010¢ "¢ udse

SeAWIWOY AD1j04 UedlqNday a3euasg 7§ 9SNOH JUIOf 0} PAJUSSaAI]

suondo |enusjod pue sesnen

neajejd pue ayidg ajey

WDISAS Juswaliey soakojdw] a3els s eiueAASUU




H._.m:._@ of Contents

SERS — An Overview
A Defined Benefit Plan
Key Facts
Funding Sources
Interrelationship of Funding Sources

Financial Status
Benefit Payments & Contributions
Plan Net Assets
Projected Funded Status & Contributions

Employer Contribution Rate
Rate History
Projected Rate Spike and Plateau Estimates

Rate Spike Development & Potential Options
Development
Current Rate Is Artificially Low
2003 Rate Spike Projection
Investment Performance
Potential Options:
- Increase Funding
- Decrease Costs/Liabilities
- Defer Liabilities
Governor's Funding Proposal

Pennsylvania's State Employees’ Retrement System Rate Spike and Plateau

o

[




£ neajeid pue ayidg ey WaISAS 1uBtaIRY Sevko|dw] a1e1g S eluea|AsSuuad

"Joeu09 Juswihojdwse ayj jo Juawrieduw

sjqissiwtadwi Ajjeuonnnsuod e sj seakojdwe ayy 03
JUsWLASp Jau, e saymnIsuod ey s)ysusq uoisuad "S)yauaq asoy) apinoid
aafojdwsa ayqnd ur a3ueyd jequelsqns jesyejiun Auy 0} palinbai suonnqLiuod Jakojdwa Jo Junoue

9} Usl|qeisa 0} pasn aie Suonenajes |eLeniay
:Aepoy ejuenjAsuusd ul me| ay) suiews. jey

PABPUE}S € PAJEINONIE LIN0Y YIESMUOWILIOT £86T U] "S}yauaq JOAIAINS PUe SIaquaLl payjenb
104 1yauaq JudLWRINAI ANIGeSIP & ‘S)yauaq
-y eaMUOLILIOn o 41eap sepinod Os|e 8pog) JUBLIBINSY By |

10 24D pue Yatey [Iny 3y Aq PEYILQ YIEIMUOLILIOY "
91} 40 1P E SI SJAqLUSLL JUDLIND 10J Jyauaq ay| 95 19 T0158

'S'0'ed [/ '9p0oQ juawalnay saakojdwy
81e1S 3yl si Juswnodop ued, Aewnd Sy3s

"uononpal
JuswaJial Apea ue anoul 88y juswainay
feWJoN Bulydess 8i0jaq ainal oym saakojdwy

. "9)el [eniooe paulwLielap ApAie|siSa)
Areeg 30IAISG saijdnjnyy B pue uonesuadwod ‘a3e ‘eaines Jo yi8ug) i

=§ aBwaay | X | pawpasy | X | 20mizg | X %Z s,@akojdwsa ay) Junodoe ojul Saye] ey

[eur Josrea) Jo ssep) BNULLIO} Paxy e Aq paulluia]ap 8Je 1.yl s1yeuaq

_ sapinoid SY3S ‘ueld Jyauaq pauyap e sy

.EwEm_Iuib_sumw 7
9LIODU| JuBWalay aako|dw] [eiapa} ay) 0}
103[gns ou 1 SY3S ‘uejd [euBLLILIBA0S B Sy |

| ‘uejd uoisuad
| Yauaq pauyep ‘eIUBWLIAACS € S| SYIS

B | ._ L
ueld Jyauag pauuaq v

MoINIOAO Uy — Su3s




SERS — An Overview

SERS Structure
* Established in 1923
* Guided by an 11-member Board
- six gubernatorial appointees
- four appointed legislators
- State Treasurer (ex officio)
* Managed by an Executive Director

As of 12/31/09
* Nearly 220,000 members
- 110,107 Active Members
- 109,639 Annuitants & Beneficiaries

* Assets of approximately $24.4 billion

¢ Average age of Retirees was 73

(Normal Retirement only - does not include Disability or Early
Retirements)

