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The state’s 40-year plan to pay off the unfunded
accrued liability (UAL) of the pension systems and
achieve 100% funding by 2029 is in deep trouble. Due to
a backloaded payment schedule, added benefits and
investment losses the combined UAL has ballooned from
$6.1 billion to over $12 billion and will continue grow-
ing for another decade. Required annual payments on the
UAL of the four state systems alone are projected to rise
from $560 million in 2004 to $2.2 billion by 2029. 

The combined funding level of all Louisiana systems
plummeted from 89.8% in 2000 to 62.4% in 2003. The
funding level of the major state systems combined was
recently ranked fifth worst in the nation. 

Taxpayers contribute $1 billion a year to help fund
public employee pensions; yet the process for making
retirement policy is haphazard, hasty, often ill-informed
and prone to favor special interests over the public inter-
est. Most pension legislation is passed in the last few
days of the session leaving interested parties little oppor-
tunity to evaluate or comment.

The number of pension systems and sub-plans, com-
bined with the relative independence of their member-
dominated boards, makes pension administration compli-
cated and costly. Even more costly is the impact on the
benefit plans themselves. This fragmentation has resulted
in large disparities in benefits for different employee
groups and led to a leapfrogging of benefits as each
group tries to equal or surpass what another has been
granted.

Liberal eligibility requirements in the current plans

encourage early retirements, increasing costs and pro-
moting the use of DROP programs and the rehiring of
retirees. Over the years, reform proposals have called for
a new, second-tier system for new hires. A new system, it
has been argued, could start with a clean slate; consoli-
date fragmented plans; offer uniform benefits for similar
types of employees; reduce costs; and either revise
unnecessarily liberal benefits or substitute an entirely dif-
ferent type of pension system. 

Attempts to design a new pension system for future
employees have floundered. The recent proposals, which
have taken a variety of approaches, have not been ade-
quately developed with a clear idea of the objectives and
costs involved.

The problem of funding Louisiana’s public employee
retirement systems cannot be resolved overnight.
However, enacting reforms now can help prevent the sit-
uation from spinning out of control in the future. This
report offers a plan to deal with those issues that can and
must be addressed now. PAR recommends:

Vetting and prioritizing retirement bills prior to each
legislative session.

Slowing down the process of amending retirement bills 

Strengthening the committee that adopts actuarial
assumptions

Merging the four state systems and ultimately consoli-
dating all systems

Creating a consolidated system board with public mem-
bers in the majority

Consolidating the investment of all retirement funds in
the state treasurer’s office

This report can be accessed on PAR’s Web site at www.la-par.org.
Click on “Recent PAR Publications” on the home page.

You may download the entire report in either PDF or Word format. 

Executive Summary
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Creating an expert investment advisory board

Reducing reliance on outside investment managers and
building in-house staff 

Emphasizing passively managed investment (indexing)

Making additional up-front payments on the UAL or, at
a minimum, avoiding UAL increases and further
backloading of the payment schedule 

Not issuing risky pension obligation bonds 

Providing automatic COLAs, funded by contributions,
for retirees at age 65

Creating a new defined benefit plan for new hires, set-
ting a normal retirement age of 60 

Prohibiting new hires from participating in DROP or
being rehired after retiring

Offering new hires an optional defined contribution
pension plan

Lowering the 8.25% assumed rate of investment return,
in line with economic projections 

This report summarizes an extensive analysis of a
number of major retirement policy issues: the retirement

policymaking process; administrative structure; asset
investment; funding and the UAL; pension obligation
bonds; cost-of-living adjustments (COLAs); and, plan
redesign options. The analysis focuses primarily on the
major state systems and deals broadly with the seven
issue areas selected as being of greatest concern.
However, the recommendations have broader application
to all 13 state and statewide systems. 

Public employee retirement in Louisiana is adminis-
tered by 13 separate state and statewide systems. Four
“state” systems cover state employees (LASERS), teach-
ers (TRSL), state police (STPOL) and school employees
(LSERS). The state guarantees the benefits for members
of these four systems. Nine separate “statewide” systems
cover assessors (ASSR), clerks of court (CCRS), district
attorneys (DARS), firefighters (FRS), municipal employ-
ees (MERS-Plans A & B), municipal police (MPERS),
parish employees (PERS-Plans A & B), registrars of vot-
ers (RVRS) and sheriffs (SPRF). In addition, ten local
jurisdictions and agencies maintain their own systems.
The systems were created at different times, for different
employee groups, and with different benefits and funding
arrangements. Each has its own member-dominated
board responsible for administering the system and
investing its assets. (See Table 1.) 

