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Joint Legislative Committee on Performance
Evaluation and Expenditure Review (PEER)

Report to
the Mississippi Legislature

An Update on the Financial Soundness of
the Mississippi Public Employees’
Retirement System and Related Legal
Issues: 2014

Regarding the financial soundness of the Public Employees’ Retirement System
(PERS), PEER learned:

¢ Presently, PERS’s actuarial model assumes an annual increase of 4.25% for total annual payroll
made up of component factors for price inflation and real wage growth. In reality, total
payroll increased 0.19% from FY 2013 to FY 2014, with an average annual payroll increase of
0.02% over the last five years.

¢ The current PERS funding policy is designed to address the volatility of employer contribution
rates within the PERS system by setting the employer contribution rate percentage to a fixed
rate of 15.75% of annual compensation. The policy also targets an 80% funding level by 2042
while still reducing the plan’s unfunded actuarial accrued liability.

¢ As of June 30, 2014, the PERS funding ratio was 61.0%, an increase from 57.7% as of June 30,
2013. Under PERS’s current strategy for risk management, if successful, the funding ratio will
reach a level of approximately 80% in 2031, which is eleven years sooner than the plan’s
original goal.

¢ For Fiscal Year 2014, PERS’s combined investment portfolio experienced a return of 18.6% and
the market value of the system’s assets was approximately $24.9 billion.

¢ The Legislature may wish to consider changing the system’s vesting period from eight years
to four years and requiring PERS to study the cost and pervasiveness of “stacking” and
“spiking” in order to make additional changes in state law to prevent these practices.

Regarding recent legal action to modify public pension benefits, ongoing litigation in
California, Rhode Island, and Oregon could have an impact on Mississippi, as these
states have historically offered considerable protection to both past and future benefits.
Cost-of-living adjustment (COLA) litigation of late has shown a marked tendency to
favor state attempts to control or modify COLA calculations. In view of the fact that
PERS’s COLA, set in law, specifically provides one method for calculating a COLA for
members of the system on or before July 1, 2011, and a different one for persons who
became members after that date, it would appear that Mississippi has taken the step to
promise unequivocally a COLA utilizing a set formula for its PERS members.
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PEER: The Mississippi Legislature’s Oversight Agency

The Mississippi Legislature created the Joint Legislative Committee on Performance
Evaluation and Expenditure Review (PEER Committee) by statute in 1973. A joint
committee, the PEER Committee is composed of seven members of the House of
Representatives appointed by the Speaker and seven members of the Senate appointed
by the Lieutenant Governor. Appointments are made for four-year terms, with one
Senator and one Representative appointed from each of the U. S. Congressional
Districts and three at-large members appointed from each house. Committee officers
are elected by the membership, with officers alternating annually between the two
houses. All Committee actions by statute require a majority vote of four
Representatives and four Senators voting in the affirmative.

Mississippi’s constitution gives the Legislature broad power to conduct examinations
and investigations. PEER is authorized by law to review any public entity, including
contractors supported in whole or in part by public funds, and to address any issues
that may require legislative action. PEER has statutory access to all state and local
records and has subpoena power to compel testimony or the production of documents.

PEER provides a variety of services to the Legislature, including program evaluations,
economy and efficiency reviews, financial audits, limited scope evaluations, fiscal
notes, special investigations, briefings to individual legislators, testimony, and other
governmental research and assistance. The Committee identifies inefficiency or
ineffectiveness or a failure to accomplish legislative objectives, and makes
recommendations for redefinition, redirection, redistribution and/or restructuring of
Mississippi government. As directed by and subject to the prior approval of the PEER
Committee, the Committee’s professional staff executes audit and evaluation projects
obtaining information and developing options for consideration by the Committee.
The PEER Committee releases reports to the Legislature, Governor, Lieutenant
Governor, and the agency examined.

The Committee assigns top priority to written requests from individual legislators and
legislative committees. The Committee also considers PEER staff proposals and written
requests from state officials and others.

PEER Committee
Post Office Box 1204
Jackson, MS 39215-1204

(Tel.) 601-359-1226
(Fax) 601-359-1420
(Website) http://www.peer.state.ms.us
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This report does not recommend increased funding or additional staff.
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An Update on the Financial Soundness
of the Mississippi Public Employees’
Retirement System and Related Legal
Issues: 2014

Executive Summary

Introduction

PEER’s 2012 report The Public Employees’ Retirement System of
Mississippi: A Review of Selected Issues Related to Financial
Soundness (Report #564, December 11, 2012) set out the
attributes of a financially sound retirement system. This
report includes an update on the financial performance of the
system and projected funding levels.

Because of the ever-changing legal landscape affecting public
pensions, this report also provides an update on results of
litigation from other states since December 2013 that
addresses employees’ contractual rights in public retirement
systems.

Update on Financial Soundness of PERS

Actuarial Soundness and Sustainability

2014 Update:

PEER Report #591

Actuarial soundness and sustainability are two of the major
contributing factors the PEER Committee established as
components of financial soundness in its 2012 report on PERS.
The focus of these two concepts should be to create a system
and actuarial assumption models that are able to be upheld
and defended in light of all relevant environmental conditions,
including contractual obligations involved and the potential
economic consequences of abrogating those obligations.

Actuarial Soundness

The PERS Board, with assistance from its staff and other
contractual advisors, endeavors to maintain the actuarial
soundness of the plan by monitoring all components used in
PERS’s actuarial model. At present, the actuarial model
assumes an annual increase of 4.25% for total annual payroll
made up of component factors for price inflation and real wage
growth. In reality, total payroll increased 0.19% from FY 2013
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2014 Update:

to FY 2014, with an average annual payroll increase of 0.02%
over the last five years.

Sustainability

The current PERS funding policy is designed to address the
volatility of employer contribution rates within the PERS
system by setting the employer contribution rate percentage to
a fixed rate of 15.75% of annual compensation. The policy also
targets an 80% funding level by 2042 while still reducing the
plan’s unfunded actuarial accrued liability. In addition to these
effects, the funding policy change will have the effect of
creating more long-term sustainability within the PERS system.

Risk Management and Investment Management

2014 Update:

2014 Update:

Risk management and investment management should provide
a long-term framework for the system that will manage the
plan’s long-term risk environment in ways that allow it a
reasonable opportunity to collect or earn sufficient assets to
meet its benefit obligations.

Risk Management

As of June 30, 2014, the PERS funding ratio was 61.0%, an
increase from 57.7% as of June 30, 2013. Under PERS’s current
strategy for risk management, if successful, the funding ratio
will continue to improve and current projections estimate the
system will reach a funding level of approximately 80% in 2031,
which is eleven years sooner than the plan’s original goal.

