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Minutes of the Meeting of the Committee Members
July 29, 2014  5:00 pm
Members Present: Facilitator Bob Rusten, Eileen Blackwood (City Attorney), Councilor Jane Knodell, Councilor Sharon Bushor, Councilor Chip Mason, John Federico (Police), Jim Strouse (BERS), Jeffrey Wimette (IBEW), Susan Leonard (HR), Bill Rasch (AFSCME), Mike Flora (non-union BED), Bob Hooper (BERS), Joe Keenan (Fire) 
Absent: Mayor Miro Weinberger, Brian Lowe (Mayor’s Office) Councilor Karen Paul
Facilitator Rusten called the meeting to order at 5:02 pm.
Agenda: Keenan moved approval, Bushor seconded.  Unanimous.
July 15, 2014 minutes:  Wimette moved that we postpone discussion, Federico seconded. Unanimous.
Public Comment: Ron Ruloff.	
Keith Brainard joined the meeting by phone.
Comments on the Last Meeting: Keenan had some comments on minutes from last meeting: There apparently was an allegation that firefighters’ OT is counted in final average compensation; it is not.  Bonus pay is not included either, just base pay.  The 1.7 multiplier also has nothing to do with OT either; it’s based on the fact that they work an average 56 hour week.  This had to do with comparability.  Brainard noted that his understanding was there had been double counting, based on a conversation with staff and apologized if this was incorrect.  He also noted he could correct his written materials and resubmit them to Rusten.  Brainard also noted that he has never seen any plan other than Burlington’s count more than one year of service, and suggested it would be better to just calculate based on salary, not an increased service year. It’s an unusual way to calculate retirement benefits.  Keenan explained that at the time, the City didn’t have money to pay raises, and instead there was money in the retirement system, so the City increased benefits instead.  Rusten asked that the minutes be revised to reflect the accurate information.
Brainard said that after he hung up last time, he realized he hadn’t focused on the age necessary to qualify for normal retirement benefit—firefighters at age 45 and police at age 42.  That is an unusually young age to qualify.  There are a few other examples, but it’s a pretty young age. In the last 5-7 years, there has been a movement to establish a minimum retirement age in the high 40’s or low 50’s, starting in 2006.  Bushor noted that at the time this lower age was adopted, the City was experiencing a drain of officers to the state, and we were trying to be competitive, and the state’s retirement age was low.  
Federico said that Brainard has done a wonderful job trying to get his hands around the information, but it’s not all 100% accurate because one has to go to multiple contracts and the ordinance, so we should all do solid research on specific facts.  For example, the age 42 would involve an early retirement penalty.  
Keenan asked if the other systems included post-retirement healthcare.  That’s a big piece—maybe $18,000 a year.  Other organizations provide this, and the City doesn’t.
Hooper asked if Brainard knows how many organizations pay retiree health benefits out of retirement funds and how many separately.  Brainard responded that if the employee receives no SS, the employer is more likely to pay for and maintain healthcare.  Unlike retirement benefits, however, there is a vast array of financing and delivery systems for retiree healthcare—they are all over the map.  Sometimes there’s a separate state agency that covers it, so he has seen the whole gamut of arrangements.  
Rusten asked is there a ballpark of the percentage of systems that provide some form of retiree healthcare benefit? Hooper said that for purposes of our discussion, it matters if health benefits are paid out of retirement or some other way.  Brainard noted that the Affordable Care Act is complicating the issue, as plans are adjusting to meet the new requirements.
Knodell asked if Class A employees are eligible for Medicare?  Keenan said yes.
Knodell asked that if anyone sees anything inaccurate on charts, please notify Eileen or Bob, so we can be sure that we have accurate information to base decisions on.  In 2007, one issue was early retirement, so she urged everyone to keep that in mind.  Brainard agreed that he would be happy to correct and re-submit any inaccurate information.  This discussion brings home the complexity of Burlington’s plan design, in part because of the different tiers and changes, and he thinks all would be better served if we could move to a more simplified plan design.
Rusten noted that when he provides us with recommendations Brainard could look at what a simpler design would be and that people should channel any requests to Brainard through him (Rusten).
