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Dorman, Jones Seek Solutions to Teachers’ Retirement System Crisis

 

OKLAHOMA CITY – (October 3, 2006)—With Oklahoma teachers sitting on one of the worst funded retirement systems in the nation, state Representatives Joe Dorman and Tad Jones are determined to find a permanent funding solution that solidifies the system without shortchanging other funding needs.

"We have the worst teacher retirement system in the nation," said Dorman, D-Rush Springs. "Right now, our youngest teachers will not be able to rely on the current system to provide their pension when they are ready to retire. It is shameful that we have not put forth our best efforts to find a solution, especially when the state is obligated by law to do so."

The system currently holds actuarial assets of $7 billion, and has an actuarial liability of more than $14 billion, meaning the system is only 49-percent solvent (it contains less than half of the amount of money owed to current and retired teachers). 

Dorman and Jones recently held an interim study to determine the viability of redirecting proceeds from oil and gas leases that are currently deposited into the Permanent School Land Trust. The trust currently holds more than $1.4 billion, which cannot be withdrawn without amending the state Constitution. The fund is operated by the Oklahoma Commissioner of Land Office. 

"We are basically looking for ideas," said Jones, R-Claremore. "Our current teachers are placing their hopes in a system that is, at this point, a failure. We think this plan is the most practical and workable that is currently on the table."

During the 2006 legislative session, the two representatives pushed a measure that would have placed a state question on the November ballot to amend the Constitution to redirect proceeds from the fund into the OTRS until it is 80-percent funded. Pensions with an 80-percent solvency ratio are typically considered "adequately funded," said Jones.

The measure passed in the House by a 92-3 vote, but was killed by Senate leadership before it could be voted on by the full body on the final day of the session.

According to Jones, the plan would redirect an average of $31 million each year into OTRS. OTRS officials believe they need approximately $25 million each year in additional funding to bring the system to 70-percent solvency in 20 years. For Fiscal Year 2005, the state appropriated $164 million.

The two lawmakers also want legislation passed that would allow the Commissioners of the Land Office to invest up to 15 percent of funds in the Permanent School Land Trust and other education funds in foreign exchange markets, provided they have no ties to terrorist organizations.  

"Allowing this investment strategy could potentially double the return on the fund’s investments," said Dorman. "This is the only state fund that has restrictions on foreign investments and it needs to be opened up for greater returns."

Currently, state statute only allows those funds to be invested in bonds issued in the United States or investments traded in domestic exchange markets.

Six decades of inadequate funding and restrictive investing have put the system in its current condition, said Dorman.

From 1943 to 1987, teachers only contributed 4 to 5 percent of their income to the system, with no dedicated funding coming from the state. In 1987, the contribution level was raised to roughly 7 percent, where it is today. The only sources of dedicated funding for the system comes from a percentage of the state’s annual income tax, sales tax and lottery sales proceeds.

Arguments on how the plan could possibly affect entities receiving benefits from the interest payments were also heard during the study. For instance, some money from interest payments from the fund is directed to the State Regents for Higher Education to pay for capital projects.

All parties agreed some type of funding mechanism would be needed to protect dollars currently invested in public schools and capital used to back higher education bond packages. Several ideas were discussed and will be proposed to protect current funding through redirection of tax dollars from the general revenue fund and tax collections or some other current revenue stream.

 

"Irregardless of how the teacher’s retirement system was broken, we are obligated to fix it," said Dorman. "Until someone comes up with a better idea for doing that, this is the initial plan we are pushing. Representative Jones and I are open to any ideas that can protect our retired teachers and bring solvency to their retirement system." 
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