Final Report of the

Retirement Programs Study Committee

Twenty-three legislators who served in the
Sixty-second lowa General Assembly requested
in a letter dated July 1, 1967 that the Legislative
Research Committee continue the study of Iowa
retirement systems for State and local public em-
ployees begun during the 1965-1967 legislative bi-
ennium. The request noted that major proposals
of the 1965-1967 Study Committee were adopted,
but it was believed other areas, some of which
were considered and recommended by the Study
Committee, should be given further consideration,
It was suggested that, in view of their study and
knowledge of lowa retirement systems, as many
of the 1965-1967 Retirement Programs Study
Committee members 4s deemed advisable be ap-
pointed to serve on the proposed Study Commit-
tee during the 1967-1969 bienniun.

The Legislative Research Committee at its
July 29, 1967 meeting resolved that the Retire-
ment Programs Study be continued through the
present interim. The motion continuing the Study
specified that as many of the 1965-1967 Study
Committee members as possible be reappointed to
serve on the Study Comumittee during the 1967-
1969 biennium. Senator Andrew G. Frommelt was
reappointed Study Committee Chairman. Other
legislators appointed to serve on the Retirement
Programs Study Comunittee are:

Senator Charles F. Balloun, Toledo

Senator Merle W. Hagedorn, Royal

Senator Elmer F. Lange, Sac City*

Senator H. Kenneth Nurse, Hartleyv*

Representative Maurice FE. Baringer, Qel-
wein®

Representative Minnette F. Doderer, lowa
City*

Representative J. Wesley Graham, Ida Grove

Representative Dan L. Johnston, Des Moines

Representative James T. Klein, Lake Mills

*Legislator indicated also served on the 19635-1967 Study
Committee,

The Retirement Programs Study Committee
held its first meeting on August 29, 1967 at which
time Representative James T. Klein was elected
Comynittee Vice Chairman. The Committee began
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its study with a review of information prepared,
areas considered, and recornmendations made by
the 1965-1967 Study Comumittee, The 1965-1967
Study Committee developed four major goals for
public employee retirement systems in evaluating
the objectives, henefits provided, financial condi-
tion, and administration of public employee retire-
ment systems, The 1967-1969 Committee re-
viewed and reaffirmed the four goals which are
as follows: :

1. A modern effective retirement system
constitutes a positive approach to provid-
ing deferred compensation in order to im-~
plement personnel policies necessary for
efficient and effective operation and meet-
ing desirable social needs. Juch a policy
must be expressed in terms of retirement
income adequate in real purchasing power
to maintain an adequate standard of living
relative to an employee’s achievements
during the years of employment.

2. The achievement of a benefit income level
adequate to mainfain the system’s objec-
tives, based on trends and programs in
both private industry and government,
should require & retirement income level
of not less than fifty percent of compen-
sation during the last five years of serv-
ice, after having completed thirty-five
years of employment, The number of years
of employment (thirty-five) required to
achieve full benefit should appropriately
be adjusted for certain special classes of
employment, such as public safety. In or-
der to effectively achieve the retirement
system’s objectives, it is necessary to pro-
vide for the protection of the purchasing
power of retirement income. This can most
appropriately be done through a process
of adjusting retirement income in accord-
ance with local cost-of-living indexes. Con-
sistent with the objectives of deferred
compensation and social desirability, re-
tirement income should take into account
Federal Social Security program benefits
determining total cost requircments,



3. The retirement system should be soundly
funded. Resnurces to accomplish this pur-
pose should be derived from employer and
employee contributions and investment
earnings.

4. The administration of the individual re-
tirement systems should be combined in a
federated system to secure the benefits
that can be expected to result from more
efficient operations. Unified administra-
tion should extend to investment policies
and management.

5. Local retirement system trustees should
maintain authority over the establishment
of local policies and local systems should
provide the resources necessary to fully
fund these policies,

In determining study procedures, the Study
Committee agreed that a public hearing should be
held at which time all interested groups and indi-
viduals would be invited to present their views on
needed revisions in present retirement systems
offered lowa state and local public employees.
The public hearing was held October 27, 1967.
The suggestions presented at the public hearing,
plus additional areas of consideration suggested
by Committee members, have been reviewed by
the Study Committee during the present interim.

The Study Committee, particularly in regard
to the Iowa Public Employees” Retirement System
(IPERS), has worked closely with Mr. Edmund
R. Longnecker, Chief, Retirement Division, Em-
plovment Security Commission, and the consult-
ing actuary who performs actuarial examinations
of IPERS, Mr. Fenton R. Isaacson, of Haight,
Davis and Haight Division, Milliman & Robertson,
Inc. These two persons have provided much infor-
mation in addition to analyses of proposed revis-
ions in retirement systems, and this Study would
not have been possible without their assistance.

The following report of information compiled
and recommendations of the Retirement Pro-
grams Study Committee is respectfully submitted
for congideration by the Legislative Research
Committee,

PRESENT PUBLIC EMPLOYEE RETIREMENT SYSTEMS
IN IOWA

Three state administered retirement systems
and at least one hundred fifteen local retirement
systenis have been established for Iowa state and

local public employees. In addition, certain perma-
nent employees of the three state supported in-
stitutions of higher learning in Iowa are covered
under a retirement system nationwide in scope,
the Teachers Insurance and Annuity Association
{TIAA), which is not administered at the state
level. The one hundred nineteen retirement sys-
tems vary widely in number of members, benefits
provided, contribution rates, financial condition,
and administration of the systems.

The two major types of retirement programs
offered Iowa public employees are the money pur-
chase and defined benefit (formula benefit) pro-
grams, Under the money purchase program, ben-
efits are computed entirely on the basis of em-
ployee contributions, employer contributions, and
interest earned in accumulated funds. Benefits
under the formuls benefit program are specified
in advance in aceordance with a formula which is
usually based on a percentage of the employee’s
salary multiplied by the number of years of pub-
lic employment.

Appendix 1 lists the number of systems, ac-
tive and retired memberships, and current assets
of retirement systems for state and loeal public
emplovees in Iowa. A brief analysis of each re.
tirement system follows.

State Administerad Systems

Iowa Public Employees’ Retirement System.
The lowa Public Employees Retirement System
(IPERS) was established in 1953 to replace the
Towa Old Age and Survivors Insurance Frogram
(IOASI) which had been established in 1946.
State and local public employees not covered un-
der other retirement systems established in the
state are required to be covered under IPERS.
The Employment Security Commission is respon-
sible for the administration of IPERS, which is
by far the largest retirement system for public
employees.

Legislation recommended by the 1965-1967
Study Committee and enacted by the 1967 Legis-
lature provided for conversion of IPERS from a
money purchase to formula benefit program. To
be eligible to receive IPERS benefits, an employee
must have been employed by state or local govern-
ment at least eight years or have attained the age
of fifty-five years prior to termination of public
employment. Benefits provided under IPERS are
service retirement and death benefite, Service re-
tiremen{ allowances vary according to years of




service and annual salary of the employee. The
heneficiary of the emplovee upon his death is en-
titled to receive accumulated contributions of both
the member and the employer plus interest
earned. If death occurs while on retirement, bene-
fits payable to the beneficiary vary according to
which of the four optional retirement allowances
has been selected by the member.

Years of creditable service for purposes of
IPERS benefits are divided into “prior service”
which includes years employed prior to establish-
ment of IPERS in 1953, and “fufure service”
which includes years of employment after 1953,
Provision was made in 1953 for employees to
either withdraw their contributions from the
I0ASI system, which preceded IPERS, or transfer
the contributions into IPERS and obtain credit
toward retirement for years of employment (prior
service) before 1953. Only those employees who
elected fto transfer IOASI contributions into
IPERS are entitled to prior service benefits.

IPERS is financed through employee and em-
ployer matching contributions equal to three and
one-half percent of annual salary up to 37,000,
and inferest earned on accumulated funds. An-
other important source of revenue is “quit-mon-
ey’ which represents the employer’s share of con-
tributions toward IPERS benefits in bebalf of
persons leaving public employment and who elect
to withdraw their accumulated confributions plus
interest which results in such employees forfeit-
ing their rights to employer contributions.

