Faculty Caucus Minutes
Wednesday, March 5, 2014
(Unapproved)
Call to Order
Senate Chairperson Dan Holland called the caucus to order.
Approval of Faculty Caucus Minutes of Wednesday, December 11, 2013

Motion: To approve the minutes of December 11, 2013. The motion was unanimously approved.

Presentation: Pensions (Larry Alferink, Annuitants Association)
Dr. Alferink, Professor Emeritus/President of the Local Chapter of the State Universities Annuitants Association: Tomorrow, a lawsuit will be filed on behalf of the State Universities Annuitants Association. I am very pleased with our legal team. They recommended that we file the suit in Champaign County. That’s important for a couple of reasons. SURS is located in Champaign. The U of I is located in Champaign and is the largest employer in the county. Unlike Cook County, where there are all kinds of corporate lawsuits and Sangamon County where there are lawsuits involving the State of Illinois, this is going to be a lawsuit that the judge in that county pays very careful attention to because everybody else in the county is going to be paying very careful attention to it. All the plaintiffs in the case are residents of Champaign County. 
It is not in your best interest to consolidate this lawsuit with the four others. SURS is a different pension system than all the others. One of the features is that at some point all of you made a choice among three options: the traditional defined benefit plan, a portable defined benefit plan and a self-managed plan. You signed an agreement with the state as to which plan would apply to you when you retired. It’s an explicit contractual agreement. When the state retroactively changes the terms of the contract, they have cheated you out of the choice that you might have made had you known this was going to occur. 
In addition to filing under the non-impairment clause of the Illinois Constitution, it will also be filed under the contract provision. You will retire under the traditional plan either under the years of service formula or the money purchase formula, whichever gives you the biggest pension. There is no money purchase formula for any other system and it doesn’t exist for anybody hired after 1985. Senate Bill 1 (SB1) changes the effective rate of interest that you earn from some point going forward. It will cut 2 to 3% minimum from your rate of return. That will have a huge impact on your pension. SURS has very little incentive to try to get 12.7%, which is what they earned in the last twelve months, because they only have to get 4 or 5%. If they get 7 or 8%, the state is making money on your contributions to the pension system. 
On February 22, there was a case settled in Arizona that involved elected judges. Arizona took a different tact than did Illinois; it decided to go after the judges first rather than later. The Supreme Court judges issued an opinion and it is a very important one because there are only three states with a non-impairment clause. They said that the law was unconstitutional. It has persuasive value as long as there is not another case in our circuit that contradicts it and there isn’t.

The lower courts are guided by precedent. The precedent is overwhelmingly on the side of you and me. Therefore, attorneys in general believe that the lower courts will find against the state and in favor of the plaintiffs. This case will probably not go to the Appellate Court of Illinois. It will probably go directly to the Illinois Supreme Court. At that point, all the cases will be combined and that is fine with us. We want a separate decision in the lower court because that decision is important in arguments before the Supreme Court.
If the state argues that they can’t afford this, that then is going to be part of the consideration argument that they have given us that in exchange for cutting your pension, we will guarantee that we will fund it in the future. So even if we lose, our attorneys say that they will position the state in such a way that they will never be able to have the legislature rescind that provision of the pension law because if they do, they will be back in court.

Senator Fazel: How are the lawsuits funded?

Dr. Alferink: Through contributions.

Senator LaCasse: Isn’t Senate Bill 1 scheduled to go into effect June 1?

Dr. Alferink: It does in terms of current employees. You will be affected on June 1 with respect to the age at which you can retire.

Senator LaCasse: The lawsuit will not delay it?

Dr. Alferink: We don’t know yet. There would have to be an injunction issued and an injunction is not easy to obtain. For retirees, it will go into effect next January because the first cost of living increase will occur next January, but for you, it is June 1.

Senator LaCasse: What if I retire before June 1?

Dr. Alferink: The retirement age wouldn’t go into effect and you wouldn’t lose one year’s COLA.

Senator Holland: The state is going to make me pay 7%. Are they going to continually put 8% in?

Dr. Alferink: They are going to put 7% into SURS because that is what you are putting in. 

Senator Holland: Since we made these contractual agreements about what we are going to take and they are changing things, may I change?

Dr. Alferink: No, you made an irrevocable election and you are not allowed to change your decision.
Senator Holland: The effective rate of return—I am assuming that applies to the portable plans also?

Dr. Alferink: Yes.

Senator Holland: They are going to cut the effective rate of return down from 7.5 to about 4%?

Dr. Alferink: Yes.

Senator Holland: So effectively, our tax rates are going up so that nobody else’s has to?

Dr. Alferink: Right.

Senator Rich: There were a number of issues about cost shifts to school districts and universities. Is there any momentum on that?
Dr. Alferink: I would say that the legislature is not likely to address pensions until the rulings come down. The next shoe to drop will be a constitutional amendment and this one would be to directly repeal the non-impairment clause. We think that that is more likely than coming back to the cost shifting.

Senator Kalter: It seemed that the self-managed plans were going to be part of the vote and they were going to start eliminating the option to take a self-managed plan. When they actually voted on SB1, they seemed to go in exactly the opposite direction and seem now to be pushing for increased participation in the defined contribution plan and I am wondering if you can tell us where that is.

Dr. Alferink: I wasn’t aware that there was that much of an effort to also get rid of the self-managed plan because there is a significant portion of the legislature that was wanting to push people into self-managed plans. They like to talk about self-managed plans, but in reality, they don’t want them. There is going to be this fine balance between trying to push people into them for ideological reasons versus the practicality of having to make the payments.
Senator Hoelscher: What are they paying in for the defined benefits plan?

Dr. Alferink: What they pay is the required annual contribution and that is not necessarily 8%. It is the amount of money to pay the obligation that has accrued on an annual basis. The state has been paying 9.1% in the last year toward the traditional defined benefit plan. In reality, that is a bargain for the state relative to many parts of the private sector, because the private sector is paying 6.2% into Social Security. So paying less than 3% above the cost of Social Security is less than most pension systems pay.
Senator Hoelscher: Do you anticipate that that will lower?

Dr. Alferink: In the short run, it will probably increase because of the reduced contributions that you all are making to the plan. In the long run, it will reduce and it is going down now because of the tier 2 plan. Tier 2 is reducing the cost of the SURS pension system.

Senator Hoelscher: Do you provide a synopsis of Senate Bill 1 on your website?

Dr. Alferink: The best site is the SURS site. They have a very nice synopsis. If anyone wants to make a contribution to the legal fund, talk to me.
Adjournment

Motion: By Senator Hoelscher, seconded by Senator Marx, to adjourn. The motion was unanimously approved.