All of the state and statewide systems have defined
benefit plans that promise a certain percentage of final
average compensation (typically the average of the 36
highest consecutive months) for each year of service.
Contributions are required from both the employer and
employee. Louisiana public employees are not covered
by the old-age portion of Social Security, except for
members of the B plans for municipal, parish and school
lunch-room employees. However, all employees hired
after 1986 are subject to the 1.45% social security
medicare tax. The B plans are coordinated with social
security, and as such, provide somewhat lower benefits
and require lower contributions.  

The number and variety of separate systems, sub-
plans, retirement options, special interest groups and
employers makes comprehensive pension policymaking
extremely difficult. Numerous actors are involved in the
policy process.

A member-dominated board controls each system’s
budget, sets its investment policies and grants COLAs.

Background

LIST OF ACRONYMS

COLA Cost-of-Living Adjustment
CPR Commission on Public Retirement
DB Defined Benefit
DC Defined Contribution
DROP Deferred Retirement Option 

Program
LASERS Louisiana State Employees’

Retirement System
LFO Legislative Fiscal Office
LSERS Louisiana School Employees’

Retirement System
ORP Optional Retirement Plan
POB Pension Obligation Bond
PRSAC Public Retirement Systems’

Actuarial Committee
ROR Rate of Return
STPOL State Police Pension and 

Retirement System
TRSL Teachers’ Retirement System of

Louisiana
UAL Unfunded Accrued Liability

Policymaking Process
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Legislative Policy Making
The volume and complexity of retirement bills filed

each session severely strain the legislative decision-mak-
ing process. Too often, decisions are made in haste with-
out adequate information. The bills must be advertised
twice before introduction but may then be amended—or
completely rewritten—in either retirement committee, on
the floor of either house or even in conference committee.
Most retirement bills end up being adopted in the final
days of the session. The process can leave interested par-
ties little or no opportunity to review and comment on
changes. 

The highly reactive and piecemeal legislative process
results in great variation in policy for different types of
employees, encourages leapfrogging of benefits and ren-
ders across-the-board policy improvements nearly impos-
sible to achieve. The policymaking system tends to favor
special interests over the general public interest.

The 2004 legislative session was typical of the state’s
haphazard approach to pension policymaking. The House
and Senate each unanimously approved bills taking totally
different approaches to redesigning pensions for new state
hires.  One of these bills proposed a completely new type
of pension plan yet had an incomplete actuarial note sug-
gesting there would be long-range, multimillion dollar
impacts that need to be examined. Another example of
dueling bills was the misguided attempt to give 500 leg-
islative employees an extra benefit that other state
employees would not have. One version included a costly
retroactive provision, but both were ultimately vetoed.

The immediate fiscal crisis was defused by backload-
ing the payment schedules, and the legislature reasserted
its right to approve state system budgets. However, pro-
posals to redesign plan benefits were deferred in favor of
study resolutions. 

Hasty or complex amendments often leave no time
for a revised actuarial note, which may be added after the
fact. And, while a bill that lacks a revised actuarial note
can be halted if a member objects, such objections are
rare.  

Short of prohibiting substantive amendments to retire-
ment bills, legislative rules could be altered to provide
serious speed bumps so that interested parties can react to
amendments and the costs can be adequately reassessed.

WHENEVER A RETIREMENT BILL IS AMENDED SUB-
STANTIVELY ON THE FLOOR, IT SHOULD BE RECOM-
MITTED TO THE RETIREMENT COMMITTEE, AND A
DEFINITIVE REVALUATION OF THE ACTUARIAL COST
SHOULD BE ATTACHED PRIOR TO RECONSIDERATION.
IN ADDITION, A RETIREMENT BILL SHOULD BE
REQUIRED TO LIE OVER AT LEAST 24 HOURS FOLLOW-
ING ITS AMENDMENT.

Of the 131 trustees on the 13 boards, only 36 are public
representatives. The state treasurer is an ex-officio mem-
ber of all the boards while the house and senate retire-
ment committees have representatives on each of the
state system boards.

The systems’ staff and actuaries are the most knowl-
edgeable persons in the state regarding their systems and
are responsible for generating much of the technical leg-
islation. 

The legislative actuary advises the legislature, pre-
pares actuarial notes projecting the cost of proposed
retirement bills and prepares an annual report on the 13
systems. The annual reports have consistently criticized
aspects of the pension plans and offered recommenda-
tions that, unfortunately, have been largely ignored.

The Public Retirement Systems’ Actuarial
Committee (PRSAC) was created to approve the assump-
tions that serve as the basis for determining the required
contribution rates. This process quickly became political.
At first, four actuaries were the only voting members.
PRSAC now has seven voting members, four elected
officials and three actuaries. An outside actuary member
was recently eliminated.

