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EXECUTIVE SUMMARY


UH faculty choose between a defined benefit retirement program (TRS – Teacher Retirement System) and a defined contribution program (ORP – Optional Retirement Program). Enrollment in the ORP in lieu of TRS is a one-time, irrevocable decision. Therefore some ORP-eligible employees may have difficulties in making this choice, which would ultimately affect their past-retirement income.


In this project we will outline major points that should be considered while making this decision and provide basic guidelines for the selection based on a mathematical formula.


We will develop linear compensatory model using three major cues: age of the employee, attitude towards risk, and job security (such as tenure). 


Age-wise, we considered three groups: more than 25 years to retirement, 10-25 years to retirement, and less than 10 years to retirement. According to the group type, we suggest to concentrate on growth (strong preference for ORP), diversification (weaker preference for ORP) and retirement income (preference for TRS) type of investments, respectively.

As for attitude towards risk, we developed a simple questionnaire which helps to identify an employee’s subjective behavior in the financial market environment, with each of the multiple choice answers weighing certain points.


As far as the job security is concerned, the key factors in the decision will be higher portability and shorter vesting period of ORP. Therefore, employees with less secure jobs or unwilling to stay with the Texas higher education institutions will have more incentives to choose ORP. These incentives are quantified in a questionnaire. 

The outcome of our linear compensatory model will be a number, which will characterize the preference (subjective and objective) of the employee towards the selection of ORP (if positive) or TRS (if negative).


Our judgment will be based on numerical outcomes of our model. These numbers will correspond to preference for ORP or TRS, and therefore will provide ORP-eligible employees with the guidelines for their decision.


We will illustrate our model application with the analysis of several hypothetical cases, and support our conclusions with calculations of the ORP and TRS retirement balances. 

Finally, we will discuss limitations of our approach.

INTRODUCTION

ORP eligibility

All regular employees of the University of Houston System are required, as a condition of employment, to participate in the Teacher Retirement System (TRS), unless they qualify for and elect to participate in the Optional Retirement Program (ORP). Enrollment in the ORP in lieu of TRS is a one-time, irrevocable decision.

The following positions are generally ORP-eligible: 

· Faculty members whose duties include teaching and/or research as a principal activity
· Faculty administrators responsible for teaching and research faculty 

· Professional librarians 

· Chief and senior administrative officials 

· Specialized professional positions (such as physicians, engineers, and attorneys) 

· Athletic coaches and directors 

· Counselors treated in the same manner as faculty 

TRS program


The TRS provides benefits for service retirement, disability retirement, and death of a member or retiree. It pays benefits according to a statutory retirement formula (years of service times average of highest five annual salaries times 2.3%), and there is no direct effect on individual members if a particular investment in the TRS portfolio does not perform as expected. All the investment risks are absorbed by the State of Texas. On August 31 of each year, TRS credits each active participant’s individual account with interest based on the average annual balance in the employee’s account for the preceding fiscal year. The current annual interest rate is 8%.  


Benefits of TRS become available only upon death, retirement, or termination of employment in all state institutions of higher education in Texas or public school districts in Texas. 

ORP program


The ORP is an individualized retirement plan in which each participant selects from a variety of investment products provided by several companies that are authorized by the employing institution. An ORP participant has the opportunity – and the responsibility – to manage a personal retirement plan suited to his or her particular needs.

The eight currently authorized ORP vendors are:

· AIG VALIC

· Citistreet/Travelers

· Fidelity Investments

· Great-West Retirement Services

· ING

· Lincoln Financial Group

· MetLife Resources

· TIAA-CREF


Both programs are funded by tax-deferred contributions made by both the employee (currently 6.65% for ORP and 6.4% for TRS), and the state (currently 6% for either program).

Principal Difference between TRS and ORP


The essential difference between the ORP and TRS programs is that TRS is a defined benefit retirement program, while ORP is a defined contribution program. 


