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;""‘m:":: Introduction

";‘;@T'm Thank you for allowing my organization, the National Conference on Public Employee

: Retirement Systems (NCPERS), to submit this on-the-record testimony for your review,
L;m h,:. The growing national debate over public pension funds has raised a wide range of
s Gy SONCETNS, Some of those concerns are justified, but many are not, In many instances, the
wan 7 current debate has generated much more heat than light, It is eur hope that our
testimony will shed much-needed light on the status of public pension plans and provide
,::':z:,‘,:'}: the subcommittee with up-to-date data on the health and sustainability of those plans.
Given the contentious political climate that has put public pension plans under attack, itis
wonmath v = b i i
e 1 Crucial that policymakers at all levels of government are operating with full and accurate
1 Ly information and that they are evaluating that information in the proper context,
Lirtdy Hovw, AR
ol # e NCPERS Is the largest trade association for public sector pension funds, representing more
failor Wi than 500 funds throughout the United States and Canada. It is a unique non-profit
Wi ey Metwork of public trustees, administrators, public officials and investment professionals
Las Aigeies 4 wha collectively manage nearly 53 trillion in pension assets. Founded in 1941, NCPERS is
Lt hey  the principal trade association working to promote and protect pensions by focusing on
Ml 7 advocacy, research and education for the benefit of pubic sector pension stakeholders.
o oman FUrPther, NCPERS promotes retirement security for off workers through access to defined
hew Yok W benefit pension plans.
Gt Ly Atiiss
Milsdelols P 1y addition to serving as Executive Director and Counsel for NCPERS, | currently serve as a
et et Trustee on the Fairfax County Uniform Retirement System, 51 billion public employee
s T catirement system providing pension coverage far the Fire & Rescue Department, Sheriff's
(b Wi Department, and certain other sworn employees of Fairfax, Virginia, | also served on the
W B Morningstar Pension Endowments and Fe ions Steering Commi and City of
e L K Vfirginla Beach Mayor's Committee on Employee Pensions. Before joining NCPERS | served
PR o six years as a government representative for an international public sector union,
H W wim G working on benefits, appropriations, homeland security and health care issues. | helped

rm'“; come  draft and lobby for passage of the Staffing for Adequate Fire and Emergency Response
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(SAFER) Act, | have served on several Federal Advisory Committee Act (FACA) committees and
working groups. | began my career in the office of former Sen. Bill Bradley of New Jersey, where
| worked on the Newborns' and Mothers' Health Protection Act.

The Health and Sustainability of Public Pension Plans

First and foremost, we would like ta assure you that the vast majority of public pension plans
are healthy, sustainable and more than adequately funded. There are a few, extremely well-
publicized exceptions, but they are just that — exceptions, not the rule. And the few plans that
arein trouble are in trouble for the same reason — failure by the povernment entities
sponsoring them to live up to their legal and fiduciary responsibilities to regularly and
adequately fund their plans.

Illinois is currently in the news for being In last place among the states when It comes to
funding its pensian systems. llinois’ repeated and pralonged failure to contribute what it owes
stands In stark contrast to its employees’ faithful contributions, paycheck after paycheck, The
story of the tiny town of Prichard, Alabama has also been chronicled far and wide. Town
officials failed to fund its plan, defied state law by cutting off all benefits to its 150 retirees
nearly two years ago and has sought {unsuccessfully so far) bankruptcy protection to get out
from under their obligation. At least 18 of Prichard’s pensioners have died while waiting for the
pension checks they were promised in return for their years of public service.

But as | said, these are the exceptions, not the rule. This spring, NCPERS and Cobalt Community
Research conducted perhaps the most comprehensive study addressing retirement Issues for
state and local pension plans. In all, 216 public pension funds covering nearly 7.6 million active
and retired public employees and with assets exceeding $900 billion were surveyed, The vast
majority — 83 percent — were local pension funds, while 17 percent were state pension funds,

What we found was that public pension plans are experiencing a robust recovery from the
Great Recession that adversely impacted all institutional investors. They report earning above-
average returns, And they are more than adequately funded to meet their obligations.

Some recent studies of public pension funds paint an unrealistically bleak picture because they
rely in the main on 2009 data —data from a low point in the Great Recession, NCPERS survey
relies on up-to-date data and demonstrates convincingly that a lot has changed for the better
over the past 18 months.

The NCPERS/Cobalt Community Research Survey's key findings

Despite weak short-term investment experience In 2008 and 2009, the long-term investment
discipline of fund managers has produced an average one-year return of 13.5 percent, based on
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the most recently reported data, Funds participating in the study reported a 20-year average
return of 8.2 percent.

