PENSION REVIEW BOARD OF TEXAS
ADVISORY COMMITTEE ON
PRINCIPLES OF RETIREMENT PLAN DESIGN MEETING
AGENDA
Tuesday, April 24, 2018 – 1:00 PM
Capitol Extension, Committee Room E1.028
1400 N. Congress Avenue, Austin, Texas 78701

The Advisory Committee may deliberate and take action on any of the following items:

1. Meeting called to order
2. Roll call of Committee members
3. TAB 1 Approval of the March 1, 2018 Committee meeting minutes
4. TAB 2 Discuss and consider developing recommendations for PRB Principles of Retirement Plan
Design, including comments received on the draft Principles
5. Date and location of next Advisory Committee meeting – TBD
6. Invitation for audience participation
7. Adjournment

NOTE: Persons with disabilities who plan to attend this meeting and who may need special assistance are requested to contact
Mr. Wes Allen at (800) 213-9425/ (512) 463-1736 three to five (3-5) working days prior to the meeting date so that appropriate
arrangements can be made.

TAB 1

Pension Review Board
Advisory Committee on Principles of Retirement Plan Design Meeting Minutes
Thursday, March 1, 2018
1. Meeting called to order (0:10)
The first meeting of 2018 of the Pension Review Board (PRB) Advisory Committee on Principles
of Retirement Plan Design was called to order by Chair Keith Brainard on Thursday, March 1,
2018, at 9:21 AM at Capitol Extension, Committee Room E1.012, 1400 N. Congress Avenue,
Austin, Texas.
2. Roll call of Committee members (0:20)
Board Members Present
Keith Brainard
Stephanie Leibe
Josh McGee
3. Approval of the October 13, 2017 Committee meeting minutes (0:38)
Chair Brainard entertained a motion to suspend reading of the minutes.
Motion made by Mr. McGee, seconded by Ms. Leibe.
Motion Approved Unanimously
4. Discuss and consider developing recommendations for PRB Principles of Retirement Plan
Design (1:26)
Chair Brainard noted that the committee meeting packet included a draft of the Principles of
Retirement Plan Design as discussed in the prior Advisory Committee meeting. He stated that
the draft took into consideration public testimony from that meeting.
Chair Brainard opened the discussion, noting that he had some suggestions. He explained that
the meeting packet included his draft of the preamble to the Principles of Retirement Plan
Design.
He recommended including the suggested preamble, beginning with "whereas," until the word
"therefore". He also suggested an amendment to the second bullet, to replace "protecting the
environment," with "protecting the state's natural resources."
Chair Brainard moved to approve the preamble as submitted, as amended.
Ms. Leibe suggested mentioning that proper plan design provides economic stability on the part
of the governmental entity providing the plan.
Mr. McGee suggested changing the first sentence of the preamble to strike "employing 1 in 8
Texans," due to demographic changes and state employment changes.
Chair Brainard agreed.
Ms. Leibe suggested a modification of the last bullet of the preamble, or within its own bullet,
the general idea that the design and management of the retirement benefit, in addition to
providing a benefit to the employees to attract and retain those employees, should also be
managed in such a way to provide economic stability to the governmental entity so that those
entities do not find themselves with significant funding gaps which effect their annual budget on
a going-forward basis.
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Chair Brainard suggested adding Ms. Leibe's input to the principles themselves, instead of the
preamble.
Mr. McGee stated that the final bullet point of the preamble talks about the goal of the
Principles, and suggested modifying the last bullet to include "the design and prudent financial
management of the retirement benefits provided to public employees can significantly affect
the ability of the employers to attract and retain employees and the sponsoring government's
ability to provide an essential public service."
He stated that it would be good to also put in the Principles that it is also very important that
the benefits are not managed in such a way that it creates instability with the sponsoring
government.
Chair Brainard stated that the Principles should include the “should” language and that he
believed the spirit of Ms. Leibe and Mr. McGee seemed to be that the benefits should be
sustainable for the employer in advance of certain financial and economic goals of the
employer. He suggested allowing staff to refine the language. The Committee agreed.
Chair Brainard proposed an amendment to "initial draft language" in the draft of the Principles.
He suggested adding after the first sentence, "and that a retirement benefit is vital to
attainment of the objectives of multiple public sector stakeholders, including employers,
employees, and taxpayers," so it goes beyond the critical element of the employee's
compensation. The Committee agreed.
Mr. McGee asked how the Principles document would flow with the preamble.
Chair Brainard suggested staff work it out, stating that the preamble should go after the
paragraph stating: "initial draft language.”
Ms. Leibe suggested taking a step back, stating that some of what is on paper does not currently
line up neatly with current state law. She asked whether there should be an acknowledgement
to that fact.
Chair Brainard stated that in his view, the Principles are intended to affect policy and added that
his hope was that retirement plan representatives and plan sponsors would compare it to their
plan and make changes accordingly. Mr. McGee agreed.
Mr. McGee suggested specifying in the first bullet that plans must offer a primary benefit.
Ms. Leibe suggested “employer-sponsored primary retirement.” The Committee agreed.
Chair Brainard stated that in item 3, the word “immediate” is prescriptive. He stated that vesting
should take place over a short period and should not exceed 5 years. He added that immediate
seemed too specific.
Ms. Leibe suggested leaving it as "reasonable vesting period,” adding that she had a lot of
concern about "immediate" and "short" vesting periods.
Mr. McGee stated that in his experience, moving vesting periods has a relatively small impact on
funding. He stated that there are a lot of plans with vesting requirements between 5 or 10
years. He added that 10 would be too long, but a 5-year reduction would not have a big impact.
Ms. Leibe stated that she was more concerned about “immediate.”
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Chair Brainard stated that 5 years is the maximum vesting allowed by ERISA.
Mr. McGee suggested “over a short period, not to exceed 5 years.” The Committee agreed.
Chair Brainard suggested replacing “must” with “should” in item 8. The Committee agreed.
Ms. Leibe suggested replacing “prudent person standards” with “prudent investor standards.”
The Committee agreed.
Chair Brainard opened the discussion to public testimony.
Mr. David Stacy from Midland Firefighter’s Relief & Retirement Fund stated that since
governmental plans are not subject to ERISA, the ERISA requirements should not be discussed in
this context since they are not applicable in the public sector. He added that he disagreed with
accelerating vesting period, since public sector plans use vesting to recruit and retain
employees. He stated that a longer vesting period is one of the incentives to make it less
attractive for an employee to terminate after a short period of employment.
Mr. McGee stated that one primary goal of offering shorter vesting periods is for workers to be
on the path to retirement security. He added that research has shown that vesting is not a
significant recruitment tool.
Chair Brainard added that retirement plan design is a balance and that employers can use other
tools to retain employees besides vesting.
Mr. McGee asked that staff make sure that the document flows once the preamble is added.
Chair Brainard agreed and asked that the Committee give staff a wide latitude in editing the
Principles.
Mr. McGee asked that the format of the Principles match the Pension Funding Guidelines.
Chair Brainard outlined the next steps of the process, stating that once staff finishes the draft,
the PRB will send it out for public comment. He added that the Committee will review the
comments at the next meeting before recommending a draft to the full board.
Mr. McGee noted that one thing the current Principles are completely silent on are DROP plans.
He added that it has been a problematic element of plan design for Texas plans.
Chair Brainard suggested bringing his thoughts on DROP elements for consideration at the next
Committee meeting.
5. Date and location of next Advisory Committee meeting (38:06)
Chair Brainard noted that the next meeting of the committee is scheduled for April 24, 2018.
6. Invitation for audience participation
Public comments were taken throughout the meeting.
7. Adjournment (38:18)
Chair Brainard moved for adjournment of the Committee.
Motion made by Mr. McGee and seconded by Ms. Leibe.
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The Committee adjourned at 10:05 AM.
In Attendance:
Staff
Westley Allen
Eusebio Arispe
Bryan Burnham
Marc Chytil
Joey Evans
Reece Freeman
Kenny Herbold
Michelle Kranes
Anumeha Kumar
Eloisa Mata
Ashley Rendon
Christine Taylor
Guests
Dan Wattles, TMRS
Tom Harrison, TCDRS
Alva Littlejohn, Lubbock Fire Pension
David Stacy, Midland FRRF
Michael Trainer, San Antonio Fire & Police Pension System Pensioners
Paul Brown, TEXPERS
Tyler Grossman, El Paso Fire & Police Pension Fund
Nancy Fisher, Austin Fire Fighter’s Relief and Retirement Fund
Eloise Raphel, Houston FRRF
Max Patterson, TEXPERS
Jason McElvaney, TCDRS
Pattie Featherston, Austin Police Retirement System