Defined benefit plan is characterized by a commitment to a formula-driven benefit that depends on length of employment and a person's earnings record, as well as a vesting requirement, which means a minimum number of years of service to become eligible to participate in the plan. Under this plan the benefits are determined in advance and are guaranteed for a retiree's lifetime. The employer bears all the risks, as regardless of investment performance, employer will have to pay a specified amount of lifetime benefit. The performance of the investments will only affect the amount of necessary employer’s funding, and does not directly affect benefits. The only risk an employee faces is the risk of insolvency of its employer, which in recent years grew significantly as many of the major American corporations report they will not be able to meet their pensions commitments. On the other hand, plan members have no individual control of their benefit levels, and can affect them only collectively through political action. 


In a defined contribution plan, the contributions, rather than the benefits, are determined by the rules that govern the plan. Benefits are not determined in advance and consist of the account balance, which can be annuitized for lifetime income. They result from the accumulation of employee and employer contributions and investment earnings in an individual fund. The only responsibility employer has under this type of plan is to make the scheduled contributions. The employee can make individual choices among investments, but also bears the investment risk, as the performance of his/her investments will determine his/her amount of retirement benefit. At retirement, the beneficiary can withdraw the total in a lump sum, convert it to a lifetime annuity, or receive it in a set number of periodic payments.   

Below is the discussion of other differences between ORP and TRS.
Vesting


Either program requires employees to "vest" before they are entitled to their benefits or contributions. Vesting means that an employee must be a member of the plan for a specified number of years to be entitled to a benefit. For TRS vesting period is 5 years, while for ORP it is 1 year plus 1 day. 
Portability


A TRS employee who terminates from the System and does not contemplate further employment with a state-supported institution of higher education, and who does not meet the eligibility criteria for early or regular retirement, is allowed to withdraw his/her TRS contributions and accrued interest. This employee is not allowed to withdraw the contributions made by his/her employer during the employment years. Similar situation happens when an employee elects to switch from TRS to ORP during first 90 days of ORP eligibility. Such employee is allowed to withdraw all his/her prior TRS contributions plus any accrued interest. State contributions to TRS are not refundable, even to vested members. Another important thing to mention is that current applicable tax regulations will apply to withdrawal of TRS accounts. Current regulations provide that 20% of the account will be withheld from the withdrawn account toward the employee's tax liability. Any overage will be refunded to the employee upon the filing of tax return forms. 


ORP is different from TRS in that employees have the option when leaving employment before retirement to roll all of their vested contributions (including the employer’s component) into another retirement fund or withdraw them, although there can be a federal tax penalty for early withdrawal. In addition, surrender fees may apply for early withdrawal of ORP invested funds.  Most providers’ surrender fees are roughly 7% for the first year, with a gradual phase out period of 5-7 years.
Cost of Living Adjustments

Currently there is no regular inflation adjustment to the TRS pension fund, rather the Texas legislation passes ad-hoc adjustments to “catch up” with inflation.  The reason for this is that according to state law, the legislation cannot pass benefit increases when the unfunded liabilities of the plan exceed 31 years.  However, every legislation session since 1975 has made cost of living adjustments or “COLA” for short, to the pension fund.  The most recent round of adjustments began in 1993, when a four part installment plan was unveiled to replenish fund purchasing power lost to inflation.  The first installment was a 5-15% increase, with the higher end going to older retirees.  The second installment in 1995 granted a 14% increase, and the third installment in 1997 was approximately 7.5%.  The fourth and final increase was supposed to occur in 2001, but instead the contribution multiplier was changed.  There have been no inflation adjustments since 1997, but there are several pieces of legislation on the table that would grant the Texas legislature the right to waive the “Rule of 31” law and grant an annual cost of living adjustment of 3%, which is the current inflation adjustment assumed by the TRS pension fund auditor.


