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Government of Guam Retirement
Fund
C U R R E N T A N D P R O P O S E D P L A N S TAT U S

Agenda
 Government of Guam Retirement Fund



Purpose
History

 Defined Benefit Plan
 Defined Contribution Plan
 Proposals being considered
•
•

Social Security option
Hybrid Plan option

Organization
 Government of Guam Retirement Fund
 Established in May 1, 1951.

Originally, the assets of the plan were administered by the Director of
Administration. Eventually, the GGRF was created.
 The plan was created to help attract civil servants to local government
service. Talent required included teachers, engineers, and other needed
professionals to help build the local government.




Governance. Oversight is from a 7 member board whose
membership is composed of

4 are elected members
 2 from among retirees
 2 from among the active employees
 3 members appointed by the Governor and confirmed by the Legislature


Organization
 The Board hires an Executive Director who is responsible

for managing the operations.


This includes
The execution of the Board approved strategic plan
 The day to day operations


Defined Benefit Plan – “The Old Plan”


Traditional pension plan.





Benefits are paid for using assets of the Trust Fund.
Law requires the trust to be fully funded by 2031

Benefits





Provides a fixed income to a retiree until death
Maximum annuity is 85% of the average of the 3 highest salaries.
Provides the surviving spouse 60% of the annuity upon the death of the
retiree until the spouse passes
It also provides a small annuity to the retiree’s minor children, up to 18
but 24 (if still in school), or for life, if the adult child is disabled.

Defined Benefit Plan
 What impacts the health of the plan
1. Contributions by the employer
Needs to be at actuarial rate
 Needs to be timely


Defined Benefit Plan
2. Benefit Payments
The cost of these future payments needs to be accurately calculated
 The cost needs to be considered in the employer’s contribution


Defined Benefit Plan
3. Investment returns


Needs to be equal to or better than the actuarial rate of return
 The actuarial rate of return is based on the expected return of the
investment portfolio’s strategic allocation
• We are in the process of implementing a new strategic allocation with an
expected return of 7.25%
• Expected return of our current allocation has come down from 7.5% to
6.4%

Defined Benefit Plan
 As of 9/30/13, the Unfunded Actuarial Accrued Liability

(UAAL) was 1.4 billion

 Security Ratio. This is a percentage that defines the plan’s

current funding status.


Current funding ratio is 49%.

 To amortize this liability, Gov-Guam pays an estimated

25% of total payroll

Defined Benefit Plan
Life after we pay-off the unfunded liability
FY Year

Estimated Contribution Rate

2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032

30.03
29.85
28.31
27.57
27.48
27.47
27.48
27.49
27.51
27.52
27.54
27.54
27.54
27.54
27.52
27.52
27.49
18.77
5.67

6.37% of DB payroll is the normal cost of the DB plan

In 2032, estimated
Contribution Rate
will be 5.67%

Defined Benefit Plan
Historical occurrences that negatively affected the Plan
Assets.
A. Late employer contributions


Certain departments until 2003, were chronically late payers and in
some instances failed to remit contributions to the fund.
 This resulted in a more than 25 million receivable that has since been
repaid through bond proceeds.

Defined Benefit Plan


Late employer contributions continued
 The government contribution rate was less than the actuarially
required contribution rate. This resulted in a need for the
government to catch up every year after.
 In 2004, legislature agreed to incrementally increase the contribution
rate every year to eventually reach the required contribution rate

Defined Benefit Plan
B. Supplemental Pick-up. In the late 90’s the government,
decided to fund supplemental and COLA benefits through a
loan from the Retirement Fund.






This program was called the “Supplemental pick-up” and was meant to
be a short term loan using trust fund assets to be repaid in 15 years.
The amortization has since been extended to 2031.
This program was used for 4 years and only stopped after a vigilant
retiree, with the support of the GGRF Board filed a lawsuit putting a stop
to this and similar acts.
This Supplemental pick-up resulted in a receivable of more than 50
million.