Investment Management

For Fiscal Year 2014, the combined investment portfolio
experienced a return of 18.6% and the market value of the
system’s assets was approximately $24.9 billion. The PERS
Board of Trustees adopted an asset allocation model effective
July 2013 to set investment level targets for the PERS
investment portfolio.

Changes to be Considered for PERS

viii

PEER notes two possible changes that could be considered for
the PERS system: changing from an eight-year vesting period
to a four-year vesting period and requiring PERS to study the
cost and pervasiveness of “stacking” and “spiking” in order to
make additional changes in state law to prevent these
practices.

PEER Report #591



Changing from an Eight-Year Vesting Period to a Four-Year Vesting
Period

Based on calculations by the PERS actuary as of June 30, 2013,
changing from an eight-year vesting period to a four-year
vesting period would have had a negligible affect on the
system’s funding ratio. In contemplating such a change, one
factor to consider is the potential advantage of offering a
shorter vesting period to help attract potential public
employees.

Curbing “Stacking” and “Spiking” Practices

“Stacking” occurs when a member holds two or more positions
covered by PERS and is allowed to use the salaries from these
multiple positions in the computation of average compensation
for purposes of calculating retirement benefits. An example
would be a teacher who also serves on the city council or a full-
time state employee who works part-time for the county.

“Spiking” occurs when a member’s salary is artificially
increased during the “high four” years for the purpose of
increasing the member’s retirement benefits.: An example
would be a policeman who works excessive overtime or a state
employee who is awarded salary increases during the “high
four” period in order to spike or increase retirement income.

Recent changes to MISS. CODE ANN. §25-11-103 (1972) already
limit the use of “stacking” and “spiking” to increase an
individual’s retirement benefits. In order to further limit these
practices, the Legislature should require PERS to study the cost
and pervasiveness of “stacking” and “spiking.”

Recent Legal Actions Involving States’ Attempts to Modify Retirement Benefits for

Current Pension Members and Retirees

In its 2012 report on PERS, PEER provided information
regarding possible legal risks associated with making changes
in the current retirement system for retirees and current PERS
members. That report set out the following principles
pertinent to the Mississippi retirement system as administered
by PERS:

* There exists a contractual relationship between the
employee members of PERS and the state. This relationship
also exists between retirees and the state. An employee’s
contractual rights accrue at the time of employment.

* Changes in benefits for retirees and current employees,
whether past or future, may violate the contracts clauses of
the Mississippi and United States constitutions.

- Calculation of an individual’s retirement benefit is based on the highest four years of salary.

PEER Report #591 ix



e Such impairments, if substantial, are not tolerated under
law unless they are reasonable and unless they are also
followed with compensating benefits to the employee or
retiree. This is known as the California Rule.

This report provides an overview of significant cases that have
been rendered or filed in 2014.

2014 Update: States’ Modifications of Members’ Contribution
Rates, Minimum Years to Retirement, or Value of Service Credit

Several states’ legislative bodies have enacted laws changing
their retirement systems’ contribution rates, the number of
years to retirement, and the value of service credit. In some
instances, employees or unions have objected to the changes
and sought judicial relief by asserting that the changes violated
state and federal constitutional provisions. In the cases
litigated, the contractual rights of employees and retirees have
been upheld. Some jurisdictions take a more restrictive view of
contractual rights than do others.

The report includes summaries of cases in instances wherein
an appellate court has rendered a final decision or there is a
trial decision that is final. These cases include those in
California, Illinois, Louisiana, New Hampshire, Ohio, Rhode
Island, and Texas (see pages 14 through 17 of this report).

2014 Update: States’ Modifications of Cost-of-Living Adjustments

Cost-of-living adjustments, usually called COLAs, have been the
subject of considerable recent litigation. COLAs are often
provided in accordance with a strict formula set in law. In
some cases, the COLA is calculated on an ad hoc basis driven
by the pension plan’s investment performance.

Several litigants have challenged the calculation of cost-of-
living adjustments. Jurisdictions have split on the issue of
whether COLASs are a constitutionally protected contractual or
property right.

This report summarizes recent case law on COLA modification
or elimination in Arizona, Colorado, Maine, New Jersey,
Washington, and Oregon (see pages 17 through 20 of this
report).

2014 Update: Analysis of Recent Legal Actions

While the litigation so far resolved is of little interest to
Mississippi, ongoing litigation in California, Rhode Island, and
Oregon could have an impact, as these states have historically
offered considerable protection to both past and future
benefits. As recently as 2013, a publication of the Federalist
Society, an organization noted for its conservative positions on
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constitutional matters, stressed that changes to pension
systems utilizing the California Rule appear to be quite

difficult, as they are quite protective of members’ interests.

COLA litigation of late has shown a marked tendency to favor
state attempts to control or modify COLA calculations. In view
of the fact that PERS’s COLA, provided for in MISS. CODE ANN.
Section 25-11-112 (1972), specifically provides a method for
calculating a COLA for all members of the retirement system
on or before July 1, 2011, and a different one for persons who
became members after that date, it would appear that
Mississippi has taken the step to promise unequivocally a
COLA utilizing a set formula for its PERS members.

Conclusion

PEER notes that sound financial management is a long-term
commitment to a disciplined, prudent process of managing for
risk. While any particular year of returns may be high or low,
sound financial management requires the Legislature to look
more closely at how the system sets reasonable goals and
manages for the inevitable movements that the market will
experience over a long period. Continued competent, prudent
management gives PEER every indication that PERS is moving
toward reducing both the amortization period for the system
and reducing the unfunded accrued liability.

For More Information or Clarification, Contact:

PEER Committee
P.O. Box 1204
Jackson, MS 39215-1204
(601) 359-1226
http://www.peer.state.ms.us

Senator Nancy Collins, Chair
Tupelo, MS

Representative Becky Currie, Vice Chair
Brookhaven, MS

Representative Margaret Rogers, Secretary
New Albany, MS

*See Skeel, Can Pensions Be Restructured in Detroit’s Municipal Bankruptcy? The Federalist Society,
October 2013, Note 9.
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An Update on the Financial Soundness
of the Mississippi Public Employees’
Retirement System and Related Legal
Issues: 2014

Introduction

MISS. CODE ANN. Section 25-11-101 (1972) directs the PEER
Committee to:

. have performed random actuarial
evaluations, as necessary, of the funds and
expenses of the Public Employees’ Retirement
System and to make annual reports to the
Legislature on the financial soundness of the
system.

The PEER Committee, utilizing its authority found in MISS.
CODE ANN. Section 5-3-51 et seq. (1972), carried out the
statutorily required review of the financial condition of the
Public Employees’ Retirement System (PERS). Actuarial reviews
authorized by this section are discretionary.

