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PENSION AND RETIREMENT PROGRAMS STUDY COMMITTEE

The Pension and Retirement Programs Study ConmiCtee 1is a
two-— vear study committee which was authorized by the Legisiative
Council and which met during both the 1973 and 1974 interims. The
mesbership during both interims remained the same and is as
follows:

Senator Varren L. Curtis, Cherokee, Chairman

Represenrtative C. Raymond Fisher, Grand Junction,
Vice Chairrnian

Senator €. Joseph Coleman, Clare

Senatcr John N, Nystron, Boone

Representative Richard L. 3Byverly, Ankeny

Keprecentative John i, Ceomnnors, Des Moines

Represcntatjive Rollin C. Edelen, Esthe¢rvilie

The Committse's charge was to c¢ondugt a comprehensive
study of the pension plans and regirewment vrograms avaeilable to
lowa public employees. The study was te include, but not be
limited to, various benefits available to public employees; the
relationship of IPRERS benefits to Social Security Dbencfiirs 1for
public employees c¢overed; investment of pension funds; varicble
annuities; benefit cdetermination based upon salary avels; plans
for ecarly retiremenct; and couwparisen of benefits available under
the various pension pians and retirement programs,

1]

The retirement and pensicn prograwns available to Iowa
public employces, statutory citation, and number of acrive rembers
in each for 1972 are as folliows:

Iowa Public Emplovees' Retirement System (Chapter 973) - 113,1

Judicial Retiresent System (Chapter 605A) - 1020

Peace Officers' Retirement, Accident and Disability Svsten
(Chapter 97A) = 431

Local Police and Fire Retirement Systeus {(Chapter 411) - 5,000
(Estimated by congulting actuary)

Local Police and Fire Peasicn Plans (Chaprter 410) - Mo esti-
mate availabie

Municipal Utility Retirement System (Chapter 412) - No esti-
mate availlable

[y

In additien, certain employees of the Board of Recgents
Institutions are eligible to select in Iieu of IPERS, membecrship in
the Teacher's Insurance Annuity Association and Ceollege Equity
Revirement Fund (TIAA/CREF). TIAA/CREF is incorporated as a legal

rescrve life insurance cecupany ia  the State of New York, and
membersnip is available to college teachers, adninistrators, anc

o]
-

other higher-salaried college employees throughecut the United
States. The system provides porvtobility of amembership for its
memobeYs, growth prospects from the CRIF variaoile anpnuity aand a2 high

level of contribution to the pregranm.

-
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By the beginning of the 1974 legislative session, the
Committee had completed a study of the present provisions of the
public retirement systems in this state, the provisions of public
retircment systems in other states, and current trends in public
Yetirement systems, as well as soliciting suggestions for revisions
of the systems from various affected interest groups. A list of
various types of improvements which mnmight be effected for the
retircment systems was compiled, and the consulting actuaries from
Milliman & Robertson, Inc. were asked to estimate their fees for
conducting actuarial studies to determine rhe costs of implementing
the various improvements. For a description of the Committee's
activities and conclusions during the 1973 legislative interim and
for a brief outline of each separate public retirement program, see
the 1973 Progress Report of the Pencion and Retirement Programs
Study Committee on file at the Legislativc Scrvice Bureau.

As a result of the estimates submitted by the consulting
actuaries, Senate Concurrent Resolution 103 was passed by both
houses of the General Assembly during the 1974 session. S.C.R. 103
authorizes the cxpenditure of $50,000 in state funds to Milliman &
Robertson, 1Inc. for the costs of conducting actuarjal studies, for
the payment of travel and expenses of the consulting actuaries, and
for assistance where necessary in drafting legislation for proposed
inprovenments,

The Commitree held five meetings durxing the current
interim, and Mr. Fenton Isaacson and Mr. Denis Sullivan, Consulting
Actuariecs from Milliman & Robertson, Inc., were present at each
meeting to discuss the cost studies requested by the Committee and
to answer questions. Mr, Edmund Longnecker, IPERS Division of the
Employment Security Comnission, was also present for each of the

meetings to sexve as a resource person for qucstions concerning
IPERS.

Representatives from the following associations and

groups presented infoxmation to the Committee during the current
interim:

Joint Council on TIPERS

Iowa District Court Judges Association

IPERS Improvement Association

Towa State Policemen's Association

Iowa Association of Chiefs of Police and Police
Officers, 1Inc.

