparison,
the next highest contribution ratio among plans tested was the City of Pittsburgh at 68 percent.
The highest contribution ratio among states was North Dakota at 89 percent.

The stacked-hybrid (Plan 16) for new municipal employees will lower plan costs (i.e. actuarial
liabilities) over time and reduce exposure to investment risk by providing new municipal
employees with a defined benefit plan for only a portion of the annual salaries. The City’s funding
policy is a primary driver behind PEW’s findings of projected cost stability and funding
improvements. The positive changes to the plan insulate the retirement system and budget from
adverse scenarios.

PEW concluded that Philadelphia’s pension reforms have set the city retirement system on a path
to sustainably deliver on pension promises in years to come as long as policymakers remain
committed to their current policies.



BACKGROUND

On December 18, 1984, the Pennsylvania Legislature adopted the Municipal Pension Plan Funding
Standard and Recovery Act (P.L. 1005, No. 205, as amended, 53 P.S. § 895.101 et seq.). The Act
established mandatory actuarial reporting and funding requirements and a uniform basis for the
distribution of state aid to Pennsylvania’s public pension plans. Section 402(j) of Act 205
specifically requires the Auditor General, as deemed necessary, to make an audit of every
municipality which receives general municipal pension system state aid and of every municipal
pension plan and fund in which general municipal pension system state aid is deposited.

Annual state aid allocations are provided from a 2 percent foreign (out-of-state) casualty insurance
premium tax, a portion of the foreign (out-of-state) fire insurance tax designated for paid
firefighters and any investment income earned on the collection of these taxes. Generally,
municipal pension plans established prior to December 18, 1984, are eligible for state aid. For
municipal pension plans established after that date, the sponsoring municipality must fund the plan
for three plan years before it becomes eligible for state aid. In accordance with Act 205, a
municipality’s annual state aid allocation cannot exceed its actual pension costs.

In addition to Act 205, the City of Philadelphia Municipal Pension Fund is also governed by
implementing regulations adopted by the former Public Employee Retirement Commission
published at Title 16, Part IV of the Pennsylvania Code and applicable provisions of various other
state statutes.

The City of Philadelphia Municipal Pension Fund is a single-employer defined benefit pension
fund locally controlled by the provisions of the City of Philadelphia Public Employees Retirement
Code. The fund is also affected by the provisions of collective bargaining agreements between the
city and its police officers, firefighters and non-uniformed employees.

The fund was established May 20, 1915. The fund has 4 basic plans, the 1967 plan, the 1987 plan,
Plan 10, and Plan 16. Plan 10 was established in 2010 and is a hybrid plan with both defined benefit
and defined contribution elements. Plan 16 was established in 2016 and is a stacked-hybrid plan
with both defined benefit and defined contribution elements. Police officers who are not Plan 10
participants are required to contribute 5 percent of compensation (6% for participants hired after
January 1, 2010), but at least 30% and not more than 50% of the total normal cost for uniformed
members while Plan 10 participants are required to contribute 5.5% of compensation. Firefighters
who are not Plan 10 participants are required to contribute 5 percent of compensation (6% for
participants hired after October 15, 2010), but at least 30% and not more than 50% of the total
normal cost for uniformed members while Plan 10 participants are required to contribute 5.5% of
compensation. Member contributions for uniformed employees of the 1987 plan or Plan 10 were
increased by 0.92% effective July 1, 2017 and an additional 0.92% effective July 1, 2018.
Non-uniformed employees who are members of Plan 67 are required to contribute 4.75 percent of
compensation to the fund. Non-uniformed employees who are members of Plan 87 are required to
contribute 30% of the gross normal cost plus an additional 1% of compensation. Non-uniformed
employees who are members of Plan 10 are required to contribute 50% of the gross normal cost.
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BACKGROUND - (Continued)

New uniformed employees hired or rehired on or after July 1, 2017 are required to contribute an
additional 2.5% of compensation. Non-uniformed employees who are members of Plan 16 are
required to contribute 4 percent of compensation capped at $65,000, plus an additional 0.5% for
annual salary between $45,000 and $55,000, and 1.5% for annual salary between $55,000 and
$65,000. As of June 30, 2018, the fund had 28,845 active members, 1,074 terminated members
eligible for vested benefits in the future, and 36,656 retirees receiving pension benefits from the
fund.

