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           97B.2 Purpose of chapter. 

The purpose of this chapter is to promote economy and efficiency in the 
public service by providing an orderly means for employees, without hardship 
or prejudice, to have a retirement system which will provide for the payment 
of annuities, enabling the employees to care for themselves in retirement and 
which will improve public employment within the state, reduce excessive 
personnel turnover, and offer suitable attraction to high-grade men and women 
to enter public service in the state. 

"
B6.#"-%-(,"4.)*#"$6%$"$6("40+)*%$.0)#"04"#$%$("-()#.0)"#1#$(2#".)"?0;%3"%#".)"20#$"#$%$(#3",(2%.)"
#$,0)53"%)*"$6%$"$6(#("-+&'./"-()#.0)"#1#$(2#".''+#$,%$("$6("(/0)02./"%)*"#0/.%'"=%'+("04"*(4.)(*<
&()(4.$"-()#.0)"-'%)#7W"L(4.)(*<&()(4.$"-'%)#"%,("5+%,%)$((*"&1"*(#.5)"$0"%/6.(=("$6("/6.(4"
-+,-0#("04"%"-()#.0)U"$0"%##+,("%"#(/+,("&()(4.$"$0"%"-(,#0)".)",($.,(2()$7"X1"/0)$,%#$3"*(4.)(*<
/0)$,.&+$.0)"-'%)#"I"YTOM9N#"I"%)*".)*.=.*+%'",($.,(2()$"%//0+)$#"-'%/("$6%$"#(/+,.$1"%$",.#97""
"

! @(/$.0)"O"04"$6.#",(-0,$"(F-'0,(#"$6("4.)%)/.)5"04"-()#.0)#3"(F%2.)(#"$6("#$,+/$+,("04"
-()#.0)"-'%)#3"%)*"(F-'%.)#"$6("=%,.%&'(#"$6%$"%,("+#(*".)"*(4.).)5"$6("4.)%)/.%'"6(%'$6"04"
-'%)#7"B6.#"#(/$.0)"044(,#"%)"(F-'%)%$.0)"04"$6("/0)/(-$"04"G+)4+)*(*"'.%&.'.$1H"$6%$".#"04$()"
2.#/0)#$,+(*".)"#02("-0'.$./%'"*.#/+##.0)#"04"-()#.0)".##+(#7"

! @(/$.0)"V"'009#".)"*($%.'"%$"$6("40+,"2%.)"-+&'./"-()#.0)"-'%)#".)"?0;%3"$6(.,"&%/95,0+)*3"
$6(.,"50=(,).)5"#$,+/$+,(#3"%)*"$6(.,"0=(,%''"4.)%)/.%'"6(%'$67"B6("#(/$.0)"#60;#"60;"&0$6"
(2-'01(,#"%)*"(2-'01((#"/0)$,.&+$("$0"$6(#("-'%)#3"$60+56"(2-'01(,#"#02($.2(#"4%.'"$0"
2(($"$6(.,"0&'.5%$.0)#"$0"2%9("%*(:+%$("/0)$,.&+$.0)#"&(/%+#("$6(,(".#")0"'(5%'"
,(:+.,(2()$"$0"*0"#07""

! @(/$.0)"W"/02-%,(#"?DER@"$0"#.2.'%,"-'%)#"%,0+)*"$6(")%$.0)7"B6("/02-%,.#0)",(=(%'#"$6%$"
?0;%J#"-'%)#"%,("%20)5"$6("#$,0)5(#$".)"$6(")%$.0)7"?$"%'#0"4.)*#"$6%$"$6("40+)*%$.0)#"04"
)(%,'1"%''"#$%$(#J"-'%)#"%,("#$,0)53"$60+56"$6(,(".#",002"40,"#$,()5$6().)5"$6(2"4+,$6(,7"8("
4.)*"$6%$".)"2%)1"/%#(#3",(/()$".2-,0=(2()$#"6%=("%',(%*1"#($"%"/0+,#("$0;%,*"#60,.)5"+-"
-'%)#"$6%$"4%/(*"4+)*.)5"/6%''()5(#7"Z%#$'13"$6.#"#(/$.0)",(/022()*#"%,(%#";6(,("4+,$6(,"
#$(-#"/0+'*"&("$%9()"$0".2-,0=("(F.#$.)5"-()#.0)"-'%)#7""

"



 3 

Section 1. The Financing of Pensions 
1.1 How Does a Defined Benefit (DB) Pension Plan Work? 
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+$.'.P(7"B6+#3";6.'("/+,,()$"$%F-%1(,#"*0"-%1"#02("-%,$"04"$6("/0#$"04"%''"-+&'./"(2-'01((#J"
,($.,(2()$"-'%)#3"$6(1"*0"#0"0)'1"&(/%+#("$6(1"%,(",(/(.=.)5"$6("#(,=./(#"04"/+,,()$"-+&'./"
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`+)*.)5"40,",($.,(2()$"-'%)#".#"&%#(*"0)"%"#.2-'("40,2+'%"04"%##($#"(:+%'.)5"'.%&.'.$.(#"
5.=()"&1"$6("40''0;.)5"&%'%)/("(:+%$.0)U]"

• Q"a"Q0)$,.&+$.0)#"M(2-'01(,"%)*"(2-'01((N"
• ?"a"?)=(#$2()$"?)/02("
• X"a"X()(4.$#"D%.*"
• E"a"EF-()#(#"M%*2.).#$,%$.=(N"

"
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$0$%'"(F-()#(#7"?4".)/02("50(#"*0;)"*+("$0"%"*(/'.)(".)".)=(#$2()$".)/02(3"%)*"(F-()#(#"#$%1"$6("
#%2(3"$6("#1#$(2"(F-(/$#"/0)$,.&+$.0)#"$0",.#(".)"0,*(,"$0"&,.)5".)/02(".)$0"&%'%)/(";.$6"
(F-()#(#7"Z.9(;.#(3".4"&()(4.$#",.#(3"%)*".)=(#$2()$".)/02("#$%1#"$6("#%2(3"/0)$,.&+$.0)#"6%=("$0"
,.#("%5%.)"$0"&,.)5"$6("(:+%$.0)"&%/9".)$0"&%'%)/(7"
 
1.2 Funding Balance Equation6 
 

!$"%)1"5.=()"$.2(3"0)'1"(#$.2%$(#"/%)"&("2%*("%&0+$"4+$+,("&()(4.$#"$0"&("-%.*"%)*"4+$+,(".)/02("
$0"&(",(/(.=(*"4,02".)=(#$2()$"%##($#7"`0,$+)%$('13"%)*"&(/%+#("04"$6("0)50.)5")%$+,("04"$6("
,($.,(2()$"-()#.0)"#1#$(23"(#$.2%$(*"4+$+,(".)/02(#"%,(")0$",(:+.,(*"$0"&("(:+%'"$0"(#$.2%$(*"
4+$+,("(F-()#(#"%$"%)1"0)("-0.)$7"5/+,.-*.$6)$&,$#.-*.,/+,.-0.,/$%$.-*.+".$*,-(+,$#.-(2+1+"&$.
2$,7$$".-"&'($.+"#.$6)$"#-,!%$8.,/$.%$,-%$($",.*3*,$(.7-11.,+9$.,/$."$&$**+%3.*,$)*.,'.(':$.,'7+%#.
2+1+"&$.':$%.,-($8.+11'7-";.,/$.%$,-%$($",.)1+".,'.($$,.,/$.0!"#-";.%$<!-%$($",*.'0.,/$.*3*,$(.':$%.
,/$.1'";.%!"=>"B0"/%'/+'%$("$6("'0)5<$(,2"4+)*.)5",(:+.,(2()$#"04"$6("-()#.0)"-'%)3".)"%)"
()=.,0)2()$";6(,("20#$"(F-()#(#"%)*".)/02("#$,(%2#"2+#$"&("(#$.2%$(*3"-()#.0)"#1#$(2#"
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""
 

1.3 Pension Funds: Fully Funded Vs. Underfunded  
 

86()"%)"(2-'01((".#"C+#$"#$%,$.)5"0+$3"6("0,"#6("6%#")0$"1($"%//,+(*"%)1"-()#.0)"&()(4.$#7">=(,"
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!$"%)1"-0.)$3"$6("#+2"04"$6("-%#$")0,2%'"/0#$#")((*(*"$0"4+)*",($.,(2()$"&()(4.$#"%,("/%''(*"
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X(/%+#("+&,!+1"-%12()$"0)",($.,(2()$"&()(4.$#"*0(#")0$"6%=("$0"&("2%*("+)$.'",($.,(2()$"*%13"$6("
-()#.0)"#1#$(2"/%)",(2%.)"+)*(,4+)*(*"40,"#02("$.2("%)*"$6("%20+)$"&1";6./6".$".#"
+)*(,4+)*(*".#"*()0$(*"&1"$6('456-5101'+,*-%#.%&&/'+,,#-01'2.%3.&.*/'74++287"B6(",(%#0)"40,"
$6("A!!Z"2.56$"&("$6%$"$6("(2-'01(,")(5'(/$(*"$0"-%1"$6("4+''"#6%,("04"$6("(2-'01(,"/0)$,.&+$.0)"
.)"/%#67"?$"2.56$"%'#0"&("$6%$"$6(".)=(#$2()$".)/02("*.*")0$"5,0;"%#"(F-(/$(*7"R(5%,*'(##3"C+#$"%#"
#02(0)("2%1"2.##"%"20,$5%5("-%12()$3"2.##.)5"%")0,2%'"/0#$"-%12()$"0,")0$"$,%)#4(,,.)5"$6("
4+''"%20+)$"04"/%#6"%##0/.%$(*";.$6"$6(")0,2%'"/0#$"2(%)#"$6%$"4+$+,("-%12()$#";.''"&("$6%$"2+/6"
6.56(,"$0"$%9(".)$0"%//0+)$"$6("'0;(,"-%12()$#"04"$6("-%#$7"
"
>)/("$6(,(".#"+)4+)*(*"'.%&.'.$1"MA!!ZN3".$"6%#"$0"&("%//0+)$(*"40,7"B6(";%1"$6%$"%/$+%,.(#"-,0/((*"
;.$6"$6.#"%//0+)$%&.'.$1".#"$0"%20,$.P("$6("A!!Z"2+/6"%#"0)(";0+'*"%"602("20,$5%5("I"$6%$".#3"
-(,.0*./"-%12()$#"%,("*($(,2.)(*"$6%$";.''"-%1"044"$6("A!!Z"0=(,"$.2(7"B6("+,*-%#.%&&/'90:-.#01'
("5*#.3-*."5'7+9(8"#.2-'1"*()0$(#"$6("/02&.)(*"%20+)$"04")0,2%'"/0#$"%)*"$6("A!!Z"
%20,$.P%$.0)"/0#$7"D%1.)5"$6("4+''"!RQ"2(%)#"$6%$"$6("#-0)#0,"04"%"-()#.0)"-'%)".#"-+$$.)5"%#.*("
4+)*#"$0"/0=(,"&()(4.$#"(%,)(*".)"$6%$"1(%,"-'+#"%20,$.P.)5"%)1"+)4+)*(*"'.%&.'.$17"
"
1.4 Conclusion 
 

A)4+)*(*"'.%&.'.$1".#")0$"$6("'0)("&%,02($(,"04"$6("6(%'$6"04"%"-()#.0)"#1#$(27"!#"'0)5"%#"%"-'%)"
2(($#"$6("4+)*.)5")((*#"04"$6("#1#$(2"0=(,"$6("'0)5"$(,23"$6.#"+)4+)*(*"%/$+%,.%'"'.%&.'.$1"6%#")0"
)(5%$.=(".2-%/$"0)"$6("'0)5<$(,2"4+)*.)5"-,05,(##"04"$6(",($.,(2()$"#1#$(27"!''"$6%$".#",(:+.,(*"
40,"#60,$<$(,2"#0'=()/1".#"40,"%",($.,(2()$"-'%)"$0"6%=("()0+56"%##($#3"%$"/+,,()$"2%,9($"=%'+(3"$0"
-%1"044"$6("$0$%'"&()(4.$#"%#"$6(1"/02("*+("(%/6"1(%,7"A)4+)*(*"'.%&.'.$1"*0(#")0$"2(%)"$6("-'%)"
#-0)#0,"6%#"$0"$%9("*,%#$./"%)*".22(*.%$("%/$.0)#"$0",(*+/(".$"0,"-%1".$"0447"?$".#"G-%.*"*0;)H"$6("
#%2(";%1"%"602("20,$5%5(".#"-%.*"0447"E%/6"1(%,"$6("#-0)#0,J#"/0)$,.&+$.0)".)/'+*(#"%"-%12()$"$0"
-%1"*0;)"$6("+)4+)*(*"'.%&.'.$17"B6("6(%'$6"04"$6("-'%)3"$6(,(40,(3"6%#"20,("$0"*0";.$6"$6("-'%)"
#-0)#0,J#"%&.'.$1"%)*";.''.)5)(##"$0"2%9("$6.#"2.).2+2",(:+.,(*"/0)$,.&+$.0)7c""
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DB vs. DC:   
 
If we agree that pension income is desirable, then defined benefit (DB) plans offer a less costly and therefore more 
efficient way of producing this income than the alternative defined contribution (DC) plans. 
 

There are structural differences between DB and DC plans. In a defined benefit pension plan workers receive a 
promise of a lifetime annuity that offers them a fixed monthly benefit starting at the point of retirement. This annuity is 
based on a formula linked to their salary, time of vesting, and years of employment. (A pension is “vested” when a 
plan member becomes eligible to receive benefits.) While formulas differ from plan to plan, they all require the 
worker to be vested in the plan after a number of years at work, and link the amount of benefit to the length of 
employment. For each month of service, the worker accrues this “defined benefit” and the sponsoring employer 
accrues an equivalent liability. Employer and employee alike make a monthly contribution. The amount of the 
contribution may change, but the amount of the benefit does not. Because the benefit is fixed, if the contributions 
and investment returns on these contributions do not add up to the total amount of the promised benefit, the 
employer makes up much of the difference.  
 

In a defined contribution (DC) pension plan, workers accrue funds in individual accounts administered by the plan 
sponsor. Employers and employees alike may make monthly contributions to the individual employee’s account. 
These contributions are fixed, but the amount of benefit is not. At the time of retirement, the benefits accrued during 
the working career based on monthly contributions and investment returns will form the total benefit. Over 30 years, 
according to a study by the National Institute for Retirement Security and consulting firm Milliman Inc., defined 
benefit plans delivered an almost 25 percent greater return to participants than defined contribution plans. 
 

To understand the difference, we look at the structure of risk associated with these plans. The employer bears most 
of the risks associated with providing an adequate benefit to the employee in DB plans. There is a temporal risk 
associated with funds coming up short at the time of retirement. However, through the pooling of risk across 
thousands of employees, the employer knows that all employees will not retire at the same time. This allows the 
employer to manage the timing risk. The pooling of funds, and therefore risk, also allows the employer to manage 
general financial/investment risk associated with changing market conditions. Individuals may outlive their expected 
pensions but spreading this mortality risk across beneficiaries allows the employer to fund for the average mortality 
rate. Finally, while employees age, pension plans do not. This long-lived nature of pension plans allows the employer 
to target high return investments with fewer risks. The employee does take on a few risks, however. The employee 
often bears the risk of inflation deteriorating the purchasing power of her benefits. The employee also bears a risk 
associated with the lack of portability of DB funds. Longer vesting requirements tend to increase this risk for the 
employee.  
 