Defined Benefit Plan

C.

Tech Bubble of 2000, the Recession of 2002 (accounting
scandals and the financial meltdown of 2008)


The impact to fund assets by the market corrections exacerbates the
impact of not complying with underfunding of the contribution rate
and the non/late remittances.

Defined Benefit Plan
D.

Early-retirement/ Early-out program. In an effort to reduce
government cost, the government agreed to allow
employees to:




With at least 20 years of service to purchase up to 5 years, pay that over
a 15 year period and begin to withdraw a pension assuming 30 years of
service.
Those with less that 20 years were given a severance equal to 50% of
their annual salary and allowed to withdraw their retirement
contributions in an “Early out” program.

Defined Benefit Plan
This was the single most costly program to the fund with an
estimated drain of funds assets of 100 million dollars.
 Immediately, the funding ratio of the trust went from
approximately 75% funded to less than 50%.

Where are we today
1. Total Fund
2. Total Accrued Liability
3. Unfunded Liability
4. No. of Active DB members
5. Total Retirees
6. Total Survivors

Defined Contribution – “New Plan”
 Implemented in 1995
 There is a 401(a) type component
 Employee contributes 5% and the employer matches it 5%
 There is a voluntary 457 plan (open to both Old and New

plan members)
 This is a self directed plan that gives employees the ability
to make investment choices for their own account
 Some of the choices include target date funds. Options
that take into consideration the expected number of
years until a member is to retire

Defined Contribution – “New Plan”
 Number of Active participants
 Plan assets: more than 320 million
 Average Age
 Average Fund Balance

Defined Contribution – “New Plan”
 This forms the basis of the problem
 Average fund balance is too small
 Average age is only 20 or so years from retirement
 The plan is coming on 20 years of existence
 The population at greatest risk are those over 40 with

small to moderate balances

Proposals
 Inclusion of employees into Social Security
 This plan will require that Guam’s public employees become eligible
to pay into Social Security


A resolution has been sent to the Congresswoman for begin that
process.

Social Security option
 Pros
 Does not impact the current unfunded liability
 Promotes parity with private sector employees
 Disability benefit is better under Social Security
 Under certain circumstances, the benefit to the retiree is better
under the Social Security plan.

Social Security option
Under certain circumstances, the benefit to the retiree is better
under the Social Security plan.
Projected monthly benefit at age 65 for an employee earning
$40,000
in 000's
Hire Age
SS
DC
SS+DC
Hybrid
25
3.4
3.2
6.6
6.1
35
2.5
1.7
4.2
3.6
45
1.5
1
2.5
1.9
55
1
0.3
1.3
1
60
0.1
0.1
0.3

Social Security option
 Cons
 Cost to the employee and government. These costs are in addition
to the current cost of the plan (including the amortization of the
Unfunded Liability)

in %
Employer
Employee

Social Security
7.65
7.65

DC
5
5

Total
12.65
12.65

Social Security option
 Cons
 Estimated employer contribution rate will go from 29.9% to 33.8%
or increase an additional 21 million annually based on a total payroll
of 550 million.
 Employees with no earned SS quarters will start from zero.


This does not address the target population.

Social Security option
 Plan changes happen at the federal level.
 To some this is a pro because it keeps local politics out away from
the benefit changes. But changes can be in the way of cost and age
to begin receiving benefits also.
 There remains a windfall provision that reduces benefits

for those receiving income over a certain amount.

Hybrid Option
 Plan design
1.
Cost
Employee cost:
Employer normal cost:
2.

9.5%, plus mandatory 1% to
457 plan
1.8%

Benefits.



Benefit equal to 1.75% of average salary for each year of
credited service. Minimum $1,200 maximum 85%.
Early retirement option at 55 with 25 years of service. .5% per
month penalty for each month under the age of 65 or 6%
annually.

Hybrid Option
3.

Impact to Unfunded Liability.


Increases by 118 million, but the Security Ratio goes up from
49.49% to 51.77%
•
•

4.

