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PUBLIC PENSIONS - MYTHS vs REALITY

Public pensions have been in the news recently and it is important to provide
some educational information to City of Fresno Employees Retirement System
members and the public regarding public pensions and retirement trends in
general. This article is focused on clarifying several common misconceptions
regarding public retirement systems.

Myth #1: Public pension systems are funded entirely from taxpayer dollars.

A common misconception is that public retirement systems are funded entirely from
taxpayer dollars. This is far from the case. Recent national pension studies show that
approximately 75% of public pension benefits are paid from investment earnings of the
fund. The remaining funding of approximately 25% is typically split between employee
(1/3) and employer (2/3).

Regarding employee contributions specifically for the Employees Retirement System,
members pay on average 7.57% of payroll toward their retirement benefit and do not
participate in the Social Security System. This results in a sizable personal contribution
towards retirement by the employee members of the retirement system.

Myth #2: The investment downturn in Fiscal Year 2008-09 has seriously impacted
public pension funding.

Funded ratios of all public pension systems were reduced by the market downturn in
Fiscal Year 2008-09, but the investment markets continue to operate in up and down
market cycles. The Employees Retirement System follows a long-term investment
strategy that is structured to meet the long-term funding requirements of the plan. The
two combined Pension Trusts now have over $1.8 billion in assets and have an annual
net cash outflow of nearly $100 million per year.

Our long-term investment strategy has allowed the fund to fully participate in the current
rebound in financial markets experienced over the last six months of 2009. While
investment earnings were negatively impacted by the historic stock market decline
in fiscal year 2008-09, even with absorbing this significant downturn, the annualized
investment earnings of the retirement fund net of fees over the past 30 years was
8.99% as of the most recent quarter-end (December 31, 2009). As of January 5, 2010,
our investment returns from July 1 through Dec 31, 2009 are 20.00% essentially
recovering the -20.12% loss from the prior fiscal year.

See Myths continued on page 3




Mpyths continued from page 1:

Myth #3: Pension plans are a thing of the past as more
employers are shifting to 401(k) type plans.

This raises the topic of key elements of retirement
planning. A common retirement planning concept is that
of a “three-legged stool” with one element being a monthly
pension payment, the second element being personal
savings (401(k), Deferred Compensation, IRA, etc.) and
the third element being Social Security. While defined
benefit pension plans like ours (the amount of the monthly
retirement benefit is defined by the plan) are still common
in the public sector, private sector employers have shifted
away from pensions and moved to 401(k) type plans.
An alarming trend nationally is that benefits have shifted
more toward defined contribution plans (this is a savings
accumulation program; there is no set benefit) as the
primary component of retirement income. Unfortunately,
the balances in those accounts are usually far from
adequate to fund an individual’'s retirement. Defined
Contribution Plans such as a 401(k) were originally
developed as a supplemental savings plan and were never
intended to be the primary retirement plan for participants.
Increasingly, more retirees must rely on Social Security
for a larger share of their retirement income. A national
study on retirement income noted that 56% of retirees rely
on Social Security for over half of their retirement income,
30% rely on Social Security for over 90% of retirement
income and 19% rely on Social Security for 100% of their
retirement income. The Social Security System has its
own funding issues that are well documented and will
likely require actions by the federal government to shore-
up funding. Social Security is a pay-as-you-go system with
no real prefunding of the benefit. Given the demographic
trends, this will require some difficult policy issues around
increasing revenue and/or decreasing benefits from the
system.

Defined benefit pension plans such as ours, play an
important role in retirement security with sound income

NEW INCOME TAX WITHHOLDING TABLES

The Internal Revenue Service and California
Franchise Tax Board have issued new income tax
withholding tables effective January 1, 2010. As a
result, you will see new tax withholding amounts in
your January 29, 2010 pension payment. You may
recall from last year that the Making Work Pay Tax
Credit does not apply to pension payments and may
lead to under-withholding of Federal income tax for
pensioners. That said, we encourage you to seek the
advice of a competent tax advisor to ensure that you
are having the proper amount of Federal and State
income tax withheld. If you would like to update your
Federal or State income tax withholding for calendar
year 2010, please use the new tax withholding forms
which will be mailed to you along with your 1099R at
the end of January. You can also obtain new Federal
and State tax withholding forms from our website
@ cfrs-ca.org or by calling the Retirement Office at
(559) 621-7080.

replacement for life, shared responsibility between employer
and employees, structured prefunding and required retirement
savings as well as professionally managed investments with
lower costs and fees. These types of pensions also provide
the employer a recruitment and retention tool for important
service areas in the local community. The overall impact is a
stable income source in retirement that has positive impacts
on the local economy from a stable stream of retirement
income to retirees.

Myth #4: All public employees receive large pensions.

As a result of recent articles in the local media focusing on
annual pension amounts over $100,000, readers may be left
with the impression that many members of public retirement
systems receive large pensions. In fact, only 0.3% of retired
City of Fresno Employees Retirement System members
make more than $100,000 in retirement and includes senior
management or highly specialized employees with an
average of over 30 to 40 years of service with the City. When
reviewing the overall distribution of benefits paid, the average
pension amount paid by the Employees System is only
$2,018 per month ($24,216 per year). 48% of the members of
the Employees Retirement System have retirement benefits
less than $24,000 per year. Over 75% of the retirees receive
retirement benefits less than $50,000 per year.

Concluding Comments

The dialogue and debate over the topic of public pension
systems is an important policy issue to all stakeholders, but
needs to be grounded in a balanced view of the topic and
based on facts and not myths.

As such, the City of Fresno Employees Retirement System
seeks to be an educational resource on the topic for both our
retirement system members and the public and will continue
to provide accurate information.
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