Defined contribution plans, by definition, are always fully funded. Whatever the balance happens to be at the 
moment is all that is required. This means that the employer is not required to take on the risk of providing a pre-
defined amount of retirement funds. It also makes pension fund accounting very easy for the employer. All of the 
investment risks are borne by the employee. If there is a market downturn at the time of retirement, the employee’s 
nest egg can be severely reduced, affecting his income for the rest of his lifetime. If interest rates are low at the time 
of retirement, an annuity that an employee may wish to purchase will be more expensive. The employee also takes 
on the risk of outliving the pension income. The employee takes on the additional risk of managing a portfolio that he 
may or may not understand. Research shows that financial literacy is very low among 50- to 60-year-old Americans. 
In general this means that even when workers have access to DC plans, lack of understanding of financial markets, 
general myopia regarding decisions about the future, and lack of funds to hire the services of experts, all work 
against the employee’s ability to save sufficient funds. 
 

Experts manage Defined Benefit plans. These experts have the advantage of professional knowledge of financial 
markets, the pooled resources of many members to spread risk, and the long horizon of an infinitely lived client — a 
government. All of this translates into lower costs associated of management and delivery of pension benefits.  

 

Defined Benefit Plans are More Efficient than Defined 
Contribution Plans in Providing Retirement Benefit 



 7 

d(F$";("$%9("%"*($%.'(*"'009"%$"$6("40+,"2%C0,"-+&'./"-()#.0)"#1#$(2#".)"?0;%".)"$(,2#"04"$6("
=%,.%&'(#";("6%=("*(=('0-(*".)"$6.#"#(/$.0)"%)*"$6%$"%,("0+$'.)(*".)"$6("$%&'("&('0;7"
 

Table 1. Some Basic Definitions of Pension Plans 
 

Defined Benefit 
Plans (DB) 

A majority of state and local pension plans are designed in this form. Provides a safe, steady, and 
reliable lifetime income support for pensioners in their retirement. Removing DB plans, and/or 
redefining them in favor of Defined Contribution or hybrid plans would effectively gut the pension 
system. This should be contemplated only if pension systems have failed. There are no current 
examples of major failures in public pension systems. 

Normal Cost 

 

The annual contribution from system members (employees and employers) making contributions 
to benefits matches the accrual of benefits. Meeting normal costs means not only that the system 
is well-funded but also that generational equity is being preserved in terms of current taxpayers 
paying for current services. 

Actuarially 
Accrued Liability 

(AAL) 

 

The totality of benefits accrued by members in the system at any given point in time. Current 
employees continue to accrue benefits while retirees (also members of the system) do not accrue 
any additional benefits. AAL can change based on changes in the benefit structure as well as 
changes in demographics and employment trends. 

Actuarial Value 
of Assets (AVA) 

 

The actual value of current assets based on financial market considerations. This value differs 
somewhat from market values in that smoothing trends (usually three- or five-year smoothing) are 
used to average out current market fluctuations. Rising AVA shows a robust pension system 
capable of weathering cyclical financial market fluctuations. 

Unfunded 
Actuarially 

Accrued Liability 
(UAAL) 

 

(AAL) – (AVA). This is accrued liability that is not matched by the existing value of assets. A rising 
UAAL shows the need for changes in a pension system to bring it back into fully funded status. 
Critics of public pension systems focus almost exclusively on this statistic to make the claim for 
drastic changes. While important in understanding the overall health of pension systems, this is 
perhaps a better indicator of the need for reform. 

 
Actuarially 
Required 

Contribution 
(ARC) 

 
 

Similar to normal cost, the ARC is an indicator that combines normal cost with the cost of 
amortizing UAAL. Meeting ARC on a regular basis is a good way for pension systems to maintain 
financial health or move towards recovery once economic, demographic or political conditions 
have moved them off course.  
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Section 2. Iowa’s Four Major Pension Systems 
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2.1 Governance 
 

!'$60+56"-,.=%$("-()#.0)#"%,("#+&C(/$"$0"0=(,#.56$"&1"4(*(,%'"'%;",(:+.,(2()$#"#$.-+'%$(*".)"$6("
E2-'01(("R($.,(2()$"?)/02("@(/+,.$1"!/$"MER?@!N"%)*"$6("D()#.0)"D,0$(/$.0)"!/$"04"VTTS3"-+&'./"
-()#.0)"-'%)#"%,(")0$7"B6(1"*03"60;(=(,3"6%=("$0"%&.*("&1"2%)1"4(*(,%'"'%;#"$6%$"%44(/$"
(2-'012()$"5()(,%''17"Z%;#"#+/6"%#"$6("!2(,./%)#";.$6"L.#%&.'.$.(#"!/$"M!L!N"%)*"$6("!5("
L.#/,.2.)%$.0)".)"E2-'012()$"!/$"M!LE!N"*0".2-%/$"#(=(,%'"04"$6("0-$.0)#".)/'+*(*".)"#$%$("
50=(,)(*",($.,(2()$"-()#.0)"-'%)#7"X1"%)*"'%,5(3"#$%$("'%;"50=(,)#"$6("40+,"2%.)",($.,(2()$"
#1#$(2#".)"?0;%7Ob"Q6%-$(,"ceL"04"$6("?0;%"Q0*("(#$%&'.#6(#"#02("5+.*.)5"-,.)/.-'(#"40,"
'(5.#'%$.=("/6%)5(#"$0"$6(",($.,(2()$"#1#$(2#7Oc""
"
B6("Z(5.#'%$+,("6%#",(#-0)#.&.'.$1"40,"$6("50=(,)%)/("04"$6("()$.,(",($.,(2()$"#1#$(27"g.=()"$6%$"
$6("#$%$("6%#"+'$.2%$("4.*+/.%,1",(#-0)#.&.'.$1"40,"$6("#1#$(23"'%;2%9(,#"6%=("/,(%$(*",(-0,$.)5"
,(:+.,(2()$#"$0"6('-"4%/.'.$%$("$6(.,"4+)/$.0)7"E%/6"-+&'./",($.,(2()$"#1#$(2".#",(:+.,(*"$0"-,0=.*("
%)"%))+%'"%/$+%,.%'"=%'+%$.0)"04"$6("%##($#"%)*"'.%&.'.$.(#"04"$6("#1#$(27VT"B6.#"=%'+%$.0)"/0)$%.)#"%"
*(#/,.-$.0)"04"%''"04"$6("%/$+%,.%'"%##+2-$.0)#"$6%$"50".)$0"*($(,2.).)5"$6("4.)%)/.%'"6(%'$6"04"$6("
#1#$(27"B6(",(-0,$"%'#0"*.#/+##(#"$6(";%1#".)";6./6"$6("%/$+%,.%'"%##+2-$.0)#"/6%)5("0=(,"$.2(7"
B6("4.)*.)5#"04"$6.#",(-0,$"%)*"0$6(,".)40,2%$.0)"50".)$0"$6("*(=('0-2()$"04",($.,(2()$"#$%)*%,*#"
%)*"+'$.2%$('1".)$0"*(=('0-.)5"%)*"2%.)$%.).)5"%"/06(,()$"#$%$("-0'./1"0)"-+&'./",($.,(2()$"
#1#$(2#7"!"OT<2(2&(,"'(5.#'%$.=("/022.$$((3"$6("D+&'./"R($.,(2()$"@1#$(2#"Q022.$$((3".#"$%#9(*"
;.$6",(/022()*.)5"/6%)5(#".)"$6(",($.,(2()$"#1#$(2"$0"$6("g()(,%'"!##(2&'17VO"
"
B6("(F-(,$"%)%'1#(#"04"$6("%/$+%,1"%#";(''"%#"$6("%)%'1#.#"04"$6(".)=(#$2()$"%*=.#0,"%,("/,+/.%'".)"
+)*(,#$%)*.)5"$6("4.)%)/.%'"6(%'$6"04"$6("0=(,%''"#1#$(27"B6("50=(,)2()$",('.(#"6(%=.'1"0)"$6("
(=%'+%$.0)#"/0)$%.)(*".)"$6.#"%))+%'"*0/+2()$"04"%/$+%,.%'"=%'+%$.0)"$0"2%9("$6(.,"*(/.#.0)#"
,(5%,*.)5"/0)$,%/$+%'"%)*"#$%$+$0,1"/6%)5(#"$6%$"2.56$"&(")((*(*"$0"9((-"$6(",($.,(2()$"#1#$(2"
#0'=()$7"B6("%/$+%,.%'"=%'+%$.0)3"%'0)5";.$6"Q02-,(6()#.=("!))+%'"`.)%)/.%'"R(-0,$#"MQ!`RN3"%,("
/0)#.*(,(*"$0"&("$;0"%#-(/$#"04""G&(#$"-,%/$./(H".)"9((-.)5"%''",('(=%)$"-%,$.(#"%&,(%#$"04"$6("
4.)%)/.%'"#$%$+#"04"$6(",($.,(2()$"#1#$(27"B6(1"%,("%'#0"-+&'./"*0/+2()$#3"%=%.'%&'("%$"$6("
%--,0-,.%$(";(&#.$(#7VV"
"
?)"%**.$.0)"$0"$6("D+&'./"R($.,(2()$"@1#$(2#"Q022.$$((3"(%/6",($.,(2()$"#1#$(2"6%#".$#"0;)"
50=(,).)5"&0*17"?DER@"6%#"%"Q6.(4"EF(/+$.=(">44./(,";60".#"%--0.)$(*"$0"%"40+,<1(%,"$(,2"&1"$6("
g0=(,)0,3"#+&C(/$"$0"@()%$("/0)4.,2%$.0)7"?$"6%#"%)"?)=(#$2()$"X0%,*"04"OO"2(2&(,#U"$6("@$%$("
B,(%#+,(,3"$6,(("5()(,%'"-+&'./"2(2&(,#";.$6"#+&#$%)$.%'"(F-(,$.#(".)".)#$.$+$.0)%'".)=(#$2()$3"
$6,(("?DER@"2(2&(,#"M$;0"%/$.=("%)*"0)(",($.,((N"%)*"40+,")0)=0$.)5"'(5.#'%$.=("2(2&(,#7"
"

ICD#

.6CD#
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K`DR@?";0,9#"+)*(,"$6("*.,(/$.0)"04"%"X0%,*"04"B,+#$((#7"B6("&0%,*"/0)#.#$#"04"OW"2(2&(,#"
.)/'+*.)5").)("=0$.)5"2(2&(,#"%)*"40+,")0)<=0$.)5"2(2&(,#7"B6(").)("=0$.)5"2(2&(,#"6%=("$;0"
4.,(4.56$(,#"4,02"*.44(,()$"/.$.(#3"0)("%/$.=("%)*"0)(",($.,(*\"$;0"-0'./("044./(,#"4,02"*.44(,()$"
/.$.(#3"0)("%/$.=("%)*"0)(",($.,(*\"%"/.$1"$,(%#+,(,3"%"/.$1"4.)%)/.%'"044./(,"0,"4.)%)/.%'"/'(,9"4,02"
40+,"-%,$./.-%$.)5"/.$.(#\"%)*"%"/.$.P()"2(2&(,"%--0.)$(*"&1"$6("&0%,*7VW"
"
D>R@".#"50=(,)(*"&1"%"4.=(<2(2&(,"X0%,*"04"B,+#$((#7"B6.#"&0%,*".)/'+*(#"$6("Q022.##.0)(,"04"
D+&'./"@%4($13"$6("@$%$("B,(%#+,(,3"%)"%/$.=("2(2&(,"04"$6("#1#$(2"M4+$+,("&()(4./.%,1N"%)*"%"
,($.,(*"2(2&(,"04"$6("#1#$(2"M%"/+,,()$"&()(4./.%,1N7"B6("g0=(,)0,"%--0.)$#"0)("0$6(,"2(2&(,"
4,02"$6("5()(,%'"-+&'./3";.$6"(F(/+$.=("(F-(,.()/(".)"$6("4.)%)/.%'"#(/$0,7"B6("('(/$(*"2(2&(,#"
%)*"$6("%--0.)$(*"2(2&(,"6%=("$;0<1(%,"$(,2#7VY"
"
B6("f+*./.%'"R($.,(2()$"@1#$(2".#"%*2.).#$(,(*"&1"$6("@$%$("Q0+,$"!*2.).#$,%$0,3";60".#"
%--0.)$(*"&1"$6("@+-,(2("Q0+,$7"B6("@$%$("B,(%#+,(,".)=(#$#"4+)*#";.$6"%*=.#0,1"6('-3"%#")((*(*3"
4,02".)#$.$+$.0)%'".)=(#$2()$"%*=.#0,#"%)*"/0)#+'$%)$#7V]""
 
2.2 Benefits and Contribution Rates  
 

!#";.$6"20#$"*(4.)(*"&()(4.$"-'%)#3"$6("?0;%",($.,(2()$"#1#$(2",(/(.=(#"/0)$,.&+$.0)#"4,02"&0$6"
$6("(2-'01(,"%)*"$6("(2-'01((7"B6(",%$(#"%,("04$()"2%)*%$(*"&1"'%;3";6./6"+#+%''1"#($#"%"&0$$02"
'.2.$"0)";6%$"$6("(2-'01(,"2+#$"/0)$,.&+$("$0"$6("#1#$(2"-(,"(2-'01((7"B6("(2-'01(,"/%)3"04"
/0+,#(3"/0)$,.&+$("20,("$0"$6("#1#$(2"$6%)".#"-+&'./'1"2%)*%$(*3"%)*".#"04$()"%#9(*"$0"*0"#0"&1"$6("
%/$+%,.%'"%)*"4.)%)/.%'"%*=.#0,#"04"$6("#1#$(27"X+$"&(/%+#("$6.#".#")0$"%",(:+.,(2()$3"$6("#1#$(2#"
04$()"4%.'"$0"/0)$,.&+$("$6("%20+)$")((*(*"$0"9((-"$6(2"/02-'($('1"4.)%)/.%''1"#+//(##4+'7VS"
 

