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Tacoma Employes' Retirement System 
Retirement Director's Report 

1 May 13,2008 1 

A hard copy of the NASRA Newsclips has been enclosed for you. 

Please join us in welcoming Kathleen Mason our Administrative Secretary. 

I will be on out of t o p  on vacation the week of July 7", Maggie Coleman will be 
attending the July 1 1 Retirement Board meeting on my behalf. 

I am scheduled for foot surgery on July 1 7 ' ~  the following week. I will be out of the 
office the following week recovering but will be telecommuting after a couple of days of 
recovery. 

Web Site 

Just a reminder the meeting notices, agendas, minutes, Annual Report, Summary Annual 
Report, forms and ension calculator are on our Internet and Intranet web site at 
www.TacomaEmp f' oyes'Retirement.com. 
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Pabst, Patricia 

From: The NASRA Newsclips List [NASRA-NEWSCLIPS@LISTSERV.AMRMS.COM] on behalf of Keith 
Brainard [keithb@NASRA.ORG] 

Sent: Friday, May 23, 2008 4:42 AM 

To: NASRA-NEWSCLIPS@LISTSERV.AMRMS.COM 

Subject: NASRA News Clips 

NASRA News Clips 
May 23,2008 

National Association of State Retirement Administrators 

Actuary paid by New York lepislature admits skewing ~rojections in 
favor..of .u.rr.i.ons. 

New York Times: Actuaries' public pension work called into question 

NIRS response to New York Times story on actuaries 

List of six-figure New York s ta te~nsioners  includes-Georee Philip 

Jack Ehnes: Criticism of public Dension ~ y s t e ~ m i s s e s  benefits 

News Release: PERS of Idaho director Alan-Winkle announces 
resignation 

New Jersey povernor reveals plan to reduce state workforce by 3.000 
t h r o u ~ h  early retirement 

Federal official seeks relaxed return-to-work rules 

Girard Miller: 
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Bank upltg.. by- California-city offers Iesso.n.~~f~~a1~~p.u~b~co~c~Is 
California city's retroactive pension increase is a bad idea 

P_ennn~~1va~nddaa_take_~SSccommme_nsZ_gr_b1ee~teps.st.o~_a_rIcl_. r edu_c_._n_gOPEB 
liability 

CalPERS board takes - neutral position on bill permiwing access by 
private sector workers 

Ojinion: West Virginia _e_x-p-erience reveals shortcomin~ and distrust of 
DC plans 

O~inion: McCain's health care proposals may be more far-reaching 
than people realize 

Opinion: Americans are losinp thei.rrsense of entitlem~nt - 

Research contends that pension funds and other institutionalinvestolr~ 
are drivinp commodity prices higher 

P_?~e_ss.Rd_e_as. ..Colorado..~~.re.a.ndd._9ooUc~een~doonnn_G_s_~S~cii~ti.~nn~L~~~~~ 
New Pension Administration Solution 

Actuary paid by New York legislature admits skewing projections in favor of unions 

Unions Bankrolled Analyst Vetting Pension Bill 

New York Times May 16,2008 

ALBANY - A bill offering thousands of additional city workers early retirement has been gaining 
support in the Legislature in recent weeks. New York City officials have protested, saying it would cost 
the city $200 million annually. 

Not so, lawmakers countered. It won't cost a cent, they said, pointing to the review of a highly 
credentialed actuary to prove it. 

But what the legislators did not disclose, as they cited the expert analysis of the actuary, Jonathan 
Schwartz, was that Mr. Schwartz had not been paid by the state to conduct his analysis. His work was 
bankrolled by unions, including District Council 37, the umbrella group of municipal unions that 
drafted the early retirement bill, which is now moving through the Legislature. 

Lawmakers have cited Mr. Schwartz's analysis on hundreds of bills in recent years, with billions of 
dollars worth of potential costs. His projections were used to fulfill a legal requirement that every piece 
of legislation be accompanied by a "fiscal note" that examines its impact on spending. Mr. Schwartz's 
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consultant work for the unions was discovered during a review of Department of Labor documents by 
The New York Times this week. 

Mr. Schwartz, a former city actuary, said that he routinely skewed his projections to favor the unions - 
he called his job "a step above voodoo'' - and admitted that he had knowingly overreached on the 
pension bill by claiming that it cost nothing, either now or in future years. "I got a little bit carried away 
in my formulation," he explained. 

