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This presentation will be somewhat long and not very interesting reading.  For those 

who do not wish to read all of this presentation, the summary is listed on page  8. 

 

IS THE OKLAHOMA TEACHER RETIREMENT SYSTEM  

IN A FINANCIAL CRISIS?  

 

 

Oklahoma teacher’s salaries are one of the 4-5 lowest in the United States.  Revenue 

per student is also in this same rank.  Many college graduates in education are leaving 

the state to find better teaching positions in surrounding states due in part to the lower 

salaries in Oklahoma. 

Public schools in Oklahoma know that unfunded mandates are becoming the norm 

rather than the exception.  Demands for public school teachers to “cure all of the ills of 

society” is rapidly becoming a regular part of the job. 

But a very good retirement plan is one of the few positive benefits of being a public 

school teacher in the State of Oklahoma. However, there is tremendous amount of 

political pressure to change this present plan to a less desirable plan for future public 

school educators. (The political intent is to only change the pension plan for newly 

employed persons after the effective date of the legislation. Present retirees and those 

presently employed supposedly would not be affected). 

Much of the rationale for the change is due to lack of adequate information or 

widespread misinformation about the present plan.  In addition, there may be ulterior 

political motives for the desired change. 
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In a prior e-mail transmittal, (No. 3) dated August 30, 2013, a description of various 

design plans was presented.  This writing will attempt to address the following 

questions: 

1. Is the present Defined Benefit (DB) plan in financial jeopardy? 

2. What are the necessary components of a good Defined Benefit plan? 

3. How does the Oklahoma Teacher Defined Benefit Plan compare to these 

necessary components? 

4. How has prior legislative action had a negative effect on the present OTRS 

pension plan? 

5. Is the present DB plan an “outdated” plan? 

6. What are some possible motives to change the present pension plan? 

IS THE PRESENT PLAN IN FINANCIAL JEOPARDY? 

A commonly used term in pension financial discussions is “unfunded liability”. A plan is 

100% funded (no unfunded liability) if there are enough assets to completely pay for all 

the obligated pensions for those who are already retired and those who have not yet 

retired -- if all revenue is immediately terminated.  A goal of most pension plans is to be 

80% or more funded. 

Oklahoma Teacher Retirement (OTRS) was only 57% funded as of June 30, 2013.  The 

difference between the 57% funded level and a 100% funded level for OTRS is 

approximately $ 8 Billion dollars.  This $ 8 Billion unfunded amount is the monster that is 

terrifying the politicians, state officials and the media. And without further explanation 

such fear is justified. But before the present plan is destroyed, several questions should 

be clearly understood.  One such question is:  “From an actuarial standpoint, just 

how bad is the financial condition of the present OTRS plan”? 

The OTRS board of trustees contracts an independent actuarial firm to study the  

financial condition of OTRS and present an analysis of findings.  A summary of the most 

recent actuarial report is listed in Appendix A of this report.    

It is abundantly clear that there are different opinions concerning the funding status of 

OTRS. The actuarial firm, unlike the politicians, is very knowledgeable of the financial 

status of the unfunded liability of OTRS.  Informed decisions concerning the funding 

status of OTRS should be based on actuarial reports and not from political views and 

opinions. Clearly the unfunded status of OTRS, as shown in the actuarial report, is not 

as bad as portrayed by some politicians and the media. 
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One of the most important features of the actuarial report is an illustration of the actual  

contributions compared to the ARC (Annual Required Contribution).  Actual 

contributions must equal or exceed the ARC in order for financial stability to be 

obtained.  

The chart below, taken from the actuarial report, shows that progress is being made in 

this particular aspect of the financial status of OTRS. Notice that the actual contributions 

(green line) have exceeded the ARC (blue line) during the past 2 years. This 

corresponds with the elimination of unfunded COLA’s. 

