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In review

deﬁned benefit (DB) retirement pléms and, ultimately, to extinguish unfunded pension
the legislature enacts legislation that raises contract impairment issues, non-impairing

The report presents analyses of five hypothetical Scenarios to possibly meet the Actuarially Reguired Confributions or "ARC"
liabilities. The legal analysis emphasizes that with certain benefit and funding changes, contract impairment issues arise and tha
alternatives should be thoroughly analyzed and considered, if not enacted. The policy analysis compares benefit and funding cha
retirement policy. The fiscal analyses assume a goal of immediately achieving a 30-year amortization period using ARC fundir
consequences and implications for state and local governments. The fiscal analyses also point out that there are inherent risks whe

Purpose

The purpose of this appendix is to present actuarial funding and benefit policy benchmarks as a starting poi
thoroughly analyze benefit changes and funding alternatives that do not raise contract impairment issue.
this appendix can provide a framework to help SAVA complete its statutorily required analysis of and

Guiding principles
The material presented in this appendix is framed by the following two policy principles adopt
1. A retirement plan should provide a foundation for finangi ity i
2. Pension funding should be a contemporary obligatio

Organization

This appendix is organized as follows:
Tables B1 through B7 - Amortization goals by retirement plan

Tables B8 and B9 - Minimum benefit parameters for new hlres

Table B10 - Beneﬁt change alternatives for new hires:onl:

Table B11 - Template for funding source analysis:

Next Steps

The last page of this appendix presents questions tha, if answered by committee action, would allow legislators and other to pursue further analysis of benefit and funding alternatives that do not raise contract impa/i\rment issues.
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HYPOTHETICAL AMORTIZATION GOALS AND TABLES B1 THROUGH B7

Policy Principle Adopted by SAVA: Pension Funding Should Be a Coﬂié,}}iﬁzi}my Obligation.

Purpose: Tables B1 through B7 were created based on the pensmn funding policy principle adopted by SAVA that funding should-be a contemporal'y obli g egin the dlscpssmn the tables set out for each retlrement plan a
15-year schedule for reaching a 30—yea1‘ amortization perlod and a 30- -year plan for achxevmg 100% fundmg with a 15% cushlon for actuarial ﬂ ' |
(1) a short-term goal of not overburdemng current taxpayers which could be caused by having too short a schedule for ach
(2) not pushing funding obligations too far into the future by having too leng of a schedule; and
(3) ensuring plan assets that are sufficient to pay benefits and that keep the plan's funded ratio at 80% or better.

The information in Tables B1 - B7 illustrate how the legislature could approach establishing a long-term funding plan to reach 4 : of 100% funded, by setting hypothetical target amortization periods. After target
amortization periods are set, then the legislature can request actuarial analysis to determine funding needs and how the plan s funded ratio w111 be affected,

analysis for Tables B1 - B7 should be adjusted accordlngly

Notes: In Tables B1 through B7:
** means actuarial analysis is needed to match the RAF with the target amortizatio

Table B1
TRS 2030 2035 2040
Target Amortization 0 years -- no unfunded
Period 30 yrs 20yt 10yrs liabilities
Required Additional 35304 A
Funding (RAF) 2011 : i ﬂt' ) * * (for 15% cushion and
(2011 valuation stabiization fund)
Funded Ratio (market
value) x % X % X% 100% or more
— — |
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Table B2

" PERS

Target Amortization Period

Required Additional Funding (RAF)

Funded Ratio (market value)

Table B3

( SRS

Target Amortization Period

Required Additional Funding (RAF)

Funded Ratio (market value)

Table B4

GWPORS

Target Amortization Period

Required Additional Funding (RAF)

Funded Ratio (market value)

2035 2040
0 years -- no unfunded
10yrs liabilities
L]
Kk
(for 15% cushion)
X% 100% or more
2035 2040
0 years -- no unfunded
10yrs Tiabilities
Hox
K
(for 15% cushion)
X% 100% or more
2025 2030 2035 2040 ]
0 years -~ no unfunded
30 yrs 20 yrs 10 yrs Habilities
3.8% 4 f ok *
(2011 valuation) € } " (for 15% cushion)
x % x % X% 130% or more

Page3of 9




Table B3

|_ HPORS 2015 _ 2020 2035 2040
Target Amortization Period 0 years -- no unfunded
40 yrs 33 yrs 10yrs Tiabilities
Required Additional Funding (RAF) ok o " "
(see note) (for 15% cushion)
H Funded Ratio (mar]fet value) <% X% <% <% 100% or more

ary. To conform to best practices, license fee revenue should be credited to the state
nue; or (2) each legislature should appropriate sufficient general fund revenue to

0
general Jund. Ifthat change is made either: (1) the employer contribution rate should be increased suﬂ‘ iciently to repiace the foregone lice
replace the foregone license fee revenue.