Chair Keith Brainard
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TAB 2

Pension Review Board
Principles of Retirement Plan Design
Draft
The Pension Review Board (PRB) recognizes that a retirement benefit is vital to attainment of the
objectives of multiple public sector stakeholders including employers, employees, and taxpayers, and
that benefits should be protected through sound plan design and adequate funding. Therefore, the
PRB intends for these Principles of Retirement Plan Design to provide guidance and information to
help public retirement systems and their associated governmental entities structure sustainable
retirement systems.
Because:
•
•

•

•

•

state and local government is a major employer in Texas;
the state and its many political subdivisions–counties, cities, school districts, special districts,
and others–rely on employees to deliver essential public services, including teaching at public
schools; protecting public health and safety; planning, building, and maintaining
transportation, utility and other infrastructure, parks and recreational facilities; protecting
vulnerable individuals, including children, the elderly, and those with developmental
disabilities; and protecting the state’s natural resources;
employee compensation is a vital component in the ability of the state and its political
subdivisions to attract qualified workers to perform public services and to keep those
workers employed as long as they continue to add value to their employer and to the public;
a retirement benefit is a critical element of employee compensation, serving as an important
tool in the ability of employers to recruit and retain qualified and experienced employees;
and
the design and prudent financial management of the retirement benefit provided to public
employees can significantly affect the ability of employers to attract and retain employees
and maintain budgetary stability while providing essential public services;

The PRB supports the following Principles of Retirement Plan Design for public retirement systems
in Texas:
1. Public employers should offer a retirement benefit to their employees, and participation in the
employer-sponsored primary retirement plan should be mandatory.
2. Contributions to retirement plans should be made in a manner consistent with the PRB Pension
Funding Guidelines.
3. Employers and employees should share the cost of the benefit.
4. Retirement plan vesting should occur over a short period, not to exceed 5 years.
5. Benefits should be designed to replace a designated portion of employee salary and should place
employees on the path to a target replacement rate at a specified retirement age in consideration
of participation or nonparticipation in Social Security.
6. A retirement plan should require annuitization of a substantial portion of retirement benefits.
1

7. In the absence of an immediate and heavy financial need, a retirement benefit should be used
only for retirement.
8. Retirement benefits should be protected against erosion of the value of the benefit from inflation.
9. Cost-of-living adjustments, if provided, should be pre-funded and linked to actual inflation.
10. A retirement plan should provide adequate death and disability benefits.
11. Employers are encouraged to sponsor supplemental retirement plans.
12. Retirement plans should have governance structures that ensure that key decisions related to
investment allocation, benefit design, and selection of actuarial assumptions represent the
interests of all stakeholders, minimizes cost, and are made in a transparent and publicly
accountable fashion.
13. Retirement plan assets should be pooled, professionally invested, and invested in a manner that
minimizes cost.
14. Assets should be diversified and invested in a manner consistent with prudent investor
standards.
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PRB Advisory Committee
April 24, 2018