?)"?DER@3"/0)$,.&+$.0)",%$(#"/6%)5(*"#'0;'1"-,.0,"$0"f+'1"VTTe7"E2-'01((#"/0)$,.&+$(*"W7e"-(,/()$"
04"$6(.,"/0=(,(*";%5(#3";6.'("$6("(2-'01(,"/0)$,.&+$(*"]7e]"-(,/()$"40,"%"/02&.)%$.0)"04"c7Y]"
-(,/()$7"R%$(#";(,(",(:+.,(*"$0"/6%)5("%4$(,"f+'1"VTTe"&(/%+#("04"$6("=0'%$.'.$1".)"$6("4.)%)/.%'"
2%,9($#7"d0;"$6("$0$%'"/0)$,.&+$.0)",%$("(#$%&'.#6(*"&1"$6("X0%,*"04"B,+#$((#",(:+.,(#"$6%$"$6("
(2-'01(,J#"/0)$,.&+$.0)"/0)$,.&+$(#"ST"-(,/()$"04"$6("4+)*#",(:+.,(*"&1"$6("#1#$(2"%)*"
(2-'01((J#"/0)$,.&+$.0)"-,0=.*(#"YT"-(,/()$"04"$6(",(:+.,(*"4+)*#7Ve"B0"2%9("$6%$"-0##.&'(3"
(2-'01((#"/+,,()$'1"/0)$,.&+$("]7c]"-(,/()$"04"$6("0=(,%''"-%1,0''3";6.'("(2-'01(,#"/0)$,.&+$("
b7cW"-(,/()$"04"$6("-%1,0''7"
"
X()(4.$#"40,",($.,(2()$"+)*(,"?DER@"*.44(,"40,"$6("$6,(("*.44(,()$"/'%##(#"04"2(2&(,#".)"$6("
#1#$(27"K0#$"04"$6("2(2&(,#"%,(".)"$6(",(5+'%,"#(,=./("/'%##"%)*"$6(1"%,("=(#$(*".)"$6("#1#$(2"
%4$(,"#(=()"1(%,#7"B6.#"=(#$.)5",(:+.,(2()$";%#",%.#(*",(/()$'17Vb">)("&()(4.$"04"$6.#"%/$.0)"$0"$6("
#$%$("2.56$"&(",(*+/(*"#$%44"$+,)0=(,"04$()"%##0/.%$(*";.$6"10+)5(,"#$%447"!"#$%44"2(2&(,";60"
C0.)#"'%$(".)"6.#[6(,";0,9.)5"'.4($.2(".#"%+$02%$./%''1"=(#$(*"%$"%5("S]7"!"2(2&(,"04"$6("#-(/.%'"
#(,=./("/'%##".)"$6("-,0$(/$.0)"0//+-%$.0)"0,"$6("#6(,.44J#"/'%##.4./%$.0)"&(/02(#"=(#$(*"%4$(,"40+,"
1(%,#"04"#(,=./("0,"%$"%5("]]7Vc"K(2&(,#"04"$6(",(5+'%,"/'%##"6%=("%")0,2%'",($.,(2()$"%5("04"S]"
;6(,(%#"2(2&(,#"04"$6("$;0"#-(/.%'"#(,=./(#"/'%##.4./%$.0)"6%=("%")0,2%'",($.,(2()$"%5("04"]]7WT"
"
X()(4.$#"40,",($.,(2()$"+)*(,"K`DR@?"40''0;"%"#.2.'%,"-,.)/.-'("$0"$6%$"04"?DER@7"B6("(2-'01(("
/0)$,.&+$(#"%$"'(%#$"c7Y"-(,/()$"04"6.#[6(,"/0=(,(*"#%'%,1";6.'("$6("(2-'01(,"6%#"$0"/0)$,.&+$("%$"
'(%#$"Oe"-(,/()$7"!#";.$6"?DER@3"/6%)5(#".)"$6("'%;"40,"$6("VTOW"4.#/%'"1(%,",(:+.,("$6("0=(,%''"
/0)$,.&+$.0)"$0"9((-"+-";.$6"$6("4.)%)/.%''1",(:+.,(*"/022.$2()$7"B6("(2-'01(,"/%)"(F-(/$"$0"
-%1"+-"$0"ST"-(,/()$"04"$6(",(:+.,(*"/022.$2()$";6.'("$6("(2-'01(("6%#"$0"/0=(,"$6("0$6(,"YT"
-(,/()$7WO"?)"$6("-%#$3"$6("#$%$("-,0=.*(*"*.,(/$"%##.#$%)/("$0"K`DR@?"%))+%''1"$0"(#$%&'.#6"%)"
.).$.%'"&%)9"04"%##($#7"B6%$"/022.$2()$"6%#"()*(*"&+$"$6("#$%$("6%#"-,0=.*(*"%##.#$%)/("0)"%)"%*"
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60/"&%#.#"$0"9((-"$6("#1#$(2"4+)/$.0).)5"#200$6'17WV"B0"5($"4+''"&()(4.$#"%$",($.,(2()$3"%)"K`DR@?"
2(2&(,"2+#$"#(,=("%$"'(%#$"VV"1(%,#"%)*"&("%$"'(%#$"%5("]]7"K(2&(,#"%,("=(#$(*"%4$(,"40+,"1(%,#7""
" "
K(2&(,#".)"D>R@"/0)$,.&+$(".)"%"2%))(,"#.2.'%,"$0"$6("0$6(,",($.,(2()$"#1#$(2#7"!)"(2-'01((".)"
$6.#",($.,(2()$"#1#$(23"&(5.)).)5"f+'1"O3"VTOO3"2+#$"/0)$,.&+$("20,("$6%)"$6("-,(=.0+#",%$("04"
c7W]"-(,/()$7"B6("(2-'01((",%$("/%)",.#("&1"0)(<6%'4"-(,/()$%5("-0.)$"(%/6"4.#/%'"1(%,"+)$.'".$"
,(%/6(#"OO7W]"-(,/()$7"B6("(2-'01(,"%'#0"6%#"$0".)/,(%#(".$#",%$("$0"4+)*"$6("#1#$(27"B6.#"40,2+'%"
.#"%"&.$"20,("/02-'(F"$6%)".)"$6("/%#("04"$6("0$6(,"$;0"-'%)#7"B6("(2-'01(,"#$%,$(*"0+$"%$"%",%$("04"
Oc"-(,/()$"%)*"6%#"#(()"%",.#("04"V"-(,/()$"-(,"4.#/%'"1(%,7"B6.#",.#(";.''"/0)$.)+("+)$.'".$"5($#"$0"We"
-(,/()$"04"$6("-%1,0''7"h0;(=(,3"&(/%+#("04"$6(",.#.)5",%$("0)"$6("(2-'01((3"$6("(2-'01(,3"%4$(,"
f+'1"O3"VTOe3";.''"&(",(:+.,(*"$0"/0)$,.&+$("$6("'(##(,"04"We"-(,/()$"0,"$6("%20+)$")((*(*"$0"4+)*"
$6("#1#$(27"?4"&0$6"-%,$.(#",(%/6"$6(.,"#$%$+$0,1"'.2.$"&(40,("$6("#1#$(2".#"4+)*(*3"$6()"(%/6"/%)"
(F-(/$"$0"4+)*"$6("#1#$(2"#0"$6%$"YT"-(,/()$".#"&0,)("&1"$6("(2-'01(("%)*"ST"-(,/()$"&1"$6("
(2-'01(,7WW"!"2(2&(,"04"D>R@".#"4+''1"=(#$(*"%4$(,"40+,"1(%,#"04"#(,=./(7"`0,")0,2%'",($.,(2()$"$0"
0//+,3"$6("2(2&(,"6%#"$0"&("%$"'(%#$"]]"1(%,#"04"%5("%)*"$0"6%=("&(()".)"$6("(2-'01"04"%"D>R@"
(2-'01(,"40,"%$"'(%#$"VV"1(%,#7"!#";.$6"0$6(,"-'%)#3"$6(,("%,("=%,.0+#"0-$.0)#"40,"(%,'1",($.,(2()$3"
0-$.)5"0+$3"*.#%&.'.$1"-%13"($/7WY"""""
"
B6("'%;#"04"/0)$,.&+$.0)".)"$6("f+*./.%'"R($.,(2()$"@1#$(2"%,("#.2.'%,"$0"$6("D>R@7"X1"f+'1"O3"VTTe3"
%";%$(,#6(*"1(%,"40,"/0)$,.&+$.0)",%$(#".)"$6("?0;%"#1#$(23"%)"(2-'01(("-%.*"+-"$0"S"-(,/()$"04"
6.#[6(,"#%'%,17"X1"f+'1"VTOT3"$6("(2-'01((";%#"-%1.)5"c7W"-(,/()$"%)*"$6("(2-'01(,";%#"-%1.)5"
WT7S"-(,/()$7"R(%/6.)5"$6("G4+''1"4+)*(*H"#$%$+#";.''",(:+.,("4+,$6(,"/6%)5(#".)"$6("/0)$,.&+$.0)#"
;.$6"%**.$.0)%'"/0#$#"&(.)5"#6%,(*"0)"%"YT"$0"ST"&%#.#"&($;(()"$6("(2-'01(("%)*"$6("(2-'01(,7"!"
C+*5("2+#$"6%=("%$"'(%#$"40+,"1(%,#"04"2(2&(,#6.-"#(,=./("%)*"6%=("%$$%.)(*"$6("%5("04"S]3"0,"6%=("
%$"'(%#$"VT"1(%,#"04"/0)#(/+$.=("2(2&(,#6.-"#(,=./("%)*",(%/6(*"%5("]T7W]"
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Section 3. The Iowa Plans and Plans Around the Country 
 

3.1 Public Pension Funds: Underfunded, but a Solid Foundation 
 

B6("-%#$"*(/%*(";%#")0$"9.)*"$0"-()#.0)"-'%)#"04"%)1"=%,.($13"*(4.)(*"&()(4.$"0,"*(4.)(*"
/0)$,.&+$.0)3"-+&'./"0,"-,.=%$(7"`.5+,("W7O"$(''#"2+/6"04"$6("#$0,1"04"$6("4.)%)/.%'";0(#"04"#$%$("%)*"
'0/%'",($.,(2()$"-'%)#".)"$6("-%#$"*(/%*(7WS"D()#.0)"#60,$4%''#";(,("/%+#(*".)"#+&#$%)$.%'"-%,$"&1"
$6("VTTO",(/(##.0)"%)*"$6(",(/(##.0)"04"VTTb7We"!''"#$%$("%)*"'0/%'"-()#.0)"-'%)#3"%#";(''"%#"-,.=%$("
YTOM9N"-'%)#"%,("6(%=.'1".)=(#$(*".)"$6("4.)%)/.%'"2%,9($#"%)*",('1"0)"$6(#("=(,1"2%,9($#"$0"
-,0*+/("4.)%)/.%'"=%'+(".)"$6(.,"%##($#7"
"

Figure 3.1. Stock Market Fluctuates in Early 21st Century 
United States Stock Market (Dow Jones) Quarterly Average 

"

"
Source: FRED – Federal Reserve Bank of St. Louis38 

"
Z.9("%''".)=(#$0,#3"-+&'./"(2-'01(("-()#.0)"-'%)#";(,("6.$"&1"$6("*0;)$+,)".)"$6("#$0/9"2%,9($3"
&+$"$6(1"%,("*+,%&'("%)*"(44./.()$"%)*3"0=(,"$.2(3"$6(1"/%)",(/0=(,"$6(.,"'0##(#7"@02("#$%$("-'%)#"
$6%$"*.*")0$"2%9("%*(:+%$("-()#.0)"/0)$,.&+$.0)#".)"$6("-%#$"4%/("&.55(,".##+(#"$0*%13"&+$".)"$6("
-%#$"4(;"1(%,#3"%''"#$%$(#"6%=("$%9()"#$(-#"$0"/6%)5("/0)$,.&+$.0)",%$(#"%)*"&()(4.$"'(=('#7Wc"
"
3.1.1 Underfunded 
 

>)(";%1"#$%$(#"*(%'";.$6"
(/0)02./"*0;)$+,)#"0,"4.#/%'"
#60,$4%''#".#"$0"/+$"&%/9"0)";6%$"
#02("2.56$"/%''")0)<+,5()$"
(F-()*.$+,(#7"`0,"#$%$("-()#.0)"
-'%)#3"+)40,$+)%$('13"$6.#"04$()"
2(%)#"#$%$("(2-'01(,#"*0")0$"
%';%1#"2%9("$6(",(:+.,(*"
-%12()$#"$0"%20,$.P("$6(.,"
5,0;.)5"'.%&.'.$.(#3",(#+'$.)5".)"
$6("5,0;$6"04"+)4+)*(*"
%//,+(*"'.%&.'.$.(#7"`.5+,("W7V"
#60;#"$6.#"$,()*"40,"&0$6"#$%$("
-'%)#".)"5()(,%'"%)*"?DER@".)"
-%,$./+'%,"0=(,"$6("-%#$"*(/%*(7"
"

Figure 3.2. Funded Ratios Declining for IPERS and Other State Plans 

Source: Munnell (2012), Author’s calculations based on various IPERS CAFR reports 
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R(/%''"$6%$";6.'("%"OTT"-(,/()$"4+)*(*",%$.0".#"*(#.,%&'(3"4+)*(*",%$.0#"%&0=("bT"-(,/()$"#+55(#$"
$6%$"%"-'%)"6%#"%",(%#0)%&'("/6%)/("$0"&(/02("4+''1"4+)*(*"0=(,"$.2(7YT"8(")0$("$6%$"%$"$6("#$%,$"04"
$6("-%#$"*(/%*(3"20#$"04"$6(")%$.0)J#"-+&'./",($.,(2()$"-'%)#";(,(".)"-,($$1"*(/()$"#6%-(7"?)"4%/$3"
?DER@";%#")0$":+.$("4+''1"4+)*(*";6.'("2%)1"0$6(,"-'%)#3"4'+#6"4,02"%"*(/%*("04"6.56"5,0;$6"%)*"
-,0*+/$.=.$13";(,("0=(,4+)*(*7"B6("*0$</02"&+#$"04"$6("(%,'1"-%,$"04"$6("*(/%*("&,0+56$"$6("
%=(,%5("4+)*(*",%$.0"&('0;"OTT"-(,/()$"%)*";("6%=("'0#$"/0)#.*(,%&'("5,0+)*"#.)/("$6()7"B6()"
$6("#(/0)*"#$0/9"2%,9($"/,%#6"6.$".)"`^VTTb"%)*";6.'("?DER@"%--(%,#"$0"6%=(",(/0=(,(*"#02("
5,0+)*"#.)/("$6()3"20#$")%$.0)%'"-'%)#"4(''"4+,$6(,"&(6.)*".)"$6(.,"%&.'.$1"$0"4+)*"$6(.,"-,(=.0+#'1"
+)4+)*(*"%//,+(*"'.%&.'.$.(#7""
"
B0"+)*(,#$%)*";61"4+)*(*",%$.0#"$()*"$0"*,0-3"=.(;"?DER@J"+)4+)*(*"'.%&.'.$.(#"4,02"$6("%)5'(".)"
B%&'("W7O7"h(,("-0#.$.=(")+2&(,#"%,("&%*")(;#U"4%/$0,#"$6%$"*,0=("+-"+)4+)*(*"'.%&.'.$.(#7"
d(5%$.=(")+2&(,#",(-,(#()$"500*")(;#U"$,()*#"0,"4%/$0,#"$6%$",(*+/(*"'.%&.'.$.(#7""
"

Table 3.1. Breaking Down the Changes in IPERS’ Unfunded Actuarial Accrued Liability ($Millions) 
 

