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The University of Wisconsin is now drafting legislation for a University of Wisconsin
Optional Retirement System (UWORS) as provided in 1997 Assembly Bill 331. With
this system in place, new faculty and academic staff hires would have the choice between
a defined contribution retirement plan (the Optional Retirement Plan, or ORP) and the
current “hybrid” plan with its heavy defined benefit component. The ORP would offer
100% vesting of partxcxpant balances from inception and would thus provide complete
pension portability."

Two actuarial studies commissioned by the Joint Survey Committee on Retirement
Systems and the Retirement Research Committee provide detaxled data comparing the
ORP and the current Wisconsin Retirement System (WRS).> Those studies, as well as
substantial other literature, suggest that the WRS both fails to meet the needs of the
modern workforce and that it offers inequitably low benefits to female faculty and
academic staff. The proposed legislation is a significant step toward providing a more
satisfactory and equitable benefit system and, in so doing, toward furthering the
University’s efforts to recruit and retain quality professionals in an increasingly volatile
and competitive job market.

Several demographic items in the actuarial reports are noteworthy:

e The percentage of female U.W. faculty and staff is rising and is projected to continue
to rise. As of December 31, 1997, a total of 6,841 women were working as faculty or
academic staff for the University of Wisconsin. Over the next 40 years the
percentage of women is projected to mcrease from 28.5% to 32.6% of the faculty, and
from 53.6% to 54.1% of the academic staff.*

¢ U.W. faculty and academic staff have much higher withdrawal rates than other
employees of the UW system or teachers in general. This is evident for both females
(Figure 1) and males (Figure 2).°

e Withdrawal rates of U.W. faculty and academic staff relative to other employees of
the U.W. system or teachers in general are seen in those same figures to be
dramatically higher at early ages and to converge at about age 50.

e Withdrawal rates for female faculty and academic staff are less "smooth" than those
for males. For example, as illustrated in Flgure 3, withdrawal rates for women
markedly rise for several years in mid-career.® It is not uncommon for women to
leave or change jobs in mid-career or to opt for early retirement. When female
employees elect to take time off for family-related or career-developing pursuits, their
defined benefit contribution ceases to accrue at the same growth rate as would that
from a defined contribution pension plan.

e Female U.W. faculty and academic staff have higher withdrawal rates than males.
For faculty, the annual withdrawal rates in a typical year average about 7.6% for
females versus 5.0% for males (a 52% higher rate). For academic staff, the annual
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withdrawal rates average about 10.9% for females versus 8.6% for males (a 27%
higher rate).”

Taken together, the above data show that U.-W. faculty and academic staff have higher
withdrawal rates than other employees of the U.W. system or teachers in general, that
these withdrawal rate differentials are greatest at earlier ages, and that withdrawal rates
are higher and show more age-related variability for females than for males. This pattern
leaves female UW faculty and academic staff disproportionately vulnerable to the severe
penalties the WRS places on early-career mobility.

Since the defined benefit plan determines rates by a formula that takes into account
(among other things) length of service and final average earnings, it significantly
disadvantages employees who enter and leave the system periodically rather than remain
for the length of their careers. As examples of the effect of these mobility trends on
benefits, consider the projected annual pension per $10,000 of starting salary in the
following cases:
An employee fresh out of college (age 25) who works for five years and then takes a
leave to start a family at age 30 will have a pension worth $867 under the WRS at age
55. If she instead chooses the Optional Retirement Plan, even at the low rate
estimate, her pension would equal $2,851 — about 3 ¥ times that under the WRS.
With the hlgh rate estimate, the ORP value would be $4,746 — almost 5 ¥ times the
WRS value.®

e Anemployee who starts at age 25 and leaves at age 40, during the common mid-
career withdrawal phase noted above, would have a pension worth $4,220 under the
WRS at age 55. Under the Optional Retirement Plan, the pension value would range
from $8,659 (low estimate) to $13,176 (high estimate). These ORP values are,
respectively, more than double and triple those for the WRS.

e In general, even using the low rate of return estimate for the ORP, the ORP
dominates the WRS at a retirement age of 55 for people entering the system at any
age from 25 to 45 and leaving by age 50; that is, it is better for all such combinations
of age hired and age leaving service. At a retirement age of 65, this dominance is
more pronounced, occurring (using the low rate of return estimate) for people
entering the system at any age from 25 to 50 and leaving by age 55. With the high
rate of retirn estimate and a retirement age of 65, it is only when people enter the

system at age 50 or greater and leave service at age 65 that the WRS value exceeds
that of the ORP.

In short, the ORP offers a very attractive, more equitable alternative to the WRS. Such
an alternative is critical if the U.W. is to succeed in the modern workplace. Consider the
following points:

o The ability of defined contribution plans to help meet the needs of employees in the
dynamic complex work environment is widely recognized. For example, a Fortune
magazine amcle noted the disadvantages of defined benefit plans for mobile
employees.” A Financial PIanmng article highlighted the empowering aspects of
defined contribution plans.'® A National Underwriter article emphasized the “sea
change in the nature of executive pension and benefit plans” that is taking place,
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pointing out how the shift toward defined contribution plans “has radically altered the
demands and expectations of younger executives, affecting both their attitudes toward
the benefits they will be receiving from an employer in the short term and also their
expectations of how they will be funding their retirements in general.”!! The article
quoted a pensions expert as saying, “If a company wants to keep attracting quality
employees in the current tight job market, especnally talented executives under age
35, it will need to maintain a plan with an aggressive contribution schedule, address
key issues such as plan portability and early vesting, and also maintain a wide variety
of investment options.”

e US. government initiatives are attempting to break the “pension glass ceiling” for
women, recognizing the dlsadvantages women face due to their higher job turnover
and generally lower wages.'? President Clinton, noting that women generally receive
smaller pensions than men, has recently proposed changes to retirement plans to
make them more “women-friendly.””

e Approximately 45 other states offer their state university employees a choice when
hired between joining the state s traditional defined benefit pension system or an
optional retirement plan.'* That optional retirement plan is generally a money
purchase plan administered by a large insurance company, similar to the ORP.

* There is a strong worldwide trend toward the offering of defined contribution pension
plans. According to Bureau of Labor Statistics figures, 57% of full-time employees
of medium and large establishments in the U.S. participated in defined contribution
plans in 1997."° Defined contribution plans now account for half of all employer-
sponsored retirement arrangements in 14 of 38 countries examined in a recent
report.!

The author’s 25 years of experience with faculty recruiting suggests two other trends that
are relevant to this discussion. First, faculty mobility is dramatically increasing,
especially for younger faculty. As in non-academic settings, mobility is becoming the
norm rather than the exception. Salary-compression and related forces, among other
factors, are creating a situation in which inter-university mobility is perceived as
positively associated with salary increases. The increasingly common practice of
resetting the “tenure clock” to zero for non-tenured faculty hired from other universities
(thus giving them more time to meet tenure requirements) has accelerated this trend to
greater early-career mobility. In addition, as more universities offer options to defined
benefit retirement plans, job candidates have become sensitized to pension benefits

- quality as a major criterion of job choice.

The University of Wisconsin is committed to increasing the percentage of female faculty
and academic staff. In view of that commitment and associated targeted expectations,
every effort should be made to offer benefits that are both competitive and fair. The
evidence summarized here suggests that the WRS is neither, and that it places the U.W. at
a signiﬁcant competitive disadvantage. As such, by offering an Optional Retirement
System giving new hires the flexibility to select the best investment Jprogram for their
specific future needs, the Legislature will both be redressing the inequities of the current
system and providing a crucial aid to the University’s recruitment efforts.
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Withdrawal for WRS "General"l IFemales

Again, as for the males, we see that female university employees
generally have higher rates of withdrawal from employment than
their nonuniversity fellow members in the Wisconsin Retirement
System. The good news about this is that it does make their
benefits cheaper for the university to provide. The bad news,
however, is that their greater job mobility also gives them

a more urgent need for a type of retirement plan

that really performs for them -- under which

—-—
UW academic staff

*

UW faculty

T

School teachers

i

Other "general*

uw benefits earned early in their careers provide a sizeable pension

10% Academiic when they reach retirement age. Normally, this would happen

- Staff automatically with a “defined contribution* (or *DC") plan,

i which is simply a tax sheltered investment account used

, to grow a retirement *nest egg". When an employee

1 Other *general" uw leaves for another inb, the DC ;.nla.n account simply

T S Faculty goes along with her. (This is called "peasion

59 portability*.)
] " School teaﬁcg\: ————rt + ~ ) . L
0% T 1 T T { T 1 T 1 1 1 T T 1 1 4 1 i T T T T 1 i

30 35 40 45 50

Age Of E"lployee Joint Survey Committee

on Retirement Systems




Withdrawal Rate (service over 5 years)

Defined Contribution
Page 5

Figure 2

Withdrawal for WRS "General" Males
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Figure 3

Service-Based Termination Rates
(Example: Female Academic Staf f)
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ENDNOTES

! The actuarial studies from which data for this report are drawn provide good explanations of the
WRS and ORP (see, for instance, pages 38 and 39). Fora thorough recent discussion of
alternative pension plan forms, see G. E. Cole, “An Explanation of Pension Plans,” Employee
Benefits Journal, June 1999, pp. 3-13. See also G. Kleinman, A. Anandarajan, & K. Lawrence,
“Defined Contribution Plans and Pension Planning: An Empirical Analysis,” Journal of Pension
Planning and Compliance, Winter 1999, pp. 32-48. .

? These reports are “Wisconsin Retirement System Supplemental Actuarial Valuations of
Enhancements to Hybrid Plan Features of the Wisconsin Retirement System and a Separate
Optional Retirement System for University of Wisconsiri Employees,” prepared by Gabriel,
Roeder, Smith & Company and released on December 21, 1998; and “A Supplemental Actuarial
Study of Proposals to Provide an Optional Retirement Plan for University of Wisconsin Faculty
and Academic Staff,” prepared by Scott Dennison, Director of Retirement Research, on behalf of
the Joint Survey Committee on Retirement Systems and the Retirement Research Committee, and
released on February 7, 1999. The former is referred to as the GRS report and the latter as the
Supplemental Report.

* All comparisons refer to the current version of the WRS. The actuarial reports also discuss six
alternative ways that the WRS money purchase rate might be increased. In general, the
comparisons of the WRS and ORP would yield similar conclusions for the various alternatives,
though the magnitude of difference between yields of the WRS and ORP would be reduced
relative to calculations using the current WRS. ‘

* Supplemental Report, pp. 66 & 67.

’ Figures 1 and 2 are drawn from pages 6 and 5, respectively, of the Supplemental Report.

S Figure 3 is drawn from page 92 of the Supplemental Report.

7 Supplemental Report, p. 84.

® The figures reported in this section are based on Supplemental Report, pages 23 & 31.
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Overview and Discussion

Original Study: This study supplements an earlier study by actuaries at Gabriel, Roeder,
Smith & Company (GRS) concerning proposals for the possible creation of a "University of
Wisconsin Optional Retirement System" (UWORS), that they prepared for the Joint Survey
Committee on Retirement Systems. The GRS report is dated December 21, 1998. ‘

Prior Version of This Study: Pages 42 through 104 of this report are identical with the cor-
respondingly numbered pages in the author’s earlier "Supplemental Actuarial Study", dated
February 7, 1999. The first 41 pages of this report, however, are revisions of the corre-
sponding pages of the earlier report. This revision was necessary in order to correct a
formula error discovered in the benefit projection tables of the February report, to produce
a more easily understood report than was possible in the short time made available to pre-
pare the February report, and to introduce new "Alternatives 3a through 3d" in replacement
of four of the GRS report’s "alternatives" that were found to be impractical (for reasons
described on page 13).

Corrections to Some GRS Results: Cost estimates on pages 5 through 8 of the GRS report
were based on a database of recent university employees with over ten years of service at
the end of 1997. In contrast, this and the preceding supplemental study use a model of the
University of Wisconsin’s future employee population developed from 1997 valuation data
records of employees hired more recently. Mean ages at hire in the GRS database were
from four to eight years less for faculty males, faculty females, academic staff males, and
academic staff females than those used in the database for this and the February study.
Although the GRS cost estimates for an optional retirement plan are close to those in the
supplemental reports, costs shown on pages 5 through 8 of the GRS report should be re-
placed by estimates in this report. The GRS cost estimates for "Alternatives 1a through 2¢",
which are amendments to the existing WRS offered as alternatives to an ORP, were not
affected by database problems and are reliable. These GRS estimates were, in fact, used as
the basis for many of the cost estimates presented for the first time in this present report.