To put this in perspective, imagine a TRS employee who entered the program in 1992, and in 1993 let’s assume that they received the minimum inflation adjustment of 5%.  To date, this individual has received a 26.5% pension increase, which equates to a roughly 2% per year adjustment.  Assuming the TRS auditors figure of 3% per year, this individual’s pension should have increased by roughly 42%.  As mentioned above, several pieces of legislation have been introduced to require a minimum pension adjustment, but at the end of the day it’s up to the Texas legislature to make the call.  In the meantime, the “Rule of 31” law is eroding the purchasing power of TRS retirement benefits.  

Defined benefit retirement, TRS and the risk of insolvency

One risk that is borne by those covered under defined benefit pension plans is that of bankruptcy or other financial hardship of those providing the benefit.  Those with company guaranteed pensions could find their expected payout reduced if the company goes bankrupt or cannot fully fund their obligations.  While pensions are insured against absolute loss by the Pension Benefit Guaranty Corporation, their level of payout is typically much less than was promised by the company pension.


The TRS is much different as it is provided by the state of Texas.  The risk of bankruptcy or financial difficulty for the state is very low.  Similar to state issued bonds, the risk of the state not being able to meet its financial obligations is low as tax revenues can be used to fund any shortfalls.    

Analysis of TRS funding

The TRS has a current actuarial valuation of assets at $89,299 M with an accrued actuarial liability of $102,495 M.  This is a $13,196 M deficit or assets equal to 87.1% of liabilities.  This ratio of assets to liabilities has been steadily declining since the year 2000, as shown in Table 1, illustrating a relative reduction in strength of the plan. 
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	2000
	79,328
	73,882
	-5,446
	107.40%
	21,920
	(24.8)

	2001
	86,352
	84,217
	-2,135
	102.5
	23,365
	(9.1)

	2002
	86,035
	89,322
	3,287
	96.3
	24,818
	13.2 

	2003
	89,033
	94,263
	5,230
	94.5
	25,756
	20.3 

	2004
	88,784
	96,737
	7,953
	91.8
	25,485
	31.2 

	2005
	89,299
	102,495
	13,196
	87.1
	25,957
	50.8 


Currently, the TRS Annual Report recommends that the state contribution to the TRS plan may have to increase to 7.1% of salary to meet the current shortfall.  The overall risk of insolvency is low, but future actions may require increased contributions by the state or reductions in benefits to retirees.  

Market risk by ORP holders

Market risk during both pre and post retirement is a strong consideration for ORP holders.  At retirement, the risk within ones portfolio should be equal to or minimally above a risk free portfolio.  Thus, during retirement ORP participants should focus on reducing risk in their portfolio and shielding themselves from market downturns.  This is only possible if the ORP balance is sufficient to provide needed income with fairly risk adverse portfolios.  Those who may not have saved wisely may be forced to take on unreasonable levels of risk during retirement to maintain income levels.  This can put one in a position to erode their principle balance further exacerbating previously poor saving decisions.  Thus, during retirement, ORP participants should not be subject to market risk.  Only those participants with poor investment decisions or low ORP balances will be subject to market risk.  

Before retirement added risk plays another role, it can act to increase the benefit available above that of TRS.  While those early on in their career can seek appreciable risk, as they move closer towards retirement, that risk should drop.  But the return from this risk must be evaluated against the risk-free return of the TRS benefit.  The TRS retirement benefit is equivalent to a portfolio with a risk free rate of return.  Thus, one must examine how much risk is being taken in their portfolio to beat the TRS return.  If the risk needed to get portfolio returns in excess of TRS is significant, the ORP plan may not be as attractive.   

Differences between ORP and TRS are summarized in Table 2:
	
	Optional Retirement Program
	Teacher Retirement System

	Program type
	Defined contribution plan
	Defined benefit plan

	Benefits 
	Benefits are determined by the contributions and investment earnings in a person's account.
	Benefits are determined by a formula, and benefit levels are guaranteed. 

	Cost of Living Adjustments
	Plan provisions usually do not but can provide for annuities that offer an adjustment for inflation. 
	Plan provides ad-hoc adjustments to catch up with inflation.