Goal of Recruiting and Retaining Staff
Since the 1970’s the difference between private and public sector retirement plans has increased, as the private sector has moved away from pensions (defined benefit plans), while the public sector has maintained them.  This is partly because many teachers, firefighters, police officers, etc. have been long-term career oriented in their public service field, and that career choice aligns nicely with the concepts of a traditional pension which rewards longevity of service.  A pension also allows employees to retiree at a prescribed juncture of life.  So, traditional public employment has fit well with pensions.  The nation as a whole has moved to defined contribution plans, but these contain no incentive for employees to stay on a particular job, as they are portable.  So, employers have had to compete on other benefits.  The Wall Street Journal ran an interesting article on a Mercer study of two private-sector firms, one who had eliminated and one who had kept their pension plan.  While at first, the defined contribution firm had a fixed and stable amount on their books, the pension firm had a rather volatile accounting entry.  However, 20 years later, the defined contribution firm had more older workers staying on the job, as they didn’t have enough benefits, while the pension firm was able to promote younger workers sooner.  Thus, a pension plan may allow an employer to manage its workforce better.  But, the plan has to be managed and affordable.  During the recent recession, a number of employers eliminated their contribution to retirement plans.  
Goals—The City must take measures to ensure that promised benefits can be paid and should consider modifying its retirement plan to ensure its ability to deliver essential public services and attract and retain qualified workers.
Wimette asked if the distinction was investor-owned companies versus municipalities.  Brainard said he didn’t know if the companies referenced above were publicly or privately held.  But it is true that municipalities have a different set of issues.  
Bushor said this article just emphasizes our vulnerability with the existing plan.  She feels she is being pointed to a hybrid plan.  Our existing plan rewards longevity, and the long-term employee may not get the benefit they anticipated.  This is informative, but it’s telling her the same thing she’s heard over and over again.  Is she missing something?
Brainard said there’s no hidden meaning intended. Nor is his intention to lead anyone toward a hybrid plan.  An employer in the public sector should and does provide a retirement benefit, it’s a promise, and employers should try to honor their obligations.
Knodell noted that people who enter the labor force now are less likely to stay with one employer for their whole career.  Thus, for these folks, there’s an advantage to a defined contribution plan.  Knodell noted we don’t want to lock people into jobs.  Leonard said that people can cash in their contributions, depending on when they are vested.  Brainard said that generally defined benefits favor long-term over short-term employees.  There are advocates who believe that the public sector should do more for short-term employees.  One response is that the public sector remains focused on long-term employees and owes better benefits to them.  HR might say that we don’t do a lot for folks who only want to work here for 5 years or less.  These aren’t necessarily mutually exclusive options.  It is possible to restructure to make a plan more attractive to short-term employees.  
Rusten asked if there is any data in the public sector regarding employee longevity now? Brainard said he looks at median tenure, and the last time he looked at federal median tenure figures for state and local government, they had stayed the same, while private sector figures had declined.  The private sector figures are probably due in part to the hospitality and retail sectors, which generally pay less and have no retirement benefit.  
Mason said the goals are noble, but we often hear that we might lose police or fire employees if we do X or Y in negotiations.  He doesn’t want to recommend changes that will mean the city will lose all its police officers, for example.  Also, there may be differences between members in different unions.  Rusten said it’s up to the committee to decide what information it wants.
Flora asked if we could see numbers about turnover public v. private since the economic downturn. He noted he came from a private utility because he lost his pension and OT in the private sector.  So, he wonders if there isn’t more of a demand for public sector jobs now.
Hooper wondered if the numbers are accurate for VT.  He noted that as an employee, he is a prisoner of the state retirement system, as there are not many places for him to move without losing his benefit.  Brainard agreed that public employment plays a larger role in rural than urban areas.  Bushor agreed that she works in healthcare and it’s the only game in town, and one would have to relocate to leave employment.
Rusten said that after the great recession, we have recently seen an increase in private sector jobs and significant losses in state and local government jobs since 2009-10.  It would be interested to see the change in median retention since then.  Brainard agreed that August 2008 was the peak for state and local government jobs and recent reports show public jobs down some 800,000+ or 3.5% since then. It looks as though it’s bottomed out now.  Most of this job loss was due to attrition, but there have been some layoffs.  The private sector has been growing unabated for 50 months in a row now.
Rusten asked if there is any hammer that would require an employer to make a contribution to a plan?  Brainard said not in the private sector, absent a union.  On the public side, with a pension, there is an obligation to pay the benefit, and you can’t do that without making the contributions.  Rusten followed up, asking is there any more of a hammer on the public side—with either defined benefit or contribution?  Brainard said he interprets that as what is the legal obligation—with regard to a pension plan, there is a more compelling requirement that the contribution be made.  There may be statutory or constitutional requirements.  However, for example, Michigan state employees have only a defined contribution plan, but the authorizing statute includes a requirement of a minimum 4% contribution.  Ultimately, it will depend on state law.    