During the audit period, the city established a stacked-hybrid pension plan in 2016 known as Plan
16 for employees represented by AFSCME District Council 33. Benefits under Plan 16 are similar
to Plan 87 except employees participating in Plan 16 receive a defined benefit capped at $50,000
of pensionable earnings. All earnings above $50,000 are subject to a voluntary participation in a
defined contribution plan requiring additional contributions by the member. Effective January 1,
2019, the Stacked Hybrid Cap is increased from $50,000 to $65,000.

As of June 30, 2018, selected benefit provisions for police officers reported in the plan’s actuarial
valuation report are as follows:

Eligibility Requirements:

Normal Retirement  Age 50 and 10 years of service.

Early Retirement Age 40 and 10 years of service, or 25 years regardless of age.

Vesting Member is 100% vested after 10 years of service, as of January 1999
new members (and old members who elect to do so) contribute an

additional amount to become vested in 5 years.

Retirement Benefit:

Benefit equals 2.2% of average final compensation times years of credited service, up to a
maximum of 20 years, plus 2.0% of average final compensation times years of credited
service in excess of 20 years, subject to an overall maximum of 100% of average final
compensation. Benefit equals 1.75% of average final compensation times years of credited
service to a maximum of 20 years for Plan 10 participants. Under early retirement, the
benefit is reduced by one-half of 1% for each month prior to normal retirement age, but no
reduction is made if at least 25 years of service.

Survivor Benefit:

Benefit determined using retirement benefit formula under 100% Joint and Survivor
option, using a minimum of 10 years of service.

7



BACKGROUND - (Continued)

Service Related Disability Benefit:

Annual benefit of 70% of final compensation, but reduced by worker’s compensation.

Non-Service Related Disability Benefit

Benefit determined under retirement formula (using a minimum of 10 years of service).
Requires 10 years of service if disability is partial; no service requirement if disability is
total.

As of June 30, 2018, selected benefit provisions for firefighters reported in the plan’s actuarial
valuation report are as follows:

Eligibility Requirements:

Normal Retirement  Age 50 and 10 years of service.

Early Retirement Age 40 and 10 years of service, or 25 years regardless of age.

Vesting Member is 100% vested after 10 years of service, as of January 1999
new members (and old members who elect to do so) contribute an

additional amount to become vested after 5 years.

Retirement Benefit:

Benefit equals 2.2% of average final compensation times years of credited service, up to a
maximum of 20 years, plus 2.0% of average final compensation times years of credited
service in excess of 20 years, subject to an overall maximum of 100% of average final
compensation. Benefit equals 1.75% of average final compensation times years of credited
service to a maximum of 20 years for Plan 10 participants. Under early retirement, the
benefit is reduced by one half of 1% for each month prior to normal retirement age, but no
reduction is made if at least 25 years of service.

Survivor Benefit:

Benefit determined using retirement benefit formula under 100% Joint and Survivor
option, using a minimum of 10 years of service.

Service Related Disability Benefit:

Annual benefit of 70% of final compensation, but reduced by worker’s compensation.



BACKGROUND - (Continued)

Non-Service Related Disability Benefit

If at least 5 years of service, benefit determined using the normal retirement formula,
using a minimum of 10 years of service.

As of June 30, 2018, selected benefit provisions for non-uniformed employees reported in the
plan’s actuarial valuation report are as follows:

Eligibility Requirements:

Normal Retirement  Plan Y is age 60 and 10 years of service. Plan J is Age 55.

Early Retirement Age 52 and 10 years of service, or 33 years regardless of age for
Plan'Y.
Vesting Member is 100% vested after 10 years of service, as of January 1999

new members (and old members who elect to do so) contribute an
additional amount to become vested after 5 years.

Retirement Benefit:

Plan J benefit equals 2.5% of average final compensation times years of credited service
up to a maximum of 20 years, plus 2.0% of average final compensation times years of
credited service in excess of 20 years, to a maximum of 80% of average final compensation.
Plan Y benefit equals 2.2% of average final compensation times years of credited service,
up to a maximum of 10 years, plus 2.0% of average final compensation times years of
credited service in excess of 10 years, subject to an overall maximum of 100% of average
final compensation. Under early retirement, the benefit is reduced by one half of 1% for
each month the employee is younger than normal retirement age, but no reduction if
member has 33 or more years of service.