AN INDEPENDENT, OUTSIDE ACTUARY SHOULD BE
ADDED BACK AS A VOTING MEMBER OF THE PUBLIC
RETIREMENT SYSTEMS’ ACTUARIAL COMMITTEE
(PRSAC). ACTIONS SHOULD REQUIRE APPROVAL BY
A SUPER-MAJORITY VOTE (SIX OF THE EIGHT MEM-
BERS).  

The Commission on Public Retirement (CPR) was
created in 1991 and reconstituted in 2003. The 11-mem-
ber body is charged with studying retirement issues and
reviewing and prioritizing proposed legislation prior to
the session. However, the new group met only twice in
2003 and, since then, not at all. 

It is in the House and Senate retirement committees
where the pension policy decisions are made. Typically,
the chairman of one of those committees, for good or ill,
has taken the leading role in pension policy. The commit-
tees may or may not conduct interim studies but infre-
quently develop legislation. There is no official joint
retirement committee.

ALL RETIREMENT BILLS SHOULD BE VETTED BY A
RE-ENERGIZED COMMISSION ON PUBLIC
RETIREMENT AND A JOINT COMMITTEE ON
RETIREMENT PRIOR TO INTRODUCTION IN A LEG-
ISLATIVE SESSION.  
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Dual-referral rules also need revamping. Currently
only bills with a cost of $500,000 or more in one of
three ensuing years are referred to the fiscal committees.
Retirement bills with significant potential long-term
costs may escape dual referral by not meeting the thresh-
old.

RETIREMENT BILLS WITH ANY PROJECTED COST
TO THE STATE SHOULD HAVE DUAL REFERRAL TO
THE HOUSE APPROPRIATIONS AND SENATE FINANCE
COMMITTEES.

The number of pension systems and sub-plans, com-
bined with the relative independence of member-domi-
nated boards, complicates the administration of public
employee retirement in Louisiana. This fragmentation
removes opportunities to take advantage of economies of
scale.  

Comparing administrative costs with systems in
other states is complicated by differences in system size,
plan complexities and other factors. The Legislative
Fiscal Office recently compared the operating expenses
of TRSL with those of the million-member Texas
Teachers Retirement System, whose $33-per-member
cost in 2003 was about half that of TRSL’s. While the
comparison may not be entirely fair, it suggests that
even Louisiana’s larger systems may be missing out on
some economies of scale.

At least six states, some much larger than Louisiana,
have a single retirement system for nearly all state and
local employees. Many of the states have only two major
systems, one for educational employees and another for
everyone else. Typically, consolidated systems include
sub-plans for hazardous duty personnel.  

Over the years, reports by PAR, the Legislative
Auditor and a number of special study commissions
have recommended consolidating Louisiana’s pension
systems to cut the cost of administration and to unify
policy. During the 1970s, LASERS and TRSL absorbed
separate plans for LSU academic and non-academic
employees, judges, the Orleans teachers and school
lunch employees. New statewide systems were created
to merge local systems for municipal police and fire-
fighters. 

A merger of the state police system with LASERS
was authorized but not implemented. Likewise, the
merger of the system for school employees with TRSL
has been discussed, but LSERS resisted the move due to
its relatively better level of funding.

Consolidation alone is not a pension panacea. The

differences in plans, funding levels and funding sources
would complicate a merger. Even if a single new system
were created for all new hires, each of the existing plans
would have to be continued until the grandfathered
employees and their survivors received their final
checks. Furthermore, administrative costs are a relatively
small portion of pension costs.

The fragmentation of public pension plans has
undoubtedly added to administrative costs, but more sig-
nificantly it has added to the costs of the benefit plans
themselves. The fragmentation has led to large dispari-
ties in benefits for different groups of public employees
and an inevitable leapfrogging of benefits as each group
tries to equal or surpass what another group has been
granted. Achieving uniformity in the future requires
action now.

THE STATE’S LONG-RUN GOAL SHOULD BE TO
CREATE A SINGLE CONSOLIDATED PENSION SYSTEM
FOR ALL STATE AND LOCAL EMPLOYEES WITH SEPA-
RATE PLANS FOR TEACHERS, HAZARDOUS DUTY PER-
SONNEL AND ALL OTHER EMPLOYEES. THE FIRST
STEP SHOULD BE TO MERGE THE ADMINISTRATION OF
THE FOUR STATE SYSTEMS. 

A MAJORITY OF THE MEMBERS OF THE CONSOLI-
DATED SYSTEM BOARD SHOULD REPRESENT THE PUB-
LIC AT LARGE.

Over the last two decades, the larger systems have
vastly expanded their use of outside money managers
and advisors. TRSL alone currently lists some 70 money
managers including specialists in a variety of investment
types. Similarly, LASERS has some three dozen con-
tracts. 