Investment returns are the single most significant source of plan funding, comprising about 66
percent of fund revenue. Individual plan members are a significant source of plan funding,
contributing 10 percent of plan revenue. Employer contributions comprise only 24 percent of
plan revenue,

Although media coverage has focused on a handful of troubled funds, the vast majarity of plans
are managed responsibly and maintain strong funding levels, On average, public pension plans
are 75.7 percent funded and continue to work toward full funding. Accarding to its February
2011 report Enhancing the Analysis of U.S. State and Local Government Pension Obligations,
Fitch Ratings considers a funded ratio of 70 percent or above to be adequate,

The NCPERS/Cobalt Community Research study presents a far more accurate — and far less
distressing — picture of the actual status of public pension plans today. And our findings do not
stand alone, Reviews by the Economic Policy Institute as well as by the National Association of
State Retirement Administrators and the National Council on Teacher Retirement have
produced similar findings.

Public Pension Plans Adapting to New Economic Realities
Public pension plans are not relying solely on strong investment returns to ensure their
sustainability, Plans are already undertaking a wide range of structural changes to adapt
responsibly to current economic realities and to guarantee their long-term heaith.

In 2010, mare changes were enacted by state and local governments across the country than in
any year in recent history, More modifications are in the works — to benefits, plan design,
operational practices, oversight practices and maore, This continuing restructuring should
guarantee not only that public pensions remain the maost efficient means of delivering
retirement benefits, but also the |east costly — at least to states and localities that have kept up
with their required contributions to those plans. Jurisdictions that have shown less funding
discipline may face greater challenges.

NCPERS and Cobalt Community Research are currently conducting a comprehensive review of
the changes public pension fund have made or plan to make in the near future. The full report
will be completed in late Spring 2011 and will be shared with members of the subcommittee.

America's Retirement Crisis

While budget and revenue shartfalls have prompted officials at all levels of government to take
a close look at public pensions systems, we believe that their focus is too narrow. The fact Is
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that while the vast majority of public pension plans are healthy and sustainable, they provide
retirement benefits to only a fraction of American workers.

The U.S. is facing an overall retirement crisis. Our ability as a nation to sustain our economy at a
time when a record number of workers are entering their retirement years should be an
important part of our national debate. Retirement security for all Americans — whether the
work in the public or private sector — must become a national priority.

The truth is that for more than 100 years, public pension plans have been the most
economically efficient means of delivering retirement benefits. Another inescapable truth is
that until the 1980s — when defined contribution plans like the 401(k) were introduced -
defined benefit pensions were common in the private sector. Workers knew that with their
pensions, Social Security and their own savings, they could retire with dignity.

Today, there’s a $6.6 trillion deficit between what 401k account holders should have and what
they actually have. And the 80 million baby-boomers who are nearing retirement may not have
enough time left in the workforce to earn back what they have lost in retirement assets.

It is our hope that as they look at the functioning of state and local pension funds, members of
Congress and other policymakers will see that public pension plans provide ample evidence of
how effective retirement systems can and do work = and that they provide a strong model for
addressing America’s retirement crisis and providing retirement security for all.

NCPERS stands ready to assist federal and state policymakers with facts, research, and expertise
as they delve into policy discussions on retirement security. We invite this committee to
contact us should you need additional information.

X
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2011 NCPERS Public Fund Study
Preliminary Results

Compiled hy Cobalt Community Rescarch

Executive Summary

In March and April 2011, the National Conference on Public Employee
Renrement Systems (NCPERS) began a study 1o collect the most recently
available dais on member funds” fiscal condinon and steps they are mhing o
ensure fiscal and operational intepriry,

NCPLRS 15 the largest made associpnon for public sector pension funds,
representing more than 500 funds throughour the Unired States and Canada, Iris
a ungue non-profir network of public rrustees, administrators, public officials and
nvestment professionals who colleetively manage nearly $3 mllion in pension
assers. Pounded in 1941, NCPERS has been the prineipal trade associanon
working t promote and proteer pensions by focusing on advocacy, research and
cdueanon for the benefit of public sector pension stakeholders.

The 2011 NCPERS Public Fund Soedy includes responses from 216 triember
funds wirth a roral number acrive and retired memberships surpassing 7,599,000
and assets exceeding $900 bllion. Tt s the mosr comprehensive study addressing
retirernent issues for s sepment of the public sector.