IPERS is a very soundly financed program
with the only unfunded obligation of the system
attributable to assumption by IPERS of the pay-
ment of retirement benefits to members and ben-
eficiaries of the former system, Y0AS]!, and prior
service bentfits provided IPERS members. Sec-
tion 97B.54 of the Code of Iowa requires that the
unfunded obligations of the system be liquidated
prior to July 1, 1998, and annual payments are
being made to liquidate the liabilities of the sys-
tem in accordance with the statutory require-
ment. It should also be noted that all proposed
recommendations of this Committee, as well as
the 1965-1967 Study Comumittee, have been ex-
amined by the actuary for the system to deter-
mine the impact of the proposal on the financial
condition of the system.

Judicial Retirement Systemy, The Judicial Re-
tirement System was established in 1949 for the
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purpese of providing a retirement program for
judges of the Iowa Supreme and District Courts.
Eligibility for coverage under the system was ex-
tended to municipal and superior court judges in
1959. The state comptroller is responsible for the
administration of the system. Participation in the
Judicial Retirement System is voluntary, but
judges wishing to participate must do g0 within
one year after taking their oath of office. Judges
not electing to join the Judicial Retirement Sys-
tem are automatically included under IPERS.

Judges must complete either at least six
vears of service and attain the age of sixty-five,
or twenty-five vears of service to qualify for re-
tirement benefits, Formula benefits for service
retirement and disability retirement benefits are
provided under the system. No death benefits,
other than return of employee contributions, are
provided under the present system.

Judges presently contribute four percent of
their total szalary toward the system, while the
employer contribution rate is three percent of to-
tal salary. The employer contribution is far less
than the rate required to fund the system in an
actuarially sound basis, and the system conse-
quently is being financed primarily on a2 pay-as-
vou-go basis, i.e., contributions from active mem-
bers are being used to finance benefits payable
to retired and disabled members. Funds are also
appropriated by each General Assembly to meet
benefit obligations of the system.

Peace Officers’ Retirement System. The
Peace Officers’ Retirement, Accident and Disa-
bility System was established in 1949. All mem-
bers of the Jowa Highway Patrol and Bureau of
Criminal Investigation, except clerical workers,
are required to participate in the system. The sys-
tem is administered by a three-member board of
trustees composed of the Commissioner of Public
Safety, the State Treasurer, and & member of the
aystem.

Formula benefits are provided under the sys-
tem for service retirement, disability, and sur-
vivors’ benefits in event of death of an active or
retired member. Members with at least twenty-
two years of service are eligible for service re-
tirement benefits at age fifty-five. An additional
feature of the Peace Officers’ Retirement System
is an escalator clause which provides for adjust-
ments of the retirement benefits of retired, dis-
abled, and deceased members upon the granting




of salary increases to active employees holding
the same or equivalent rank of the retired mem-
ber receiving benefits. The escalator provisions
were enacted in 1965.

Members of the system are required to con-
tribute a percentage of their total salary, ranging
from four and ninety-one hundredths percent to
six and one-half percent, which varies according
to their age upon commencement of employment.
The state is required by statute to contribute to-
ward the system in accordance with a formula
based on current assets, liability, and future sal-
aries payable to members of the system. Present
statutes contain a ‘‘savings clause”, however,
under which the state’s share of the cost of pro-
viding benefits under the system may be financed
on a pay-as-you-go basis, Although assets are be-
ing accumulated under the system, the state’s
contribution rate has not in the past been suffi-
cient to fund the system in accordance with the
statutory formula, The state’s contribution under
the statutory formula should be twenty-eight and
six tenths percent of payroll compared to the
present rate of sixteen percent of payroll. Another
factor affecting the financial condition of the sys-
tem is that members were given credit toward re-
tirement for all previous years of law enforecement
service prior to establishment of the system in
1949, but no provision was made to fund the lia-
bilities accrued from allowing this credit.

Locally Administered Retirement Systems

Retirement Systems for Local Policemen and
Firemen, The first retirement systems for police-
men and firemen were established in 1909, These
systems, which are authorized under present
chapter 410 of the Code, have been largely super-
seded by relirement systems for policemen and
firemen established under chapter 411 of the
Code. The chapter 411 systems were established
during the Extraordinary Session of the Forty-
fifth Iowa General Assembly (1938), and all po-
licemen and firemen employed after March 1,
1934 by municipalities required to establish such
retirement systems, niust be members of the
chapter 411 systems, Policemen and firemen ap-
pointed prior to March 1, 1934 continue to be cov-
ered under chapter 410 systems, but these sys-
tems are now being liquidated in cities required
to establish retirement systems under chapter
411. Until the systems are liquidated, however,
most cities with populations exceeding 19,000
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have four separate retireemnt systems for local
policemen and firemen.

Chapter 411 requires that separate retire-
ment systems be established for policemen sand
firemen in any city electing or required to ap-
point firemen and policemen under civil service.
Cities with populations exceeding 8,000 persons,
which have paid police or fire departments, are
required under section 365.1 of the Code of lowa
to establish a civil service system for such em-
ployees, Establishment of a civil service system
is optional for ecities under 8,000 population.

Chapter 411 systems are administered by
seven-member boards of trustees composed of
city officials, members of the system, and private
citizens. A separate board administers the sepa-
rate systems for policemen and firemen in each
municipality, but private citizen members serve
on hoth boards. Chapter 410 systems are admin-
istered by three-member boards of trustees, but
provision is made for these systems to be admin-
istered by the chapter 411 board of trustees in
cities with gystems under both chapters 410 and
411,

Benefits provided under police and fire re-
tirement systems established in accordance with
chapters 410 and 411 include service retirement,
disability, and survivors benefits. Benefits are
virtually identical to the benefits provided under
the Peace Officers’ Retirement System discussed
previously, including provision for escalation of
benefits to members receiving retirement allow-
ances upon the granting of salary increases to
active members,

Although little data on chapter 410 systems
is available, it is nelieved most chapter 410 sys-
tems are being financed on a pay-as-you-go basis.
Chapter 410, unlike chapter 411, does not require
that the systems be funded on an actuarially
sound basis, and most cities provide for an annual
appropriation to the systems for the purpose of
paying benefits due each year. This funding
method is probably adequate for these systems
sinee no new members are being admitted for cov-
erage and very few active members remain in the
systems.

Empleyee contribution rates and the proced-
ure for caleulating the city’s contribution rate for
chapter 411 systems is identical to the rates and
procedures under the Peace Officers’ Retirement




System. The 1965-1967 Study Committee for-
warded a comprehensive questionnaire to cities
with chapter 411 systems, and considerable infor-
mation was obtained pertaining to the member-
ship, benefits being paid, and financial status of
each system. It is apparent from the results of
the questionnuire that some chapter 411 systems
are not being funded in accordance with the sta-
tutory formula, but examination of recent actu-
arial studies submitted in conjunction with the
questionnaire by twelve cities reveals that sys-
tems in eleven of the twelve cities, which includes
twenty-three separate retirement systems, aré
more adequately financed than the Peace Offi-
cers’ Retirement System,

Public School Teachers’ Retirement Systems.
Section 294.8 of the Code of Iowa authorizes any
school district located in whole or in part within
a city of at least 25,100 population to establish a
retirement system for the public school teachers
of the school district. Establishment of a retire-
ment system in a city of less than 75,000 must be
ratified by a vote of the people. 1t is provided that
funds for retirement systems may be obtained
from a tax levy, contributions by feachers, and
interest earned on any funds accumulated. The
teacher contribution rate must be at least equal
to the school district contribution rate. Provision
is made for administration of each system by a
board of trustees composed of the board of direc-
tors of the school distriet.

The Des Moines school district is the only
district in the state which has established a sepa-
rate teachers' retirement system. In addition to
administration of the system by the Board of
Trustees (school board), an Advisory Committee
has been established to advise the board in policy
matters. The Advisory Committee is composed of
the superintendent, president of the school board,
one private citizen, and four members of the sys-
tem.