Draft Principles of Retirement Plan Design
Comments
PRB Principles of Retirement Plan Design
Comments Received on Draft

(Intro/Preamble)
The Pension Review Board (PRB) recognizes that a retirement benefit is vital to attainment of the
objectives of multiple public sector stakeholders including employers, employees, and taxpayers, and
that benefits should be protected through sound plan design and adequate funding. Therefore, the
PRB intends for these Principles of Retirement Plan Design to provide guidance and information to
help public retirement systems and their associated governmental entities structure sustainable
retirement systems.
Because:
•
•

•

•
•

state and local government is a major employer in Texas;
the state and its many political subdivisions–counties, cities, school districts, special districts, and
others–rely on employees to deliver essential public services, including teaching at public
schools; protecting public health and safety; planning, building, and maintaining transportation,
utility and other infrastructure, parks and recreational facilities; protecting vulnerable
individuals, including children, the elderly, and those with developmental disabilities; and
protecting the state’s natural resources;
employee compensation is a vital component in the ability of the state and its political
subdivisions to attract qualified workers to perform public services and to keep those workers
employed as long as they continue to add value to their employer and to the public;
a retirement benefit is a critical element of employee compensation, serving as an important tool
in the ability of employers to recruit and retain qualified and experienced employees; and
the design and prudent financial management of the retirement benefit provided to public
employees can significantly affect the ability of employers to attract and retain employees and
maintain budgetary stability while providing essential public services;
Respondent
Houston
Municipal
Employees
Pension System
(HMEPS)
Chris Hanson, City
of Austin
Employees’
Retirement
System (COAERS)

Response
We suggest the first sentence [of the preamble] read as follows to include
retirees and beneficiaries among the specific listed stakeholders:
“The Pension Review Board (PRB) recognizes that a retirement benefit is vital to
attainment of the objectives of multiple public sector stakeholders including
employers, employees, retirees, beneficiaries, and taxpayers, and that benefits
should be protected through sound plan design and adequate funding.”
Many elements contained in this draft are not directly related to retirement plan
design. The PRB should consider the intended scope of these Principles as the
current proposal is not entirely clear where retirement plan design ends and
other elements of plan administration begin. If the PRB intends to speak to
governance, asset allocation, and actuarial assumptions, this document should
consider other items such asset/liability studies and possibly retitling as
Principles of Retirement Plan Administration.
Opening paragraph: This sentence reads as if the plan design was de novo, when
most Texas public retirement systems have already been created. Consider
rewording, for example “…entities maintain an adequate retirement plan design
and ensure that those promises are sustainable throughout the employee’s life.”
1

PRB Advisory Committee
April 24, 2018

Draft Principles of Retirement Plan Design
Comments

1. Public employers should offer a retirement benefit to their employees, and participation in the
employer-sponsored primary retirement plan should be mandatory.
Respondent

Response

David Gavia, Texas
Municipal Retirement
System (TMRS)

As drafted, this principle appears to require mandatory participation for
all employees. We suggest clarifying whether participation should apply
to all employees, full-time employees and also whether employees in
permanent or some other status should be included. In our opinion, the
plan sponsor should have the flexibility to set participation standards. For
example, the TMRS Act requires employers to cover employees who
regularly work in a position requiring 1,000 hours or more per year. Other
plan sponsors utilize other standards.

2. Contributions to retirement plans should be made in a manner consistent with the PRB Pension
Funding Guidelines.
No comments received on this Principle.
3. Employers and employees should share the cost of the benefit.
Respondent

Response

David Gavia, TMRS

Rather than stipulating that both employers and employees should “share
the cost of the benefit,” please consider changing it to “contribute to the
cost of the benefit”. The original wording might leave the reader with the
impression that the employee and employer should share costs equally
when in fact there are a variety of cost sharing approaches.

HMEPS

This principle could be interpreted as meaning that risks should be shared
equally. This would be a significant change from the way most public
pensions work. While “risk sharing” elements exist in some defined
benefit plans, fluctuations in employee contributions (and, of course,
benefits) are usually considered as a last resort. Cities that have promoted
plan features that create volatility in employee contributions or benefits
have experienced unwelcome changes and higher costs in employee
hiring and retention.
Further, the PRB has consistently directed attention to the necessity of
adequate and consistent employer contributions when it comes to the
health of public pension systems, and therefore we believe this important
principle should stand on its own or be incorporated into Principle #3.
We suggest that Principle #3 read as follows: “Employers and employees
should both contribute to the retirement plan, with a priority placed on
adequate and consistent employer contributions as well as on the stability
of employee contributions and benefits.”

2

PRB Advisory Committee
April 24, 2018

Draft Principles of Retirement Plan Design
Comments

4. Retirement plan vesting should occur over a short period, not to exceed 5 years.
Respondent
Amy Bishop, Texas
County and District
Retirement System
(TCDRS)

Response
The TCDRS plan allows participating employers (counties and districts) to select
5, 8 or 10 year vesting. This is a local plan decision that allows participating
employers to choose the vesting option appropriate for each respective
employer’s compensation program and workforce needs. Mandating a uniform
five-year vesting period may interfere with an employer’s ability to set benefits
to best fit their local needs and budgets. In addition, in TCDRS’ plan non-vested
members have excellent portability and ability for their benefit to grow. Nonvested members’ benefits continue to grow at 7% or they can be rolled into
another qualified retirement plan. This means that benefit growth and
portability are not tied to vesting.