In general, the investment programs of LASERS and
TRSL are similar to those of their peers in other states.
Most large public pension funds depend heavily on out-
side managers to actively manage their assets. However,
LASERS and TRSL are on opposite ends of the spec-
trum in terms of active and passive management strate-
gies. Nearly all TRSL assets (98%) are under outside
management, and 93% are actively managed. TRSL has
an unusually high percentage (nearly 15%) of its assets
in alternative investments. These are direct investments
in businesses and venture capital situations that carry rel-
atively high risk and high potential returns.

LASERS, on the other hand, has recently moved to
increase its in-house investment capacity. Roughly a

Administration

Investment of Assets
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on the Lehman bond index. (See Table 2.) TRSL’s very
actively managed fund fell a full two percentage points
short of that simple benchmark. However, its most
recent one-year return (18.2%) far outpaced the 11.3%
index return for the last year.

A 2003 Legislative Fiscal Office (LFO) report com-
pared the active investment strategies and use of outside
managers by LASERS and TRSL with the Texas teach-
ers’ system’s use of in-house staff and passive manage-
ment. The Louisiana system’s investment costs were
much higher to achieve about the same returns.

The LFO report covers an atypical period, does not
account for differences in expense accounting and makes
a comparison with a pension system triple the size of all
Louisiana systems combined. Still, the comparison
appropriately suggests potential cost advantages of the
report’s recommendations to pool assets, consolidate in-
house management (preferably in the treasurer’s office)
and emphasize indexed investing.

Past PAR reports have made the same recommenda-
tions. The office of treasurer is the obvious place to
locate a consolidated investment program for the sys-
tems’ funds. The treasurer is a statewide elected official,

third of its assets are internally managed and nearly 40%
of its assets are passively managed including some under
external management. Only about 5% of its assets are in
alternative investments. Despite the difference in invest-
ment approaches, the one-year returns for fiscal year
2004 were remarkably similar, 18.2% for TRSL and 18%
for LASERS.

Comparing costs and investment returns among dif-
ferent pension funds is not simple nor necessarily accu-
rate. Different approaches and asset allocations will per-
form differently over different periods. However, logic
suggests that, over the long run, active management of
publicly traded stocks and bonds will not beat the mar-
ket. Indexing (passive investing) attempts to duplicate
the market by buying the same stocks or bonds included
in an index such as the S&P 500. Indexing obviously
cannot beat the market, but neither will it underperform
the market. 

A June 30, 2004, report by the TRSL advisor
RVKuhns indicates that the prior ten-year average return
rate (9.9%) for 50 large public systems was a half per-
centage point below the 10.4% return that would have
been gained by indexing 60% on the S&P 500 and 40%

The following is a comparison of returns on investments by 77 of the largest public retirement funds in
the nation.  RVKuhns & Assoc., Inc. prepared the report for TRSL. 

Over the long haul, TRSL’s returns fell just short of the benchmark and of the median for the 50 funds
that reported 10-year data. However, only one-fifth of the funds beat the 10-year benchmark, and then by
very little. Superficially at least, this seems to suggest the benefits of passive indexing over the long run.

The important thing for TRSL was that it beat the benchmark by a wide margin over the past five
years.  It fell off more than the median fund in the downturn and gained more in the upturn. This may be
related to the fund’s relatively high-risk asset allocation. According to TRSL calculations, its active man-
agement strategy added $1.3 billion in investment earnings during the five year period ending February
29, 2004.
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who is accountable to the voters and bears the constitu-
tional responsibility for the safekeeping and investment
of the state’s funds.  

RESPONSIBILITY FOR INVESTING ALL OF THE
ASSETS OF THE STATE AND STATEWIDE SYSTEMS
SHOULD BE CONSOLIDATED IN THE OFFICE OF THE
STATE TREASURER. 

AN EXPERT INVESTMENT ADVISORY BOARD
SHOULD BE CREATED TO ADVISE THE STATE TREA-
SURER. 

THE RELIANCE ON OUTSIDE INVESTMENT MAN-
AGERS AND ADVISORS SHOULD BE REDUCED, AND THE
CAPACITY FOR IN-HOUSE MANAGEMENT STRENGTH-
ENED. 

THE INVESTMENT POLICY SHOULD EMPHASIZE
PASSIVE MANAGEMENT AND INDEXED INVESTMENTS.

Investment Limits

Initially, the law specified the types and amounts of
investments that were allowed. More recently, the
“Prudent Man Rule” was extended allowing systems to
invest as a prudent person might in a similar situation.
However, the law continued to limit the percentage of
assets a system could invest in stocks.  