Survivor Benefit:

If employee has at least 10 years of credited service or attained age 60, benefit determined
using retirement benefit formula under 100% Joint and Survivor option.

Service Related Disability Benefit:

Annual benefit of 70% of final compensation, but reduced by worker’s compensation.

Non-Service Related Disability Benefit

If at least 10 years of service, benefit determined using the normal retirement formula.
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CITY OF PHILADELPHIA MUNICIPAL PENSION FUND
STATUS OF PRIOR FINDING

Partial Compliance With Prior Audit Recommendation

The City of Philadelphia has partially complied with the prior audit recommendation concerning
the following:

Incorrect Data On Certification Form AG 490 Resulting In Excess Reimbursements By The
Commonwealth For Special 1989 Ad Hoc Adjustments

As disclosed in the prior audit period, the Certification Forms AG 490 filed by the city
contained incorrect data which resulted in the overpayment of postretirement adjustments to
the city during the years 2016 and 2017. It was recommended the city reimburse the
overpayments back to the Commonwealth and take appropriate action to ensure the accuracy
of the information reported in the future.

During the current audit period, the city partially complied with our prior audit
recommendation by reimbursing the total overpayments of the special 1989 ad hoc
postretirement adjustments received during the years 2016 and 2017 to the Commonwealth.
However, a similar condition occurred during the current audit period as further discussed in
the finding contained in this report.
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CITY OF PHILADELPHIA MUNICIPAL PENSION FUND
FINDING AND RECOMMENDATION

Finding - Partial Compliance With Prior Audit Recommendation - Incorrect Data On
Certification Form AG 490 Resulting In Excess Reimbursements By The
Commonwealth For Special 1989 Ad Hoc Postretirement Adjustments

Condition: As disclosed in the Status of Prior Findings section of this report, the city partially
complied with our prior audit recommendation by reimbursing the total overpayments of the
special 1989 ad hoc postretirement adjustments received during the years 2016 and 2017 to the
Commonwealth. However, a similar condition occurred during the current audit period. The city
annually files Certification Form AG 490 with the Department of the Auditor General. The data
contained on this form determines the annual state reimbursement the city receives for cost of
living adjustments (COLAs) paid to retirees pursuant to the provisions of Chapter 3 of Act 147, as
amended. The reimbursement is determined on the total amount of the COLAs paid to eligible
retirees and surviving spouses in the previous year reported by the city. However, the Certification
Forms AG 490 submitted during 2018 and 2019 again contained discrepancies, which has resulted
in additional overpayments of the special ad hoc postretirement adjustment reimbursement, as
noted below:

Individuals Overpayment of Special
Certification Improperly Ad Hoc Postretirement
Year Certified Adjustment
2018 1 $ 125
2019 2 975
Total overpayment $ 1,100

Criteria: As previously disclosed, pursuant to Act 147, Certification Form AG 490 should report
only the amount of special ad hoc postretirement adjustments paid in the previous year to eligible
retirees and/or their surviving spouses.

Cause: Although pension fund officials appropriately discontinued monthly pension benefit
payments to deceased individuals during the period, fund officials again failed to ensure the
accuracy of the data included on Certification Form AG 490.

Effect: The City received excess reimbursements by the Commonwealth in the amount of $1,100
for the years 2018 and 2019.
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CITY OF PHILADELPHIA MUNICIPAL PENSION FUND
FINDING AND RECOMMENDATION

Finding - (Continued)

Recommendation: We recommend that the total excess reimbursements, in the amount of $1,100
for the years 2018 and 2019, be reimbursed to the Commonwealth. A check in this amount, with
interest compounded annually from date of receipt to date of repayment, at a rate earned by the
pension fund, should be made payable to: Commonwealth of Pennsylvania and mailed to:
Department of the Auditor General, Municipal Pension & Fire Relief Programs Unit, 321 Finance
Building, Harrisburg, PA 17120. A copy of the interest calculation must be submitted along with
the check.

We also again recommend that pension fund officials implement adequate internal control
procedures, such as having at least two people review the data certified, to ensure the accuracy of
the data certified on future Certification Forms AG 490.

