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Welcome and
Introductions
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2010-2011 State Legislative Pension Changes
Strategies that States used to manage pension costs in the wake of 2008 investment losses and budgetary stresses

Change Made in 2010
Change Made in 2011
Change Made in Both Years
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* In some cases, changes were only applied to non-vested employees.
SOURCE: National Conference of State Legislatures (NCSL) November 2010 and December 2011 Reports,
available at http://www.ncsl.org/issues-research/employment-working-families/pension-and-retirement-legislative-summaries-and-r.aspx
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New "Double Dipping" limits
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Flat Rate COLAs
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Current TMRS COLA Options
 30%, 50% or 70% of CPI-U
 Repeating COLAs are advance funded

over each active employee’s working
career
 Ad-hoc COLAs are funded when granted
over 15 years with level dollar
amortization

5

Current COLAs are Retroactive
 Increases are calculated as if COLA had

always been in effect since date of retirement
 Initial COLA or an increase in CPI percent
results in large benefit increases for the year
adopted; longer retired, higher the increase
 Reduction in CPI percent results in lower or
no increase until cumulative increase at
lower percent exceeds current benefit; longer
retired, longer until another increase will be
realized
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COLAs are Retroactive (Cont.)
COLA Not Caught up until Year

2040
2035
2030
2025
2020

70%

2015

50%

2010

30%

2005
2000
1980

1985

1990

1995

2000

2005

Year of Retirement

Assumes a City has always given 70% CPI COLAs and then elects the lower value
Assumes 3% CPI increases annually
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2010

Example Ad Hoc Provisions
Baseline *
(No COLA)
UAAL
Funded Ratio

ER Current Service %
Prior Service %
Full Rate

Estimated Contribution

70% CPI Ad hoc
without Catch-up
(2.07%)

Flat 3% Ad hoc

$22,722,703

$40,870,366

$28,078,114

$30,484,169

96.7%

94.2%

95.9%

95.6%

10.43%

10.43%

10.43%

10.43%

1.09%

2.19%

1.42%

1.56%

11.52%

12.62%

11.85%

11.99%

$15,246,601

$16,702,440

$15,683,353

$15,868,641

$1,455,839

$436,752

$622,040

Annual Cost to Provide COLA

* City last adopted a 70% COLA on January 1, 2008
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70% CPI Ad hoc
with Catch-up
(15.00%)

Pros and Cons
 Pros:
► Employer may be able to better control the cost of
COLAs given the flat rate design
► A lower flat rate can be utilized to dampen
growth of plan liabilities when returns are low
► Can be repeating or ad hoc
 Cons:
► May not keep pace with inflation if not tied to
CPI
► If there has been a period of no COLAs, a flat rate
COLA does not restore lost purchasing power
evenly across retirees
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TCDRS COLAs
 Two COLA options
►CPI-U based
►Flat or fixed rate

 Can switch between COLA options from

year to year
 Ad hoc adoptions only
 Amortized over a closed 15 year period
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CPI-Based COLA
 Percentage of the change in the CPI-U from

the December before the year of retirement to
the December 13 months prior to the effective
date of the increase (same as TMRS)
 Retroactive like TMRS’ COLA
 Percentage choices are 10% to 100% of
change in CPI-U in increments of 10%
 Best choice for restoring some or all of lost
purchasing power
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Fixed or Flat Rate COLA
 First implemented January 1, 2000
 Intended as an affordable alternative to

the CPI-based COLA for employers that
had never adopted a COLA
 All retirees receive the same percentage
increase
 May not adequately address loss of
purchasing power for older retirees
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Fixed or Flat Rate COLA (cont.)
 Originally allowed COLA percentage

increase equal to any integer without a cap
 Implemented a cap on the allowable integer
COLA increase in January, 2007
 COLA adoptions well in excess of inflation
over many successive years violated the
spirit of flat rate COLAs
 Employers can use 100% CPI based COLA to
restore purchasing power equitably among
retirees
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Fixed or Flat Rate COLAs (cont.)
 Cap is determined annually by the TCDRS

Board
 TCDRS ACT requires a maximum be set
annually, but does not state the methodology
 Current Board policy sets maximum based
on the previous year’s change in the CPI-U
index, rounded to the nearest integer (can be
0%)
 Since 2007, the maximum annual flat rate
COLA has ranged from 0% to 4%
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TCDRS COLA Adoptions Five Year History
CPI Based

2012
46

2011 2010 2009 2008
46
57
89
93

Flat Rate

11

34

Total

57

80

Plans Adopting % 9%

13%

0*

72

64

57

161

157

9%

27%

28%

*Flat rate COLAs were not available for 2010 due to very low inflation.
Source: TCDRS
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Windows for
Employer Choices
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Windows for Employer Choices
 The concept:
►Allow TMRS employers a “window of

opportunity” to grant a one-time or add a
repeating COLA without the current
retroactive or “catch up” requirement
 May be complex to administer as a stand

alone provision
 Administrative costs can be more
expensive than a permanent solution
17