Participation in the Des Moines system is vol-
untary, but teachers not electing participation
are auntomatically included in IPERS. The Des
Moines Teachers’ Retirement system is a money-
purchase plan which provides service retirement
and disability benefits, The chicf advantages of
the Des Moines system compared with IP’ERS are
the disability benefits, higher service retirement
benefits resulting from the higher contribution
rates which are based on total salary, and normal
service retirement at age sixty. The vesting pro-

visions under the Des Moines system, however,
are much more restrictive than IPERS. Members
are eligible for IPERS benefits after eight years
of service or attainment of at least fifty-five
vears of age prior to termination. Eligibility for
benefits under the Des Moines system is restrict-
ed to teachers remaining in the system until age
sixty, or teachers who attained the age of at least
forty-five years and had completed twenty years
of service prior to termination of employment.
Employees who qualify for benefits under the
latter provision receive an annuity equal to the
actuarial value of employee contributions plus a
pension equal to twenty-five percent of the an-
nuity. Teachers with twenty years of service ter-
minating employment between the ages of forty-
five and sixty receive a pension equal to five per-
cent of the annuity for each year of service com-
pleted after age forty-five,

Utilities Employee Retirement Systems.
Chapter 412 of the Code of Iowe authorizes estab-
lishment of municipal utility retirement svstems
in cities with populations of at least 5,000. Utility
systems are defined as “waterworks, sewage
works, gas, or electric light plants managed, oper-
ated, and owned by a municipality.”” Syatems are
to be administered by either the city council or
the board responsible for adminstration of the
municipal utility.

Funds for utility retirement systems may be
obtained from employees, the employer, and in-
terest earned on accumulated funds, The govern-
ing authority of the system may contract with
any legal reserve insurance company authorized
to conduct business in Iowa for payment of the
retirement benefits provided.

At least seven municipal retirement systems
have been established in Iows, but little informa-
tion on the systems is available at the state level.
Information compiled for the 19653-1967 Study
Committee concerning the municipal utility re-
tirement system of the cily of Ames, indicates
that employees under the system are provided
service retirement, disability, and death benefits.
Service retirement benefits are equal to one and
one-third percent of the average annual salary
for the five consecutive highest years of earnings
of the last ten years of service, multiplied by the
number of years of scrvice. Disability retirement
benefits equal fifty percent of the employee’s
highest average annual salary. Death benefits are
equal to the sum of accumulated employee contri-



buticns or a lump swn payment of $1,000, which-
ever is the greater. Contribution rates for the
Ames system are five percent of total salary for
employees and seven and one-half percent of total
salary for the employer.

Retirement Systems for Municipal Judges.
The city of Ames has established a separate re-
tirement system for municipal judges. No specific
statutory authority to establish municipal judge
retirement systems has heen located in the Code,
but provision was made under IPERS in 1953
that persons covered under any other retirement
system could be excluded from IPERS coverage.
It is believed that the Ames system is the only
separate municipal judges' retirement system in
the state, and the city's response to a 1965-1967
Study Conmicittec survey indicated that only one
judge was a member of the system. No informa-
tion is available on the benefits provided under
the Ames system.

Other Retirement Systems Offered
towa Public Employess

Higher-salaried permanent staff employees
of the University of Iowa, Iowa State University,
and University of Northern lowa are presently
granted the option of either IPERS or coverage
under an alternative retirement system with ben-
efits provided by private insurers. It is believed
that all, or virtually all, employees electing cover-
age under the optional program have selected the
Teachers Insurance and Annuity Association
(TIAA) program. TIAA is a nonprofit, legal re-
serve life msurance and annuity company which
was founded in 1918 by the Carnegie Foundation
for the advancement of teaching. Participation in
TIAA is limited to employees of public and pri-
vate colleges or universities and certain nonprofit
research or educational organizations. Eligibility
for TIAA in Iowa is limited to permanent staff
employees with annual salaries of at least $4,800
at the University of Jowa and University of
Northern Iowa and at least $6,600 at Jowa State
University.

TIAA coverage has heen offered in the three
Board of Regents’ institutions since about 1944,
TIAA is nation-wide in scope, and the State is not
involved in the administration of the system ex-
cept for determination of eligibility, contribution
rates and monthly remittance of contributions to
TIAA.
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The chief advantages of TLAA in comparison
with IPERS are increased retirement benefits re-
sulting primarily from greater employee and em-
ployer contribution rates toward the system, the
variable annuity option provided, and the issu-
ance of annuity contracts directly to the individ-
ual with no vesting requirement for eligibility to
receive benefits. The employer contributes an
amount toward TIAA equal to twice the contribu-
tion of the employee. Present employer contribu-
tion rates are six and two-thirds percent of sal-
ary up to $4,800 and ten percent on the salary bal-
ance in excess of $4,800.

The variable annuity program is offered un-
der a separate nonprofit corporation, the College
Retirement Equity Fund (CREF), although eligi-
bility is restricted to those persons granted TIAA
coverage. The employee may elect to allocate from
twenty-five percent to seventy-five percent of to-
tal employee-employer contributions into CREF,
and the funds allocated are invested in common
stocks. Upon retirement, the person is granted a
fixed-income based on TIAA contributions and a
variable income based on CREF contributions.
The variable income is recomputed each year on
the basgis of the market value of CREF funds.

The third major feature of the TIAA pro-
gram, immediate vesting, permits an employee
to accept employment in another institution with-
out losing his rights to an annuity based on both
employee and employer contributions. Most re-
tirement systems have vesting requirements un-
der which eligibility for retirement benefits is
contingent upon employment for a specific num-
ber of years.

TIAA AND IPERS COVERAGE AT
BOARD OF REGENTS INSTITUTIONS

First Quarter, 19468

Number Number Total P:n:;loggas
Under Under Full .time linge:
Institutions TIAA IPERS Employees TIAA
Towa State
University 1,801 2,572 4,373 41.18%
University
of Towa 3,215 3,483 6,698 48.00%
University of
Northern lowa 481 630 1,111 43.29%
Totals 5,497 6,685 12,182 45.12%




BOARD OF REGENTS INSTITUTIONS EMPLOYEES
UNDER IPERS WITH SALARIES EXCEEDING $4,800

First Quarter, 1968

Salary Level (Number of Employccs)

Total
14.800- $6,600-  $7,000- Ovor Over
Lostitutions $8.600 47,000  %10.000 $10,000 $4.800
lowa State
University 687 45 191 87 1,010
University
of lowa 505 61 214 33 813
University of
Northern Iowa 93 25 78 25 221

COMMITTEE RECOMMENDATIONS
investment of lowa Retirement System Funds

Present Procedures. As previously discussed,
most retirement systems for public employees es-
tablished in Jowa are administered and funds in-
vested by a separate governing authority. The
Committee believes, in accordance with its fourth
goal, that investment of the funds of individual
retirement systems should be consolidated for
more efficient operation and increased invest-
ment income. In discussing the possibility of cen-
tralizing investment of retirement system funds,
it should be emphasized that the great majority
of Towa state and loeal public employees are cov-
ered under a single system, IPERS, which in ef-
fect results in considerable consolidation of ad-
ministration and investment of retirement system
funds. Other states may have separate retirement
systems for state employees, teachers, local em-
ployees, and other types of employees, each of
which may be administered by a separate agency
or board.

Most retirement systems for Jowa public em-
ployees are formula benefit programs under
which the employer must pay the difference be-
tween the total cost of providing benefits and the
amounts obtained through employee contribution
and investment income. Increases in investment
income therefore directly reduce the employer's
share of the cost of financing a formula benefit
retirement program, Information available indi-
cates that investment yields for the great major-
ity of systems are less than four percent com-
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pared with the overall present IPERS yield of
four and eight tenths percent for the 1968 fiscal
year, The yield on new money invested during the
1968 fiscal vear was six and sixteen hundredths
percent. Smail increases in the rates of return
can yield considerable amounts of revenue consid-
ering total assets invested. For example, total as-
sets held by the sixty police and fire retirement
syatems established under chapter 411 of the
Code of Iowa amount to about forty million dol-
lars. An increased percentage yield of only five-
tenths percent would result in an increase in in-
vestment income of $200,000, while a full one per-
cent increase would yield an additional $400,000.

Management of a large and diversified in-
vestment porifolio reguires skilled investment
counsel, and it is extremely doubtful whether the
board or official responsible for investment of the
funds of many smaller state and local retirement
systems has the experience and expertise needed
to obtain the maximum return consistent with
safety from accumulated retirement system
funds. A further problem involved in investment
of retirement gystem funds is that many of the
systems are severely restricted in the types of
securities for which investment is authorized.
Most systems, with the exception of IPERS and
the Des Moines Teachers’ Retirement System,
either are restricted by law or in actual practice
limit investments to a purchase of government
securities which yield much lower rates of return
than other types of investments.

