INTRODUCTION

Yesterday’s financial promises often prove difficult to keep today. Nowhere in America is that clearer
than in public-sector pensions. In the education realm, public schools in many states are under the
double-barreled gun of rising costs and budget cuts. Nationally, teacher compensation comprises 55 per-
cent of total current expenditures in education (and that number rises to 81 percent when all school staff
are included)." A large and growing share of these costs goes to help fund retirement benefits. Between
2004 and 2010, district pension costs (not counting retiree health insurance) increased from 12 percent to
over 15 percent of salaries.” A recent report from the Pew Center on the States estimated that unfunded
public employee pension liabilities in the United States grew to $1.26 trillion during the 2009 fiscal year;
other studies estimate that the true liability is even higher.? As states attempt to pay down this liability,
pension costs for all public employees, including teachers, will likely keep rising.*

But what about teachers employed by public charter schools that are not required to participate in state
teacher pension plans? Do their retirement plans face the same challenges? What types of retirement
plans do they use?

Forty states currently have charter schools. In twenty-four of those states, teachers in charter schools must
participate in the state plan. But in the other sixteen states, charters have the option of participating in
the state’s pension plan for teachers, meaning the law offers access to the state retirement system but does
not require membership.’

How often do charters avail themselves of alternative options? And what do they do instead? Until now,
we’ve had little evidence on the matter.°

This paper examines data regarding the pension arrangements of “opt-out” charter schools in six states.
Not only is this information interesting in its own right, but it could also point to ways that other states
and districts might redesign their own teacher pension plans going forward.
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INTRODUCTION

In these pages, we address two main questions:

*  When given the option, how many charters choose to participate in their regular state (or local)
teacher pension plans, and how many do not?

* In the case of charter schools that do not participate in state plans, what—if anything—do they
offer instead?

We view this study as the first step in a quest to obtain reliable data about pensions in the charter sec-
tor. We hope these provocative initial findings may encourage discussion regarding how to restructure
traditional pension systems, with an eye to reforming policies regarding teacher recruitment, retention,
and quality, as well as retirement.

METHODOLOGY

Out of the sixteen states that allow charter schools the option of participating in state retirement
systems, we selected six states: Arizona, California, Florida, Louisiana, Michigan, and New York. We
chose these six because they contain large numbers of charter schools and comprise over 75 percent
of all of the charter schools that qualified for inclusion in this study based on state laws.

For each of the six states, we obtained a list of charter schools for the 2008-09 school year, along
with relevant demographic and geographic data, from the National Center for Education Statistics’
(NCES) Common Core of Data (CCD).” The National Alliance for Public Charter Schools (NAPCS) also
shared data on charter management and education management organizations (CMOs and EMOs) for
the 2008-09 school year.®

We obtained lists of participating employers for the six state retirement systems from annual reports
and direct requests.® The data on participating employers were matched as closely as possible to the
2008-09 school year. We merged these data with the NCES CCD school records for each state and
then organized the databases by school name, with a dummy variable indicating participation in the
state system. The combined databases allowed us to calculate an overall participation rate for each
state.!®

7. Participating employer data for California was only available for the 2010 fiscal year, so we used a list of charter schools for the 2009-10 school year from the
California Department of Education instead of 2008-09 CCD data.

8. National Alliance for Public Charter Schools, “Public Charter Schools Dashboard” (Washington, D.C,.: 2010), http://dashboard.publiccharters.org/dashboard/home.

9. The participating employer data for each state were gleaned from the following sources: Arizona (Arizona State Retirement System upon request, January 2009);
California (California State Teachers’ Retirement System upon request, June 30, 2010); Florida (Florida Retirement System annual report, June 30, 2009);
Louisiana (Teachers’ Retirement System of Louisiana upon request, fall 2009); Michigan (Michigan Public School Employees’ Retirement System comprehensive
annual financial report, September 30, 2009); and New York (New York State Teachers’ Retirement System upon request, 2008-09 school year).

10. In some cases, a school would appear once in the state system’s participating employer data but multiple times in the CCD data, disaggregated by campus or
grade range. As such, we marked all entries in the CCD database as participating employers in the state system.



INTRODUCTION

METHODOLOGY (continued)

Within each state, we examined the alternatives employed by a random 20 percent sample of schools
that chose not to opt in to their state retirement systems.!! We surveyed each sampled school to
identify its alternative retirement plan, if any. If it offered a plan, we also inquired about employer
contributions, vesting periods, and eligibility requirements. For California and Louisiana, we also asked
whether the school employees were enrolled in Social Security in addition to the school’s plan. Any
school that had been closed as of the 2008-09 school year was removed from the sample and
replaced by another school from the randomization. We attempted to secure a high response rate via
repeated follow-up calls and emails. Sample sizes and response rates for the random samples are
presented in Table 1.

Table 1: Sample Sizes and Response Rates for Random Sample

STATE SAMPLE SIZE™ RESPONSE RATE
Arizona 62 81%
California 20 80%
Florida 74 70%
Louisiana 18 89%
Michigan 41 80%
New York 17 74%

11. Due to the relatively small number of charter schools in Louisiana, we included in our phone survey all of the charter schools that opted out of the state retire-
ment system.

12. These sample sizes were adjusted once we discovered that five schools in California, six schools in Florida, and one school in Arizona were participating
employers in their state retirement systems, even though they had not been listed as such by the state—raising some fresh doubts about state data. Many of
the schools participated under the umbrella of their local school districts or colleges without the state’s knowledge. In addition, two New York schools told us
they were participating employers in the Teachers’ Retirement System of the City of New York. These schools in Arizona, California, Florida, and New York were
removed from the samples and not replaced, and the participation rates were adjusted accordingly (see Table 3 on page 8 for participation rates). Results are
based on the adjusted sample size, and response rates on the original sample.



