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The National Institute on Retirement Security released in February a resource guide
highlighting the results of three case studi
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that show problems in a defined benefit plan can be exacerbated by moving new
hires to a defined contribution scheme.

In fact, the NIRS analysis found that retirees receive the same amount of lifetime

problems, it seems, carry those issues over to defined contribution plans.

NIRS studied three state pension plans and identified three trends:

» Existing underfunding problems did not improve following a switch, and costs
increased.

» Workers in the new DC plan also struggled to save enough for a secure
retirement, and frequently didn't.

¢ The best way to address underfunding is to establish a responsible funding
policy and stay disciplined about making the full contribution each and every
year.

Here is NIRS' analysis of the three states:
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Five years ago, Alaska's Public Employees Retirement System (PERS), Teachers
Retirement System (TRS) and retiree medical plan were facing a combined $5.7
billion unfunded liability. To try to address that liability, the state adopted a

mandatory 401(k)-style retirement plan for state employees hired after July 1, 2006, Retirement Income.

Instead of correcting the problem, though, the new plan increased underfunding by Learn More ]

20% in 2006, and as of 2013, the combined liability reached $12.4 billion. Participants FISHER IRVESTMED

in the PERS plan contributed 47% of what was required annually to the plan; TRS

participants contributed 45% of the annual required contribution. Trending Stories

The demographics of the plan also changed, according to NIRS' analysis. In 2013, 1 L Sonders: seo ;9

PERS had almost 30,000 retirees, but was collecting contributions from less than Avoid This Year

21,000 bers. TRS i , irees, b i ({2018/03/06/liz-ann-sonde
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participants. should-a/)

in 2007, regulators started to introduce bills to reopen the pension plans to new 2 5 Things 5th Circuit Judges
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employees, but none of those bills have been passed. ({2018/03/18/5 things-that-
. o federal-judge-wrote-about-

“Losing a significant percent of employees to the DC plan reduced the one steady annuities/)

source of pension funding in Alaska,” according te NIRS. “The false promise of the DC .
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switch may have led policymakers to continue to underfund the pension plans, UltraWealthy
which only worsened the problem.” ((2018/03/08/top:interests:
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The Michigan State Employees’ Retirement System (MSERS) closed its doors to new
hires in 1997, opting to provide those workers with a 401(k) plan with a 4% automatic
contribution and a 100% match up to 3%. Employees could contribute up to 7%.
Workers already enrolled in MSERS were given the option to switch.

In 1997, MSERS was actually overfunded, NIRS found, but by 2012, the funded level
fell from 109% to 60.3%. NIRS noted that there were twao significant downturns in
that time, but that doesn't fully explain the dramatic drop in funded level. NIRS found
that between 2012 and 2013, despite a 12.5% investment return that year, the
unfunded liability grew by over $71 million to $567 milllon. Markets have since
improved and the state is making larger payments, but the aging population of the
plan means it's still underfunded. The annual required contribution for each
participant in 1997 was just over $4,000. By 2013, it was almost $37,100 per active
employee.

Participants in the DC plan aren't much better off, according to NIRS' analysis. As of
2013, 33,000 state workers, about two-thirds, were participating in that plan, but a
2011 report estimated an average benefit of only $8,200 per year.

NIRS found that even when participants in the DC plan contribute enough to receive
the full employer match, the DB payout is greater and costs less. For example, an
employee who starts at $40,000 a year, receives 2% wage increases and 6%
investment returns each year for 25 years, would end up with about $288,000, That
gives them about $1,600 a month, compared with $2,050 from a DB plan, according
to NIRS. Furthermore, the cost of the DB plan is about 8% of pay, while the DC plan
costs 10% of pay between the employer and employee contributions.

That shouldn't be a surprise, NIRS noted in its report, since pooling employees in DB
plans provides more economies of scale. “Specifically, they save money due to
longevity risk pooling, maintaining a more balanced portfolio over a longer time, and
achieving higher investment returns due to professional management and jower
fees. NIRS has found that for a given level of retirement income, a typical DC plan
costs 91% more than a typical DB plan.”

Waest Virginia

West Virginia's Teachers Retirement System (TRS) had suffered underfunding
problems at least as far back as 1979, NIRS found, with the state and many school
boards failing to even match employee contributions in some years.
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In 1991, the state closed TRS and moved new teachers to a DC plan, overlocking the
fact that unfunded obligations aren't reduced when new members leave the DB
plan. In 2005, there were nearly 27,000 retirees receiving benefits from the plan with
just 18,000 making contributions, and the funding level had fallen to a very painful
25%.

As in the Michigan example, DC participants weren't doing much better. At the end
of April 2005, the average balance was less than $41,500 and less than 6% of
teachers over 60 had $100,000 or more in their account.

The state began re-examing the cost of the switch in 2003 and by 2005, decided to
move new hires back into the DB plan. The state had found that the cost of benefits
accrued in one year in TRS was about half of that in the DC plan.

Furthermore, the state started making additional contributions to make up for the
underfunded years. In 2006, the state made an additional $290.1 million
contribution. The following year, it contributed an extra $311.8 million and $807.5
million from a tobacco bond securitization.