Committee Proposal. The Committee recom-
mends that investment of retirement system
funds be centralized under the Employment Se-
curity Commission. The three state administered
retirement systems should be required to partici-
pate in the centralized investment program, but
participation in the centralized investment pro-
gram should be entirely voluntary on the part of
the governing authority of locally administered
systems. The Employment Security Commission
is believed to be an appropriate agency for such
centralization in that this agency is presently re-
sponsible for the administration and investment
of funds of IPERS which is by far the largest re-
tirement system in the state. This recommenda-
tion is being submitted to the Sixty-third General
Assembly and is incorporated in Senate File 10.

The major features of the Committee’s pro-
posal as found in Senate File 10 are summarized
below :



1. Creation of a single fund into which the

assets of each retirement system required
or electing to participate in the central-
ized investment are to be placed. ANl as-
sets placed in the single fund must be
transferred at market value or in cash so
that a realistic value can be placed on the
asgets of each system, but systems elect-
ing participation may elect to retain se-
curities which may have a market value
which is less than the value at which pur-
chased.

. All moneys held by the three state admin-
istered retirement systems would be
placed in a single fund, and all benefit pay-
ments and any other disbursements of the
three systems would be paid from the
single fund. Local systems electing to par-
ticipate in the single fund would period-
ically remit the excess, if any, of receipts
over disbursements, and each system
would continue to pay benefits and all
other disbursements from funds retained
at the local level.

. All funds in the single fund would be in-
vested by the State Treasurer at the direc-
tion of the Employment Security Commis-
sion. Funds may be invested in any secur-
ities for which IPERS funds may current-
ly be invested including common stocks.
Investment income and expenses are to be
credited or charged to each system on the
basis of the average quarterly balance of
each system in relation to the total quar-
terly balance in the single fund.

. The Commission is authorized to employ
stch professional and clerical personnel
deemed necessary, employ outside invest-
ment counsel, and promulgate any rules
and regulations necessary to carry out its
assigned functions.

. The present Advisory Investment Board
is continued with no expansion of its ad-
visory powers, but the membership on the
board is increased from five to seven mem-
bers. Two board members would continue
to be legislators, appointed by the presid-
ing officers of each house, and the remain-
ing five members are to be appointed by
the Governor for six-year terms. No par-
ticular qualifications other than experi-

ence in the field of investment and finance
are required of board members appointed
by the Governor in contrast to the pres-
ent law which outlines the specific qualifi-
cations of each board member.

. The governing authority of any retire-
ment system electing participation in the
single fund may, upon no more than onc
hundred eighty days notice, withdraw
from participation in the central fund. As-
gsets of systems electing withdrawal are
to be transferred in cash.

lowa Public Employees’ Retirement System (IPERS)

Major revisions in the Iowa Public Employ-
ees’ Retirement System were recommended by the
1965-1967 Study Committee and subsequently en-
acied by the Sixty-second lowa General Assembly.
These revisions are summarized as follows:

1. Conversion of IPERS from a money-pur-
chase benefit program to a formula-bene-
fit. The increase in benefits from this con-
version has been estimated to range from
ten percent to seventy percent depending
on age and length of service at the time
of retirement. An estimated $2,000,000
each year will be paid in increased bene-
fits to presently retired IPERS members.

. Prior service benefits, the benefits pay-
able for two years of service prior to 1953,
were increased from two-thirds percent of
one percent to a full one percent for each
year of prior service multiplied by the an-
nual wage during the year of prior service
that wages were the highest, up to a max-
imum of $3,000 annual wage. This revision
necessitated an increase of $500,000 per
year to finance prior service benefits.

. The salary base for employee-employer
contributions was increased from $4,800
to $7,000. This change will substantially
affect future benefits since the formula
benefit is based in part on annual salaries
subject to IPERS contributions,

. Expansion of investment authority for
JPERS funds to include investments in
common stocks of up to ten percent of the
fund, with the restriction that no more




than twenty-five percent of new money
may be invested in stocks any one year.
The effect of this revision cannot yet he
evaluated, but the intent of the Commit-
tee’'s recommendation was to increase the
amount of funds available for retirement
through increased investment income.

In view of the major revisions in IPERS en-
acted in 1967, the Study Committee is recom-
mending no major revisions in the program in
1969. The full impact of the 1967 revision cannot
vet be measured, but the Committee suggests
that the revisions be subject to careful review at
such time as sufficient mformation is available
for evaluation purposes. The revisions suggested,
information compiled, and the recommendations
of the Study Committee are summarized below:

IPERS BENEFITS

Present Benefit Formula. The present formu-
la benefit for service retirement under IPERS is
equal to one and one-fourth percent of career av-
erage salary subject to contributions multiplied
by the number of years of service. Adjustments
in the formula can either be made in the percent-
age or the salary upon which benefits are com-
puted. One of the goals of the Study Committee
is that the retirement benefit, including Social
Security benefits, provided a public employee
completing thirty-five years should be not less
than fifty percent of average compensation dur-
ing the last five years of service. IPERS benefits
presently meet the Committee’s goal for employ-
ees with annual galaries up to $7,000, but present
benefits for employees with salaries in excess of
this figure are inadequate in relation to the Com-
mittee’s goal. It has been recommended that the
present formula be changed from career average
salary to average salary during either the last
five or the highest five of the last ten vears of
service. The Committee recommends no change in
the salary basis at the present time, but the ssl-
ary basis should periodically be reviewed to de-
termine the need for future adjustments.

The other method of adjusting formula ben-
efits, increasing the percentage of salary, was al-
s0 considered by the Committee but is not recom-
mended at this time, Estimates computed at the
request of the Committee indicate that an in-
crease in the percentage from one and one-fourth
percent to one and one-half percent would require
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an increase in the contribution rate from three
and one-half percent to four percent for both em-
ployees and the employer if the $7,000 annual sal-
ary ceiling were retained. It is estimated that re-
vision of the formula to one and one-half percent
would result in approximately a twenty percent
increase in retirement benefits,

Pension Adjustments After Retirement. A
major problem in the maintenance of adequate
benefits following retirement is the effect of in-
flation on fixed retirement income. A stable rela-
tionship between purchasing power and income
can be maintained through salary increases while
employed, but a fixed benefit at the time of re-
tirement may be very inadequate following in-
creases in the cost of living. Adjustments in pen-
sions following retirement are provided under the
Peace Officers’ Retirement System, local police
and fire retirement systems, and TIAA-CREF.
Several methods of adjusting retirement benefits
following retirement have been considered by the
Committee. The methods, each of which is accom-
panied by a brief explanation, are as follows:

1. VYariable Annuity. This approach is cur-
rently utilized under TIAA-CREF, the
Wisconsin systems for public employees
and teachers, state systems in New Jersey
and Oregon, and the Milwaukee and New
York City teacher retirement systems. Un-
der the variable annuity approach author-
ized under TIAA-CREF, the member may
elect to place a specific percentage of his
employee-employer contributions into a
separate fund which is invested in com-
mon stocks. The value of the member’s ac-
cumulated contributions varies according
to the favorahle or unfavorable investnient
experience of the fund. Upon retirement,
a value is placed upon the variable portion
of the member’s retirement benefit, and
this value is annually adjusted upward or
downward in accordance with the invest-
ment earnings performance of the total
fund. Although there is no guarantee that
the stock market will fluctuate with
changes in the cost of living, past market
performance indicates a close relationship
between prices and adjustments in the
cost of living.

A limited variable annuity approach
presented for Committee consideration is
to allow a member to place a percentage




of his accumulated contributions at the
time of retirement in a separate fund in-
vested in common stocks with an annual
adjustment in benefits according to the in-
vestment experience of the fund. This ap-
proach contrasts with the CREF program,
under which the participant may elect to
place a percentage of contributions in
CREF during his entire period of employ-
ment, Another approach, which is pres-
ently utilized by Arizona, is the “thir-
teenth check’ concept, under which the re-
tired member is paid an additional benefit
at the end of the year hased on favorable
investment earnings experience and mor-
tality rates for the preceding year.

It should be emphasized that, although
the variable annuity is based entirely on
favorable investment earnings, adoption
of any of the above approaches will re-
sult in some additional cost to IPERS at
least in the form of administrative costs.
In addition, investment income is present-
Iy used to fund the formula benefits pro-
vided under IPERS, and a different allo-
cation of this income will therefore some-
what affect the financial condition of the
system.

. Formula Adjustments. A second method
of adjusting pensions after retirement is
through either a fixed formula or adjust-
ments based on economic factors, Fixed
formula programs utilized in Hawaii, Ne-
vada, and the Kentucky Teacher's System,
provide for automatic increases in pen-
sions each year. This approach is based on
the assumption that there will be contin-
ual increases in the cost of living, and the
fixed percentage increase iz intended to
maintain a stable relationship between
pension income and cost of living in-
creases.