Towa Association of School Administrators

Jowa State Education Association

Conservation Peace Officers

Iowa State Asscciation of Counties

Jowa Highway Patrol

Fire Marshal's Office

Iowa Association of Professional Fire Fighters

Retircd Teachers Association
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City of Des Moines
Degs Moines Area Teachers Asscciation

Security benefits are automatically increased as the Consun

the actuaries include plans which in determining benefic

ner take into account the amount of Social Security benefld

according to Ianternal Revenue Service rulings, a maxinuan Of
percent of a person's primary Social Security Dbenefi
considered Iin anv integrated plan.

The Conservation Peace Cfficers of Towa and onem

a transier from IPEZRS to the Peace ificers' Retirement

retirement at age 55 afrer 22 years o
benefits. The Committee approved the recommendaction (me
described larer ian <this report) for the Conservation
Officers, and acxnowledged that other nembers cf IPERS emp

special division.

generated for the Committee and available in the <compu

interest group to Trequest cost studies of possible

e

cost to the statec is incurred. The Conservation Peace Qfil
a group composed of the Iowz Associaticn of Chiefs of Po
Peace Officers, Inc., the Icwa State Pclicemen's Associavi
the Towa Association of Professional Fire Fighters acting
exploved Millimasn & Reobhertson, Iac. to conduct additionsal
and made the results available to the Committee,

‘ One of tihe major issues to be decided by the Committee
during its deliberations was whether retirement beneiits should be

in any way depeadent upen the Social Security benefits a retiree
receives, All public emplovees are covered by the ¢©€1ld Age,
Survivors, Disabilitv and Healrch Insuxance Program (Social
Security) except for members of the Peace 0fficers' Retirement
Systen and members of Chapter 411 police and fire systems. Social

er Price

Index increases by 3% or more. The Committee requested that cost
studies relating to improvement of benefits for IPERS members and
menmbers of the Judicial Retirement System which were conducted by

levels

include a portion of the Social Security benefits in computing Che
total retirement benefits received (integrated) and plans which do

ts which

would be received (nonintegrated). The percent of Soeial Security
benefits considered is the integration ievel. It was learned that

23 i/3
£t can be

bers ol

the Fire Marshal's Office appeared befere the Comnmittee reguesting

Systemnm,

However, rthese enplovees are presently covered by Scecial Security

and according to iaformation received by the Comnmittee, the onlv
procedure by which & greup of employees c¢can terminzte (he
requirement for a contiauirng contribution te Scciazi Security, i
fer all of the employees of the governmental entity (in this case
the state} to vore not o be cocvered by Social Securizy. As a
result, the (Conservation Peace O0Officers sought agproval ot the
establishment of a special division wunder the IPERS system for
persons employed in hazardous occupations which weuld alliow
5 f service with ro reducticn

re fullw
Peace

lovyed 1n

hazardous occupations will probably reguest inclusion inder Che

The Ccunittee received requests from various afifiected
interest groups concerning the possibility of using the information

ters of

Milliman & Robertsen, Inc., and it voted te allow any affected

benefit

improvements from the <consulting actuaries ii the results of the
2etuarial computation is made available to the Conmittee and if no

rs &and
ice artd
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The Coumittee was charged with a determination of the
feasibility of incorporating a2 variable annuity program into IPERS,
similar to the annuity program provided the Board of Regents
employees under TIAA/CREF. The consulting actuaries presented
information to the Committce that the defined benefit formula
method of determining a person's annuity at retirement (as wunder
IPERS) is not compatible with the variable annuity concept, and the
money purchase method is essential to the efficient operation of &
variable annuity. The consulting actuaries recommended that if the
variable annuity concept is desirable for IPERS, it should be
established on a separate seguent basis using the money purchasec
concept and a separate fund account to support it, and the progran
should be optional, A complete explanation of the actuaries'
comments is on file in the Legislative 3Service Bureau.

The Committee discussed the advisability of increasing
the employecr contribution for IPERS in order that it more nearvly
reflect the employer contribution undexr TIAA/CREF program and the
trends of private retirement programs. Recommendations were made
relating to the contribution level for both the cupleyer and the
employec.

An  Attorncy Genmeral's opinion was requested to clarify
whether the provisions of sectiom 97B.9, subsection 3, of the Code
of Iowz (1975) which authorizes and directs political subdivisions
to levy taxes sufficient to mcet their obligations fer IPERS
contributions prevails over the provisions of Chapters 442 of the
Code for school districts and 444 of the Code for counties which
place limits upon the expenditures o©f echool districts and
counties, A copy of the Attorney General's opinion, which statecs
that the provisions of section 97B.9, subsecrion 3, prevail, is
attached to this report. The Conmittee does not believe that ity
charge allows it to make recommendations regarding the mainner in
which the increased employer contributions required of political
subdivisions should be financed.