Scope and Purpose

PEER’s 2012 report The Public Employees’ Retirement System of
Mississippi: A Review of Selected Issues Related to Financial
Soundness (Report #564, December 11, 2012) set out the
attributes of a financially sound retirement system. This
report includes an update on the financial performance of the
system and projected funding levels.

Because of the ever-changing legal landscape affecting public
pensions, this report also provides an update on results of
litigation from other states since December 2013 that
addresses employees’ contractual rights in public retirement
systems.

PEER Report #591 1



In conducting this review, PEER:

« reviewed financial reports of the Public Employees’
Retirement System;

* reviewed actuarial reports and projections prepared for
PERS;

* interviewed personnel of the Public Employees’ Retirement
System; and,

* reviewed significant case law from other jurisdictions
rendered in 2014 that addresses employees’ contractual
rights in employment benefits.
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Background

PEER Report #591

Most Mississippi public employees receive their retirement
benefits from the Mississippi Public Employees’ Retirement
System. This system, dating from 1952, serves employees in
state and local government, as well as educators in the K-12
and college levels of employment. MISS. CODE ANN. Section
25-11-101 (1972) provides, in part:

A retirement system is hereby established and
placed under the management of the board of
trustees for the purpose of providing retirement
allowances and other benefits under the
provisions of this article for officers and
employees in the state service and their
beneficiaries. . . .

Following the serious recession of the latter part of the first
decade of the 2000s, many persons became concerned about
the financial soundness of PERS and raised questions regarding
the possibility of major restructuring of eligibility rules and
benefits for current and future system members. To address
these concerns and questions, the PEER Committee produced
Report #564 (The Public Employees’ Retivement System of
Mississippi: A Review of Selected Issues Related to Financial
Soundness) in 2012. That report provides:

* background information on PERS and the programs it
administers;

* detailed information on the composition of the PERS Board
of Trustees; and,

* the legal basis for the state’s provision of retirement
benefits to public employees.

Report #564 also sets out an analysis of PERS’s financial
soundness and its investment and risk management practices.
A full copy of Report #564 is available at PEER’s website
(www.peer.state.ms.us).

This 2014 report provides a concise overview of where the
system currently stands financially and provides an update on
recent legal actions involving states’ attempts to modify
retirement benefits for pension systems’ members and retirees.



Update on Financial Soundness of PERS

PEER established in Report #564 that the term “financial
soundness” should be defined not as a point-in-time
comparison of assets and liabilities, but as a multi-faceted
construct involving an understanding of the role of actuarial
soundness in judging financial health, a broadly defined view
of affordability that encompasses sustainability in light of all
relevant environmental conditions, and an understanding of
the role of risk and investment management in the long-term
financial health of the system.

The PERS Board has adopted and implemented policies and
procedures that allow it to address the major contributing
areas to the plan’s financial well-being and to carry out its
fiduciary responsibilities to its active members and retirees.
These policies and procedures fall into the following
contributing areas:

e actuarial soundness and sustainability; and,
e risk and investment management.

This chapter will discuss each contributing area and highlight
relevant activity and changes to PERS for the last fiscal year
and future projections.

Actuarial Soundness and Sustainability

Actuarial soundness and sustainability are two of the major contributing factors the
PEER Committee established as components of financial soundness in its 2012 report
on PERS. The focus of these two concepts should be to create a system and actuarial
assumption models that are able to be upheld and defended in light of all relevant
environmental conditions, including contractual obligations involved and the potential
economic consequences of abrogating those obligations.

Actuarial Soundness

The PERS Board, with assistance from its staff and other contractual advisors,
endeavors to maintain the actuarial soundness of the plan by monitoring all
components used in PERS’s actuarial model. At present, the actuarial model
assumes an annual increase of 4.25% for total annual payroll made up of
component factors for price inflation and real wage growth. In reality, total
payroll increased 0.19% from FY 2013 to FY 2014, with an average annual
payroll increase of 0.02% over the last five years.

The PERS system receives employee and employer
contributions from seven sources:

* state agencies;

* state universities;
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e public school districts;

e community and junior colleges;
e counties;

* municipalities; and,

» other political subdivisions (e. g., water or sewer utility
districts).

For FY 2014, payroll from public school districts accounted for
37% of contributions, state agencies accounted for 19% of
contributions, and the remaining payroll was received from the
other five sources noted above.

The PERS Board, with assistance from its staff and other
contractual advisors, endeavors to maintain the actuarial
soundness of the plan by receiving quarterly updates
concerning the performance of the system’s assets and annual
actuarial updates in conjunction with annual projections and
biannual experience reports.

The accuracy of the assumptions used has an impact on the
future projections of the plan. At present, the actuarial model*
is assuming an annual increase of 4.25% for total annual
payroll made up of component factors for price inflation and
real wage growth. In reality, total payroll increased 0.19% from
FY 2013 to FY 2014 with an average annual payroll increase of
2.40% over the last ten years and 0.02% over the last five years.
The two largest payroll components, public school districts and
state agencies, had declines of -1.05% and -1.16%, respectively,
from FY 2013 to FY 2014 and have declined -4.31% and -5.40%,
respectively, since June 30, 2009.

For the purposes of calculating PERS’s accrued liabilities, the
lower than projected salary increases reduced PERS’s accrued
liabilities approximately $252 million during Fiscal Year 2014.
However, the smaller than anticipated salary increase also
reduced the amount of employer contributions targeted for the
reductions of the unfunded actuarial liability by approximately
$33 million and the system’s lower than expected payroll
growth experience added approximately one year to the
system’s unfunded accrued liability amortization period.
Although the smaller than projected salary increase has the
affect of reducing the plan’s future liabilities, the lower than
expected growth also has negative impacts to the plan. Overall,
this difference between projected and actual payroll warrants
future monitoring through the system’s biennial experience
study.

PERS’s independent actuary conducts an experience study
every two fiscal years in which the assumptions used in the
actuarial model are reviewed and modifications recommended

'PERS’s actuarial model considers factors such as projected investment returns, payroll increases,
inflation, retirement ages, mortality rates, marriage rate, and accrued leave to project future assets and
liabilities of the system.
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based on a study of actual trends and numbers compared to
the model’s assumptions. After the experience study as of
June 30, 2012, PERS adopted in FY 2013 changes relating to
salary scales used in the actuarial model. The actuary will
perform an experience study as of June 30, 2014, and will
present the study’s results and recommended modifications to
the PERS Board at its April 2015 meeting.

Sustainability

The current PERS funding policy is designed to address the volatility of employer
contribution rates within the PERS system by setting the employer contribution
rate percentage to a fixed rate of 15.75% of annual compensation. The policy
also targets an 80% funding level by 2042 while still reducing the plan’s
unfunded actuarial accrued liability. In addition to these effects, the funding
policy change will have the effect of creating more long-term sustainability
within the PERS system.