Last session, the legislature extended the 65% equity
limit to all systems, if 10% of the equities were indexed.
An unsuccessful attempt was made to require the state
systems to manage 25% of their assets internally, and
several bills dealt with the relationship between system
trustees and investment managers or advisors.

A 2003 session act required systems to use in-state
broker-dealers to place 20% of their equity and bond
trades. It also required plans for investing venture capital
in the state. While this was a two-year pilot program, it
represents an inappropriate level of legislative micro-
management. 

THE “PRUDENT MAN RULE” SHOULD BE THE
SOLE INVESTMENT GUIDELINE WITHOUT ADDITIONAL
STATUTORY RESTRICTIONS OR LIMITS. LEGISLATIVE
MICRO-MANAGING OF INVESTMENT STRATEGIES
SHOULD BE AVOIDED.

Role of the Assumed Rate of Return 

The assumed long-term rate of return on investments
was raised from 7.5% to  8.25% for LASERS and TRSL
in 1991, largely as a budget-balancing gimmick to cut
UAL payments that year by $108 million. The rate for

the state police and school employees’ systems remained
at 7.5%. Nationally, 8% has been common, although
many systems have lower assumed rates.

The 8.25% rate is important to the LASERS and
TRSL boards, because half of the amount earned above
this rate (the so-called excess earnings) goes into an
“experience account,” which the board uses to fund
COLAs for retirees. Thus, there is an incentive to accept
a relatively high level of investment risk.

THE PUBLIC RETIREMENT SYSTEMS’ ACTUARIAL
COMMITTEE SHOULD LOWER THE 8.25% ASSUMED
RATES OF RETURN FOR THE MAJOR STATE SYSTEMS
IN LIGHT OF CURRENT PROJECTIONS OF LONG-RUN
INVESTMENT RETURNS.

In 1987, Louisiana approved a plan to pay down the
then existing unfunded accrued liability (UAL) of the
public employee retirement systems and achieve full
funding for all of them by 2029. An imperfect imple-
mentation, additional benefit increases and the recent
asset losses due to the market downturn have resulted in
a growing UAL and an increasingly backloaded payment
schedule. 

The funding ratios (assets/accrued liabilities) vary
widely among the state and statewide systems, from a
low of 59.4% to a high of 106.3% in 2003.
Unfortunately the two largest state systems, which cover
nearly three fourths of all public employees, have fund-
ing levels on the low side; LASERS was only 59.7%
funded, and TRSL was at 62.4% in 2003. A recent
Wilshire report ranked the combined state systems’ fund-
ing level the fifth worst in the nation. All Louisiana sys-
tems combined were funded at 65.5% in 2003 down
from a high of 89.8% in 2000. 

The unfunded portion or unfunded accrued liability
(UAL) now totals over $12 billion for all 13 systems, up
from $10.5 billion in 2003. The UAL in the state sys-
tems will continue to grow through about 2015, because
payments on the initial UAL (as of 1989) will not even
cover the interest on the debt until then. Benefit increas-
es and actuarial losses have also contributed to the UAL
growth. In the 2004 session another $1.7 billion was
added to the state systems’ UAL to reflect investment
losses, bringing the total to well over $11 billion.
Required payments on the UAL of the state systems
were projected to rise from $560 million in 2004 to $2.2
billion by 2029. (See Figure 1.)  

Funding and the Unfunded
Accrued Liability (UAL)
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Funding Options

There is no “silver bullet” solution for dealing with
the growing UAL payment problem. The four major
funding options are to 1) make additional up-front pay-
ments, 2) stretch out the payment over a longer period,
3) issue pension obligation bonds, or 4) continue as is.
Each has its drawbacks.

Make additional payments up front. The state has
been making substantial payments on the UAL, but it has
postponed the really heavy lifting for the next generation
of taxpayers. Putting up additional funds now would be
politically difficult,  but it would ease the future burden.
An additional $100 million payment a year on the UAL
would apparently save the state nearly $4 billion over
time. The only potential added funding currently contem-
plated, however, might result from the 15.5% floor on
employer contributions that was enacted last year.  

Stretch the payments over a longer period. Whereas
Louisiana set a 40-year fixed period to pay down its ini-
tial UAL, a number of other states use rolling amortiza-
tion periods of 30 or even 40 years. However, a rolling
30-year amortization only makes sense if each annual
payment is the first of 30 level-dollar payments as
recomputed each year. With 24 years to go on a heavily
backloaded payment schedule, the state would now have
to pay much more on a new level-dollar, 30-year sched-
ule. However, as the current payment schedule rises and
2029 gets closer, this option will certainly receive more
consideration.   

