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Combining pension funds makes sense ethically, financially

RRSTAR.COM STAFF REPORTS
Posted Mar 08, 2009 @ 05:54 PM

Combining the state's pension funds would make sense for cost savings alone. But add the transparency and the ethical reform that would be gained
and the merger is irresistible.

State Treasurer Alexi Giannoulias visited the Editorial Board last week to explain his proposal to create one pension board called lllinois Public
Employees Retirement System (ILPERS) to handle investment activities. Now, three boards manage investing five pension funds.

Let us explain. There's TRS (Teachers Retirement System); ISBI (lllinois State Board of Investment), overseeing GARS or the General Assembly
Retirement System: JRS or Judges Retirement System; and SERS, (the State Employees Retirement System); not to be confused with SURS, the

State Universities Retirement System.

Confused? You don't know confused until you try to find out about these boards. Once you get the acronyms right — no small feat — their Web sites
are not exactly chock-full of information.

That would change under Giannoulias' proposal.

“We want to create an |LPERS Web site which will show every day where every penny is going, how we perform against different benchmarks, what the
long-term outlooks are, who's getting the business, how they are getting the business — make it as transparent a process as possible because these
pension funds have become just a cesspool of corruption and scandal and pay to play," he said.

In Illinois, the calculus is straightforward: The more boards, the more opportunity for political payoff. Federal prosecutors have proved that in their
Operation Board Games investigation, which already has resulted in the convictions of Tony Rezko and Stuart Levine and the indictment of William

Cellini.

The pension reform also would set ethical practices. For example, it would prohibit board members from receiving compensation in connection with any
investment.

Giannoulias says the consolidation could save %50 million to $80 million in lower administrative costs and management fees. Simple stuff, as he says:
When you have three asset pools and you combine them into one, your bargaining power is greater.

The concept is not revolutionary. California has merged its pension funds for years in CalPERS. Wisconsin has the Wisconsin Investment Board.
It's good news that Giannoulias has a powerful legislative ally in state Sen. Jeff Schoenberg, D-Evanston, who has sponsored the reform package.

It's bad news that Jon Bauman, the director of the lllinois teachers retirement fund, has stirred up suspicion and distrust in his opposition to the
Giannoulias plan.

In a press release last month, Bauman said the consolidation could increase investment risk and the potential for political influence; it fails to address
the debt of the pension system (which could be as high as $70 billion); and could cost $400 million in startup expenses.

We disagree. Where did Bauman get the $400 million figure? Giannoulias, on the other hand, can detail the $50 million to $80 million in savings from
increased efficiencies and economies of scale.

There's no reason to have this many pension boards, each with their own officials, managers and functionaries. No reason, that is, short of protecting
the status quo — the inefficient and expensive status quo in an economy that can't afford it.

No legislation will solve every problem of lllincis’ pension system, the nation's most underfunded, but providing sunshine is a good start. “When you put
your eggs in one basket, it's easier to keep an eye on that basket,” Giannoulias said. Sure enough, lllinois has had its share of rotten eggs.

Copyright @ 2009 GateHouse Media, Inc. Same Rights Reserved.
Original content available for non-commercial use under 2 Creative Commons license, except where noted
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: Continuing to ignore this growing. pm‘blem vmuld be

bEdltorlal_ | ;, %
le broken pension system

While resignation, impeadtment and appomtments
dominate the talk in Minois political circles, it's wise
to remember that the business of Iinois’ dysfunc-
tional government marches on. ;

Bills continue to go unpaid. Students ountmue to
attend classes in snbstandard buildings. Historic sites
and parks remain shuttered, Critical state services
continue to go underfunded and understaffed. ¥

And mlnms hadly broken public pension system.

.. pets worse, State
Z . unfunded pension
b'l'he ISSIIE' . - . liability has reached
. epicproportions, bal-
> Why care l( lllinois looning t $54.4 billion,
pensh:m syslem is hfaken? Treasurer AlexiGian-
B noulias reparts. That's
o a$¥Dbillion increase
m}ustmemrmthedﬂemnwbmm inthe’
five pension funds and what is owed to employees in
benefits. The state made this mess by failing to make

_payments, increasing debt and incurring interest
costs, he said. With the addition of a remsion. *mest
.eges are'in danger of.

cracking.™
Tt is agninst that' ba::kdropthaﬁhe Operation
Board Games investigation marches on. Investigators
have focused onan alleged. s?miﬂmn scheme gimed

_at squeezing kickbacksout of .companies seeking .

business from the:state. More than a week hefore the
governor's Tuesday arrest, Mr. Giannoulias told our
editorial board, “The cost of corruption is real.” He
said that if power brokers hadn't killed a similar
reform plan which was floated in 2003 “the state retire-
ment systems would have saved substantlal amounts
of money over the last five years."

