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Draft Guiding Principles for 2005-06 Pension Reform

In response to legislative, administrative, and initiative proposals early this year, CSAC staff has worked with a technical advisory group to develop proposed principles to guide our participation in discussions about reform of public pension systems.   Our efforts have been guided by a firm belief that a legislative solution to pension reform is the best course to ensuring reform with clear cost-benefit outcomes for local government retirement systems and taxpayers.

This document has been prepared with the understanding that it remains a work in progress and should be flexible in order to accommodate CSAC’s coalition-building efforts.  Staff will continue to modify and refine this document as necessary, under the guidance of our technical advisors and the Government Finance and Operations Policy Committee.

Preamble

Public pension reform has garnered widespread interest and generated significant debate among policy leaders about the appropriate remedy for actual and perceived abuse, rising costs, and accountability to taxpayers.  CSAC welcomes this discussion and approaches the concept of reform with the overarching goal of ensuring public trust in public pension systems, as well as maintaining a retirement benefit sufficient to assure recruitment and retention of a competent local government workforce.  Proposed reforms should meet these broad goals, as well as CSAC’s guiding principles.

The guiding principles and reform proposals are listed below and are intended to apply to new public employees hired after June 30, 2007 in both PERS and 1937 Act retirement systems.

Guiding Principles

· Eliminate Abuse

Public pension systems provide an important public benefit by assisting public agencies to recruit and retain quality employees.  Any fraud or abuse must be eliminated to ensure the public trust and preserve the overall public value of these systems.

· Reduce and Contain Costs 

Public pension reform should provide for cost relief for government, public employees, and taxpayers.

· Increase Predictability of Costs and Benefits for Employee and Employer

Responsible financial planning requires predictability.  Employers must be able to predict their financial obligations in future years.  Employees should have the security of an appropriate and predictable level of income for their retirement after a career in public service.

· Strengthen Local Control to Develop Plans With Equitable Sharing of Costs and Risks Between Employee and Employer

Equitable sharing of pension costs and risks promotes shared responsibility for the financial health of pension systems and reduces the incentive for either employees or employers to advocate changes that result in disproportionate costs to the other party, while diminishing the exclusive impact on employers for costs resulting from increases in unfunded liability.

· Increase Pension System Accountability 

Public pension systems boards have a constitutional duty to (a) protect administration of the system to ensure benefits are available to members and (b) minimize employer costs.  The constitutional provisions and state statutes governing such boards should promote responsible financial management and discourage conflicts of interest.

· Protect Local Control and Flexibility

Local elected officials should be able to develop pension systems that meet the needs of their workforce.  A statewide mandated retirement system is not appropriate in all California communities.

Reform Proposals

The following proposals represent specific reforms that serve to promote the principles outlined above.  Proposals that directly affect employee benefits are intended to apply only to employees hired after June 30, 2007.

· Restrict public safety retirement eligibility to only those groups of employees who must endanger their own physical safety to protect the public as a major component of their employment.

· Establish a formula cap for public safety at 2% at 50 and a formula cap of 2% at 60 for miscellaneous employees.  The cost of any defined benefit or defined contribution retirement enhancements beyond the base pension formula must be paid in full by the employee for the duration of his/her employment unless the employer agrees to share not more than 50% of the cost.  

· Require that “final compensation” be calculated using highest three-year average, as opposed to a single highest year.

· Provide local agencies the option to implement defined contribution retirement plans.

· Amend the County Employees Retirement Act to eliminate the cost of the Ventura court decision by removing factors outside direct salary in determining “final compensation.”

· Limit application of pension formula increases to prospective service in order to avoid unfunded liability resulting from extension of benefits retroactively.

· Limit pension benefits to career employees by excluding from eligibility temporary employees and contract employees.


· Require that surplus excess earnings be used according to the following priorities: pay down unfunded liability, offset employer cost for Pension Obligation Bond (POB) debt service, and pay for benefits in effect as of January 1, 2006.  Surplus excess earnings may not be used to pay for enhanced pension benefits.  

· Stabilize contribution rates and promote cost predictability; for example, by requiring use of sound actuarial techniques for the multi-year “smoothing” of market gains and losses.  

· Upon agreement, permit employers and employees to share responsibility for all retirement system costs, including unfunded liabilities.

· Retirement boards and arbiters should not have the authority to grant pension formula increases.

· Clarify the two-fold responsibility of retirement boards to (a) protect retirement system assets for the benefit of participants and (b) minimize employer contributions.  

· Reform Industrial Disability Retirement (IDR) (see attachment).

Note: These items continue to be reviewed and will be further clarified by additional discussion with our technical advisors under the direction of the GFO policy committee.
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