All other information in the Gabriel, Roeder, Smith report appears to be accurate, except
for slightly underreported UW payroll (as explained in the "Population and Payroll" section
of this report). In particular, the GRS report provides excellent explanations of the option-
al retirement plan (ORP) originally proposed in 1997 Assembly Bill 331 and, as alternatives
to this, of some possible improvements to the Wisconsin Retirement System (WRS) that
could be used instead of an ORP to meet certain needs of the University of Wisconsin Sys-
tem and its employees, and possibly of other Wisconsin public employees as well. Readers
of this report are assumed to have a copy of the GRS report, so much of the information in -
the GRS report is not repeated in this report.

Background: The Wisconsin Retirement System is a "hybrid" retirement plan, basing its
members’ pensions on the greater of two benefits: one determined by a "defined benefit"
formula and the other determined by a money purchase plan that is part of the WRS.
However, in 1981 the legislature increased the defined benefit formula, and to help pay for
this the WRS money purchase plan was greatly weakened by reducing the rate at which
members’ money purchase accounts grow within the WRS. The rate for post-1981 em-
ployees was set at that time to 5%, which makes the WRS a very noncompetitive money
purchase plan in today’s world.
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Needs of university employees, as well as of employees in general, for "portable" pension benefits
are well served by money purchase or other defined contribution plans. It is not surprising, there-
fore, that many other states provide their state university employees with defined contribution
plans. In many cases this is a money purchase plan placed with a large insurance company. The
“standard ORP" (meaning the optional plan set forth in 1997 A.B. 331) examined in the GRS re-
port is similar to that offered by many other states.

The optional retirement plan studied in this present report contemplates a contribution of 10% of
employees’ salaries. This is a somewhat simplified version of the ORP offered in A.B. 331.
Several reasons for recommending this as a more practical ORP are explained on page 12.

"Alternatives": Besides studying the "standard ORP", the GRS report also discussed some alterna-
tive "fixes" to the WRS that might serve the same purpose as the standard ORP. These involved

- two things: (i) liberalizing the death benefit offered under WRS and (ii) increasing in one way or
another the rate at which members’ money purchase accounts grow within the WRS. The GRS
report suggested six possible ways that the WRS money purchase rate might be increased. Two of
these original six "alternatives" have been retained in this report, and four new "alternatives" are
presented here as well. (See "Table P" on page 13 for a summary of all "Alternatives".)

-2-
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Costs of the Proposals: Costs of the ORP and the six "Alternatives" are too complex to be done
justice by a simple summary. Please refer to Tables 1 - 3 (pages 20 - 22) for the costs, and to page
19 and the tables’ footnotes to learn what the costs mean. Because an ORP’s population matures
over a 30 to 40 year period, the costs of an ORP are not simple to understand. In fact, as the ex-
planation of the graph on page 2 explains, ORP "costs" are not (for a 10%-of-pay ORP, at least)
costs of additional benefits conferred, but are amounts of subsidy by the UW to the WRS lost to
the other WRS employers, because of a "depooling effect”. This results in a rising share of the re-
tirement system’s costs borne by the other employers, perceived by them as additional cost. This is
discussed on page 19. Costs of an ORP are also impossible to estimate very reliably, because we
lack data to reliably predict how many new employees would select the ORP at different hire ages.

Costs of the "Alternatives" are complicated by three things: (i) influence that the high Transaction
Amortization Account would have on the rate of return to be credited to WRS money purchase
accounts under the "Alternatives", (ii) the eventual reduction of the T.A.A,, and (iii) the fact that-
these measures are being contemplated on a prospective basis only (no corrections to be made to
money purchase accounts for years between 1981 and now). The costs would tend to increase
somewhat until about 15 years had passed, as explained in the footnotes to Table 2.

-3.




Death Benefit: The change to the WRS death benefit that was proposed on page 10 of the
GRS report as part of the "alternative” WRS amendments could be made with or without
amending the retirement system’s money purchase accrual rules, and with or without estab-
lishing an optional retirement plan. The WRS death benefits, although considerably im-
proved in 1997 by lowering eligibility for a spousal annuity by five years of age, is still far
below federal standards for private plans. In the author’s opinion, adopting the death bene-
fit changes suggested by GRS in their report is good public policy and should be considered
with or without any other pension legislation. The cost of this improvement to WRS is
given for the WRS membership groups on pages 11 and 12 of the GRS report. For the UW
faculty and academic staff (present or future), the cost would be about 0.02% of payroll.

“Optional” versus Universal Amendment: If any of the "alternatives" or something similar
were adopted as an amendment to the WRS, it could obviously be given universally to all
members of the benefited group(s) as a simple plan improvement. Or, by offering it op-
tionally to one or more groups, and requiring those electing it to pick up a share of the cost,
it could be presented as a true "optional plan”. If the employee would have to pick up half
of the cost for any "alternative", this would increase the member’s contributions, which
would in turn increase the money purchase account, thus increasing retirements themselves.
GRS has estimated that going this route would increase the costs of any "alternative" for
those electing it by about 15%. However, by some not electing it there would be some off-
setting cost savings (as compared with giving it universally), which has not yet been esti-
mated. All costs for "alternatives" noted in the GRS report and both supplemental reports
are based on the "alternatives" as universal amendments, on a prospective-only basis (i.e.,
© 1o back adjustment of money purchase accounts would be made for years since 1981), with
the employer paying the full cost.

Administration Considerations: If any of the "alternative" proposals or similar were adopt-
ed as a universal amendment, no additional administration would be necessary for the
WRS. If such were adopted on an elective basis, there would be some administration nec-
essary to guide the new member in making an election, and then recording the decision --
after that, there would be no additional administration required.

" In the case of an optional retirement plan, day to day administration would undoubtedly be
handled by the insurance carrier selected for the plan, and by University of Wisconsin Sys-
tem Administration. There are two aspects of this plan’s unique situation that would re-
quire additional administration on the part of UWSA and the WRS actuary, if not the
Department of Employe Trust Funds as well:

1. If the contribution to the ORP were made variable, as in A.B. 331, then the actuary
would have to perform a valuation of the ORP membership group each year to deter-
mine what the group’s cost would be if still in the WRS. This would involve doing ex-
perience studies for the group as well as valuations, with all the recordkeeping neces-
sary to support those activities.

2. If it is deemed necessary for the UW System to make an additional “equalization contri-
bution" into the WRS to neutralize the cost shifting effect from "depooling", then similar
work by the actuary and the administration that is foundational to that work would be
required. (Regarding this, please see my remarks near the end of page 12.)
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"The Problem"

Those who spend the first portion of their careers working as Wisconsin public employees, and
those who end their working years as such, need entirely different kinds of retirement plans to
provide them with sufficient income after retirement. This should become quite clear through
the three examples given on pages 7, 8, and 9, and the graphic illustrations on pages 10 and 11.

At some point the architects of the Wisconsin Retirement System surely realized this, because
the WRS is really two retirement plans working together -- a "money purchase plan" of the type
that best meets the needs of those who work here early in life and then leave, and a defined
benefit (or "formula") plan whose benefit formula best serves those who arrive here in early or
midcareer and then stay at their jobs until they retire.

These two retirement plans work together to cover all of the state’s public employees’ retire-
ment needs in a reasonable and affordable manner - or at least, they are supposed to work
together. The problem is that one of the plans, the "money purchase plan", was hamstrung by
1981 legislation as a way to help pay for improving the other plan’s benefit formula. Today the
defined benefit plan is alive and robust, but the money purchase plan is languishing -- figura-
tively having been weakened by a blood transfusion it was forced to give to the other plan.

Pensions from the WRS

Pensions payable under the Wisconsin Retirement System are always figured as the larger of
two amounts: A "formula” amount determined under the defined benefit or "formula" plan, and
the amount of pension that can be purchased by the amount of money accumulated in the retir-
ing employee’s money purchase plan account.

The "general" category of employees, comprising over 92% of all WRS members, includes as its
two largest groups all public school teachers and University of Wisconsin System personnel.
For "generals", the defined benefit formula is 1.6% of the highest three years’ average earnings
times the years of service credited under the WRS.

The money purchase plan receives contributions equal to 10% of members’ salaries, accumu-
lated in accounts for the individual members at some rate of interest defined by law. That rate
of interest used to equal the actual rate of return experienced by the WRS trust fund each year,
but 1981 pension legislation that increased the benefit formula to its current 1.6% factor also
sought to pay for this by reducing the money purchase interest rate to a flat 5% annually.

What Happens When an Employee Leaves Service

This effectively crippled the defined contribution plan. Generally, for younger employees who
leave employment after several years, the "formula" amount of pension is frozen at their time
of their departure (see pages 7 and 8 for some pictures of this). The money purchase account,
however, continues to grow at the legally defined rate of interest (or "investment earnings")
until one day the ex-employee decides to retire. Then the money purchase account’s value is
'used to purchase an annuity, or pension -- hence the name "money purchase" plan.

- For example, the employee pictured in the graphs on pages 7 and 8 would have a money pur-
chase account of $16,855 at age 40, when he or she would leave public service in Wisconsin. At
5% compounded annually, this becomes $57,078 by age 65. From the table of money purchase
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rates below, we see that under the WRS money purchase plan, this sum will buy an annual pen-
sion of 57.078 times $84.27 (since $57,078 is 57.078 "thousands"), or $4,810 annually. Since this
is greater than the $2,705 annual pension that the "1.6% formula" produced at age 40, so the
WRS would pay this retiree a pension of $4,810 annually.

In our example, if the WRS credited 8% instead of 5% interest to its money purchase accounts,
then the employee’s account at age 40 would have been $19,125, which by age 65 would have
grown to $130,978 -- enough to buy an $11,037 annual pension from WRS. What a difference!

If the same employee had been in an insurance company’s money purchase plan, with the same
10%-of-salary contributions made into that plan, and with 8% interest credited to the account,

“then at age 40 the account would be about $19,890 because of more frequent crediting of the
8% interest during each year. By age 65 that would have grown to $136,217, which at CREF’s
rate, anyway, would purchase a pension of 136.217 times $78.73, or $10,724 annually.

The "problem" should now be obvious -- the Wisconsin Retirement System with its 5% money

purchase "crediting rate" simply doesn’t produce anywhere near the pension that modern money
purchase plans do. It is too ane : : g

=

matter, of anyone else working #Fpublic serviﬁe, forat

geine-thae «-z:;‘;m:::s‘ * g

Annual pension per
$1,000 in Money pension
Purchase Account per $1K,

' WRS to

WRS "CREF" "CREF"

$68.12  $66.05 103.1%
69.27  66.98 103.4%
70.49  67.97 103.7%
71.81  69.02 104. 0%
73.23  70.15 104 .4%
74.75  71.34 104.8%
76.38  72.62 105.2%
78.13  74.00 105.6%
80.03  75.47 106.0%
82.07  77.04 106.5%
84.27  78.73 107.0%

(See page 25 for the "CREF" basis used.)

"CREF" referenced above is the "College Retirement Equity Fund", a leading insurer providing variable annuities
to educators and others. This table illustrates that different money purchase plans (e.g., WRS and CREF) usually
use different "money purchase rates”. (Note that these are not CREF’s actual rates, but are translations of CREF’s
rates to an underlying interest rate basis that is the same as WRS uses, for the sake of making fair comparisons.)
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Example 1: WRS Pension for an Employee
Who Works for 10 Years EARLY in Career

$5,000- The money purchase account receives no further ~$5,000
- This illustrates contributions after the employee leaves, but it B
7 benefit accrual does continue to grow at 5% annual interest i
$4,000- Under today’s and at age 65 provides a larger pension -$4,000
1 WRSforan than the formula plan, which was -
- employee hired fra 40 M h B
, 1 atage 30 who - frozen at age 40. Money purchase -
$3,000- quits at 40, is the more "portable" plan. 43,000

-{- but leaves his
contributions
- on deposit

$2,000-| in the WRS.

Annual Pension per $10,000 Initial Salary

] (Note: About 54% of all | —H— i
$1,000-] "General" employees now active in Formula Pension | $1,000

-] the WRS were hired at age 30 or below. : =

- 1t is likely that about 60% of all who ever -

7 enter the WRS are 30 or younger when hired.) Money Purchase -

$°—‘ 1 LI L 1 LI 1 1 LI 1 1 LI I - ! LI 1 1 LI ! LRI 11 LI 1) ! ) 1 so
30 35 40 45 50 55 60 65
Age (hired at age 30 and leaves at 40)

Joint Survey Committee
on Retirement Systems

This shows why money purchase plans are more "portable” than "formula” (or "defined benefit")
plans. One’s money purchase account from a previous job keeps on growing into a much larger
pension than can be provided by a benefit formula that was "frozen in time" when one left that job.