To help address the volatility of the employer contribution
rate, the PERS Board of Trustees adopted a funding policy in
October 2012, modified in December 2013, that changed the
employer contribution rate percentage from an annually
calculated actuarial valuation to a fixed rate of 15.75% of
annual compensation. The revised funding policy also targets
an 80% funding level by 2042 while still reducing the plan’s
unfunded actuarial accrued liability. In addition to the effects
listed above, PEER notes that this funding policy change should
have the effect of creating more long-term sustainability within
the PERS system.

As of June 30, 2014, PERS’s anticipated accrued liability
payment period? was 29.2 years, a decrease from 32.2 years as
of June 30, 2013. PERS’s independent actuarial advisor
attributes the decline primarily to the recognition of
investment gains in four out of the last five fiscal years in the
actuarial value of assets. Actuarially smoothed gains and
losses?® are recognized over a five-year period. For FY 2014, the
PERS system recognized gains and losses from FY 2010
through FY 2014 for a combined investment gain of
approximately $1.1 billion.

The actuarial advisor also noted that the actuarial gains were

. .Offset by payroll growth less than expected,
causing upward pressure on the amortization

*The accrued liability payment period is the estimated length of time under current actuarial
assumptions that is required to pay the unfunded accrued liability. An unfunded accrued liability
occurs when the total of present value of future benefits associated with prior years’ service and the
present value of future administrative costs is greater than the actuarial present value of the system’s
current assets.

3The actuarial value of PERS’s investments is calculated on a five-year smoothing average in which
gains and losses are recognized over five years.
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period attributed to the unfunded accrued

liability.
PEER notes that if payroll continues to lag behind the actuarial
model assumptions, upward pressure may continue on the
accrued liability payment period. Because the assumptions for
payroll growth and pay increases are inversely related, any
upward pressure on the accrued liability payment period may
be offset, partially or totally, by positive actuarial experience
related to pay increases that are less than those assumed.

Risk Management and Investment Management

Risk management and investment management should provide a long-term framework
for the system that will manage the plan’s long-term risk environment in ways that
allow it a reasonable opportunity to collect or earn sufficient assets to meet its benefit

obligations.

Risk management and investment management are the other
two areas PEER has identified as major contributing factors of
components of financial soundness. Risk management and
investment management seek to provide a long-term
framework for the system that will manage the plan’s long-
term risk environment in ways that allow it a reasonable
opportunity to collect or earn sufficient assets to meet its
benefit obligations.

Risk Management
As of June 30, 2014, the funding ratio was 61.0%, an increase from 57.7% as of

June 30, 2013.

Under PERS’s current strategy for risk management, if

successful, the funding ratio will continue to improve and current projections
estimate the system will reach a funding level of approximately 80% in 2031,
which is eleven years sooner than the plan’s original goal.

PEER Report #591

For FY 2014, the actuarial value of PERS’s assets increased in
relation to the actuarial value of its liabilities--from 57.7% to
61.0%. The relationship between these two valuations
strengthened due to the effects of 2009 losses rolling off of the
actuarial asset valuation and a strong 2014 investment return
replacing it.

Projections provided by Cavanaugh Macdonald, the system’s
independent actuarial advisor, show the funding ratio moving
to 64.07% for FY 2015 and to 109.7% as of 2042. The
projections also estimate a funding level of 80.43% will be
achieved in 2031. These projections show the originally
adopted model’s funding goals of an 80% minimum funding
ratio in 2042 will be achieved much earlier.

For the projected information to be accurate, all actuarial
assumptions used in the projection must be met exactly for all
fiscal years forecasted. As past performance shows, this mark



can be missed on both the high and low sides, creating
variability from the model.

Investment Management

For Fiscal Year 2014, the combined investment portfolio experienced a return of
18.6% and the market value of the system’s assets was approximately $24.9
billion.

For Fiscal Year 2014, the market value of PERS’s system assets
was approximately $24.9 billion, an increase of $3.2 billion
from Fiscal Year 2013. The combined investment portfolio
experienced a return of 18.6%.

The current actuarial model operates with a targeted
investment return of 8% annually. During the last ten years,
PERS’s investment return on assets averaged 7.54%.

Investment returns ranged from a -19.4% during FY 2009 to
25.4% during FY 2011. Historically, PERS’s investment returns
have averaged 8.32% during the last twenty years and 8.53%
over the last twenty-five years. According to an October 2014
issue brief from the National Association of Retirement
Administrators, the median public pension annualized
investment ten-year return for the period ending June 30, 2014,
was 7.3% and the twenty-five-year return was 8.8%. PERS’s
investment returns closely track the investment return
experience of public pension funds nationwide. The volatility of
the recent years’ returns reinforces the principle of viewing
investment returns over a long period and comparing long-
term returns to investment return goals rather than focusing
on a single year’s returns or returns over a short period.

While a 2013 amendment to MISS. CODE ANN. §25-11-121 (1972) could allow for
participation in riskier investment vehicles, PERS should be able to mitigate this
risk through application of its asset allocation model and established risk
management policies.

A 2013 amendment of MISS. CODE ANN. §25-11-121 (1972)
clarified existing law to be more consistent with how the
portfolio is managed today, to describe more accurately the
manner in which certain functions are handled, to expand the
range of investment options available to PERS’s investment
managers, and to make sure PERS’s current investment strategy
conforms to statute.

Some of these changes could potentially open PERS’s plans up
to increased levels of investment risk, but these changes must
also be taken in context with other areas of PERS’s investment
management. PERS has developed investment risk mitigation
policies that cover many areas of the investment landscape.
Some of these include, but are not limited to, qualification
standards for all investment managers and consultants, asset
allocation modeling done by individual asset class, investment
measurement service quarterly reviews, and periodic
asset/liability studies. These tools are used by PERS staff and
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the PERS Board of Trustees to assess performance measures
and risk-versus-return results.

The PERS Board of Trustees adopted an asset allocation model effective July
2013 to set investment level targets for the PERS investment portfolio.

PERS’s investment consultant periodically performs an
asset/liability allocation study that considers projected future
liabilities of the system, expected risk, returns of various asset
classes, and statutory investment restrictions. During Fiscal
Year 2013, the PERS Board of Trustees adopted a new asset
allocation model effective July 2013. The asset allocation
model dictates the types of asset classes the PERS system will
invest in and the overall weight of each investment area
relative to the plan as a whole.

The PERS Board of Trustees and PERS staff use this model to
mitigate investment risk by creating target performance levels
for each asset class and reviewing, on a quarterly basis, the
performance of each investment manager relative to their asset
class’s target performance level.

The exhibit below shows the actual 2014 investment allocation
compared to the model.

