Pl‘f‘thﬂhlh MEMEER EEMEFITE 34 Tomorrow's Stuff Classifieds are available online tonight

MY ACCOUMT | SI6H OUT

SEARCH SACEEE AMD SACTICKET li [:Jm
SEARCH WELLOW FAGES AT SSNCTAITMEITD. com
b,

| News | Sports | Business | Politics | Opinion | Entertainment | Lifestyle | Travel | Women | Classifieds | Homes | Cars | Jobs | Shopping | @

-

.

B imaginative baker

{’_'\i-
. o
™ Sacbee: / Opinion SUBSCRIBE: Internet Subscription Special
Sections: 24 -HOUR NEWS 30-DAY ARCHIVES CARTOONS
- 24-Hour Opinion - Editorials - Rex Babin GET A FREE DIGITAL CAMERA!
- Forum/Other Views WHENYOU
LETTERS/STAFF - Letters COLUMNS p SUBSCRIBE TOTHE
- Submit a letter - Peter Schrag B[Ezwgfﬂl:{?ﬂ
- Tips & Tricks - California Insider - Daniel Weintraub * when you subscibe through this ad.
- Editorial Board - Public Editor
Opinion
= 8 Story Toolbar Description close [ X ] m I nl m
i ] . .
. Increasas the size of the story text ] " ey Agriculture National
T T and saves your preference. @ sign up for newsletters. ] by the writer. Center for ...
2t Dec he size of th
a | T and’:::::;of:;?m;;?wt“t % Signup for wireless alerts. E]  E-mail's the story. APARTMENT MAINT.
TECH Properties ...
=) . .
Toggles the story typeface toa = — ‘Gives a printer
= F cans-serif o serif. f el = friendly wersion. APARTMENT MANAGER
Senior Sect 8 ...
© MORE INFO (2 -
| APPLIANCE / WATER
e - - . - - HEATER INSTALLER ...
“Daniel Weintraub: Lessons for California from

—Dregon's debacle

By Daniel Weintraub -- Bee Columnist
Published 2:15 am PST Thursday, January 27, 2005

As California's state and local governments - and the taxpayers who foot the
bills -- struggle to regain control of rapidly rising retirement costs for public
employees, they might want to look to the north, where Oregon has just been
through a similar ordeal.

While the two states' problems have many differences, they both stem from the
same root cause: an unsustainable increase in benefits that grew out of the
stock market boom of the late 1990s.

In California's case, state
lawmakers and local . (?
government officials acted Need A NGW Rlde -
knowingly but with bad
information, granting
pension increases that they
were told would be paid for
largely from a surplus in
the retirement fund. When
the surplus disappeared,
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taxpayers were left holding
the bag for the higher benefits. And when stocks fell still further, the public had
to pay even more to erase that deficit as well. It was a double whammy.

In Oregon, the problem sprang primarily from a long-standing benefit option in
the retirement plan that few realized would explode the way it did. Retirees
found themselves in the enviable position of having a guaranteed benefit that
was about average for public employees across the nation, plus the chance for a
super-charged pension when the stock market soared.

They did well when the economy did poorly, and they did better when the
economy, and the markets, took off. The taxpayers held all the risk, and the
employees reaped all the rewards. It was a badly one-sided deal.

Specifically, Oregon employees had a basic plan that paid pensions equal to 60
percent of salary for public safety employees such as police and firefighters
after 30 years on the job, and about 50 percent of salary for general

employees. Public safety employees could retire with full benefits at age 55, and
general employees, depending on when they were hired, were eligible to retire
at either age 58 or 60.

This is your standard -order public employee retirement plan, and it moved
along for many years without much trouble. Then the stock market took off,
and retirees started to take advantage of a perk known as "money match."
Under this option, employees leaving the public work force had the chance to
take an alternative pension based on the performance of the state's investment
fund. For each year worked, the employee was guaranteed earnings of at least
8 percent, even if the investment fund earned less, or lost money. But for years
when the fund did better than 8 percent, the employee's account was credited
with the actual return.

The result, as the Oregonian newspaper discovered after a public records
request, was extravagant pensions. Employees who retired after 30 years on
the job at age 56 earned an average of 87 percent of their final salary, the
newspaper found.

And one out of every four longtime workers who retired in 2003 got pensions
that were equal to or greater than their final salary.

Not surprisingly, this hemorrhage of money from the retirement fund created
what is known as an unfunded liability: an obligation to pay future benefits that
exceed the amount of money in the fund. This deficit grew for several years,
eventually peaking at $15 billion. At one point, the Oregon fund had just 68
percent of the money it needed to remain on pace for long-term solvency.

Lawmakers and the state's Democratic governor stepped in and made major
changes. For existing employees, earnings on their accounts were limited to an
average of 8 percent, rather than setting 8 percent as a floor, and their future
contributions will be placed in new accounts that will earn between O percent
and 7 percent, depending on the performance of the fund. Annual cost-of-living
increases for recent retirees were suspended until the fund is solvent again.

For future employees, Oregon created an entirely new plan, a combination of
the traditional defined benefit system and a defined contribution plan similar to
a private sector 401(k).

In the defined benefit portion of the plan, general employees will get 1.5
percent of their final salary for each year worked - 45 percent for a 30-year
employee. Public safety workers get 1.8 percent, or 54 percent for a 30-year
vet.
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The employees' contributions of 6 percent of salary, meanwhile, are placed into
individual accounts that are invested, with the balance fluctuating with the
performance of the markets. The public agency employer can match these
personal accounts with contributions up to 6 percent of salary. The worker owns
the account when he or she retires.

The result is a hybrid benefit that is still better than many public employees
receive and is far more generous than most private sector workers get today.
But it is a more stable, predictable expense for Oregon taxpayers and one not
likely to spiral out of control again, no matter what the markets do.

Gov. Arnold Schwarzenegger has jump-started the debate over the future of
California's public retirement system, whose rising costs, especially for local
government, are eating into budgets and forcing cuts in essential services. The
Oregon lesson shows that, while the pension debate can be contentious, it is
possible for policy-makers, and the taxpayers, to escape the clutches of a
dysfunctional system.
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The Bee's Daniel Weintraub can be reached at (916) 321-1914 or at
dweintraub@sacbee.com . Readers can see his daily Weblog at
www.sacbee.com/insider

The SacramentoBee - Get the whole story every day - SUBSCRIBE NOW!

Ads by Goagle

Real Estate

Search complete local MLS Over 270,000 homes and growing
www.ziprealty.com

Search Homes for Sale

Sacramento, Elk Grove, Roseville, Sacramento and Placer County Area
www.RanchoRE.com

Firefighter Scholarships
Up to $10,000 off a BS degree! 100% Online. Dependents eligible.
www.protectandserveus.com

BACKTO TOP (%)

Contact Bee Customer Service | Contact sachee com | Advertise Online | Privacy Palicy | Terms of Use | Help| Site Map
GUIDE TO THE BFF: | Subscribe | Manage Your Subscription | Contacts | Advertise | Bee Fvents | Community Involvement
Sachee.com | SacTicket.com | Sacramento.com
Copyright © The Sacramento Bee