About 60% of all WRS "general" members are age 30 or younger when hired, while only 16% of
UW System faculty members are. About 75% of all "general" employees are 35 or younger when
hired, and approximately 46% of UWS faculty members are. There is a very good chance that
such a young employee will not stay at his or her Wisconsin public service job until retirement. If
so, then the money purchase plan is for that employee by far the more important of the Wisconsin
Retirement System’s two plans. This is obvious from the graph.

Most states do not have both a money purchase and a defined benefit ("formula") plan working
together in their retirement systems. For them, the only way to provide portable pensions for their
younger employees who leave has been to establish a money purchase or similar defined contribu-
tion plan outside of their regular defined benefit retirement system. Wisconsin, however, does
have a two-for-one retirement system. But half of it is not doing very well -- see the next page.
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Example 2: WRS, ORP Pensions for Those
Who Work for 10 Years EARLY in Career

Annual Pension per $10,000 Initial Salary

: ...-...
$121 WRS formula Final Results (Age 65 Pensions) -$12
e WRS M.P.P. earning 8% = $11,037 -
0- WRS 5% MPP ORP M.P.P. earning 8% = $10,724 | $10
$1041 o WRS M.P.P. earning 5% = $4,810
| WRS 8% MPP WRS formula benefit = §$2,705 B
>< Using current WRS money purchase rates, and for tha ORP
w $8+ ORP, 8% rate current CREF rates adjusted to the WRS 5% interest basis. -$8 . 5
T o
£ - : N 4
§ , This is the same information shown in "Example 1", plus §
9 $6- the pension at age 65 for this employee if WRS’ money -$6 8
= | purchase plan were to credit all investment return. i o
' The upper two graphs are for the WRS money A_,‘f‘
$4- purchase plan ("MPP") and an ORP, ek -$4
both 10%-of-pay plans assumed s
1 toearn 8% return. - e A T I - -
$2- - st 82
so_‘ - 1 1 ] LR ] 1 LR | 1 1] I 1 ) T 1 ] H I 1] i 1 | L ] ] LI 1 L i $0
30 35 40 45 50 55 60 65
Age (hired at age 30 and leaves at 40)
. Joint Survey Committee
on Retirement Systems

Employees typically have a total of about 35 years to work somewhere and earn pension benefits,
counting from age 30 to 65. Those in this example work their first 10 years as Wisconsin public
employees, and then take other jobs. How "fair" to them is each of these four retirement plans?

Here is a good way to analyze the fairness of these plans -- or their "portability", if you will. The
employee spends 10/35ths of a full career here. If he/she stayed here, the WRS formula benefit at

age 65 (a fair benefit for 35 years of service) would be about $25,663 annually. 10/35ths of this is
" $7,332 -- which is therefore a fair pension for 10 years of service, by Wisconsin standards.

* The WRS formula benefit plan would pay a $2,705 pension -- only 37% of what is "fair"!
»  The WRS 5% money purchase plan would give a $4,810 pension -- only 66% of what is "fair"!

+ The WRS money purchase plan giving a full rate of return (expected to be 8%) would provide
$11,037 -- 151% of "fair". The employee would certainly agree that was "fair"! :

* An "outside” ORP money purchase plan (figured at 8%) would pay $10,724 -- 146% of "fair".
This is close to what the WRS would pay if it credited 8% earnings, and is more than "fair".

If you do not intend to work here until you retire, all pension plans are not created equal.
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Examplé 3: Projected WRS Pensions for
Those Who Retire after a Full Career

(Thousands)

$35- ~$35
] WRS formula Final Results (Age 65 Pensions) n
$30- A -$30
] WMPP at 5% WRS M.P. earning 8.5% = $30,965 B
1= ORP M.P. earning 8.5% = $30,178 -
$25- WMPP at 8% WRS M.P. earning 8% = $28,211 -$25
] ORP M.P. earning 8% = $27,410 -
1+ WRS formula benefit = $25,663 =
$20 WMPP at 8.5% WRS M.P. earning 5% = $16,619 "e20
- Using curreant WRS money purchase rates, and for the ORP
-~ current CREF rates adjusted to the WRS 5% interest basis. B
$157 This shows that the current WRS money purchase plan [$15
1 ("WMPP" or "WRS M.P.") does not increase pensions C
- for career employees by crediting only 5% interest, -
$107 but would increase them if it credited the pr . [$10
J full rate of return (8% is expected). .~ ot Abwuss#0p
- Comparable ORP results are e "General” employees now activein |~
$5- also shown in the table. g the W RS were hired at age 30 or below. -$5

.o
o

(Thousands) .
Annual Pension per $10,000 Initial Salary

It is likely that about 60% of all who ever |

~ e enter the WRS are 30 or younger when hired. )
$0- ““llIITIIIlIIIlllllllllll1lllllll$o
30 35 40 45 50 55 60 65
Age (hired at 30, retires at 65)
Joint Survey Committee
on Retirement Systems

Some Observations
. No career employee hired at any age after 1981 will be getting a bigger pension because of the
WRS money purchase plan - unless the current 5% crediting rate is increased.

. About 75% of WRS "General" members are hired at age 35 or younger, so if the WRS money
purchase plan crediting were restored to something like its pre-1982 level, the likelihood of
higher pensions is something that the majority of future WRS members could look forward to.

. The increase in many employees’ pensions over what the "Formula Plan" would have given
them could easily be as much as last year’s "Benefits Bill" sought to provide (an additional 0.2%
in the formula multiplier applying to past service).

. The WRS charges less for money purchase pensions than one of the nation’s leading variable
annuity insurance companies. (See the table comparing annuity prices on page 6.) '

. The graph illustrates an 8.5% rate of return. 1/2% above the 8% rate that ETF’s Board, SWIB,
and the actuary conservatively anticipate WRS will earn is not too much to hope for.
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Projected Pensions for Those Employees
WHO LEAVE after 10 Years of Service

(Thousands)

$20 — $20
>3 - 3 . -
5 ‘ $$% This shows projected WRS and ORP | wrs, retire at 65
~ T o B
mc 1 rie much pensions for futufe employees who ORP a1 8.5% (65) -
= 4 pension was leave after working for 10 years, s
. potantially Y » - .
*§ $157  josttothis leave their contributions on deposit, ~$15
-] i b - ~
~ 1 “etser and eventually retire at age 65. i
g legislation
"y -1 i ing th .
§ 3 N n;f/::iy' This graph shows the WRS TODAY.
Ty g purchase cap .
“ 3 $10-  (cooncte (It is not very "portable".) -$10
I _— below). -
e £
] £ . : _
£ i (About 75% of all who enter the WRS |
.§ are 35 or younger when hired.) »
3
J -$5
~%
E:
§
| 4 [ s0
25 30 35 40 45
If given WRS’ pre-1982 money purchase rules, _ A ge at H i re
these employees could reasonably hope to receive the Joint Survey Committee
larger of the WRS and "8.5% ORP" benefits shown here. ' on Retirement Systems

This graph shows the amount of projected annual pension (per each $10,000 of first year salary)
for future "General" employees who work for 10 years, leave, and eventually retire at age 65 . ..

1. Under WRS as it is today, with a crippled 5 % money purchase plan, and

2. Under a money purchase plan receiving the same rate of contributions as WRS uses, which
is 10% of salary, but crediting an average 8.5% annual rate of return on contributions,

An 8% interest rate assumption used for WRS valuations means that the WRS actuary and board
of trustees believe that the retirement system expects to average at least an 8% average return in
the future. So an 8.5% assumption is fair to use in this illustration for a good money purchase plan
-- because that is the average rate that the WRS money purchase plan could probably credit, and it
is a rate that an optional retirement plan with a large insurance company could probably sustain.

The ORP benefits in this graph are a benchmark for "portable” pensions for employees who only

- spend 10 early years of their careers in Wisconsin public work. By this measure, their pensions
under the current WRS will be 67% substandard if hired at age 25, 61% below par if hired at 30,
54% if hired at 35, 46% if hired at age 40, and 32% substandard for those hired at age 45.
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Projected Pensions for Those Employees
WHO STAY in Service until Retirement

$60 $60
= -
3 . i This shows projected WRS and ORP ’ retire at 65 1
> $50- pensions for future employees Who | orp at 8.5% (65) 50
3 stay at their jobs until they retire at
s . age 65. The ORP shown hereis a -
S $40- money purchase plan with 10% of 340
2 had pay contributions, just like the _
] 7| This much WRS money purchase plan. i 8
2 § pension %
&% § $307 was This graph shows the WRS TODAY.  [$30 3
' ° potentially o
9 £ _Jlost to this . : <
:- = empicyes WRS money purchase accounts in this =
o8 . . .
S $20- Iegyislation graph are credited with 5% interest. -$20
2 imposing
S 4 thesw (About 75% of all who enter the WRS N
Ry money are 35 or younger when hired.)
3 $10- P F$10
§ (seo note
§ - below). -
N\ -$0
25 30 35 40 45 50
If given WRS’ pre-1982 money purchase rules, A gg at H i re
these employees could reasonably hope to receive the Joint Survey Committee
larger of the WRS and "8.5% ORP" benefits shown here. ' on Retirement Systems

This graph shows the amount of projected annual pension (per each $10,000 of first year salary)
for future "General" employees who work until they retire at age65...

1. Under WRS as it is today, with a weakened 5% money purchase plan, and

2. Under a money purchase plan receiving the same rate of contributions as WRS uses, which
is 10% of salary, but crediting an average 8.5% annual rate of return on contributions.

The interest rate assumption used for WRS valuations is 8%, indicating that the WRS board of
trustees and its actuary believe that the retirement system expects to earn at least an 8% average
rate of return over the long term. Therefore, it is not unreasonable to expect a bit more than 8%
in the future, and the 8.5% assumption used in this illustration is something we can reasonably
hope for. If the WRS money purchase plan’s interest crediting rules were restored to something
like their pre-1982 level, then WRS members could indeed hope for a pension on retiring at age 65
that is pictured in this bar graph as the higher of the two bars above his or her hire age.

The gaps labeled "$$$" show how much pension expectation would increase for future employees
by restoring the money purchase crediting rate to somewhere near the fund’s full rate of return.
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Proposed Solutions

An obvious solution to the inadequacy of the current Wisconsin Retirement System’s money
purchase plan, with its low 5% crediting rate, is to restore that rate in some way to make the
WRS money purchase benefit effective once again. This could be called the "in house solution".

Another way to solve this situation, at least for the University of Wisconsin System, would be to
do what the majority of other states have done: Set up a defined contribution plan for future
(or perhaps present and future) employees. Many large insurance companies offer such plans,
and they are good, effective defined contribution plans. Many professors around the nation are
well pleased with their money purchase plans. This could be called the "outside solution".

It is noteworthy, however, that the great majority of other states who have set up money pur-
chase or similar plans for their university personnel (or other public employees) do not already
have a hybrid retirement system like the Wisconsin Retirement System -- meaning a system that
includes both a defined benefit (or "formula") plan and a money purchase plan.

Obviously, there are ramifications of the "in house solution". If the WRS money purchase plan
is fixed for some university people, there will be an outcry to fix it for all other public em-
ployees as well. However, if what was done in 1981 is truly seen as poor public policy, then
perhaps the WRS money purchase plan should be set aright for everyone who has been harmed
by this. Professors are certainly not alone in their need for "portable pensions". Everyone who
works the first part of his or her career at one job, and then moves on to another elsewhere,
would benefit by having a vested pension from the first employment that is commensurate in its
amount with the time spent at the first job. Healthy money purchase plans do provide this.

The proposed solutions considered in this study to remedy the problems defined in the previous
sections of this report are illustrated in the following pages of this section. They are these:

¢+ Establish as an optional retirement plan ("ORP") a money purchase plan through a large
insurance company, offered as an alternative to membership in the WRS, with a contribu-
tion level somewhere around 10% of salary. Throughout this report, a contribution level of
exactly 10% of salary is assumed and illustrated.

This report only considers an ORP offered optionally to future UW System employees.

. e Entry Age Normal Cost of those UW employees who would be likely to join such an
ORP has been estimated at between 9.4% and 9.6% of their payroll. Therefore, giving
em ORP contributions in that amount would not create any new net benefit cost for
their employer. Since these EANC rates are so close to 10%, and the WRS also has a
10%-of-pay money purchase plan, it seems a good recommendation to use a 10%-of-pay
ORP, if one is adopted at all. This would also eliminate the need for actuarial valuations
each year to determine the amount of contribution as the amount that would have been'
the members’ benefits cost under the WRS had they remained in that system.