The Committee has received cost studies foxr the following
benefit dimprovements (The cost studies which became available but
which were net requested by 2 vote of the Committec and which were
not financed by state funds allocated to the Committee arc followed
by an asterisk.):

1. Iowa Public Employees' Retirement System
a. $14,000 annual covered salary.
b. Benefits based on average salary of highest 5 of last 10

years with $10,800 annual covered salary.

<. Bencfits based on average salary of highest 5 of last 10
years with $14,000 annual covered salary.
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d. 60%Z of average final salary based on high 5 of last 10
years, Social Sccurity integraticn level of 83 1/3% and
salary limit of $§14,000.

e. 80% of average final salary based on high 5 of last 10
years, Social Security integruation level of 83 1/3% and
salary limit of $14,000G.

f. Increasc from present system based on Consumer Price
Index.

g. 1% dincreasc 1in retircment benefits being paid and
invested benefits.

h. 25% increase in IOASI benefits.

i. 60% of average final salary based on high 5 of last 10
years, Socigl Security dintegration level of 50% and

alary limit of $14,000.

j. 80% of average final salary based or high 5 of last 10
years, Sccial Security integration level of 507 aand
salarv limit of $14,000.

k. 60%Z of average final salary based oz high 5 of last 10
years, Social Security integration level of 83 1/37% and
no limit on covered salary.

1. 80% of average final salarv based on aigh § of las:t 10
yecars, Sccial Sgcurity integration level of 83 1/3% and
nro limit on covered salary.

m. 60% of average final salary based on high 5 of last 13
years, Sccial Securicty iategraticn level of 50% and nc¢
limit on covered salary.

n, 80% of average final salary based on high 5 of last 10
years, Social Security integration ievel of 50% a=zd no
limit on covecred salaxy.

o. 80%Z of averagec final salary based on high 5 of last 10
years, Social Security integration level of 83 1/3%,
salary limit of $14,000 and retircment at age 62.

P- $100 monthly benefit with 1Q or more years cf service.

q. Nonintegrated plan with benefits based cn average salary
during highest 5 of last 10 years, !.67% annual benefir
credit for all service, no limit on covered salary

r. Nonintegrated plan with benefits based on average salary
during highest 5 of last 10 vears, 1.677 annual benecfit
creg¢it  for wup to 30 years service, no limit on covered
salary.
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I1.

II1.

Judicial Retiremcnt System

a,

d.

70%Z of average of last threc yeaxs salary, Social
Security integration level of 83 1/3%, with 16 years
service.

Spouse's benefits payable 2t spouse's age 60 1if judge
dies prior to spouse's age 60.

80%Z of average of last three years salary, Social
Security integration level of g3 1/3%,. with 16 vyecars
sexrvice.

80% of average of last three years salary, Social
Security integration level of 50%, with 16 years service.

Pcacc 0fficers' Retirement System

a.

h.

Service retirement of 50% of highest 5 ycar average
salarxy plus annuity.

Service retirement of 50%Z of highest 3 year average
salary plus annuity.

Service Yretirement at age 50 with 22 years of scrvice.
Vesting upon conpleting 15 vears of service.

Vesting upon completing 12 years of service.

Consumer Price Index as basis of benefit escalations,
Service and ordinary disability rctirement benefits of 66
2/3% and accidental disability benefits of 75% of highest

S-year average salary.*

Ordinary disability during first 5 years service of 257%
of average salary.*

Service and ordinary disability retirement benefits of 66
2/3% and accidental disability benefits of 75%Z of highest
5~year average salary and ordinary disability during
fixst 5 years service of 33 1/3% of average salary.*

Benefits escalated at 100% of adjustment.¥®
Benefits payable to surviving spouse in evcnt of death
after retirement, if member's marriage occurs after

retircemecnt . *

50%Z of vested benefit payable to survivors upon death of
terminated vested member.*
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m. Service retirement after 25 years of service with no age
specified.*®
n. Service retirement of 50% of  highest 53-year average

=
salary plus annuity after 25 years of service with no age
specified. %

IV. Local Police and Fire Sysctems under Chapter 411

a, Service rctivement of 30% o¢f highest 5S-year average
salary plus annuity.

highest 3-vecar average

kit

b. Service retiremant of 307 o
salary plus anpuicty.

c. Service retirement at age 50 with 22 years of service.

d. Vesting upon completing 12 years of service.

e. Consumer Price Index-as basis of benefit escalations.