  FY03 FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12 
Unfunded Actuarial 

Liability (Year Begin) $1,255 $1,867 $2,176 $2,289 $2,507 $2,266 $2,665 $4,895 $4,931 $5,682 
•    Expected Change                     
      — From Amortization  

Method $24 $36 $42 $22 $49 $44 $52 $95 $96 $110 
      — Contributions   

Below Act. Rate $61 $87 $103 $125 $118 $127 $140 $248 $218 $65 
•    Investment Experience $402 $75 -$89 -$235 -$622 $5 $1,903 $666 -$66 $168 
•    Liability and Other 

Experience $125 $82 $57 $242 $187 $214 $135 -$185 -$17 -$109 
•    Benefit Enhancements $0 $29 $0 $0 $0 $6 $0 -$674 $0 $0 
•    Change in Methods/ 

Assumptions $0 $0 $0 $64 $27 $3 $0 -$114 $417 $0 
•    Change in Actuarial 

Software $0 $0 $0 $0 $0 $0 $0 $0 $103 $0 
Unfunded Actuarial 

Liability (Year End) $1,867 $2,176 $2,289 $2,507 $2,266 $2,665 $4,895 $4,931 $5,682 $5,916 
"

  Source: IPERS CAFR 2012 
"
B6("#$0/9"2%,9($"*(/'.)(#"*+,.)5"$6("4.)%)/.%'"/,.#.#"%)*",(/(##.0)"-'%1(*"%"#.5).4./%)$",0'(".)"
,%.#.)5"+)4+)*(*"'.%&.'.$.(#".)"4.#/%'"1(%,#"VTTc"%)*"VTOT7"X+$".)=(#$2()$"/6%)5(#"*0")0$"$(''"$6("
;60'("#$0,17"8(")0$("$6("-(,=%#.=(".)4'+()/("04"/0)$,.&+$.0)#")0$"2(($.)5"$6("!RQ"0)"A!!Z7"!'#03"
;.$6"$6("(F/(-$.0)"04"$6("'%#$"$6,(("1(%,#3"'.%&.'.$1"(F-(,.()/("6%#",%.#(*"A!!Z"#.5).4./%)$'17"
Z.%&.'.$1"(F-(,.()/(",(4'(/$#"%/$+%'"*(205,%-6./"(F-(,.()/("$6%$"$+,)#"0+$"$0"&("(.$6(,"4%=0,%&'("0,"
+)4%=0,%&'(".)",('%$.0)"$0"$6("*(205,%-6./"%##+2-$.0)#"2%*("&1"$6("%/$+%,17"?)"$6.#"-%,$./+'%,"
/%#(3"20,("2(2&(,#",($.,(*"$6%)"(F-(/$(*".)"4.#/%'"1(%,#"-,.0,"$0"VTOT3"/%+#.)5"%)"0=(,%''"
.)/,(%#(".)"'.%&.'.$17""
 
3.1.2 Solid Foundation 
 

86%$"$6()"2%9(#"+#"#+55(#$"$6%$"-+&'./"-()#.0)"-'%)#"6%=("%"#0'.*"40+)*%$.0)_"`.,#$3"$6(,(".#")0"
.22(*.%$("#60,$%5("04"4+)*#"$0"-%1"&()(4.$#7"B6("-+&'./"4+)*#"5()(,%''1"%,("#0'=()$3"$60+56"$6(1"
%,("#$.''",(/0=(,.)5"4,02"$6("*(=%#$%$.)5"(44(/$#"04"%"#$0/9"2%,9($"/0''%-#(7"Q0''(/$.=('1"$6(1"6('*"
%'20#$"iW"$,.''.0)".)"%##($#"%)*"6%=(",(/0+-(*"%'20#$"$;0<$6.,*#"04"$6("i"T7c"$,.''.0)"$6%$"$6(1"'0#$"
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.)"$6("#$0/9"2%,9($".)"$6("20#$",(/()$"*0;)$+,)7"!#"`.5+,("W7W"#60;#3"#$%$(#",(/0=(,(*"%"'0$"04"
$6(.,"%##($#7YO"
 

Figure 3.3. Assets in State/Local Pension Trust Funds Recovered Large Share of 2008 Losses 
  

Source: Federal Reserve, in McNichol, Lav (2011) 
 

X(/%+#("$6("$,+#$"4+)*#"%,("#0"'%,5(3"-()#.0)"(F-(,$"D,04(##0,"!'./.%"K+))(''"04"X0#$0)"Q0''(5("
-0.)$#"0+$3"$6(1"G6%=("%"#0'.*"40+)*%$.0)".)"-'%/(7"777"jEk=()"%4$(,"$6(";0,#$"2%,9($"/,%#6".)"
*(/%*(#3"#$%$("%)*"'0/%'"-'%)#"*0")0$"4%/("%)".22(*.%$("'.:+.*.$1"/,.#.#7HYV"
"
?$".#"(#$.2%$(*"$6%$"(=()".4"$6(,(";(,(")0"4+,$6(,"/0)$,.&+$.0)#"$0"#$%$("4+)*#"4,02")0;"0)3"$6(1"
;0+'*"&("%&'("$0"-%1"%''",($.,((#".)"4+''"40,"/'0#("$0"WT"1(%,#7"B6%$"#+55(#$#"$6%$"-+&'./"4+)*#"6%=("
#02("&,(%$6.)5",002"$0"2%9(",(%#0)%&'("%)*"5,%*+%'"%*C+#$2()$#7"
"
Z.9("0$6(,"#$%$("-'%)#3"?DER@"6%#")0"/%#6".##+(7"`.5+,("W7Y"&('0;"#60;#")($"%##($#".)"$6("?DER@"
-0,$40'.0"%'#0"6%=("2%*("%"500*",(/0=(,17"!)*"`.5+,("W7]"#60;#"?DER@"%##($#"6%=(")(%,'1"
,($+,)(*"$0"VTTe"'(=('#7YW"B6.#"%''0;#"?DER@"/0)#.*(,%&'("$.2("$0"#1#$(2%$./%''1"%**,(##".##+(#"04"
+)*(,4+)*.)57"
 

Figure 3.4 IPERS Assets Have Almost Reached Pre-2009 Levels 

 
Source: IPERS CAFR 2012, pg. 102 
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Figure 3.5. Benefits Paid Have Increased But Are Still Very Low in Relation to Assets for IPERS 

 
Source: Fiscal Year 2013 Budget briefing, IPERS, pg. 5 

 
3.2 State Actions Bring Gradual Change in Pension Plans 
 

`,02"VTTc"$6,0+56"VTOO3"YW"#$%$(#"()%/$(*"2%C0,"/6%)5(#".)"#$%$("-()#.0)"-'%)#"40,"'%,5("
/%$(50,.(#"04"-+&'./"(2-'01((#"$0"%**,(##"'0)5<$(,2"4+)*.)5".##+(#7"Q6%)5(#";(,("*(#.5)(*"$0"
,(*+/("#$%$("/0#$#"&1".)/,(%#.)5"(2-'01(("/0)$,.&+$.0)#"%)*"&1"/+$$.)5"&()(4.$#3"(.$6(,"&1",%.#.)5"
$6("'()5$6"04"#(,=./("%)*"%5(",(:+.,(2()$#"40,",(/(.=.)5"%"-()#.0)3"0,"&1",(*+/.)5"$6("4%/$0,"$6%$"
*($(,2.)(#"$6("-(,/()$"04"#%'%,1"$6%$"%)"(2-'01((",(/(.=(#"%#"%"-()#.0)"-%12()$"40,"(%/6"1(%,7YY"
"
@+/6"'(5.#'%$.0)";%#",%,("&(40,("VTT]3"&+$"&(/%2("%")%$.0)%'"$,()*"4,02"VTTc"0)7"B()"#$%$(#"2%*("
#+/6"/6%)5(#".)"VTTc\"VO"*.*"#0".)"VTOT"%)*"WV"*.*"#0".)"VTOO7"!"$0$%'"04"YW"#$%$(#"2%*("/6%)5(#"
0=(,"$6("$6,(("1(%,#"M#(=(,%'"#$%$(#"%/$(*"20,("$6%)"0)/(N7Y]""
"
R(4(,,.)5"&%/9"$0"$6("!'1,@#)>(3,(8#<+>'0,*("40,"$6("
%/$+%,.%'"4.)%)/.)5"04"-()#.0)#3";(")0$("$6%$"$6(".)=(#$2()$"
(F-(,.()/("04"$6("'%#$"*(/%*("$,%)#'%$(#".)$0"'0;(,"
.)=(#$2()$",($+,)#"0)"$6("'(4$"#.*("04"$6("(:+%$.0)7"
Q0)#(:+()$'13"%",($+,)"$0"&%'%)/(",(:+.,(#"(.$6(,"%",.#(".)"
/0)$,.&+$.0)#"0,"%"*(/'.)(".)"&()(4.$#3"0,"%"/02&.)%$.0)"04"$6("$;07YS"
"
3.2.1 Regular Payment of the Annual Required Contribution (ARC) 
 

R(/%''"$6%$"!RQ"/0)#$.$+$(#"&0$6"$6(")0,2%'"/0#$"04"%20,$.P.)5",(5+'%,"%//,+(*"'.%&.'.$.(#"%)*"%)"
%**.$.0)%'"-%12()$"$0"%20,$.P("%)1"+)4+)*(*"'.%&.'.$.(#"M&%#(*"0)"%)"%20,$.P%$.0)"-(,.0*"
&($;(()"V]"%)*"WT"1(%,#N7"?)"`.5+,("W7S";("#(("$6%$"$6("%/$+%'"/0)$,.&+$.0)#"04"#$%$("%)*"'0/%'"
50=(,)2()$#".)"$6("%55,(5%$("6%=("4%''()"#60,$"04"$6("%))+%'",(:+.,(*"/0)$,.&+$.0)#".)"%''"&+$"0)("
1(%,"MVTTYN"#.)/("VTTO7"?)"$6.#"/6%,$3"$6("*.44(,()/("&($;(()"$6("%))+%'",(:+.,(*"/0)$,.&+$.0)"%)*"
$6(")0,2%'"/0#$",(-,(#()$#"$6("%**.$.0)%'"-%12()$")((*(*"$0"('.2.)%$("+)4+)*(*"'.%&.'.$.(#"0=(,"
$.2(7"`%.'+,("$0"2(($"!RQ"#.2-'1"2(%)#"6.56(,"%)*"6.56(,",(:+.,(*"/0)$,.&+$.0)#".)"$6("4+$+,(\".)"
$6("/6%,$";("#(("$6%$"$6("!RQ"6%#"&(()",.#.)5"20,(",%-.*'1"$6%)")0,2%'"/0#$3"%#"$6("/0)$,.&+$.0)"
)((*(*"$0"('.2.)%$("+)4+)*(*"'.%&.'.$.(#",.#(#7"B6(,("%,("2%)1",(%#0)#";61"#$%$(#"6%=("4%.'(*"$0"
2%9("$6(.,",(:+.,(*"/0)$,.&+$.0)7"!)".)/,(%#(".)"/0)$,.&+$.0)",%$(#"04$()",(:+.,(#"'(5.#'%$.=("
%/$.0)3"%)*"#$%$("'(5.#'%$+,(#"%,("04$()",('+/$%)$"$0",%.#("$6(#(",%$(#7"
"

9#:#$#;#!#:#<#
Contributions + Investment =  

Benefits + Expenses 
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Figure 3.6. Governments Have Been Negligent in Paying Their Required Contributions 

 
Source: Gokhale, Jagadeesh, “State and Local Pension Plans” (2012) 

 

`0,"?DER@3"%#"`.5+,("W7e"#60;#3"?0;%"/0)$,.&+$(*"C+#$"%&0+$"$6(",(:+.,(*"%20+)$".)"$6("4.,#$"6%'4"04"
$6("*(/%*("&+$"$6()"$6(",(:+.,(*"/0)$,.&+$.0)#"&(5%)"$0"0+$-%/("$6("%/$+%'"/0)$,.&+$.0)#7"?)"$6("
(%,'1"-%,$"04"$6("*(/%*(3"$6("!RQ";%#"#($"%$"$6("#$%$+$0,1"/0)$,.&+$.0)",%$("04"c7Y]"-(,/()$"%)*"*.*"
)0$",(4'(/$"$6(",.#(".)"$6("A!!Z",(#+'$.)5"4,02"$6("*,0-".)"$6("#$0/9"2%,9($".)"VTTW7"@$%,$.)5".)"
VTT]3"$6("!RQ"&(5%)"$0",.#("%)*"$6("#$%$(";%#"+,5(*"$0",%.#("$6("#$%$+$0,1",%$("%#";(''7""
 

Figure 3.7. IPERS Failed to Make ARC Contributions for Much of the Last Decade 

 
Source: Author's calculations from IPERS CAFRs (various years) 

"
A)*(,"'(5.#'%$.0)"()%/$(*".)"VTOT3"?DER@";.''"6%=("#02("#$%$("/0)#$,%.)$#"'00#()(*"%)*"$6("
$,+#$((#";.''"&("%''0;(*"$0".)/,(%#("$6("/02&.)(*",%$(#"40,"&0$6"(2-'01((#"%)*"(2-'01(,#"0)"
$6(.,"0;)"&1"+-"$0"O"-(,/()$"-(,"%))+23"-,0=.*(*"$6(".)/,(%#(".#"#6%,(*"0)"%"YT"-(,/()$"$0"ST"
-(,/()$"&%#.#"&($;(()"(2-'01((#"%)*"(2-'01(,#7"!#"%",(#+'$"04"$6(#("/6%)5(#3"?DER@"2%*(".$#"4+''"
!RQ"-%12()$#".)"`^VTOW7Ye"X%,,.)5"%)1"2%C0,"/6%)5(#"4,02"$6("-,(=%.'.)5"*(205,%-6./"%)*"
(/0)02./"%##+2-$.0)#3"$6.#"2(%)#"?DER@";.''"&("4+''1"4+)*(*".)"WT"1(%,#"0,"'(##7"E=()".4"4+)*.)5"
(F-(/$%$.0)#"*0")0$"2%$(,.%'.P(3"$6("-,0/(##"#+55(#$#"%"-0'.$./%'";.''"0)"$6("-%,$"04"$6("#$%$("
(2-'01(,"%)*"?DER@"2(2&(,#"$0"20=("$0;%,*"4+''"4+)*.)5".)"$6("'0)5",+)7"
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3.2.2 Employee Contributions 
 

