
2012 Update:

Iowa Public Employee 
Retirement System

Background
As a result of the economic downturn in 2008, the Iowa 
Public Employees’ Retirement System (IPERS) recorded a 
–16.27 percent investment return and a loss of $4.358 bil-
lion in fair market value in FY 2009. In addition, because 
IPERS was unable to fully fund the annually required 
contribution (ARC) over many years due to statutory 
limitations in employer and employee contributions, the 
plan’s unfunded liabilities grew by $1 billion. From FY 
2002 through FY 2009, the plan’s unfunded actuarial 
liability was so large that it had an infinite amortization 
period, meaning that with existing contribution levels, 
the unfunded liability would never be paid off.

The plan’s Benefits Advisory Committee (BAC) con-
ducted a comprehensive analysis of all possible adjust-
ments to the IPERS system and, along with IPERS staff, 
determined that the system could not rely on invest-
ment recovery alone and that systemic changes were 
needed to ensure the plan’s sustainability. 

Therefore, in 2010, the Iowa legislature enacted pension 
reforms based on the recommendations of the  
BAC and IPERS staff. The following adjustments affect-
ing members of IPERS’ regular class will be effective 
July 1, 2012:1

• The vesting period for new employees will increase 
from four years to seven years.

• The reduction for early retirement will increase from 
three percent to six percent for each year before age 
65. 

• The number of years used to calculate highest 
average salary for benefits will increase from three 
years to five years.

• The amount that the combined employer and 
employee contribution rate can be raised or lowered 
annually will change from 0.5 percent to one 
percent.2

• There was a one-time increase of two percentage 
points (11.45 to 13.45 percent) in the total employee 
and employer contribution rate effective July 1, 
2011. Before a contribution increase of 0.5 percent in 
2008, the legislature had not changed contribution 
rates since 1979.3 

The reform package included transitional provisions to 
alleviate concerns about the changes described above. 
IPERS members are provided with a “benefit snapshot” 
that allows them to choose between the benefit calcu-
lated using the highest average three years of salary 
as of June 30, 2012, or the benefit calculated using 
the highest average five years of salary as of the date 

Funding Status (see Notes)

Plan Summary Before 2010 Plan Changes After 2010 Plan Changes 

Plan Type Defined Benefit Defined Benefit

Contribution Rates

Combined member and employer contribution: 
11.45% (increased by 0.5% per year from 9.45 
beginning in FY 2008; 40% employee and 60% 
employer)

Combined member and employer contribution: 
13.45% (employee: 5.38%/employer: 
8.07%). Combined rate may change up to 1 
percentage point annually (40% employee and 
60% employer).

Funding Formula

2% x highest average salary (HAS) x years of service 
(for first 30 years); 1% per year for subsequent 5 years 
(max 65% HAS). HAS based on highest 3 years 

Lifetime monthly benefits reduced by 3% x the number 
of years the member receives benefits before meeting 
one of three normal retirement rules.

No changes to formula or maximum benefit 

HAS based on highest 5 years 

Lifetime monthly benefits reduced by  
6% x the number of years the member 
receives benefits before age 65. 

Membership
As of June 30, 2011, 164,467 active (decreased by 0.72 percent from June 30, 2010), 32,452  
inactive, and 98,540 retired members.



of retirement. This assures that no employee will be 
forced to receive a lower post-reform benefit.
According to Iowa law, contributions are divided 
60 percent/40 percent between the employer and 
employee, respectively.5 Since the statute outlines pro-
portions for contributions, there were limited concerns 
that employees would be required to contribute more 
without employers also contributing their share. 

Results to Date
In 2010, as a result of strong investment performance  
and changes in projected benefits that reduced normal 
costs as well as unfunded liabilities, the amortization 
period decreased from infinity to 34 years. Further, 
in 2011, continued strong investment performance 
(which produced a gain of $65.7 million), coupled with 
increased contributions and lower-than-expected salary 
growth, maintained the amortization period of 34 years, 
which is expected to decrease as the benefit changes 
and further contribution increases go into effect in 
FY13. 

According to Chief Executive Officer Donna Mueller, 
IPERS leadership expected an increase in retirements 
due to the impending changes in the final average sal-
ary (FAS) calculation. This retirement boom has not 
materialized, possibly because in the last two years, 
local governments offered early retirement incentives 
and the state offered a retirement incentive in fiscal 
years 2010–2011. Therefore, those who were considering 
retirement are likely to have already retired. Further, 

because some local governments are expected to begin 
increasing salaries after several years of pay freezes, 
employees may be working longer to increase their FAS 
prior to retirement. 

IPERS completes an actuarial experience study every 
four years, at which time actuarial assumptions are 
reviewed and affirmed or modified. A coding error in 
the actuarial software used in the 2005–2009 experience 
study resulted in adoption of inappropriate mortality 
assumptions for a segment of the regular membership. 
After correcting the programming error, revised mortal-
ity assumptions were approved by the Board, which 
resulted in an increase in the actuarial liability of $411 
million. 

Future Plans
According to Donna Mueller, IPERS has been asked to 
revisit the possibility of a hybrid plan that would add a 
defined contribution plan to the existing current defined 
benefit plan. Between 1998 and 2002, IPERS and the 
BAC had considered creating a defined contribution 
plan to supplement the current defined benefit plan. 
However, at that time they found that personal dispos-
able income among public workers was insufficient to 
consider adoption at that time, so no in-depth analysis  
was conducted to determine its feasibility or savings.5 
Some state legislators preferred this option, but lack  
of support prevented it from serious consideration at 
that time.

Endnotes
1  IPERS has had the authority to adjust contributions for protection 

occupation class members, so they were not behind on paying con-
tributions for this occupation class when the recession hit. There-
fore, these membership groups were not subject to the changes.

2  This limitation does not apply to the one-time increase effective 
July 1, 2011.

3  “IPERS Law Changes,” Iowa Public Employees’ Retirement  
System, page 1, updated April 27, 2010.

4 Iowa Public Employees’ Retirement System, Actuarial Valuation 
Report as of June 30, 2011.

5 Iowa Code § 97B.11

6  Interview with Iowa Senator Steve Kettering (R), March 2, 2011.
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Funding Progress (for dollar values, in millions)4 

Year
Actuarial Value  

of Assets
Actuarial  

Accrued Liability UAAL* Funded Ratio Covered Payroll ARC

2011 22,575.3 28,257.1 5,681.8 79.9% 6,574.9 568.4

2010 21,537.5 26,468.4 4,931.0 81.4% 6,571.2 501.9

2009 21,124.0 26,018.6 4,895.0 81.2% 6,438.6 473.1

2008 21,857.4 24,522.2 2,664.8 89.1% 6,131.4 432.8

2007 20,759.6 23,026.1 2,266.8 90.2% 5,781.7 411.9

*Note: The steep increase in UAAL between 2010 and 2011 is the result of a software coding error in a 2005-2009 experience study, which 
failed to project future mortality improvements among regular employees and, as such, understated the liabilities and costs. Revised mortality 
assumptions were adopted in 2011 and are reflected in the 2011 Actuarial Report. 
** Note: The 2010 reforms allow IPERS to set contribution rates based on the actuarially required contribution (ARC) beginning in 2013; 
however, rates cannot change more than 1 percent per year. 