¢ Or else solve the problem "in house" by increasing the WRS money purchase crediting rate.
Six alternative ways of doing this are suggested on the next page. These, along with a 10%-
of-pay ORP, are studied in the following pages of this report, ending with page 41.
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Table P. Proposals to Improve WRS Money Purchase Crediting Rates
Evaluated Using SWIB’s 8% /8% Normal Distribution

GRS Non-Monte Carlo Percent of Payroll Cost for ...

estimate

(all but Rate of ROR if Future UW staff A1l WRS "General®

la,2a by return current

Alter- Monte by SWIB TAA not Expected No-TAA Expected No-TAA
native Carlo) model  applied cost cost cost cost
A D. P"%‘ C. . N LL

la 7.0% 7.00%  6.20% Rejected: This needs a "floor".

1b 6.2% 4.70% 4.45% Rejected: Reduces expected return!
lc 6.5% 6.12%  6.05% Rejected: Too small an improvement.
2a 8.0% 8.00% 7.20% 0.24% 0.13% 0.49% 0.31%
2b 6.7% 5.53%  5.25% Rejected: Too small an improvement.
2c 7.0% 6.76% 6.64% 0.11% 0.11% 0.25% 0.24%

3a (New) 7.88% 7.24% 0.22% 0.14% 0.45% 0.32%
3b (New) 7.34% 6.76% 0.15% 0.11% 0.33% 0.25%
3c (New) 7.63% 7.09% 0.18% 0.13% 0.39% 0.29%
3d (New) 7.96% 7.46% 0.23% 0.16% 0.48% 0.36%

Abbreviations: SWIB = State of Wisconsin Investment Board, (New) = New in this report, ROR = Rate of
return (on the WRS valuation basis), TAA = Transaction Amortization Account ’
Alternatives 1a, 1b, 1c, and 2b, described in the GRS report, were rejected for reasons noted in this table.

Alternative 2a would restore WRS’ money purchase crediting rate to the trust fund’s full (valuation basis) rate
of return, with no cap or floor applied. This was the method used before the 1981 benefits legislation reduced
the money purchase crediting rate to a flat 5% effective for those hired 1/1/82 and later.

Alternative 2c credits investment return up to 8%, with a 5% floor. This involves very little risk sharing.

Alternative 3a credits all investment return, less 1%, with a 0% floor. (Note that 0.85% léss than the full rate
of return coupled with a 0% floor has the full 8% expected rate of return. Therefore, that would cost the -
same as Alternative 2c, returning to the pre-1982 crediting rule.)

Alternative 3b credits all investment return, less 2%, with a 1% floor.
Alternative 3c credits all investment return, less 2%, with a 2% floor.

Alternative 3d credits all investment return, less 2%, with a 3% floor. This has an expected rate of return of
7.96%, just 4 basis points below the model’s expected full rate of return. Therefore, this crediting rule is very
close in actuarial cost to a return to the pre-1982 rule of full crediting with no guaranteed floor. Alternative
3d can be viewed as "a fair degree of risk sharing with a fair degree of guarantee".

Explanation of E
If for some reason the currently high TAA value were not allowed to increase money purchase crediting

rates, then these columns give the expected crediting rate. This could be because of adoption of another asset
valuation method, a drop in the stock market, specific legislation to that end, or perhaps for other reasons.
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Rate of Return or Money Purchase Credit

Rate of Return or Money Purchase Credit

Money Purchase Crediting Rates

 Under Today’s Wisconsin Retirement System

24% L24% Ry
N N bS]
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20%- System currently relates its rate of return on -20% O
18% - assets to the interest rate to be credited to -18% §
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14% Investment return the floor on the crediting rate are ~14% §
129%- now 5%. In other words, in good F12% o,
1 o%: Portion credited markets or bad markets WRS :1 0% §‘
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Rate of Return or Money Purchase Credit’

Rate of Return or Money Purchase Credit

Money Purchase Crediting Rates
Under the GRS Report’s "Alternative 2¢"

24% 24%
% -
22% 1 This illustrates how “Alternative 2¢” presented —22%
20%- in Gabriel, Roeder, Smith’s December 1998  [20%
18%- UWORS report would work. Employees’ WRS |-18%
16%: B — money purchase accounts would receive the :1 6%
n Full return fund’s rate of return, but subject to an 8% ~
14% cap and a 5% floor. It is estimated that C14%
12%- | Portion credited this would give an expected money -12%
10%-] Cavved at 6% purchase rate of return of 6.8% -10%
. apped at 3% averaged over the long run. -
6%-{N SKRRRR N KRR Floored at 5% -6%
SRRRERR NNN RRRRE N
4% NANNNNNNN NNN N 4%
NNNNNNNANN NNN -
2% NNNNNANNNNNA NNA -2%
\ NNNNNNN SN N -
o% . \ N'E\ N BN \ N8 _o%
-29% COST: To give this to new UW staff would after 30 years :_2%
cost .11% of payroll. It would cost .24% to .34% of payroll ~
4%  to give this (prospectively only) to all goneral employees. --4%
VA
4 L I 1 1

l|I1llllllrllllllllll|ll||lllllllll -6%
0 2 4 s 8 10 12 14 16 18 20 22 24 26 28 30 32 34 36 38 40

Years
Joint Survey Committee
on Retirement Systems
L [
Money Purchase Crediting Rates
" . "
Under the Suggested "Alternative 3a
24% - 24%
-1 1. Money purchase ™
22%- wedl ting fa te This graph illustrates how "Alternative 3a* would work. [22%
20% . 1% less NN WRS money purchase accounts would receive 1% less -20%
qist® SNNNNA & than the fund’s full rate of return, without any *cap®. |
18% than the SNNNNNNN 18%
. “NA N \\ N \§ NN The money purchase rate would be floored at 0% |
16%] return. \ Q § § N N § N \ NN to avoid reducing money purchase accounts C16%
14%- \ N ; N N N § NN N § \ \ in years with a negative investment return. -14%
129%] NNNNNNNNNNNNNE\ itis estimated that this would provide an [ 429
10%1] NNNANNN NNNN R A average money purchase crediting rate |-

] NN|— NNNNR\ ©f7.9%if the currently high TAA value  [10%
8%~ A § Investment return | N § N S would increase the money purchase -8%
6%\ Y NS SKRRR crediting rate, or 7.2% otherwise. 6%

N N NN N N -
4%\ N N \ Portion credited |NNNNN g0,
NNNNNNST S AT N AN A 2. Crediting rate B
N .~\>\f\\\\\\'}\’\\\\\'\’\t\'j A 8 -

2% NNNAAR \”\H\ SRERRRERREER has 0% floor. [2%
0% NN LAY AN AN AN AN AN NY AN ENTNY AN NENY N N B SLENLINY AN i 0%
-2%-| COST: To give this to new UW staff would after 30 years Negative :_2%
cost .14% of payroll. It would cost .32% to .45% of payroll returns -

“4%7  to give this (prospectively only) to all general employees. [-4%
'6% L L) T rrrrrrrrrrrrrrTrTTT T 7 Trrrr1I LI L LILEL 1 LI L 6%
0246810121416182022242628303234363840
Years
Joint Survey Committee
on Retirement Systems

-15-

Rate of Return or Money Purchase Credit

Rate of Return or Money Purchase Credit



Rate of Return or Money Purchase Credit

Rate of Return or Money Purchase Credit

Money Purchase Crediting Rates
Under the Suggested "Alternative 3b" |

Rate of Return or Money Purchase Credit

24%
] 1. Money purchase -
22%- crediting rate This graph illustrates how “Alternative 3b" would work. [22%
20% is 2% less WRS money purchase accounts would receive 2% less 20%
18%: than th “ s8N N N N than the fund’s full rate of return, without any “"cap". :18%
16%] an the <NNNN D NN & The money purchase rate would be floored at 1% |-
| return. S N N R § 3 N NN to avoid reducing money purchase accounts | 16%
14%] SN N NN NNNNN in years with a negative investment return. ~14%
12% SNNNNNANA KRR N It is estimated that this would provide an [ 0o,
10961 NN 1 NINNNNNNNN N } N average money purchase crediting rate [~ 10%
41/ NNNNI- NNNN \ of 7.3% if the currently high TAA value |-
8%1°8 3R D N | mvestment return SRRRR would serve to increase the money 8%
6% N NN N N | S NNNN N & purchase crediting rate, or an 6%
a% N NNNNN| Portion creaiea |NNNNNN . average crediting rate Cas%
NN N \Q N } SRRRRRERR N \\\ NNN § N of 6.8% otherwise. N F
2 NNNNNNNNNANNNNNNNNDNNNN . SN 2%
NNNNNNNNNNNNNNNENNRNNNN e nensnnse oSN [
0%-2N AN ANINNNNNNNNNNNN NNNNNNNNNNNSNSNNSNSS NNNN 0%
2% COST: Togive this to new UW staff would after 30 years x_2- Crediting rate N
cost .11% of payroll. It would cost .25% to .35% of payroll has 1% floor. cgative [

4%  to give this (prospectively only) to all general employees. G returns 4%
-69,9 L) L | 1 ¥ ¥ 1 L L 1 1 1 1 1 I L] L) 1 1 ) ) L L L 1 1 LI LI S} 1 ¥ ) ) LI -6%
02468101214161820'22242628303234363840
Years
Joint Survey Committee
on Retirement Systems

Money Purchase Crediting Rates
Under the Suggested "Alternative 3¢"

24% 24%
2295 1. Money purchase

- crediting rate
- 15 2% less

This graph illustrates how "Alternative 3¢c" would work. [22%
WRS money purchase accounts would receive 2% less -20%

] NS than the fund’s full rate of return, without any “cap". N
18%7 than the S g R N \: N X\ The money purchase rate would be floored at 2% | 15
16% return. <N N\ NA N A D g N to avoid reducing (actually increase) accounts  ["16%
R 3 NNNN SRRRE in years with a negative investment return.  |-149
NNNANNNARARR It is estimated that this would provide an [,
NNNNNNNNNN NN average money purchase crediting rate |-
§ \q of 7.6% if the currently high TAA value [10%
N N Investment return R N would serve to increase the money 8%
N S N N & purchase crediting rate, or an 6%
%N Portion credited 3R : \ average credlting rate < Fa%
e § \ NSRS N NN of 7.1% otherwise. |

2% COST: To give this to new UW staff would after 30 years
cost .13% of payroll. it would cost .29% to .41% of payroll
4% to give this (prospectively only) to all general employees,

79 L 1 T Trr i 1 ryrrrrrtt L DL I L L L L L B T yrrriy LU '6%
0 .2 4 6 8 10 12 14 16 18 20 22 24 26 28 30 32 34 36 38 40
Years
- Joint Survey Committee
on Retirement Systems

-16 -

Rate of Return or Money Purchase Credit



Rate o f Return or Money Purchase Credit

Money Purchase Crediting Rates
Under the Suggested "Alternative 3d"

24% 24%
22% 1-Money purchase . b illustrates how "Alternative 3d" would work. |-22%
20% €T editing rate WRS money purchase accounts would receive 2% less [ 5o,
- is 2% less than the fund’s full rate of return, without any "cap". |-
1 8%: than the S % The money purchase rate would be floored at 3% :18%
16% returny/ N g i to avoid reducing (actually increase) accounts [-16%
1 4%_'_ 1 i \ i in years with a negative investment return. :1 4%
- R NNNE N It is estimated that this would provide an |-
12%- N § SKRER NN\ average money purchase creditingrate  [12%
10%] SRR NN of 8.0% if the currently high TAA value [ 1q9;
go; ] g \ N NN _ would serve to increase the money Cgor
1 NNA N \ : N purchase crediting rate, or an n
6% 1N § A\ N § t average 7.5% rate otherwise. -6%
NNNNAN B
2% NNNNNAA
NNNNNNA
o% LA ASLAN N B
-2%] COST: To give this to new UW staff would after 30 years Negative [-2%
-4% cost .16% of payroll. It would cost .36% to .51% of payroll <af]— returns | 4%
to give this (prospectively only) to all general employees. =
6% -1 T -6%

Rate o f Return or Money Purchase Credit

LINNE D MR ) llllIllllllllflllllllIllllllllII
02468101214161821022242628303234363840
- Years

Joint Survey Committee
on Retirement Systems

. Page 14 contrasts the current WRS money purchase credit with the pre-1982 credit. Currently,

5% annual interest is credited, which involves no risk at all for the employees -- but gives them
a very poor "money purchase plan” (it is more like a savings plan). The pre-1982 rule credited
money purchase accounts with the full rate of investment return earned by the WRS, which
meant total sharing of investment risk (and also investment rewards) by the employees.

- Alternative 2¢ on page 15 would floor the money purchase crediting rate at the current 5%, but

allow up to 8% when the fund earned it. This is like a savings plan with a bit of risk added.

. Alternative 3a on page 15 would guarantee that WRS money purchase accounts would never

be reduced in bad years, and would pay for this guarantee by giving the employers the first 1%
of return in good years. This would allow employees to share in most of the risk and upside
reward, but with a desirable "no loss" guarantee as a safety net for their accounts.