Another approach under the formula
method is adjustments in pensions on the
basis of some type of economic indicator
which reflects increases or decreases in
the purchasing power of the dollar. The
economic factor most widely utilized is the
Consumer Price Index, also called the cost
of living index, computed by the United
States Department of Labor. Systems
which use the cost of living approach in-
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clude the Federal Civil Service Retirement
System, state systems in Massachusetts
and Utah, and several local systems in
California.

. Adjustments According to Job Classifica-

tion. A third method of adjusting pensions
after retirement is through an “escalator
clause”, currently used under the Peace
Qfficers’ Retirement System and local po-
lice and fire retirement systems, under
which retirement benefits are adjusted in
accordance with salary increases granted
active members of the retired member's
equivalent rank at the time of retirement.
This method requires a well defined job
classification system, such as found in law
enforcement and other similar agencies,
and it is believed that providing an esca-
lator clause under IPERS may not be
feasible at this time in view of the pres-
ently untested job classification system
provided for most public employees cov-
ered under IPERS.

. Insuring Adequate Benefit Upon Retire-

ment. Perhaps the most important method
of combating the effect of inflation on
fixed retirement income is through in-
suring an adequate bepefit at the time of
retirement. Since the person’s salary at
the time of retirement reflects his stan-
dard of living upon retirement, many pen-
sion experts contend that retirement ben-
efits based on average salary the last few
years of employment will probably pro-
vide adequate retirement allowances for
the lifetime of many retired persons.

. Periodic Benefit Increases. Although mno

specific method of periodically adjusting
pensions is provided under IPERS, it
should be noted that adjustments in pen-
sion benefits after retirement have bheen
periodically implemented through statu-
tory revision. For example, large increases
in IPERS benefits were provided by the
Sixty-second General Assembly through
increaging prior service benefits and im-
plementation of the formula benefit.

. Committee Recommendation. The Commit-

tee reconumends adoption of a limited var-
jable annuity option for retired members
of IPERS. Legislation is being submitted




to carry out this recommendation in the
Form of Senate File 15. The variable an-
nuity option would be administered and
would work as herein described.

IPERS now provides an amount of
monthly pension determined by a formula
which fixes the member’s monthly pension
at the time he retires. His monthly pen-
sion remains level throughout his retired
lifetime.

The variable annuity option would per-
mit a retiring IPERS member to elect that
half of his monthly pension would be ad-
justed once each year. The amount of ad-
justment each year would depend on the
investment performance on securities in
the variable annuity investment account
portion of the IPERS retirement fund. The
gecurities in the variable annuity account
would be mostly, if not all, in the form of
common stocks. This type of investment
would provide the maximum potential for
adjustment of pensions.

The variable annuity option would pro-
vide the same death benefit as the normal
form of IPERS retirement allowance, i.e.,
payment to the beneficiary of the excess,
if any, of the member’s accumulated con-
tributions as of his retirement date over
the total retirement allowances paid to him
under the retirement system.

Assume an IPERS member is ready to
retire and has made his retirement appli-
cation to the IPERS administrative office.
He is informmed that he is entitled to a
monthly pension of $200.00 on a fixed ba-
sis or that he may elect to have $100.00 of
his monthly pension, i.e. one-half of his
2$200.00 entitlement, paid to him under the
variable annuity option with the other
$100.00 paid to him on the fixed basis. If
he elects the variable annuity option, then
the single sum value of his variable pen-
sion, computed on the basis of actuarial
tables adopted by the Commission, is
transferred to the variable annuity invest-
ment account within the IPERS retire-
ment fund for the purpose of investing
largely in common stocks, Based on the
actuarial tables currently being used by
Commission, the single sum value to be so

transferred for this retiring member is
$13,866.00, assuming he is ape sixty-five,

During the first year of retirement, the
retired member receives exactly $200.00
per month. At the beginning of his sec-
ond year of retirement, the variable half
of his pension is adjusted by applying the
variable annuity adjustment factor; this
factor is based on the investment per-
formance in the variable annuity invest-
ment account of the IPERS retirement
fund.

Assuming a varisble annuity account
factor of 1.0388 computed at the begin-
ning of the member’s second year of re-
tirement on the basis of investment per-
formance in the variable annuity invest-
ment account during his first year of re-
tirement, the variable half of the mem-
ber’s pension would be increased by mul-
tiplying the variable annuity account fac-
tor times the variable half of his pension.
If the member’s variable pension during
his first year of retirement is $100.00 per
month, his variable monthly pension for
his second year of retirement would be
$103.88 which, together with his fixed
monthly pension of $100.00, would give
him a total monthly pension of $203.88
during his second year of retirement. At
the end of his second year of retirement,
a new variable annuity account factor
wouid be computed based on investment
performance in the variable annuity in-
vestment account of the IPERS retire-
ment fund during his second year of re-
tirement. This new variable annuity ac-
count factor would be muitiplied by the
variable portion of his monthly pension
paid to him during the second year of his
retirement to determine the variable por-
tion of his monthly pension payable dur-
ing his third year of retirement. The same
process would be repeated each year.

Appendix II illustrates how the variable
pension would be adjusted each year based
on a hypothetical set of variable annuity
account factors for a span of fifteen years
and assuming the member’s monthly pen-
sion is initially $200.00 (i.e. $100.00 fixed
and $100.00 variable).




Benefit Options Upon Retirement Under
IPERS. An IPERS member may select any of the
following four benefit options at the time of his
retirement:

Option 1—A lifetime monthly benefit with
provision that if benefits received upon the mem-
ber’s death are not equal to the total accumulated
contributions plus interest of the employee and
employer, the remaining balance will be refunded
to the heneficiary.

Option 2—A lifetime benefit with provision
that if benefits received upon the member’s death
are not equal to employee contributions plus in-
terest, the remaining balance will be refunded te
the beneficiary. This option results in a higher
henefit than Option 1 since only employee contri-
butions plus interest are subject to refund upon
death.

Option 3—A lifetime benefit with no refund
paid upon death of the member. This option re-
sults in a higher benefit than either Options 1 or
2 since no refund is payable upon death.

Option 4-—Decreased benefits with provision
for continuing bencfits to the beneficiary. The
members may elect a decreased benefit for life
with an identical benefit continued after his death
to the beneficiary, a decreased benefit with pro-
vision that one-hzlf of the monthly benefit is
continued after his death to the beneficiary, or
a decreased benefit with provision that one-
fourth of the monthly benefit is to be continued
after his death to the beneficiary.

Many retirement programs and life insur-
ance policies provide an additional option that
payment of full benefits {o either the member or
his beneficiary are guaranteed for a specified
number of years, The chief advantage of this
benefit option, referred to as a “certainty and
life thereafter” option, is the guarantee that full
benefits will be provided either the member for
life or, in the event of the member’s death, his
beneficiary for the remaining vears of the cer-
tainty period. Implementation of a certainty
period option will not result in any additional
cost to the system since the amount of the benefit
is actuvarially determined.

The Committee recommends that an addi-
tional benefit option providing for a ten-year
certainty and life thereafter benefit option be

provided under IPERS. Examples of present ben-
efits under each option, except Option 4, and
comparisons with the proposed new option are
included in Appendix III of this report. This rec-
ommendation is incorporated in Senate Iile 13.

Death Benefits. The present law requires
payment of accumulaied employee-employer con-
tributions plus interest in a lJump sum to the bene-
ficiary upon the death of an active member. The
Commiitee recommends that death benefits be
made payable in annuity form in addition to the
present lump sum method of payment. This op-
tion will result in no additional cost to the system
since the monthly benefit would be actuarially
determined. For tax purposes, it is recommended
that the option be elected by the member rather
than the beneficiary. If the member does not
elect the option, the beneficiary would be entitled
to select the method of payment. This recommen-
dation is incorporated in Senate File 14.

Service Requirements

As indicated previously, state and local pub-
lic employees at the time IPERS was established
in 1953 were given the option of transferring
their IOASI contributions to IPERS and qualify-
ing for prior service benefits, or withdrawing
employee contributions in cash. Many public em~
ployees withdrew their contributions in 1953,
thus forfeiting their rights to prior service bene-
fits. Prior service benefits have heen substantial-
Iy increased since 1983, and it is now apparent
that employees who transferred their contribu-
tions into IPERS are now entitled to much great-
er benefits in relation to their contributions than
employees withdrawing contributions in 1953 ex-
pected.