!)"(2-'01(("/0)$,.&+$.0)".#"%"#$%)*%,*"4(%$+,("04"*(4.)(*"&()(4.$"-+&'./"-()#.0)"-'%)#7"?)"%"
#+,=(1"04"2%C0,"-()#.0)"-'%)#3"0)'1"#.F"0+$"04"be";(,("40+)*"$0")0$",(:+.,("%)1"/0)$,.&+$.0)"4,02"
(2-'01((#7Yb"?)"VTOT3"OV"#$%$(#".)/,(%#(*"(2-'01(("/0)$,.&+$.0)#7"?)"#(=()"#$%$(#3"$6(".)/,(%#("
%44(/$(*"/+,,()$"(2-'01((#"%)*".)"4.=("0)'1")(;"6.,(#7Yc""
"
?0;%"-+&'./"(2-'01((#"%,("%20)5"$60#("/0)$,.&+$.)5"20,(7"@.)/("VTOT3"$6("?DER@"/0)$,.&+$.0)"
,%$("40,"(2-'01((#"6%*"&(()",.#.)5"T7]"-(,/()$%5("-0.)$#"-(,"1(%,7"!4$(,"/6%)5(#".)"$6("'%;3"
(44(/$.=("f+'1"VTOO3"$6(,(";%#"%"0)(<$.2(".)/,(%#("04"V"-(,/()$".)"/0)$,.&+$.0)",%$(#";.$6"$6("'%;"
#$.-+'%$.)5"$6%$"4+,$6(,"/6%)5(#";0+'*")0$"(F/((*"O"-(,/()$"-(,"%))+27"?DER@"2%*(".$#"4+''"!RQ"
/0)$,.&+$.0)#".)"`^VTOW7]T""
 
3.2.3 Employer Contributions 
 

X(/%+#("/0''(/$.=("&%,5%.).)5"%5,((2()$#"6%=("-,(=()$(*"(2-'01(("/0)$,.&+$.0)",%$(#"4,02",.#.)5"
#+&#$%)$.%''13"(2-'01(,#"6%=("%&#0,&(*"%"5,(%$(,"#6%,("04".)/,(%#(#".)"/0)$,.&+$.0)",%$(#".)"$6("
-%#$7"h0;(=(,3"$6(,("6%#"&(()"%"$(2-$%$.0)3"(#-(/.%''1".)"$.2(#"04"4.#/%'"#$,(##3"$0"2%9(".)%*(:+%$("
/0)$,.&+$.0)#"#0"%#"$0",('.(=("#02("-,(##+,("0)"$.56$"#$%$("%)*"'0/%'"&+*5($#7"B6.#3"04"/0+,#(3"0)'1"
2%9(#"4+$+,("/0#$#",.#("$6%$"2+/6"20,("I"/,(%$.)5"%"/'.2%$("40,"/,.$./#"04"-+&'./"(2-'01((#"$0"
-,0-0#(",%#6"%*C+#$2()$#".)"%)"0$6(,;.#("#$%&'("#1#$(27"h0;(=(,3"#$%$("(2-'01(,#"6%=("&(()"
.)/,(%#.)5"/0)$,.&+$.0)#"#$(%*.'1"&($;(()"VTTb"%)*"$6("-,(#()$7]O"
"
$(#$*='-#A/(1,*(#1A/(3,(8#@*(10,0>0/3#*(?"#KJK#A/&@/(0#*H#10'0/#'(3#?*@'?#8*5/&(%/(0#
/LA/(3,0>&/1-#&'(M,(8#$*='#NO10#,(#02/#('0,*(#,(#02/#A/&@/(0'8/#1A/(0#*(#A/(1,*(17]V"!#"
!--()*.F"Q"#60;#3"%20)5")(.56&0,.)5"#$%$(#3"?0;%J#"#-()*.)5".#"&%,('1"6.56(,"$6%)"$6%$"04"
K.))(#0$%"%)*"d(&,%#9%3"%)*":+.$("%"&.$"'0;(,"$6%)"$6%$"04"?''.)0.#3"8.#/0)#.)"%)*"K.##0+,.7"
 
3.2.4 Retirement Age and Vesting Requirements 
"

R%.#.)5"$6("$.2("+)$.'"%"2(2&(,".#"4+''1"=(#$(*"%20+)$#"$0"%",(*+/$.0)".)"&()(4.$#7"B6("=(#$.)5"
,(:+.,(2()$".)"?DER@3"+)$.'"f+'1"VTOV3"6%*"&(()"40+,"1(%,#"04"#(,=./(7"B6%$"6%#"&(()",%.#(*"$0"
#(=()"1(%,#7"#
"
R($.,(2()$"&()(4.$#"%,("+#+%''1"*($(,2.)(*"0)"$6("&%#.#"04"%"40,2+'%7"B6("5()(,%'"40,2+'%"+#(*"$0"
*($(,2.)("$6("-%12()$#"$0",($.,(*"(2-'01((#".#U"R($.,(2()$"!))+.$1"a"M^(%,#"80,9(*"F"`0,2+'%"
K+'$.-'.(,N[OTT"F"!=(,%5("@%'%,17"`0,"(F%2-'(3"(2-'01((#";60",($.,("%4$(,";0,9.)5"WT"1(%,#".)"%"
#$%$(";.$6"%"40,2+'%"2+'$.-'.(,"04"V7T";0+'*",(/(.=("%)"%))+%'"-()#.0)"(:+%'"$0"ST"-(,/()$"jMWT"F"
V7TN[OTTk"04"$6(.,"%=(,%5("#%'%,1"0=(,"%"#($")+2&(,"04"1(%,#7""
"
Q6%)5(#".)"?DER@",($.,(2()$"&()(4.$"/%'/+'%$.0)";.''")0;",(:+.,("$6("#%'%,1"$0"&("%=(,%5(*"0=(,"
$6("'%#$"4.=("1(%,#"04"#(,=./("%#"0--0#(*"$0"$6,(("1(%,#7"B6.#"6%#"$6("(44(/$"04"'0;(,.)5"&()(4.$#"$0"
$6("(F$()$"$6%$"%)"(2-'01((J#"-%1"6%*"&(()",.#.)5"#.)/(".$"&,.)5#"(%,'.(,3"'0;(,"-%1.)5"1(%,#".)$0"
$6("/%'/+'%$.0)7"B6("&()(4.$"2+'$.-'.(,"04"V"-(,/()$";.''")0$"/6%)5(3"60;(=(,7"!)1",(*+/$.0)".)"$6("
2+'$.-'.(,";0+'*"6%=(",(*+/(*"&()(4.$#"&1"%"#+&#$%)$.%'"%20+)$7"!"/6%)5(".)"$6("&()(4.$"
2+'$.-'.(,"$0"O7]"-(,/()$3";6.'("*.#/+##(*3";%#")0$"%--,0=(*7""
"
K%)1"#$%$(#"%,(",%.#.)5"$6("%5("%$";6./6"%)"(2-'01((":+%'.4.(#"40,"%"4+''"-()#.0)"$0",(4'(/$"$6("4%/$"
$6%$"-(0-'("0)"%=(,%5("%,("#$%1.)5"6(%'$6.(,"'0)5(,"%)*"'.=.)5"'0)5(,"$6%)".)"$6("-%#$7"B6("
.)/,(%#(*"'.4("(F-(/$%)/1"$6%$".#",('(=%)$3"60;(=(,3".#")0$"'.4("(F-(/$%)/1"%$"&.,$6"&+$"%$"%5("S]3"
%)*",(/()$"(=.*()/("6%#"#60;)"/'(%,'1"$6%$"$6(".)/,(%#(".)"'0)5(=.$1"40,"$60#(",(%/6.)5"S]".#"
-,.2%,.'1"%20)5"$60#(".)"$6("+--(,"6%'4"04"$6(".)/02("*.#$,.&+$.0)7"D(0-'(",($.,.)5")0;"%$"%5("S]"
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;60"6%=("(%,)(*"&('0;"2(*.%)"(%,).)5#"/%))0$"(F-(/$"$0"'.=("2+/6"'0)5(,"$6%)"$6(.,"
/0+)$(,-%,$#"04"YT"0,"]T"1(%,#"%507"@$%$(#"6%=("'0)5",(/05).P(*"$6%$"/(,$%.)"C0&#3"-0'./("%)*"
4.,(4.56$(,#"40,"(F%2-'(3"%,("$00"-61#./%''1"*(2%)*.)5"40,"0'*(,";0,9(,#"$0"-(,40,27""?)"0,*(,"$0"
-,0$(/$"$6("-+&'./".)$(,(#$3"%#";(''"%#"$6("#%4($1"04"-0'./("044./(,#"%)*"4.,(4.56$(,#3"20#$"#$%$(#"6%=("
%"'0;(,",($.,(2()$"%5(3"+#+%''1"]]3"40,";0,9(,#".)"$60#("-,04(##.0)#7""@02("#$%$(#3"20$.=%$(*"&1"%"
*(#.,("$0"'0;(,"-()#.0)"/0#$#3"6%=("*.#,(5%,*(*"$6(#("/0)/(,)#"%)*"6%=(",%.#(*"$6(",($.,(2()$"%5("
40,"%''"-0'./("%)*"4.,(4.56$(,#7]W"
"
?)"VTOO3"Oe"#$%$(#"()%/$(*"6.56(,"%5("%)*"#(,=./(",(:+.,(2()$#"40,"&()(4.$#3"5()(,%''1"40,")(;"
6.,(#7"?)"?0;%"$6(,("6%#"&(()")0"*.#/+##.0)"%&0+$"$6(",($.,(2()$"%5(7"X+$"2(2&(,#";60"/600#("$0"
,($.,("&(40,("$6(.,"4+''")0,2%'",($.,(2()$"1(%,";.''")0;"6%=("$6(.,"'.4($.2("&()(4.$#",(*+/(*"&1"S"
-(,/()$"M,%$6(,"$6%)"$6("-,(=.0+#"W"-(,/()$N"40,"(%/6"1(%,"&(40,(")0,2%'",($.,(2()$7"
 
3.2.5 Discount Rate  
"

!''"%##(##2()$#"04"$6("6(%'$6"04"?DER@"%)*"$6("0$6(,",($.,(2()$"#1#$(2#"*(-()*"0)"$6("%##+2(*"
.)$(,(#$",%$("(%,)(*"0)".)=(#$2()$#7"B6("4+$+,(",%$("04",($+,)"(%,)(*"0)"$6(".)=(#$2()$#"$6%$"
2%9("+-"%"-()#.0)"4+)*".#",(4(,,(*"$0"%#"$6("G*.#/0+)$",%$(7HO"?$".#"#.2-'1"%)".)$(,(#$",%$(3"%)*".#"
/+,,()$'1"#($"%$"e7]"-(,/()$\"$6%$".#"$6(",%$("+#(*"&1"%/$+%,.(#".)"(=%'+%$.)5"?0;%J#"-()#.0)#"
#1#$(2#7"@02("/,.$./#"/'%.2"$6%$"$6.#",%$(".#"$00"6.567"8("*(%'";.$6"$6(":+(#$.0)"04"$6("%--,0-,.%$("
*.#/0+)$",%$("20,("(F$()#.=('1".)"!--()*.F"X3"&+$"#+44./(".$"$0"#%1"6(,("$6%$"6.#$0,./%''1"-()#.0)"
4+)*#"6%=(",($+,)(*",%$(#"04".)"(F/(##"04"e7]"-(,/()$"%''"0=(,"$6(")%$.0)7"!##+2.)5"$6(")(F$"WT"
1(%,#";.''"&("#.2.'%,"$0"$6("-,(=.0+#"WT3"$6(",%$(".#"%--,0-,.%$(7]Y"
 
3.2.6 Moving Toward Full Funding 
"

!4$(,"#(=(,%'"1(%,#"04")0$"2(($.)5"$6("%/$+%,.%'"%##+2-$.0)#".*()$.4.(*".)"$6(.,"%/$+%,.%'"
=%'+%$.0)#3"?DER@"#$%443"$6(.,".)=(#$2()$"&0%,*"%)*"X()(4.$#"!*=.#0,1"Q022.$$(("MX!QN",(=.(;(*"
$6(.,"0-$.0)#"%)*"*(/.*(*"+-0)"%"#($"04",(/022()*%$.0)#",(5%,*.)5"$6("4+)*.)5"04"&()(4.$#"$6%$"
$6(1"$6()"-,(#()$(*"$0"$6("#$%$("Z(5.#'%$+,(7"?$"#60+'*"&(")0$(*"$6%$"X!Q".#"/02-0#(*"04"40+,"
(2-'01(,"%)*"40+,"(2-'01((",(-,(#()$%$.=(#"-'+#"0)("-+&'./"2(2&(,7"B6+#3"4,02"$6("0+$#($3"$6("
20=(2()$"$0"#60,("+-"$6("-()#.0)"#1#$(2"%)*"$6("*.#/+##.0)"#+,,0+)*.)5"$6("-,0-0#%'#"6%*"%"
4%.,'1"&,0%*",(-,(#()$%$.0)"04"$6("2%C0,"#$%9(60'*(,#7"Z(5.#'%$.0)"(2(,5(*"4,02"$6.#"-,0/(##".)"
VTOT"%)*";%#"-6%#(*".)"0=(,"$6(")(F$"$;0"1(%,#7"B6.#"'(5.#'%$.0)"6%*"4%.,'1"&,0%*"#+--0,$"4,02"
&0$6"(2-'01(("%)*"(2-'01(,"5,0+-#7"?$"#60+'*"&(")0$(*"$6%$"?0;%"2%*("4%.,'1"2.)0,"/6%)5(#"
/02-%,(*"$0"$60#(")((*(*"40,"#02("0$6(,"#$%$("-()#.0)"#1#$(2#3"$6("VTOT"'(5.#'%$.0)"6%#"-+$"$6("
#$%$(J#"&.55(#$"-()#.0)"#1#$(2"0)"%"-%$6"$0;%,*"4+''1"%20,$.P.)5".$#"+)4+)*(*"'.%&.'.$.(#7"`+,$6(,3"
$6("?0;%"-,0/(##";0)"$6("/022()*%$.0)"04"$6("Q()$(,"40,"@$%$("%)*"Z0/%'"g0=(,)2()$"EF/(''()/("
MQ@ZgEN7"!//0,*.)5"$0"$6("Q@ZgE3"$6("40''0;.)5"'(##0)#"/%)"&("'(%,)(*"4,02"$6("?0;%"(F-(,.()/(U]]"
 

• C/'?,P/#02/#%'8(,0>3/#*H#02/#A&*7?/%J#B6("?DER@"%*2.).#$,%$.0)"%)*"$6("X!Q",(/05).P(*"
$6%$"$6("#1#$(2"6%*"%"#.5).4./%)$"4+)*.)5"-,0&'(2",(:+.,.)5"2%$(,.%'"/6%)5(#7"@02("?0;%"
'(5.#'%$0,#"&('.(=(*"$6%$"$6("#1#$(2"/0+'*".)=(#$".$#";%1"0+$"04"$,0+&'(";.$60+$"/6%)5.)5"
/0)$,.&+$.0)"'(=('#"0,"20*.41.)5"&()(4.$#7"B6("?DER@"%*2.).#$,%$.0)"%)*"$6("X!Q"20=(*"
:+./9'1"$0"'%1"0+$"$6("4%/$#"%)*"-,0=.*("40/+#(*3"'0)5<$(,2"#$,%$(5.(#"40,"%**,(##.)5"$6("
5,0;.)5"+)4+)*(*"'.%&.'.$17#