- Alternatives 3b, 3¢, and 3d (on page 16 and above) extend Alternative 3a by raising the guar-

anteed floor on the crediting rate, giving employers 2% return "off the top” in good years to
pay for this. Alternative 3d is a "balanced" blend of a fair amount of risk and reward with a
good "safety net" -- its expected performance and cost are very close to those of Alternative 2a.
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Other things being equal, when a Wisconsin public employee works for around 10 years, leaves
for another job, and eventually retires at age 65 -- then the retirement plan that would pay that
retiree the largest pension could fairly be said to be the "most portable" for him or her.

For this graph we have hired six future employees, all at the same salary, at every fifth age 25
through 45, put the six hired at each age into the six retirement plans identified in the graph,
and then compared their projected pensions on retirement at age 65. To compare the pensions,
we divided each by the pension that would have been paid under today’s version of the WRS.

For example, for the age 25 hire, "Alternative 2¢" (WRS on a pre-1982 basis) scored a ratio of
2.64, meaning that for every $1.00 in pension that employee would have received from today’s
WRS, he would receive $2.64 under Alternative 2¢. The 10%-of-salary money purchase ORP
scored 2.56 for this employee, indicating that it would pay a relative pension of $2.56.

Although the ORP is an excellent money purchase plan, because of its higher pricing of annui-
ties it appears likely to be "less portable" (in the sense used here) than some versions of the
WRS money purchase plan would probably be. Also, we notice that it loses some ground at
hire ages over 35, when the WRS "formula pension” begins to perform better for the older hires.
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Cost of Proposals

The three tables in this section show the estimated costs of the "optional retirement plan”
and of the six "Alternatives” already described in the preceding section of this report.

Costs shown for the six "Alternatives" would truly represent new costs to the WRS, because
additional benefits would be created for some WRS members by any of these proposals.
In contrast, the "costs" shown for the optional retirement plan represent something other
than actual cost. They represent the amount of additional cost to be borne by employers
funding the WRS after an optional retirement plan draws some of the UW workforce from
the WRS. Therefore, the ORP "cost" estimates shown here are a “shifting of existing cost to
others" rather than a true cost. The amount of this shifted cost would depend on how many
future employees select the ORP over the WRS, and on their hire ages and salary levels.

Although this study predicts a range of shifted costs, it is possible that if an unexpectedly
high percentage of older and low percentage of younger hires would elect an ORP, there
could be a cost shifting in favor of the remaining employer sponsors of the WRS. Based on
observed demographics, this does not seem likely -- but we cannot know for sure until the
ORP has been in operation for several years and its election patterns become known.

This "cost" would indirectly depend on the contribution level set up for the defined contri-
bution "ORP", since the higher the contribution, the more employees would join that plan.
Note that actual benefits cost would.be created by having an ORP only if that plan’s contri-
bution level would, for employees joining it, exceed their true Entry Age Normal Cost rate
if they had been in the WRS. If it is necessary to monitor this EANC rate to determine the
ORP’s contribution or the amount of an "equalization payment" payable by the UW System
to the WRS to "keep the WRS whole", then a significant amount of recordkeeping and ac-
tuarial work will be needed to accomplish this. This would, of course, create some cost.

The ultimate costs shown in the following tables for optional plans or improved versions of
the WRS to be offered only to new UW employees would first become fully payable in the
year 2037, and would remain constant thereafter as a percentage of the ORP payroll.

In the GRS report the cost of an improved death benefit is included in the costs stated for
Alternatives 1a, 1b, 1c, 2a, 2b, and 2c. Here, the death benefit costs are not included in the
stated costs for the six "alternatives” considered in this report. Page 11 of the GRS report
gives the separate cost of the death benefit portion of these "alternatives" as 0.03% of pay-
roll for general employees. Based on this, and allowing for the higher UW turnover, the
separate death benefit cost for UW employees (current or future) must be about 0.02% of
payroll. Therefore, to get costs for any year that include the death benefit change in the
"Alternatives”, add 0.02% to the "no death benefit" cost percentages, and multiply the re-
sulting percentage by the year’s payroll. For "General" employees, do likewise, only using
0.03% instead of 0.02%. For the other groups use rates from page 11 of the GRS report.

- At the end of this section is a table of factors that can be used to calculate the emergence of
- annual costs for any benefit proposal offered only to future UW employees. This would not

have to be a retirement plan offering. For example, these tables would be applicable if the-
cost of new employees’ health insurance during the first six months of their employment
were to be picked up by the university.
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Table 1.

Estimated Amount of WRS Annual Cost Shifted
By Migration of Future University Employees

Into an Optional Retirement Plan

(All amounts are in year 2000 dollars.)

Year - Low Estimate High Estfmate
1 $ 530,000 $ 720,000
2 1,020,000 1,390,000
3 1,490,000 2,030,000
4 1,930,000 2,640,000
5 2,360,000 3,220,000
6 2,760,000 3,770,000
7 3,150,000 4,300,000
8 3,530,000 4,810,000
9 3,900,000 5,310,000
10 4,260,000 5,800,000
15 6,000,000 8,170,000
20 7,500,000 10,220,000
25 . 8,630,000 11,760,000
30 9,320,000 12,690,000
35 9,560,000 13,020,000
40 & later 9,580,000 13,040,000

30 & later 0.14% of payroll* 0.20% of payroll*

. * These percentages are of WRS "General" payroll.

Explanation: Cost impacts on the WRS shown in Table 1 are only rough estimates. To understand why, refer to
the discussion of "antiselection" on page 41. Better cost estimates would require careful monitoring and analysis of
the experience of an ORP after it was established, and would first be possible to make five or six years thereafter.
By contrast, costs shown in Tables 2 and 3 (which are actual cost increases and not shifted costs) are reliable actua-
rial estimates. This is because no rates of plan selection had to be surmised for Tables 2 and 3. The optional re-
tirement plan would be subject to election by future employees, while "Alternative" improved versions of the WRS
money purchase plan reflected in Tables 2 and 3 are assumed to include all employees in whatever group they
would apply to. (It is possible, of course, to make an improved version of the WRS subject to employee election,
requiring those electing it to bear part of its additional cost. However, that is beyond the scope of this study.)
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Table 2. Costs to Improve WRS Money Purchase Crediting Rates
~ (as percentages of the covered payrolls)

Proposed Changes to WRS Money Purchase Accumulation

WRS Groups = 2a 2c 3a 3b. = 3¢ 3d

Future UW Employees
« Expected cost 0.135% 0.105% 0.138% 0.111% 0.127% 0.160%
« Maximum cost 0.241% 0.111% 0.219% 0.147% 0.180% 0.234%

General Employees
« Current cost 0.490% 0.250% 0.455% 0.332% 0.392% 0.479%
- Ultimate cost 0.309% 0.236% 0.316% 0.251% 0.293% 0.357%

Executive & Elected
« Current cost 0.400% 0.161% 0.358% 0.225% .287% 0.385%
- Ultimate cost 0.204% 0.151% 0.210% 0.162% 0.190% 0.249%

o

Protectives with Social Security
» Current cost 0.170% 0.061% 0.150% 0.089%
- Ultimate cost 0.079% 0.057%

o

-117%  0.164%
.082% 0.061% 0.073% 0.100%

o

Protectives without Social Security
« Current cost 0.060% 0.000%
- Ultimate cost 0.002%2 0.000%

o

.046%  0.007% 0.024% 0.055%
.004%  0.000% 0.000% 0.013%

o

Explanation and Observations

Definitions of the "Alternatives”: Alternatives 1a, 1b, 1c, and 2b, described in the GRS report, were rejected
for reasons noted in Table P in the "Proposed Solutions" section of this report. Alternatives 2a and 2¢ from
the GRS report, and Alternatives 3a, 3b, 3c, and 3d introduced in this report, are all described in Table P and
its footnotes. Please refer to Table P for this information.

“Current" and "Ultimate" Costs: Under some conditions, the currently high value of the Transaction Amor-

tization Account would not increase money purchase crediting rates under these "Alternatives”. This could be
because of adoption of another asset valuation method (like the proposed Market Recognition Account), a
severe stock market decline, legislation prohibiting use of the TAA for such purposes, or spending the TAA
"surplus” (an apparent, not a real surplus) for other benefit increases. In any event, this should normally occur
after 15 years or so, as the TAA depletes naturally. This table’s "ultimate" cost levels therefore reflect a neu-
tralized TAA. Near future cost levels that are fed by the currently high TAA are labeled as "current".

Today’s high TAA value should be reduced long before most future UW employees are hired. For this group,
‘neutralized TAA" estimates are the table’s "expected” cost. The "maximum" costs listed for them have a high
(although undetermined) confidence level. If the other groups were given one of these "Alternatives", and the
current TAA "surplus” allowed to increase their money purchase credits, their annual cost levels would at first
be the "current" cost percentages -- but should approach the "ultimate" levels of cost within 15 years.
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Table 3. Dollar Costs to Improve WRS Money Purchase Crediting Rates
(Annual costs shown in units of $1,000)

Proposed Changes to WRS Money Purchase Accumulation
WRS Groups 2a 2c 3a 3b 3c 3d

Future UW Employees
- Expected costs

In year 2000 $ 44 $ 35 $ 46 $ 37 $ 42 $ 53
In year 2005 270 211 277 223 255 320
In year 2010 511 398 523 421 482 604
In year 2020 1,078 841 1,105 889 1,018 1,276

In year 2030 1,724 1,345 1,767 1,421 1,628 2,040

- Maximum costs

In year 2000 $ 80 $ 37 $ 72 $ 48 $ 59 $ 77
In year 2005 484 222 439 294 362 469
In year 2010 914 420 828 555 683 886
In year 2020 1,929 886 1,749 1,171 1,441 1,871

In year 2030 3,086 1,416 2,797 1,873 - 2,305 2,992

. The following costs are for year 2000, and would increase from year to year by from 1% to 5% annually, in
proportion to increases in payrolls. Expected increases for these calculations are 2% to 3%. Note that 4.8%
payroll increases are assumed for purposes of amortizing the WRS unfunded liability, but this has proven to
be too high an estimate for many WRS employers. (Units of $1,000 are shown in this table.) :

WRS Groups 2a 2c 3a 3b 3c 3d

General Employees
~« Current cost $35,818 $18,292 $33,245 $24,305 $28,680 $34,990
- Ultimate cost 22,611 17,216 23,121 18,369 21,409 26,067

Executive & Elected :
« Current cost $292 $117 - $261 $164 $210 - $282

+ Ultimate cost 149 110 153 118 139 182
Protectives with Social Security

« Current cost $934 $334 $825 $487 $643 $898

- Ultimate cost 434 312 449 336 402 547
Protectives without Social Securitx o

« Current cost $74 $0 $57 $8 $29 $69

« Ultimate cost 3 0 4 0 1 16

The footnotes to Table 2 also apply to this table. Please refer to those notes.
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Factors to Apply to the Ultimate Cost of a Benefit Change for Future UW

System Nonclassified Employees to Find the Cost Incurred Each Year
for the First 40 Years after Establishing the Benefit or Plan

Faculty Members  Academic Staff
Year Total
No. Male Female Male Female Staff*

2.51%  4.34% 5.19% 7.26%  4.50%
5.17X  8.57% 10.10% 13.96%  8.92%
7.97% 12.71% 14.74% 20.14% 13.26%
10.92%  16.77% 19.14% 25.84% 17.52%
14.05% 20.75% 23.34% 31.13% 21.70%

17.37% 24.67% 27.36% 36.03% 25.77%
20.84% 28.54% 31.21% 40.58% 29.76%
24.43%7  32.35% 34.94% 44.84% 33.68%
28.10% 36.15% 38.50% 48.87% 37.55%
31.81% 39.95% 42.21% 52.78% 41.39%

35.55% '43.78% 45.86% 56.64% 45.22%
39.31%  47.62% 49.50% 60.41% 49.00%
43.106 51.43% 53.10% 64.05¢ 52.74%
46.90% 55.19% 56.64% 67.51% 56.41%
50.71% 58.89% 60.12% 70.78% 60.00%

54.54%  62.54% 63.55% 73.87% 63.52%
58.342 66.11% 66.90% 76.78% 66.95%
62.11% 69.58% 70.16% 79.50% 70.28%
65.83% 72.92% 73.31% 82.04% 73.48%
69.50% '76.12% 76.31% 84.38% 76.54%

73.11%  79.15% 79.17% 86.52% 79.46%
76.63% 82.01% 81.86% 88.46% 82.23%
80.01% 84.69% 84.39% 90.22% 84.82%
83.19% 87.17% 86.76% 91.81% 87.23%
86.10x 89.40% 88.93% 93.23% 89.42%

88.72% 91.38% 90.91% 94.50% 91.39%
91.04%x 93.12% 92.70% 95.62% 93.13%
93.10% 94.64% 94.29% 96.59% 94.67%
94.89% 95.96% 95.69% 97.42% 96.01%
96.38% 97.06% 96.87% 98.12% 97.12%

97.53% 97.94% 97.81% 98.68% 98.00%
98.38% 98.62% 98.56% 99.13% 98.68%
99.01% 99.15% 99.13% 99.47% 99.20%
99.47% 99.53% 99.55% 99.72% 99.58%
99.78% 99.80% 99.85% 99.90% 99.84%

99.82% 99.84% 99.88% 99.92% 99.87%
93.87% 99.88% 99.91% 99.94% 99.90%
99.91% 99.92% 99.94% 99.96% 99.93%
99.96% 99.96% 99.97% 99.98% 99.97%
40 100.00% 100.00% 100.00% 100.00% 100.00%

B b b b e bbb e e
gwco\:cn NHEWNF OWWONG U WN =

ww WNRNNN DN NN

* The "Total Staff" factors can be used whenever benefits are offered to new faculty and academic
staff alike, and "ultimate cost" is known as a percentage of combined payroll.