In 2009:
¢ Benefit payments totaled more than $2.2 billion

* Approximately 90% of SERS members withdrew all or a portion
of their Accumulated Deductions at retirement (member
contributions plus 4% statutory interest on those contributions),
also referred to as “Option 4 Withdrawal”

Key Facts
Retired Members by Type of Benefit:
Avg. Avg.
Type of Benefit Number | Age | Annual Pension

Normal Retirement 53,478 73 $22,700
Early Retirement 38,624 62 $15,000
Disability Retirement 7,674 61 $13,000
Other (Beneficiary & Survivor) 9,863 75 $9,000

In addition to the Defined Benefit plan discussed here, SERS also
administers a voluntary Deferred Compensation Plan for state

employees.

Pennsylvania’s State Employees' Retrement System Rate Spike and Plateau 4
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SERS — An Overview

Employee Contributions

Most employees contribute 6.25% of their
salary. This rate is fixed by statute, doesn't
change year to year and cannot be
unilaterally increased.

Investment Earnings

The currently assumed annual rate of return on
investments is 8%. That is the rate the Board
expects to earn long-term, not in any one year.

The Board establishes the assumed rate
based on advice from the staff, investment
consultant and actuary.

In April 2009, the Board lowered the
assumed rate from 8.5% to 8%, believing the
lower number to be a more realistic long-
term assumption given the current market
environment and the Fund's anticipated future
cash flow needs.

Interrelationship of Funding Sources

Employer Contributions

It is impossible to know how much investments
will earn in any given year. The Retirement
Code recognizes this and deals with it by
creating a linkage between investment
earnings and employer contributions. The
Board adjusts the employer contribution

rate each year based on actual investment
returns and actuarial experience. When
investment earnings exceed the 8% actuarially
assumed return and the System is well
funded, the Board may be able to reduce the
employer contribution rate. Conversely, when
investment earnings fall short of assumptions
and the System is underfunded (as now), the
Board may find it necessary to increase the
employer contribution rate.

Pennsylvania's State Employees' Retirement System Rate Spike and Plateau
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Financial Status

Benefit Payments & Contributions

SERS Benefit Payments Vs. Contributions
(§ in thousands)

Calendar Benefits & _ Employer Member Calendar Benefits &  Employer Member
Year Expenses Contributions Contributions Year Expenses Contributions Contributions
1980 $297,731 $305,547 $110,531 2000 $1,198,094 $168,002 $231,667
1981 328,701 325,688 116,283 2001 1,266,016 76,710 240,528
1982 350,065 383,519 121,589 2002 1,450,273 50,831 304,233
1983 371,819 413,810 135,841 2003 1,655,992 68,669 308,014
1984 399,697 439,836 121,929 2004 1,880,499 106,703 309,923
1985 463,708 460,435 132,695 2005 1,966,347 148,375 305,624
1986 499,879 407,276 139,454 2006 1,943,294 196,420 317,790
1987 490,080 366,463 147,061 2007 2,361,116 243,936 333,818
1988 520,534 382,413 153,131 2008 2,231,299 235,288 336,833
1989 573,129 416,513 164,653 2009 2,298,000 245,000 348,000
1990 606,925 418,655 175,422 2010 2,507,000 284,000 347,000
1991 664,052 381,347 182,611 2011 2,659,000 436,000 358,000
1992 850,753 319,093 187,167 2012 2,812,000 1,139,000 370,000
1993 781,324 304,122 190,360 2013 2,965,000 1,894,000 382,000
1994 811,937 342,927 193,204 2014 3,121,000 2,026,000 395,000
1995 894,143 384,506 201,719 2015 3,274,000 2,050,000 408,000
1996 943,406 373,902 209,581 2016 3,434,000 2,094,000 421,000
1997 1,037,263 324,093 212,556 2017 3,587,000 2,131,000 435,000
1998 1,080,376 310,501 221,618 2018 3,741,000 2,163,000 449,000
1999 1,248,494 270,718 224,928 2019 3,893,000 2,191,000 464,000