The Senate sponsor of the bill, Martin Golden, a Brooklyn Republican, said on Thursday that he had no 
idea Mr. Schwartz was a consultant for the unions. Assemblyman Peter J. Abbate Jr., a Brooklyn 
Democrat and the Assembly sponsor, said the bill was drafted by the union pushing the measure, and 
that it provided Mr. Schwartz's analysis. 

"It's their bill," Mr. Abbate said. "They drew up the bill; they went to Jonathan Schwartz," he said, 
adding: "We assume he comes up with the real number. He was hired by them." 

Mr. Schwartz's review, though, is presented in the legislation after an explanation of language changes, 
and appears as if it were a governmental analysis, rather than one financed by an interest group. It is 
the only analysis provided. 

To critics of the Legislature, the reliance on Mr. Schwartz's analyses is a startling example of unchecked 
coziness between lawmakers and labor and the willingness of many legislators to blindly carry bills 
handed to them by special interest groups. 

On almost every bill involving New York City pension benefits in recent years, Mr. Schwartz has 
provided the analysis. 

"I'm shocked the Legislature would use someone who works for the union," said Blair Horner, the 
legislative director of the New York Public Interest Research Group. "This guy might be the best in the 
world at what he does, but at best there is a clear appearance of a conflict of interest." 

Actuaries are experts in the field of forecasting risk, life expectancies and the future pension liabilities of 
municipalities and other pension funds. 

Mr. Schwartz, 70, who was an actuary for New York City until 1986, said in a telephone interview on 
Thursday that his connection to labor groups was well known. Asked which unions he serves as a 
consultant, he responded, "How many unions are there?" He then ticked off a list of his clients, 
including the United Federation of Teachers and unions representing firefighters, detectives, correction 
officers and bridge and tunnel officers. 

He said: "The Legislature knows full well I'm being paid by the unions. If they choose not to disclose 
that, that's on them, not me." 

He still called the city's estimates that the early retirement bill would cost $200 million annually "off 
the wall," saying that "at the very least, that's high by a factor of four." But even that would leave the city 
with tens of millions of dollars of additional annual expenses at a time of growing economic 
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uncertainty. 

The bill would offer workers a second chance to buy into an early retirement plan that had been offered 
in the mid-iggo's. 

"What people call actuarial science is at least as much as an art as a science," Mr. Schwartz said. 

"Back in my days as city actuary, I would go to that part of the range that would make things look as 
expensive as possible," he added. "As consultant for the unions, I go to the part of the range that makes 
things as cheap as possible, but I never knowingly go out of the range." 

Mr. Schwartz resigned from his city job in 1986 after admitting he had given false testimony in a 
deposition in a lawsuit brought by female employees who claimed that their pension payments were 
lower than those made to their male counterparts. 

Farrell Sklerov, a spokesman for Mr. Bloomberg, said, "It is an outrage that union-paid actuaries freely 
admit that they create artificially low fiscal impact statements in order to help push pension sweeteners 
through Albany, costing taxpayers millions upon millions of dollars." 

The executive director of District Council 37, Lillian Roberts, declined to be interviewed. 

In a statement, she said, "As far as the cost is concerned, actuaries disagree." 

Last year, District Council 37 paid Mr. Schwartz more than $io,ooo, according to records from the 
Department of Labor reviewed by The New York Times. 

John McArdle, a spokesman for the Senate majority leader, Joseph L.: .Br.u.n.o, a Republican, said, "We 
use the city's estimates before we make any decision." 

Dan Weiller, a spokesman for Assembly Speaker Sh-eldon Silver, a Democrat, said, "The fiscal notes 
don't determine whether the bill gets done." 

Both men said that bills received further financial review before approval and that in this particular case 
they would seek a so-called home rule message, which would require the City Council to approve the 
measure. 

New York Times: Actuaries' public pension work called into question 

Actuaries Scrutinized on Pensions 

By MARY WILLIAMS WALSH New York Times May 21,2008 

By firing its actuarial consultant last week, the New York State Legislature shone a light on one of the public 
sector's deepest secrets: All across the country, states and local governments are promising benefits to public 
workers on the basis of numbers that make little economic sense. 
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The numbers are off-base for a variety of reasons. Sometimes there is a glaring conflict of interest, as there was in 
Albany, where the consultant was being paid by the workers seeking richer benefits. More often, there is subtle 
pressure on the actuary to come up with projections that make the pension fund look good. 