Exhibit: PERS’s Actual Asset Allocation Compared to Allocation Model, as

of June 30, 2014

Non-
u.S. U.S. Debt Real Private | Global
Year Equity Equity | Investments | Estate Equity Equity | Cash
Model 30% 22% 20% 10% 8% 9% 1%
2014 37% 23% 20% 9% 4% 6% 1%

SOURCE: PERS Comprehensive Annual Financial Report and PERS Investment Report as of June 30,

2014
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It should also be noted that instances in which current
investment levels are not in agreement with the model do not
automatically constitute a cause for alarm or create the need
for an immediate change in investment levels. The investment
model represents targeted investment levels designed to
prevent the investment portfolio from becoming too heavily
weighted in a certain investment type. At times, market
conditions may cause a prudent manager to call for slight
departures from target goals. For these reasons, the PERS
Board monitors investment performance, strategies, and
weights throughout the year and manages the investment
portfolio based on input from professional money managers,
advisors, and PERS professional staff.



Changes to Be Considered for PERS

PEER notes two possible changes that could be considered for
the PERS system:

* changing from an eight-year vesting period to a four-year
vesting period; and,

* requiring PERS to study the cost and pervasiveness of
“stacking” and “spiking” in order to make additional
changes in state law to prevent these practices.

Changing from an Eight-Year Vesting Period to a Four-Year Vesting Period

Based on calculations by the PERS actuary as of June 30, 2013, changing from an eight-
year vesting period to a four-year vesting period would have had a negligible affect on
the system’s funding ratio.

In 2007, the Legislature changed the PERS vesting period from
four years to eight years. According to PERS staff, although no
cost analysis was performed at that time, the common
perception was that such a change would improve the funding
ratio of the PERS system. Subsequent to the change, views
regarding the change in the vesting period have modified.

The final report of the Governor’s Public Employees’
Retirement System Study Commission created by Governor
Haley Barbour, issued in December 2011, recommended
lowering the vesting period from eight years to four years. In
response to this recommendation, inquiries from PERS
employer groups, and in anticipation of legislation regarding
this issue, the PERS Board requested that the PERS actuary
perform a cost analysis as of June 30, 2013, of the impact on
moving from an eight-year vesting period to a four-year vesting
period. The PERS actuary concluded that moving from an
eight-year vesting period to a four-year vesting period would
have decreased the funding ratio by one-tenth of one percent.

Retirement plans have become a major tool for recruiting
employees to state government. In the past, many considered
retirement plans to be part of an employment package, but
today they provide a method by which public sector employers
can compete for staff in a competitive job market. While many
positions in private sector employment may offer higher
salaries, public sector employers can offer a pension program
that offers their employees a means to a stable retirement
income. Some private sector employers no longer offer such.
In contemplating a change from eight years vesting to four
years vesting, a factor to consider is the potential advantage of
offering a shorter vesting period to help attract potential
employees.
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Curbing “Stacking” and “Spiking” Practices

Recent changes to MISS. CODE ANN. §25-11-103 (1972) already limit the use of
“stacking” and “spiking” to increase an individual’s retirement benefits. In order to
further limit these practices, the Legislature should require PERS to study the cost and
pervasiveness of “stacking” and “spiking.”

“Stacking” occurs when a member holds two or more positions
covered by PERS and is allowed to use the salaries from these
multiple positions in the computation of average compensation
for purposes of calculating retirement benefits. An example
would be a teacher who also serves on the city council or a full-
time state employee who works part-time for the county.

“Spiking” occurs when a member’s salary is artificially
increased during the “high four*“ years for the purpose of
increasing the member’s retirement benefits. An example
would be a policeman who works excessive overtime or a state
employee who is awarded salary increases during the “high
four” period in order to spike or increase retirement income.

MISS. CODE ANN. §25-11-103 (f) (1972) limits stacking and
spiking by excluding any increase in annual salary or
compensation of more than eight percent within twenty-four
months of retirement. An exclusion allows increases over eight
percent if the employer provides PERS with an affidavit stating
that the increase was not granted on an agreement to retire
and:

» satisfactory proof is presented to the PERS Board showing
that the increase was the result of an actual change in the
position held or services rendered; or,

e the salary increase was authorized by the State Personnel
Board; or,

e the increase was the result of statutory enactment.

In 2013, the Legislature amended MISS. CODE ANN. Section 25-
11-103 (k) (1972) to limit the definition of average
compensation to:

e prospectively exclude the value of maintenance (e. g.,
employer-provided housing, utilities, meals) from earned
compensation and to grandfather those who have
maintenance reported to PERS as earned compensation;

e clarify that employer-paid health and life insurance
premiums for an employee are not earned compensation,
whether taxable or nontaxable to the employee;

» prospectively exclude performance-based incentive
payments from earned compensation; and,

“Calculation of an individual’s retirement benefit is based on the highest four years of salary.

PEER Report #591
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¢ clarify that in-kind benefits are not reportable to PERS as
earned compensation.

According to PERS officials, PERS has not conducted an impact
study of stacking and spiking. In order for PERS to make
recommendations to the Legislature regarding stacking and
spiking, additional information would be required to present a
clearer understanding of the cost and pervasiveness of these
practices.
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Recent Legal Actions Involving States’ Attempts to
Modify Retirement Benefits for Current Pension
Members and Retirees

PEER Report #591

In its 2012 report, which was updated in 2013, the PEER
Committee provided information regarding possible legal risks
associated with making changes in the current retirement
system for retirees and current PERS members. Briefly, the
report set out the following principles pertinent to the
Mississippi retirement system as administered by PERS:

e There exists a contractual relationship between the
employee members of PERS and the state. This relationship
also exists between retirees and the state. An employee’s
contractual rights accrue at the time of employment.

* Changes in benefits for retirees and current employees,
whether past or future, may violate the contracts clauses of
the Mississippi and United States constitutions.

e Such impairments, if substantial, are not tolerated under
law unless they are reasonable and unless they are also
followed with compensating benefits to the employee or
retiree. This is known as the California Rule.

PEER’s 2012 report provided an in-depth analysis of how courts
have applied these principles and further discussed instances
wherein courts have chosen to apply different principles in
cases involving modifications to state pension systems.

While the 2012 report notes that modifications to the PERS
program for current members and retirees are fraught with
legal risks, several states have taken the step toward modifying
their programs for current employees and retirees, thereby
accepting the risk of litigation. The following discusses recent
actions and instances wherein states have litigated specific
types of pension modifications for current members or
retirees. These cases most often hinge on court interpretations
of state constitutional provisions protecting contractual rights.
Generally, these state pension modification efforts have
focused on two areas of pension benefits:

* changing members’ contribution rates, minimum years to
retirement, or value of service credit; and,

* the calculation and availability of cost-of-living adjustments
for retirees.