	Investment        Risk
	The employer's responsibility is to make the scheduled contributions. The employee bears the investment risk.
	Regardless of investment performance, employer pays specified lifetime benefit. The employer bears the risk.

	Investment   Results
	Investment performance will help determine the employee's retirement benefit.
	Investment performance affects funding, and does not directly affect benefits. 

	Individual    Control
	Members have individual choices among investments.
	Members have no individual control of benefit levels, but affect them collectively through political action.

	Longevity
	Benefits consist of the account balance, which can be annuitized for lifetime income. 
	Benefit levels are guaranteed for a retiree's lifetime. Retirees are given the option of providing survivor benefits.

	Vesting
	One year plus one day
	Five years

	Portability 
	Full
	None

	Disability
	Does not provide benefits
	Provides benefits

	Survivor
	Does not provide benefits
	Provides benefits


PROCEDURES AND RESULTS


Based on ORP and TRS features summarized in Table 2, we have identified classes of employees who would mostly benefit from the either program:
	
Table 3. Employees Who Benefit Most from

	Optional Retirement Program
	Teacher Retirement System of Texas 

	Employees who terminate employment at a young/middle age, because their salary increase stops (for TRS), but ORP contributions will keep growing
	Employees who retire early, because their ORP contributions will have a limited number of growth years

	Employees hired at young ages, as their early contributions increase significantly (in power mode, faster than arithmetically increasing years of service)
	Employees hired in mid-career, since their ORP contributions will not increase significantly

	Employees with modest pay increases over a career
	Employees with substantial pay increases at the end of career, because of highest salary factor for TRS

	Employees who achieve a higher rate of investment return, through personal investment selection
	Employees who try to avoid any risk associated with the investment decisions

	Single employees
	Married employees, because of survivor benefits

	Employees with short life expectancy, since balance may run out due to long post-retirement life
	Employees with long life expectancy, since annuity is paid for the duration of life time

	Employees who do not become disabled during their career
	Employees who become disabled during their career, because of disability benefits



However, the problem may arise when a decision is to be made by an employee with two or more characteristics, each of which favors the different program. In attempt to weight these contradictory features, we developed a linear compensatory model formula:
O = A + R + S 
(1)

in which O is the numerical value for outcome, and A, R, and S are weighted numerical values for Age cue, Risk aversion cue, and Job security cue, respectively.
Age cue

Age, at which employee selects either TRS or ORP should be considered in our formula because: a) years of service is a factor in the actuarial formula for TRS retirement payments, and b) years to retirement affect what kind of portfolio (more or less risky) an employee should consider for his/her ORP plan. While in TRS retirement formula years of service is a linear factor, for ORP it changes in non-linear way, because employees consider less aggressive portfolio as they near their retirement. 

25+ years to retirement age group (focus on long-term growth): Younger people are prime candidates to take advantage of long-term opportunities in the stock market when retirement is still many years ahead. If one is in the early stages of their career, when salary is minimal and they cannot make substantial contributions to their retirement plan, they may consider using somewhat more aggressive strategies (stocks-oriented portfolio) and get higher returns. As earnings increase, they will be able to set more funds aside for the future and choose more conservative, less volatile investments.

10-25 years to retirement age group (focus on growth and diversification): These participants may still have a fairly long time until retirement, so a long-term strategy using stocks and bonds makes sense. There may also be more discretionary money available for building up personal savings. 


Less than 10 years to retirement age group (focus on retirement income): Individuals in this age group have often built up a sizeable accumulation and may feel they can afford to take some additional risks in hopes of even greater returns. However, it may make more sense to consider taking steps to protect what they have managed to accumulate over the years.