David Gavia, TMRS

Due to the variability in plans, please consider changing the language from a
specific vesting period to “over a reasonable period of time consistent with the
needs of the employer”. For example, the TMRS Act permits cities to select 10
year or 5 year vesting. However, most of our cities have selected 5 year vesting
and new cities come into TMRS with 5 year vesting.

Kevin Ivy, Chairman;
Alva Littlejohn,
Board Trustee; Jack
Watkins, COO;
Lubbock Fire
Pension Fund

a) Actuarially, shorter vesting represents additional cost to a Plan. In the
interest of securing “financially healthy” plans this principle is in an obvious
contradiction.
b) When future values are considered and depending on the particulars of the
specific Plan, vesting periods shorter than the average of 12-13 years are
actually a detriment to the retirement of the Participant. 5 year vesting is
nothing more than encouragement for a less-than-optimal decision on the
part of a Participant.
c) Current vesting periods of 10 or more years serves to augment the
experience level of employees by providing motivation to stay with the
current employer. In public safety, this is tantamount to forming a good
foundation of operational experience. The taxpayers served benefit directly
from that extended experience base.
d) Low frequency-high impact life situations impacting Participants are
available by vesting on the first day of employment i.e. Disability and Death
benefits. “Vesting” is actually a more complex term than just a service
calculated retirement. Lubbock had a widow pass away recently that was
the wife of a firefighter (one of three) lost in a fire in 1979. She received a
benefit for almost 39 years. Her deceased husband was not vested, only
having 4 years of service at time of death.

John Crider, Actuary

In my opinion, the five year period is too short. In addition, there are technical
issues which could produce serious problems for a plan if a change in vesting
scale is made without examining all possible consequences. Problems with such
a short vesting period include:
•

The benefit accrual provision in Texas public plans are not uniform.
Consider a plan which provides a benefit at retirement of 60.0 percent
of final average pay upon attaining a specific age and completing, for
example, 20 years of service. Many plans include a definition of accrued
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Comments

4. Retirement plan vesting should occur over a short period, not to exceed 5 years.
John Crider, Actuary

benefit which specifies that a plan member will earn a benefit of 3.00
percent of final average pay for each year of service. However, there are
still many plans which do not specify a year-by-year benefit accrual
formula. Those plans only state that the benefit at normal retirement is
60.0 percent of pay. Benefit accrual is managed through the plan’s
vesting provisions.
If such a plan shortens its vesting scale to five-year cliff vesting, a
participant could be eligible to terminate service after five years of
service and be entitled to a full 60.0 percent of pay benefit at the plan’s
normal retirement age. Such an employee could terminate and then
return to service with the same sponsor multiple times and accrue
several benefits over a period of time.
Changing the plan’s benefit accrual to a unit benefit formula is restricted
by the provisions of Article XVI, Section 66(d) of the Texas Constitution.
The question of exactly what benefits are protected under this provision
of the Texas Constitution continues to be a matter of litigation. Thus,
changing the benefit accrual formula carries with it the risk that the
board of trustees and the plan sponsor will incur heavy litigation costs.

(continued)

•

Experience has shown that younger participants have a tendency to
spread their distributions upon termination of service rather than save
them for retirement. Shorter vesting periods have the disadvantage
that they cause the diversion of retirement savings to non-retirement
purposes.

•

Mark Fenlaw, Rudd
and Wisdom, Inc.

In plans with higher member contribution rates, such as those which
cover public safety employees, the value of a participant’s accumulated
contributions can exceed the value of the member’s accrued benefit
until he or she has well over ten years of service. In this case, it is to the
member’s advantage to withdraw his or her contributions rather than
the maintain a vested deferred retirement benefit in the plan.
If a plan is amended so as to prohibit a member from electing the return
of his or her accumulated contributions such a change could be deemed
to have diminished or reduced the participant’s accrued benefit,
therefore violating Section 66(d) of the Texas Constitution. In addition,
the plan would have to keep track of former employees for periods of
up to 20 or 30 years and to commence benefits on a timely basis in order
to comply with the Internal Revenue Code’s required minimum
distribution provisions.
I recommend changing it to read “Retirement plan vesting should be
appropriate for the type of employees covered by the plan.” Five years is too
short for public safety employees. In addition, these are to be principles, not
prescribed provisions.
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4. Retirement plan vesting should occur over a short period, not to exceed 5 years.
Rocky Joyner, Segal

It is not clear to us why this should be in the Guidelines. Vesting and benefit
eligibility design need to reflect the needs of the local government. For some
plans, longer vesting periods serve a purpose, particularly for some public safety
plans.

Tyler Grossman, El
Paso Firemen &
Policemen’s Pension
Fund

Item 4 wishes to reduce the vesting time for retirement plans to 5 years or less.
This would require a large portion of retirement systems to change their
governing documents through state legislature, city ordinance, voter elections,
and/or membership voting. All of which are costly and time consuming. It also
assumes former members will not withdraw their contributions.
If the desire is to allow the former member to be able to receive a benefit in
retirement then why not just make participation in the Proportionate
Retirement Program mandatory instead of trying to change all the plans. With
current PRP rules a person is vested regardless of how many years they
participated in 1 Fund as long as all the vested time adds up to meet each Funds
vesting requirement. Total vesting time by the member amongst all Funds is
what matters. It seems PRP participation is an easier solution than trying to
amend all plans or make a state law requiring uniform vesting times.

