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· Oklahoma Police Pension & Retirement System (OPPRS) investments are made using a long-term, conservative approach, which may limit gains on upside but shelters against deep losses on downside. The current policy of asset allocation by asset class was adopted in July 2011.
· OPPRS uses several market benchmarks in performance assessments. 

· OPPRS believes that private equity investments are worth the higher cost, as these investments are not as closely correlated to the market which provides protection on the downside.
· The OPPRS return over the past 20 years equals 8.14%, which exceeds the system’s assumed discount rate. Additionally, the projected 10 year median return of 9.58% exceeds the assumed discount rate by roughly 2%. OPPRS is comfortable with the discount rate of 7.5%. 
· The DROP plan, with a guaranteed return of at least 7.5%, was instituted for the recruitment of young officers and the retention of experienced officers. 
See OPPRS handout (presentation a).

Ginger Poplin, Executive Director

Oklahoma Law Enforcement Retirement System

GPoplin@olers.ok.gov
· The Board of the Oklahoma Law Enforcement Retirement System (OLERS) is very conservative and focused on protecting assets, which may limit gains on the upside, but also limits losses on the downside.

· Modifications to the asset allocation by asset class policy were made in July 2011. Changes included additional asset allocation in private equity, emerging markets, and commodities, as the Board looked to diversify investments. The Board is very conscientious about who is selected and hired to run the plan’s funds.
· The OLERS return over the past 20 years equals 7.98%, which is slightly above the system’s assumed discount rate of 7.5%. The projected 10 year median return is 8.57%, which also exceeds the assumed discount rate. OLERS is comfortable with the discount rate of 7.5%. 

· Recognizing the debate over indexing versus active management, OLERS feels that sometimes additional management costs are worth it. OLERS also believes that there are great investment opportunities available in private equity, despite higher fees, and that these investments have helped their system.
· With respect to the DROP plan, OLERS recognizes that the system loses when the market is below 7.5%, but believes that gains are realized in exceptionally strong years, when asset growth is strong and members receive 2% less than the actual percentage return.
· Because a member’s benefit is frozen upon entering the DROP plan, the Executive Director of OLERS believes that the member should be compensated accordingly and that the 7.5% rate, which equals the system’s discount rate, represents a good compensation amount. 
See OLERS handout (presentation b).

Robert Jones, Executive Director

Oklahoma Firefighters Pension & Retirement System

Robert.Jones@firepension.ok.gov
· For the purposes of determining the actuarial value of Oklahoma Firefighters Pension & Retirement System (OFPRS) assets, gains and losses are smoothed over a five year period so that evaluations and policy decisions are not made based on short term changes in the market.
· OFPRS has a target equity allocation of 65%. Within the fund, 10% is in long/short, which some funds classify as hedge funds but OFPRS classifies as equity, as investment managers have the ability to sell short in addition to purchasing stocks. 
· The OFPRS return over the past 20 years exceeded the system’s assumed discount rate of 7.5%, but the return over the past 10 years, equal to 5.12%, fell below the discount rate. The system’s 10 year projected median return equals 8.67%, based upon simulation by Asset Consulting Group using forecasted capital market assumptions. OFPRS is comfortable with the discount rate of 7.5%.

· The OFPRS Board takes a very long-term approach and looks to efficiently participate in the capital markets. Over 30% of system investments are indexed, which keeps management fees low at around three basis points. After the market crash in 2008, the Board also became increasingly conscious of liquidity needs in relation to the OFPRS investment portfolio. 
· Like Oklahoma’s other major pension systems, OFPRS is a state agency. The OFPRS Board is provided for in state statute, as is the investment committee, which consists of five members of the OFPRS Board and meets to discuss investments in greater depth than can be covered at monthly Board meetings which focuses on benefit issues. The OFPRS Board has 13 member positions, seven of which must be statutorily reserved for firefighters. The current Board includes an additional firefighter, as the member appointed by the President Pro Tempore of the Senate is a firefighter. The Executive Director of OFPRS is hired by the Board. Mr. Jones, the current Executive Director is an attorney and CPA, not a firefighter.
· With respect to reforming the DROP plan, Mr. Jones shared that the Oklahoma State Firefighters Association has expressed an interest in coming forward with reform proposals, as has been communicated to Representative McDaniel. Mr. Jones does not view himself as the person to create policy positions, as he is designated with the job of making sure the system follows the laws and rules. Mr. Jones looks for policy development from the Oklahoma State Firefighters Association.
See OFPRS handout (presentation c).