Issue pension obligation bonds (POBs). The idea of
selling bonds at 6%, investing the proceeds at a much
higher rate of return and eliminating a UAL debt that
bears an 8.25% interest rate is appealing. However, the
most obvious drawback is that earnings might not exceed
the bond interest rate over the long run. Another run of
market losses could be devastating.

While an $11 billion bond issue could eliminate the
state system UAL, it would be replacing a soft debt with
a hard debt. This could adversely affect the state’s bond
ratings. Another problem is that a level-dollar payment
on an $11 billion bond issue would currently require
$300 million more a year than is now being paid on the
UAL due to a backloaded payment schedule. Thus there
would be an incentive to backload the bond payments.
An additional problem would be the likelihood of politi-
cal pressure to increase benefits once the system were
fully funded.

The high risk involved makes issuing pension obliga-
tion bonds inadvisable. 

Continue the existing payment schedule. While the
UAL payments are ramping up to over $2 billion a year,
inflation and economic growth will make the real
increase slightly more manageable. There might be

Act 588 of 2004 

For FY 2005, the state and school districts faced
major increases in the required employer contributions to
the state systems. Retirees faced the prospect of not hav-
ing another COLA funded. Act 588 of 2004 took several
steps to deal with these issues.  First, the act re-amor-
tized portions of the UAL in the three major state sys-
tems (TRSL, LASERS and LSERS) to temporarily lower
the required employer contributions by $100 million for
FY 2005, which added $3.8 billion in future interest
costs. 

Secondly, the act eliminated the negative balances
($1.7 billion combined) in the TRSL and LASERS
COLA accounts (“experience accounts”) by increasing
the UAL of those systems. This allowed the accounts to
again begin accumulating funding for COLAs.  The act
continues to divert half of any “excess” earnings of the
systems to the COLA accounts.

And, finally, the act created a 15.5% floor for
employer contributions to LASERS and TRSL. If the
actuarially required contribution rates fall below 15.5%,
the extra funding will go into an Employer Credit
Account to be applied against the UAL. 
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future windfalls, which could be applied to the UAL to
reduce the payments in the final years of the amortiza-
tion. 

THE STATE SHOULD INCREASE ITS UP-FRONT
PAYMENTS ON THE UAL. WHILE THIS IS THE PRE-
FERRED COURSE OF ACTION, AT A MINIMUM, THE
STATE MUST AVOID FURTHER BACKLOADING THE
PAYMENT SCHEDULE. 

THE LEGISLATURE SHOULD AVOID ISSUING PEN-
SION OBLIGATION BONDS, GRANTING ADDITIONAL
BENEFITS OR TAKING ANY OTHER ACTIONS THAT
MIGHT INCREASE THE UAL IN THE FUTURE. 

Without COLAs, a benefit of 75% of final average
compensation five years ago would be worth 66% today.
Over the last 20 years the 75% benefit would have fallen
to 41%. While COLAs are not automatic for retirees of
the state systems, the legislative actuary reports they
have been receiving a weighted annual average COLA
of 1.3%, or about half the 2.8% increase in the consumer
price index (CPI).

Louisiana has never found an adequate solution to
the question of how to provide COLAs. Earlier COLAs
were sometimes provided using appropriations. Often
they were not adequately funded, thus increasing the
UAL. More recently, the state and statewide system
boards were authorized to grant COLAs from “excess”
investment earnings.

Experience accounts were created for TRSL and
LASERS to provide a source of funding for COLAs.
The accounts were credited with half of any “excess”
earnings the system received on its investments above
the 8.25% assumed rate of return. When the account
reached a certain point, the board was required by law to
grant a COLA. The funds in the account were then
placed back in the system’s fund.

While the experience accounts were credited with
half of the investment gains, they were also to be debited
with half of the investment losses. Thus, the recent mar-
ket crash created a $1.7 billion negative balance in the
two experience accounts. It would have required many
years of excess earnings to again create a positive bal-
ance. 

COLAs have differed as to benefit ceilings, mini-
mum benefits, equal dollar payouts, service require-
ments, age and years retired. A costly element of COLAs
has been the typically liberal eligibility requirements.

Because the pension plans do not have a realistic normal
retirement age and most allow very early retirement,
retirees can easily collect benefits for longer than they
worked. Giving persons COLAs soon after retiring in
their fifties is more costly than applying a reasonable
age and service requirement.  LASERS and TRSL
retirees now must simply have received benefits for one
year and be 55 years of age to get a COLA. 

Act 588 of 2004 removed the $1.7 billion deficit
from the LASERS and TRSL experience accounts and
limits them to accumulating enough “excess” earnings
to fund two 3% COLAs. However, it is not expected
that earnings will be sufficient to pre-fund a COLA for
some time in the future, if ever.