Warren Schott, San
Antonio Fire &
Police Pension Fund

Our fund is a defined benefit plan and we require our members to work for 20
years in order to be eligible for an annuity. Our plan is exclusively for firefighters
and police officers. These positions require highly specialized training, which is
expensive and time consuming. Once the City has invested the time and money
to train firefighters and police officers, we want them to stay with their
respective Department as long as possible and get valuable experience. If they
decide to separate prior to reaching 20 years, we feel they should share the
financial responsibility for the cost of their training, which is why they can only
get a refund of their contributions. This creates a strong incentive for them to
stay for the 20 years. I understand that a shorter vesting may be good for the
municipal employee and teacher. But for fire and police, because of the lengthy
and specialized training requirements, Cities are unable to replace them as
quickly as a municipal employee or teacher.

Chris Hanson,
COAERS

Consider rewording so that this is not prohibitive “…preferably five years or
less.”

Austin Fire Fighters
Relief and
Retirement Fund

Austin Fire has two concerns with Principle #4. First, vesting under a retirement
plan should only refer to any benefit derived from employer contributions. An
employee is always vested in his or her contributions to a plan. Austin Fire would
suggest that Principle #4 clarify that vesting only applies to benefits associated
with employer contributions.
Additionally, vesting is primarily a tool used for retention of work force. Setting
the appropriate number of years under a vesting schedule is highly dependent
upon the needs of the employer and the dynamics of the applicable labor
market, which can vary significantly based on a variety of factors, including the
type of workforce involved, the geographic location of the employer, and the
current supply and demand of the market.
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4. Retirement plan vesting should occur over a short period, not to exceed 5 years.
Austin Fire Fighters
Relief and
Retirement Fund
(continued)

For public safety departments, a five year vesting schedule does not adequately
reflect a department’s needs, especially considering the investment made in
training and the competitive labor market involved. Under Austin Fire’s plan, a
member is vested and entitled to a retirement benefit after 10 years of service
upon reaching retirement age and/or service, which is appropriate and has been
a feature of the Fund for many years, if not since inception.
Austin Fire would suggest that Principle #4 not attempt to establish a number
of years for vesting but instead state that vesting should be set at an appropriate
level that recognizes the retention needs of the employer and the importance
of providing an achievable retirement benefit to employees.

Karl Rimkus, Rene
Pena, Robert Ash, El
Paso City
Employees’ Pension
Fund

Our current plan document provides for minimum vesting with 7-years of
service but also requires a participant to be 45 years of age. Alternatively a
participant in our first tier may achieve minimum vesting with 10-years of
service and age 40. In both instances an age must be attained in order to be
eligible to receive a monthly retirement. Participants are able to receive a
refund of contributions if they do not achieve the minimum vesting
requirements.
If the plan were mandated to provide vesting at 5-years, without consideration
of age, it is anticipated that liability of the plan would increase. We believe that
our plan stands with many retirement systems in Texas which either a combined
age and service requirement (i.e. rule of 80) or independent age and service
requirements. For these reasons we request additional considerations be given
to including an age requirement. We request that this principle be considered
for clarification.
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5. Benefits should be designed to replace a designated portion of employee salary and should place
employees on the path to a target replacement rate at a specified retirement age in consideration of
participation or nonparticipation in Social Security.
Respondent
David Gavia, TMRS

Joe Newton, GRS
Consulting (TMRS)

Kevin Ivy, Chairman;
Alva Littlejohn, Board
Trustee; Jack Watkins,
COO; Lubbock Fire
Pension Fund

Rocky Joyner, Segal
Chris Hanson, COAERS

Karl Rimkus, Rene
Pena, Robert Ash, El
Paso City Employees’
Pension Fund

Response
Consider modifying this principle to recognize that a cash balance plan such
as TMRS cannot directly target a specific percentage of salary at any given age.
The language in the GRS memorandum is one possible way to accommodate
both a traditional defined benefit plan and a cash balance plan like TMRS.
A literal reading of this could suggest a cash balance program, like TMRS,
would not meet this guideline. A cash balance program does not target a
specific percentage of salary at any given age. We do not believe that was the
intent of the principle and would suggest the language be revisited. For
example, instead of “designated portion of employee salary” the principle
could refer to a desired income level or an appropriate amount of benefit.
Could also reference an appropriate amount of benefit per year worked.
Possible Example: “Benefits should place employees on the path to have an
adequate retirement income at appropriate retirement ages in consideration
of participation or nonparticipation in Social Security.”
a) This passage reads as though there is intent to mandate benefit amounts
relative to employee salary, a “one size fits all”. Each public employee Plan
has benefit structures configured according to myriad of influences, all of
which are generally specific to that Plan, its tenants and conditions.
b) “Vesting” serves to identify a “path to a target replacement rate”. It starts
when the Participant is “partially vested” and is completed when a
Participant is “fully vested”. Social Security employs the same concept; it
is called “credits”.
c) “Participation or nonparticipation in Social Security” reinforces an
interpretation of the intent of the principle to identify a specific amount
that is acceptable as a retirement amount, i.e. participation in Social
Security implies the Plan benefit should be less.
Will the PRB be suggesting any target ratios in the future?
Eligibility is not addressed here. Consider adding something to address
eligibility, based on the appropriate age and service requirements of the
position of employment (civilian vs. public safety). An example is
“Retirement benefits should generally begin only upon the attainment of an
age after a normal lifetime working career would have ended.”
Also consider separating out the replacement income language from the
age/eligibility language.
It is difficult to designate a target replacement rate at a specified retirement
age without taking into account the age of the participant at the time of hire.
An older participant, at the time of hire, may be expected to work a shorter
period on average achieving a lower replacement rate. The default would
appear to be merely the plan multiplier. Would it be acceptable to have a
targeted replacement rate defined as the plan multiplier (ex. 2.5 percent of
salary) at the time of retirement upon meeting the minimum vesting
requirements? We request that this principle be considered for clarification.
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Comments

6. A retirement plan should require annuitization of a substantial portion of retirement benefits.
Respondent

Response

David Gavia, TMRS

We suggest you clarify this principle to make it clear that a large lump sum
distribution of benefits at retirement is discouraged. For example, the
TMRS Act allows a retiring member to take a partial lump sum distribution
(equal to up to 3 years worth of annuity payments) with the rest required
to be paid in the form of a lifetime annuity.