Later in this writing, a more thorough explanation of what caused the unfunded 

condition of OTRS will be presented.  There will also be an explanation of what 

has or is being done to correct these situations.  Failure to understand these 

explanations leads to inaccurate conclusion concerning the funding status of 

OTRS.  

 



 

4 
 

WHAT ARE THE NECESSARY COMPONENTS OF A DEFINED BENEFIT PLAN? 

 

There are three (3) basic components of a good defined benefit pension plan.  When 

these 3 components are in proper equilibrium, then the DB plan is an excellent pension 

plan for retirees.  When there is default in one or more of these components, then the 

plan starts to have problems. 

 

These 3 components are:  INVESTMENTS, CONTRIBUTIONS AND BENEFITS  
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WHAT IS THE STATUS OF THE OTRS DB PLAN WITH RESPECT TO THESE 

THREE COMPONENTS?    

INVESTMENTS:   

OTRS has contracted the same financial consulting firm for over 20 years.  Results 

have been among the best in the United States for public pension funds.  For the past 

few years, OTRS investment returns have ranked in the top 1% of all public pension 

funds in the nation.  The 10 year average investment return (9.7%) is significantly higher 

than the OTRS actuarial assumption of 8%.  Three and five year returns are even 

better. 

CONTRUBUTIONS:  

A consistent level of contributions by the state is critical to the success of a defined 

benefit plan.  This lack of consistent contributions is one of the reasons many defined 

public pension plans are now in jeopardy.  Many states, counties, and cities that provide 

public pension programs have decreased their contribution rate when economic times 

were good.  Then when the economy turned negative, they had no resources to restore 

their previous level of support.  The result is pension plans are in jeopardy. 

The Oklahoma legislators made one such mistake and this mistake is partially the 

cause of the OTRS unfunded liability.  At one time a certain amount of gross production 

tax was dedicated to OTRS.  At a time when the gross production revenue was very 

good, the legislature decided to “cap” this dedicated source of revenue at $ 125 M per 

year.  For several years following, the gross production revenue exceeded this $ 125 M 

mark.  This “lost revenue”, had it remained in OTRS, would have had a dramatic impact 

on the present unfunded liability.  Norman Cooper, Executive Director of OREA, has 

written an excellent article concerning this matter.  This article is listed in Appendix B of 

this report. 

The present media and political “spin” is that OTRS is in financial trouble.  What is not 

told is who is to blame for this situation.  Legislators should assume the responsibility for 

previous legislative errors.  But we all know that this is not a reality. 

In a United States Senate hearing in March of 2014 concerning public retirement plans, 

Dr. Monique Morrissey, Economist, Economic Policy Institute made the following 

comment:   “….public pension plans that are in the worst shape got that way  

because elected officials neglected to make actuarially required contributions, so 

the focus should be on preventing this from happening in the future, not reneging 

on promises to workers”. 
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BENEFITS: 

A sound pension plan can be described by the following formula: 

INVESTMENTS + CONTRIBUTIONS = ADMINISTRATIVE COSTS + BENEFITS 

A pension plan is stable when this equation is in equilibrium. Investments and 

administrative costs are not the problem with OTRS.  OTRS has one of the best 

investment programs in the nation and the OTRS administrative cost, on a per capita 

basis, is the smallest of all of the Oklahoma pension systems.  Thus, the problem lies 

with the contributions and the benefit portion of the formula. 

When contributions are reduced, the result is lack of equilibrium. OTRS contributions 

were reduced by legislative action as described in the previous section and referenced 

in Appendix B.  

Prior legislative action also affected the benefits section of the equation.  Unfunded cost 

of living adjustments (COLA’s) were granted by previous legislative action. This 

increase in benefits without increasing contributions had a negative effect on the 

equilibrium of the pension formula.  (Legislative action now prevents granting of any 

unfunded COLA’s, resulting in improved funding status of OTRS). 