At any rate, the argument that retirees should share
in “excess” investment earnings because they pay half
of the contributions is simply illogical. The actuarial rate
of return is an average, and skimming the fund in the
good years leaves nothing to offset losses in other years.
When earnings fall, the state, not the employee, bears
the risk and must make up the difference.

THE STATE SHOULD DEVELOP A REALISTIC,
AFFORDABLE, PREDICTABLE AND CAREFULLY
DEFINED COLA POLICY FOR ITS STATE RETIREMENT
SYSTEMS.  COLAS SHOULD BE PROVIDED ONLY TO
RETIREES WHO HAVE REACHED AGE 65.  

THE EXISTING EXPERIENCE ACCOUNTS SHOULD
BE ELIMINATED, AND PLANNED COLAS FOR EXIST-
ING RETIREES SHOULD BE FUNDED THROUGH
EMPLOYER CONTRIBUTIONS, WHILE PLANNED
COLAS FOR ACTIVE EMPLOYEES SHOULD BE FUND-
ED BY BOTH EMPLOYER AND EMPLOYEE CONTRIBU-
TIONS.

Public retirement reform proposals over the last sev-
eral decades have consistently called for a new, second-
tier system for new hires. A new system, it has been
argued, could start with a clean slate; consolidate frag-
mented plans; offer uniform benefits for similar types of
employees; reduce costs; and either revise unnecessarily
liberal benefits or substitute an entirely different type of
pension system more in keeping with modern employ-
ment trends.

There are, however, some basic realities that must
be recognized in undertaking a plan redesign. Most
important is the fact that no change in the benefit plans
will reduce the existing UAL costs. Any possible sav-

Cost-of-Living Adjustments

Benefit Plan Redesign
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ings will only develop in the future, because, due to con-
stitutional and practical limitations, the new plan would
only apply to future hires. 

Another important consideration is that any change
involving the addition of social security coverage (12.4%
of payroll) would be prohibitively costly. If Louisiana
lost its exemption from social security, it is estimated
public employers would pay an added $1.5 billion in the
first five years. Most of the state’s defined benefit plans
must provide retirement and replace social security as
well. As a result, they have assumed a social welfare role
not present in pension plans in most other states. This
role cannot be ignored.

In redesigning a pension plan, the major options are
a defined benefit (DB) plan or defined contribution (DC)
plan.  A DB plan promises certain benefits. Employer
and employee contributions are made as the benefits are
earned. These funds together with investment earnings
pay for the benefits. The DC plan promises certain con-
tributions by the employer, which together with employ-
ee contributions are invested by the employee. The
retirement benefit is the final balance in the individual’s
account, which can remain invested, be spent or be used
to purchase an annuity. 

All Louisiana pension systems have primary DB
plans. There is one Optional Retirement Plan (DC plan)
for some political appointees and another for higher edu-
cation professionals. All employees can also invest tax-
deferred income in a supplemental Deferred
Compensation Plan, however the state does not con-
tribute to this. TRSL recently created a hybrid plan (half
DB and half DC) at the legislature’s insistence but had
no takers. 

Arguments for Defined Contribution Plans

The DC plan has a number of advantages for an
employer. It can be less costly and simple to administer.
The contribution rates are fixed, and all of the invest-
ment risk and cost is shifted to the employee. Costly
benefits for survivors and disability can be omitted. Also,
there are no unfunded liabilities to worry about.

Advocates for DC plans also cite advantages for the
employee. The employee can invest his own funds. The
funds are portable, and there is no penalty for short-
timers as there is in a DB plan. There is greater access to
the funds, and lump-sum distributions may be taken. The
funds remain after death and can be passed on to heirs.

Unfortunately, the characteristics of a DC plan that
are favorable to some employees can be disastrous for
others. 

Defined Benefit Plan is Best Fit for Louisiana

Nearly all states use DB plans as their primary pen-
sion plans. A DB plan is the appropriate vehicle for pro-
viding most public sector pensions. It encourages career
employment, and public employees are less mobile than
private sector workers. The DB plan can provide better
benefits than an equally funded DC plan, because a pen-
sion system can spread risk and invests more effectively
than most individuals, who tend to invest more conserva-
tively. The DB plan provides security, whereas a DC
plan, particularly one without social security participa-
tion, would leave employees vulnerable. Recent studies
show that employees tend to cash out DC accounts, fail
to reinvest with their new employer’s plan and spend
lump-sum distributions, leaving them with much reduced
retirements. The DC plan serves well for certain short-
term positions and as a supplement to a DB plan, but is
inadequate as a general primary pension plan. 