-Not surprisingly, that 2003 plan was doomed by
William Cellini, Tony Rezko and Stuart Levine, all of
them Blagmevmh allies, and all of them implicated
in US. Attorney Patrick Fitzgerald investigation of
corruption in Tllinois government.

‘To fix what is so horribly broken, at least in the pen-
sion system, the treasurer Is advocating a two-prong
approach based on efficiency and transparency.

First, he would merge the investment functions
of Illinois' five pensions system for state workers,
teachers, judges, universities and the General Assem-
bly into a single Hlinois Commission on Government
Farecasting and Accountability. That move alone, he
said. would save taxpayers up to $862 million each year
in administrative costs and management fees. ft dlso
could increase the rate of return on the investment
since larger pools of cash would he invested.

At the same time, he would offer tough ethics’
reforms. For'example, board members would be barred
from doing business with companies that do business
with the system, a change meant to'end to scams like
the one recently in the Teachers' Retirement System. It
would eliminate so-called finders fees and other gifts to
board members and weuld ban vendors with contracts
of over $50,000 from maling political contributions. It
also would bar members from running for or. sarving
inelected office while on the board,

Mot surprisingly, good government groups are
applauding the sthics component. They are right to
do'so, Given the state’s most recent ethical black eye,
these changes should be made sooner rather than later:
The merger component has proven far less popular in
& number of circles,’ inciudqmajgmemlks at the Teacher

grests th
necessarily perfect. Itis, however, a good place to start
to tackle this critical issue. Mr: Gianncu.llas alsg said
that if just one.of the two components of his plan is
adopted, the pension system will be better for it. We've
no doubt he’s right dind urge Inwmakers, fresh from the

. stench of the governer’s arrest, to quickly take up the
ethics component to ensure that there is no hmt of the

-t:»play pu.lltms in the mulﬂ-b[ﬂlon doll.'!r penswn

We commend the treasurer for noi' only hrmgmg
attention to the issue, but for trying to do samething
ahout it. And ' we challenge critics to show what, if
anything, they can do to make it better. And then do it

mlh.lng less tha.n. wall crhnlna].
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A chance for lllinois pensions

By The Quad-City Times | Thursday, December 04, 2008

Bureaucratic wagons are circling against lllinois State Treasurer Alexi Giannoulias’ clear-headed approach to the
state’s public employee pension mess.

lllinois has five separate pension funds managed by three separate boards. Together, they have 300 employees.

Giannoulias proposes merging administration of these funds to cut overhead and reduce the impact of political
influence and corruption.

Already, some of the employee groups are reacting predictably with complaints that can be summarized thusly:
Leave us alone. We can get along fine by ourselves.

But they aren’t by themselves. Several analyses rank lllinois’ unfunded pension obligations as the worst in the
nation. Unfunded pension debt — the amount expected to be owed to future retirees versus the money expected
to be paid in — exceeds $43 billion. So, taxpayers have to kick in to help cover the $1,900 to $3,100 per month in
retirement payments guaranteed to about 270,000 retired teachers, judges, legislators and other public
employees.

Giannoulias’ plan isn't much different from what lowa has been doing for decades. The only difference is lowa
doesn’t have a history of politically connected appointees manipulating investments and skimming off a share.
We hope public employees and their representatives embrace this opportunity. The fact is, they can’t go it alone.
They rely on taxpayers for more help. By collaborating with Giannoulias, the public employees groups have an
opportunity to cut overhead expenses and provide a bit of help to taxpayers.

© Copyright 2009, The Quad-City Times, Davenport, 1A



Our View: Public must demand crackdown on corruption
Journal-Star, Peoria, IL
Published Sunday, January 18, 2009

With Gov. Rod Blagojevich staring down a trial in the Senate and federal corruption charges waiting in the wings,
this state has a well-eared reputation to live down, and the trust of its citizens to win back.