Management’s Response: The small amount of incorrect data in this finding is largely due to
continued reliance on outdated technology and a partial manual database. Replacement of the
database has been delayed as a result of transition and integration issues. A new integrated pension,
payroll and human resources system is partially complete. Completion of the new system is
anticipated in the next 23 months.

In the interim and as a result of prior state audits, we have continued to strengthen our internal
process with available technology and dedicated additional staff to increase reliability of the
existing database. These efforts have resulted in reducing the error rate over the last two audit
periods by a combined 90%. The total number of inaccurate submissions for the current audit
period was for two (2) individuals resulting in an excess reimbursement of $1,100. The current
excess dollar amount is an 80% reduction over previous periods.

As stated in previous and current AG audits, “although there were discrepancies in the information
submitted, the City should again be commended for the steps taken to improve its reporting given
the large volume of data that must be annually included on Certification Form AG 490.”

Auditor’s Conclusion: Although we are concerned by the city’s continued failure to fully correct
this previously reported audit finding and encourage timely implementation of the city’s proposed
corrective action, it appears the city intends to comply with the finding recommendation.
Compliance will be evaluated subsequent to the release of the audit report and through our next
audit of the pension fund.

It should also be noted again, that although there were discrepancies noted in the information
submitted, the City should again be commended for the steps taken to improve its reporting given
the large volume of data that must be annually included on Certification Form AG 490.
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CITY OF PHILADELPHIA MUNICIPAL PENSION FUND

SUPPLEMENTARY INFORMATION

(UNAUDITED)

The supplementary information contained on Pages 13 through 17 reflects the implementation of GASB Statement No. 67, Financial Reporting for
Pension Plans. The objective of this statement is to improve financial reporting by state and local governmental pension plans.

SCHEDULE OF CHANGES IN THE NET PENSION LIABILITY AND RELATED RATIOS

FOR THE YEARS ENDED JUNE 30, 2014, 2015, 2016, 2017, AND 2018

Total Pension Liability
Service cost
Interest
Change of benefit terms
Difference between expected and actual experience
Changes of assumptions
Benefit payments, including refunds of member contributions
Net Change in Total Pension Liability
Total Pension Liability - Beginning
Total Pension Liability - Ending (a)

Plan Fiduciary Net Position
Contributions - employer
Contributions - member
Net investment income
Benefit payments, including refunds of member contributions
Administrative expense
Net Change in Plan Fiduciary Net Position
Plan Fiduciary Net Position - Beginning
Plan Fiduciary Net Position - Ending (b)

Net Pension Liability - Ending (a-b)

Plan Fiduciary Net Position as a Percentage of the Total Pension
Liability

Estimated Covered Employee Payroll

Net Pension Liability as a Percentage of Covered Employee
Payroll

FYE 2014

$ 136,986,515

FYE 2015

§ 143,556,347

FYE 2016

§ 148,370,075

FYE 2017

§ 157,607,110

FYE 2018

$ 164,137,303

774,518,750 791,298,503 802,450,569 823,959,345 843,171,926

- - - - 4,064,886

- 34,909,464 151,918,733 103,878,650 28,937,167
213,156,725 48,146,352 85,147,737 51,441,475 106,021,273
(808,597,357) (881,464,964) (889,343,124) (821,495,227) (828,266,043)
316,064,633 136,445,702 298,543,990 315,391,353 318,066,512
10,126,155,633 10,442,220,266 10,578,665,968 10,877,209,958 11,192,601,311
$10,442,220,266 $10,578,665,968 $10,877,209,958 $11,192,601,311 $11,510,667,823

$ 553,178,927

§ 577,195,412

§ 660,246,511

$ 706,236,698

$ 781,984,326

53,722,275 58,657,817 67,055,003 73,607,359 83,288,635
681,469,584 13,838,367 (145,681,480) 566,624,580 440,326,787
(808,597,357) (881,666,036) (889,343,124) (821,495,227) (828,266,043)
(8,291,820) (10,478,541) (8,553,837) (8,873,637) (10,123,004)
471,481,609 (242,452,981) (316,276,927) 516,099,753 467,210,701
4,445223,788 4,916,705,397 4,674,252,416 4,357,975,073 4,874,074,826