A DB Plan for the Future

The existing state DB plans are not well designed to
meet current, much less, future needs. The basic problem
is the lack of a reasonable “normal retirement age” and
the early retirement options that allow a person to retire
before reaching the end of a productive career. State
employees can take a “full career” retirement at any age
with 30 years service or at age 55 with 25 years. The
costly early retirement benefits have also resulted in
double-compensation provisions: the deferred retirement
option program (DROP) and the rehiring of retirees to
keep people on the job. In addition, these liberal benefits
have made it more difficult to establish a rational policy
for funding COLAs. 

The state’s DB plans now use an average compensa-
tion based on the employee’s highest 36 months to figure
benefits. A longer period, such as 60 months, would
reduce the impact of salary spiking and provide an
appropriate base.

Louisiana’s exemption from old-age social security
coverage for most of its DB plans saves paying 12.4%
on payroll, giving it a decided cost advantage over many
states. It is also important to note that employee contri-
butions cover a substantial portion of the normal costs of
the plans (more than half in LASERS and TRSL). 

It is essential that the design of a new system not be
attempted by legislative fiat without the assistance of a
national pension consulting firm. The system design
must take into account a variety of factors including how
retirement fits into the overall compensation package
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and how the creation of the system will affect the funding
of the remaining plans. The redesign will have an impact
for decades to come and must be well thought out from
the start. The consulting firm should be given general
guidelines upon which to proceed.    

A NEW DEFINED BENEFIT PLAN SHOULD BE
CAREFULLY DESIGNED, WITH THE ASSISTANCE OF A
NATIONAL PENSION CONSULTING FIRM, TO COVER
FUTURE STATE EMPLOYEES AND EDUCATION PERSON-
NEL. THIS PLAN SHOULD INCLUDE: 

SUB-PLAN FOR HAZARDOUS DUTY PERSONNEL

NORMAL RETIREMENT AGE OF AT LEAST 60,
WITH 10 YEARS SERVICE, FOR FULL BENEFITS

AVERAGE COMPENSATION BASED ON 60 HIGHEST
CONSECUTIVE MONTHS

AUTOMATIC COLAS BEGINNING AT AGE 65
PRE-FUNDED THROUGH EMPLOYER AND
EMPLOYEE CONTRIBUTIONS

MAKING NEW PLAN MEMBERS INELIGIBLE TO
PARTICIPATE IN DROP OR TO BE REHIRED
AFTER RETIRING

ALL NEW HIRES SHOULD HAVE THE OPTION OF
JOINING A DEFINED CONTRIBUTION PLAN WITH THE
SAME NORMAL CONTRIBUTION RATES AS THE BASIC
DEFINED BENEFIT PLAN. THEY SHOULD BE ALLOWED
A ONE-TIME OPPORTUNITY TO MAKE AN ACTUARIALLY
NEUTRAL SWITCH TO THE DEFINED BENEFIT PLAN
AFTER FIVE YEARS OF SERVICE.

THE STATE SHOULD CONTINUE TO STRENUOUSLY
AVOID LOSING ITS EXEMPTION FROM PARTICIPATION
IN THE OLD-AGE PORTION OF SOCIAL SECURITY.

Some have characterized the state’s growing public
employee retirement obligations as a ticking time bomb
that will become an untenable burden for future tax pay-
ers. While it is impossible for the $12 billion unfunded
liability to come due all at once, the sharply rising cost of
paying it down will certainly continue to be a major fis-
cal burden on the state. Enacting appropriate pension
reforms now will not eliminate the burden but could help
prevent the situation from worsening and will lower pen-
sion costs somewhat over time. 

An improved policymaking process would help
ensure that future legislation does not purposely or inad-
vertently increase the state’s unfunded obligations.
Consolidated administration and centralized investment
could produce some cost savings and help unify pension
policy.  The use of “excess” investment earnings to fund
COLAs could be stopped. Efforts could be directed to
increasing payments on the UAL; and further increases in
the UAL through added unfunded benefits must be avoid-
ed.

Finally, a new, cost-effective retirement plan could be
designed for future hires that would encourage later
retirement and end the need to rehire retirees or provide
DROP programs. A proper design could meet employer
and employee needs while holding down future costs. An
optional DC plan with proper safeguards would offer
employees a choice. 

There is no practical quick-fix for the poor funding
levels of the state pension systems, but pension reforms
enacted now can help greatly to bring the situation under
control in the future.  

Conclusion

Primary author of this report is Richard T. Keller, PAR Senior Research Associate.
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12:00 Noon — Luncheon

“The 2005 Legislature: Short Session, Long on Issues.”
Keynote Speaker: Governor Kathleen Babineaux Blanco (invited)

Holiday Inn-Select, Baton Rouge
For more information visit: www.la-par.org
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