This table can be used very generally for any optional retirement plan or benefit package to be offered
to future (but not to current) employees, once its ultimate cost is known as a percentage of payroll.

Example: Based on expected utilization, a benefit to be offered to new faculty will ultimately cost
2.0% of payroll for males plus 2.3% of payroll for females. The benefit commences 1/1/2000, so
"Year 1" is 2000. To predict the contribution for 2004, the payroll projection table in the "Population
and Payroll" section of this report estimates the two groups’ payrolls in year 5 at $257 million and

* $103 million, respectively. The full ultimate cost, if entirely payable in year 5, would be 2.0% of $257

million for male faculty, or $5,140,000, plus 2.3% of $103 million for female faculty, or $2,369,000.
From the table above, in year 5 only 14.05% of ultimate cost has accrued for male facul , and only
20.75% of ultimate cost for female fgculty e estimated contribution in year 2004 would therefore
be: 14.05% of $5,140,000 plus 20.75% of $2,369,000 = $1,214,000. :

-24.



Benefit Projections



Assumptions Used for Calculating the Following Tables of
Projected Annual Pensions under Retirement Plans of Interest

For versions of the WRS with an improved money purchase plan that are presented in this
report (Alternatives 2a, 2c, 3a, 3b, 3c, and 3d), the money purchase crediting rate used for
calculations is the average rate expected over the years a future employee’s contributions
will be in the WRS fund, as computed by the author by direct mathematical analysis. This
differs from the computer simulation ("Monte Carlo") method used by Gabriel, Roeder,
Smith’s actuaries to find most of the rates used for their December 1998 study, and is not
subject to the random errors expected from Monte Carlo runs, GRS’ computer modeling
and the author’s analysis were based on assumptions recommended in 1998 by the State of
Wisconsin Investment Board -- that the valuation basis rate of return for the WRS trust
fund will be normally distributed with a mean and standard deviation both equal to 8%.

Annuity purchase rates used in the following tables for converting defined contribution
plan accumulations to annuities at retirement ages 55 through 65 were supplied by actuary
Michael Heller of the Teachers Insurance & Annuity Association ("TIAA-CREF"), and are
the current rates used by CREF ("College Retirement Equity Fund") for selling variable
annuities, having been converted by Mr. Heller to the same 5% interest basis used by the
WRS to reserve for annuities when its members retire, Therefore, all pensions contemplat-
ed in these tables are priced as single life annuities, with similar expected patterns of post
 retirement increases as WRS now provides with its dividends.

In other words, the comparisons of pension amounts in the following graphs and tables are
as "apples to apples” as it is possible to make them. The same kind of annuities that in-
crease annually depending on post-retirement investment performance are being compared.

Since the salary projections and all assumed rates of return are also as realistic as we know
how to make them, these tables should in every way give the fairest possible comparison of
projected retirement benefits under the retirement plans being compared.

Only retirement benefits are studied in this report: Death and disability benefits, and the
right to receive refund of contributions upon withdrawal from service are not compared.

The "ORP" referred to in the tables and graphs of this section is basically the optional re-
tirement plan described in 1997’s Assembly Bill 331, with one difference: A.B. 331 calls for
a contribution into the optional plan equal each year to the statutory level of contribution,
as a percentage of each member’s payroll, that the university would have contributed that
year to the WRS on the member’s behalf, had that member been in the WRS instead of the
ORP. However, the amount of DC plan contribution used for these tables is 10% of the
members’ salaries -- exactly the same basis as is used for the WRS money purchase plan.

The six possible modifications to the WRS, called "Alternatives 2a, 2c¢, 3a, 3b, 3¢, and 3d" in
this report, and being considered as possible alternatives to an "ORP", are included in the

following graphs and tables. The proposed new money purchase crediting rate rules under
these "Alternatives" are explained earlier in this report. :
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Table B-0

Projected Annual Pension per $10,000 of Starting Salary, under the WRS or an ORP
Version of the WRS: The current version (WRS money purchase plan earns 5 %)

(ORP = "Optional Retirement Plan" is a money purchase plan with a 10% of Pay Contribution) |

WRS pension under current system* ORP pension if ORP pension if

if employee eventually retires... rate of return rate of return
Works At age 55 At age 65 is 6.5% (Tow) is 8.5% (high)
Age until ’

hired age... Formula Payable Formula Payable Age 55 Age 65 Age 55 Age 65
25 30 $590 $1,485 $1,010 $2,993 $2,179 $4,876 = $3,636 $9,798
25 35 1,869 3,159 2,884 6,366 4,468 9,997 7,116 19,178
25 40 4,220 4,972 5,927 10,019 6,778 15,165 10,317 27,804
25 45 7,988 7,988 10,294 13,787 8,998 20,132 13,122 35,362

25 50 13,417 13,417 15,972 17,486 11,028 24,675 15,460 41,662
25 55 20,856 20,856 23,070 23,070 12,822 28,688 17,342 46,735

25 65 n/a n/a 42,845 42,845 n/a 35,159 n/a 53,882
30 35 577 1,146 987 2,309 1,567 3,506 2,383 6,421
30 40 1,753 2,387 2,705 4,810 3,148 7,043 4,574 12,325
30 45 3,763 3,763 5,285 7,389 4,668 10,443 6,493 17,499
30 50 6,788 6,788 8,747 9,922 6,058 13,553 8,094 21,812
30 55 11,055 11,055 13,161 13,161 7,285 16,300 9,383 25,285
30 65 n/a n/a 25,663 25,663 n/a 20,730 n/a 30,178
35 40 562 883 - 962 1,778 1,124 2,516 1,558 4,199
35 45 1,624 1,793 2,506 3,613 2,205 4,934. 2,924 7,879
35 50 3,322 3,322 4,665 5,414 3,194 7,145 4,062 10,946
35 55 5,810 5,810 7,488 7,488 4,067 9,099 4,978 13,416
35 65 n/a n/a 15,644 15,644 n/a 12,249 n/a 16,895
40 45 544 677 932 1,364 804 1,798 1,015 2,736
40 50 1,499 1,499 2,313 2,703 1,539 3,443 1,862 5,017
40 55 2,973 2,973 4,176 4,176 2,188 4,896 2,543 6,854
40 65 n/a n/a 9,694 9,694 n/a 7,238 n/a 9,441
45 50 529 529 906 1,050 576 1,289 663 1,788
45 55 1,414 1,414 2,182 2,182 1,085 2,428 1,198 - 3,227
45 65 n/a n/a 6,079 6,079 n/a 4,264 n/a 5,255
50 55 521 521 892 892 416 931 437 1,177
50 65 n/a n/a 3,727 3,727 n/a 2,432 n/a 2,834
55 65 n/a n/a 2,080 2,080 n/a 1,257 n/a 1,388

"WRS Pension": The WRS is two retirement plans combined, and pays the greater of their two amounts. The
"Formula" column results from the WRS benefit formula, which is 1.6% of Final Average Salary times years of
service. The "Payable" column is the greater of this or the pension payable under the WRS money purchase plan..

Currently, the WRS money purchase crediting rate is a flat 5% annually. The expected rate of return on WRS
money purchase accounts is, of course, 5% compounded annually. ' ,
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"Table B-2a" Pensions for Those Employees
Who STAY in Service until Retirement
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plan with 10%-of-pay contributions, just like the WRS
money purchase plan. For illustration, the ORP is
shown with two assumed average earnings rates

- 8.5% (a high return) and 6.5% (a low return).
The WRS pension is always the greater of the
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Table B-Za»

Projected Annual Pension per $10,000 of Starting Salary, under the WRS or an ORP

Version of the WRS: "Alternative 2a" (WRS money purchase plan earns 8%)

(ORP = "Optional Retirement Plan" is a money purchase plan with a 10% of Pay ‘Contribution)

WRS pension under Alternative 2a*
if employee eventually retires...

ORP pension if
rate of return

"ORP pension if

rate of return

Works At age 55 At age 65 is 6.5% (Tow) is 8.5% (high)
Age until
hired age... Formula Payable Formula Payable Age 55 Age 65 Age 55 Age 65
25 30 $590 $3,175 $1,010 $8,480 $2,179 . $4,876 $3,636 $9,798
25 35 1,869 6,285 2,884 16,786 4,468 9,997 7,116 19,178
25 40 4,220 9,212 5,927 24,603 6,778 15,165 10,317 27,804
25 45 7,988 11,836 10,294 31,612 8,998 20,132 13,122 35,362
25 50 13,417 14,075 15,972 37,590 11,028 24,675 15,460 41,662
25 55 20,856 20,856 23,070 42,516 12,822 28,688 17,342 46,735
25 65 n/a n/a 42,845 49,691 n/a 35,159 n/a 53,882
30 35 577 2,129 987 5,686 1,567 3,506 2,383 6,421
30 40 1,753 4,133 2,705 11,037 3,148 7,043 4,574 12,325
30 45 3,763 5,929 5,285 15,835 4,668 10,443 6,493 17,499
30 50 6,788 7,462 8,747 19,928 6,058 13,553 8,094 21,812
30 55 11,055 11,085 13,161 23,299 7,285 16,300 9,383 25,285
30 65 n/a n/a 25,663 28,211 n/a 20,730 n/a 30,178
35 40 562 1,425 962 3,805 1,124 2,516 1,558 4,199
35 45 1,624 2,702 2,506 7,217 2,205 4,934 2,924 7,879
35 .50 3,322 3,792 4,665 10,128 3,194 7,145 4,062 10,946
35 55 5,810 5,810 7,488 12,526 4,067 9,099 4,978 13,416
35 65 n/a n/a 15,644 16,019 n/a 12,249 n/a 16,895
40 45 544 950 932 2,537 804 1,798 1,015 2,736
40 50 1,499 1,760 2,313 4,702 1,539 3,443 1,862 5,017
40 55 2,973 2,973 4,176 6,485 2,188 4,896 2,543 6,854
40 65 n/a n/a 9,694 9,694 n/a 7,238 n/a 9,441
45 50 529 635 906 1,696 576 1,289 663 1,788
45 55 1,414 1,414 2,182 3,094 1,085 2,428 1,198 3,227
45 65 n/a n/a 6,079 6,079 n/a 4,264 n/a 5,255
50 55 521 521 892 1,143 416 931 437 1,177
50 65 n/a n/a 3,727 3,727 n/a 2,432 n/a 2,834
55 65 n/a "n/a 2,080 2,080 n/a 1,257 n/a 1,388

* "WRS Pension": The WRS is two retirement plans combined, and pays the greater of their two amounts. The

"Formula" column results from the WRS benefit formula, which i

service. The "Payable" column is the greater of this or the pension

s 1.6% of Final Average Salary times years of

payable under the WRS money purchase plan.