• !/#A&'8%'0,@#,(#'AA&*'@2J#D()#.0)"4+)*.)5".##+(#"/%))0$"&("#0'=(*"0=(,).56$7"?)/,(2()$%'"
#$(-#"$0"G/0+,#(</0,,(/$H"%,("(44(/$.=("&(/%+#("04"$6("'0)5<$(,2")%$+,("04"%"-()#.0)"#1#$(27"

                                                 
1 This rate is used to “discount” future pension liabilities back to the present, as discussed earlier, so that one can compare 
this “present value” of future liabilities with the actual, present value of the assets in the pension fund.  
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?DER@"+)*(,#$00*"$6.#"%)*"('(/$(*"$0"2%9(".)/,(2()$%'",(40,2#"$0"/0)$,.&+$.0)"'(=('#"%)*"
&()(4.$#"$6%$";0+'*"6%=("'0)5<$(,2".2-%/$#",%$6(,"$6%)"'009.)5"40,"%"#60,$<$(,2"#0'+$.0)"
#+/6"%#".##+.)5"%"&0)*"$0"/0=(,"0+$#$%)*.)5"*(&$7#

• D>&5/"#02/#A*11,7,?,0,/1J#X(40,("*(/.*.)5"0)"/6%)5(#3"?DER@"%)*"$6("X!Q"/0)#.*(,(*"%";.*("
,%)5("04"-0##.&'("%*C+#$2()$#"%#"-,(#()$(*"&1"$6(.,"-,04(##.0)%'"%/$+%,17"86.'("=%,.0+#"
#$%9(60'*(,#"-,(4(,,(*"#02("/6%)5(#"$0"0$6(,#3"$6(1"5%=("(=(,1$6.)5"#(,.0+#"%$$()$.0)"
&(40,("%5,((.)5"0)"$6("4.)%'"/6%)5("-%/9%5(7#

• <'1/#A/(1,*(#A?'(#%/%7/&1#02&*>82#02/#@2'(8/#A&*@/11J#86()"/6%)5(#"$0"%",($.,(2()$"
#1#$(2"%,("*.#/+##(*"-+&'./'13"2(2&(,#"%)*",($.,((#"04$()":+(#$.0)";6($6(," $6(.,"&()(4.$#"
%,("#(/+,(7"B0"(%#("$6(.,"/0)/(,)#3" ?DER@"2%*("$,%)#.$.0)%'"-,0=.#.0)#"%)*"-,0=.*(*"2(2<
&(,#";.$6"%//+,%$("%)*"$.2('1"/022+)./%$.0)#7#

 

B6("4.)%'"%,&.$(,"04"4.)%)/.%'"6(%'$6"40,"%)1",($.,(2()$"-'%)"6%#"$0"&("$6("4.)%)/.%'"2%,9($#7"B6("
&0)*",%$.)5"%5()/.(#"C+*5("$6("6(%'$6"04"%"-%,$./+'%,"#$%$("&1",%$.)5".$#"&0)*#7"R(/()$'13",%$.)5#"
4.,2#"'.9("K00*1J#"%)*"@$%)*%,*"%)*"D00,J#"6%=("#$%,$(*"$0".)/'+*("$6("-()#.0)"'.%&.'.$.(#"04"#$%$("
-()#.0)"4+)*#".)"$6(.,"/%'/+'%$.0)#7"!#"B%&'("W7V"#60;#3"(=()"&1"%**.)5"-()#.0)"'.%&.'.$.(#"$0"
0=(,%''"*(&$3"$6("*(&$"$0"gLD",%$.0"04"20#$"#$%$(#",(2%.)#"=(,1"'0;7"B6.#"6%#"-,02-$(*"$6(",%$.)5"
%5()/.(#"$0"5.=("%''"04"$6("#$%$("*(&$"=(,1"6.56",%$.)5#7"X%,,0)J#"044(,#"$6.#"#+22%,13")0$.)53"G@0+$6""
 

Table 3.2. Barron’s: Financial Market Ratings Show State Debt to GDP is Low 
 

 
*  Barron's calculations; all others by Eaton Vance; ** Moody's, S&P ratings; *** Yield spreads expressed in basis points, or hundredths of 

a percentage point. NR=Not Rated. Sources: Eaton Vance; Thomson Reuters; Janney Capital Markets — all cited by Barron's.  
(See citation in text above.)  
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L%90$%"%)*"?0;%"'(%*"$6("-%/9".)"#$,()5$6"04"#$%$("4.)%)/(#3H"&%#(*"0)"*(&$"%)*"+)4+)*(*"
-()#.0)#"/02-%,(*";.$6"#$%$("gLD#7"G86.'("#$%$(#"=%,1";.*('1"&1"$6%$"2(%#+,(3"$6("1.('*#"04"$6(.,"
&0)*#"%,(",('%$.=('1"#.2.'%,7H]S" 
"
?0;%J#"*(&$"-'+#"-()#.0)"'.%&.'.$.(#"$05($6(,"%,("0)'1"O7W"-(,/()$"04"#$%$("gLD3"$6("#(/0)*"'0;(#$"
-(,/()$%5("%20)5"$6("#$%$(#3"%)*"?0;%"6%#"$6("6.56(#$"&0)*",%$.)5#"-0##.&'("4,02"&0$6",%$.)5"
%5()/.(#7"?0;%"6%#"%"'0$"04"&,(%$6.)5",002"$0"5($"$0"%"4+''1"4+)*(*"?DER@7"8("6%=("'009(*".)"*($%.'"
%$"$6("'%,5(#$"#$%$("-()#.0)"-'%)3"?DER@7"h0;"6%=("$6("$6,(("#2%''(,"-'%)#"4%,(*".)"$6.#"-%#$"*(/%*("
04"$+,&+'()$"4.)%)/.%'"2%,9($#_""
"
3.3.1 Impact of Investment Decline on MFPRSI 
#

B6("(2-'01(,J#"/0)$,.&+$.0)"$0"K`DR@?"#((2#"(F/(-$.0)%''1"6.563"&+$"$6.#".#"$6(",(#+'$"04"%"
)+2&(,"04"*.44(,()$"4%/$0,#3")0$"%''"04";6./6";.''"/0)$.)+(".)"$6("'0)5",+)7""K`DR@?"-%,$./.-%)$#"%,("
)0$"('.5.&'("@0/.%'"@(/+,.$1"&()(4.$#3"#0"$6("/.$.(#J"/0)$,.&+$.0)"$0"K`DR@?".)/'+*(#"%)"%20+)$"$6%$"
$6("/.$.(#"#%=("&1")0$"&(",(:+.,(*"$0"/0)$,.&+$("$0"@0/.%'"@(/+,.$17""B6("-,.2%,1"/%+#(";%#"$6("
6.#$0,./"*(/'.)(".)"$6("#$0/9"2%,9($";6./6"0//+,,(*".)"VTTe<Tb7"B6("#60,$4%''".)",($+,)"0)"
.)=(#$2()$#";%#"(F%/(,&%$(*"&1"$6("4%/$"$6%$"$6("#$%$("/+$".$#"0;)"/0)$,.&+$.0)"$0"K`DR@?"%)*"
$6()",(:+.,(*"$6("/0)$,.&+$.)5"/.$.(#"$0"-%1"OTT"-(,/()$"04",(:+.,(*"/0)$,.&+$.0)#7""B6("
/02&.)%$.0)"04"$6(#("4%/$0,#"%'20#$"*0+&'(*"$6("/.$.(#J"/0)$,.&+$.0)",%$("4,02"OS7Yc"-(,/()$".)"
VTTb"$0"WT7OV"-(,/()$".)"VTOV7"
"
B%&'("W7W"/02-%,(#"?DER@"$0"$6("0$6(,"$6,(("?0;%"#$%$("-()#.0)"-'%)#".)"$(,2#"04"2(2&(,#6.-3"
4+)*(*",%$.03"#.P("04"%##($#3"%)*"/0)$,.&+$.0)#7]e"Z.9("?DER@3"$6("0$6(,"$6,(("-'%)#"%,("%'#0"
+)*(,4+)*(*"&+$"%''"6%=("%"#$,0)5"40+)*%$.0)"&%#(*"0)")($"%##($#7"?)"4%/$3"5.=()"$6("#2%''"#.P("04"
$6("2(2&(,#6.-".)"(%/6"04"$6("$6,(("#2%''(,"-'%)#3"%##($#"-(,"2(2&(,"%,("#.5).4./%)$'1"6.56(,".)"
(%/6"04"$6(#("$6,(("-'%)#"/02-%,(*"$0"?DER@7"
 

Table 3.3 State Pension Plans Have Low Funded Ratios But High Net Assets 
 

 
Source: Actuarial valuation reports for IPERS, MFPRSI, PORS, and JRS 

 
K0,(".2-0,$%)$'13"%#"`.5+,("W7b"#60;#"40,"K`DR@?3"$6("%/$+%,.%'"=%'+("04"%##($#"6%#",(2%.)(*"
4%.,'1"#$(%*1"0=(,"$6("'%#$"*(/%*("*(#-.$("$6(",(/(##.0)".)"VTTb7]b"
 

^($3"%":+./9"-(,+#%'"04"2%)1"'0/%'")(;#-%-(,#"%20)5"$6("Ye"/.$.(#",(-,(#()$(*"&1"K`DR@?";0+'*"
,(=(%'"%"5,(%$"*(%'"04"#60,$<$(,2"&+*5($%,1"-%.)"%##0/.%$(*";.$6"K`DR@?"/0)$,.&+$.0)#".)"%"$.2("04"
5()(,%'"(/0)02./"#'0;*0;)7"?)"#02("/%#(#"$6(1"6%=(",%.#(*"#-(/.%'"$%F"'(=.(#3"%#"%''0;(*"&1"'%;3"
$0"-%1"40,"$6(".)/,(%#(*"/0)$,.&+$.0)#"$0"K`DR@?7]c""
"
B%&'("W7W"#60;#"$6%$";6.'("$6("(2-'01(,"/0)$,.&+$.0)"40,"?DER@3"-%.*"()$.,('1"&1"$6("#$%$(3".#"b7cW"
-(,/()$3"$6("(2-'01(,"/0)$,.&+$.0)"40,"K`DR@?3"-%.*"&1"(%/6"/.$13".#"WT7OV"-(,/()$7"B6.#"*.44(,()/("
.)"/0)$,.&+$.0)#"*0(#")0$"%--(%,":+.$("%#"'%,5(3"60;(=(,3"0)/(";("$%9(".)$0"/0)#.*(,%$.0)"$6("4%/$""
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Figure 3.8. Municipal Fire and Police Pension Asset Values Remain Steady in Iowa 
 

 
Source: Actuarial valuation reports for MFPRSI (several years) 

 

$6%$"$6("/.$1"(2-'01(,"*0(#")0$"-%1"%)1"@0/.%'"@(/+,.$1"/0)$,.&+$.0)"0,"%**.$.0)%'"-(,2%)()$"
*.#%&.'.$1"/0)$,.&+$.0)"40,"%)"(2-'01(("/0=(,(*"&1"K`DR@?7"!)*"$6("(2-'01((3".)"$+,)3"*0(#")0$"
,(/(.=("%)1"@0/.%'"@(/+,.$1",($.,(2()$3"*.#%&.'.$1"0,"#+,=.=0,"&()(4.$#"&+$".#"/0=(,(*"&1"$6("K`DR@?"
-'%)"40,"-(,2%)()$"*.#%&.'.$1"%#";(''"%#",($.,(2()$7"?)"$6("/%#("04"?DER@3"$6("#$%$("-%1#"%"
/0)$,.&+$.0)"40,"@0/.%'"@(/+,.$1"%#";(''"%#";0,9(,#J"/02-()#%$.0)".)"%**.$.0)"$0"$6("b7cW"-(,/()$"
/0)$,.&+$.0)"$0"$6(",($.,(2()$"4+)*7"d(=(,$6('(##3"#6%,-".)/,(%#(#".)"(2-'01(,"/0)$,.&+$.0)#"$0"
K`DR@?"6%=("40,/(*"/.$.(#"$0"2%9("*.44./+'$"/60./(#7""
"
B0"+)*(,#$%)*";61"/.$1"/0)$,.&+$.0)#"6%=(".)/,(%#(*"#0"2+/6".)"$6("-%#$"4(;"1(%,#3";("4.,#$"'009"
%$"60;"K`DR@?"/%'/+'%$(#"$6(",(:+.,(*"/0)$,.&+$.0)7"B%&'("W7Y"#60;#"$6%$"$6("%/$+%,1"4.,#$"
/%'/+'%$(#"$6("%20+)$"04"20)(1")((*(*"$0"9((-"$6("-()#.0)"#1#$(2";(''<4+)*(*7"B6.#"%20+)$3"
#60;)".)",0;"W3".)/'+*(#"$6(")0,2%'"/0#$"%#";(''"%#"%)"%20,$.P%$.0)"/0#$"40,"%)1"+)4+)*(*"%//,+(*"
'.%&.'.$17"!/$.=("2(2&(,#"$6()"-%1"c7Y"-(,/()$"04"$6(.,";%5(#"I"%"-(,/()$%5("*($(,2.)(*"&1"#$%$("
'%;"I".)$0"$6("#1#$(27"B6("/.$13";.$6"0,";.$60+$"$6("6('-"04"$6("#$%$(3".#",(:+.,(*"$0"-%1"$6("
,(2%.).)5"%20+)$7"B6.#"%20+)$3"#60;)".)",0;"c3"/02(#"$0"%"/.$1"/0)$,.&+$.0)"04"VS7OV"-(,/()$".)"
`^VTOO"%)*"WT7OV"-(,/()$".)"`^VTOV7"
"

Table 3.4 Breakdown of MFPRSI Contributions for 2011-12 
 

 
Source: MFPRSI Actuarial Valuation (2012) 

"
B6("/.$1[#$%$("/0)$,.&+$.0)".#"$6("(:+.=%'()$"04"$6("%/$+%,.%''1",(:+.,(*"/0)$,.&+$.0)"M!RQN";.$6"
$6(".2-0,$%)$"*.44(,()/("$6%$"$6("&-,3.+&,!+113.#'$*.)+3.?@@.)$%&$",.'0.-,*.%$<!-%$#.&'",%-2!,-'""%)*"
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6%#"&(()"*0.)5"#0"40,"2%)1"1(%,#7"B6("'%;",(:+.,(#"$6("/.$1"$0"%*C+#$".$#"/0)$,.&+$.0)"&%#(*"0)"
;6%$"$6("%/$+%,1"*($(,2.)(#"$0"&("$6("/0,,(/$"%20+)$"$0"&("-%.*".)$0"$6("#1#$(2".)"$6%$"-%,$./+'%,"
1(%,7"R(/%''"$6%$".)"$6("/%#("04"?DER@"%)*"2%)1"0$6(,"-()#.0)"#1#$(2#3"$6("#$%$("04$()"*0(#")0$"-%1"
$6("4+''"%20+)$"04"$6("!RQ"(.$6(,"&(/%+#(".$".#"#$%$+$0,.'1"'.2.$(*"$0"-%1.)5"%"#2%''(,"%20+)$"0,".$"
/600#(#"$0"*0"#0"&(/%+#("04"0$6(,"&+*5($"-,.0,.$.(#7"
"
X(/%+#("$6("/.$1"*+$.4+''1"-%1#".$#"()$.,(",(:+.,(*"/0)$,.&+$.0)".)$0"K`DR@?3"%)1"+)40,(#(()"
/6%)5(#".)".)=(#$2()$",($+,)#"%,(".22(*.%$('1"$,%)#'%$(*".)$0"/6%)5(#".)"$6(",(:+.,(*"
/0)$,.&+$.0)";.$6"%''"04".$#",%2.4./%$.0)#"40,"$6("0=(,%''"/.$1"&+*5($7"B0"+)*(,#$%)*"$6(#("/6%)5(#"
&($$(,3";("'009"%$"$6("/.$1J#",(:+.,(*"/0)$,.&+$.0)"4,02"%)0$6(,"%)5'(7"B%&'("W7]"#60;#"$6("(44(/$#"
04"/6%)5(#".)".)=(#$2()$"(F-(,.()/("%)*"0$6(,"4%/$0,#"0)"$6("/.$.(#J"/0)$,.&+$.0)",%$(7"