This chapter provides an overview of significant cases that
have been rendered or filed since the 2012 and 2013 PEER
reports on PERS.

13



States’ Modifications of Members’ Contribution Rates, Minimum Years to Retirement, or

Value of Service Credit

Several states’ legislative bodies have enacted laws changing their retirement systems’
contribution rates, the number of years to retirement, and the value of service credit. In
some instances, employees or unions have objected to the changes and sought judicial
relief by asserting that the changes violated state and federal constitutional provisions.
In the cases litigated, the contractual rights of employees and retirees have been
upheld. Some jurisdictions take a more restrictive view of contractual rights than do
others.

Several states have in recent years adopted changes in these
areas (i. e.,, members’ contribution rates, minimum years to
retirement, or value of service credit) in an attempt to bolster
the financial soundness of their pension plans. In several
instances, employees or unions objected to the changes and
sought judicial relief by asserting that the changes violated
state and federal constitutional provisions protecting against
the abrogation of contract rights. It appears that in the cases
litigated, many changes have not been upheld and the
contractual rights of employees and retirees have been upheld.

In this section, PEER has reported styles of cases only in
instances wherein an appellate court has rendered a final
decision or there is a trial decision that is final.

California

During 2014, several cases in California dealing with local
retirement reform initiatives were litigated. These cases dealt
with AB 197 and AB 340, which were two pension reform bills
passed by the California General Assembly in 2012. Some of
the more interesting reforms, including a provision that will
allow for increased cost sharing by current employees arrived
at through contract negotiation, will not go into effect until
2018.

This reform poses a distinct possibility of future litigation on
that point, particularly if negotiated agreements result in
increased employee contributions. The most recent litigation
has dealt with controls on income “spiking” and on local
referenda that impact pension management.

In San Jose Police Officers’ Association v. City of San Jose
(Superior Court for the County of Santa Clara, April 29, 2014),
the association challenged provisions of the Sustainable
Retirement and Compensation Act, a ballot initiative that
amended the San Jose City Charter on June 4, 2012. This
initiative contained many provisions dealing with definitions
whose constitutionality was affirmed. However, as to existing
employees and retirees, provisions dealing with increased
contributions and cost-of-living adjustments were held to
violate the California constitution’s contract clause. The city is
appealing the lower court decision.
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Illinois

Louisiana

New Hampshire
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Similarly, a case challenging the provisions of AB 197, coming
out of Alameda County and Contra Costa County, dealt with
call-back pay and other “spiking” strategies. A Superior Court
decision from 2014 found that while generally such reforms
were constitutional, in some cases, existing employees could
argue that they had an implied contractual right to claim such
compensation as part of their retirement compensation. Such
determinations would have to be based on a case-by-case
determination by the local retirement board. See Alameda
County Deputy Sheriff’s Association v. Alameda County
Employees’ Retirement Association (Superior Court for Alameda
County, May 12, 2014). Future appeals of these decisions are
likely to impact the entire California pension reform process.

While not addressing pension benefits, a recent Illinois decision
could impact any pension reform. In 2012, Illinois passed
legislation that would reduce state contributions to pay group
health insurance premiums for retirees. In Kanerva v. Weems,
303 Il Dec 107, 13 N.E. 3d 1228 (2014), the Illinois Supreme
Court ruled that medical benefits paid to retirees were
protected by Illinois’s constitutional provision specifically
protecting benefits extended to members of the state’s pension
system. This case’s ruling may make ongoing litigation in
Illinois dealing with pension reform difficult for the state to
win. Pension reform in Illinois reduces benefits to be paid to
members, but also reduces employee contributions to their
retirement.

In December 2013, the Louisiana Court of Appeals for the
Fourth Circuit ruled in New Orleans Fire Fighters Pension &
Relief Fund v. City of New Orleans, 2013-CA-0873, that it was
proper for a trial court to direct the city to fund certain
pensions in accordance with a statutory requirement even
though such would have a deleterious impact on the city’s
budget. See New Orleans Fire Fighters Pension & Relief Fund v.
City of New Orleans, 131 So. 2d 412 9La App, 2013), cert. den’d.
135 So. 3d. 623, 138 So. 3d. 616 (La, 2014).

After the Louisiana Supreme Court denied the city’s petition
for a writ of certiorari, the United States Supreme Court denied
certiorari on October 6, 2014, See 574 U.S. __(2014).

On December 10, 2014, the New Hampshire Supreme Court
ruled in Professional Firefighters of New Hampshire v. State (No.
2013-669), December 10, 2014, that current members of the
state’s retirement system do not have a protected contractual
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interest in a fixed employee contribution rate. In this case, the
court reviewed legislation that increased active members’
contributions to the retirement system. New Hampshire joins
Florida and Michigan in so ruling. In this case, the court
specifically rejected the principles of the so-called California
rule, which Mississippi applies, that require offsetting increases
in benefits whenever the state imposes additional burdens on a
member of the retirement system.

Ohio (Cincinnati Municipal Retirement System)

Rhode Island

The City of Cincinnati made several changes in its municipal
pension system. These included an increase in active employee
contributions, changes in the age at which an employee is
eligible for retirement, and changes in creditable service
calculations. An active employee member brought suit against
the city in the United States District Court for the Southern
District of Ohio in which the employee alleges impermissible
impairment of contract. Trial was set for the end of October
2013. PEER has found no evidence of a ruling in the case as
yet. See Sunyak v. City of Cincinnati, United States District
Court, Southern District Ohio, 2013. Recent articles from 2014
state that efforts are being made to settle the lawsuit.
Settlement offers from the city include a requirement that
retirees accept a cap on future COLAs in return for the city
backing away from other system changes.

Rhode Island made major changes in its pension program for
current members and retirees. Late in 2012, a Rhode Island
court found that there exists an implied contract between
members of a retirement system and the state that cannot be
substantially impaired when the active member has become
vested. The result of this decision was to imperil major
pension changes in the state that affected retirement age,
calculation of years of service, and final average salary.
Employees were also moved to hybrid plans. Following the
court’s decision in 2012, the trial judge submitted the matter
to a mediator. As of this date, no report has been produced
showing a possible resolution of these claims. See Rhode
Island Public Employees Retiree Coalition v. Chaffee, Rhode
Island Superior Court, 2012. Efforts at mediation have failed
and as of this writing, the case has not gone to trial.

Texas (Fort Worth Municipal Retirement System)

In August 2013, a state court judge ruled that certain changes
to a Fort Worth municipal retirement system were
constitutional, as they affected only future accruals of benefits.
The changes included modifying the multiplier for future years
of service, raising the number of years used to calculate salary
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for retirement purposes, and removing overtime from the
calculation of compensation.

