2012 LEGISLATIVE ISSUES
Protecting Quality Education
1. Budget – It has been reported that the budget will be $800 million short this year.

                           The Governor will release his budget on Dec. 19, 2011.

                           Budget hearings will be held around the state the first week of January.

      2.  Tuition Tax Credits

3. Weakening the Standards of Quality

4.  Virtual Schools and Charter Schools

Protecting VRS
“Del. Robert Bell says Virginia’s pension plan will bankrupt the state someday if changes aren’t made.  ‘It’s $17 billion short,’ the Albemarle County Republican said of the Virginia Retirement System.  ‘We will have to make that up, and we will have to stop making it worse.’” (Harrisonburg DAILY NEWS-RECORD, August 26, 2011)

     “To shore up the ailing Virginia Retirement System, McDonnell suggested Tuesday that additional unpleasant changes might be necessary,  ‘We’ve got to have an honest discussion about whether or not we can reduce some benefits in that program for our state employees; whether we need to have state employees pay something in addition to fund their own retirement system.  That’s a discussion I’m going to have with the General Assembly this year.’
     “Ron Jordan, executive director of the Virginia Government Employees Association, noted that while state employees already are paying into their retirement funds, local government employees and schoolteachers contribute nothing from their pay.

     ‘Before there is any conversation about asking state employees to further pay the price for years of employer underfunding of the system, there needs to be a conversation with the General Assembly about requiring those employee groups to start paying directly into the system,’ he said.
     “Last year, the state withheld $620 million in state VRS contributions to balance Virginia’s two-year budget.

     “When asked by a caller when the state planned to fully repay the money to VRS, McDonnell declined to offer a specific answer but said he hopes to accelerate the repayment process though budget amendments again this year as the legislature did last year.

     “So far, the state has paid back about $142 million, most of it for teacher pensions.

     “McDonnell said that the move to withhold the money was one of last resort, the result of the budget deficit he inherited when he took office.

     “’It wasn’t a great idea, but we did it in order to avoid yet another $600 million in cuts on top of the billions that we’d already done,’ said McDonnell, who has vowed not to raise taxes.

     “’The bottom line is that it’s not going to affect the long-term health of the (VRS) fund because it’s being paid back with interest,’ McDonnell added.”

(Richmond TIMES-DISPATCH, September 14, 2011)

Focus of Efforts 
1. Maintain Current Benefits

2. Maintain Defined-Benefit Plan

Action

1. Publicize These Issues to Teachers, Retirees, and the Public

2. Advocate for These Issues with Candidates and Legislators

Supporting Points

1. VRS benefits are not overly generous.  Virginia’s average salary is over $4,000 below the national average salary, and the VRS benefit is about 51% of salary. The average annual benefit is $20,814.
2. Benefits have already been reduced for those hired after July 1, 2010 (known as retirement Plan 2).
3. Virginia can afford the cost.  Virginia is the 6th wealthiest state in the nation.  In the DB plan, the taxpayer funds only 32% of the benefit, while the return on the investments funds 68% of the benefit.  Only 1.65% of the General Fund budget is allocated for pension costs, whereas the average allocation among states is 3.8%. (Hardly seems like a budget buster!)

