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This special edition

of Fundamentalxs

highlights the growing

debate surrounding

defined benefit and

defined contribution

retirement plans

{often referred to as

“DB versus DC™).
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Did o knawe? ... |

Legislation was recently introduced to the
Ilinois General Aszembly seeking o replace
defined benefit plans (like IMRF) with
defined contribution plans for new!{y hired
emplovees. (See story below for details on the
two types of plans.)

Although that legislation has died, the
issue 15 still being debated and, we believe,
the idea 15 still very much alive.

As a result, we belicve it is important to
provide you with as much information as
possible about both sides of this debate and to
inform you of the effects similar legislation
could potentially have on your retirement,

should it become law,

IMRF here today, here tomorrow

| Once vou are vesied for an IMEF pension
(have eighl or more years of service credit),
you are puarantesd (o receive your pension

| for the rest of your life. This is the strength of
IMRF's defined benefit plan: once you're

| vested for a pension, you have a constitu-

tional right under Nlinods law to that pension.

IMEF = miszion statement reflects our
commitment o providing a safe and secure
retirement for our members:

To efficiendy and imparticlly
develop, implement, and administer
iR @ prudent manner programs

that provide income protection

fo membery and their beneficiaries
on behalf of participating emplovers.

“Income protection™ is one of the most
important features of the IMRF defined benefit
plan, Once you begin recelving your pension,
you can relax knowing that a check will arrive
every month for the rest of your life.

The “three-legged stool”
IMEF acknowledges that, in today's world,
your IMREF pension alone will not provide
sufficient retirement income. Therefore,
IMRF endorses the “three-legged stool”
model of retirement planning:

please turn to page 2

Défaiﬁng the DB/DC debate

While both defined benefit (DB) and defined contribution (DC) plans help you acquire
money for your retirement, they achieve this end in two very different ways.

Features of defined benefit

The plan offered by IMEF is a defined benefit plan, which is an example of the traditional
pension plans that grew out of the 1930s and 19405,

If wou work for a school district or hospital, you may be familiar with a Section 403{b) tax-
deferred annuity, if vou work for zome other IMEF emplover, you may be familiar with a 437
deferred compensation plan, These plans function like defined contribution plans, Howewver,
in a pure defined confribution plan, the employer also makes contributions.

Under a defined benefit plan, your retirement benefit is calculated using a formula that
includes your years of service credit and salary history.

The regular IMRF formula is 1-2/3 percent of your “final rate of camings™ for each of the
first 15 years of service credit, plus 2 percent of your “final mte of earmnings™ for each year of
service credit in excess of 15 years (a different formula is applied to SLEP members). Your

please fum to page 2
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Debate

o purge owe

Leg 1 Social Security & Medicare
Leg 2 A defined benefit pension (IMRF)
Leg 3 Personal savings and investmenis

Your IMEF pension and Social Securnty will go a
long way to ensure financial security in your
retiremsent. Bul personal savings andior
investments are needed to supplement these ather
sources of income.

Omne example of personal savings would be
vour Individual Betirement Account (IRA) or
an employer-sponsored Section 403(h) tax-
deferred anmuity or 457 deferred compensation
plan. (Employees in the private sector may
contribute to a 401(k). ) These savings
vehicles can play a significant role in your
retirement planning,

The “third leg”
The personal savings plans mentioned above function like
defined contribution plans and make up the third “leg” of the
stool. As the third leg of retirement planning, it shouldn’t
replace the other two legs, but should instead act as a single
picce of your larger financial plan,

Your IMRF pension, along with Social Security, provides
you with a foundation—a bhaseline, so to speak—for financial
security. Savings from the addition of defined contribution
plans can give yvou an additional opportunity (o remain

financially independent throughout your retirement years,
Participation in a defined contribution plan can also provide
vou with a higher eaming potential on vour mvestments (even

| after you retire) 5o you can enjoy the better things in life.