$ 4,916,705,397

$ 4,674,252,416

$ 4,357,975,073

$ 4,874,074,826

$ 5,341,285,527

$ 5,525,514,870

$ 5,904,413,552

(a)
$ 6,519,234,885

$ 6,318,526,485

$ 6,169,382,296

47.08%
$ 1,556,660,223

354.96%

44.19%
$ 1,545,499,872

382.04%

40.07%
$ 1,676,411,925

388.88%

43.55%
$ 1,744,729,284

362.15%

46.40%
$ 1,801,398,776

342.48%

(a) - There was an insignificant error noted in the ending Plan Fiduciary Net Position ($8416) provided in the City’s audited financial statements

for FYE 2016.
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CITY OF PHILADELPHIA MUNICIPAL PENSION FUND
SUPPLEMENTARY INFORMATION
(UNAUDITED)

Sensitivity Of The Net Pension Liability To Changes In The Discount Rate

The following presents the net pension liability of the city as of December 31, 2014, calculated
using the discount rate of 7.85%, as well as what the city’s net pension liability would be if it were
calculated using a discount rate that is 1 percentage-point lower or 1 percentage-point higher than
the current rate:

Current
1% Decrease Discount Rate 1% Increase
(6.85%) (7.85%) (8.85%)

Total Pension Liability $ 11,450,769,195 $10,442,220,266 $9,579,091,917
Fund’s Net Pension Liability 4,916,705,397 4,916,705,397 4,916,705,397
Net Pension Liability § 6,534,063,798 $ 5,525,514,869 $ 4,662,386,520
Fund Fiduciary Net Position

as a Percentage of the Total

Pension liability 42.9% 47.1% 51.3%

The following presents the net pension liability of the city as of December 31, 2015, calculated
using the discount rate of 7.80%, as well as what the city’s net pension liability would be if it were
calculated using a discount rate that is 1 percentage-point lower or 1 percentage-point higher than
the current rate:

Current
1% Decrease Discount Rate 1% Increase
(6.80%) (7.80%) (8.80%)

Total Pension Liability § 11,627,974,119 $10,578,665,968 $ 9,684,000,965
Fund’s Net Pension Liability 4,674,252,416 4,674,252,416 4,674,252,416
Net Pension Liability $ 6,953,721,703 $ 5,904,413,552 $ 5,009,748,549
Fund Fiduciary Net Position

as a Percentage of the Total

Pension liability 40.2% 44.2% 48.3%
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CITY OF PHILADELPHIA MUNICIPAL PENSION FUND
SUPPLEMENTARY INFORMATION
(UNAUDITED)

The following presents the net pension liability of the city as of December 31, 2016, calculated
using the discount rate of 7.75%, as well as what the city’s net pension liability would be if it were
calculated using a discount rate that is 1 percentage-point lower or 1 percentage-point higher than
the current rate:

Current
1% Decrease Discount Rate 1% Increase
(6.75%) (7.75%) (8.75%)

Total Pension Liability $ 11,968,855,837 $10,877,209,958 $ 9,946,862,734
Fund’s Net Pension Liability 4,357,975,073 4,357,975,073 4,357,975,073
Net Pension Liability $ 7,610,880,764 $ 6,519,234,885 $ 5,588,887,661
Fund Fiduciary Net Position

as a Percentage of the Total

Pension liability 36.4% 40.1% 43.8%

The following presents the net pension liability of the city as of December 31, 2017, calculated
using the discount rate of 7.70%, as well as what the city’s net pension liability would be if it were
calculated using a discount rate that is 1 percentage-point lower or 1 percentage-point higher than
the current rate:

Current
1% Decrease Discount Rate 1% Increase
(6.70%) (7.70%) (8.70%)

Total Pension Liability $ 12,314,093,713 $11,192,601,311 $10,236,978,416
Fund’s Net Pension Liability 4,874,074,826 4,874,074,826 4,874,074,826
Net Pension Liability $ 7,440,018,887 $ 6,318,526,485 $ 5,362,903,590
Fund Fiduciary Net Position

as a Percentage of the Total

Pension liability 39.6% 43.5% 47.6%
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CITY OF PHILADELPHIA MUNICIPAL PENSION FUND
SUPPLEMENTARY INFORMATION
(UNAUDITED)