Table B6
MPORS 2030 2035 2040
Target Amortization Period 0 years -- no unfunded 0 years -- no unfunded 0 years -- no unfunded
labilities liabilities liabilities
Required Additional Funding (RAF) - - sk
(see note) {for 15% cushion)
Funded Ratio (market value) X% X% 100% or more
Nofte: The state general fund supplemental conmbutron is 29 jal ar : ut ns-can be reduced while still meeting these goals, then the supplemental general fund contributions could be reduced,
Table B7 _
I FURS - | 2011 Valuatior 12020 2025 2030 2035 o 2040
I?mget Amortization Period Syrs 0 years ~- no unfunded 0 years -- no unfunded (0 years -- no llxnﬁlnded { years -- no unfunded
liabilities liabilities liabilities liabilities
Required Additional Funding (RAF) - ox ' o - ok

(see note) {(for 15% cushion)

Funded Ratio (market value) < % X% <% <% 100% or more

Note: The state general fund supplemental contribiution is 32.61%. If actuarig

analysis indicates that contributions can be reduced while still meeting these goals, then the supplemental general fund contributions could be reduced,
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Discussion: The purpose of any retitement plan, whether a defined benefit, defined contribution, or hybrid plan, is to provide the. member with in¢
will meet the policy principle, several questions need to be answered: (1) How much income will the member need from the plan?; (2) How will:the purchasing ; pow
How many years should the member have to work to receive a full (unreduced) benefit? (4) At what minimum age should the memb
decision about the amounts members and employers would need to contribute to the plan now and through the member's career
As a starting point for discussion, Table B8 sets out policy parameters that an actuary could use to calculate the retirement incoth
retirement, The parameters reflected in Table B8 mark the point at which, if benefits for future members are cut below these line;

Legal note: This table would apply to new hires only. Any benefit reduction or contribution increases without a respective b fit enhaticy

Table BS

HYPOTHETICAL MINIMUM RETIREMENT PLAN PARAMETERS FOR NEW HIRE' 'AND TABLES B8 AND B9

% of income at retirement needed to
provide a foundation of financial
security, and the final salary base

Minimize erosion of
benefit's purchasing power
after retirement

Years of Service for Nori
Retirement

Policy Principle adopted by SAVA: Pensions should provide a faundd!i@n for ﬂnancial securi

havg 1

e before receiving'a:

retirement

S
o

\;

e

recognized "retlremen ", To assess whether a new retirement plan
he'member's initial benefit be protected against inflation? (3)
uced) benefit? The answers to these questions drive the

¢ sufficient assets to provide the‘ificome in retirement anticipated under the policy principle.
by the policy principle that a pensicn should provide a foundation for financial security in
culd fail to sustain SAVA's adopted principle.

ent for current members would raise contract impairment issues and invite litigation.

tetirement Age

Minimally acceptable
benefits for PERS or
TRS

(Mo pradiuedy

50% of pre-retirement income HAC

= average of highest 5 years

Pian should provide minimum of
50% of pre-retirement income.

Assumes Social Security will replace

20% and personal savings will
replace 10% of pre-retirement
income. In total, the three sources

would 80% of pre-retirement incom

1.5% GABA after 3 yrs

Benefit increases after
retirement are necessary to
keep benefits' purchasing
power from eroding and
should be pre-funded by
contrlbutmns and

Alternative: "Rul

Vesting Period

Employee contributions as
share of the normal cost of
benefits

Employer contributions as
share of the normal cost of
benefits

& should not be

1g1bll1ty criteria,
":,6_7 reflects experience
1 tirees living longer.

Alternatives: Age 67 and
vested; or "Rule of 90"

7 yrs

Reflects a means to
reduce the employer's
plan funding risks and
risk of turnover., A
longer time-period until
a member vests in the
benefit creates or
increases a recruitment
risk.