Most of all, public pension actuaries use old methods that have fallen far out of sync with the economic 
mainstream. That does not necessarily mean their figures are wrong, but it does make them vulnerable to 
distortion, misunderstanding and abuse. 

"Financial burdens have been hidden" as a result, said Jeremy Gold, a New York actuary and economist who was 
one of the first to call attention to the gap between actuarial figures and economic reality. Many economists now 
agree with Mr. Gold, saying they believe actuaries are routinely underestimating the cost of providing 
governmental pensions by as much as a third. 

The difference "is going to come out of services, and the services are for the working poor," Mr. Gold said. 

In the private sector, pension funds are highly regulated, and actuarial numbers are less of an issue. But in 
government, actuaries and the consulting f m s  that employ them are starting to draw lawsuits in places like 
Alaska, San Diego, Milwaukee County, Wis., and Evanston, Ill. 

In Texas, the attorney general is calling for actuaries to be registered, so the state can keep them on a shorter 
leash. Federal regulators are also flexing their muscles, and the actuarial rules-making board is being pushed to 
change. 

Two big problems are being laid on actuarial doorsteps: overly aggressive investing and overly rich benefits. 
Benefits can go off the scale because widely used actuarial methods tend to make them look inexpensive. And this 
tends to encourage aggressive investing, because the greater the risk in the portfolio, the less costly it can seem to 
provide the benefits. 

"Actuarial assumptions based on misinformation are a recipe for disaster," said the Texas attorney general, Greg 
Abbott. 

After the Fort Worth pension fimd was found to have a crushing $410 million deficit, Mr. Abbott sent his staff to 
dig through more than a decade's worth of documents, to find out why. They found that in 1990, an actuary had 
calculated that the city could put less money into the pension fund and increase workers' benefits simultaneously 
- without making a dent in the fund - if he assumed that the fund would earn 10.23 percent a year on its 
investments. 

This worked on paper but not in the real world. In reality, Fort Worth actually lost money on its pension 
investments that year. And the new benefits did, in fact, have a cost. But the city forged ahead, armed with an 
actuarial opinion letter stating that "the numbers are correct." It generously sweetened public workers' benefits 
five times in subsequent years. 

From time to time, the actuary issued muted warnings, but he was ignored. He also began tweaking other numbers 
in his calculations, which kept the plan looking viable on paper. Meanwhile, the imbalances in the pension fund 
compounded. 

"It went bust," said David C. Mattax, the attorney general's chief of financial litigation. 

Fort Worth is now trying to come up with a reform package to bring the city pension fund back into balance. It is 
struggling, though, because its proposals are expensive, and some have been found unconstitutional. 

Something similar happened in New Jersey. In 1994, the state needed money, and it made actuarial changes that 
allowed it to avoid putting billions of dollars into its pension fund. The state then spent the money on other things. 
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Members of the pension oversight board resigned in protest, and employee groups sued, but an actuary for the 
state provided a detailed opinion letter saying the new method "will securely fund the present benefits" and even 
produce a modest surplus. 

Two years later, a state senate committee called back the actuary, Robert D. Baus, for questioning, to make sure 
all was well. Senator Peter A. Inverso noted that a $4 billion deficit had appeared in the pension fund. "That 
fiightens me," he said. But Mr. Baus said that while the deficit had grown, "it does not change the fact that the 
system is funded." He said New Jersey would have to close the shortfall at some point, but in the meantime, "it 
does not mean that there is not enough money to cover the liabilities right now. There is more than enough." 

No one asked exactly when the shortfall would have to be closed. Instead, legislators kept withholding pension 
contributions, even as they increased benefits again and again. Over the years the imbalances in the fund finally 
snowballed. 

Now the fund is so deep in the red that Governor Jon S. Corzine's administration cannot find the cash to catch 
back up. The Securities and Exchange Commission is investigating. 