 
Table 3.5 Cities’ Contribution Rates Rise, Fall With Investment Returns 60  

 

 
Source: Report by the Board of Trustees of the MPRSI to the Public Retirements Systems Committee, November 9, 2011 

"
B6(",.#(".)"$6("#$0/9"2%,9($"%4$(,"VTTY".#"2%).4(#$(*".)"$6("*(/'.)(".)"/.$1"/0)$,.&+$.0)",%$(#"M%#"
;(''"%#"$6(",.#(".)"$6("4+)*(*",%$.0N"$6,0+56"VTTb3";.$6"%"'%,5("*(/'.)("04")(%,'1"e"-(,/()$".)"
/0)$,.&+$.0)",%$(#"40,"`^VTTe7"X+$"4,02"VTTc"0);%,*3"$6("#$0/9"2%,9($"*(/'.)(",(#+'$#".)"W""
 

Figure 3.9 State Contributions Drop Precipitously 

Source: Various MFPRSI annual reports 
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-(,/()$"$0"Y"-(,/()$"%))+%'".)/,(%#(#".)"/0)$,.&+$.0)",%$(#7"?)"%**.$.0)"$0"*(/'.).)5"%##($",($+,)#3""
*(/'.)(#".)"#$%$("/0)$,.&+$.0)#"/%+#("%"4+,$6(,"#$(%*1".)/,(%#(".)"/.$.(#J"/0)$,.&+$.0)",%$(#"%#"$6("
/.$.(#"$6()"6%=("$0"-./9"+-"$6("#'%/9"40,"%"*(/'.).)5"#$%$("/0)$,.&+$.0)7"!#"`.5+,("W7c"%&0=("#60;#3"
C+#$";6()"$6(1")((*".$"20#$3"/.$.(#"/%)")0"'0)5(,",('1"0)"#$%$("/0)$,.&+$.0)#"$0"6('-"&+44(,"$6("
.2-%/$"04"*(/'.).)5".)=(#$2()$#"0)"/.$1"/0)$,.&+$.0)",%$(#"%)*"/.$1"&+*5($#7"
 
3.3.2 Improving MFPRSI 
 

>=(,"$6("'0)5",+)3"$6("-(,40,2%)/("04"$6("K`DR@?".)=(#$2()$"-0,$40'.0"6%#"&(()"%20)5"$6("&(#$"
.)"-+&'./"-()#.0)"-'%)#")%$.0);.*(7"!)*"&(/%+#("/.$.(#"/0)$.)+("$0"-%1"$6("4+''"%20+)$"04"$6(.,"
,(:+.,(*"/0)$,.&+$.0)#3"K`DR@?",(2%.)#"0)"#0'.*"4.)%)/.%'"400$.)57"B6("/0#$"$0"/.$1"&+*5($#"04"
40''0;.)5"$6.#"-0'./13"60;(=(,3".#"04$()":+.$("6.567"d0$"0)'1"2+#$"/.$.(#",%.#("$6(.,"/0)$,.&+$.0)#".)"
$.2(#"04"#$0/9"2%,9($"*(/'.)(#3"$6("0=(,%''"=0'%$.'.$1"04"/0)$,.&+$.0)",%$(#"2%9(#"&+*5($.)5"
*(/.#.0)#"20,("*.44./+'$7"B0"$6%$"()*3";(",(/022()*"$6%$"$6("#$%$(",(#+2(".$#"W7ec"-(,/()$"
/0)$,.&+$.0)"%#".$";0+'*")0$"0)'1"(%#("#02("04"$6("%/+$("4.)%)/.%'"&+,*()#"$6%$"/.$.(#"4%/(".)"$.2(#"
04".)=(#$2()$"*(/'.)(#3"&+$"%'#0"6('-"$0"#200$6"0+$"#02("04"$6("=0'%$.'.$1".)"/.$1"/0)$,.&+$.0)",%$(#7"
"
!)0$6(,".2-,0=(2()$"$6%$"6%#"&(()"#+55(#$(*".#"$6%$")(;"2(2&(,#".)"K`DR@?"&(",(:+.,(*"$0"
#6%,(".)/,(%#(#".)"/0)$,.&+$.0)",%$(#"0)"%"YT[ST"&%#.#";.$6"$6(.,"/.$1"(2-'01(,#7SO"g.=()"$6%$"$6.#"
;0+'*"6('-".)"%''(=.%$.)5"#60,$<$(,2"4'+/$+%$.0)#".)"&+*5($#"%)*"$6%$"$6.#".#"%",(40,2"$6%$"6%#"
%',(%*1"&(()"%*0-$(*"&1"?DER@3".$".#";0,$61"04"/0)#.*(,%$.0)7"
 
3.4.1 Impact of Investment Decline on PORS 
 

Q0)$,.&+$.0)",%$(#"40,"D>R@"%,("/%'/+'%$(*".)"%"#.2.'%,";%1"$0"$6(",%$("40,"K`DR@?7"B6("#$%$("
%/$+%,.%'"/0)$,.&+$.0)#"/02("$0"%",%$6(,"6.56"Wb"-(,/()$";6(,(%#"$6("(2-'01(("-%1#"%"4%.,'1"
#$(%*1"c"$0"OT"-(,/()$7"B6(,("%,("$;0"+)*(,'1.)5",(%#0)#"&(6.)*"$6(#("'%,5("*.44(,()/(#7"`.,#$3"$6("
.).$.%'"4+)*.)5"04"$6.#"-()#.0)"-'%)";%#")0$"%*(:+%$(7"!#"%",(#+'$3"$6("#$%$("(2-'01(,"%)*"$6("
(2-'01((#"6%=("%"'0$"04"/%$/6.)5"+-"$0"*07"g.=()"$6%$"$6("#.P("%)*"#/0-("04"$6("0=(,%''"4+)*".#"
,('%$.=('1"#2%''3".)/,(%#(#".)"/0)$,.&+$.0)",%$(#"#60+'*")0$"*.#$,(##"$6("4.#/%'"#.$+%$.0)"04"
(2-'01(,#"$00"2+/67"@(/0)*3"%#";("#((".)"`.5+,("W7OT"&('0;3"%4$(,"$6("#$0/9"2%,9($"*0;)$+,)".)"
VTTV<TW3"$6("#$%$("*.*")0$",%.#(".$#"#$%$+$0,1",%$("$0"2%$/6"$6(",.#.)5"!RQ7""
 

Figure 3.10. Contribution Rates for PORS Below Actuarial Required Contribution (ARC) Since Market Downturn 

 
Source: PORS actuarial valuation for 2011 
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8("#((".)"$6("/%#("04"$6("f+*./.%'"R($.,(2()$"@1#$(2"$6%$"$6(",%$("*.44(,()$.%'#"%,("%&0+$"$6("#%2("
%#"$6(1"%,("40,"D>R#7"!5%.)3"$6.#".#"%",('%$.=('1"#2%''"-'%)"$6%$"/%)"&("(%#.'1"4+)*(*"$6,0+56"#$%$("
g()(,%'"`+)*"20).(#"$0"5($"$0"%"-0.)$";6(,(".)=(#$2()$",($+,)#"0)"%##($#";.''"*(4,%1"#02("04"$6("
/0#$#"$0"$6("#$%$("%#";(''"%#"$6("2(2&(,#7"
 

?)"$6("4.5+,("&('0;";("/%)"#(("$6%$"%/$+%'"/0)$,.&+$.0)#"#$0--(*"2%$/6.)5",(:+.,(*"/0)$,.&+$.0)#"
#$%,$.)5"%,0+)*"VTTV\"*(/'.)(#".)".)=(#$2()$"/0)$,.&+$(*"5,(%$'1"$0"$6("#60,$4%''".)"4+)*.)57"B6("
,(:+.,(*"/0)$,.&+$.0)#"6%=(",.#()"/0)#.*(,%&'1".)"0,*(,"$0"%20,$.P("+)4+)*(*"'.%&.'.$.(#"%)*"'%$('1"
$6("%/$+%'"/0)$,.&+$.0)#"%--(%,"$0"6%=("#$%,$(*"$0"2%$/6"$6(",(:+.,(*"/0)$,.&+$.0)#"0)/("%5%.)7"

 
Figure 3.11 Contribution Rates for Judicial Retirement System Often Below Actuarial Required Contribution (ARC) 

 

 
Source: JRS actuarial valuation for 2012 
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Conclusion 
 
?DER@";%#"(#$%&'.#6(*".)"Oc]W"$0",(-'%/("$6("?0;%">'*"!5("%)*"@+,=.=0,J#"?)#+,%)/("@1#$(2"
M?>!@?N3";6./6"(F.#$(*"4,02"OcYS"+)$.'"f+'1"O3"Oc]W7"?DER@".#"50=(,)(*"&1"Q0*("Q6%-$(,"ceX7"?)"
/0)/'+*.)5";(":+0$("-%,$#"04"Q0*("Q6%-$(,"ceX"$0",(2.)*"0+,#('=(#"04";61"$6("#$%$(J#"-()#.0)"
-'%)#"(F.#$USV"
 
            97B.2 Purpose of chapter. 

The purpose of this chapter is to promote economy and efficiency in the 
public service by providing an orderly means for employees, without hardship 
or prejudice, to have a retirement system which will provide for the payment 
of annuities, enabling the employees to care for themselves in retirement and 
which will improve public employment within the state, reduce excessive 
personnel turnover, and offer suitable attraction to high-grade men and women 
to enter public service in the state. 

"
?4";("#$.''"&('.(=(".)"$6(")((*"40,"%"=.%&'(",($.,(2()$"-'%)"$0"6('-"%$$,%/$":+%'.4.(*"-(0-'("$0"-+&'./"
#(,=./(".)"$6("#$%$(3"$6()"*(4.)(*"&()(4.$"-'%)#"#+/6"%#"$60#(";("6%=("#$+*.(*".)"$6("-,(/(*.)5"
-%5(#"-,0=.*("%"'(##"/0#$'1"%)*"20,("(44./.()$";%1"04"#$,+/$+,.)5"%",($.,(2()$"#1#$(2"&(/%+#("$6(1"
%''0;"5,(%$(,"-00'.)5"04",.#9"%20)5"$6("-%,$./.-%)$#7"
"
L(#-.$("%"$+,&+'()$"*(/%*(3"$6("40+)*%$.0)#"04"%''"40+,"?0;%"-+&'./"-()#.0)"-'%)#",(2%.)"#$,0)57"
B6(#("40+)*%$.0)#3"&%#(*"0)"#$,0)5"%##($"=%'+(#"%)*"%"'0;"*(&$"$0"gLD",%$.03"%''0;"40,"
,(#$,+/$+,.)5"$0"&("5,%*+%'"%)*".)/'+#.=(7""
"
8("2%9("$6("40''0;.)5",(/022()*%$.0)#U"
"

• ?0;%3";.$6"0)("04"$6("'0;(#$"-(,/()$%5(#"04"#$%$("(F-()*.$+,(#"*(=0$(*"$0"-()#.0)"
-'%)#3"#60+'*".)/,(%#(".$#"0=(,%''"(F-()*.$+,(#"*(=0$(*"$0"$6(#("-()#.0)"-'%)#7"

• B6("#$%$("#60+'*"2%9("(=(,1"(440,$"$0"2(($".$#"%/$+%,.%''1",(/022()*(*"
/0)$,.&+$.0)"M!RQN7""

• B6("-,(#()$"=%'+("04"-()#.0)"'.%&.'.$.(#"#60+'*"/0)$.)+("$0"&("/%'/+'%$(*"%$"$6("
%/$+%,.%''1"*($(,2.)(*"*.#/0+)$",%$(#"&%#(*"0)"'0)5<$(,2",($+,)#".)"$6(".)=(#$2()$"
-0,$40'.07"

• B6("#$%$("#60+'*",()(;".$#"/022.$2()$"$0"$6("K`DR@?"4+)*"&1",(<#$%,$.)5".$#"
/0)$,.&+$.0)#"%$"$6("W7ec"-(,/()$"'(=('7"

• `+$+,(".)/,(%#(#".)"/0)$,.&+$.0)#"#60+'*"&("#6%,(*"0)"%"YT"-(,/()$"$0"ST"-(,/()$"
&%#.#"&($;(()"(2-'01((#"%)*"(2-'01(,#7"

• 86()"/6%)5(#"%,("2%*(3"-'%)#"#60+'*"(%#("2(2&(,#"$6,0+56"$6("-,0/(##";.$6"
(44(/$.=("%)*"$.2('1"/022+)./%$.0)7"

• ?)/,(2()$%'"#$(-#"$0"G/0+,#(</0,,(/$H"%,("20,("(44(/$.=("$6%)":+./9"4.F(#"&(/%+#("04"
$6("'0)5<$(,2")%$+,("04"%"-()#.0)"#1#$(27"

"
"
"
"
 
 
 
 

#
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Appendix A 
 
Some Basic Pension Math — A Hypothetical Case 
"
D($(,"C0.)#"?DER@"%)*";.''";0,9"$6(,("40,"OT"1(%,#"+)$.'",($.,(2()$7""
"
!##+2.)5"$6%$"D($(,".#"=(#$(*",.56$"%;%13"$6("%/$+%,1"+#(#"6.#"#%'%,1"$%&'(#"$0"/%'/+'%$("D($(,J#"
%))+%'"&()(4.$"(:+%'"$0"i]T3TTT7""
"
B6("20,$%'.$1"$%&'(#"#+55(#$"$6%$"D($(,".#"(F-(/$(*"$0"'.=("40,"VT"1(%,#".)",($.,(2()$7"
"
!,2(*";.$6"$6.#"9)0;'(*5("%)*"%)".)$(,(#$",%$("04"e"-(,/()$3"$6("%/$+%,1"'009#"%$"%))+.$1"$%&'(#".)"
$6("&%/9"04"%)"%//0+)$.)5"$(F$&009"%)*"/%'/+'%$(#"%)"%))+.$1"4%/$0,"04"OT7]cY"
"
K+'$.-'1.)5"i]T3TTT";.$6"OT7]cY"5.=(#"+#"%"-,(#()$"=%'+("40,"$6("%))+.$1"MDlXN"04"i]Vc3eTT"
"
B6("%))+%'"/0#$"+#.)5"$6("DAQ"2($60*"%)*"#-,(%*"(=()'1"%/,0##"$6("OT"1(%,#".#"i]V3ceT7"
@+22%,.P.)5"$6("*%$%"&('0;3";("5($"$6("40''0;.)5"%20,$.P%$.0)"$%&'(U"
"
1. work for 10 years 
2. benefit of $50,000 annual 
3. Interest rate of .07 
4. annuity factor is 10.594 based on 20 years after retirement 
5. pvb of annuity paying 50000 annually starting 10 years from the end of the first year is $529,700 
6. annual cost over 10-year period is 52970 
 