While politicians and prosecutors continue to do their best to escort the guv off the stage, some folks are already
looking ahead to prevent similar trouble. Among them is Lt. Gov. Pat Quinn, who recently set up an ethics panel
to weigh potential changes to state law. The lllinois Reform Commission will be headed by former federal
prosecutor Patrick Collins, who unquestionably has the chops for this gig after putting former Gov. George Ryan
behind bars and once writing in the Chicago Tribune that "lllinois’ bipartisan corruption virus is a particularly
resistant strain."

His report is due in April, which may not be soon enough, as far as most of the public is concerned. Indeed,
according to a new poll from the good-government crusaders at the lllinois Campaign for Political Reform, three of
five lllinoisans believe Blagojevich's alleged actions aren't uncommon. That's a stunning distrust of state
government.

Herewith, some suggestions for the panel and the Legislature to consider to bolster that trust:

e The commission includes Peorian Brad McMillan, who'd like to see legislative redistricting tackled.
When gerrymandering guarantees the outcome of a political race, it discourages good people from
challenging. lllinois needs leaders with integrity, most of all.

e Reform the lllinois Executive Inspector General's Office, which has become a spot for ethics problems to
be dealt with secretly. A damning 2004 report on how the Blagojevich administration twisted and skirted
state hiring practices was only made public at the demand of Attorney General Lisa Madigan. Otherwise
the only folks who see the results of investigations are the head of the affected state agency - a
gubernatorial appointee - and the governor's office. The state's current inspector general wants that
changed. The Legislature should listen.

e Consider the state pension reform plan proposed by state Treasurer Alexi Giannoulias last month. No
legislation may remove politics entirely from the system looking out for the state's retirees, but two names
- Tony Rezko and Stuart Levine - should tell you that, at the very least, the state should be able to keep
the felons' hands off of it.

e Think about campaign contribution limits. lllinois remains the "wild west" of campaign finance law, with
few limits placed on donors. The recent ethics law bans donations from companies hiding state contracts
worth more than $50,000 or bidding to get them. But that's just donations to statewide officeholders and
candidates. There are at least two clever ways around that rule already - in money given to state party
organizations or to the committees run by the four legislative leaders. That money is then doled out to
candidates in need. Those loopholes are big enough to drive an armored Brink's truck through.

The lllinois Campaign for Political Reform also has some ideas, including a system of voluntary campaign
financing of judges, requiring elected officials and appointees to report more detailed information on their debts
and investments, giving more power to the State Board of Elections and making it easier to get a hold of public
records under the Freedom of Information Act.

Another law won't clean lllinois of corruption. Let's face it, the law is irrelevant to bad people. But that's hardly an
excuse not to try. Ultimately it's one more way for fed-up lllinoisans to measure how honest their elected officials
are in this "everybody does it" political culture, and hold those who fail the test accountable at the ballot box.

Again, the power of the people and an aggressive U.S. attorney are the best ways of ensuring that politicians
police themselves and serve the public better.
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A better way
- with pensions

UPPOSE you
could get better
financial services
at a lower cost.
Would you want the
deal?Ina heartbeat.

mm____r
Alexi Giannouliag is of-
fering state retirees and
taxpayers just that with
his plan to combine the
investments of the
state’s pension plans.
The plans and retiree
benefits would remain
separate and wouldn’t
change. It would just be
that one set of money
managers would handle
investments, not the
three sets that do so
now. :

; Gza;mluu!_las estl-»
mates the state could
save $50 million to $80
million a year through
lower administrative
fees and elimination of
duplication. Money =~

managers charge a per- -

centage of the amount
they're managing. The

larger the amount, the -

- lowet the percentage.

- Ilinois has the most

'underﬁmded pension
system in the nation,

so having those extra
dollars to meet retire-
ment obligations rather
than pay for overhead
would be a blessing in-
deed. :

The proposal also

brings with it a new pro-

fessionalism. Members
of the board who would
oversee the investments
would need at least five
of financial experi-
ence and would be
bound by stringent
ethics rules. No more
pay-for-play appoint-
ments and the corrup-
tion that has tainted Illi-

' nois’ pension system.

People who want .
good government love
tlus plan. But unbeliev- .
ably, some union leaders
and pohtlcal insiders are
fighting it. They’re con-
cerned about protecting

 their power and the sta-
" tus quo, not the good of

retirees and the taxpay-
etSu : .: . e i
This is an idea that’s
long overdue. We urge
ouriocallawmakers, P

‘state employees/
- retirees and taxpavers
 togetbehindit.