To quantify the age cue, count the number of years to retirement (for new employees, the retirement age is currently set at 70 ½ years old), and subtract 10. E.g., if an employee is 47 years old, then his/her age cue will be 13.5.
Risk aversion cue

We have developed a sample questionnaire that will help to quantify the risk aversion cue:


1. How do you feel about the volatility in the value of your long-term investments?

a. I am uncomfortable with volatility. If I could be sure that much of my accumulation was guaranteed to increase in value, I would be content with a slower rate of growth (-5).
b. I will not mind if my accumulation experiences volatility, as long as some of it is guaranteed not to decrease (0).
c. I can tolerate volatility in my total account value (including the possibility of losses) if there is potential for greater long-term growth (+5).

2. What kinds of investments do you prefer?

a. Guaranteed investments that will protect me from loss of principal (-5).
b. A range of investment types (stocks, bonds), so that if one market is down, segments of my total accumulation may continue to grow (0).
c. A highly diversified mix of stocks, offering the potential for long-term growth within acceptable risk limits (+5).

3. If it meant increasing your chances of having a more comfortable retirement, would you be willing to take more risk? (On the other hand more risk can also result in the less comfortable retirement):
a. With none of your long-term investments? (-5)
b. With some of your long-term investments? (0)
c. With all of your long-term investments? (+5)

4. You have allocated much of your contributions to a variable account. Suddenly, the value of that account drops by 15%. What would be your reaction?
a. Change my allocation to a less volatile account (-5)
b. Re-examine how all of my other funds are allocated to see if I can be comfortable with that degree of change (0)
c. Do nothing about a short-term drop in price if the long-term prospects for growth remain good (+5)

5. In order to meet my long-term financial goals, I think that my retirement dollars will have to:

a. Simply keep pace with inflation (-5)
b. Grow at a rate modestly higher than inflation (0)
c. Increase in value substantially (+5)

To quantify your Risk aversion cue, add up all numbers for your answers.

Job security cue


Job security (such as tenure) and willingness to stay at the University are important, because:

a) employees with ORP are able to withdraw all contributions, their own and the employer’s, if they decide to move, e.g. to industry; 
b) vesting period for ORP is one year plus one day, while for TRS it is five years, therefore an ORP-eligible post-doc or visiting researcher should strongly prefer ORP, if they cannot guarantee they will stay for at least five years; 
c) TRS is by definition Texas system, therefore an employee who might move to another state in the course of his career should also strongly prefer ORP.

Therefore answers to the following questions should significantly affect the decision in favor of ORP or TRS:

1. What is your chance to stay with the University for LESS than five years? 
Multiply the certainty of your answer in percent by 30 and divide by 100 (e.g., if 90% sure, then the result is 27).

2. What is your chance NOT to stay with one of the Texas institutions of higher education till retirement? 

Multiply the certainty of your answer in percent by 30 and divide by 100.


The linear model formula (1) provides an outcome number based on specified cues. A positive number of 10 and higher corresponds to preference for ORP, while a negative number of –10 or lower corresponds to preference for TRS. Values between –10 and +10 will not provide a clear choice in favor of the either plan.

Cases Analyses

We have chosen several hypothetical cases that may be representative for a faculty facing an ORP vs TRS dilemma. We analyzed these cases using formula (1), as well as calculations of ORP and TRS balances at the beginning of retirement (see Appendix I). As it was mentioned above, positive outcome >10 signals preference for ORP, while negative outcome 

< –10 should favor TRS.
Employee #1. A Visiting Assistant Professor (40 years old, expected retirement at 70½; current salary $50,000 with expected growth at 3% per year; expected stay with the UH – 3 years (70% certain this period will not be extended), chance of staying with another Texas institution of higher education till retirement is 5%; prefers aggressive portfolio, risk aversion cue result is +15).
O = (70.5 – 40 – 10) + 15 + 70*30/100 + 95*30/100 = 85
Choice: ORP
Employee #2. An Associate Professor (50 years old, expected retirement at 70½; current salary $65,000 with expected growth at 3% per year; 100% sure will stay with the UH for the next 5 years, 90% sure will stay in Texas till retirement; prefers moderately conservative portfolio, risk aversion cue result is –10).