£. Service and ordinary disability retirement bencilts c¢f &6
2/3% and accidental disability benefits of 757 of highest
S5-ycay average saiary,k

i Ordinary disability during first 5 vears service of 257
of average salary.*?

h. Service &nd ordinary disability retirement benelics of §6
2/3% snd accidental disabilitvy benefits of 75% c¢f highest
5-year average salaxry an ordinary disability during
first 5 yvears service of 33 1/3% of average salary.*

i. Benefitsg escalated at 10G% of adjustment.*

j. Benefits pavable <to surviving spouse in event of death

after retirement, if membexr's marriage occurs after
retirement . *®

k. 50% of vested benefit pavable to survivors upon death of
termninated vested member.®

1, Service retirement afrer 25 yezars of service with no age
specified.*

m. Service rertiremeant of 50% of  highest S5-vear z
salary plus annuity after 25 years of cervice with no agc
specifled.*

Actuarizl cest studies, paid for by the Conservaticn
Peace Officers, were alsc performed which computed the cost of
transfeyring the Conservation Peace 0fficcrs to the Peace Officers’
Retiremen: System under the present system and with certain benefis
improvements to the PORS
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Copies of the actuarial cost studies are available in the
Legigslative Service Bureau.

The recommendations of the Pension and Retirement
Programs Study Committee are as follows:

RECOMMENDATIONS CONCERNING IPERS

1. After thirty vyears of membership service, the IPERS
monthly benefit should be an amount which when added to 83 /3% of
a member's primary Social Security benefit will equal 80% of the
average of the five highest years salaries of the last ten years of
membership service., For less than thirty years of service, the
amount of the Social Security benefit included in the computation
and the amount of the IPERS benefit should be reduccd
proportionally.

2. The employer contribution should be two times the rate of
the employee contributioen and should be computcd on the employee's
entire salary. For the plan described in the preceding recon-
nendaticn, the contribution rates would be approximately 9% for thne
employer and 4.5% for the employec.

3. Those members covered by IPERS prior to the effective
date of the new plan, and who retire after the effective date o7f
the new plan, should be able to elect to receive benefits under the
present plan or under the new plan, whichever are higher.

4, Decath benefits should continue at the rate under which
they are presently computed and should include the employce's
contribution and an equal amount from the cmployer’s contribution,
plus interest,.

5. The monthly benefits to current IPERS rctirees should be
increased by S50% with the additional costs paid from funds appro-
priated by the General Assembly from the general fund of the state.

6. The monthly bencfits to I0ASI recipients, dincluding
bencfits to those persons who retired before July 1947 with thirty
years of service, should be dincreased by 75% percent with the
additional «costs paid from funds appropriated by the General
Assenbly from the general fund of the state.

7. Members continuing in employment after age 70 should be
allowed to begin receiving benefits at age 70 when contributions
cease, rather than at age 72 as under present law.

8. An employee who terminates enployment during a year
should be allowed to receive interest on his contributions for the
portion of the year during which he was employed at the annual rate
for the preceding year, rather than at the rate of 2% per year as
under precsent law.
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g, Afrer the passage of 18 months from the death of the
member, if the Dbencficiary cannot be located, the Employment
Security Commissicn should be allowed to make pagyment to tae estate
of the deceased Tember. towever, if the whereabouts of the
beneficiary is known but the beneficiary cannot be contacted, Eay-
ment should not be made,

RECOMMENDATIONS CONCERNISNG THE PORS

i. Members o©of the Peace Officers’ Retirement Svstem should
vest after fiftcen years of service rfo be uniform with the local
fire and police retirement systems.

-

2. The formula for <computing pension increases because 0f
salary increases to active members should be computed on the Dbasis
of 50% of the salary increazses rather than 453% a2s under present
law.

3. The service retirement allowance sitould be computed on
the basis o 50% of the average of the 3 highest years

Z
salaries plus the annuiiw

4. A 25% benefit forx ordinmary disability shculd be provided
during the first 5 years of service.

5. Spouse’'s benefirs should be provided te persons who marry
retired members If the marriage cccurs two years before the death
of the retired meudber,

6. In the event of the death o0f a vested terminated menmber,
if there are children under 18 vears of age, or under 23 years of
age and enrolled iIn postsecondary educgcztion, the widow's pensicn
and allowance for <childrern should be paid commencing upon tha
vested member's death rather than reguiring the widow to wait until
Lthe member would have resched retiremernt age. If there are no
childrenr or when all children reach the age of 18, ox 25 years if
enrolled in postsecondary educzticn, then beneiits should nct De
paid wntil such time as the vested deceased member would have

reached age 55.