 

Years Annual Cost Discount Factor Normal Cost Accrued Liability 
1 52970 0.508349292 26927.262 26927.262 

2 52970 0.543933743 28812.17034 57624.34069 

3 52970 0.582009105 30829.02227 92487.06681 

4 52970 0.622749742 32987.05383 131948.2153 

5 52970 0.666342224 35296.1476 176480.738 

6 52970 0.712986179 37766.87793 226601.2676 

7 52970 0.762895212 40410.55938 282873.9157 

8 52970 0.816297877 43239.29854 345914.3883 

9 52970 0.873438728 46266.04944 416394.4449 

10 52970 0.934579439 49504.6729 495046.729 

    529700  
"

• B6("-,(#()$"*.#/0+)$(*"=%'+("04"$6("%))+%'"/0#$".#"5.=()"&1"2+'$.-'1.)5"$6("%))+%'"/0#$"&1"
$6("*.#/0+)$"4%/$0,7"
• B6("*.#/0+)$"4%/$0,".#"5.=()"&1"$6("40,2+'%"O[MOm7TeN)""7"B6(".)$(,(#$",%$("04"7Te".)"$6(""
*()02.)%$0,"04"$6("*.#/0+)$"4%/$0,".#"$6("*.#/0+)$",%$(7"
• B6("*.#/0+)$"4%/$0,"5($#"'%,5(,"(%/6"1(%,"%#"$6(")0,2%'"/0#$"40,"(%/6"1(%,".#"*.#/0+)$(*"
;.$6"4(;(,"%)*"4(;(,"1(%,#"'(4$"$.''",($.,(2()$7"?)"1(%,"O3"$6("G)H".)"$6("*.#/0+)$"4%/$0,".#"OT3"%#"
;("%,("OT"1(%,#"4,02",($.,(2()$7"?)"1(%,"V3"$6(")".#"(:+%'"$0"c"%)*"#0"0)7"
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• ?)"$6("#(/0)*"1(%,3";("5($"$6("%//,+(*"'.%&.'.$1"&1"MV"n"VbbOV7OeTWN7"B6("-,(#()$"=%'+("04"
$6("%))+%'")0,2%'"/0#$"%$"$6("()*"04"$6("#(/0)*"1(%,".#"iVbbOV"%)*";("6%=(";0,9(*"40,"$;0"
1(%,#"%)*"%//,+(*"$;0"1(%,#J";0,$6"04"&()(4.$#7""
• ?43"%#"$6("%##($#"5,0;"%$"$6("(F-(/$(*",%$("04"e"-(,/()$3"$6("=%'+("04"$6("%##($#";.''"(F%/$'1"
2%$/6"$6("%//,+(*"'.%&.'.$1"%)*";(";.''"&("4+''1"4+)*(*7""

"
@+--0#("0+,"(/0)02./"%##+2-$.0)#"%,(";,0)5"%)*"$6("%##($#".)#$(%*"5,0;"%$"c"-(,/()$7"
"

Years 
Annual 

Cost 
Discount 

Factor Normal Cost Accrued Liability AVA 
Funded 

Ratio 
1 52970 0.508349292 26927.262 26927.262 26927.262 100% 

2 52970 0.543933743 28812.17034 57624.34069 58162.88593 101% 
3 52970 0.582009105 30829.02227 92487.06681 94226.56793 102% 

4 52970 0.622749742 32987.05383 131948.2153 135694.0129 103% 
5 52970 0.666342224 35296.1476 176480.738 183202.6216 104% 
6 52970 0.712986179 37766.87793 226601.2676 237457.7355 105% 

7 52970 0.762895212 40410.55938 282873.9157 299239.4911 106% 
8 52970 0.816297877 43239.29854 345914.3883 369410.3438 107% 
9 52970 0.873438728 46266.04944 416394.4449 448923.3242 108% 

10 52970 0.934579439 49504.6729 495046.729 538831.0963 109% 
    529700 587325.8949 111% 

"
• X(/%+#("$6("%##($#"5,(;"%$"%"6.56(,"-(,/()$3"$6(",%$("04",($+,)"5%=("+#"%)"!l!"5,(%$(,"$6%$"
$6("%//,+(*"'.%&.'.$1"%)*"0+,"4+)*(*",%$.0"M!l![!!ZN";%#"6.56(,"$6%)"OTT"-(,/()$7"
• >+,"-'%)".#"0=(,4+)*(*7"

"
@+--0#("0+,"(/0)02./"%##+2-$.0)#"%,(";,0)5"0)/("%5%.)3"%)*"0+,",($+,)#"$6.#"$.2("%,("0)'1"]"
-(,/()$U"
"

Years 
Annual 

Cost 
Discount 

Factor Normal Cost 
Accrued 
Liability AVA 

Funded 
Ratio 

1 52970 0.508349292 26927.262 26927.262 26927.262 1 
2 52970 0.543933743 28812.17034 57624.34069 57085.79545 0.990654206 

3 52970 0.582009105 30829.02227 92487.06681 90769.10749 0.98142487 
4 52970 0.622749742 32987.05383 131948.2153 128294.6167 0.97231036 
5 52970 0.666342224 35296.1476 176480.738 170005.4951 0.963309067 

6 52970 0.712986179 37766.87793 226601.2676 216272.6478 0.954419409 
7 52970 0.762895212 40410.55938 282873.9157 267496.8396 0.945639823 
8 52970 0.816297877 43239.29854 345914.3883 324110.9801 0.936968773 

9 52970 0.873438728 46266.04944 416394.4449 386582.5785 0.928404745 
10 52970 0.934579439 49504.6729 495046.729 455416.3804 0.919946247 

    529700 478187.1994 0.90275099 
"
"
B6.#"$.2("0+,"-()#.0)"-'%)".#"+)*(,4+)*(*"%$"cT"-(,/()$7"
"
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@+--0#(";("*(/.*(*"$0"+#("$6("G,.#9'(##H",%$("04"K+)./.-%'"X0)*#"%$"W"-(,/()$"40,"0+,"*.#/0+)$"
,%$(7"
"

Years Annual Cost Discount Factor Normal Cost Accrued Liability 
1 74387.5 0.744093915 55351.28609 55351.28609 

2 74387.5 0.766416732 57011.82468 114023.6494 

3 74387.5 0.789409234 58722.17942 176166.5383 

4 74387.5 0.813091511 60483.8448 241935.3792 

5 74387.5 0.837484257 62298.36014 311491.8007 

6 74387.5 0.862608784 64167.31095 385003.8657 

7 74387.5 0.888487048 66092.33028 462646.3119 

8 74387.5 0.915141659 68075.10019 544600.8015 

9 74387.5 0.942595909 70117.35319 631056.1787 

10 74387.5 0.970873786 72220.87379 722208.7379 

    743875 
""

• >+,"-,(#()$"=%'+(";.''"&("6.56(,"%$"ieYW3be]"&(/%+#(";("%,("+#.)5"%"'0;(,".)$(,(#$",%$(".)"
0+,"%))+.$1"$%&'(#"%)*"5($$.)5"%"'%,5(,"%))+.$1"4%/$0,7"
• >+,"%))+%'")0,2%'"/0#$#";.''"&("6.56(,3"&+$".4"0+,".)=(#$2()$#"5,0;"%$"W"-(,/()$3"%#"$6(1"*0"
.)"$6.#"(F%2-'(3"$6()";(";.''"&("4+''1"4+)*(*"%)*"D($(,";.''",(/(.=("6.#"%))+.$1"04"i]T3TTT"-(,"
1(%,"%4$(,",($.,(2()$7"

"
"
"
"
"
"
"
"
"
"
"
"
"
"
"
"
"
"
"
"
"
"
"
"
"
"
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Appendix B 
 

Choosing the Right Discount Rate to Accurately Describe the Funding Status of      
Pension Plans 
"
B6("/60./("04"*.#/0+)$",%$(#"6%#"%"*.,(/$"&(%,.)5"0)"$6("4.)%)/.%'"6(%'$6"04"%"*(4.)(*"&()(4.$"-'%)7"
`.,#$3"%"*.#/0+)$",%$("6('-#"$0"*($(,2.)("$6("-,(#()$"=%'+("04"4+$+,("&()(4.$#"I"$6%$".#3"$6("/0#$"
$0*%1"04"$6("'.%&.'.$.(#"$6%$"$6("(2-'01(,"6%#"$%9()"0)"$0"4+)*"$6("-()#.0)#"04"(2-'01((#7"B6("
6.56(,"$6("*.#/0+)$",%$(3"$6("'0;(,"$6("-,(#()$"=%'+("04"$6(#("'.%&.'.$.(#7"@(/0)*3"$6("-,(#()$"=%'+("
04"'.%&.'.$.(#3"%'0)5";.$6"$6("%/$+%,.%'"M#200$6(*N"=%'+("04"/+,,()$"%##($#3"6('-#"$0"*($(,2.)("$6("
%20+)$"04"+)*(,4+)*.)53".4"%)13".)"$6("%//,+(*"'.%&.'.$.(#"04"%"-()#.0)"#1#$(27"B6+#3"60'*.)5"%''"
0$6(,"4%/$0,#"$6("#%2(3"6.56"*.#/0+)$",%$(#"%,("%##0/.%$(*";.$6"'0;"+)*(,4+)*(*"'.%&.'.$.(#"%)*"'0;"
*.#/0+)$",%$(#"%,("%##0/.%$(*";.$6"6.56"+)*(,4+)*(*"'.%&.'.$.(#7"X%#(*"0)"%"*.#/0+)$",%$("04"b"
-(,/()$3"$6("+)*(,4+)*(*"'.%&.'.$.(#"04"#$%$("%)*"'0/%'"-()#.0)"4+)*#"%,("(#$.2%$(*"$0"&("/'0#("$0"iO"
$,.''.0)7"?4";("'0;(,"$6("*.#/0+)$",%$("$0"Y"-(,/()$3"$6("'.%&.'.$.(#"&%''00)"$0"0=(,"iW"$,.''.0)7"B6.#"
4%/$"%'0)("2%9(#"$6("/60./("04"%"*.#/0+)$",%$("%)"%/$+%,.%'"*(/.#.0)3"%)"(/0)02./"*(/.#.0)3"%)*"%"
-0'.$./%'"*(/.#.0)7"
"
B6("b"-(,/()$"4.5+,(".#"$6("6.#$0,./%'"%=(,%5(",%$("04",($+,)"0)".)=(#$2()$#"%)*"%#"#+/6".#"
/0)#.*(,(*"$0"&("$6("%--,0-,.%$("*.#/0+)$",%$(3"4,02"%)"%/$+%,.%'"-0.)$"04"=.(;3"40,"*.#/0+)$.)5"
-()#.0)"4+)*"0&'.5%$.0)#7"B6.#"2($60*"04"/600#.)5"$6("%=(,%5(",%$("04",($+,)"0)".)=(#$2()$#"%#"
$6("*.#/0+)$",%$(".#"%'#0",(/022()*(*"&1"$6("g0=(,)2()$%'"!//0+)$.)5"@$%)*%,*#"X0%,*"Mg!@XN7"
X+$"g!@X".#")0;"/0)#.*(,.)5"%)0$6(,"%,5+2()$".)"4%=0,"04"/600#.)5"$6(",%$("%##0/.%$(*";.$6"$6("
,.#9.)(##"04"$6("4.)%)/.%'"%##($7"g.=()"$6%$"$6(",.#9"%##0/.%$(*";.$6"-()#.0)"4+)*"0&'.5%$.0)#".#"
,('%$.=('1"'0;"&(/%+#("04"$6("'0)5<'.=(*")%$+,("04"#$%$("%)*"'0/%'"50=(,)2()$#3"2%)1"(/0)02.#$#"
&('.(=("$6%$"%"20,("%//+,%$("*.#/0+)$",%$("40,"-()#.0)"0&'.5%$.0)#";0+'*"&("/'0#(,"$0"$6("G,.#9'(##H"
,%$("%##0/.%$(*";.$6"2+)./.-%'"&0)*#"I"/+,,()$'1"%,0+)*"W7]"-(,/()$3"%"/0)#.*(,%&'1"'0;(,"
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Appendix C* 
#

The level of spending on pensions as a percentage of total spending 
#
 State Percent of Spending  State Percent of Spending 

1 Nevada 7.60% 26 Florida 3.20% 
2 Rhode Island 5.70% 27 Idaho 3.20% 

3 New York 5.30% 28 Kentucky 3.20% 
4 California 5.20% 29 Maine 3.20% 
5 Connecticut 4.90% 30 Alaska 3.10% 

6 Virginia 4.80% 31 Michigan 3.10% 
7 Oklahoma 4.70% 32 Colorado 3.00% 
8 West Virginia 4.70% 33 South Carolina 3.00% 

9 Illinois 4.50% 34 Tennessee 3.00% 
10 Hawaii 4.40% 35 Montana 2.90% 
11 Louisiana 4.20% 36 Georgia 2.80% 

12 Massachusetts 4.20% 37 Texas 2.70% 
13 Missouri 4.20% 38 Kansas 2.50% 

 United States 3.80% 39 New Hampshire 2.40% 

14 Alabama 3.80% 40 South Dakota 2.30% 
15 Arkansas 3.80% 41 Iowa 2.20% 
16 New Mexico 3.80% 42 Washington 2.20% 

17 Ohio 3.80% 43 Minnesota 2.10% 
18 Utah 3.70% 44 Nebraska 2.10% 
19 Wisconsin 3.60% 45 Pennsylvania 2.10% 

20 Arizona 3.50% 46 Delaware 1.90% 
21 Indiana 3.50% 47 DC 1.80% 
22 Mississippi 3.50% 48 North Dakota 1.80% 

23 New Jersey 3.50% 49 Wyoming 1.80% 
24 Oregon 3.50% 50 North Carolina 1.20% 
25 Maryland 3.40% 51 Vermont 1.20% 

 
 
 

*McNichol, Elizabeth, and Iris J. Lav, Center on Budget and Policy Priorities, “A Common Sense Strategy For Fixing State 
Pension Problems in Tough Economic Times,” (May 2011), (http://www.cbpp.org/cms/index.cfm?fa=view&id=3492), Accessed 

on November 30, 2012 pg 5 
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