Jennifer Jones, Employees
Retirement System of
Texas (ERS)

I’m wondering about a clarification that this applies to the mandatory,
primary retirement plan. Later in the document it refers to supplemental
plans. Not every system or employer offers both a primary and
supplemental plan, nor are they necessarily in the same entity the way
they are at Texas ERS. If the primary plan is a DC plan, the annuitization
issue is more important. But I’d hesitate to suggest requiring annuitization
for a supplemental DC plan when the primary is a DB plan. Not that the
document is suggesting this currently, but rather that it is unclear as
currently written.

Rocky Joyner, Segal

Will the PRB suggest an appropriate balance between annuities and lump
sums?

Chris Hanson, COAERS

Consider specifically mentioning the deferred retirement option
provisions (DROPs). For instance, “Ensure that deferred retirement option
plan provisions are designed so that the provisions are sustainable,
actuarially approved, and do not pose material financial risks for the
retirement system.”

7. In the absence of an immediate and heavy financial need, a retirement benefit should be used only
for retirement.
Respondent

Response

Mark Fenlaw, Rudd and
Wisdom, Inc.

I recommend deleting the first half of the sentence so that it would read
“A retirement benefit should be used only for retirement.” The first half
of the sentence as written in the draft would be typical of defined
contribution plans that allow withdrawals under certain emergency
conditions and would not be applicable for a public employee defined
benefit plan in which benefits are usually not paid until after employment
has been terminated.

Rocky Joyner, Segal

The PRB may want to add specificity to this item. It seems vague to us.

Austin Fire Fighters Relief
and Retirement Fund

While Austin Fire is generally in agreement with this principle, Austin Fire
believes that the principle would be better stated by addressing when
retirement benefits should be available and not how retirement benefits
are actually used. Thus, Principle #7 might be better stated: “In the
absence of an immediate and heavy financial need, a retirement benefit
should only be available upon retirement.”
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8. Retirement benefits should be protected against erosion of the value of the benefit from inflation.
Respondent
Amy Bishop, TCDRS

Response
Principle No. 8 states that retirement benefits should be protected against the
erosion of the value of the benefit from inflation. It is unclear if this principle
means that cost of living adjustments must be a mandatory component of a
retirement or if the PRB is proposing some other type of benefit design. TCDRS
employers have a choice to provide a COLA. We think it is appropriate for
employers to make this decision based on their budgets and local needs.

9. Cost-of-living adjustments, if provided, should be pre-funded and linked to actual inflation.
Respondent
Amy Bishop, TCDRS

Austin Fire Fighters
Relief and
Retirement Fund

Response
Many participating TCDRS employers choose to pre-fund COLAs, however, prefunding is not required. TCDRS does require that any benefit enhancement, such
as a COLA, be amortized over a closed 15-year period. Instead of requiring that
COLAs be pre-funded, we suggest that COLAs be responsibly funded in
accordance with the Pension Funding Guidelines adopted by the PRB, which
provides that the amortization period be as brief as possible, but not to exceed
30 years, with 10-25 years being the preferable range.
Austin Fire has two concerns with Principle #9. First and foremost, the intent of
the term “pre-funded” is unclear and suggests that additional funding or
contributions must be made at the time any COLA is granted under a retirement
plan.
Austin Fire agrees that COLAs should only be granted when it is financially and
actuarially appropriate to provide such an adjustment. In fact, Austin Fire’s
governing statute has a specific test that only allows the granting of a COLA if and
to the extent the Fund’s actuary determines that such adjustment would not
“impair the financial stability of the fund.” Additionally, Austin Fire and its
actuary have developed rules that specifically provide how such financial stability
will be assessed, and such assessment is based on required amortization periods
and funding levels.
Through this statutory test and its rules, Austin Fire ensures that the Fund is
actuarially sound and financially stable following the granting of a COLA.
However, nowhere in this test is it required that additional funding or
contribution is necessary, or some other type of “pre-funding” mechanism is
required. Austin Fire suggests that Principle #9 reflect these concepts of actuarial
soundness and financial stability, as opposed to a concept of pre-funding.
Second, Principle #9 states that a COLA should be linked to “actual inflation.”
Austin Fire generally does not take issue with this principle. Austin Fire’s statute
does provide a link to its COLA and inflation, through use of the Consumer Price
Index for All Urban Consumers (CPI-U) as determined by the Department of
Labor. However, whether CPI-U or another statistic qualifies as “actual inflation”
and what period should be used to determine what inflation metric reflects
actual inflation is subject to interpretation and variance. Austin Fire suggests that
Principle #9 reflect these variations and state that COLAs should be
“appropriately linked to inflation.”
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9. Cost-of-living adjustments, if provided, should be pre-funded and linked to actual inflation.
Karl Rimkus, Rene
Pena, Robert Ash,
El Paso City
Employees’
Pension Fund

Our plan provides only Ad Hoc cost-of-living increases and participants are
informed at the time of retirement that they are not to ever expect a cost-ofliving increase. For over the past 20 years any Ad Hoc cost-of-living increases
granted by the Board were made as a one-time increase that did not compound
or increase the retiree’s monthly retirement payment. No sinking fund or prefunding of this type of Ad Hoc cost-of-living increase has ever been made in the
past. To recommend that the plan “set aside” or “pre-fund” an amount in a fund
dedicated to merely the possibility to granting a cost-of-living increase at some
undetermined date may be an inefficient use of resources and may in fact create
the perception that an Ad Hoc cost-of-living increase is in fact something other
than an Ad Hoc increase. This may increase the Fund’s liability based upon
current GASB rules. We request that this draft principle be considered for
clarification.