At this time, a federal judge in Fort Worth has lifted a stay of
proceedings in a similar federal case challenging these changes.
As of 2014, the parties were in discovery.

States’ Modifications of Cost-of-Living Adjustments

Several litigants have challenged the calculation of COLAs. Jurisdictions have split on
the issue of whether COLAs are a constitutionally protected contractual or property

right.

Arizona

Colorado

PEER Report #591

Cost-of-living adjustments, usually called COLAs, have been the
subject of considerable recent litigation. COLAs are often
provided in accordance with a strict formula set in law. In
some cases, the COLA is calculated on an ad hoc basis driven
by the pension plan’s investment performance. Many pension
reformers have seen COLA reduction or elimination as a
potential avenue for reducing pension system costs, thereby
bolstering the financial soundness of such systems. Retirees
and active employees often take the position that the COLA is a
contractual right that may not be impaired. The following
discusses recent case law on COLA modification or elimination.

In 2013, Arizona’s changes to its COLA benefits were litigated.
On February 20, 2014, the Arizona Supreme Court rendered a
decision in Fields v. The Elected Officials Retirement Plan, 320 P.
3d. 1160 (Ariz, 2014). The Fields petitioners argued a
contractual right to their COLAs, as they were calculated based
on the retirement plan’s return on investment. The changes
enacted reduced the retiree benefits to a 2.47% increase rather
than the anticipated 4% increase under the return on
investment method used earlier. The retirees received no
increases in 2012 or 2013.

The Arizona Supreme Court agreed and struck down the
pension reforms as they were applied to the retired judges,
asserting that such benefit increases were a contractual right
protected under the Arizona constitution. A similar case in
which active member plaintiffs challenged the change in the
COLA formula was stayed pending the resolution of the Fields
case.

2014 saw a conclusion to Colorado COLA litigation first
reported in the 2012 PEER report on PERS. In 2012, PEER
reported that Colorado had adopted a legislative modification
of its COLA for state employees. Following the change, retirees
challenged the constitutionality of the change, arguing that

17
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Maine

they were contractually entitled to have their COLAs calculated
using the formula in effect at the time of their retirement,
rather than the fixed COLA that was offered as a substitute.

At trial, the court rendered summary judgment for the state
without conducting contracts clause analysis. This decision was
reversed and remanded by an appeals court that directed the
lower court to conduct the necessary analysis to determine
whether there has been a substantial impairment of a contract
and if there is a reasonable basis for such. Not satisfied with
the result, the plaintiffs filed for a writ of certiorari with the
Colorado Supreme Court under which they may argue that
their contractual rights have been impaired by the COLA
change. See Justus v. State of Colorado (writ granted August 5,
2013).

In October 2014, the Colorado Supreme Court concurred with
the trial court that petitioners had no contractual rights in a
COLA calculated using the method or formula in place at the
time of their retirement. In reviewing the history of COLAs in
Colorado, the court noted that the Legislature had modified the
COLA calculation formula many times over the years.
Therefore, the petitioners could not reasonably conclude that
they had a contractual right to a COLA calculated on the
formula in use at the time they retired. See Justus v. State of
Colorado (2014 CO 75, Decided, October 20, 2014).

In 2011, the Maine Legislature placed a three-year freeze on
statutory cost-of-living adjustments granted to state retirees.
Plaintiff retirees brought suit against the state alleging
contracts clause violations in that the reductions impair their
contracts with the state. The case was filed in the United
States District Court for Maine. On June 23, 2013, the court
dismissed the case, citing failure on the part of the plaintiffs to
show that there was in fact a contract between themselves and
the state of Maine. See Maine Association of Retirees v. Board of
Trustees (United States District Court for Maine, 2013). In
2014, the United States Court of Appeals for the First Circuit
affirmed the decision of the district court in this case. In
Maine Ass’n of Retirees v. Board of Trustees, 758 F. 3d. 23 (1 st.
Cir, 2014), the First Circuit concluded that the retirees could
not conclusively argue and the court could not unequivocally
conclude that the Maine Legislature intended to bind the state
contractually to provide retirees with COLA benefits calculated
under the pre-2011 amendments. The court noted that it must
be able to conclude unequivocally that the COLA calculation
formula for which the petitioners argued was clearly a part of
the contract. A review of the statutes creating the pension
benefits did not show an intention to make COLAs one of the
benefits Maine guarantees to its public employees.
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New Jersey

Washington
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In 2014, a New Jersey appellate court held unconstitutional a
2011 statute that suspended COLAs for thousands of retired
public employees in New Jersey. In Berg v. Christie, 93 A. 3d.
397 (N.J. Super, 2014), the appellate division of the Superior
Court found that New Jersey’s non-forfeitable rights statute
creates a contractual right to a COLA that cannot be abridged
under the state’s constitution. Of particular interest was the
court’s observation that the assertion that changes needed to
be made to protect the retirement plan’s financial integrity was
not enough to justify the elimination of a COLA when much of
the pension system’s problems could be attributable to the
state’s missing its payments to the system needed to maintain
the system’s health and viability.

While not addressing COLAs, there is recent litigation in New
Jersey against the Governor alleging that the state’s decision
not to pay the entire employer contribution portion to the
retirement systems violates state constitutional requirements
to make payments annually to fund the state pension systems.

COLA litigation began in Washington in 2011. In that year,
Washington eliminated the COLA for retirees in two of the
state’s older retirement systems. Neither system has taken in
new members since 1977. At issue is whether the Legislature
can repeal the COLA when the legislation authorizing it
contained a clause reserving the Legislature’s right to abolish
or modify the COLAs. At the trial level, the plaintiff retirees
prevailed, successfully arguing that the elimination constituted
an abrogation of contractual rights. The Washington Supreme
Court heard oral arguments in the case on October 25, 2013.
See Washington Federation of State Employees v. State of
Washington (Thurston County Superior Court, 2012)

In 2014, the Washington Supreme Court rendered its decision
reversing the lower court decision. In Washington Federation of
State Employees v. Department of Retirement Systems, 332 P. 3d
439 (Wash, 2014), the Washington Supreme Court concluded
that an expressed reservation of a right to repeal or modify a
COLA benefit found in the statute that created the COLA
benefit clearly defeated the petitioners’ argument that they had
a contractual right in COLAs calculated to grow at a fixed rate
in force and effect prior to 2011.
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Oregon

In 2013, Oregon passed legislation that would reduce annual
COLAs from two percent to a lesser rolling amount. Retiree
petitioners challenged the constitutionality of these changes in
Moro et al. v. State of Oregon et al., SO61452, Oregon Supreme
Court (filed July 1, 2013). Four other cases challenging the
COLA changes were consolidated with this case.