SERS 03-19-10

Pennsylvania's State Employees’ Retrement System Rate Spike and Plateau 8




f neaje|d pue mx_n_w AeY WoISAS WwawsInay ssakojdwy ajels s BIUBAJASUUDY

01-22-80 SH3S

(bE9°€)$ B40m SUOIINPSP pue suopIppe Jou 12aA ua ),
pajipneur) 6002

® (6vbZ'81)$ 6£0'0T4 9L8'b$ LEQ'ES 6£5'1$ fejolieap 01
088°/t$ (861'1) q8s 00% [42r4 89T 0002
90.4'vz$ (992'1) (sz2't) L1E obz LL 1002
088°0¢$ (ost'1) (1e£'D) §5¢€ #0¢ 18 200t
9£5'v2$ (959°1) 9¢6'v VA 80¢€ 89 £002
1+9'9Z$ (088°1) 895'c L1P 01¢g L0T 002
752'82% (996'1) €29’ tSb 90¢€ YT 5002
£50°ze$ (ev6'1) 0cL'y $18 8T¢ 96T 9002
915’'ss$ (19£2) 9bZ’'s 8.5 1233 24 £002
96.'7Z$ (1€2'2) {1o0'tT) [443 LEE S€C 8002
6SP'vTé (g62'2)$ 89¢c'c$ £65$ 8vc$ SbZ$ 16002

onjeA e mwmcmnxm mmc_:._mm— suonnqginuo) suoilngLiuo) suoinnqglLiuo) ABIA
pue sjyausg JUSWISIAUT jejol asAo|duy 19A0jdwiz lepuaje)
(suoi ¢)

SI9SSY 19N uejd 03 SUOIIDNPaQ pue SUOIPPY

'P3UIII3P BNfen pun4 sy} oS uolg gTS
Uy} ajow pajejol synoked g "suonnqgLIuod uj
uoiIq 9'$ PanIadas pue uoljlig QTS JO sSuiues
1UBLUISAAUI 18U pey pun4 ay} apeIap 1Se| 3y} u|

S19s8Y 19N ueld snjejlg jeldueul




__u_=m=_n_m_ Status | __ Projected

Funded Status & Contributions

SERS Projected Funded Status & Employer Contributions

Assuming 8% investment return

Payout Funding Status
L Projection Projection Employer Contributions Projection
- Liabilities now greatly exceed assets. Benotits & Employer  Expected FY  Expected FY
. The shortfall is projected to exceed Calendar  Expenses Funded UAL Fiscal Contribution Payroll Contribution
_ me billion Uw. 2012. Year ($ in billions) Ratio ($ in billions) Year Rate ($ in millions) ($ in millions)
2008 $2.2 89.0% $3.8 09/10 4.0% $5,660.3 $226.4
This Unfunded Actuarial Liability (UAL) 2009 2.3 84.6 5.5 10/11 5.4 5,847.1 315.4
is a debt the Commonwealth owes to 2010 2.5 79.0 7.7 11/12 7.8 6,040.1 472.7
SERS. It must be paid at some point. 2011 2.7 72.1 10.6 12/13 26.9 6,239.4 1,676.1
2012 2.8 65.9 13.1 13/14 29.5 6,445.3 1,903.5
2013 3.0 67.2 12.9 14/15 28.1 6,658.0 1,869.5
2014 3.1 67.9 13.0 15/16 27.8 6,877.7 1,913.5
2015 3.3 68.8 12.9 16/17 27.5 7,104.7 1,950.4
2016 3.4 69.8 12.8 17/18 27.0 7,339.1 1,981.6
2017 3.6 70.9 12.6 18/19 26.5 7,581.3 2,009.6
2018 3.7 72.0 12.4 19/20 26.0 7,831.5 2,037.9
2019 3.9 73.1 12.1 20/21 25.6 8,089.9 2,066.6
2020 41 74.2 11.8 21/22 25.1 8,356.9 2,095.9
2021 4.2 75.3 11.5 22/23 24.6 8,632.7 2,126.0
2022 4.4 76.3 11.2 23/24 24.2 8,917.5 2,157.1
2023 4.6 77.4 10.8 24/25 23.8 9,211.8 2,189.1
2024 4.8 78.5 10.4 25/26 23.4 9,515.8 2,222.2
2025 5.0 79.6 10.0 26/27 23.0 9,829.8 2,256.4
2026 5.2 80.7 9.5 27/28 22.6 10,154.2 2,291.7
2027 5.5 81.8 9.0 28/29 22.2 10,489.3 2,328.2
2028 5.7 83.0 8.4 29/30 21.8 10,835.5 2,365.9
2029 5.9 84.3 7.8 30/31 21.5 11,193.0 2,404.8
2030 6.2 85.5 7.2 31/32 21.2 11,562.4 2,445.0
2031 6.5 86.9 6.5 32/33 19.0 11,944.0 2,272.8
2032 6.7 88.0 5.9 33/34 18.0 12,338.1 2,221.7
2033 7.0 88.9 5.4 34/35 17.5 12,745.3 2,235.6

