Newsletters | Site Map | Subscribe to the Print Fdition | Traffic | Weather | Wireless Delivery | Yellow Pages

sacheée

The Sacramento Bee
Life. Captired daily.

Search Archives or | Site Search |

In the mood for a 2004? Buy a New Car

|N.em5|5poﬂs.|B.usin.ess|EoJ.i.t.imlOpinion|Enmuﬂnmem|LMﬁlI:mml|MmmlﬂasﬂﬁedalﬂameleamlJnhslShmphgl@

I sacbee: / Opinion

Sections: 24-HOUR NEWS 30-DAY ARCHIVES CARTOONS/COLUMNS/WEBLOGS

- 24-Hour Opinion - Editorials - Rex Babin

- Forum/Other Views - Ombudsman
LETTERS/STAFF - Letters - Mark Paul
- How to Submit - Peter Schrag
- Tips & Tricks WEBLOGS - Dan Walters

- Editorial Board - California Insider

- Ely on the Wall

Opinion
) ___SA‘U'E $100 ON HOME OR OFFICE DEI.IVE_!Y

| % Story Toolbar Description close [ X ]
o _ _

0| T andsaves your preference. " @ Signupfor newsletters. B oy thewriter
i .

ol T E:‘;::‘:::;:f:ﬁg;“;:“m“‘ %  Signup for wireless alerts. E]  Email's the story.
D legetestyupescetos o essabecthehomepege. 5 Srepbin

5 MORE INFO (3]
“Daniel Weintraub: Governor's pension proposal
L=Hn the right track

By Daniel Weintraub -- Bee Columnist
Published 2:15 a.m. PST Tuesday, January 13, 2004

Gov. Arnold Schwarzenegger's instincts on public employee pensions are
correct. The only problem with his proposal to rein in the cost of the state's
retirement system is that it doesn't go far enough.

Schwarzenegger recognizes that the state went overboard in 1999, when the
Legislature and then-Gov. Gray Davis agreed to use a big projected surplus in
the retirement fund to goose pensions. Lawmakers were told that the fund was
so flush with stock market earnings that the benefit increase would be
essentially free, and that costs to taxpayers for the overall retirement program
would remain low for years.

Public safety workers were the big winners. They
now retire with 90 percent of their salaries after 30
years on the job. But other workers also scored: They

Powered by: accessBee -- Internet for just $13 95

" SAVE $1000N
III]HEOHOHKE i

Driller's Helper Lang
Exploratory ...

NURSE RN/ LPN/ EMT
For outdoor school ...

RETAIL JEWELRY SALES

FT/ PT available ...

Construction PROJECT
ESTIMATOR ASI ...

ACCOUNTING Sml mfg
co. in Lincoln ...

CONSTRUCTION
Remodel, room
additions. ...

ENVIRONMENTAL
GEOLOGIST Fast
growing ...

ROUTE DRIVER
Sacramento Yard ...

MEDICAL Looking for
new career? ...

ACCOUNTING A/ R. A/
P, construction ...

MARKETING
COORDINATOR Envir
Lab, ...



effectively won a reduction in their retirement age
from 60 to 55, when they can retire with 2 percent of
their salary for every year they worked for the state.

Attention
Healthcare
Employers

The package also repealed a lower cost, no-frills
retirement benefit in place since 1991 for all newly
hired state workers. That second-tier retirement
program was costing taxpayers roughly half of its
more generous counterpart, even though employees
were not required to contribute to their own

pensions. Now, everybody goes into the pricier plan.

Looking for qualified,
informed healthcare

professionals?

Real Life
an|th :‘?m But when the stock market went south, the taxpayers
IS your had to step in and make up the difference, not only

connection. for the reduced earnings in the pension fund but for
the higher benefits as well. That double-whammy has
I_ I_I FE resulted in the annual cost for retirement climbing
HEALTHCARE from an a_rt_|f|C|aIIy low $160 million in 1999 to more
than $2 billion today.

It's the same story throughout state government:
programs were created or expanded at the height of
the boom, as if revenues would continue to grow at
that rate forever. Now the new governor and the
Legislature have to decide which programs to sustain
and which ones the state can no longer afford.

The problem with the pension changes, though, is
that there exists an implied contractual obligation to
the workers who were granted the higher benefits.
Some might have made life-changing decisions based
e rOM= on the promise of a more lucrative retirement,

1 -.F'ggilg.;.r.f.c/- turning down jobs elsewhere, for example, or buying
an expensive new home.

For that reason, Schwarzenegger won't try to reduce
benefits to workers already on the payroll. Instead,
he wants to increase the premium most employees
pay into the pension system, from 5 percent of their salary to 6 percent.

But even though his hands are relatively tied when it comes to current
employees, the governor isn't ignoring the problem. He is proposing that the
lower-cost benefit package be revived and given to all employees hired from
now on.

Schwarzenegger's proposal, then, is a fiscal mirror image of many of the
changes adopted during the Davis years. Its short-term payoff would be
minimal. But in the long run, long after Schwarzenegger and today's Legislature
have left the scene, the reform would pay big dividends to the taxpayers.

The Department of Finance estimates that the proposal would save the general
fund about $20 million in the first year, growing to more than $200 million by
2010 and, eventually, to nearly $500 million a year.

But precisely because the change would take years to bear fruit for taxpayers,
it's going to be difficult to enact. Lawmakers under great pressure from
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employee unions will not want to cast a difficult vote for a change that won't do
much good until after they have left office.

Partly for that reason and partly out of fiscal necessity, Schwarzenegger has
proposed to couple the proposal with a bond measure to cover a portion of the
state's retirement obligation until the savings begin to kick in. By the third year,
the savings would exceed the debt service on the bond, and over the life of a
20-year bond, the net benefit to taxpayers would be $4.6 billion.

The governor is on the right track. But instead of returning to the second-tier
benefit package that was in place for new hires before 1999, Schwarzenegger
should be bolder. He should propose, for new employees, ending the traditional
defined -benefit pension plan, where workers are promised (and limited to) a
particular benefit no matter how well or how poorly the pension fund's
investments perform.

Instead, the state should offer new hires a defined -contribution plan similar to
what many private-sector employees now enjoy. Workers could put in 5 percent
from their paychecks, the state could match that amount, and employees could
be given choices in how they wanted to invest their money.

That would give the taxpayers certainty about the size of our obligation to
employee retirement while giving workers control over their own savings. It
would also make the pension benefit portable, allowing those workers who leave
state service after a few years to take their savings and earnings with them
rather than forfeiting the money to the state.

It would be a modern and sensible plan with advantages both to the employees
who work for the state and the taxpayers who pay for their salaries and
retirement.

About the Writer

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
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