The plan was reaopened to new hires in June 2008, and teachers who had been hired
into the DC plan were given the option to switch to TRS. Almost 79% decided to do
so, including 76% who were under 40. The influx of young participants saved the
state about $22 million, according to NIRS.

As of July 2013, the pension plan more than doubled its funded level to 58%. NIRS
noted that it's expected to be fully funded by 2034,

“Ultimately, moving from a DB plan to a DC plan can have dire consequence for
employees, employers and taxpayers — even when a large unfunded liability exists,”
according to NIRS.

The NIRS analysis noted that the financial crisis led all states to make “significant
changes” to their retirement plans. “As states and municipalities have considered
switching from the DB pension to a DC plan, those that have conducted a cost
analysis have found that the move would save little to no money in the long term,
and could actually substantially increase retirement plan costs in the near term.”

— Check out Top 20 Countries for Retirement Security: 2015
(httprrwww.thinkadvisor.com/2015/02/10/top-20-countries-for-retirement-
securify-2015) on ThinkAdvisor.
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funds for a secure retirement.

ThinkAdvisor

https:ffwww.thinkadvisor.com/2015/02/11/3-states-that-shuttered-pension-plans-and-paid-for

Resource Center

(http:#/thinkadvisor.tradepub.coir
WHITE PAPER

SPONSORED BY SEI

The Next Wave of Advice
Mapagement: Use Client-Ce)
Planning to Create a Person(
Experience
(http://thinkadvisorteadepul
There's a shift underway in the ad
industry. Your clients' financial live
more complex. They're demandin,
transparency and value, and want
an active role In the planning proc

Browse Mare Resources » {/resaurces/)

(http:/thinkadvisor.tradepub,corr
WHITE PAPER

SPONSORED BY ORION ADVISOR SERVICES
The Top 5 Challenges to Rep
on Alternative Investments
{http://thinkadvisortradepuk

Comprehensive reporting on alter
investments as part of a larger po
does not have to be troublesome,
more about the biggest challenge:
how to overcome them.

Browse Mare Resources » {/resources/)

(httrp://thinkadvisor.tradepub,com
WHITE PAPER

SPONSORED BY CETERA FINANCIAL GROU
How to Develop Loyal Afflue
Clients
{http://thinkadvisortradepuk
The best way to win and keep affh
clients is to create a relationship t
inspires loyalty. Use the data and
contained in this white paper to g
loyal customer base.

Browse More Resources » (fresources/)

5/6



3/23;2018 3 States Thal Shuttered Pension Plans and Paid for It: NIRS | ThinkAdvisor

Don’t miss crucial news and insights you need to make
informed investment advisory decisions. Join

Th]nkAdV|SorC0m I‘IOW' . Blo:kdnalnSeenasPuwerfulCﬂeanoolfor
Financial Services
* Free unlimited access to ThinkAdvisor.com which provides O = 05, P e
advisors, like you, with comprehensive coverage of the products, ﬁ
services and trends necessary to guide your clients in making o] St

[ T

critical wealth, health and life decisions.

* Exclusive discounts on ALM and ThinkAdvisor events.

* Access to other award-winning ALM websites including
TreasuryandRisk.com and Law.com.

jom ThinkAdvisor (https://store Jaw,com/registration/default aspx?

mmmmmmnmmwmmmﬁ
that-shuttered-gension-plans-and-paid-for/)

Already have an account? Sign In Now (https://store.law.com/registration/togin.aspx?
romoCode=TA:LIMITED&source=https:/fwww.thinkadvisor.com/2015/02/11/3-states-
that-shuttered-pension-plans-and-paid-forf)

Sponsored Financial Content

AlG

Direct

$500,000 in Term Life Coverage  Templeton Global Macro: Why The R|sk of Doing Nothing Latin America’s Renewab[e Before Applying For A

Starting at $16/month ESG is vital for our research Waverton Energy Revolution Credit Card, Check If Y
AlG Direct procass LatAm Investors Qualify
Franklin Templaton citi
ThinkAdvisor.{{}

f (butpcsfwvew facebook.com/ThinkAdvisor) WF (hup:/www.twitter.com/ThinkAdvisor) iy (https.//www.linkedin.com/company/25(
Investment Portfolio (/investment-partfolie/) / Wealth Management (/wealth-management/) / Retirement Planning (/retiremant/)
/ Life/Health Insurance {/life-health/) / Practice Management (/practice-management/) / TechCenter (/tech-center/) / More (/sitemanps)

Ahout ThinkAdvisor ({static/about-us/) / ContactUs {fstatic/contact-usf) / Site Map {/sitemap/) / Advertise With Us {/static/advertise-with-us/)
/ Terms of Service (https://www.alm com/terms-of-use-summitf) / Privacy Policy (https:/fwwiv.alm,com/grivacy-summity),

A7 ALM  Copyright © 2018 ALM Medla Properties, LLC, All Rights Reserved.

. . . . ] _— _ X
One of the biggest risks How Far Does $1Million Go In Retirement?
an invester faces is i Get Your 15-Minute Retirement Plan

running out of money. : iz [FI T SR—

https://www.thinkadvisor.com/2015/02/11/3-states-that-shuttered-pension-plans-and-paid-for 6/6