SERS 03-22-10

Pennsylvania’s State Employees’ Retirement System Rate Spike and Plateau 1
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|_ - _.-._l_u _ oyer Contribution Rate Projected Rate Spike and Plateau Estimates

SERS’ Projected Employer Contribution Rates ' Projected

Ve | Fptoyer
(percent of payroll)

09/10 4.0

30% 29.5% 10/11 5.4

11/12 7.8

12/13 26.9

13/14 29.5

25% 14/15 28.1

15/16 27.8

| 16/17 27.5

17/18 27.0

20% 18/19 26.5

r._E 19/20 26.0

20/21 25.6

21/22 25.1

15% 22/23 24.6

23/24 24.2

24/25 23.8

25/26 23.4

0% 26/27 23.0

27/28 22.6

| 28/29 22.2

5% f 29/30 21.8

1 30/31 21.5

31/32 21.2

32/33 19.0

0% — : = 33/34 18.0

2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 2034 34/35 17.5

SERS 02-22-10
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Rate Spike Development & Potential Options
SERS Employer Contribution Rate Is Artificially Low
Multiple costs are calculated in determining SERS employer rate but all those
costs are offset by the rate-suppressing effect of Act 40. Here is the calculation
behind the current rate.

Rate-Suppressing Effect of Act 40
Costs expressed as a percent of employer payroll

Current Rate Is Artificially Low

Expenses Add To Rate
Cost of Benefits
Cost to pay for benefits employees are earning this year ("Normal Cost”) 9.51%
This year’s cost of Act 9 retroactive benefits (30-year amortization) 3.78%
This year’s cost to pay off COLAs previously awarded:
Pre-2001 COLAs (COLAs granted as long ago as 1984 still have not been fully paid for) 3.05%
2002/2003 COLA 1,.73%
This year’s total cost of COLAs (10-year amortization) 4.78%
This year’s total cost to provide legislatively guaranteed benefits 18.07%
Cost of Actuarial Adjustments Excluding Investments
This year’s cost of reducing the assumed rate of return (30-year amortization) 2.57%
This year’s cost of other actuarial gains and losses (30-year amortization) -0.68%
This year's total cost of these Actuarial Adjustments 1.899%
Cost of post 2001 Investment Performance
This year’s cost of post-2001 net investment losses (5-year smoothing, 30-year amortization) 4.29%
2009/10 Expenses Subtotal 24.25%
Rate Suppression Offset (as of the Dec. 31, 2008 valuation)
Reduction in this vear's rate dictated by Act 2003-40 accelerated recognition of pre-2001 gains {10-year amortization) ~20.62%
|
_ Net Actuarially Calculated Rate 3.63%
Board Adopted Rate (Statutory Rate Floor) 4.00%
————e————

SERS 03-17-10
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|
Rate Spike Development & Potential Options Investment Performanc |

Investment performance varies widely year-
to-year but long-term performance has

closely matched expectations. SERS' 20-year - SERS Investment Performance _
annualized return is 8.6%. (In percent, net of fees)

In 10 of the 13 years prior to the global
economic collapse of 2008, SERS' investment
program resulted in returns in excess of the
actuarial assumed rate of return, ranging as
high as 25.2%.

25% -

20%

15%

That performance allowed the Fund to
meet obligations while lowering employer 10%
contribution rates.

5%

The global economic downturn of 2008,

however, had a serious adverse impact 0%
on the Fund. The 2009 return once again

exceeded the Fund's assumed long-term rate 5%
of return but it is not reasonable to expect

future returns strong enough to eliminate the 40%
underfunding.