Jonathan Small, CPA, Fiscal Policy Director

Oklahoma Council of Public Affairs, Inc.

jonathan@ocpathink.org
· Public safety services are vital to Oklahoma and the work of police officers, firefighters, and law enforcement officers comes with a risk that will not be faced by state employees or teachers. For this reason, OCPA did not recommend converting public safety pension systems from a defined benefit to a defined contribution plan. 
· A DROP plan allows members eligible for a normal retirement to defer the receipt of retirement benefits while continuing employment. There are two basic kinds of a DROP plan, a “forward” DROP account and a “back” DROP account. OCPA handout presents a “back” DROP scenario. Mr. Small notes that it is important to recognize that in years where the market return is significantly negative, the correction will have to be that much stronger the following year to make up for losses.
· According to latest OFPRS actuarial report, DROP accounts represent roughly 30% of the market value of the system. Because of this, asset gains of the system must cover the initial promised benefit and the guaranteed 7.5% related to the DROP. Mr. Small expressed that the DROP plans represent an overly generous benefit, paid for by the Oklahoma taxpayer.
· In discussing disability benefits and pensions for the various plans, OCPA notes that 18.17% of OFPRS members are disabled compared to 5.54% of OPPRS and 5.67% of OLERS members. Mr. Small discussed the makeup of the OFPRS Board, and dominance of firefighters on the Board, which may be considered problematic.  
· The discussion of transparency included the suggestion that information on public safety retirement benefits paid to retired members be public information; retirement benefit information for OTRS OPERS and URSJJ is available. However, the public safety pension plans interpret their confidentiality and disclosure rules differently, and information of this nature is not available to the public. Mr. Small discussed a recent California Supreme Court decision, where it was ruled that the public had a right to the information on public safety benefits that had been paid out. 
See OCPA handout (presentation d) and OCPA DROP Presentation (presentation e).

Melinda Sturgess-Streich, Assistant Director of Administration & Finance

Oklahoma Department of Wildlife Conservation

msturgess@odwc.state.ok.us
· The Oklahoma Department of Wildlife Conservation (ODWC) runs the smallest of the state pension plans (Wildlife Plan). The Wildlife Plan is completely self funded and does not receive any state appropriations. The ODWC has an eight-member Commission bears the responsibility of overseeing the pension plan and establishing investment guidelines.
· The Wildlife Plan is the most conservative of the state pension plans. The Commission recently authorized an increased allocation in alternative investments. The Wildlife Plan is very well funded, at 94.7% as of June 30, 2011. 

· Last year, an experience study was completed which analyzed all of the assumptions being used by the Wildlife Plan. As a result of the study, the discount rate has since been lowered twice, from 8.0% to 7.5% and then to 7.0%. The defined benefit plan was also frozen at that time, with new hires participating in a defined contribution plan. The impact of this conversion on recruitment of new employees cannot yet be analyzed. The Commission also looked at the COLA assumption, which carried an estimated cost of $1.7 million. The Commission subsequently removed the COLA assumption.
· ODWC believes that increasing the funds in alternative investments has been worth the cost, as the Wildlife Plan needed increased diversification. 
· By freezing the defined benefit plan and setting up a defined contribution plan, the employer contribution amounts became more manageable from a cash flow perspective. At the time the Wildlife Plan was frozen, the plan had a 15 year term with roughly 7 years remaining. This shifted to a duration of 13 years. The required contribution was set based on plan adjustments, and the ODWC decided they could afford the adjusted amount. If the Wildlife Plan meets all expectations and assumptions, the plan should be 100% funded at the end of the 13 year period.
James Wilbanks, Ph.D., Executive Director

