Moving to a 401(K)-system
Disaster for Taxpayers
Last year, the state of Oklahoma rushed through a legislative package that closed the Oklahoma Public
Employees pension system and moved many new employees into risky 401(k) plans. That plan, now
under costly litigation, was enacted with no study or oversight by financial experts.
Now, some Oklahoma lawmakers propose the same move for other public retirement systems.
This time, we should look at the facts and make an informed decision.
Actuaries have studied proposed 401(K) transition plans in more than a dozen states. In each case,
they find that it comes with a hefty price tag -- millions or even billions in “transition” costs that are
conveniently swept under the rug during political debate.8 When a defined benefit plan is closed, new
employees are no longer paying into the system – making debt problems worse.9 What’s more, taxpayers
are left on the hook to pay these transition fees, which go straight to Wall Street hedge funds, instead of
just going back into the pension system.10
States that have made the shift to 401(K) plans have done so to disastrous financial consequences.
• In Alaska, pension debt ballooned from $5.7 million to $11.9 billion11
• In Michigan, debt grew to $5.4 billion, from $697 million12
• West Virginia reopened its pension plan after its 14-year failed experiment with 401(k) plans.13 The
state’s pension fund had reached a rock-bottom funding ratio of 18 percent. Retirees whose modest
but reliable pensions plans were replaced with defined contribution accounts had little savings and
were increasingly forced to rely on social welfare programs like Soonercare.
Moving employees into defined contribution systems will only increase the burden on taxpayers and
leave retirees with uncertainty and risk.14 Oklahoma can’t afford to repeat the mistakes of the past with
our teachers, first responders and other pubic servants.

Citations
1- Beth Almeida and William B. Fornia, A Better Bang for the Buck, National Institute on Retirement Security, August 2008, online at http://www.nirsonline.org/
index.php?option=com_content&task=view&id=121&Itemid=48. William B. Fornia, Better Bang for NYC’s Buck: An Efficiency Comparison of Defined Benefit
and Defined Contribution Retirement Savings Plans, New York City Comptroller’s Office, Budget & Policy Bureau, October 2011, Table 6, p. 23.
2,3 - Government Accountability Standards Board, Pronouncements, online at - http://www.gasb.org/jsp/GASB/Page/GASBSectionPage&cid=1176160042391
4- Oklahoma Pension Plans: A House Finally in Order, available online at www.keystoneresearch.org/oklahoma-pensions), released by the Economic Policy
Institute (EPI) in partnership with the Keystone Research Center (KRC), page 11
5- INVESTMENT FEE SAVINGS & CONSOLIDATING ASSETS: IS POOLING THE ASSETS OF OKLAHOMA’S STATE SYSTEMS A WISE CHOICE?, Ralph M.
Martire, Amanda Kass, June, 2013, Center for Tax and Budget Accountability
6- AON Investment Consulting, Analysis of Investment Fee Savings and Transition Costs due to Potential Consolidation into Illinois Public Employee Retirement
System (ILPERS) (Springfield, IL: Commission on Government Forecasting and Accountability, May 2009), 4
7- INVESTMENT FEE SAVINGS & CONSOLIDATING ASSETS: IS POOLING THE ASSETS OF OKLAHOMA’S STATE SYSTEMS A WISE CHOICE?, Ralph M.
Martire, Amanda Kass, June, 2013, Center for Tax and Budget Accountability, page 5
8- Alaska Dispatch News, Some Alaska employees make bid to return to pension plan instead of 401(k), Pat Forget - December 1, 2013, online at http://www.
adn.com/article/20131201/some-alaska-employees-make-bid-return-pension-plan-instead-401k
9 - Oklahoma Pension Plans: A House Finally in Order, available online at www.keystoneresearch.org/oklahoma-pensions), released by the Economic Policy
Institute (EPI) in partnership with the Keystone Research Center (KRC), page 8
10 - Salon, How Wall Street — not pensioners — wrecked Detroit, DAVID SIROTA - WEDNESDAY, NOV 20, 2013 online at http://www.salon.com/2013/11/20/
how_wall_street_not_pensioners_wrecked_detroit/
11 - Basic Facts on Public Pensions AUGUST 19, 2014, online at http://www.truthaboutpensions.org/media/releases/basic-facts-on-public-pensions
12 - Market Watch, Enbridge Reports Third Quarter Adjusted Earnings of $345 Million or $0.41 per Common Share - Nov 5, 2014, online at http://www.marketwatch.com/story/enbridge-reports-third-quarter-adjusted-earnings-of-345-million-or-041-per-common-share-2014-11-05-7173353
13 - Pensions and Investments, Flaws of adopting cost cutting in switching to DC plans, DIANE OAKLEY - JANUARY 20, 2014, online at http://www.pionline.
com/article/20140120/PRINT/301209994/flaws-of-adopting-cost-cutting-in-switching-to-dc-plans
14 - Transitioning workers to 401(k) could cost Oklahoma between $700 and $800 million, Keystone Research Center, May 8, 2014 online at http://keystoneresearch.org/media-center/press-releases/transitioning-workers-401k-could-cost-oklahoma-between-700-and-800-milli