Example Repeating Provisions
Baseline *
(No COLA)
UAAL
Funded Ratio

ER Current Service %
Prior Service %
Full Rate

Estimated Contribution
Annual Cost to Provide COLA

* City last adopted a 70% COLA on January 1, 2008
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70% CPI Repeating
with Catch-up
(15.00%)

70% CPI Repeating
without Catch-up
(2.07% first year)

$22,722,703

$171,672,476

$156,534,926

96.7%

79.4%

80.9%

10.43%

13.76%

13.76%

1.09%

7.72%

7.05%

11.52%

21.48%

20.81%

$15,246,601

$28,428,559

$27,541,821

$13,181,958

$12,295,220

Additional Employee
Contributions
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Member Cost Sharing
 A proposal has been brought forward for

employee’s to be able to increase their
contributions to keep the current benefit levels
 Example:
Current

Alternate

Member

7%

8%

Employer

14%

13%

Total

21%

21%

 This has been a common part of plan redesign

packages over the recent past
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“Leakage”
 An important note is that typically a 1%

increase in the member rate is not as
effective as the same 1% increase in the
employer rate
►Members who terminate employment and

take a refund will receive higher refunds
►For example, a 1% increase in the member
rate may allow for an 0.80%-0.90% decrease in
the employer rate over the longer term
21

TMRS Difficulties
 The TMRS benefit package leads to additional

complexities because the member contribution
balance has a direct impact on the retirement
annuity
 If the higher member contribution rate leads to
higher retirement annuities, the “leakage” is
even greater.
 Some of these issues are mitigated if these
additional member contributions are not
matched
22

Example Member Rate Provisions
Baseline

Member Rate/Employer Match

Additional 1% EEC,
no change to ER
Match

7%/14% = 21%

8%/14% = 22%

8%/13% = 21%

2 to 1

1.75 to 1

1.625 to 1

$112,218,122

$126,939,533

$112,466,705

83.4%

81.6%

83.3%

Total Current Service Rate

20.36%

21.19%

20.41%

Less Member Rate

-7.00%

-8.00%

-7.00%

Net Employer Current Service Rate

13.36%

13.19%

12.41%

5.39%

6.08%

5.41%

18.75%

19.27%

17.82%

$24,624,266

$25,307,179

$23,402,903

$682,913

$1,221,363

Effective Matching Ratio
UAAL
Funded Ratio

Prior Service %
Full Rate
Estimated Contribution
Savings
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Additional 1%
EEC, 1% decrease
in ER Match

TMRS City with 100% USC and 70% COLA, 20 & out retirement eligibility

Bypassing legal hurdles, there are basically four options
for how to treat the additional member contributions:
Option

24

Effective Decrease in the Employer
Rate per 1% increase in the Member
Rate

Additional EE contributions with no
Employer Match, no USC/COLA
Impact

0.20%

Additional EE contributions with no
Employer Match, Included in
USC/COLA Calculation

(0.50%)

Additional EE contributions,
employer decreased proportionately
refunded if EE balance is withdrawn

0.85%

Additional EE contributions,
employer decreased proportionately
no refund on additional contributions

1.00%

COLAs Triggered by
Funded Status
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Postemployment COLAs
In Wyoming:
 Senate File 59 shifts the decision making

authority for COLAs from the WRS Board to
the State Legislature
 This legislation establishes more conservative
requirements for when COLAs can be
granted
► Requires all pension plans to remain over 100%

funded after any COLA award, if paid for with
plan assets
26

Postemployment COLAs
In Oklahoma & New Jersey:
 Oklahoma requires COLAs to be fully

funded by the Legislature at the time of
enactment – a separate funding source
must be identified
 New Jersey provides a mechanism for
reactivation of COLAs when the
retirement plans meet specified funded
ratios
27

Postemployment COLAs
In Arizona:
 The COLA is constrained by the funded ratio:
► 2% if the funded ratio is at least 60% growing
incrementally to 4% if the funded ratio is at least 80%
 In addition, the COLA must be funded by

investment earnings in excess of 10.5% in the year
preceding the year the COLA is given
 If the earnings in excess of 10.5% are not sufficient
to fund the COLA, the increase is limited to only
the amount that can be funded
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Postemployment COLAs
In Rhode Island (agent multiple employer plan):
 The COLA is constrained by the individual

employer’s funded ratio:
► 80% but allows for intermittent COLAs at five-year

intervals before the target is reached
 COLA will be equal to the difference between the

five-year smoothed investment return and 5.5%,
not to be less than zero and not to exceed 4%
 COLA applies to the first $25,000 of a member’s
benefit, a limit that will be indexed to inflation
29

Pros and Cons
 Pros:
►Spreads plan funding risks over employers

and retirees
►Dampens growth of plan liabilities when the
plan’s funded status is low or not improving
 Cons:
►COLAs are not guaranteed, and may be

suspended for long periods of time in certain
situations
30

COLAs Summary
(please see available handout as
prepared by TMRS)

