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Why We Did This Study

• Large decline in private sector DB coverage:
– Dropped from 76% of full time employees in 1986 to 

24% in 2008
• Public employee participation remains strong:

– Dropped from 93% of full time employees in 1987 to 
88% in 2008

• Yet a handful of states have begun to offer a 
choice between a traditional DB pension and a 
DC account as the primary retirement plan.
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Why We Did This Study

This paper analyzes the following questions:
– Do public employees choose the DB plan or a DC plan?
– Can employees choose their own investments?
– Can employers offer supplemental benefits in the DC?
– What are the implications of an employer choosing to 

change from a DB to a DC plan?
– What are the implications for risk sharing? Is there a way 

to shift DB risk to employees?
– Do employers give employees the chance to choose a 

second time?
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Key Findings 

1. When given the choice between a primary DB 
or DC plan, public employees overwhelmingly 
choose the DB pension plan.

2. DB plans are more cost efficient than DC 
plans, due to:
– Higher investment returns
– Longevity risk pooling
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Key Findings (continued)

3. Some states have considered moving from a 
DB to a DC in an attempt to address an 
unfunded liability. Making this shift:
– does nothing to close any funding shortfalls, and 
– can increase retirement costs. 

4. The hybrid plan for new employees in Utah 
provides a unique case study, as it:
– caps the DB funding risk to the employer, and
– shifts the rest to employees.
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Methodology: What We Did
Identified seven systems that offer a choice 
between DB and DC:

– Colorado Public Employees’ Retirement Association
– Florida Retirement System
– Montana Public Employee Retirement Administration
– North Dakota Public Employees Retirement System
– Ohio Public Employees Retirement System
– State Teachers Retirement System of Ohio
– South Carolina Retirement Systems
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Methodology: What We Did

• Requested information directly from systems that 
allow new hires to choose between DB and DC. 

• Systems provided the actual statistics of what 
percent of members have chosen each option.

• Also gave details on provisions relating to benefits 
and contributions. 

• Each system reviewed their portion of our final 
report to ensure its accuracy. 
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DB and DC Plans Are Different
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Overwhelmingly, Public 
Employees Choose the DB Plan
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…and Have Consistently Chosen 
the DB Plan over Time
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The Case of Colorado PERA:  
“PERAChoice”
• Choice between PERA DB and DC Plan (modeled 

after PERA’s voluntary 401(k) Plan)

• State employees hired after 2006 (community 
college employees after 2008)

• Contribution rates consistent for DB and DC

• Vesting schedule in DC Plan, similar to new DB 
vesting schedule in SB 10-001
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The Case of Colorado PERA: 
“PERAChoice”
• DB is default if no choice made in first 60 days

• One-time do-over “Mulligan” in years 2 – 5 
– May purchase DB service with DC $ after 1 year
– May rollover DB member $ + interest to DC account 

• Since 2006, 88% chose or defaulted into DB

• In 2010, 55% actively chose the DB plan
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Vast Majorities Choose DB Even 
when not Default Option

Cumulative Washington PERS New Hire 
Elections, March 2002 through June 2011
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DB Investment Returns Are 
Higher
• DB plans have broadly diversified portfolios 

and managers who follow a long-term 
investment strategy.

• DC participants can fall short when it comes 
to making good investment decisions.

• Research finds that DB plans outperform DC 
plans by anywhere from 80 to 270 basis 
points per year.
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Higher Returns Add Up Over 
Time

How $10,000 Invested Grows over 30 Years*

*1% (100 basis point) differential
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West Virginia and Nebraska 
Cases Confirm Findings
• Nebraska:

– 11% return to DB vs. 6-7% in DC (1982-2002).
– Moved all new employees back to DB in 2003.

• West Virginia: 
– DB returns of 1.6% higher than DC (2001-2010).
– Moved all new employees back to DB in 2005.
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Some Plans Offer DB Returns to 
DC Participants
• Washington State (Plan 3):

– Option to invest in the Total Allocation Portfolio 
(TAP), which mirrors investments in the DB plan. 

– 56% of members’ DC assets are invested in TAP.

• Oregon Public Service Retirement Plan: 
– Member contributions invested in Individual Account 

Program (IAP), which mirrors DB investments.
– No other investment choices offered.

• Both of these plans are hybrid DB/DC plans.
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Death and Disability Can Be 
Provided to DC Participants
• Florida:

– Disabled members can surrender DC balance and 
receive the DB plan’s disability benefits. 

– Employer pays additional 0.25% – 1.33% of pay.

• Alaska (DC-only for all hires since 7/2006): 
– Plan provides occupational death and disability 

benefit of 40% of salary (50% for police and fire).
– Financed by additional employer contributions.

• Provisions require additional contributions.
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Moving from DB to DC Can 
Increase Costs
• When faced with funding gaps, some states have 

looked to move from DB to DC. 
• This can increase costs, because:

1. Unfunded obligations are not reduced. 
2. Greater contributions are needed to maintain the same 

benefit in a DC. 
3. Maintaining two plans is more costly than one. 
4. When a DB plan is closed, payments to amortize the 

unfunded liability may be accelerated. This increases 
short term (and decreases long term) contributions.
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West Virginia Teachers Case 
Confirms Findings
• In 1991, West Virginia closed the DB and put all new 

teachers into a DC plan. The state later found:
– Unfunded obligations were not reduced. 
– DC investment returns were much lower. 
– The 4,500 members who transferred to the DC plan 

found it hard to retire. 

• In 2005, all new hires moved back to DB. In 2008, 
78% of teachers in DC opted into DB.

• State projected a $1.2 billion savings over 30 years 
by moving new hires from DC into DB.
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Risks in Traditional DBs and DCs
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Utah Hybrid Plan Shifts Risk to 
Employees
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Some States Offer “Do-Over” 
Options; Take Up is Rare
• Colorado, Florida, Ohio PERS, Ohio Teachers, 

and South Carolina offer some form of do-over.

• Florida: 53,112 employees have chosen do-over 
since 2002, out of 700,000 initially eligible, and 
45,000-98,000 additional eligible each year since.

• Ohio PERS: 866 members have opted for do-
over out of 400,000 eligible since 2003 .

• Suggests that majority do not opt for do-over.
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Implications

• Public employees overwhelmingly choose DB 
pension when given choice between DB or DC.

• DB plans more cost efficient than DC plans -
higher investment returns, longevity pooling. 

• DC plans lack supplemental benefits like death 
and disability protection. Employers can address, 
but provisions require extra contributions not 
deposited to DC account.
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Implications

• A shift from DB to DC does not close funding 
shortfalls, can actually increase costs. 

• In West Virginia, employees with only the DC plan 
overwhelmingly chose the DB plan when offered.

• Hybrid plan for new Utah employees provides 
unique case study—capped DB funding risk to the 
employer, shifted risk to employees.
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Conclusions

• The experience in the public sector indicates 
that public employees highly value their DB 
pension benefits. 

• DB pensions remain the most cost-effective 
way to fund a retirement benefit.

• This suggests that the public sector is unlikely 
to mimic the trend away from DB pensions in 
the private sector.



Questions?
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