10. A retirement plan should provide adequate death and disability benefits.
Respondent

Response

David Gavia, TMRS

We suggest clarifying what “adequate” means. Also, clarify what is meant
by death benefits. Are you referring to survivor death benefits or
something else? Also since TMRS is a cash balance plan, disability benefits
are based on the account balance and match at the time of the disability
and may be lower than a traditional defined benefit plan.

11. Employers are encouraged to sponsor supplemental retirement plans.
Respondent
David Gavia, TMRS

HMEPS

Rocky Joyner, Segal

Response
We are unsure how this proposed principle relates to plan design. It is a
type of plan and an employer issue, not an element of a plan. Also, please
clarify whether you are referring to a defined contribution type plan, such
as a 457 plan.
A public employer who sponsors a qualified retirement plan for its
employees, whether DB, DC or hybrid, is generally prohibited from
sponsoring another qualified retirement plan for its employees. However,
most public employers offer a non-qualified tax-advantaged cash
accumulation plan such as a 457 deferred compensation plan. Because a
401(k) plan is no longer available in the public sector, many public
employers provide a 457 plan into which the employee defers
compensation on a pre-tax or after-tax (Roth) basis.
We suggest that Principle #11 read as follows: “Employers are encouraged
to sponsor plans that are supplemental to the retirement plan, such as a
deferred compensation plan.”
Presumably, this refers to supplemental DC-type plans, which would
include DROP. Otherwise, this is unclear as to what is intended. Especially
if the benefit accruals yield sufficient replacement of income to maintain
standard of living.
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12. Retirement plans should have governance structures that ensure that key decisions related to
investment allocation, benefit design, and selection of actuarial assumptions represent the interests
of all stakeholders, minimizes cost, and are made in a transparent and publicly accountable fashion.
Respondent
Amy Bishop, TCDRS

Response
A qualified public retirement plan is first and foremost a trust, and the
trustees and key retirement plan officials must make decisions consistent
with their fiduciary duty to the trust. Stakeholder interests and costs may
be relevant factors to consider, but ultimately, all plan decisions must be
made for the exclusive benefit of the members, retirees, and beneficiaries
of the trust.

HMEPS

Typically “governance structures” refers to the governance of the pension
fund. But as fiduciaries of a trust fund, trustees cannot be asked to
represent the interests of non-beneficiaries of the trust. This is not to say
that other stakeholders should be ignored, but rather that different
institutions represent their interests. For example, taxpayers are
represented by their elected officials who in turn may negotiate with the
pension system regarding retirement benefits and funding.
The minimum cost is always zero, but of course this will not result in the
desired outcome. It would be more appropriate to say that costs should
be “optimized,” or that decisions “should be made with careful
considerations of costs.”
Clearly, personal and financial information about individuals should be
safeguarded. To combat identity theft and other malicious use of personal
information, numerous federal, state and local governments have passed
privacy and blocking statutes that penalize the distribution of confidential
information about individuals. Accordingly, the following should be
added: “… but with the utmost attention paid to the privacy concerns of
members.”
We suggest that Principle #12 read as follows: “Retirement plans should
have governance structures that ensure that key decisions related to the
investment of assets and administration of the plan are taken solely in the
interests of the plan and its participants and beneficiaries, taken as a
whole, and that decisions regarding retirement plan design, investment
allocation and selection of actuarial assumptions take careful
consideration of costs and be made in a transparent and publicly
accountable fashion but with the utmost attention paid to the privacy
concerns of members.”

Mark Fenlaw, Rudd and
Wisdom, Inc.

I recommend adding the word “reasonably” to the phrase. The
grammatical construction would call for “reasonably minimize costs”.

Chris Hanson, COAERS

Governance is about process, which structures are a part of, therefore the
use of “process” in lieu of “structure” would be more encompassing.
“Investment allocation” should be “asset allocation”.
“minimizes costs”: This language should be consistent with Texas law
“defray reasonable expenses”.
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12. Retirement plans should have governance structures that ensure that key decisions related to
investment allocation, benefit design, and selection of actuarial assumptions represent the interests
of all stakeholders, minimizes cost, and are made in a transparent and publicly accountable fashion.
Austin Fire Fighters Relief Austin Fire has two concerns with Principle #12. First, Principle #12 implies
and Retirement Fund
that a governance structure should be designed so key decisions
represent the interest of all stakeholders. Such implication is at odds with
the fiduciary duty of loyalty, which requires that such decisions be made
in the best interest of members and beneficiaries of the retirement plan.
While a governance structure may and should include or involve all
stakeholders, decisions should not represent their interests. Austin Fire
suggests that Principle #12 clarify that key decisions should involve or
include all stakeholders, but not represent the interests of stakeholders.
Second, the concept that a governance structure must ensure that a key
decision “minimizes cost” is potentially inconsistent with the fiduciary
duties of a fund. The duty of loyalty requires that assets of a retirement
plan only be used for paying benefits and defraying reasonable
administrative expenses of a retirement plan. The duty of loyalty does not
require minimizing costs, but only ensuring such costs are reasonable.
Furthermore, in making key decisions, trustees and other decision-makers
of a retirement plan must be prudent, and while a careful consideration
of costs is likely a part of any prudent process, it should not be the primary
consideration. For example, the selection of the lowest-cost service
provider who ultimately underperforms might minimize costs, but harm
the retirement plan in other ways that are much more detrimental than
slightly higher costs. Austin Fire suggests that Principle #12 not include
the concept of minimizing cost but should instead generally provide that
a governance structure ensures that key decisions are consistent with
applicable fiduciary duties.
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13. Retirement plan assets should be pooled, professionally invested, and invested in a manner that
minimizes cost.
Respondent
Amy Bishop, TCDRS

HMEPS

Mark Fenlaw, Rudd
and Wisdom, Inc.