Under Oregon procedure, a special master was appointed to
take testimony in the matter. The Special Master submitted his
report on April 30, 2014, detailing the amount of benefit
reduction for the petitioners and the amount of saved public
expense, as well as information regarding the necessity of
purpose behind the legislation.

Oral arguments were conducted before the Oregon Supreme
Court on October 14, 2014. During the arguments, the retirees
told the seven assembled justices that over the past forty
years, the Oregon Supreme Court has engaged in a clear
pattern of decisions as to what constitutes a statutory
contractual agreement--which is what PERS is to its recipients--
and what can and cannot be added or taken away. A decision
is expected sometime in 2015.

This case also addresses the Oregon Legislature’s decision to
eliminate a subsidy given to Oregon retirees living in other
jurisdictions. Because other jurisdictions impose an income
tax on retirement benefits (Oregon does not), the retirement
systems have been paying out-of-state retirees additional funds
to defray the costs of paying the income tax. Petitioners allege
that this action also violated the contractual rights of retirees.

Analysis of Recent Legal Actions

While the litigation so far resolved is of little interest to Mississippi, ongoing litigation
in California, Rhode Island, and Oregon could have an impact, as these states have
historically offered considerable protection to both past and future benefits.

20

Cases in California, Rhode Island, and Oregon will be of
significance, as their courts will be addressing major attempts
to change the pension systems upon which public employees
rely. California cases face the appeals process, although the
two cases discussed will impact the future of pension reform in
that state. Rhode Island’s attempts at negotiated changes in
retirement involving current members appear to have failed
and are headed for court review. While the most significant
issue before the Oregon Supreme Court deals with COLAs,
there is one non-COLA benefit in dispute, the repeal of a tax
offset for persons receiving Oregon retirement living in states
that tax pension benefits, that also merits continued attention.

The California cases, particularly the San Jose case dealing with
increased contributions for current employees, will be of great
importance to all states employing the California Rule. As
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recently as 2013, a publication of the Federalist Society, an
organization noted for its conservative positions on
constitutional matters, stressed that changes to pension
systems utilizing the California Rule appear to be quite
difficult, as they are quite protective of members’ interests.’

COLA litigation of late has shown a marked tendency to favor
state attempts to control or modify COLA calculations. Cases
from Colorado, Washington, and Maine have all concluded that
retiree plaintiffs had no contractual right to have a pension
COLA paid based on a particular formula in use at the time
they retired. In these states, it must be noted, the legislature
had either repeatedly changed its methods several times over
the years (e. g., Colorado), specifically reserved in law the right
to amend or repeal the COLA in the very provision of law that
created the COLA (e. g., Washington), or made no clear
guarantee in law of a COLA to be calculated in a particular
manner as being a contractual benefit (e. g., Maine).

In view of the fact that PERS’s COLA, provided for in MISS.
CODE ANN. Section 25-11-112 (1972), specifically provides a
method for calculating a COLA for all members of the
retirement system on or before July 1, 2011, and a different
one for persons who became members after that date, it would
appear that Mississippi has taken the step to promise
unequivocally a COLA utilizing a set formula for its PERS
members.

> See Skeel, Can Pensions Be Restructured in Detroit’s Municipal Bankruptcy? The Federalist
Society, October 2013, Note 9.
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Conclusion

PERS has a prudent and disciplined process that relies on expert actuarial guidance
built upon reasonable assumptions and targets for portfolio growth. Continued
competent, prudent management gives PEER every indication that PERS is moving
toward reducing both the amortization period for the system and reducing the

unfunded accrued liability.
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As noted in PEER’s 2012 report, sound financial management is
a long-term commitment to a disciplined, prudent process of
managing for risk. While any particular year of returns may be
high or low, sound financial management requires the
Legislature to look more closely at how the system sets
reasonable goals and manages for the inevitable movements
that the market will experience over a long period.

This review shows that PERS has a prudent and disciplined
process that relies on expert actuarial guidance built upon
reasonable assumptions and targets for portfolio growth.
Continued competent, prudent management gives PEER every
indication that PERS is moving toward reducing both the
amortization period for the system and reducing the unfunded
accrued liability. Nothing in PEER’s fieldwork indicates that the
system is facing an imminent collapse that would be necessary
to justify modifications to current members’ benefits.

PEER notes that in other jurisdictions, legislatures facing
conditions arguably far more dire than those in Mississippi
have taken steps to modify the contributions, retirement age,
or other benefits given to current system members and have
made modifications to the COLAs of retirees. The legality of
such changes is linked to the degree of protection these states
confer upon the contractual rights of their system members
and retirees. Generally, states such as Mississippi that employ
the so-called California Rule will find it quite difficult to
modify benefits, either past or future, of members. Litigation
in California, Rhode Island, and Oregon and COLA litigation in
Washington should be closely tracked, as it will show the
extent to which any change in California Rule states could be
considered acceptable.
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Ajency Response

Proﬁding Benefits for Life

PERS

of MISSISSIPPI

December 22, 2014

Max K. Arinder, PhD).

Executive Director

Performance Evaluation and Expenditure Review
Woolfolk Building, Suite 301-A

501 North West St.

Jackson, MS 39201

Dear Dr. Arinder:

Thank you for the opportunity to review the draft of the PEER Report titled 4n Update on the Financial
Soundness of the Mississippi Public Employees’ Retirement System and Related Legal Issues: 2014. As
you acknowledge in the Report, the PERS Board of Trustees has a prudent and disciplined process in
place that relies on expert actuarial guidance built upon reasonable assumptions and targets for portfolio
growth. This process, in conjunction with competent, prudent management, should address the System’s
financial sustainability. Moreover, we agree that sound financial management is a long-term
commitment to a disciplined, prudent process of managing for risk.

We acknowledge and appreciate the diligence and effort you and your staff expended in compiling this
report, and we respect the professional manner in which the review was conducted. Please contact me at
601-359-2241 if you need further information. Thank you.

Sincerely,
Pat Robertson

Executive Director

Pat Robertson Board of Trustees: Cecil Hill Bill Benson Kelly Breland Stephen Benson  Lee Childress

Exegutive Diractor Inatitutions of County State Municipal Public Schools,
Higher Learning Employees Employees Employees Community/
Chairman’ Vice Lhairman fr. Coileges
Lynn Fitch Chris Howard Randy D, Richard C.. Drew Snyder
State State McCoy Miller Gubernatorial
Treasurar Employess Ratiress Ratiress Appointer

Public Employees' Ketirement System of Mississippi

329 Mississippt Shieet, Tackson, MS 292001005 OULASYAS8Y  KOOAMETPERS L wwiw. pUrs. s gary
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Evaluation

Kim Cummins
Matthew Dry
Lonnie Edgar
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Sarah Williamson
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Performance Budgeting
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PEER Report #591




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


