A Report of the Mayors
Management Advisory Board



Mayor's Management Advisory Board

Richard R. Shinn, Chafrmarn
E. Virgil Conway

William M. Etlinghaus
Shefton Fisher

James [.. Hayos

Lawrence Lachman

Alton G. Marshall

John MeGitlicuddy

Harry Van Arsdale, Jr.

Alfred Eisenpreis, Co-Director

Herbert Elish, Co-Dfrector

Jacob B. Ukeles, EFxecutive Director



PENSIONS

City of New York
Abraham D. Beame, Mayor

Richard R. Shinn, Chairman
Mayor's Management Advisory Board

April 1976



THE CITY OF NEW YORK

MAYOR'S MANAGEMENT ADVISORY BOARD

2WORLD TRADE CENTER, NEW YORK, N.Y. 10047 / ROOM 4573 / Telephone 488-5128

BOARD MEMBE RS
Richard R. Shinn, Charman

E. Virgit Conway FROM: The Mayor's Management Advisory Board

William M. Eilinghaus
Shelton Fishe
James L. Hayes

Lawrence Lachman TO: Ma.yor Beame
Alton G. Marshall

John MeGillicuddy

Harry Van Arsdale, Jr.

Alfred Fisenpreis. Co-Direcror
Herbert Elish. Lo Director

Jacob B. Ukeles, £xecutive thrector

Last September you asked the Management Advisory Board to review
the penslon systems of the City of New York,

In accordance with that request, a Pension Task Force was appointed
to make a thorough study, focusing on but not limited to, a realistic
evaluation of the required City contribution toward funding the fiwve
baslic retirement systems., We were impressed with the quality and
professionalism of the Pension Tagk Force's study,

We have carefully reviewed the report prepared by the Task Force and
we are pleased to forward it to you with our unanimous endorsement,

We have given special attention to those recommendations with respect
to which there was not unanimous agreement among members of the Task
Force, but in each instance we accepted the recommendations of the
majority.

Much attention has been directed to the funding status of the City's
pension plans and it is hoped that the actuarial studies performed by
the Task Force will make a valuable contribution toward a better
understanding of this matter, The Task Force viewed as its primary
mission the development of a realistic cost estimate of the future
financing of the retirement systems based on the latest data avail-
able; 1.,e,, June 30, 1974, This is the data base used by the City
Actuary to determine the City's contribution for the fiscal year
commencing July 1, 1976, As a part of that study a comparison was
made of the plan assets as of the date of the valuation, with the
liabilities accrued for total future benefits, without regard for
penslon credits for years of service after the date of valuation,
The excess of this liability over the assets is referred to as the
unfunded accrued liability,
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The report emphasizes that the existence of unfunded accrued
1liability does not necessarily mean the plan Tis underfunded. The
method of funding recommended is the entry age normal cost method
with 4O year funding of the supplemental liability -~ this is a
generally accepted approach in the funding of pensions,

By its very nature, this means that during this 40 year period of
amortization the plan will show an unfunded accrued liability.
Accordingly, if contributions are made in accordance with cost
estimates based on realistic assumptions, there is in fact no under-
funding for & continuing plan., As shown in Table A-7 the ratio of
assets to the accrued 1liability shows that for continuing plans both
in government and privete industry there is in fact a wide range of
unfunded accrued liability,

If the new actuarial assumptions and funding method are accepted, and
if the level of the City's contribution is increased by approximately
16% then in the view of the Board the City would be meeting its obli-
gations on a realistic basis and would be appropriately funded,

Howewver, in the 1light of the major changes in actuarial assumptions and
funding method being suggested, the Pension Task Force has recommended

that the yearly increase of $208 million be phased in over & five-year

period commencing July 1, 1977.

On the basis of agreement already reached, the City's extra contribution
under the Increased-Take-Home-Pay Program has been reduced 50% as of
January 1, 1976. While this cannot be reflected in the City's cost
immediately because of the current two year funding lag, it will result
in a reduction of $45 million for the fiscal year commencing July 1,
1977, which would about offset the increase in cost otherwise 1ncurred
for that fiscal year because of the phasing in of the $208 million.,