Rocky Joyner, Segal
Warren Schott, San
Antonio Fire &
Police Pension
Fund

Chris Hanson,
COAERS
Austin Fire Fighters
Relief and
Retirement Fund

Response
TCDRS disagrees with the language that provides the assets be “invested in a
manner that minimizes cost”. For investment purposes, TCDRS pools the
retirement assets of over 760 participating employers and invests with
professional managers. The investment goal should be to maximize return with
an acceptable level of risk, consistent with the plan’s investment goals. As
currently worded, this proposed principle may suggest that a retirement plan
should always choose asset classes with the lowest fees even if the projected net
return of other asset classes is higher. Such a result would seem to be
inconsistent with the prudent investor rule.
It would be more appropriate to say that costs should be “optimized,” or that
decisions should be made with careful consideration of costs.
We suggest that Principle #13 read as follows: “Retirement plan assets should be
pooled, professionally invested, and invested in a manner that gives careful
consideration to costs.”
I recommend adding the word “reasonably” to the phrase. The grammatical
construction would call for “reasonably minimizes cost”.
I would also recommend deleting the word “pooled” if you mean pooling assets
in a way that reduces the decision making authority of the governing body as to
asset allocation and selection and monitoring of investment managers or mutual
funds. While that may be the ideal, it is much easier said than done for a plan
already in existence with its own investment policies. TMRS and TCDRS are not
interested in mergers of existing plans because of all the legal considerations and
costs and special handling involved.
This presumably should say “net costs”. Even if a plan pays certain fees, if the
total return is better than a passive approach, this can be cost effective.
What is meant by “minimizes costs”? This proposed Principle seems to be
encouraging funds to invest in low cost assets (such as Treasury Bills or Cash) or
to utilize indexing as opposed to active management. We would suggest that the
net investment return is more important than the “minimizing of costs”. For
example, would you rather invest in a bond fund that has a fee of 2 basis points
but an investment return of 3% or a stock fund that has a fee of 50 basis points
but an investment return of 8%? Or would you rather have an active manager
that earned 10% for a fee of 50 basis points or an index manager that earned 9%
for a fee of 3 basis points? The net return is what we use to pay the benefits.
“Pooled”: It is not clear if this is across plans or members.
“minimizes cost”: This language should be consistent with Texas law “defray
reasonable expenses”.
It is unclear under Principle #13 what is intended by the suggestion that “assets
should be pooled.” Does this contemplate the pooling of assets from multiple
retirement plans? Is it only referring to pooling of assets within a retirement
plan? Does it contemplate the use of only pooled investment vehicles? If the
latter, retirement plans often use investment managers or vehicles that would
not utilize or otherwise be considered a pooled vehicle.
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14. Assets should be diversified and invested in a manner consistent with prudent investor standards.
Respondent
HMEPS

Chris Hanson, COAERS

Response
Diversification is primarily important as a mechanism to minimize the
risk of large losses, and we believe that should be emphasized in the text
of the principle.
We suggest Principle #14 read as follows: “Assets should be diversified
so as to minimize the risk of large losses and invested in a manner
consistent with prudent investor standards.”
Diversification of assets is only one element of prudent investor
standards. Diversification is an investment risk management issue.
Consider eliminating a reference to diversification such that this item
reads “Assets should be invested in a manner consistent with prudent
investor standards.”

General
Chris Hanson, COAERS

#12, #13, and #14 of the Principles begin to move away from true
retirement plan design. The PRB could develop best practices around the
topics covered in these items separately. Also, many other important
best practices are not discussed or mentioned.

Austin Fire Fighters Relief
and Retirement Fund

Austin Fire has general concerns that Principles #13 and 14 relate more
to investment of plan assets as opposed to principles of plan design.
Typically, plan design refers more to benefits, funding and plan
administration. Principles #13 and 14 do not relate to these topics, but
instead delve into topics governing the investment of plan assets.
Both Principles #13 and 14 provide for concepts that may or may not be
consistent with the fiduciary duties of a retirement plan trustee. As
discussed above, the concept of “minimizing cost” is not required under
the duty of loyalty, may be at odds with the duty of prudence, and, in
the context of investments, end up producing a substandard investment
result. In evaluating investments, costs should play a role, but ultimately,
the net return of a particular investment and its associated risk should
be the driving factors in investment selection.
If the Committee does believe that the Principles of Retirement Plan
Design is a proper forum to address plan investments, Austin Fire would
suggest that the principle simply call for a retirement plan to develop an
investment policy that ensures that plan trustees invest plan assets
consistent with their fiduciary duties.

David Gavia, TMRS

Generally, TMRS believes that it is important that these principles not be
overly prescriptive. This is primarily due to the varied types of employers
and employees who are served by Texas’s 99 public sector defined
benefit plans.
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General
HMEPS

The draft principles echo the elements of best practices advanced by
organizations and agencies committed to reasonable and appropriate
plan design. However, we believe that some of the draft principles are
stated in a broad manner so as to be ambiguous, which could promote
policy decisions that inadvertently undercut a reasonable and
appropriate plan design.

Kevin Ivy, Chairman; Alva
Littlejohn, Board Trustee;
Jack Watkins, COO;
Lubbock Fire Pension
Fund

We would like to express general concern over the principles in the
proposed “PRB Principles of Plan Design”. The Statutes under which
most Texas public employer Plans are established are generally sufficient
in expressing essentials of retirement system plan design.
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