Proposals to permit IPERS members who
withdrew their contributions to buy back prior
service benefits were considered by this Commit-
tee, as well as the 1965-1967 Study Committee.
Under the proposed “buy-back”, employees would
be permitted a certain length of time to return
the amount withdrawn from IQASI plus interest
which would have been earned on the funds since
1953, The maximum amount which could have
been contributed to IOQASI, without interest, is
$540.00, The interest earned from 1946 to the
present would probably be about equal to the
principal withdrawn in 1953,




The total cost to state and local government
of permitting a “buy-back™ of prior service was
estimated for the 1965-1967 Study Committee to
be approximately $3,131,000 or $119,000 per year
if the liability were funded over a forty-year
period. The Employment Security Commission
staff has estimated that, in view of prior service
benefit increases enacted by the 1967 Legisla-
ture, the present annual cost of pexmitting a buy-
back will amount to about $164,000 per year.

1t is recognized that employees should have
been given more encouragement in 1953 to trans-
fer their contributions inte IPERS and thus ob-
tain credit for prior service, but the Comumittee
believes that there is little which can now be done
to correct this situation. The Committee there-
fore has rejected the suggestion that employees
be allowed to “buy-back” prior service,

Another area closely connected with a “buy-
back” provision is that elected county officials
prior to 1953 were not ehigible for IOASI; and
consequently, those officials in office from 1946
to 1953 do not qualify for prior service benefits
which are based on all years of service including
years prior to establishment of IOASI in 1946.
It has been suggested that an elected county offi-
cial also be permitted to obtain credit for prior
service by contributing an amount plus interest
which would have been contributed by the elected
county official had he been eligible for I0OASI.
Based on survey of counties conducted by the
Fayette County Auditor, it has been estimated
that the annual cost of allowing prior service
benefits for the group of elected county officials
not eligible for I0ASI would amount to about
$20,000 per year.

While the cost of permitting a “buy-back”
to elected county officials is not great, the Com-
mittee believes there is little justification for per-
mitting such purchase of prior service credit. It
is probable that these officials were not inter-
ested in coverage under I10ASI, and many of
these officials would probably have withdrawn
their contributions in 1953 had they been eligible
for such withdrawal, It is therefore recommended
that elected county officials not be permitted to
purchase prior service benefits in the manner
outlined above.

Financing Refirement Benefits

IPERS benefits are presently financed by
matching employee-employer contribution rates
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equal to three and one-half percent of the em-
ployee’s annual salary up to 37,000. Other sources
of revenue for the henefits provided are interest
income and the employer’s share of contributions,
referred to as “quit-money”,

IPERS is frequently compared with other
programs which provide for much higher em-
ployer contribution rates than employee contribu-
tion rates. Employer contribution rates under the
TIAA program, for example, are double that of
the employee rate. The emplover also contributes
a much greater share than the empioyee under
the Peace Officers’ Retirement System and local
police and fire syslems, Although the employee-
employer contribution rate is identical under
IPERS, other factors are involved which affect
the employer-employee contribution ratio of the
system. At the Committee’s request the actuary
for IPERS calculated that the employer-employee
contribution ratic under IPERS, considering
“quit-money”, was actually 1.43:1 even though
employer-employvee contribution rates are equal
under IPERS. Since no major revisions in the
IPERS program are being recommended this in-
terim, the Committee recommends retention of
the present emplover-emplovee matching contri-
bution rates under IPERS.

Another factor, in addition to contribution
rates, which affects benefits under IPERS is the
$7,000 ceiling on IPERS contributions. The ceil-
ing results in lower retiremen{ benefits in rela-
tion to salary for persons earning i excess of
$7,000, since only that part of the employee's
salary subjeet to contribution is considered in
determining the formula benefit. Although re-
moval of the $7,000 ceiling cannot be accom-
plished without additional cost to the system, a
study conducted by the actuarv for IPERS at
the request of the Study Committee reveals that
the ceiling could be removed with no increase
in contribution rates required to continue IPERS
on a financially sound basis. The annual cost to
the employer of removing the salary ceiling is
estimated to be about $1,800,000.

The majority of the Committee is of the
opinion that the present $7,000 salary ceiling
should be retained. The full impact on retirement
benefits of increasing the salary ceiling from
$4,800 to $7,000 should be carefully evaluated
prior to consideration of raising or removing the
ceiling, and sufficient data does not now appear
to be available to make such an evaluation.




Peace Officers’ Relirement System

Retirement Benefits. Members of the Iowa
Highway Patrol and Bureau of Criminal Investi-
gation are granted greater retirement benefits
than other state employees, but the Committee
believes that the service retirement, disability,
and death benefits provided are justifiable in
view of the need for young and career law en-
forcement personnel. The present retirement
system Insures the maintenance of a young law
enforcement force through provision for early
retirement and greatly assists in the recruitment
of career personnel through providing excellent
retirement benefits upon completion of service.

The Committee believes, however, that the
escalator provisions which provide for adjust-
ments in pensions on the basis of salary increases
to active members should be continually reviewed
by the Legislature. A problem with the escalator
approach is that retired members benefit from
salary increases even though these increases may
be granted to attract and retain law enforcement
officers with substantially greater training and
educational achievement than the retired officer.
Much emphasis is placed today on law enforce-
ment activities and the need for highly trained
law enforcement personnel. Adequate law en-
forcement personnel can probably only be ob-
tained through great increases in salary to up-
grade the profession, but the escalator clause
which ties retirement benefits for retired officers
to present salary levels of active officers may
be detrimental to the granting of needed salary
increases to present officers. The intent of the
1965 legislation was to insure that pension in-
come would reflect changes in the cost of living,
but the large salary increases which will prob-
ably be needed in the future to attract and retain
law enforcement personnel may bear no relation
to increases or decreases in the cost of living.

A further problem with the escalator clause
is that the increase of one percent of salary in
employee contribution rates, considered at the
time to be sufficient to fund the entire cost of
providing escalator benefits, is not sufficient to
pay the full cost of escalator benefits. One of the
arguments advanced in favor of enactment of
the escalator provisions in 1965 was that the em-
ployee would pay the full cost of the increased
benefits. At the request of the Committee, the
actuary who performed the 1966 acturarial ex-
amination of the Peace Officers’ Retirement Sys-
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tem computed the cost of funding the eseslator
clause to be about two percent rather than one
percent of payroll. Thus, an increase equal to one
percent of payroll is needed in the employee con-
tribution rate to insure that the escalator pro-
visions are financed entirely from employee con-
tributions.

The Committee believes that officers receiv-
ing retirement benefits are entitled to adjust-
ments in these benefits based on changes in the
cost of living, but retired officers should not
necessarily benefit from any salary increases
needed to upgrade the occupation of law enforce-
ment. It is therefore believed that either em-
ployee contribution rates should be increased to
insure that the entire cost of the escalator c¢lause
is financed from employee contributions, or the
escalator clause should be replaced with a cost-
of-living approach to insuring adjustments in
retirement benefits in accordance with the cost
of living,

Financing the System — Committee Rec-
ommendation. The Peace Qfficers’ Retirement
System does not conform with the Committee’s
stated goal that all systems be soundly funded.
A review of actuarial examinations of the system
conducted since establishment of the system in
1949 reveals that a substantial inerease in the
state’s contribution was recommended following
each examination of the system. Present statutes
require that the state’s contribution rate be
equal to the normal rate computed by the actu-
ary in accordance with a statutory formula, but
a “savings clause” in the present law permits
funding of the system on a pay-as-you-go basis.
Review of the Peace Officers’ Retirement System
since its origin in 1949 reveals that the follow-
ing two factors are primarily responsible for the
present unsound condition of the system:

1. The state’s contribution rate has always
been substantially below the rate com-
puted on the basis of the statutory formu-
la. The state’s contribution rate to the
system was eight percent of payroll from
the establishment of the system to July,
1957, and sixteen percent of payroll from
that date to the present time. Actuarial
studies have consistently revealed that
the state’s contribution rate should be in-
creased to between twenty-six percent
and thirty percent of payroll.




2, Members of the system were given credit
for all yvears of previous law enforcement
service toward retirement benefits, but
no provision was made for funding the
prior service liability resulting from al-
lowing this credit upon which no contri-
butions toward retirement were made.