"Alternative 2a" would credit WRS money purchase accounts with the full experienced investment return. The

expected average rate credited would be 8.00%.
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| Table B-2¢

Projected Annual Pension per $10,000 of Starting Salary, under the WRS or an ORP
‘ Version of the WRS: "Alternative 2¢” (WRS money purchase plan earns 6.8%)
(ORP = "Optional Retirement Plan" is a money purchase plan with a 10% of Pay Contribution)

WRS pension under Alternative 2c* ORP pension if ORP pension if

if employee eventually retires... rate of return rate of return
Works At age 55 At age 65 is 6.5% (low) is 8.5% (high)
Age until

hired age... Formula Payable Formula Payable Age 55 Age 65 Age 55 Age 65
25 30 $590 $2,323 $1,010 $5,525 $2,179 $4,876  $3,636 $9,798
25 35 1,869 4,733 2,884 11,259 4,468 9,997 7,116 19,178
25 40 4,220 7,137 5,927 16,976 6,778 15,165 10,317 27,804
25 45 7,988 9,419 10,294 22,405 8,998 20,132 13,122 35,362

25 50 13,417 13,417 15,972 27,312 11,028 24,675 15,460 41,662
25 55~ 20,856 20,856 23,070 31,595 12,822 28,688 17,342 46,735

25 65 n/a n/a 42,845 42,845 n/a 35,159 n/a 53,882
30 35 577 1,650 987 3,925 1,567 3,506 2,383 6,421
30 40 1,753 3,295 2,705 7,838 3,148 7,043 4,574 12,325
30 45 3,763 4,858 5,285 11,555 4,668 10,443 6,493 17,499
30 50 - 6,788 6,788 8,747 14,914 6,058 13,553 8,094 21,812
30 55 11,055 11,055 13,161 17,846 7,285 16,300 9,383 25,285
30 65 n/a n/a 25,663 25,663 n/a 20,730 n/a 30,178
35 40 562 1,170 962 2,783 1,124 2,516 1,558 4,199
35 45 1,624 2,281 2,506 5,426 2,205 4,934 2,924 7,879
35 50 3,322 3,322 4,665 7,815 3,194 7,145 4,062 10,946
35 55 5,810 5,810 7,488 9,900 4,067 9,099 4,978 13,416
35 65 ' n/a n/a 15,644 15,644 n/a 12,249 n/a 16,895 -
40 45 - 544 826 932 1,966 804 1,798 1,015 2,736
40 50 1,499 1,573 2,313 3,742 1,539 3,443 1,862 5,017
40 55 2,973 2,973 4,176 5,293 2,188 4,896 2,543 6,854
40 65 n/a n/a 9,694 9,694 n/a 7,238 n/a 9,441
45 50 529 585 906 1,392 576 1,289 663 1,788
45 55 1,414 1,414 2,182 2,608 1,085 2,428 1,198 3,227
45 65 n/a n/a 6,079 6,079 n/a 4,264 n/a 5,255
50 55 521 521 892 993 416 931 437 1,177
50 65 n/a n/a 3,727 3,727 n/a 2,432 n/a 2,834
55 65 n/a n/a 2,080 2,080 n/a 1,257 n/a 1,388

"WRS Pension": The WRS is two retirement plans combined, and pays the greater of their two amounts. The
"Formula" column results from the WRS benefit formula, which is 1.6% of Final Average Salary times years of
service. The "Payable” column is the greater of this or the pension payable under the WRS money purchase plan.

"Alternative 2c" would credit WRS money purchase accounts with all investment return up to 8%, but not less than
5%. The expected average rate credited would be 6.76%.
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Version of the WRS: "Alternative 3a" (WRS money purchase plan earns 7.9%)

Table B-3a
Projected Annual Pension per $10,000 of Starting Salary, under the WRS or an ORP
i v
\
|
|

(ORP = "Optional Retirement Plan" is a money purchase plan with a 10% of Pay Contribution)

WRS pension under Alternative 3a*
if employee eventually retires...

ORP pension if
rate of return

ORP pension if
rate of return

Works At age 55 At age 65 is 6.5% (1ow) is 8.5% (high)

Age until — _

hired age... Formula Payable Formula Payable Age 55 Age 65 Age 55 Age 65
25 30 $590 $3,078 $1,010 $8,125 $2,179 $4,876 $3,636 $9,798
25 35 1,869 6,110 = 2,884 16,130 4,468 9,997 7,116 19,178
25 40 4,220 8,979 5,927 23,706 6,778 15,165 10,317 27,804
25 45 7,988 11,567 10,294 30,538 8,998 20,132 13,122 35,362
25 50 13,417 13,788 15,972 36,400 11,028 24,675 15,460 41,662
25 55 20,856 20,856 23,070 41,257 12,822 28,688 17,342 46,735
25 65 n/a n/a 42,845 48,392 n/a 35,159 n/a 53,882
30 35 577 2,076 987 5,480 1,567 3,506 2,383 6,421
30 40 1,753 4,040 2,705 10,666 3,148 7,043 4,574 12,325
30 45 3,763 5,812 5,285 15,343 4,668 10,443 6,493 17,499
30 50 6,788 7,332 8,747 19,355 6,058 13,553 8,094 21,812
30 55 11,055 11,055 13,161 22,681 7,285 16,300 9,383 25,285
30 65 n/a n/a 25,663 27,565 n/a 20,730 n/a 30,178
35 40 562 1,397 962 3,688 1,124 2,516 1,558 4,199
35 45 1,624 2,657 2,506 7,014 2,205 4,934 2,924 7,879
35 50 3,322 3,738 4,665 9,868 3,194 7,145 4,062 10,946
35 55 5,810 5,810 7,488 12,233 4,067 9,099 4,978 13,416
35 65 n/a n/a 15,644 15,706 n/a 12,249 n/a 16,895
40 45 544 937 932 2,473 804 1,798 1,015 2,736
40 50 1,499 1,741 2,313 4,595 1,539 3,443 1,862 5,017

40 55 2,973 2,973 4,176 6,354 2,188 4,896 2,543 6,854
40 65 n/a n/a 9,694 9,694 n/a 7,238 n/a 9,441
45 50 529 630 906 1,663 576 1,289 663 1,788
45 55 . 1,414 1,414 2,182 3,042 1,085 2,428 1,198 3,227
45 65 n/a n/a 6,079 6,079 n/a 4,264 n/a 5,255
50 55 521 521 892 1,127 416 931 437 1,177
50 65 n/a n/a 3,727 3,727 n/a 2,432 n/a 2,834
55 65 n/a n/a 2,080 2,080 n/a 1,257 n/a 1,388

"WRS Pension": The WRS is two retirement plans combined, and pays the greater of their two amounts. The

"Formula" column results from the WRS benefit formula, which is 1.6% of Final Average Salary times years of

service. The "Payable"

ing at least 0%. The expected average rate would be 7.88%.
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"Table B-‘3b" Pensions for Those Employees
Who STAY in Service until Retirement

These are projected pensions from Table B-3b (next page)
for future employees who will stay at their jobs until they
retire at age 55 or 65. The "ORP" is a money purchase
plan with 10%-of-pay contributions, just like the WRS

. money purchase plan. For illustration, the ORP is

- shown with two assumed average earnings rates
- 8.5% (a high return) and 6.5% (a low return).
The WRS pension is always the greater of the
WRS "formula" or money purchase benefits.
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WRS money purchase accounts in Table B-3b
receive a 7.34% annual rate of return, the average
crediting rate expected under "Alternative 3b",
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"Table B-3b" Pensions for Those Employees
Who LEAVE after 10 Years of Service

4 This shows projected pensions from the table on the next page
for future employees who will leave their jobs after working
10 years, leaving their contributions in whichever plan
covers them, the WRS or the ORP - and finally
retiring at age 55 or 65. The version of WRS
in these two graphs is "Alternative 3b".

For "General" employees, "Alt. 3b" would cost
about 0.25% - 0.33% of payroll in year 2000,
(318 to $24 million), increasing until 2015
to afinal level of 0.835% of payroll.
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Table B-3b
Projected Annual Pension per $10,000 of Starting‘ Salary, under the WRS or an ORP
Version of the WRS: "Alternative 3b" (WRS money purchase plan earns 7.3%)
(ORP = "Optional Retirement Plan" is a money purchase plan with a 10% of Pay Contribution)

WRS pension under Alternative 3b* ORP pension if ORP pension if
if employee eventually retires... rate of return rate of return

Works At age 55 At age 65 is 6.5% (Tow) -is 8.5% (high)
Age until —
hired age... Formula Payable Formula Payable Age 55 Age 65 Age 55 Age 65
25 30 $590 $2,688 $1,010 $6,749 $2,179 $4,876 $3,636 $9,798
25 35 1,869 5,403 2,884 13,567 4,468 9,997 7,116 19,178
25 40 4,220 8,038 5,927 20,183 6,778 15,165 10,317 27,804
25 45 7,988 10,474 10,294 26,300 8,998 20,132 13,122 35,362

25 50 13,417 13,417 15,972 31,681 11,028 24,675 15,460 41,662
25 55 20,856 20,856 . 23,070 .36,253 12,822 28,688 17,342 46,735

25 65 n/a n/a 42,845 43,217 n/a 35,159 n/a 53,882
30 35 577 1,859 987 4,667 1,567 3,506 2,383 6,421
30 40 1,753 3,662 2,705 9,196 3,148 7,043 4,574 12,325
30 45 3,763 5,330 5,285 13,383 4,668 10,443 6,493 17,499
30 50 6,788 6,797 8,747 17,067 6,058 13,553 8,094 21,812
30 55 11,055 11,055 13,161 20,197 7,285 16,300 9,383 25,285
30 65 n/a n/a 25,663 25,663 n/a 20,730 n/a 30,178
35 40 562 - 1,283 962 3,221 1,124 2,516 1,558 4,199
35 45 1,624 2,469 2,506 6,199 2,205 4,934 2,924 7,879
35 50 3,322 3,512 4,665 8,819 3,194 7,145 4,062 10,946
35 55 5,810 5,810 7,488 11,044 4,067 9,099 4,978 13,416
35 65 n/a n/a 15,644 15,644 n/a 12,249 n/a 16,895
40 45 544 882 932 2,214 804 1,798 1,015 2,736
40 50 1,499 1,658 2,313 4,163 1,539 3,443 1,862 5,017
40 55 2,973 2,973 4,176 5,818 2,188 4,896 2,543 6,854
40 65 n/a n/a 9,694 9,694 n/a 7,238 n/a 9,441
45 50 529 608 906 1,527 576 1,289 663 1,788
45 55 1,414 1,414 2,182 2,824 1,085 2,428 1,198 3,227
45 65 n/a n/a 6,079 6,079 n/a 4,264 n/a 5,255
50 55 521 521 892 1,061 416 931 437 1,177
50 65 n/a n/a 3,727 3,727 n/a 2,432 n/a 2,834
55 65 n/a n/a 2,080 2,080 n/a 1,257 n/a 1,388

"WRS Pension": The WRS is two retirement plans combined, and pays the greater of their two amounts. The
"Formula" column results from the WRS benefit formula, which is 1.6% of Final Average Salary times years of
service. The "Payable" column is the greater of this or the pension payable under the WRS money purchase plan.

"Alternative 3b" would credit WRS money purchase accounts with all investment return, less 2%, but always credit-
ing at least 1%. The expected average rate would be 7.34%.
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Annual Pension per $10,000 Initial Salary
(Thousands)

Annual Pension per $10,000 Initial Salary
(Thousands)

"Table B-3c" Pensions for Those Employees
Who STAY in Service until Retirement
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Table B-3¢

Projected Annual Pension per $10,000 of Starting Salary, under the WRS or an ORP
Version of the WRS: "Alternative 3¢" (WRS monéy purchase plan earns 7.6%) ‘
(ORP = "Optional Retirement Plan" is a money purchase plan with a 10% of Pay Contribution)

WRS pension under Alternative 3c* ORP pension if ORP pension if

if employee eventually retires... rate of return rate of return
Works At age 55 At age 65 is 6.5% (low) is 8.5% (high)
Age until - -

hired age... Formula Payable Formula Payable Age 55 Age 65 Age 55 Age 65
- 25 30 $590 $2,892 $1,010 $7,459 $2,179 $4,876 $3,636 $9,798
25 35 1,869 5,773 2,884 14,893 4,468 9,997 7,116 19,178
25 40 4,220 8,532 5,927 22,011 6,778 15,165 10,317 . 27,804
25 45 7,988 11,049 10,294 28,504 8,998 20,132 13,122 35,362

25 50 13,417 13,417 15,972 © 34,139 11,028 24,675 15,460 41,662
25 55 20,856 20,856 23,070 38,863 12,822 28,688 17,342 46,735

25 65 n/a n/a 42,845 45,918 n/a 35,159 n/a 53,882
30 35 577 1,973 987 5,089 1,567 3,506 2,383 6,421
30 40 1,753 3,861 2,705 9,961 3,148 7,043 4,574 12,325
30 45 3,763 5,584 5,285 14,406 4,668 10,443 6,493 17,499
30 50 6,788 7,080 8,747 18,264 6,058 13,553 8,094 21,812
30 55 11,055 11,055 13,161 21,497 7,285 - 16,300 9,383 25,285
30 65 n/a n/a 25,663 26,327 n/a 20,730 n/a 30,178
35 40 562 1,343 962 3,465 1,124 2,516 1,558 4,199
35 45 1,624 2,568 2,506 6,626 2,205 4,934 2,924 7,879
35 50 3,322 3,632 4,665 9,369 3,194 7,145 4,062 10,946
35 55 5,810 5,810 7,488 11,669 4,067 9,099 4,978 13,416
35 65 n/a n/a 15,644 15,644 n/a 12,249 n/a 16,895
40 45 544 911 932 2,351 804 1,798 1,015 2,736
40 50 1,499 1,702 2,313 4,391 1,539 3,443 1,862 5,017
40 55 2,973 2,973 4,176 6,101 2,188 4,896 2,543 6,854
40 65 n/a ~  n/a 9,694 9,694 n/a 7,238 n/a 9,441
45 50 529 620 906 1,599 576 1,289 663 1,788
45 55 1,414 1,414 2,182 2,939 1,085 2,428 1,198 3,227
45 65 n/a “n/a 6,079 6,079 n/a 4,264 n/a 5,255
50 55 521 521 892 1,096 416 931 437 1,177
50 65 }n/a n/a 3,727 3,727 n/a 2,432 n/a 2,834
55 65 n/a n/a 2,080 2,080 n/a 1,257 n/a 1,388

"WRS Pension": The WRS is two retirement plans combined, and pays the greater of their two amounts. The
"Formula" column results from the WRS benefit formula, which is 1.6% of Final Average Salary times years of
service. The "Payable" column is the greater of this or the pension payable under the WRS money purchase plan.