PENSIONS & RETIREMENT
2015 Oklahoma Legislative Guide
Distributed By Keep
Oklahoma’s Promises, a
coalition of educators,
public safety professionals
and concerned citizens.

Oklahomans deserve a
prudent and thoughtful
approach to retirement.
This guide addresses
some of the proposed
changes to Oklahoma’s

retirement systems and
provides an overview of
how the systems are
structured. Most of the
systems are on a path to
full funding within 20

years, and several plans
boast investment returns
that are near or at the
top of the nation.

Oklahoma Public Pensions
The Facts

As the 2015 legislative session approaches, talk of public pension “reform” will proliferate in the media and
throughout the halls of the Oklahoma Capitol. Some special interests will claim the sky is falling on the financial
health of Oklahoma’s pension plans. This is simply not the case.

• Teachers, firefighters, police, state troopers, judges and other public employees are
enrolled in six defined benefit pension plans. These are large public
funds that are invested on behalf of Oklahoma workers.
• Defined benefit plans save taxpayer dollars because they enjoy lower
fees and higher returns than individual accounts. Individual 401(k) plans
would end up costing taxpayers 50 percent to 80 percent more for the
same benefits.1
• The majority of the defined benefit systems are between 60 percent
and 95 percent funded, which the Government Accountability
Standards Board deems to be a healthy funded ratio.2
• Oklahoma’s public pension plans have made significant progress over
the last four years. The unfunded liability has decreased by
$6 billion, and the funding ratio has improved by 16 percent.

The Government
Accountability Standards
Board (GASB) is the
independent organization
that establishes and
improves standards of
accounting and financial
reporting for U.S. state and
local government.

• The majority of the defined benefit systems are on track toward full funding within 18-22
years, which GASB praises as a robust timeline.3
Changing these plans risk the stability that stakeholders and lawmakers worked so hard to attain over the last
decade. Moreover, the alternatives pose major risks.4

Consolidation • Betting the Farm
During the 2015 legislative session, Oklahoma legislators will consider consolidating some or all of the state’s pension
investment boards into one administrative body. This may seem like a harmless administrative move, but the reality is
fraught with complications.

• Consolidation puts over 30 billion in pension assets into the hands of a few political appointees hand selected by
the governor, significantly reducing opportunities for public accountability and oversight.5
• Similar efforts in other states have cost taxpayers millions of dollars in transition costs and fees.6
• Assuming the very best market conditions, combining the state’s pension boards would produce savings of one
quarter of one percent.7 But a wide array of research shows that even these mere savings might never be realized.
Bigger is not always better. Multiple pension boards allow for self determination and more flexible investment strategies tailored to the unique
needs of each system. Consolidation is a risk Oklahomans simply cannot afford.