Key Findings
1. Despite weak short-term investment expenence in 2008 and 2009, the

long-rerm investment discipline of fund managers has produced an

average L-vear rerurn of 13.5 percent bused on most recently reported

duta. Punds participatng in the study teporred a 20-yvear averige of 8.2

percent. The average retum that respondents use to caleulate assers 8 7.7

percent with an assumed rate of inflation of 3.5 percent.

Investment retums are the single most sienificant source of plan funding,

comprisitig abour 66 percent of fund revenue. Members are g significant

souree of plan funding and contributed 10 pereent of plan revenoe,

FEmplover contributions comprise only 24 percent of plan revenue.

3. Although media coverage has focused on g handful of roubled funds,
most funds are managed cesponsibly and maintain strong funding levels.
On averape, funds are 75.7 percent funded and continue to work toward
full funding. According o its Febroary 2000 ceport Enbancng the ~Inalyi
of U5, State and Lacal Government Penston Oblisations, Fitch Ratings considers
a unded rano of 70 percent or above o be adequate, As with a home
mortgige, funding levels are designed 1o slowldy he funded over many
years. The average amortization period for respondents 15 25.8 years,

(&

About Cobalt Community Research
Colalt Conmatrniity Reosearsh is o wouprofit research coufition created fa belp govwrnments,
locatl sebooly aued vther nonprofit vrsanizativns weasure, benchmark, and manage their offorts
thropph bish-guality affordable snrveys, foous growps omd facklitared weetings. Coball i
heaadgreertered i Laniing. Michigan,
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2011 NCPERS Public Fund Study: Preliminary Results

For the
2001 study, 216 respondents provided feedback to NCPERS using the most recent data they have available.
\pproximately 83 percent of respondents represented local government pension funds and 17 percent
represenred statewide retrement systems. The graph below shows the number of active members and
retiree/ beneficines represented by these funds, This totals more than 7,599,000 covered lives,

Countof Actives and Annuitants

®Actives = Anmuitants

Funding Level and Returns

O average, the funded level of responding funds s o solid 75.7 percent. When comparing the ol actuirsl
assets of all respondents to the total liabilines, rhere is an overall funded status of 77.4 percent. Pension funds
are designed o pay off liabilities over a period of ime to ensure long-term stability and ro make annual
budgering casier through more predictable contnbution levels. For responding funds, that period of dme
averges to 25.8 years,

Funded Status
100.0%
B0.0%
B00%
T00% -— =
B0.0% -
50.0%
40.0%
30.0%
200%
10.0%
0.0% -

T5.7%

Average
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Funding level is affected by the average investment retorns a4 fund experiences over a set number of vears.

For respondents, the average number of vears used in the caleuladon is 5 years, This is done to keep employer
contribution mes more stable, as annual marcker reraen Auctuadons would coeare significant voladlity n the
budgerng process. With the marker declines in 2008 and 2009, the matket and acwarial value of fund assets
hus declined; however, both L-year and 20-yvear rerurns reported by participating funds poins o conrinuing
long-term improvement in funded stras. The graph below shows averige returns for responding funds,
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The following praph shows the marker value and actunrial value of assets (dack blue eolumms). The red
column shows acruanal abiley thar pension plans are designed 1o meer over ime. The light blue columns
project the improvement in matket assers in one vear using theee scenarios: repeat of the 1-year retum (13,5
percent), retarns tht equal the reported 20-year cetuen (8.2 percent), and returns thar equal the averige
reported actuarially assumed rare of return (7.7 percent). Essentially, this graph shows thar despite short-term
market declines, funds wall continue 1o make progress woward funding liabilides,
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Sources of Funding

Income used o fund pension programs generally comes from three sources: member conmbutions, employer
contributions and investment reurng. The chart below shows the proportion of funding provided through
each of these sources, By far, mvestment retums are the most significant source (66 percent). Member
comtributions make up 10 percent of fund income, Employer contriburions equal abour 24 percent. These
findings are consistent with other credible indusiry studies. Both this study and other industry studies show
that annunl fund expenditures and economic impact significantly exceed the annual contributions made by the
l.mp]n"l.’l‘ﬁ.

Sources of Revenue

= Member Contributions = Employer Contributions ® Investment Income

Next Steps
This preliminary daga represents omly @ portion of findings n the 2011 swdy. Other areas 1 be reyiewed
include ehanges funds have made or plan to make in the following areas:

*  Benefir changes

*  Design changes

*  Opentional pracrices

*  Communicanion and member engagement pracuces
*  Oversight practices,

The full report will be camplered in ke Sprng 2001