65% of normal cost

Reflects the idea fhat
employees should coniribute
a larger proportion of the
normal cost of their benefits
because the employer, not the
employee, bears the financial
and actuarial risks

35% of normal cost

Reflects the idea that the
employer should contribute

a smaller proportion of the
normal cost of plan benefits -
because the employer, not
the employee, bears the
financial and actuarial risks

Minimally acceptable
benefits for public
safety retirement
systetmns

SRS
GWPORS
HPORS
MPORS
FURS

70% of HAC at full retirement, if

not covered by Social Security, but
50% of HAC if covered by Soc. Sec.

Reflects goal of 80% income
teplacement and assumption that

Soe. Sec. and personal savings will

make up difference, noting that
members of HPORS, FURS
MPORS are not covered by

jistment upward
from traditional 20-year
rvice career for public

ty professionals and the
niployer's need to retain
qualified employees and to
reduce plan costs. Also
reduces employer's risk
created by members retiring
eartier.

Age 55

Reflects that in public safety
systems, most public safety
employees start young but
because of job stress retire
earlier than non-public
safety employees. Adding
the age criteria reduces plan
costs by reducing the -
number of years the benefit
be paid.

7 yrs

same as above

65% of normal cost

same as above

35% of normal cost

same as above
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HYPOTHETICAL BENEFIT CHANGES BY PLAN IF MINIMUM POLICY PRINCIPLE BEN EFITS WERE' PROVIDED TQO NEW HIRES

tinal cost of benefits for new members fo a retirement plan is less than
he employer contrlbutlons could be used to pay off unfunded liabilities. The

Purpose: The normal cost of the retirement plan benefits is lower for fewer or less valuable retirement benefits as compared to more valuable beneft
the normal cost for rnembers eligible for a previous, higher level of benefits and lf salary-based contributions are held constant for all members, more; 0!

Retirement System (MPORS) and the Firefighters' Unified Retirement System (FURS) are included in Table B9 because, althou
and their respective could status. Additionally, the legislature has previously desired to keep benefits for the public safety profe;

Comr!bution amounts. An actuarial analysis to determme the normal cost of the hypothetical benefits (altogether) illustrated i n’

Table B9
. Benefit multiplier and Post-retirement Years of service for Emy; j/ee contributions Employer contributions
Retirement Plan . .
average salary benefit adjustments normal retirement
PERS ¢ Each year of service | GABA is effective 30 years of service ¢ fiormal cost of benefits for new hires When the normal cost of benefits for new hires

credited at 1.66% after 3 years known, this block will show the employee is known, this block will show the employer

* HAC = Average of' 5 contrlbutlon rate at (a maximum of} 65% of the contribution rate at (a maximum of) 35% of the
highest years normal cost and stated as a percentage of salary | normal cost and stated as a percentage of salary

TRS « Each year of service | GABA is effective Same as above. Same as above.

credited at 1.66% after 3 years.

e HAC = Average of 5
highest years service "

é\)% “Jo
\ _u‘ﬂ
continues on the following page
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| . ' Benefit multiplier and Post-retirement Years of service for Normal Vesting Employee contributions Employer contributions <I _
Retirement Plan . . . . :
average salary benefit adjustments normal retirement retirement age Period G - N
" HPORS s 28% 1.5% GABA after 3 25 years Age 55 7 years When the normal f benefits for new hires | When the normal cost of benefits for new hires
»  No Social Security years is known, this bloc c will show the employee | is known, this block will show the employer
¢+ HAC =average of contribution rate at (amaximum of) 65% of the. " | contribution rate at (a maximum of) 35% of the
highest 5 years normal cost 'gl_d"sta a percentage of salary | normal cost and stated as a percentage of salary
SRS + 25% 1.5% GABA afier 3 25 years Age 55 Same as- bove. Same as above.
s Social Security years i
" * HAC = average of
highest 5 years
GWPORS * 2'0% . 1.5% GABA afer 3 25 years Age 55 Same as above.
s Social Security years
*»  HAC = average of
highest 5 years
MPORS + 28% 1.5% GABA after 3 25 years Same as above.
*  No Social Security years
*Actuarially « HAC = average of
sound highest 5 years
as of 2011
valuation
FURS « 2.8% 1.5% GABA after 3 25 years Same as above. Same as above.
*  No Social Security years
*Actuarially *+ HAC = average of
sound highest 5 years
as of 2011
i valuation

Page 7 0f 9



POSSIBLE NEXT STEPS

After considering the benefit and funding goal alternatives presented in this report the LFC, the SAVA, or an 1nd1v1dua1 leglslator may want to provide direction to staff by answering
the following questions: .