CAPPING THE GROSS PRODUCTION DEDICATED REVENUE AND GRANTING OF 

UNFUNDED COLA’s ARE THE PRIMARY REASONS FOR THE CURRENT 

UNFUNDED LIABILITY OF OTRS. 

Since these legislative errors have been addressed, the unfunded liability of OTRS has 

taken a change in a very positive direction.  Proof is the 2013 actuarial report listed in 

Appendix A and the ARC chart on page 3.  The ARC chart shows that the contributions 

have exceeded the ARC for the past 2-3 years.  Therefore, the OTRS unfunded liability 

is being corrected.  This fact is not being discussed by the politicians and the media. 

IS THE OTRS DEFINED BENEFIT PLAN OUTDATED?  The problem with the OTRS 

pension system is the not the design plan (Defined Benefit).  The problem is not with the 

OTRS board of trustees or the administrative staff.  The problem was caused by 

legislative action that affected the contributions and benefits of the system.  If these 

legislative actions had not been taken, OTRS would now probably be 80-85% funded 

and would have been one of the best systems in the nation.  Other state pension plans 

would be looking at OTRS as the model pension plan, except for errors committed by 

the Oklahoma legislature. 

It appears that OTRS members are being asked to bear the brunt of past legislative 

mistakes. 
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POSSILE MOTIVES FOR CHANGING THE DESIGN PLAN (DB TO DC): 

Clearly there is not a major financial crisis facing OTRS at the present time.  Such 
problem did exist at one time but it is now being corrected in a very timely manner.  
If there is not a financial crisis with OTRS, then the question must be asked, “Why the 

rush to change the design plan (DB to DC, or a hybrid plan)”? 

One reason may be lack of information concerning the actuarial stability of the present 

plan.  Another reason is that legislators are caught up in the nationwide pension scare.  

A logical scenario for such a scare is as follows:  “Other state pension plans have a DB 

plan.  These other states are facing bankruptcy.  OTRS has a DB plan, therefore OTRS 

is facing bankruptcy”.  The only problem with this logic is that OTRS is moving toward 

actuarial soundness and not toward disaster.  

But there also may be a hidden agenda in the desires of politicians to change OTRS 

from DB to DC or a modified plan.  This could be an attempt to remove or reduce 

legislative responsibility to fund a good pension system  for teachers.  Going back to the 

basics of the DB vs the DC plan, a dedicated source of funding is necessary to provide 

for the benefits required in the DB plan.  But in the DC plan, benefits may vary with the 

contributions.  Thus there is no requirement, or a very limited requirement for funding 

the DC plan. 

Last fall, one of the state’s elected officials made a presentation to the Oklahoma State 

Senate Pension Committee.  The following statement by this elected official may shed 

some light on the motives for changing from DB to DC: 

“As you are well aware, many core functions remain underfunded and cost 

of delivering these services is increasing rapidly, especially in areas such 

as health care, education, and transportation infrastructure.  With 

tremendous competition for limited resources, the state will not be able to 

adequately fund core services without containing pension costs”. 

By looking at the actuarial summary on page 9 (Appendix A),the state supplied $ 301 

Million dollars to OTRS in the form of dedicated revenue last year.  It appears from the 

remarks made by the elected official to the Senate Pension Committee, it could be 

implied that the dedicated money going to OTRS could be reduced and re-allocated to 

the other underfunded core services.   
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SUMMARY AND CONCLUSIONS: 

1. OTRS is not in a financial crisis mode. 

2. In the past few years, OTRS has made, and is continuing to make great 

strides in reducing the unfunded liability of the system. 

3. Prior legislative action is responsible for the current unfunded liability of 

OTRS.   

4. There are very few positive benefits that attract prospective teachers to 

become employed in Oklahoma.  Our DB pension system is one of these 

few. 

5. Since the elimination of the unfunded COLA’s, the actuarial status of OTRS 

has greatly improved.  Radical changes in the design plan should not occur 

until enough time is allowed for the present program to fully materialize. 