“15%

-20%

-25%

-30%

== —
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Actuarially assumed rate of return
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Rate Spike Development & Potential Options

Increase Investment Returns Increase Employee Contributions Increase Employer Contributions
m_:___s_z ::nmm ns.__mzw qurmﬁ_nosn__n_osm e Can only occur prospectively for new « Employer Rates are already
ureenk % rojec o:ﬁm%\a ased on long-term members entering the System projected to increase significantly
assumed return of 8% per year. The Courts have ruled that pension in FY 2012/13 and are expected to
benefits are contracts with the existing stay above 20% well into the future
members of the System, regardless of . ‘
\Eting, aid Subléctto conctititional Unlikely the state can afford even higher

ke IR costs without significant and perhaps
_au.m_ﬂam_: Qﬂ.oozdmﬂ prohibition prohibitive tax increases
(Article |, Section 17)

¢ Would not have an impact on
existing unfunded liabilities of the
System

Potential Options - Increase Funding

Pennsylvania's State Employees' Retirement System Rate Spike and Plateau
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Rate Spike Development & Potential Options
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Potential Options - Decrease Costs/Liabilities
| SERS Future Cost Reduction Options &

i Resulting Rate Projections*
Applied to New Entrants Into the System

Fiscal Current Ten-Year 2% 1%
7 Convert To A Defined Contribution or Hybrid Plan Year Year Law Vesting  Multiplier Multiplier
* Can only occur prospectively for new members 2008 2009/2610 &9 e i 0
m—._ﬁm-.m-._m H—do Mu«mum—.: 2009 2010/2011 5.4 5.4 5.2 4.7
u The Courts have ruled that pension benefits are contracts with 2010 2011/2012 7.8 7.8 7.5 7.0
7 the existing members of the System, regardless of vesting, and 2011 2012/2013 26.9 26.8 26.5 25.9
subject to constitutional impairment of contract prohibition (Article 2012 2013/2014 29.5 29.5 29.2 28.4
I, Section 17) 2013 2014/2015 28.1 28.1 27.7 26.8
* Savings, if any, depend on benefit structure of new plan 2014 2015/2016 27.8 27.8 27.4 26.4
2015 2016/2017 27.5 27.4 26.9 25.9
2016 2017/2018 27.0 27.0 26.5 25.4
_SOQ_@\O:H Wm_..m._u_._” 2017 2018/2019 26.5 26.5 25.9 24,7
e Can only occur prospectively for new members 2018 - s 2690 i 21t
m:ﬂm:: g the mqmwn mau v 2019 202072021 25.6 25.5 24.9 23.6
| The Courts have ruled that pension benefits are contracts with 2020 202:1/2022 251 250 EaS 23.0
the existing members of the System, regardless of vesting, and 2021 2022/2023 24.6 24.6 28.9 o
_ subject to constitutional impairment of contract prohibition (Article 2022 2023/2024 24.2 24.1 23.4 21.9
|, Section 17) 2023 2024/2025 23.8 23.7 23.0 21.4
* Table (right) shows impact of reducing current 2.5%/year 2024 2025/2026 234 23.3 22.3 0
benefit accrual rate to 2% or 1% 2025 2026/2027 23.0 22.9 22.1 20.4
i ; . . 2026 2027/2028 22.6 22.5 21.7 19.9
* Raising vesting period from 5 years to 10 often mentioned 2505 20282020 - 21 513 104
as a solution but has almost no impact on rates (see table) : ' ' '
2028 2029/2030 21.8 21.8 20.9 19.0
2029 203072031 21.5 21.4 20.5 18.6
2030 2031/2032 21.2 21.1 20.2 18.2
Each would reduce the long-term liability 2031 2032/2033 19.0 19.0 8.9 16.0
of the System, but have no impact on the 2he 2033/2034 18.0 17.9 17.0 14.9
current unfunded __mw:__q 2033 2034/2035 17.5 17.5 16.5 14.3

*Assumes no future COLAs
SERS 03-22-10

_ Pennsylvania's State Employees’ Retirement System Rate Spike and Plateau 20
|