Teachers’ Retirement System of Oklahoma 

James.Wilbanks@trs.ok.gov
· The Teachers’ Retirement System of Oklahoma (OTRS) is the state’s largest pension plan, with roughly 88,000 active, contributing members.

· The actuarial valuation, as of June 30, 2011, reported significant improvement in the financial situation of the plan. The funded ratio improved from 47.9% as of June 30, 2010 to 56.7% as of June 30, 2011 and the funding period, which was infinite in the 2010 valuation, was calculated at 22 years in the 2011 valuation. This means that if actuarial expectations are met, the plan will be 100% funded in 22 years.
· The approach of OTRS differs somewhat from that of their peers. OTRS is very aware of the lifespan of the plan, and was very focused on the fact that the lifespan was infinite. OTRS is also more heavily invested in equities than peer institutions. While this may lead to slightly higher volatility, OTRS takes a very long-term approach looking out 30 to 50 years and believes that active managers can outperform benchmarks.

· Over the last 20 years, the average annual rate of return has been approximately 9.4% which comfortably exceeds the target rate of 8.0%. 
· OTRS is almost cash flow neutral. In fiscal year 2011, there was a difference of roughly $100 million, or 0.8% of payroll, between the cash inflow and outflow. Other plans might have a difference closer to 20%. While OTRS remains aware of liquidity needs, the system is not as concerned with managing cash.
· The Executive Director of OTRS discussed two reasons for the low funded ratio. When the system began in the 1940s, the contributions were insufficient to fund the benefits being promised. Additionally, there were some legislatures that authorized benefit increases without considering how to fund them. In order to maintain stability in a system, the amount of money going in has to equal the amount of money going out. In other words, the expenses to run the system, plus the money being paid to retirees, must equal the sum of the employee contributions, the employer contributions, investment returns, and the dedicated funding.
· The cost of a one-time cost-of-living-adjustment (COLA) of 2.0% would be $180 million. The financial impact of granting a COLA is cumulative, as the member receives an increased benefit from one point forward. Granting a COLA also has a cumulative negative effect on the unfunded liability.

Tom Spencer, Executive Director

Oklahoma Public Employees Retirement System

tspencer@opers.state.ok.us
· Oklahoma Public Employees Retirement System (OPERS) has a broad based, 13 member Board of Trustees. The OPERS Board is not member dominated. Executive Director of OPERS also noted his belief that having different boards managing each different system provides a benefit, where in some other states one board manages all of the state’s pension plans.
· The OPERS investment philosophy is traditional and conservative, with no alternative investments. The OPERS asset allocation is 64% in equities and 36% in bonds, and OPERS is very passive and heavily indexed in large cap. OPERS focuses on management fees, which remain very low at 10 basis points in calendar year 2010. 
· Over the last 20 years, OPERS has returned 8.2% on an annualized basis, which exceeds the assumed rate of 7.5%. While the Board is comfortable with the discount rate of 7.5%, there was a discussion of lowering the rate this summer although the rate ultimately remained the same.
Frank Stone, ASA, MAAA, Chief Actuary

Oklahoma Insurance Department

frank.stone@oid.ok.gov
· The Board of Trustees of each plan sets the asset allocation. The actuary then reviews the allocation and makes projections for each asset class over the long term. The actuary then reports to the board on whether or not the rate is reasonable.
· In discussing the impact of raising or lowering the discount rate on the liability, Mr. Stone noted that lowering the discount rate by 1% would increase the liability by 10% to 12%.
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