The Committee recommends legislation
which eliminates the “savings clause” under
which the employer’s (state) share of financing
the Peace QOfficers’ Retirement System may be
funded on a pay-as-you-go basis and increases
the employee contribution rate an additional one
percent of salary. Section 97A.8 as amended
would provide that the state's contribution pay-
able each year is to be the “normal contribution
rate” as determined in the most recent actuarial
study of the system. The normal contribution
rate is determined on the basis of present assets
and future liabilities in accordance with a formu-
la prescribed by statute. The state contribution
must be paid from funds appropriated by the
General Assembly to the Department of Public
Safety. This recommendation is incorporated in
Senate File 11,

The increase in employee contribution rates
results in the range in rates from five and ninety-
one hundredths percent of salary for employees
entering service at age twenty to seven and one-
half percent of salary for employees entering
service at age forty or more compared with the
present ranges of four and ninety-one hundredths
percent to six and one-half percent respectively.
Enactment of the present escalator clause in 1965
was accompanied by an increase in employee
contribution rates believed to be sufficient to
fund the entire cost of the escalator clause, An
actuarial examination of the cost of funding the
escalator clause requested by the Committee re-
veals, however, that the actual cost of funding
the escalator clause amounts to about two per-
cent of payroll, and the recommended one percent
of payroll increase is required to provide for
funding of the entire cost of escalator benefits
from employee contributions.

The Committee also recommends that the
minimum widow’s benefits under the Peace Offi-
cers’ Retirement System be increagsed from
850.00 to $75.00 a month, and the escalator clause
basts be changed from forty-five to fifty per-
cent of salary. These two areas are the only dif-
ferences hetween the Peace Officers’ Retirement
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System and local and fire systems established
under chapter 411 of the Code. This recommenda-
tion is incorporated in Senate File 12.

Possible Revision. Another area of the Peace
Officers’ System which was suggested for Com-
mittee is to reduce retirement benefits if the
retired or disabled member is employed by state
or local government while receiving benefits un-
der the system, Retired members drawing full
henefits may, under present law, accept full-time
employment with the state with no provision for
reduction of retirement benefits. Other retire-
ment systems do not permit public employment
while the person is receiving retirement benefits
without provision for benefit reduction. The Com-
mittee is not recommending any action on this
suggestion,

Other State Law Enforcement Officials

Other state officials defined as and perform-
ing peace officer functions are covered under
the Iowa Public Employees Retirement System
(IPERS). It has been suggested that the bene-
fits provided the Iowa Highway Patrol and the
Bureau of Criminal Investigation under the Peace
Officers’ Retirement System, notably the pro-
visions for early retirement and disability bene-
{fits, should be extended to other peace officers.
Officers most frequently mentioned in this re-
gard are state conservation officers and guards
at Iowa penal institutions.

The Fish and Game Conservation Officers’
Association has requested that the Committee
recommend establishment of a separate retire-
ment system for conservation officers, The asso-
ciation recommended that the proposed system
Le identical to the present Peace Officers’ System
with the exceptions that normal retirement age
be placed at age sixty rather than age fifty-five,
and the provision for offsetting Social Security
benefits against benefits payable to the member
or his beneficiary be deleted. Retirement at age
sixty rather than age fifty-five would reduce
the amount of revenue needed to finance the
system. Conservation officers are presently sub-
ject to Social Security, and the association be-
lieves that benefits derived from Social Security
should not be offset, since officers will have con-
tributed toward these benefits during their years
of employment.



Another approach might he to extend the
Peace Officers’ Retirement System to include
conservation officers. Present members of the
Peace Qfficers’ Syatem have, however, expressed
opposition to inclusion of conservation officers,
and conservation officers also have expressed
reluctance to join the system in view of its pres-
ent financial condition.

Local Police and Fire Retirement Systems

No consideration has yet been given to re-
visions in local police and fire retirement systems
other than the proposed centralized investment
legislation which would include all state and local
retirement systems. Consideration might be given
to recommending substantially the same revi-
sions as the Peace Officers’ Retirement System
since this system is virtually identical to local
police and fire retirement systems.

Judicial Retirement System

During the latter part of the Committee’s
study the District Court Judges" Association in-
dicated to the Committee that it desired to ap-
pear before it and present a plan for revision of
the Judicial Retirement System. Pursuant to
such request the Committee invited representa-
tives of the District Judges' Aassociation to ap-
pear before it. The District Judges' Association
presented the following proposal for revision of
the Judicial Retirement System.:

Judges in office on or after July 1, 1969,
would contribute the balance in excess of
$300,000 in the old retirement system fund, to
start the new fund. Monthly deductions would
be made from judges’ salaries at the following
rates based on their ages on July 1, 1969, or on
subsequent appointment: under forty years, four
percent; forty to forty-four years, five percent;
forty-five to forty-nine years, six percent; fifty
years and over, seven percent. Monthly deduc-
tions from judges' retirement compensation for
life would be made at the same rates, The state
would contribute monthly the additional amount
required (less the earnings on the fund), in order
to maintain the fund in an actuarially sound
condition,

Judges who would retire under the proposed
system would receive a pension on retirement
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at sixty-five or older, consisting of four percent
times years of service times the current salary
of the office, with a ceiling of sixty percent of
such salary. Judges would also be eligible to re-
ceive a pension on being determined to be perma-
rnently disabled, consisting of six percent times
years of service times the current salary of the
office, with a ceiling of sixty percent of such
salary. A judge's widow would receive an annuity
at age sixty (or older, at the judge’s death), con-
sisting of half of the amount the judge would
receive if living.

To qualify for any benefits, a judge would
be reguired to have at least six years of service.
A widow, in order to qualify for benefits, would
have to have been married to the judge at least
five years prior to his death. She would cease
to be qualified upon remarriage.

Judges would only receive a refund of their
contributions if they did not serve six years, or
if they were removed from office for cause.
Otherwise the fund would retain a judge's con-
tributions although he and his widow never lived
to receive benefits, An acturarial review and
acturarial projections under the system would be
reported to the Governor and the presiding offi-
cers of the General Assembly every four years
for such legislative action as is deemed appro-
priate,

The Committee reviewed the proposed revi-
sions of the judicial system at its final meeting
but is not recommending any action upon the
proposal. The Committee notes, however, that the
proposal would establish standards higher than
provided for other Iowa public retirement plans
and in excess of fifty percent of compensation
during the last five years of employment, which
fifty percent is a goal the Committee believes
should be provided for all public employee retire-
ment systems, not selected systems.

The Committee does recommend, however,
that the judicial retirement system be revised so
as to provide for widows’' benefits under an op-
tion similar to that provided for in IPERS, and
that the judicial retirement system be made
actuarially sound over a period of years pursuant
to adequate appropriations determined through
a statutory formula. The Committee is not sub-
mitting legislation to carry out this recommenda-
tion because of the lack of study time needed
to develop such legislation. 1t is the opinion of




the Committee, however, that such legislation
should be developed and approved by the General
Assembly.

Legislation Submitted for Consideration by the
Legislative Research Committee

The Retirement Programs Study Committee
submits for consideration by the Legislative Re-
search Committee the following proposed legis-
lative bills:

Senate File 10, An Act relating to consoli-
dation of the investment of retirement system
funds under the employment security commis-
sion,

Senate File 11. An act relating to contribu-
tions toward the peace officers’ retirement, acci-
dent, and disability system.
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Senate File 12. An Act relating to benefits
payable to retired members and beneficiaries un-
der the peace officers’ retirement system.

Senate File 13. An Act to provide an addi-
tional retirement allowance option for members
of the Towa public employees’ retirement system.

Senate File 14. An Act relating to optional
payment of accumulated contributions upon
death of an active member of the Iowa public
employees’ retirement system.