31

Plan Design Features –
Later Retirement
Eligibility
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Eligibility for retirement benefits
 In 2011, 15 states increased their age and

service requirements for normal retirement
 Generally, the increases applied to people
hired after the legislation’s effective date
(and to non-vested employees in a few states)
 The changes move retirement age closer to
age 65 and often increase required service
(e.g., age/service combinations like 62/5 were
changed to 65/10)
33

Example Retirement Eligibility
Provisions
Baseline
(“20&out”)
UAAL

Retirement
Eligibility at age 55
with 25 YOS (similar
to rule of 80)

$112,218,122

$109,069,064

$106,411,404

83.4%

83.8%

84.1%

Total Current Service Rate

20.36%

20.12%

19.93%

Less Member Rate

-7.00%

-7.00%

-7.00%

Net Employer Current Service Rate

13.36%

13.12%

12.93%

5.39%

5.24%

5.11%

18.75%

18.36%

18.04%

$24,624,266

$24,112,082

$23,691,827

$512,184

$932,439

Funded Ratio

Prior Service %
Full Rate
Estimated Contribution
Savings
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Retirement
Eligibility at 25 &
out

Changes are made for all members not currently eligible to retire
City with 100% USC and 70% COLA, 20 & out retirement eligibility

TMRS Experience
Age & Service at Retirement
30

25

Service
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Retirements in the last 5 years from a “20&out” TMRS City

65

70

Supplemental Plan
Discussion
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Cities of Plano & Irving
 Both cities are not in Social Security
►A supplemental plan allows them to add a

retirement benefit to make up for the lack of
Social Security
 Given TMRS’ cash balance design, a short

service employee who becomes disabled
has a relatively small disability benefit
► A supplemental plan allows for a more

robust disability benefit
37

Plano Summary of Retirement Benefits
Normal Retirement:
a)
b)
c)
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Eligibility: A participant may retire upon attaining age 65 with 5
years of service.
Monthly Benefit: .007 of Final Average Compensation times years
of Credited Service since January 1, 1983, not to exceed 25 years.
Payment Form: Benefits are paid as a monthly life annuity to the
participant, with a guarantee that should the participant die prior
to receiving 60 monthly payments, the payments will continue to a
beneficiary for the balance of the 60 month period.

Plano Summary of Retirement Benefits
Early Retirement:
a)

b)
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Eligibility: A participant may retire early upon completion of 20
years of credited service OR upon attaining age 60 with 5 years of
credited service.
Monthly Benefit: .007 of Final Average Compensation times years
of Credited Service since January 1, 1983, not to exceed 25 years,
multiplied by a reduction factor based on the number of years
which the benefit start date precedes the normal retirement date.
The benefit is reduced 1/15 for the first five years and 1/30 per year
for the next five years.

Plano Summary of Disability Benefits
Disability Retirement:
a)

b)
•
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Eligibility: If the employee is terminated by reason of a total and
permanent disability which prevents the employee from engaging
in any substantial gainful employment with the City.
Monthly Benefit: The amount of benefit payable to the employee is:
Prior to normal retirement (age 65):
60% of the greater of the employee's base pay rate or final average
compensation, minus any TMRS disability benefit.
.

Plano Summary of Benefits
Automatic Cost-of-Living Adjustments:
 The annual cost-of-living increase percentage is based upon the U.S.

Consumer Price Index, not to exceed 4%. Cost-of-living increases
apply only during the employee's lifetime. Benefits payable to a
spouse or beneficiary do not receive the cost-of-living increase.
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Pros and Cons
 Pros:
►Makes up for the lack of a Social Security

benefit
►Provides short service members with a
meaningful disability benefit
►Plan must be created outside of TMRS
 Cons:
►Increases retirement cost for plan sponsors
►There may be legal issues associated with

establishing a plan of this nature
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“The Alternate Plan”
 A Defined Contribution (DC) Approach

started 30 years ago
 Meant as an alternative to Social Security
 Three Texas TCDRS counties participate
►Galveston, Matagorda and Brazoria

 As with Social Security, employees

contribute 6.2% with the county matching
the same 6.2%
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Further Questions and
Comments?
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Disclosures
 Circular 230 Notice: Pursuant to regulations issued by the IRS, to the

extent this presentation concerns tax matters, it is not intended or
written to be used, and cannot be used, for the purpose of (i)
avoiding tax-related penalties under the Internal Revenue Code or
(ii) marketing or recommending to another party any tax-related
matter addressed within. Each taxpayer should seek advice based
on the individual’s circumstances from an independent tax advisor.

 This presentation shall not be construed to provide tax advice, legal

advice or investment advice.

 Readers are cautioned to examine original source materials and to

consult with subject matter experts before making decisions related
to the subject matter of this presentation.

 This presentation expresses the views of the authors and does not

necessarily express the views of Gabriel, Roeder, Smith & Company.
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