O = (70.5 – 50 – 10) – 10 + 0*30/100 + 10*30/100 = 3.5 
Choice: Not clear
Employee #3. A Full Professor (60 years old, expected retirement at 70½ or after; current salary $75,000 with expected growth at 3% per year; not going to leave the UH before retirement (0% chance); prefers conservative portfolio, risk aversion result is –20).

O = (70.5 – 60 – 10) – 20 + 0*30/100 =  –19.5 
Choice: TRS
Employee #4. Same as #2, but will leave the system at the age of 60, and retire at 71.
O = (70.5 – 50 – 10) – 10 + 0*30/100 + 100*30/100 = 30.5
Choice: ORP
CONCLUSION


In this project we tried to analyze objective and subjective factors that may underlie an employee’s decision to choose TRS or ORP, as his/her retirement plan. We have quantified these factors and created a formula that would help an employee to arrive at a decision, based on his physical and behavioral characteristics and assumptions regarding the future.

In analyzing our hypothetical cases we arrived at outcomes showing that 
· employee #1 (longer years of service and aggressive portfolio) should strongly prefer ORP;

· employee #3 (few years of service and conservative portfolio) should decide in favor of TRS;

· employee #2 (somewhere in the middle between the above extreme cases) does not have a clear preference for either of the plans, and therefore might consider other, not described above, factors that would, in his particular case, tip the balance;

· however, if such an employee (employee #4) is going to leave the system well before the retirement age (e.g. accepting an appointment abroad), then he should consider ORP.

Our formula calculations are well supported by computing of the present values (at the moment of retirement) of ORP and TRS accumulated balances, provided in Appendix I.
Limitations of our analysis

Salary raise issue. The salary does not have to get raised at steady increments. If an employee anticipates a significant raise at the end of his career (e.g. as a result of promotion to a Dean/Department Chair position, although it is difficult to foresee such a development), then he might consider TRS, since ORP investments during last few years will not produce a significant yield, while TRS formula-based retirement income (dependent on average of highest five annual salaries) could be relatively high. This factor is too complicated to be incorporated in our formula; instead an employee should try to calculate the anticipated retirement income in each case by himself. We have ORP and TRS accumulated balances computed for such an employee (employee #5) in the Appendix I.

Method deficiency. 
· We are not experts

· In our linear compensatory model we use only three cues, while there are other ones 

· The weights assigned to cues in the model may be wrong

· Our model mostly addresses strong preferences cases 
· Our model has not been tested on the representative sample of the ORP-eligible population, and therefore cannot be considered an empirical one
Disclaimer


The analysis and recommendations of this project in no way can substitute for an advice from a financial advisor or professional, which may take into account particular situation of the employee, and authors of this project bear no responsibility for any consequences from following the above recommendations.
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APPENDIX I

Also, please see the attached Excel file.

Calculations were done under a risk neutral present value analysis.  The present value of the future cash flows of the TRS benefit were compared against the present value of the ORP balance.  The actual ORP balance shows the value that would be in an ORP account after a lifetime of saving.  The Equiv TRS balance represents the present value of the retirement payments if in the TRS.  These two should be equal at retirement.  Where there is equivalence, an employee can be ambivalent to either retirement program, unless will to accept more risk.  
	Scenarios
	
	
	
	

	Choice
	
	
	
	
	

	
	
	
	
	
	

	ORP
	Employee #1 starts working in the system at age 40 till retirement at 71
	
	
	
	

	
	
	Retirement
	71
	
	

	
	
	Annuity Discount
	4.50%
	
	

	
	
	ORP Return
	12.00%
	
	

	
	
	Service
	31
	
	

	
	
	
	Age
	40
	41

	
	
	
	Service
	1
	2

	
	
	Salary
	
	 $  50,000 
	 $  51,500 

	
	
	ORP Contribution
	
	 $    6,325 
	 $    6,515 

	
	
	Actual ORP Balance
	 $    2,182,479 
	 $189,497 
	 $174,269 

	
	