Alaska is also struggling with a sick pension fund, and complaining its actuary got it into trouble. In Alaska, the 
state pension fund pays for retirees' health care as well as pension benefits. The actuarial fm that crunched the 
numbers for the plan, Mercer, made the assumption that health care inflation would fall to 4.5 percent by 2009. 
Instead, health care costs have gone up. 

The difference looks small in percentage terms, but multiplied over many years, and 80,000 workers and retirees, 
it is enormous. Alaska has sued Mercer for $1.8 billion, arguing that it "failed to take into account real-world 
data," and, therefore, allowed the state to make unreasonably low contributions. 

Mercer has said that it did nothing wrong, and that Alaska is trying to blame it for investment losses and other 
factors beyond its control. 

Mercer is also being sued by Milwaukee County, where the pension fund has been draining the budget for years. 
The county accuses Mercer of underestimating the cost of new benefits that were promised in 2001. Mercer says 
the county caused the problems itself, through its mismanagement. 

In Evanston, Ill., a former actuary has been accused of using aggressive assumptions about such things as 
investment returns, after a new actuary discovered a big shortfall. The former actuary has said his assumptions 
were valid and the plan had weakened because it was highly leveraged. 

San Diego's official numbers produced by an outside actuarial firm were found to be so misleading that the S.E.C. 
sanctioned the city for securities fraud. The city sued the actuarial firm, which settled. 

The New York State Legislature has dropped several proposed pension enhancements since lawmakers learned 
that the actuary, whose opinion was that the cost of the benefits would be zero, was being paid by a labor group. 
The actuary said his assumptions were within acceptable ranges. But the state's actuarial methods continue to be 
contentious, showing the pension fund is fully funded even when markets turn down. 

Actuaries wony their profession cannot withstand too many large lawsuits. The board that writes actuarial 
standards has been working on revisions in how to make economic assumptions. 

But change is coming at a creep. There are still a large number of actuaries for public plans who vigorously 
defend current methods. 

In Washington, the Internal Revenue Service is seeking to intervene. It is an active regulator of corporate pension 
funds, but has seldom been involved with public plans until recently. At a recent informational event, I.R.S. 
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officials explained that they wanted to help, and would send out an anonymous questionnaire. 

"The law in this area is complex, and mistakes do happen," said Joyce Kahn of the I.R.S.'s Employee Plans 
Voluntary Compliance division. "They happen all the time." She said errors cost much less if they are corrected 
right at the beginning. 

Many public fund officials, however, have resisted cooperating with the I.R.S., citing states' rights doctrine. 

NASRAINCTR response to New York Times story on actuaries 
NATIONAL ASSOCIATION OF STATE RETIREMENT ADMINISTRATORS 

NATIONAL COUNCIL O N  TEACHER RETIREMENT 

May 22,2008 

Editor 
The New York Times 
229 W 43rd Street 
New York, NY 10036 

The article "Actuaries scrutinized on pensions," (May 2 1,2008) presents opinion as fact and distorts the truth of state and 
local govemment pensions. 

Space does not permit correction of all the errors and misrepresentations in the article. For example, the contention that the 
City of Ft. Worth's pension "went bust" is completely false. In fact, on a market basis, the Ft. Worth pension plan is currently 
92 percent funded. 

The assertions that public pension numbers "make little economic sense," and are "off-base," are simply not supported in 
fact. Measurements of plan liabilities are developed pursuant to standards approved by the Governmental Accounting 
Standards Board (GASB). Based on these numbers, public pension plans have accumulated almost $3 trillion in real assets, 
not IOUs, ensuring the retirement security of more than 20 million working and retired state and local government workers 
and their beneficiaries. 

As a result, the findings of multiple recent studies of public pensions by such independent sources as the U.S. Government 
Accountability Office and the Center for Retirement Research at Boston College have shown state and local pensions to be 
reasonably sound and on track to meet their future obligations. 

Not only is the article based on incomplete and selective information, but it ignores the fact that public pensions are regulated 
primarily by state and local governments, and comply with rigorous industry accounting and reporting standards. These plans 
also are subject to annual audits and actuarial valuations, and are overseen by executive agencies, legislative bodies and 
boards of trustees. While the number of corporate pensions, solely regulated at the federal level, is seriously on the decline, 
public pensions have continued to flourish - solid evidence that their existing regulatory structure is working. This is a model 
that should be emulated, not dismissed as "off-base." 