6. The only valid information concerning the funding status of OTRS should 

come from the actuaries and not from politicians and the media. 

7. The present DB plan of OTRS is not an outdated plan.  It is only outdated if 

the legislators fail to properly fund the present plan. 

8. Changing the OTRS pension design plan (DB plan to a DC or modified plan) 

could be one of the most regressive legislative actions in the history of the 

state. 
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APPENDIX A 

 

 

ACTUARIAL SUMMARY OF OTRS 

AS OF JUNE 30, 2013 

 

FROM THE REPORT ITSELF: 

 From 2012 to 2013:  Reduced Funding Period from   22 years to 17 years 

     Increased funding ratio from 54.8% to 57.2% 

     Decreased the actuarial accrued liability by $ 385 M. 

Decreased the ARC (Annual Required Contribution) 

from 15.06% to 14.62%. (For the past 2 years, Actual 

Contributions have exceeded the ARC).  This is the first 

time this has happened in the last 10 years. 

(These calculations were based on an actuarial assumption of 8%, but OTRS 

return for the past 10 years is slightly less than 10% net of fees). 

(Also, calculations were based on a 5 year rolling average, not just the past year.  

This 5 year calculation included the recession year of 2008). 

 

SOURCES OF REVENUE (OTHER THAN INVESTMENTS) IN 2013: 

 Member contributions:      $ 290 M 

 Employer contributions:   $  400 M 

           State contribution:             $ 301 M 
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Comments by the actuaries during the discussion period: 

“Oklahoma Teachers Retirement System is in very good condition”. 

“OTRS with a 57% funding ratio is in much better condition than some other 

pension systems with 80% funding ratio”. 

“OTRS is reaching full funding in 17 years, basically because of the elimination of 

unfunded COLA’S a few years back. Prior to that time, the funding period could 

not even be calculated. It was infinity.  Now progress is evident each succeeding 

year.  Other states cannot see an end in sight, and with their 80% funding ratio 

they are losing ground rapidly”. 

“I would rather be in OTRS with 57% funding ratio and making substantial 

progress toward 100% than in other states with 80% funding and making negative 

progress”. 

“You can’t just look at the funding ratio (80%) in other states and draw a 

conclusion that they are in better condition than Oklahoma.  You have to look at 

the progress being made or not being made.  Other states with a higher funding 

ratio do not have a stable contribution source, while Oklahoma has a stable 

contribution source”. 

“The most important aspect of OTRS is that it is on an upward incline toward 

100% funding, while other states are on a downward decline”. 

“There is only a 4% probability that OTRS will go bankrupt”. 

“OTRS is not in a deep black hole with no way out.  This basically is just not true 

for OTRS, but it probably is true for some other states”. 

 

“If the design plan for OTRS was changed from a defined benefit plan to some 

other plan, the unfunded liability ($8 B) would still be there.  With the present 

plan, OTRS would reach full funded status in 17 years.  It would take 17 years to 

reach 100% funded status, if the present design benefit plan is frozen in place.  

So, changing design plans will not eliminate the $ 8 B liability”.  
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APPENDIX B 

"The Money Wasn't Stolen, but 

the Legislature Certainly Took It"  

A Non-Scholarly Rendition of One Slice of Oklahoma Folklore by 

Norman Cooper 

Executive Director, Oklahoma Retired Educators Association 

September, 2013 

The story’s been told so many times and in so many forms that it has entered into 

Oklahoma folklore. What story? The story's been told so many times and in so many forms 

that it has entered into Oklahoma folklore. What story? 

 

It’s the story about how the Oklahoma legislature stole tens of millions of dollars from the 

Teachers’ Retirement System in the early 1980’s, giving it to other start-up pension plans 

in our state. Theft of the money, in the eyes of thousands of active and retired educators 

over the years, is the reason why TRS became underfunded and settled into its redheaded 

step child status among Oklahoma’s state retirement plans in the decades since. 