4. The net return on the investments for FY2011 was 19.1%, and the fund ended the fiscal year with $54.5 billion in assets.
5.  Drastic actions are not necessary to reduce the $17.6 billion unfunded liability.  The contribution rates recommended by the actuaries and certified by the VRS Board include not only the cost of the benefits but also the future cost of the COLA, and the gradual repayment of the unfunded liability over time.  Therefore, it is necessary for a steady flow of recommended contributions from the employee and the employer to be made consistently.  For example, in 2011 the recommended rate for teachers was 12.9%.  The GA funded 3.93%.  For state employees, the certified rate was 8.46%, but the GA funded only 2.13%.  This failure to adequately fund the pension system happened in all but 4 of the last 21 years.  The unfunded liability cannot be blamed on the system itself.
6. Retirees with a DB plan do not have to fear they will outlive all their savings.  Therefore, they are not as afraid to spend money as those in a defined-contribution plan.  82% of the VRS benefits paid monthly stays in Virginia and contributes to the economy when retirees spend money for goods and services.  The total August 2011 VRS benefit payment was $265,832,618.
7.  Instituting some form of DC plan will not save money in the short term and will not guarantee savings even after 30 years.  The fiscal impact statement for HB2410 which would have created a DC plan for state employees in 2011, stated, “As fewer new hires join the DB plan, the payroll base under this plan would begin to decline immediately.  Since the payroll base is used to fund the DB system’s unfunded accrued liabilities, the financial burden as a percent of payroll will increase.”  The National Institute on Retirement Security reports that “embedded economic efficiencies of the DB plans make them nearly half the cost of DC plans, or a 46% cost savings.  The DB plan provides the best bang for the buck.”  In 2007, a study commissioned by the Rhode Island governor’s office showed that changing to a DC plan would cost $151.5 million the next year and $520 million over the next seven years before the state would see any savings.  One analysis showed net losses of hundreds of millions of dollars over the next 30 years.  
8. The DC plan provides no security because it rises and falls with the stock market.  West Virginia changed to a DC plan but after a couple years switched back to the DB plan. Even the United Methodist Church moved its clergy and lay employees back to the DB plan because the pension board didn’t believe it was fair for their employees to be left to the “whims of the market.”  (WALL STREET JOURNAL, August 4, 2008)  Only 14 states have some form of DC plan.  “According to the Center for Economic Policy Research the average balance in 401k retirement plans is only $69,000, far less than is necessary to survive a lengthy retirement.”  (Daily Finance online article, April 25, 2011)
9. There is an unwise tendency to try to make public pension systems copy the private sector.  In the last 10 years there have been shifts away from DB plans in some private sector companies.  However, companies in the private sector have very different government regulations of pensions and are subject to uncertainties in the business world that do not apply to the public sector.  The top 10 U.S. industries that offer DB pensions are as follows:  Aerospace and defense 100%, Utilities 93.7% , Food and beverage 90%, Manufacturing 82.6%, Automobile and transportation equipment 81%, Natural resources 75%, Energy 64.7%, Wholesale 64.1%, Insurance 62.5%, financial services 60.6%.  Of the Fortune 1000 companies tracked by Watson Towers, a professional services firm, 586 have some form of DB plan.  Of those, 208 have frozen parts or all of the benefits, meaning either that no new benefits are accruing or that new employees can’t qualify for the benefits. (Daily Finance online article, April 25, 2011)  Clearly, the DB plan is not becoming extinct.  Virginia should consider the effects of the DC plan in states and companies that have experimented with this plan before expensive mistakes are made.

10. Some legislators are concerned about lack of portability in the DB plan.  However, the DB plan is an excellent recruitment and retention tool.  A pension plan is not a little savings account for those who drop in and drop out of the profession.  It is an encouragement for those with valuable experience to stay in the profession and in the state.  Also, it is a reward for 30 years of loyal service.  Young workers are beginning to recognize the value of security over portability.  “According to a survey by professional services firm Towers Watson, the percentage of young workers who cited their pension plan as a reason for staying with their current employer has jumped from 28% two years ago to 43% now.  Those who like their company’s 401k plans, in contrast, declined from 19% to 17%.”  (Daily Finance online article April 25, 2011)
Since studies have shown that the DB plan is better for both the retiree and the taxpayer, why do some legislators continue to support the DC plan?  Fifteen years ago, these same legislators supported it because they believed people should have a “choice,” discounting the fact that there are already choices employees must make within the DB plan, and cost was not an issue for them then.  Also, they said young people wanted it because they move around a lot.  Current information shows that savvy young people are beginning to understand the benefits of a DB plan.  

Perhaps the real reason is ideological and a belief that any kind of security is paternalism.  We must explain the practicality of this issue and how many lives the pension system touches.  And these “lives” are taxpayers and voters.

VRS serves approximately 600,000 members, retirees and beneficiaries.  The active employees include about 146,000 local government employees and about 90,000 state employees.  In addition, VRS provides benefits to over 156,000 retirees and beneficiaries.  The retirement system ranks as the nation’s 22nd largest public or private pension fund.   