Balance is the key to success
The “three-legged stool™ approach to retirement
savings provides financial stability which is
dependent on all three parts. Remove one leg of
the stool, and it loses that stabdlity.
Defined contribution plans are very impontant
to maintain your standard of living in your
retirement years. But they should mor be viewed
as a replacement for the security of a pension or
other defined benefit annuity. I hope you will
take the opportunity to read the articles in this
special edition of Fundamenrals. We offer you what we
think is an objective viewpoint on the defined
benefit'defined contribution debate. The outcome of this
debate will influence you and your family's future financial
seCurily,

Educated decislons
We want you to weigh the meriis and pitfalls of both plans.
Members nead (o make educited decisions when it comes to

refirement planning.
&

Details

from page one

“final rate of carmings™ is the average of your highest 45 months
of eamings within your last 10 years of IMRF participation.
Usually, this 15 the average of the last 48 months of sernce.

Mot only do defined benefit plans determine your benefit
by a formula, they also guarantee that the benefit will be paid
for the rest of your life. The benefit payment is not dependent
on whether or not contributions mn out.

Your cost is fixed by law

In addition to receiving your pension for life, anather
pdvantage to a defined benefit plan is that your cost for your
future pension is fixed by law. You contribute 4-172 percent
(6-1/2 percent for SLEP) of vour salary toward vour IMRF
defined benefit pension, However, your contribufions cover
only a small part {around 20 percent} of the total cost of your
pension. Who pays for the restT Your IMRF employer,

Your employer makes contributions toward your fufure
pension as well as for your other IMRF benefits (survivor and

dizability). Although yvour contribution rate never changes,
your employer’s rate does.

The change could be the result of a number of factors; one
of them is how well IMRF's investments performed, This is
what we mean when we say under a defined benefit plan, the
employer “assumes all of the investment risk.” (Under a
defined contnibaution plan, you assume all investment risk. )

When you apply for your IMRF pension, we calculate the
tatal cost of your pension and subtract your member
contributions {plus interest) from that cost. Whatever cost
remains is deducted from your IMRF employer’s account.
Typically, the employer pays approximately 80 percent of the
cosl for an IMEF pension.

Features of defined contribution

Under a defined contribution plan, vour retirermnent benefit
is based wpon how much you contributed and the earnings
made on those contributions. pleare mirm o page 4
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Voice your opinion on the debate ...

How can you let decision makers know your opinion on these two plans? One way is to call or write members serving
on the Illinois General Assembly Pension Laws Commission. Each member’s name and address is listed below, with
phone numbers listed for legislators. A phone call or short letter communicating your opinion may impact your relirement
or that of fellow employees down the road.

Another option is (o call or wrile your stale representative or state senator. If yoo need the name, phone number, or
address of your legislators, you can call (217) 782-2000. For general information regarding the stams of a bill, you can
call the Legislative Hothine at 1-B00-252-6300,

Sen. John Maitland
Co-Chairman

62 7-A State House
Springfichd, IL 62706
{Z217) TE2-6216

Fep. Harold Murphy

Cip-Chairman

2046- Siration Bldg.
Springhield, IL 62706
(217} TH2-5961

Sen. Jim Clayborme
103-C State House
Springfield, IL 62706
(217) T82-5399

Rep. Terry Deering

2065-L. Stratton Bldg,

Springlicld, L 62706
(217 782-1018

Rep. Doug Hoefi

2136-0 Stratton Bldg.

Springfield, TL 62706
(217) 782-8020

Rep. Dave Leitch
220 State House
Springfield, IL 62706
(217} TE2-8108

Sen, Robert Madigan
1218 Suvie Howse

lllinois General Assembly Pension Laws Commission Members

Sen, Bob Molaro

M TO3-A State Howse
Springfield, IL 62706
(217) T82-5280

Mr. Gene Barnes
122 5. College, Room 302
Springfield, IL 62704

Mr. Greg Bielawski
202 8. College, Roaim 302
Springficld, IL 62704

Mr. John Fennell
222 5. College, Room 302
Springfield, L 62704

Mr. John Mowvak
2212 5. College, Room 302
Springfield, IL 62704

Mr, Hank Scheff
112 8, College, Room 302
Springfield, IL 62704

M. Cal Schuneman
212 8. College, Roam 302
Spengheld, IL 62704

Mr. Larry Sims
222 5. College, Room 302
Springficld, IL 62704

Mr. Sam Waoll

222 5. Collepes, Boom M2
Springfizld, IL 62704

Defined Contribution Plan

Advantages

Versatility - The employee has control over the investing of his or
her contributions, and often controls the amaount of
contributions he or she pays into the plan, There are also a
wide varety of choices on how the benefits can be received.

