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Disclosure Vehicles

Mentaly

s Pension Boeards receive financial statements
descrbing plan assets, changes In assets,
InVvestments and halance sheets; these are
pUBlIC decuments; Investment Council
[eceives similar reports

Annual

a Each Beard receives a detailed valtiation
report containing full disclesure ofi plan
assets, liabilities andl clhanges hased on June
30 off eachi year




Who Delivers Disclosure

Menthly statements are: preparead internally by,
ther Divisien: ofi PERsIonS With data provided! by,
Division! of Investments

Annual Valuation repoerts are prepaned by,
Independent actuaries selected through' a
competitive BId process With' Beard: participation

External auditer alse) retaled te ensure accuracy.
I actuamalireporting

All are subject to examination; by the State
Auditor




Actuarial Assumptions

Key assumptiens drving| lianility: estimates
nclude:

a Life Expectancy.

s Size of Workforce

= Career Service

s Salany Growin

s [nflation




Managing” Key: Assumptions

Each Beard receives; a tienniali report
examining plan experence Versus
assUmpLiens

Only:ene vamanle, the assumed raue: of
[eturn, IS estanlished: by the Treasurer

Changes Inl these assumptions are net
fireguent but reflect actual experence
trends




Budget Implications

he actuaral report delivered as of June
30, 2006 will"affect nemal contrputien
requirements for EY ‘08 In mest cases;
PERS actually: willimpact a year later

Fhe actual hudget appropratien nmay: or
may net reflect the actuarially develeped
fequired contrbution

Any. budgeted amounts are fully: disclosed
throughi the budget process




“Iransparency: +

IR addition terall the previously:mentiened
documenitation, financial disclesure
Includes:

s State's Comprenensive AnnualkEinancial
Report (CAER)

a Division of Pensiens) & Benetfits CAER
x AnnualrReportsifior Each Plan




Eunding Reguirements are Dynamic
and Change Over Time

Normal Coest: present value: of service
ealmed for a particuiaryear

Accrued Lianpility: present value ofi all past
service

Unifitnded Accrued: Liabiity: e difference
pPetween assets and liakilities; and
amortized over a pPeroae of time




Key: Eunading Drivers

Gains and IeSSes are recegnized, or
SMoothed, ever five years® to limit

Volatility
Actuarnialivalue: off assets versus actuarial
lapilities determines:

» FUnding status
s Need for Empleyer Contrbutions




Eunding Reqguirements

Based on Generally Accepted Prnciples: by,
e Govermment /Accolnting Standanas
Beald

x Same basisi as all puklic secter plans

Stiggestions that alternatives e Used are
totally’ Inappropriate




Where Are \We Toeday?

Fate "90s and Early 00s

s |ntermet Bubble Burst

s Resultant Negative Investment Returns
s Overall Dewnturm I the' Econemy.

Systemi Surpluses; Depleted
Return off Employer Contrinuitions

Blidget ShertiallsfAgaiavate Contripution
ISsue




Contributing Facters

Legisiative initiatives detracted firon 16ng-
standing), sound pension funading pPelicies

Generous benefit enhancements

AR UnRExpected” dewntuimin market
conditions




Pension Revaluation Act
L. 1992, C. 41

Changed the methedelogy, By WhICH plan assets
WEre: measured firem Dok Value tor market-
related value.

Increasedi the planst interest rate assumption
rate firom 7' percent to 8. 75 percent.

Resulted ina $733.4 million and $785.7 million
reduction in; State: and lecal empleyer pension
contributiens fier fiscal years 1992 and 1993,
[espectively.




Pension Reform Act
L. 1994, C. 62

Revised the actuaral itnding metodology.
for the State: plans firen the' entry age
nermalimetnod to the projected unit credit

method.

Reduced! State and local employer pension
contributions to; the: plan by $54'7.4' million
and $946.8 million: ferfiscal years 1994
and 1995, respectively.




Pension Securty Plan
L, 1997, ¢, 117

Provided for the Issuance of $2.75 billion in
PERSION ehligatien hends ter finance: the plans:
euistanding Uniunded persionilianilites.

Increasead the assets of the plans to: market

value,

Allowedithe Use of sunplus pension assets to
effiset employers: annualnermal Centriputiens te

the pensien system.

Resulted iR elther complete or partial reductions
A the State’s and local employers: ethenvise
reguired nermal contributions tor the plan for
fiscal years 1997 through 2004.




Contribution Phase-Ins
L. 2003, C. 108

Allewed for the phase-in ofi local empleyer pension
contributions.

I conjuRcHeR WIth this |aw, therappropHiations: act
provided the State withi autherizatien ter use the BEE to

COVEr a portion; of Its contrikbution; requirements fior PERS
and’ TTPAE.

Eromi EY. 2004 threugh EY: 2006, contribuitions Were
reduced hy: $3.9 billion;, $3 billien for the state and $.9
pIllionfer lecals’as conmpared toractual cContiutions
made’ totaling) $.92 hillien;, $:31 Lillion for the staterand
$.61 billion for locals.




Benefit Enhancements

L. 2001, c. 133: Increased PERS and TPAE pensiens: by
0,09 percent, Whlle Increasingl pension: lianilities; vy ever
$4.2 hillion.

L. 1999 C. 426 Previded ennhanced pensiens Benefits to
memers of the PERS; Increasead pension liabilities; oy
over $.5 hillion.

NUmErReUS; ether pIeces of legisiation Were enacted that
provided extraoradinary. Pension eERancements to
PreSecuUtors, Werkers compensation; JUdges and! ethers.
Cumulatively/, since: 1999, these ennancements Increasead
State' and lecall pension liabilities by over $6.8 hbillion.




Benefit Enhancement Eund

Benefit Enhancement Eunds (BEE) were: created 1n boeththe
PERS and TPAE with the enactment off the law: providing
retirees with a 9.09 percent: pension inerease: (L. 2001, ¢.133).

Tihey were created by ofi Increasing| Pension system assets to
market value.

The intent hehind the BEE was to he the seurce of funding for
the additienal” annuall PERsIen cests ansingl firem the 9.09
PErCent pensioni increase; thereby keeping the benefit
INcrease cost-neuiral

The BEE was first usedl ter ofifSet regular State: pension
contrbutions 1IN EY:04, and has since heen exhausted.




System; Status
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Gevernor's Eunding Policy,

Staterhas a moraill enligation terfitnd
deliveny

The EY '07 Contribution of $1.1B
Recommendation for EY ‘08 is $1.2B
Previeus; nine: years totaled only: $860.8V]




Governor's Recommendations

State Pension Contributions
$1.113 B
Proposed
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