What Other Communities Have Done: New Brunswick and Champlain College
Brainard wasn’t able to connect with David Provost to discuss Champlain’s retirement plan change, but spoke to an HR person.  Champlain did what many private sector entities did, consistent with the Washington Post article.  They contracted with John Hancock to buy out their pension obligations and assets for everyone age 35 with 5 years of service.  Since then, employees participate in a garden-variety defined contribution plan.  Those existing employees (35/5+) receive an additional contribution to compensate for the loss of that future benefit.  There’s an effort by the College to make people whole as a result of those mid-career workers who lost their pension plan.  
Brainard was asked to look into this because members of the committee learned of Champlain’s move, and wanted the facts.  
Federico asked Brainard to connect the dots between our defined benefit plan and any public employers who have sold their liabilities like this. Brainard said he’s not aware of any.  He has seen municipalities merge with state plans. In each of those cases, the defined benefit plan was maintained.  He is not aware of a parallel to Champlain’s action in the public sector.  
Strouse asked if any public sector plans annuitized their benefits payments through an insurer.  Brainard responded that an annuity is key to many plans.  Texas, Nebraska cash balance plans, for example, provide that when an employee retires, the employer is annuitizing their benefit. Look at age, value of account, mortablity table and decide the value of monthly benefit.  Strouse asked if any of them uses an insurance company?  As it is now, we have the risk of the employee’s mortality, but purchasing an insurance policy would relieve the City of the risk.  Brainard said the City is functioning as one of these providers; we are in the annuity business.  Also, federal employees have a DB/DC hybrid—a pension plan with a modest accrual rate, plus a thrift savings plan (DC), which can have an employer match. At retirement, the employee may choose to annuitize through Met Life or take the DC amount as a lump sum and roll it into an IRA.  One big difference with an insurer is profit.  An insurance provider wants to take a cut.  Anecdotally, the difference between the municipal and insurer providing the annuity is that the insurer’s benefit is usually lower by 5-10%.
Rusten noted that Champlain did a number of different things:  one was to sell to its obligations to an insurer and annuitize the benefits, but another was to protect employees in prior system.  Can we learn from this?  Brainard said he didn’t perfectly understand the system, and the HR person he spoke to didn’t either.  He has inferred from what he’s been told that the supplemental payments to protect employees in the prior system may have its source in investment returns.  
New Brunswick:  Brainard would encourage us to focus on concepts more than details.  One key is that this plan has described up front how the plan will change if there are differences in the future.  In 2010, its funding conditions dropped significantly, and a task force was established.  They established a Shared Risk Pension Plan.  20-22,000 active participants all went to a new plan.  Rather than being based on final salary (which is the prevailing basis in the US), this plan involves a career calculation (which reduces the value).  It’s similar to the change RI did—they shifted existing workers to a hybrid plan, but the closer an employee was to retirement, the less effect the switch had. NB was the same, the change had more effect the farther you were away from retirement.  
The plan interacts with Canadian Social Security (which pays less than US SS—the max benefit is $1000 a month).  Employees had to increase their contributions.  Their contributions can go higher if the plan falls short of its actuarial expectations.  Ultimately, base benefits could be adjusted, but it would take quite a shortfall to get there.  They’ve set up COLA based on history and projections—the expectation is that COLA will be paid 3 of 4 years.  If inflation were to spike, the full offset could be paid.  If investment performance is sufficient, any COLA shortfall could be made up over time.  They conduct annual stress tests.  This is modeled on the Netherlands collective defined contribution plan—you define the plan around the employer contribution, and if the experience falls short, one of the other elements can be altered, but there is one that cannot be changed. NB is similar—changing the employer contribution would be way down the list of changes.  
The broad concept is that some of the risk is borne by the employee.
Bushor found this plan interesting, but it seems to include some real uncertainty for employees.  How does this relate to attracting and retaining employees?  Brainard said this type of retirement plan falls into a category of target benefit plans—there’s a target that the employer is shooting for for each employee’s retirement benefit, but it’s not guaranteed.  The plan is intended to protect the core or base benefit.  A reduction in that base benefit would be unusual or extraordinary.  