 

People, of course, will remember what they want to remember, or least what somebody else 

has told them about the matter. 

 

Is the story that the legislature stole the money from TRS the truth, or is it fiction? Well, 

probably a little of both. 

 

Let’s start with the basics. 

 

In the late 1970’s and very early 1980’s, Oklahoma was blessed with a booming energy 

economy. Since the Teachers’ Retirement System depended on the gross production tax on 

natural gas as its primary source of state revenue, the retirement system was doing rather 

well financially. This prosperity was in spite of the fact that there were few retirement 

experts in Oklahoma, and little “scientific” evidence existed about how retirement systems 

should be funded or managed. According to people who lived through and/or were active 

participants in government and politics of the 1950’s through the 1980’s, TRS was not – 

and never has been – adequately funded. 

 

Today’s experts regard a retirement system with 80% or more funding as adequate to meet 

its obligations. If that is true, there appears no reliable evidence that TRS has ever been 

adequately funded since its founding in 1943. In fact, TRS’ ratio of funding to liabilities 

was as low as 38% as late as the middle 1990’s. 

 

Let’s get back to the story. Right around 1980, the Oklahoma legislature, noticing the 

positive flow of revenue into the Teachers’ Retirement System from a dedicated share of 

the gross production tax on natural gas, got an idea to “divert” revenue from the system to 

provide start-up funding for other systems, primarily municipal police and firefighter 
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systems. The legislative fix was to set an annual maximum of $125 million from the gross 

production tax for funding of TRS. Anything derived from the tax over $125 million would 

go to a special state retirement fund for other purposes, including start-up funding for new 

pension plans. 

 

Thus, money from the gross production tax above $125 million in any fiscal year that 

would have gone to provide funding for the Teachers’ Retirement System, was “diverted” 

to other uses. In fact, over the years from 1980 to approximately 1988, a total of more than 

$346 million was steered away from TRS. 

 

A funny thing happened in the middle-to-late 1980’s, however; Oklahoma’s booming 

energy economy gradually went bust, and that pretty well ended the diversion of funding 

from the gross production tax, since annual revenues dropped below the $125 million 

threshold. 

 

According to records of the Oklahoma Tax Commission, $346 million of money that could 

have gone to TRS actually went elsewhere. Is that the entire story? 

 

The real story is what would likely have happened to the $346 million had it been allowed 

to flow to TRS and then been invested like other system funds over the long haul of a 

quarter century. Tom Beavers, the long-serving and much respected Executive Secretary of 

TRS from approximately 1985 through his retirement in 2009, was known to have 

estimated on many occasions that the diverted funding would have acquired a market 

value of $3-5 billion, depending on market conditions at any given time. 

 

Whether the lesser or the greater amount, or somewhere in between, it does not take a 

pension expert to conclude that the $346 million would have had a dramatic positive effect 

on the funding level of the Teachers’ Retirement System. TRS would be much better off 

today, perhaps even adequately funded, if the money had not been diverted. Who knows, 

however, whether the legislature would have taken advantage of later opportunities to 

divert funds, and the system would still be underfunded today? The money went away, so 

we’ll never know. 

 

In approximately 2000, the legislature acted to change the basic source of dedicated 

revenue for TRS from the gross production tax on natural gas to a percentage share of the 

state’s combined personal and corporate income tax, sales tax, and use tax receipts. The 

theory behind the change, which recent history has borne to be correct, is that this 

combination of taxes will, in the long run, be more reliable and have a better chance of 

growing as state revenues increase with inflation and economic growth. Of course, as 

recent years have shown, legislative leaders have not been reluctant to attack these revenue 

sources as well, evidenced by several reductions in the state’s personal income tax. 

According to that colloquial Oklahoma expression, “If it’s not one thing, then it’s the 

other!” 

 

                                                                                                                                                                        