Finally, the article makes no attempt to consult experts in public f m c e ,  but relies solely on the arguable theory that pension 
investment policy should be irrelevant to the funding of the plan. Suggesting the application of corporate finance measures 
that contributed to the demise of private pensions, and are completely inappropriate for pensions backed by government 
sponsors, is not only one-sided but irresponsible. 

To unfairly imply, based on a few misrepresentative examples of abuse and incompetence, the common practice of the 
actuarial profession is to violate its own professional standards, is reckless and unconscionable. Further, using these 
examples to inaccurately tar an entire industry only contributes to the continued erosion of retirement security in this country. 

Sincerely, 

M. Steve Yoakum 
President 
National Association of State 

Melva Vogler 
President 

National Council on Teacher Retirement Administrators 
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Retirement 

NIRS response to New York Times story on actuaries 

May 22,2008 

Editor 
The New York Times 
229 W 43rd Street 
New York, NY 10036 

To the Editor, 

The article "Actuaries Scrutinized on Pensions" misses the real story by overlooking three salient facts about 
pension accounting. 

First, private sector accounting standards are unnecessarily destroying retirement security for workers. New 
accounting methods are the primary culprit behind the disappearance of healthy corporate pension plans. The 
methods require spot valuations of assets and liabilities resulting in extremely volatile measurements that swing 
wildly with small movements in interest rates and asset returns. This gives a distorted view of the underlying 
health of a plan forcing companies to abandon plans rather than live with the volatility forced onto their balance 
sheets. 

Second, private-sector pension accounting standards are wholly inappropriate for the public sector. Unlike 
companies, governments cannot go out of business. Thus, the accounting is and should be different. Pension 
accounting standards set by the Government Accounting Standards Board use a valid method to assess the long- 
run viability of a pension plan. 

Third, most public pension plans project a reasonable, long-run rate of return in the range of 7.5% to 8.0%. This 
inference that there is a widespread problem of actuaries violating professional standards by using wealistic 
assumptions is off the mark. A call to force healthy public plans to adopt standards that undermined pensions in 
the private sector is an over reaction to an exceptional case. Ultimately, it would lead only to the further 
deterioration of retirement security for ordinary Americans. 

Sincerely, 

Beth Almeida, Executive Director 

News Release: NIRS Releases First Research Brief, Launches Web Site with 
Exclusive Excerpt of New Pension Book 

The National Institute on Retirement Security has released its first research Issue Brief and launched its 
new web site. 

Please visit www.nirson!ine,org to sign up for regular updates and to read "Retire.m.eat.Resdin.ess; ..... What 
Difig.rre.n-c_e...Does A .Pension Make?" This brief reviews the role defined benefit pensions play in ensuring ...... 

that Americans can be self-sufficient in retirement. It also examines trends in pension coverage, the 
impact of these trends on retirement readiness, and areas worthy of exploration for policymakers. 
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The site also offers exclusive access to Teresa Chilarducci's new book, "When I'm Sixty-Four: The Plot 
Against Pensions and the Plan to Save Them." Also worth a click: 

+ Today's press..re!ease 
+ The B~ok..Corn.er with a review of a new book by Roger Lowenstein 
+ Report F.act.Ch_eck with analysis and reviews of recent pension reports 
+ A C-0-m.m.entary section that provides a forum for NIRS staff and guests to post short blogs 

and longer commentary on key issues 

Visit the site often, as NIRS will release a steady stream of research reports and briefs, commentary, 
and news. NlRS also will continually add important pension data and educational materials, as well as 
increase site features and functionality. 

You'll recall that NIRS was established by the Council, NASRA and NCTR to conduct research and 
education programs regarding the traditional defined benefit pension system. 

If you have questions or comments, please contact Beth Almeida, NlRS executive director, at 
balmeida@nirsonline.org or 202.457.81 90. .~ ....... . . . ......... 

Media coverage of NIRS research brief 
NlRS brief cautions on pension shifts 

May 22,2008 (PLANSPONSOR.com) - A new research paper highlights the societal risks attendant with a 
decline in pension coverage - and suggests areas for policymakers to consider in addressing that concern. 