Senate File 15. An Act to provide that re-
tired members of the Iowa public employees re-
tirement system may elect to have one-half of
their retirement allowances invested in a variable

annuity program,




Appendix |

IOWA STATE AND LOCAL RETIREMENT SYSTEMS
Number, Membership, and Assets

Mombotsbip

MNumber of

Beparato Reotlving

Bystems Sysiema Active Benefits

A. State Administered Systems

Iowa Public Employees’
Retirement System
(June 30, 1968) 105,000 $272,000,000

Judicial Retirement System
(June 30, 1968) 77 429,000

Peace Qfficers’ Retirement
System  (Dec. 81, 1967) 418 5,000,000

Total State Systems 105,495 $277,429,000

B. Locally Administered Systems

Systems established under

Chapter 410  (Oct., 1965)
Police 24 Not available
Fire Not available

Subtotal

Systems established under

Chapter 411 (projected to

Dec. 31, 1967)
Police $ 19,825,000
Fire 19,860,000

Subtotal $ 39,685,000

Chapter 412 Municipal
Utility Systems
(October, 1965) Not available

Other Systems
Ames Munpieipal Judges
(October, 1965) 1 Not available
Des Moines Teachers
(June 30, 1968) 1,450 15,826,000

Total Local Systems 4,449 $ 55,691,000

GRAND TOTAL 109,944 $333,120,000
81




Appendix Il

Mustrotion Of The Variable Annuity Option
in Operation Over A 15 Year Period

TPERS Monthly Fenston

Retirement Factor Flzod Vartaple® Totai
1 1.0388 $100.00 $100.00 $200.00
2 1.0485 100.00 103.88 203.88
8 1.0680 100.00 108.92 208.92
4 8252 100.00 116.33 216.33
b 1.0821 100.00 96.00 196.00
6 11111 100.00 103.88 203.88
7 1.1034 100.00 115.42 215.42
8 1.0628 100.00 127.12 227.12
9 9179 100.00 135.10 235.10

10 1.0192 100.00 124.01 224.01
11 1.0192 100.00 126.39 226.39
12 1.0885 100.00 128.82 228.82
13 1.0481 100.00 133.78 233.78
14 1.0577 100.00 140.21 240.21
15 1.0673 100.00 148.30 248.80

*The variable pension each year is determined by multiplying the VAA
Factor for the previous year times the variable pension for the previous
year (i.e. the variable pension for the third year of retirement is 1.0485
times $103.88 equals $108.92),

§2




Appendix il

IPERS
BENEFIT JLLUSTRATIONS

Under Options 1, 2, 3, and §

Assumptions:

(1) No prior service

(2) Accumulated employee contributions at retirement — $3,600

(3) Monthly Formula Benefit — $100 payable st normal retirement
(4) Male employee

Age
Naareat
Binthday Monthly Retirement PBenti

at -
Heatirement Ontlon I Option 2 Optlon 8 Optlon &

56 $ 87.55 $ 40.00 $ 41.31 $ 39.93
(106.3%) (99.8%)* (96.7%)

60 68.21 70.00 71.34 67.51
{89.0%) (96.4%) (94.7%)

65 98.15 100.00 101.83 92.93
(94.790) (92.9%) (91.3%)

70 95.89 100.00 102.60 87.66
(91.4%) (87.7%) (85.4%)

75 90.88 100.00 104.05 79.42
(87.4%) (19.4%) (76.3%)

* Ratio of Option 5 to each other option, expressed as a percentage,

Definition of Options:

Option 1 provides refund on death of Employee’s and Employer’s match-
ing contributions (with interest) in excess of pension payments
made,

Option 2 is the formula benefit (i.e. Normal Form) which provides re-
fund on death of Employee’s contributions (with interest) in
excess of pension payments made.

Option 3 is a life pension only — i.e. no death benefits.
Option 5 is the proposed 10 year certain and life option,




Appendix IV

Comparisen of Monthly Benefit Formula of 1.50% With 1.25%*

Age 65 or Over
Yearn of AVERAGE ANNUAL COVERED WAGES
Bervice
Alter $10,600 £7,000 $5,000
July, 1958 L80% = 1.26% 1.50% 1.35% LEO% 1.26%
35 437 364 306 255 262 219 175 146
25 312 260 218 182 187 156 125 104
15 187 156 131 109 112 94 v 63
10 125 104 87 72 75 63 50 42
b 62 52 43 36 37 31 26 21

Changing formula from 1.25% to 1.50% for each year of service would
increase benefits approximately 20% based on service after July, 1953,

* Prepared for the Retirement Programs Study Committee by
Mr. Ed R. Longnecker, Chief, Retirement Division,
Employment Security Commission,




Appendix V

lowa Employment Security Commission
lowa Public Employees’ Retirement System
1000 East Grand, Des Moines, lowa 50319

EXAMPLES OF FUTURE SERVICE BENEFIT UNDER OPTION 2%
BASED UPON SERVICE AFTER JULY 4, 1953

{For Prior Service Formula — See Final Paragraph)
Approximate monthly formula benefit under Option 2* which provides for a lifetime benefit with a

refund at death of the excess, if any, of the member's investment over total monthly retirement
allowances received.

Toars 0F
Service AVERAGE ANNUAL COVERED WAQES
After
July, 1953 $7.000 $5,600 $6,000 35,000 $4,500 $4,000 $3,500

40 Yrs. Service

Age 65 or over $292.00 $275.00 $250.00 $208.00 $187.00 $167.00 $146.00
64 274.00 256.00 235.00 196.00 176.00 157.00 137.00
63 257.00 242.00 220.00 183.00 165.00 147.00 128.00
62 2%9.00 226.00 205.00 171.00 153.00 137.00 120.00
61 22200 209.00 190.00 1B8.00 142.00 127.00 111.00
60 204.00 193.00 175.00 146.00 131.00 117.00 102.00
35 Yrs. Service
Age 65 or over 255.00 240.00 219.00 182.00 164.00 146.00 128.00
64 240.00 22600 206,00 171.00 154.00 137.00 120.00
63 224.00 211.00 193.00 160.00 144.00 128.00 113.00
62 208,00 197.00 180.0¢ 149.00 135.00 120.00 105.00
61 194.00 182.00 166.00 138.00 125.00 111.00 97.00
60 168.00 158.00 144.00 120.00 115.00 102.00 90.00
25 Yrs. Service
Age 65 or over 182.00 172.00 156.00 130.00 117.00 104.00 91.00
64 171.00  182.00 147.00 12200 110.00 98.00 £6.00
63 160.00 15100 137.00 114.00 103.00 92.00 80.00
62 149.00 141.00 12800 107.00 96.00 85.00 75.00
61 138.00 131.00 119.00 99.00 89,00 79,00 69.00
60 127.00  120.00 109.00 91.00 82.00 73.00 654.00
15 Yrs. Service
Age 65 or over 109.00 103.00 94.00 78.00 70.00 63.00 55.00
64 102.00 97.00 88.00 73.00 66.00 59.00 52.00
63 96.00 81.00 £3.00 69.00 62.00 55.00 48.00
62 £89.00 284.00 77.00 64.00 57.00 52.00 45.00
61 88.00 78.00 71.00 59.00 53.00 48.00 42.00
60 76.00 72.00 66.00 55.00 49.00 44.00 39.00




APPENDIX V {Continved)

Years of

Sorvico AVERAGE ANNUAL COVERED WAGES
Jmf,m{sss $7.000 $0.600 $8,000 $5,000 $1.500 $4,000 33500
5 Yrs. Service
Age G5 or over 36.00 34.00 3100 26.00 23.00 21.00 18.00
64 34.00 32.60 29.00 24.00 22.00 20.00 17.00
63 32.00 30.00 27.00 23.00 20.00 19.00 16.00
62 30.00 28.00 25.00 21.00 19.00 17.00 16.00
61 27.00 26.00 24.00 20.00 17.060 16.00 14.00
60 25.00 24.00 22.00 18.00 16.00 15.00 13.00
Approximate
Allowance
per month $§ 730 $ 690 $ 630 $ 520 § 467 $ 420 $ 38.70
at age 65
for each year
of service

*OPTIONAL FORMS OF BENEFIT:

Option 1 provides for a refund at death of the excess of the member’s, plus the employer’s accumu-
lated contributions over the total retirement benefits paid, and the monthly payment would

be less than for Option 2,

Option 3 provides a lifetime benefit for the member but with no refund possibility at death, and the
retirement allowance under this option would be greater than the amount indicated by the
table for Option 2.

Option 4 provides for a lifetime benefit decreased sufficiently to provide that after the member’s
death a lifetime monthly benefit will be paid to the contingent annuitant named. Estimates
under this option will be provided upon request.

PRIOR SERVICE BENEFIT:

If a person has a prior service credit he will receive a prior service
benefit in addition to the benefit indicated by the above tables. He may compute his prior service
benefit by multiplying 1% of his highest wage in any 12-consecutive month period prior to July 4,
1953 (not to exceed $3,000) by the number of years of service prior to July 4, 1953. Dividing the result

by 12 will give the monthly prior service benefit.
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