	Monthly TRS Pension
	 $      6,802.99 
	
	

	
	
	Equiv. TRS Balance
	$1,041,376.95 
	
	

	
	
	
	
	
	

	
	
	Difference ORP vs TRS
	$1,141,101.72 
	
	


	Not Clear
	Employee #2 starts working in the system at age 50 till retirement at 71
	
	
	
	

	
	
	Retirement
	71
	
	

	
	
	Annuity Discount
	4.50%
	
	

	
	
	ORP Return
	10.50%
	
	

	
	
	Service
	21
	
	

	
	
	
	Age
	50
	51

	
	
	
	Service
	1
	2

	
	
	Salary
	
	 $  65,000 
	 $  66,950 

	
	
	ORP Contribution
	
	 $    8,223 
	 $    8,469 

	
	
	Actual ORP Balance
	 $       688,431 
	 $  60,569 
	 $  56,458 

	
	
	Monthly TRS Pension
	 $      4,457.88 
	
	

	
	
	Equiv. TRS Balance
	$682,396.31 
	
	

	
	
	
	
	
	

	
	
	Difference ORP vs TRS
	$6,034.69 
	
	

	
	
	
	
	
	

	TRS
	Employee #3 starts working in the system at age 60 till retirement at 71
	
	
	
	

	
	
	Retirement
	71
	
	

	
	
	Annuity Discount
	4.50%
	
	

	
	
	ORP Return
	7.00%
	
	

	
	
	Service
	11
	
	

	
	
	
	Age
	60
	61

	
	
	
	Service
	1
	2

	
	
	Salary
	
	 $  75,000 
	 $  77,250 

	
	
	ORP Contribution
	
	 $    9,488 
	 $    9,772 

	
	
	Actual ORP Balance
	 $       170,922 
	 $  18,663 
	 $  17,966 

	
	
	Monthly TRS Pension
	 $      2,004.83 
	
	

	
	
	Equiv. TRS Balance
	$306,892.11 
	
	

	
	
	
	
	
	

	
	
	Difference ORP vs TRS
	($135,970.50)
	
	


	ORP
	Employee #4 works in the system from age 50 to 60, then leaves the system and retires at 71
	
	
	
	

	
	
	Retirement
	71
	
	

	
	
	Annuity Discount
	4.50%
	
	

	
	
	ORP Return
	10.50%
	
	

	
	
	Service
	11
	
	

	
	
	
	Age
	50
	51

	
	
	
	Service
	1
	2

	
	
	Salary
	
	 $  65,000 
	 $  66,950 

	
	
	ORP Contribution
	
	 $    8,223 
	 $    8,469 

	
	
	Actual ORP Balance
	 $       450,506 
	 $  60,569 
	 $  56,458 

	
	
	Monthly TRS Pension
	 $      1,737.52 
	
	

	
	
	Equiv. TRS Balance
	$265,973.16 
	
	

	
	
	
	
	
	

	
	
	Difference ORP vs TRS
	$184,532.63 
	
	

	
	
	
	
	
	

	TRS
	Employee #5 gets much higher paying job near end of career
	
	
	
	

	
	
	Retirement
	71
	
	

	
	
	Annuity Discount
	4.50%
	
	

	
	
	ORP Return
	10.50%
	
	

	
	
	Service
	21
	
	

	
	
	
	Age
	50
	51

	
	
	
	Service
	1
	2

	
	
	Salary
	
	 $  65,000 
	 $  66,950 

	
	
	ORP Contribution
	
	 $    8,223 
	 $    8,469 

	
	
	Actual ORP Balance
	 $       726,055 
	 $  60,569 
	 $  56,458 

	
	
	Monthly TRS Pension
	 $      6,410.78 
	
	

	
	
	Equiv. TRS Balance
	$981,338.81 
	
	

	
	
	
	
	
	

	
	
	Difference ORP vs TRS
	($255,284.01)
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