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Senator Beth Bye 
Representative Toni Walker 
Appropriations Committee 
Legislative Office Building, Room 2700 
Hartford, CT 06106 

 
Re: Confusion concerning the Cost of the Hybrid Pension Program 

 
 

Dear Representative Walker and Senator Bye: 
 

I write to you on behalf of SEBAC and its constituent higher education unions concerning the 
confusion that has been created by some about the State's new Hybrid Pension Plan.  The plan was 
created in 2011 as a true win/win - a way of saving money for the State while simultaneously solving 
certain critical pension problems for Union members.  And it has been highly successful in achieving 
both of these goals, saving millions for the State, while addressing two pension problems for higher 
education employees.   Those two problems were: 

1))    Absent unusual circumstances, the IRS requires that when employees are given a choice of 
retirement programs, they must make that choice when they become eligible to participate, and 
that choice is irrevocable.  This means that a new employee in a higher education institution - 
which typically require as much as 6 years to achieve tenure - must decide upon hire whether to 
enroll in our State's SERS pension system or the very different Alternate Retirement Program 
("ARP").  The problem is that the latter system - similar to a matched 401k program -- makes 
sense if you are not going to get tenure or even if you are likely to leave state employment in 15 
or fewer years.  The former system, a traditional defined benefit plan, makes much more sense 
for career employees and is weighted to encourage and reward long service for the State.  How 
is a brand new hire unsure even if he or she will make tenure supposed to decide between these 
opposite types of retirement product? 
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The Hybrid plan was our answer. It has benefits identical to the SERS plan, but includes an 
additional cash withdrawal option where the employee can receive his or her 5% contributions 
back, plus a 5% match from the State, and a guaranteed 4% interest. This plan would be about 
1.5% more expensive to the State than the traditional defined benefit SERS plan because of the 
withdrawal option, but because the employee actually pays 3% per year more in contributions, 
the net cost to the State is about 1.5% less than the SERS plan. And since the current SERS plan 
costs the State about 5% of payroll, the net State cost of 3.5% is about 4.5% cheaper than the 
ARP.  ( C u r r e n t  A R P  c o s t s  t h e  S t a t e  a b o u t  8 %  o f  p a y r o l l ) .  So either way, the 
State saves money, but the employee gets the ability to hedge his/her bets. 

 
2)  The State has about 12,000 people in the ARP, and evidence produced in a 2010 arbitration 

demonstrated that virtually none of them had been counseled or even given accurate written 
information about the benefits and risks of the ARP before they chose it -- in fact many were 
improperly steered or forced into the ARP. The 2011 Agreement gave these employees a one - 
time option of moving from the ARP into the Hybrid. Again, for these employees there is a 
substantial savings to the State because the normal cost of the Hybrid is so much less than the 
State's contribution to the ARP.  (The cost of employees hired before 7/1/2011 I the Hybrid is 
higher than the 3.5% for new employees, but still much less than the 8% cost of the ARP).  

 
Why then, has the Genera! Assembly sometimes been told that State costs have gone up 

when people move from the ARP to the Hybrid because it's a more expensive plan?   Phrased that 
way, the statement is simply false. We can say unequivocally that the H ybrid Plan is by far the 
cheapest of the pension programs for the State. What is, however, accurate, is that internal state 
costing protocols sometimes causes the choice of the Hybrid to benefit the General Fund at the 
expense of the Higher Education Operating Funds.  Here are the facts on that internal costing 
process. 

 
It starts with federal reimbursement rules. When the State (and some private grantors) 

reimburse the State for the costs of certain employees - and in the Department of Transportation, for 
instance, that reimbursement rate is sometime as high as 80% of the cost - the Federal Government 
allows the State to charge not just the actual cost for that employee's salary and benefits, but also for 
the unpaid debts (unfunded liability) from prior service under the plan.  In our State, for example, for 
many years before there was collective bargaining, the State often did not put the normal cost of 
pension plan contributions into the Retirement Fund.  As a result of this and several other factors, the 
State developed a substantial unfunded liability for its pension obligations, the vast majority of it, by the 
way, attributed to employees who were hired prior to July 1 ,  1984 and pa r t i c ipa ted  i n  the  
SERS T ier  I  p l an  (almost all of whom have already retired). That unfunded liability has nothing 
whatsoever to do with the cost of   salary or benefits for any current service, but nevertheless the State is 
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allowed to attribute it for reimbursement purposes to current employees.  T his is very helpful in the 
State paying for its unfunded pension obligations. The State is also allowed to add in a cost for its failure to 
provide funding for retiree health care, again in a way that has nothing whatsoever to do with the costs of 
providing salary or benefits to current employees. In other words, again the State can charge not just for 
how much it needs to put away today to keep its future promise of retiree health care, but also for how much 
it will need to pay, because for a generation it failed to put away money to pay for retiree healthcare. 

 
Under this scenario, an employee who chooses SERS or the Hybrid appears to be much more 

expensive than one who chooses the ARP. That's because all the unfunded pension debt is spread pro 
rata over each SERS or Hybrid participant, but not over participants in the ARP. And it's further 
exacerbated by the fact that while the unfunded retiree healthcare debt is spread pro rata over ARP 
participants as well as SERS participants, a complex costing protocol makes that retiree health care look 
much cheaper for ARP participants, even though the actual costs, benefits, and program are identical. 

 
How does this affect the Higher Education Institutions?  Not in the way it is sometimes 

suggested.   It has no effect on the General Fund dollars available for or expended by higher education 
institutions.  That is because the Comptroller reimburses the higher education  institutions for the full 
cost of fringe benefits for general funded employees (employees paid out of the block grants), 
regardless of how much unfunded liability is attributed to those employees. Since the majority of 
the employees moving from the ARP to the Hybrid are general funded employees, and since the 
majority of operating fund employees moving over are adjuncts who are by far the lowest paid 
employees in the system, those costing figures are grossly inflated if the Comptroller’s reimbursement 
of general funded employees is ignored.   

 
The sole impact on the Higher Education institutions of an employee choosing the Hybrid s 

Plan is on their operating funds, when employees are paid out of those funds. These employees, as we 
noted are typically adjuncts, do not have their fringe benefit costs reimbursed by the Comptroller.  So 
the result of attributing unfunded liabilities onto these employees who otherwise were in the ARP is 
that a small piece of the unfunded liability - a small piece of the debt that otherwise would have been 
paid by the General Fund - is instead moved over and laid upon the operating funds in Higher Ed. 

 
The Coalition and the Higher Education unions do not support this result, and continue to be in 

consultation with the Administration to address this unintended consequence of the creation of the 
Hybrid Plan.  It is certainly fine and indeed appropriate for the Appropriations Committee to be aware 
of and sensitive to that consequence.   But we judged it was best to write, so that the Committee would 
have complete and accurate information that takes into account the important role the Hybrid Plan 
plays in saving money for the State while at the same time providing a new and more flexible 
retirement option for employees. 
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We appreciate all of your efforts in this difficult budget year, and in a broader context the 

Coalition stands with you and many others in fighting for a budget that will really provide for the critical 
public services and structures upon which our families, our communities, and our economy depends. 

 
We thank you for your time and attention to this matter. 
 
     Very truly yours, 
 
 
      
     Daniel E. Livingston 
     On behalf of SEBAC  
 
DEL:drc 
cc:  Higher Ed Union Leaders 