The following presents the net pension liability of the city as of December 31, 2018, calculated
using the discount rate of 7.60%, as well as what the city’s net pension liability would be if it were
calculated using a discount rate that is 1 percentage-point lower or 1 percentage-point higher than
the current rate:

Current
1% Decrease Discount Rate 1% Increase
(6.60%) (7.60%) (8.60%)

Total Pension Liability $ 12,692,479,606 $11,510,667,823 $10,504,052,174
Fund’s Net Pension Liability 5,341,285,527 5,341,285,527 5,341,285,527
Net Pension Liability $ 7,351,194,079 $ 6,169,382,296 $5,162,766,647
Fund Fiduciary Net Position

as a Percentage of the Total

Pension liability 42.1% 46.4% 50.8%
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CITY OF PHILADELPHIA MUNICIPAL PENSION FUND

SUPPLEMENTARY INFORMATION

(UNAUDITED)

SCHEDULE OF EMPLOYER CONTRIBUTIONS
BASED ON ACT 205 MINIMUM MUNICIPAL OBLIGATION (MMO)
Dollar Amounts in Thousands

Contributions as
a Percentage of

Actuarially Contribution Covered- Covered-
Year Ended Determined Actual Deficiency Employee Employee
December 31 Contribution Contributions (Excess) Payroll Payroll
2009 $ 438,522 $ 455,289 $ (16,867) $1,463,260 31.12%
2010%* 447,446 312,556 134,890 1,421,151 21.99%
2011%* 511,000 470,155 40,845 1,371,274 34.29%
2012 507,021 555,690 (48,669) 1,372,174 40.50%
2013%* 491,990 781,823 (289,833) 1,429,723 54.68%
2014 523,368 553,179 (29,811) 1,495,421 36.99%
2015 556,030 577,195 (21,166) 1,597,849 36.12%
2016 594,975 660,247 (65,271) 1,676,412 39.38%
2017 629,620 706,237 (76,617) 1,744,729 40.48%
2018 661,257 781,984 (120,727) 1,801,399 43.41%

* The deficiencies in the contributions due for 2010 and 2011 were due to the amounts the city
was permitted to defer pursuant to Act 44 of 2009. The contributions made in 2013 include the
repayment of amounts deferred by the city in 2010 and 2011, plus interest.

The city met its annual Act 205 MMO funding requirements for the years covered by the current
audit period.

SCHEDULE OF INVESTMENT RETURNS

Annual Money-Weighted Rate of Return, Net of Investment Expense:

2018
2017
2016
2015
2014
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CITY OF PHILADELPHIA MUNICIPAL PENSION FUND
SUPPLEMENTARY INFORMATION
(UNAUDITED)

SCHEDULE OF FUNDING PROGRESS

Historical trend information about the plan is presented herewith as supplementary information. It
is intended to help users assess the plan’s funding status on a going-concern basis, assess progress
made in accumulating assets to pay benefits when due, and make comparisons with other state and
local government retirement systems.

The actuarial information is required by Act 205 biennially. The historical information, beginning
as of July 1, 2013, is as follows (dollars in millions):

@) 2 3) 4)
Unfunded
Actuarial (Assets in
Accrued Excess of)
Actuarial Liability Actuarial
Actuarial Value of (AAL) - Accrued Funded
Valuation Assets Entry Age Liability Ratio
Date (a) (® (b)-(a) (2)/(b)
07-01-13 |$ 4,799.3|$§ 10,126.2($ 5,326.9 47.4%
07-01-14 4,814.9 10,521.8 5,706.9 45.8%
07-01-15 4,863.4 10,800.4 5,937.0 45.0%
07-01-16 4,936.0 11,024.8 6,088.8 44.8%
07-01-17 5,108.6 11,275.7 6,167.1 45.3%
07-01-18 5,397.4 11,521.0 6,123.5 46.8%
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CITY OF PHILADELPHIA MUNICIPAL PENSION FUND
SUPPLEMENTARY INFORMATION
(UNAUDITED)

Note: The market values of the fund’s assets have been adjusted to reflect the smoothing of gains
and/or losses over a 10-year averaging period. These methods will lower contributions in years of
less than expected returns and increase contributions in years of greater than expected returns. The
net effect over long periods of time is to have less variance in contribution levels from year to year.