The Issue Brief, "Retirement Readiness: What Difference Does A Pension Make?" finds that the recent shift away fiom 
traditional pensions has coincided with a decline in retirement wealth for the typical household, reducing retirement readiness 
and increasing the risk of hardship in old age. As a result, fewer working families will have a good chance of maintaining a 
middle-class living standard in retirement, according to the paper - the fmt retirement research Issue Brief for The National 
Institute on Retirement Security (see ch Group 1. 

"Just a decade ago, there wasn't a need for an organization like NIRS," said Beth Almeida, NIRS executive director. "After a 
lifetime of work, most middle class Americans could expect to retire at a reasonable age with a modest income that would 
last until death. But times have changed, and it is getting tougher to retire - and impossible for some," Almeida added. 

The premier Issue Brief examines a broad range of key retirement reports and data to conclude: 

a The shift from traditional pensions to defined contribution plans in the private sector has reduced the 
amount of money set aside for retirement, leading to a reduction in retirement wealth for the typical 
worker. 

a Large numbers of Americans will fall short in retirement, leaving older Americans with inadequate income 
to be self-sufficient or in poverty. 

a Middle class workers with pensions are less likely to be at risk in retirement. 
a Pensions tend to be better at ensuring employees are able to accumulate adequate resources for 

retirement. 
a Key features distinctive to pensions seem to make a significant impact on retirement readiness. 

New Web Site 

The group also launched a new web site, ~/www.nirsonline.org, that offers access to an excerpt of retirement economics 
expert Teresa Ghilarducci's new book, " m e n  I'm Sixty-Four: The Plot Against Pensions and the Plan to Save Them. " 
Additionally, according to an announcement, the site encourages ordinary Americans to communicate their retirement 
challenges, which will help to shape NIRS' research and education initiatives. 

The Issue Brief suggests that policymakers focus on shoring up existing pension plans by revisiting the rules governing the 
funding of private sector pensions and examining existing defined benefit pensions that insulate employer contributions fiom 
shocks, reduce large swings in contributions, and secure employee benefits. Over the long term, the paper's authors assert 
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Some of the measures they have invoked include: 

Requiring recent retirees to contribute 1 percent of their final salary for medical costs. 

Requiring future retirees to contribute 3 percent of final salary. 

Requiring longer service periods to qualify for retiree medical benefits. 

Requiring higher co-payments. 

Pre-funding the plan to achieve higher long-term investment returns and an improved actuarial assumption, thus 
an immediately lower liability. 

The state has made major progress, with big scores in the first inning of what will likely be a double-header. 
There is more work to do. They haven't really stopped digging the hole they're in if they don't also consider using 
total cost caps, CPI cost caps, and a defined contribution or hybrid plan structure for new and younger workers to 
reduce employer liabilities for potentially runaway future medical cost inflation. 

Likewise, the state should take a closer look at the amortization policies used in its actuarial assumptions, to make 
sure that the actuaries are not using a longer period to repay these obligations than the natural career lives of the 
employees and the expected lives of the retirees. Otherwise, the reported cost savings could be illusory. 

Even so, Pennsylvania is one of the first large, traditionally labor-friendly states to take responsible measures to 
own up to its legacy promises and begin the painful process of bringing benefits in line with the ability of 
taxpayers to absorb them. For that, Pennsylvania officials deserve some praise from their peers and citizens. Keep 
up the good work, and try to stop digging as soon as possible. 

Girard Miller, an analyst of bene$ts and investments with 30 years of experience in the public, private and 
nonprofit sectors, can be reached at Girardinmalibu@charter.net. His general market observations and 
institutional investment strategies are his own and should not be construed as investment advice or 
recommendations concerning specific securities. 

CalPERS board takes neutral position on bill permitting access by private sector 
workers 

CalPERS Not Ready to Take Position on AB 2940 
May 16,2008 (PLANSPONSOR.com) - The board of the nation's largest public pension plan has decided to keep 
its powder dry - for now, anyway - on legislation that would open up the program to some in the private sector. 

Yesterday the board of the California Public Employees' Retirement System (CalPERS) decided to take a neutral 
stand on AB 2940, a bill authored by Assemblyman Kevin de Leon, D-Los Angeles, that would make California 
the first state in the nation to open its public retirement plan to workers in the private sector. The bill is aimed at 
the 6 million employees 
in California who aren't offered a pension or retirement savings plan at work. 

