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MEMORANDUM –DISCUSSION DRAFT ONLY

To: Rep. Michael Obuchowski, Chair, and Legislative Joint Fiscal Committee
Members

From: Stephen Klein, Chief Fiscal Officer, Joint Fiscal Office

Date: July 29, 2009

Subject: Joint Fiscal Committee recommendation for the Retirement Commission
spending growth benchmarks

The authorizing language for the retirement funding commission indicates that the Joint
Fiscal Committee may provide benchmarks to the commission. Since the commission is
underway, if the Joint Fiscal Committee is going to weigh in, the treasurer has asked that
it be soon. He specifically indicated that he hoped that any such action could be done
before the retirement commission meeting on August 20.

The relevant language of Section E.135.1 of Act 1 of the 2009 Special Session, is as
follows:
(a) A commission is created to review and report on the design and funding of retirement

and retiree health benefit plans for the state employees’ and teachers’ retirement systems.

The commission is charged with making recommendations about plan design, benefit

provisions, and appropriate funding sources, along with other recommendations it deems

appropriate for consideration, consistent with actuarial and governmental accounting

standards, as well as demographic and workforce trends and the long-term sustainability

of the benefit programs.. The joint fiscal committee may provide benchmark targets

reducing the rate of expenditure growth for retirement and retiree health benefits to

the commission to guide the development of recommendations…….

(4) based on benefit and funding benchmarks, options for providing new benefit

structures with the objective of adequate benefits within the established cost containment

benchmarks;

Some possible benchmarks to consider:
1. General Fund Revenue Growth Rates:

a. In the past ten years, general fund revenue has grown at less than 2.5%.
b. From FY1998 to FY2014, the average growth rate is projected at 3.4%.
c. The fiscal office uses 3.5% as a proxy for spending growth in our analysis

of future deficits.
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2. State and Local Price Index from FY1998 – FY2012 has an average annual
growth of 3.75%.

a. From FY2000 to projected FY2014 the average general fund growth rate
is projected to be 3%.

3. The retiree cost growth is likely to be on the high side of these estimates due to
demographic and health cost pressures.

Recommendations:
 The Joint Fiscal Committee offers the commission a benchmark “guidance” target

of 3.5 - 4% for retiree system cost growth.
 The Joint Fiscal Committee recognizes that this guidance requires difficult

decisions on the part of the commission, the legislature, and system participants.
 In the event that the commission chooses a higher growth rate, the commission

should be specific about how it is to be financed.

System FY2010 (Request) FY2011 (Projection)
State Employees 32 million 45.9 million
State Teachers 41.5 million 63.8 million