RECOMMENDATIONS CONCERNING THE
LOCAL POLICE AND FIREZ SYSTEMS UNDER CHAPTER 411 OF THE CODE

1. The service retirement allowance should be computed on

1
the basis of 50% of the average of the highest 3 yearg of coampensa-
tion plus the annuity,

2. A 257  benefit for ordinary disabilitv should be provided

during the first 5 years c¢f service,

3. Spouse's benefit
retired mcmbers if the mar
of the retired member.

tld be provided toe perscns who marry
occcurs two yeaxrs before the death
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4. In the event of the death of a vested terajnated wmember,
if there are children under 18 years of age, or under 25 years of
age and enrtolled in postsecondary, the spouse's pensicn and
allowance for childrerc should be paid commencing upon the vested
member's death rather than requiring the spouse to wait until the
member would have reached retirement age. i1f there are no children
or when 21l children reach the age of 18, or 25 years 1f  enrolled
in postsecondary education, then benefits should mot be paid until

1

such time as the vested deceased member would have reached age s.

RECOMMENDATIONS CONCERNING THE
ESTABLISHMENT OF A SPECIAL DIVISION UNDER IPERS
FOR HAZARDQUS DUTY OCCUIPATIONS

1, There should ©be established wunder IPERS a special
division for the Conservation Pgace Officers. The Conservation
Peace Qfficers would <continue to contribute te IPERS ©on the sane
basis as cther IPERS menbers, but would be eligible for retirement
at age 55. The special division would pay benerits to retirees on
the basis of 50% of a2 member's final average salary <commencing at
age 55. The IPERS payment would be adjusted when the member
£ a

t

reaches 62 vears of se and receives Sccial Security benefits  so
that 83 1/37%  of hre zmount o the Social Security beneliits the
retiree receives would displace that swmount of the IPERS Dbeneiits.

The recommendaticns of the Pension and Rctircment
Programs Study Conrittee made in 1973 are as folliows:

BN
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1. The Commitiee recommends the establishnent of
system for investment of funds of the IPERS, Judicia
System, Peace Officers' Retirement System, and Chapter 4ll police
and fire systems, but the administrarion of the Zunds wo i rem
separate,. The Committee consicerad the est:blishment of a single
omnidbus retirement systemn for all state and local employces, but
concluded that given the different methods of <conputing beneficts
and the different contribution levels presently existing, such i
system is not feasible at presenc. Information rteceived fron
cities abeut the investment of funds was largely dincomplete, but it
appears from the investment information received rthat a higher rate
of yxeturn can be achieved if all funds are centrally invested bV
knowledgeable administrators. The Committee anticipates that .a
private consultant might be employed to imnvest the funds.

T
)

2. The Committee voted not to take action on the zmounts of
the various retirement funds which can be invested in equitiecs.
The Committee received conflicring testimony abour the advisability
ef invescting public funds in common stock which can fluctuate i=n
value, and voted no changes.

3. The Committee recommends that the concept of actuarial
soundness is a goal to be achievcd for pension plans and retirement

-
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programs, A fund 1is actuvarially sound if when a member reaches
retirement age, there are sufficient funds available to pay his
benefits for the 7rest of his life without burdening any future

members of the systeom. IPERS is an actuarially sound system. The
Peace Officers’ System is actuarially sound on the basis of the
current annual contribution of 16%. The Judicial Retirement System

is a pay-as-you-go systemr and is not actuarially sound, but rather
is dependent upon appropriations from the General Assembly for
funding. Chapter 411 local police and fire systems are required by
law to be actuarially sound, Chapter 410 systems are pay-as=-you-go
systems., Representative Byerly dissents from the definition of
actuarial soundness.

4. The Committee reconmends that investment expenses for
IPERS be paid from investment income rather than freom the adminis-
trative «c¢osts of the systeam, The IPERS Division of the Emplecyment

Security Commission suggested the change, and the Committee agreed.

5. The Committece recommends that no action be taken with
regard te TIAA/CREF. The Committee recognizes that persons
eligible for TIAA/CREF coverage receive higher <contributions from
their employer than IPERS twembers and receive higher retirement
benefits, but the Committee also believes that the solution tco
complaints about higher benefits to TIAA/CREF wmembers lies in
improvement of the other retirement sSystems.