A recommendation to the Benefits and Program Administration Committee noted that AB 
2940 would allow CalPERS to administer the Program through various structures that ". . . could limit its direct 
involvement in the management and fiduciary decisions that employers and qualified retirement plan providers 
generally make." Further that "most of the bill's requirements can be met through contracts with private-sector 
service providers, with management and oversight provided by CalPERS' professional staff.'' The analysis 
presented said that, "In effect, AB 2940 would allow the Board to determine CalPERS' level of involvement in 
the operations of the Program, from developing and administering the Program completely in-house, to 

41



1 

The Health Care Divide Page 21 of 30 

contracting-out all these functions to a third party, or a combination of the two approaches." 

Cost Considerations 
The report to the board said that CalPERSY costs for developing, administering, and marketing the program 
contemplated under AB 2940 could be divided into two phases: (1) initial development and start-up costs; and (1) 
ongoing administration or operating costs. According to the report, "The estimated start-up costs would be 
approximately $1.74 million for 13.2 PYs over an implementation period of approximately 18 to 30 months," 
including approximately $500,000 in one-time costs associated with securing the services of outside tax and 
securities counsel to, among other things, assist CalPERS in obtaining the necessary federal regulatory approvalq. 

Once the program was operational, CalPERS' ongoing administrative costs would range from $806,000 to $1.46 
million annually, for 7.7 to 15.4 PYs, according to the report. The report also noted that continuing annual ~ 
appropriations may be required for an indefinite period pending the build-up of assets sufficient to generate fee 
revenues off-setting CalPERS' annual operational costs. 1 
The full analysis is online here. 

Other State Initiatives 
I 

The presentation to CalPERS' Benefits and Program Administration Committee contained the following analysis 
of various other retirement savings proposals similar to AB 2940 that have recently been introduced or considered 
in a number of other states: 

Maryland - The Legislature recently considered and rejected Senate Bill 728, which would have established the / 
Maryland Voluntary Employee Accounts Program (MVEAP) administered by the Maryland Teachers and State ! 
Employees Supplemental Retirement Plans. Authorized plan structures under the MVEAP would have included 
401(a) plans, including 401(k) plans, as well as trusts or savings incentive match plans under 408(p) of the Code., 
Instead, and at the Legislature's instruction, the Maryland Supplemental Retirement Plans recently conducted a 
study of Voluntary Employee Accounts to examine cost efficiencies, potential for state liability, and organization 
and administration requirement with regard to a state-sponsored program. I 

The study concluded that each participating businesses would have to routinely and regularly sign and return 1 

documents to a central administrator, provide annual reconciliation of contribution history, and follow instructiods 
on distribution and collection of miscellaneous employee communication materials. It estimated that the M V E q  
would require a subsidy of between $300,000 and $500,000 a year for at least five to seven years. Estimated costs 
included: design and drafting of special plan documents that describe the structure of the accounts, specific 
control mechanisms, and specific employer responsibilities; draft, submit and obtain rulings from the IRS and ' 
Department of Labor that approve plan documents with an estimated duration of 12 to 18 months. 

Washington - The Legislature has considered five universal retirement savings proposals since 2003. Last year, 
it appropriated money for the Washington Department of Retirement Systems (DRS) to produce a report 
scheduled for release this December, which studies the various legal issues and obstacles that must be addressed 1 
in order to implement such a plan. The current legislative vehicle is House Bill 2044, which would create the 
Washington I 

Voluntary Accounts Program (WVAP) to offer employees a vehicle for saving and private employers a method 
for offering benefits. The bill designates the State Treasurer as the custodian of the WVAP account, and allows ~ 
the DRS to implement and operate the WVAP either in-house or through an external third party contract. It also . 
makes implementation and operation contingent on fbnding and allows the DRS to freeze or reduce enrollments 
and establish a waiting list if continued enrollment would cause expenditures to exceed revenues. 

Vermont - HB 70 expands participation in 457 and 403(b) deferred compensation plans the State offers to its 
own employees to nonprofit corporations or other employers authorized by the IRC to participate in such DC 
programs. I 

Michigan - SB 24 would allow small business employees to participate in a newly established 401 (a) pension 
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