SWITCH TO 401 K-TYPE PLAN FOR KENTUCKY PUBLIC
EMPLOYEES WILL CAUSE MORE HARM

KENTUCKY NEEDS SOLUTIONS THAT WORK TO PAY DOWN ITS UNFUNDED PENSION
LIABILITIES. SHIFTING STATE EMPLOYEES TO INEFFICIENT 40l1K-TYPE DEFINED
CONTRIBUTION PLANS WON'T REDUCE THE LIABILITIES BUT WILL MAKE THE
FUNDING CHALLENGE WORSE WHILE HARMING THE WORKFORCE AND ECONOMY.

DEFINED CONTRIBUTION PLAN WILL
FA1L TO SAVE MONEY COMPARED TO
INEXPENSIVE EXISTING PLAN WHILE
INTRODUCING NEW COSTS

REGULAR COSTS OF STATE PENSION PLANS ARE
ALREADY LOW, AND PLANS HAVE BEEN THROUGH
MULTIPLE ROUNDS OF CUTS. New Kentucky employees
contribute more toward their pensions than does the state,
and the low state contribution is comparable to what private
sector employers contribute for 401k plans and Social
Security. The legislature already cut benefits and required
more years of service for retirement eligibility in 2008,
ended cost of living adjustments for state worker retirees in
2012 and moved new state and local employees into a hybrid
cash balance plan that shifts risk to those workers in 2013.

STATE STUDIES SHOW NEW PLAN DESIGNS AREN’T
CHEAPER. Past actuarial analyses of moving Kentucky
workers to a defined contribution plan and creating a hybrid
plan showed they would be no cheaper for new workers than
the existing defined benefit plan.

DEFINED CONTRIBUTION PLANS COST MORE TO
DELIVER THE SAME RETIREMENT BENEFIT. Defined
contribution plans are less efficient than defined benefit
plans because of portfolios less balanced by workers of
different ages and the cost of purchasing annuities, among
other factors. Experts say it costs between 42 percent and 93
percent more for a defined contribution plan to provide the
same level of retirement benefit as a defined benefit plan.
An actuary hired by Kentucky in 2015 said it would cost
substantially more to shift Kentucky teachers to a defined
contribution plan than keep the existing plan.

SWITCH WOULD MAKE IT MORE EXPENSIVE TO PAY
DOWN UNFUNDED LIABILITIES. A switch to defined
contribution plans would close the existing pension plans
to new members, which would lower investment returns
on the existing plans’ assets over time, adding large costs to

pay down unfunded liabilities. Studies in 14 states that have
considered a switch to defined contribution plans projected
that closing a defined benefit plan lowers investment returns
and increases the costs of paying down legacy debts.

SwIiTCH TO DEFINED CONTRIBUTION
PLAN UNDERMINES ABILITY TO ATTRACT
SKILLED WORKFORCE AND WEAKENS
LocAL ECONOMIES

SWITCH WOULD RAISE COSTS BY MAKING IT HARDER
TO ATTRACT AND RETAIN A SKILLED WORKFORCE.
Kentucky public employees already make less in total
compensation than comparable workers do in the private
sector, research shows. Especially since governments are
large, permanent employers, it makes sense for them to use
defined benefit pensions as a tool to compete for qualified
workers in lower paying public sector jobs. Workers in
positions that provide defined benefit pensions tend to have
lower turnover and longer average tenure, meaning lower
recruitment, hiring and training costs for employers.

SHIFT WOULD WEAKEN LOCAL ECONOMIES. A less
secure retirement from inferior 401k-type plans would also
harm local economies where pension benefit checks play a
major role, and raise public benefit costs as more workers
retire into poverty. Pension benefits inject $3.4 billion into
the Kentucky economy each year. As those monies are spent
at local businesses, they have a multiplier effect that results
in the creation of jobs.
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