1. Does the committee/legislator want to start with the amortization period goals outlined i in Tables B1 threu 'h B72:
+ If the answer to Question 1. is: (a) "Yes", then go to Question 3; or (b) "No", then go to Question |

gh B7?
, stop here and explore other approaches.

he goals utlined in Tables B1{
to Question 3; o

2. Does the committee/legislator want to start with amortization period goals different fre
« If the answer to Question 1. is: (a) "Yes", specify the amortization goal for each pl

3. Does the committee want to ask system actuaries to determine what the "required additi
goals identified under Question 1.a. or 2.a.? :
 Ifthe answer to Question 3 is: (a) "Yes", then go to Question 4.; or (b) "No", stop here an,

Bu_tion" or RAF would be in order to meet the amortization period

4. Provide a specific answer to the following question:

a. The current rate of return assumption is 7.75% annually. What rat o

b. A hypothetical range of benefits and pension plan criteria is pg‘owded in Ta
provided in Table B9 does the committee/legislator want to
(specify)
(spemfy)

Table B10 on the following pages provides a hypothetical i
percentage of salary, that the actuarial valuation by incorporat
required additional funding line, the subsequent blocks und
_ committee/legislator wants.

th answers fro the ﬁuéstmns above can produce. Once the percentage—of salary number is known and plugged in to the
ogntages can be filled in by identifying the portion of the percentage to be contributed from whatever sources the
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TEMPLATE FOR HYPOTHETICAL FUNDING AMOUNTS AND FUNDING SOURCE ANALYSIS

Purpose: When completed, Table B10 can illustrate how various funding sources could be used to meet the amortization period goals outlined in Tables B1 and B2 for each pension plan, (Other amortization period goals could be

substituted for the goals listed from Tables

@o B2.) The table uses PERS and TRS as examples, but will work with any of the pension plans. When the leglslature is considering changes to the retirement plans, this type of chart

could be created for each pension plan proposed for change and used to show how much money (as a percent of salary or as a dollar amount) would have to come from the funding sources listed to meet amortization period goals, The
numbers used in these tables are strictly hypothetical examples. If actuarial analysis is requested as outlined in Tables B1 through B7 actual numbers could e filled in.

** means actuarial analysis needed to match RAF with amortization schedule goals

PERS

As of FY 2011
Valuation

As of FY 2015

Valuation

Target Amortization Period

does not amotrtize

As of FY 2020
Valuation

45 yts

As of FY 2035
Valuation

As of FY 2040
Valuation

10 y1s

no unfunded liabilities

Required Additional Funding (RAF)

Employer contribution rate increase

not applicable

not applicable

LL)

0% of salary

*k

(hypothetically 3.5%

*¥

(hypothetically 3.0%)

0.5% of salary

*%k

(hypothetically 1.5%)
HES ]

none

TRS

Amortization goal

Valuatlon

Valuation

5 0.5% of salary 0.5% of salary
6 | Supplemental General Fund not applicable 0.5% of salary of 0.5% of salary 0% of salary 0% of salary
7 | Other source A not applicable 1.0% of salary %'of salary 1.0% of salary 0.5% of salary 0% of salary
8 | Other source B not applicable 1.5% of salary 1.5% of salary 1.0% of salary 0.5% of salary 0% of salary
As of FY 2011 As of FY 2025 As of FY 2030 As of FY 2035 As of FY 2040

Valuation

Valuation

Employer contribution rate increase

0.5% of salary

71 yrs 20 yrs 10 yrs no unfunded liabilities
* K *%
Required Additional Funding (RAF) not applicable (hypothetically 2.0%) none

(hypothetically 2.5%)

1% of salary

1.5% of salary

1% of salary 0.5% of salary
Supplemental General Fund 0.5% of salary 1.5% of salary 1.0% of salary 1% of salary 0% of salary
Other source A 0.5% of salary 0.5% of salary 0% of salary 0% of salary 0% of salary
Other source B 0% of salary 0% of salary _ 0% of salary 0% of salary 0% of salary __
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