The comparability of trend information is affected by changes in actuarial assumptions, benefit
provisions, actuarial funding methods, accounting policies, and other changes. Those changes
usually affect trends in contribution requirements and in ratios that use the actuarial accrued
liability as a factor.

Analysis of the dollar amount of the actuarial value of assets, actuarial accrued liability, and
unfunded (assets in excess of) actuarial accrued liability in isolation can be misleading. Expressing
the actuarial value of assets as a percentage of the actuarial accrued liability (Column 4) provides
one indication of the plan’s funding status on a going-concern basis. Analysis of this percentage,
over time, indicates whether the system is becoming financially stronger or weaker. Generally, the
greater this percentage, the stronger the plan.
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CITY OF PHILADELPHIA MUNICIPAL PENSION FUND
SUPPLEMENTARY INFORMATION
NOTES TO SUPPLEMENTARY SCHEDULES
(UNAUDITED)

The information presented in the required supplementary schedules was determined as part of the
actuarial valuation at the date indicated. Additional information as of the latest actuarial valuation

date follows:

Actuarial valuation date
Actuarial cost method
Amortization method
Remaining amortization period

Asset valuation method

Actuarial assumptions:
Investment rate of return
Projected salary increases

Cost-of-living adjustments

Police Officers

Firefighters

Non-Uniformed
Employees

July 1, 2018

Entry age normal
Level dollar

20 years

10-year smoothing,
value subject to a
corridor  between

80-120% of market
value.

7.60%

3.30%

None assumed

20

July 1, 2018

Entry age normal
Level dollar

20 years

10-year smoothing,
value subject to a
corridor  between

80-120% of market
value.

7.60%
3.30%

None assumed

July 1, 2018

Entry age normal
Level dollar

20 years

10-year smoothing,
value subject to a
corridor  between

80-120% of market
value.

7.60%
3.30%

None assumed



CITY OF PHILADELPHIA MUNICIPAL PENSION FUND
COMMENTS

Deferred Retirement Option Plan (DROP)

As disclosed in prior audit reports, it was recommended that the city continue to review the cost
of maintaining its DROP program. It was noted previously that the City has prohibited officials
elected to office after September 18, 2009, from participating in the DROP. In addition, non-
uniformed employees can only participate in the DROP when they are 2 years older than their
minimum retirement age. Furthermore, effective January 1, 2012, the interest rate credited to
DROP accounts shall be determined annually based on the lesser of the yield then in effect on one
year United States Treasury Bonds or one-half of the then-effective interest rate used to calculate
the earnings of the of the reserves of the retirement system.

The City should continue to review the cost of maintaining its DROP program and consider all
available options, including termination of the DROP, at its earliest opportunity to do so, to help
ensure that benefit obligations to fund members are adequately funded without placing an unfair
burden on the taxpayers to meet those benefit obligations.

One Percent Sales And Use Tax Increase Extension

Act 205, previously amended by Act 44 of 2009, authorized the City of Philadelphia to temporarily
impose a 1% sales and use tax with any monies received from the sales and use tax required to be
applied toward payment of the City’s MMOs and repayment of amounts deferred with interest.
The City adopted Bill No. 090244-A, an ordinance imposing the additional 1% sales and use tax
for the period August 1, 2009 to June 30, 2014. In June of 2014, the City further amended The
Philadelphia Code by adopting Bill No. 140489, an ordinance increasing the sales and use tax by
1% effective July 1, 2014. Subsequent to the adopted Bill, state legislation (72 P.S. §7201-B) was
passed and implemented by the City, establishing the distribution of the tax proceeds determined
as follows:

(e)(1) Money received by the city from the levy, assessment and collection of the tax
authorized under subsection (a) may only be paid to a school district of the first class in an
amount of up to $120,000,000.

(f) Remaining money-Any remaining money above $120,000,000 paid to a school district of
the first class pursuant to this section shall be paid to a city of the first class as follows:

(1) for fiscal years 2014-2015, 2015-2016, 2016-2017 and 2017-2018, the first $15,000,000
in each of those fiscal years may be retained for the payment of debt service incurred by
the city for the benefit of a school district of the first class; and

(2) the remaining money shall be paid to a city of the first class in accordance with the act
of December 18, 1984 (P.L.1005, No. 205), known as the Municipal Pension Plan
Funding Standard and Recovery Act.
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