Assets increase by 380 million and liability increases by 262
million
Security Ratio increases as the percent of underfunding is
reduced.

Impact to Contribution Rate.



Goes from 29.9% to 29.3%
How??

•
•
•

Current balances of the member’s DC plan are transferred over to cover
the cost of transfer.
In exchange for transferring assets, the employee gets service credits
Contribution in $$ amount increases with the addition of new
members

Hybrid Option
Summary of Benefits compared to current DB Plan
Current DB Plan
Eligibilty

Employees hired on or before
9/30/95, who haven't previously
transferred to the DC Plan

Hybrid Plan
Required: Employee hired after
effective date. Optional:
Employees currently in the DC
Plan

Benefit Formula 2% of average annual salary for
1.75% of Average Annual Salary
each year of service up to 10 years for each year of service
plus, 2.5% of average salary for
each year over 10 years plus, $20
multiplied by years of service,
reduced by .01% of Average
Annual Salary in excess of 6k
Min: 1.2k, Max: 85% of average
annual salary

Min: 1.2k, Max: 85% of average
annual salary

Hybrid Option
Current DC Plan

Hybrid Plan

Average Annual
Salary
Unreduced
Age 65 or 30 years of service or
Retirement
age 60 and 15 years of service if
uniform personnel

Age 65 Maximum benefit of
85% is achieved with 49 years of
service

Reduced
Retirement

25 years of service. Reduction:
3% per year early

Age 55 and 25 years of service.
Reduction: 6% per year early

Disability
Benefit

66 2/3% of average of the highest 50% of the average of the
three years of salary
highest three years of salary

457 Plan

Voluntary

1% Mandatory

Hybrid Option
Example:




$40,000 employee 30 years of service and retiring at the age of 65
will be eligible for a monthly annuity of $3,582 plus the balance of
their 457 plan
A $40,000 employee with 10 years of service and retiring at the age
of 65 will be eligible for an annuity of $729 monthly plus the balance
of their 457 plan

DC Participants
Assumed to transfer
Not assumed to transfer

Current
Plan

100%
Transfer

100% over
age 40

100% over
age 50

SS+DC

0

7,827

4,403

2,109

0

0
7,827

3,424
7,827

5,718
7,827

7,827
7,827

7,827
Total 7,827

DC assets transferred to DB

262.28

189.35

95.14

DC assets transferred to 457

42.71

34.68

18.81

2,855

3,236

3,161

3,031

2,855

Actuarial Value of Assets
1,413
UAAL 1,442

1,675
1,561

1,602
1,558

1,508
1,522

1,413
1,442

119
51.77%

116
50.70%

80
49.76%

0
49.49%

UAAL
Actuarial Accrued Liability

Estimated Change in UAAL
Security Ratio

0
49.49%

100% over 100% over
age 50
100% Transfer age 40

Current Plan
Employer Normal Cost
Rate (NC)
DB Plan

SS+DC

6.37%

6.37%

6.37%

6.37%

Hybrid Plan
Blended NC Rate (DB +
Hybrid)
6.37%

1.84%

1.84%

1.84%

3.34%

4.60%

5.90%

Estimated
Contribution Rate

29.85%

29.30%

30.86%

31.13%

33.80%

Estimated Contribution 141.52

138.95

146.33

147.59

160.25

Change

(2.57)

4.81

6.07

18.73

Comparison of Estimated Benefits
Projected monthly benefit at age 65 for an employee earning
$40,000
in 000's
Hire Age

SS

DC

SS+DC

Hybrid

25

3.4

3.2

6.6

6.1

35

2.5

1.7

4.2

3.6

45

1.5

1

2.5

1.9

55

1

0.3

1.3

1

0.1

0.1

0.3

60

Takeaways
•
•
•
•
•

DC Plan needs addressing
Past the point of assigning blame
Different options with corresponding
Trade-offs
No Silver Bullet
Get involved

Questions

Thank you to our platinum sponsors