But haven’t we just experienced an extraordinary time, Bushor asked?  Rusten asked if it ws a clarification that when SS kicks in, the NB plan would pay enough so that when added to SS the benefit would remain the same.  Brainard said that was not his understanding; instead, there was a set reduction in the benefit when SS kicks in.
Strouse asked if there are public plans integrated with SS?  Brainard said yes, MD and TN, for example.
Knodell asked if base benefit could be reduced for people who are retired?  Brainard said yes.  Can it also go up? Brainard said it could be restored.
Wimette said a utility he represents moved from a DB to a DC, but an issue arose with highly compensated employees.  They found the new people were all going into the DC plan, but they had a problem with the highly compensated employees.  Brainard said that is a theme throughout ERISA, but he’d have to look at the numbers.  Brainard noted a Boston College study suggesting a defined benefit plan for the first $50K of salary and then DC after that.  He is not aware of any public sector plan doing this kind of split.
Rusten asked if there were a difference for public safety?  Brainard found no reference to any variation.  He also learned that an actuarial firm in Montreal served as NB’s advisor, and Brainard intends to discuss this with a member of that firm.
Rusten asked if there were any analysis of the impact on any individual employee of the change.  Brainard said on the whole, this plan provides a slightly lower level of benefit, but it reduced the likelihood of unfunded liability, so it made it more likely they could pay the benefit.
Plans with larger than usual decrease in funding level
In looking at the effect of the economic downturn on public sector plans around the country, the average drop was 28%.  Burlington is in the category of having dropped more than the average, so Brainard identified 20 other plans that also fell into that category. Most of these plans did not make their annual required employer contributions, particularly those who didn’t pay them back in the 1990’s.  Other plans changed their investor return assumptions—reduced them from 8 to 7.5%, for example.  Some increased the time over which investment gains are recognized—switched to a longer smoothing period.  Some made changes to their amortization policy (from 30 to 20 years), which exacerbated the underfunding conditions of the plan.  Also, there has been a movement to the new mortality tables that show people living longer.  Also, some plans have been receiving a lower investment return.  
Bushor felt that these sound familiar, as it is her opinion that the City didn’t pay annual contributions for awhile and fell into a lot of those categories.  
Rusten asked Brainard in comparing Burlington to the other plans, do you have a sense of our key drivers? Brainard thinks based on what he’s seen that Burlington falls into the above-average drop category because of its investment return, its benefit levels, and he also wonders whether Burlington’s actuarial experience may not have been fully realized.  He wonders if Burlington has been having an average retirement sooner or pay higher than the actuarial calculations would fully explain, but he assumes the actuaries would catch that if it were occurring over time.
Federico asked how do we get to the actual causes for Burlington?  Brainard responded that Burlington should do an attribution analysis.  The actuary should be able to say this factor is responsible for this much, that factor for that much.  
Brainard will be back with us on August 19 to discuss some models and left for his council meeting at 6:42 pm.
Rusten asked if we want to request an attribution analysis?  Strouse said he thought it was in the last 5-year report by the actuaries.  Mason said the 2007 report noted the different sources.  Knodell said it didn’t weigh how much each contributed, though.
Rusten suggested that the Committee discuss the focus of the next meeting.  For the next meeting, does it make sense for us to discuss what areas we want Brainard to model?  Knodell: what do you mean by areas?  Rusten:  do we want him to look at a DC model? Shared risk? Are there criteria we want him to focus on?  Bushor: That’s what I want to do—have someone writing brainstormed ideas about what are the possibilities for us to consider.  Rusten said he  would not expect us to discuss the actuarial assumptions that BERS is looking at, but trying to focus on what we are comfortable with Brainard’s bringing back to us for plan design.  It has to be a free-wheeling conversation.
Knodell said we don’t have consensus about what problems we want to address.  Do we think the system is broken?  Why?  What is broken?  We can’t just keep going at 70% under our funding ratio, for example.  So, the discussion should start with pinning down the problems.
Strouse said BERS will discuss their spreadsheet at their next meeting on Aug. 11.
Flora asked about the ability to call in and participate at the next meeting by phone, and Rusten said he would arrange it.  
Bushor said the article that was sent out with an adjustable pension plan is a hybrid, and she’d like to hear Rusten’s input on that plan.
Rusten summarized that 1) Blackwood will modify the minutes from last meeting to discuss at the next meeting.  2) If anyone has any changes to Brainard’s documents, let him know, and he will pass that on to Brainard.
Next meeting: Tuesday, August 5 at 5 pm
The meeting was adjourned at 6:50 pm.