"Alternative 3c" would credit WRS money purchase accounts with all investment return, less 2%, but always credit-
ing at least 2%. The expected average rate would be 7.63%.

-37-



Annual Pension per $10,000 Initial Salary

Annual Pension per $10,000 Initial Salary

"Table B-3d" Pensions f or
Who STAY in Service

Those Employees

until Retirement

$60 i $60
7 N These are projected pensions from Table B-34 (next page) »retireat 65 L
$50- % for future employees who will stay at their jobs until they RP at8.5% (65) |-g50
§ - retire at age 55 or 65. The "ORP" is a money purchase iman ‘
7 % plan with 10%-of-pay contributions, just like the WRS at 6.5% (65) -
$40- § money purchase plan. For illustration, the ORP is . '
N § shown with two assumed average earnings rates » refire at 55 1"$40
2 . SE#' - 8.5% (a high return) and 6.5% (a low return). P N
§ $30- %EE The WRS pension is always the greater of the g
g §Ef’ § WRS "formula® or money purchase benefits. §
E \E \ -
$20 %iﬁi § WRS money purchase accounts in Table B-3d £
§.{ % receive a 7.96% annual rate of return, the average ~$20
. %E 4 § crediting rate expected under "Alternative 34"
$1 N 2 N,
0 NS N
NAES BN -$10
NHEZS BN
. N7 IN
TN i
soJ : :%! % NG
25 $0
Age at Hire an et oy
] 2N .
Table B-3d" Pensions for Those Employees
Who LEAVE after 10 Years of Service
] . , | 5
4 This shows projected pensions from the table on the next page WRS, retire at 65 |
$20- ~ for future employees who will leave their jobs after working N ~$20
. 10 years, leaving their contributions in whichever plan ORP at 8.5% (65) |-
] covers them, the WRS or the ORP - and finally B
) ORP at 6.5% (65) |
_ retiring at age 55 or 65. The version of WRS ; B
$15 in these two graphs is "Alternative 3d". WRS, retire at 55 | o1
- .
s For "General” employees, "Alt. 3d" would cost | ORPatss% (s5) | &
T -]
s i about 0.36% - 0.48% of payroll in year 2000, R -
§ . (326 to $35 million), increasing until 2015 ORP at 6.5% (55) |- §
ésw- to a final level of 0.51% of payroll. -ﬂog
] X I
i § [
$5- %:. ~$5
- §Il‘ -
7 N
- N
i §:. i
$0 ~$0
25 30 35 40 45
Age at Hire o Retremers Sy

-38-



Version of the WRS: "Alternative 3d" (WRS money purchase plan earns 7.96%)

Table B-3d
Projected Annual Pension per $10,000 of Starting Salary, under the WRS or an ORP

(ORP = "Optional Retirement Plan" is a money purchase plan with a 10% of Pay Contribution)

WRS pension under Alternative 3d*
if employee eventually retires...

ORP pension if
rate of return

ORP pension if
rate of return

Works At age 55 At age 65 is 6.5% (low) is 8.5% (high)
Age until ; —=
hired age... Formula Payable Formula Payable Age 55 Age 65 Age 55 Age 65
25 30 $590 $3,144 $1,010 $8,367 $2,179 $4,876 $3,636 $9,798
25 35 1,869 6,230 2,884 16,577 4,468 9,997 7,116 19,178
25 40 4,220 9,138 5,927 24,318 6,778 15,165 10,317 27,804
25 45 7,988 11,751 10,294 31,270 8,998 20,132 13,122 35,362
25 50 13,417 13,984 15,972 37,212 11,028 24,675 15,460 41,662
25 55 20,856 20,856 23,070 42,116 12,822 28,688 17,342 46,735
25 65 n/a n/a 42,845 49,278 n/a 35,159 n/a 53,882
30 35 577 2,112 987 5,621 1,567 3,506 2,383 6,421
30 40 1,753 4,103 2,705 10,919 3,148 7,043 4,574 12,325
30 45 3,763 5,892 5,285 15,679 - 4,668 10,443 6,493 17,499
30 50 6,788 7,420 8,747 19,746 6,058 13,553 8,094 21,812
30 55 11,055 11,055 13,161 23,103 7,285 16,300 9,383 25,285
30 65 n/a n/a 25,663 28,006 n/a 20,730 n/a 30,178
35 40 562 1,416 962 3,768 1,124 2,516 1,558 4,199
35 45 1,624 2,688 2,506 7,153 2,205 4,934 2,924 7,879
35 50 3,322 3,775 4,665 10,046 3,194 7,145 4,062 10,946
35 55 5,810 5,810 7,488 12,433 4,067 9,099 4,978 13,416
35 65 n/a n/a 15,644 15,920 n/a 12,249 n/a 16,895
40 45 544 946 932 2,517 804 1,798 1,015 2,736
40 50 1,499 1,754 2,313 4,668 1,539 3,443 1,862 5,017
40 55 2,973 2,973 4,176 6,443 2,188 4,896 2,543 6,854
40 65 n/a n/a 9,694 9,694 n/a 7,238 n/a 9,441
45 50 529 634 906 1,686 576 1,289 663 1,788
45 55 1,414 1,414 2,182 3,078 1,085 2,428 1,198 3,227
45 65 n/a n/a 6,079 6,079 n/a 4,264 n/a 5,255
50 55 521 521 892 1,138 416 931 437 1,177
50 65 n/a n/a 3,727 3,727 n/a 2,432 n/a 2,834
55 65 n/a n/a 2,080 2,080 n/a 1,257 n/a 1,388

service. The "Payable" column is the greater of this or the pension pay.

"Alternative 3d" would credit WRS money purchase account:

ing at least 3%. The expected average rate would be 7.96%.

-39.

"WRS Pension": The WRS is two retirement plans combined, and pays the greater of their two amounts. The

"Formula" column results from the WRS benefit formula, which is 1.6% of Final Average Salary times years of

able under the WRS money purchase plan.

s with all investment return, less 2%, but always credit-



Electing the Standard ORP



Given the choice of two retirement plans, one a defined contributi

Choosing Between the "Standard ORP" and the WRS

on (DC) money purchase

plan like the "standard optional retirement plan (ORP)" set forth in 1997 Assembly Bill
331, and the other the Wisconsin Retirement System (WRS), most younger university staff
employed in the future would choose the DC plan and most employees hired at the oldest

‘ages would choose the WRS. There are several reasons for this:

Contributions to defined contribution plans for those young when hired have many
years to build up to large accounts that can be used to purchase large pensions at time

- of retirement -- often larger than pensions defined by the formulas used in defined

benefit (DB) plans would produce, given the same employee and the same career his-
tory covered by the plan. Those who are older when hired do not have this advantage.

DC plans are "portable"”, meaning that the funds accumulated in an employee’s account
can be transferred into another DC plan'if he or she changes employment. Employees
can take their retirement money with them when they leave for other jobs elsewhere.

A DC plan’s account accumulated during employment with a first employer and then
transferred to a successor DC plan will probably achieve a similar final value and buy a
similar amount of pension upon retirement as it would have if he or she had remained
with the first employer until retiring. Under a typical defined benefit pension plan, the
pension earned with a first employer is related by formula to the employee’s final
average earnings (FAE) during the last three to five years of employment. For those
leaving employment many years before they retire, this FAE and the pension it gives
them are often much less than would have been the case had the employee remained
with that employer until retirement.

Therefore, the same years of service and level of compensation with the employer will
not produce as large a pension under most DB plans for employees who leave em-
ployment as it will for those of similar age and pay level who do not leave. For those
changing jobs in midcareer, the difference in pension amounts is often considerable.
The portability of a defined contribution plan automatically solves this problem.

It is usually easier to "get at one’s money" in a DC plan than in a DB plan. Defined
contribution plan accounts can under some circumstances be cashed out (generally with
tax penalties) and spent on needs other than retirement income. In fact, Congress is
said to be concerned that in the United States today less than 50% of the money being
accumulated in 401(k) plans is being used for retirement. However, for an employee

. who needs the capital to buy a first home or send children to college, or for medical

needs, a defined contribution account can be a boon.

The amount of pension payable from a defined benefit plan is guaranteed by the em-
ployer sponsoring the plan, while the pension from a defined contribution plan is not
guaranteed. Only the amount of contributions made to the DC plan are guaranteed.
The amount of pension these contributions ultimately yield will depend on the plan’s
investment performance over the years. The DB plan’s guarantee of pension amounts
appeals to employees who are older when hired, and do not have many years left be-
fore retiring for their DC plan’s account to recover from possible investment losses.
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When a newly hired employee must choose between joining a state’s defined benefit plan
or its optional defined contribution plan, he or she will be given illustrations of the amounts
of pension that would likely be earned under either plan. The tables in the preceding sec-
tion of this report are summary versions of such benefit illustrations. Table B-0 and the
graphs that summarize it, printed on pages 26 and 27, represent the kind of information that
a newly hired employee would want to consider when deciding which plan to choose.

After examining these, the author decided to assume for the purpose of estimating costs
that these percentages of employees hired at each age would elect the standard ORP over
the existing version of the WRS: 90% of those hired at age 25, grading (linearly) to 80%
hired at age 35, then graded to 60% hired at age 45, graded to 10% of those hired at age 55,
and finally graded to 0% hired at age 60. These rates of ORP election appear to be reason-
able, based on the information in Table B-0, and they are also in line with experience other
states have had with their ORPs, furnished by TIAA-CREF at the author’s request. These
election rates were used for calculating the lower of the two cost estimates for creating the
standard ORP that are printed in the "Costs" section of this report. These rates of election
would result in an estimated 71.2% of future university employees choosing to join the
standard ORP. ~

The larger of the two cost estimates was estimated by assuming as a "worst case" scenario
that exactly those employees would choose to join the ORP that would cost the WRS
money by making that decision. Future employees with ages at hire such that their Entry
- Age Normal Cost rates were less than 11.443% were assumed to join the ORP. Note that
circumstances can be envisioned that would prove more costly to the WRS than this "worst
case" scenario, such as greater antiselection leading to more high turnover employees hired
at the older ages electing the ORP than anticipated in this study’s calculations. However,
the higher of the two cost estimates given in this report is for planning purposes a reason-
able upper bound on the costs of creating the standard ORP.

The withdrawal rates used for valuations of benefits under the WRS are based on the aver-
age behavior observed of employees who have not been given the choice of not joining the
WRS. They do not reflect the "antiselection” that would occur if the same group of em-
ployees were offered an optional retirement plan that would let them take more money
with them if they left their new employment after a few years. For example, it may be that
as an average, only 10% of WRS members hired at age 50 will withdraw from employment
within five years. However, if the same group is now given the choice of joining the stan-
dard ORP, those hired on one year contracts and others with reason to feel they will not
stay at the university very long will very likely choose the ORP, even if they are 50 years
old when hired. The five year turnover rate observed for those at older ages who choose
the ORP will therefore be much higher than the 10% rate for those who are simply in the
WRS without having any choice in the matter.

This anticipated antiselection was allowed for in the two estimates made of ORP costs by
increasing the WRS withdrawal rates at ages above 35. A linearly increasing scale factor
was used, grading from 1.00 at age 35 to 5.00 at age 50. Future experience could prove this
to be either too optimistic or too pessimistic, but for the lack of information in this area this
method of allowing for antiselection seemed reasonable for purposes of this study.

-41-