Portability - The employes may transfer all assets in the
accouni—including employer assets—if he or she changes

Jubs,

Disadvantages

Uncertainty - Since the benefit amount is totally dependent on the
money accumulaied in the plan, there is no way o predict the
future benefit amount.

Market Risk - An emplovee's poor investment strategies {or simply

poar mvestment markets which the -I!ITII'IIII}'EE cunnil conbrol )

Springfield, IL 6206
(21T} TEZ-6597

Defined Benefit Plan

Advantages

Seewrity - The benefit formula puarantees a specific pension
amount at retirement based on the member’s service credin
and salary history.

Market Rlsk - While the retirement fund invests members’
contributions in the financial markets, the benefit amount 15
not contingent on investment retums; 1813 guarantesd by the
benefit formula.

Simplicity - The member deesn’t have 1o keep abreast of market
conditions and trends. All investments are handled by the
retirement fund.

Extra Benefits - Defined bensfit plans often mclude disability,
survivor, and health benefits, Public defined benafit plans
someetimes hove cost-of-living imcresses, such s IMER'S
annual 3% increase and ©13th check.”

Disadvantages

Less Portable - Defined benefit plans usually require several years
to qualify for any kind of benefit. Employer contributions
normally remain with the plan if 4 member leaves
employment before becoming eligible for a pension.

Rigidity - The member has no control over the investment of his or
her contributions and kas only a limited nomber of options for
receiving the benefits,

can lead o low benelil amoaunis.

No Increases - There are, in general, no cost-of-living increases
after relirement

Longevity - The cmployee can outlive his ar her money, or must
reduce the amount he or she lives on.
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Did you know these ‘quick facts’ about IMRF?

¥ You are “vested” with IMRF after eight vears of service, To be
“wested” means you are entitled to a pension beginning at age
55 or later.

w  If you terminate employment (stop working for your IMBF
crployer) before you are wested, you can receive a refund of
your contributions without interest and without employer
contributions, However, once you become vested, all your
contributions (plus interest, along with all your employer's
contributions plus interest) will be used to provide a pension
for lif.

# In 1996, a regular member contributed 4.50 percent of his or her
salary to IMEF, while the average employer contributed 9,6]
percent toward 8 member’s IMBF benefits.

v Employers also pay the envire cost for IMBF's death, disability,
and “1 3th check™ features. IMRF is a significant pan o the
compensation package furnished by your employer.

¥ When you retire you are gaaranteed monthly benefits Tor the
rest of vour life. And yvour IMRF retirement benefits do not
diminish ower time bof will actually increase at ihe rate of 3%
of the eriginal amount cach year afier yow fetine.

Details

Sfrom page fwo

You have control over how much you contnbute to the plan, as
well as how the conirbutions are invested. However, poor investmen
discisions or large fluciuations in the investment markets can resull i
levwer benefit amounts al retirement

Employer contributions not required

Uinlike o defined benelit plan, if vou participate in a employer-
sponsared Section 403(b) ax-deferred annuity or 457 deferred
compensalion plan, your emplover may nol make any contribu-
tions toward your retirement. The emplover makes contributions
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bazed on the I¥pe of defined contrbuation p-1.'.|;7|. it odlers,

Obviously, if the emplover doesn’t make contribuiions to the
employee's redirement plan, it is the sole responsibility of the
employes o contribute enough money over the course of his o her
cireer in order to secure the maximum benefit for retirement.

Advantages and disadvantages of each

We'we provided you with general overviews of both defined
benefit and defined contribution plans. These overviews do not
necessarily reflect IMRF or its services. Rather, they are pencral
descoptions aboud the kind of services defined benefit and defined
comiribution plans normally offer.

In reality, every plan is different. e
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