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Plan 1 UAAL

Aaron Gutierrez, Senior Policy Analyst

]uly 15, 2014 i < Office of the State Actuary
“Securing tomorrow's pensions today.”

Today’s Presentation

® Overview of Plan 1 Unfunded Actuarial Accrued Liability
(UAAL)
B What is it?
B What caused it?
B How big is it?
B What is the plan for handling it?
® Educational briefing

® No action required
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What Is UAAL?

E Short answer

B The difference between assets on hand and the earned future
benefits

® In other words
B As employees earn service, future benefits are earned
& Cost of earned future benefits = “accrued pension liability”
B As future benefits earned, money is set aside to pay for them

B At any point in time, if there isn’t enough money set aside to pay
for the earned future benefits, then a UAAL exists K
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Why Is UAAL Significant?

® Off track with funding plan

B Requires additional contributions to get back on track
B Annual plan cost plus separate UAAL contributions

B Without additional UAAL contributions, the plan may

eventually become pay-as-you-go, or “pay-go”

B Pay-go means
B Assets exhausted prematurely
B Out-of-pocket payments, made as they come due »

B No prefunding of benefits, and fewer, if any, investment returns h?-
to offset costs
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Only The Plans 1 Have UAAL

® PERS 1 and TRS 1
B Both closed to new members in 1977
E Not an issue for open and ongoing plans
m Different calculation/method used
B Prevents creation of UAAL (so long as contributions are made)

B Does not allow spreading of costs beyond the working lives of the
members
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Three Primary Sources Of UAAL In Plans 1

B As identified in OSA’s 2010 Risk Assessment Report
® Underfunding

B Not contributing what is required under chosen funding method
B Retroactive benefit improvements

B “Retroactive” meaning it increased the cost of service already
earned and seemingly paid for

® Prior funding method

B From 1989 to 2009, funding method allowed negative
amortization

B “Negative amortization” paying less than the annual interest
B In other words, UAAL was growing
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Other Large Impacts To UAAL

Impact to

Change UAAL
Deferred Asset Losses (Great Recession)
Lowering The Investment Return Assumption
Longer Assumed Lifespans

Repeal Of UCOLA*

*Currently subject to litigation.
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Preliminary UAAL Balances, As Of June 30, 2013*
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*Preliminary results as of the June 30, 2013, Actuarial Valuation, which incorporates preliminary impacts from the
Demographic Experience Study.
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Comparison Of UAAL With All Earned Benefits For All Plans *

PERS Plan 1
%

Funded Earned
Benefits Plans 1 UAAL
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*Preliminary results as of the June 30, 2013, Actuarial Valuation, which incorporates preliminary impacts from the
Demographic Experience Study.
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What Is The Plan For Handling The Plans 1 UAAL?

® Current funding method adopted in 2009
B Required minimum employer contribution rates
B Minimized year-to-year volatility (spikes) in contribution rates
B Does not allow for negative amortization so long as required
contributions are made
B UAAL rates charged to employers only
B Charged in addition to annual plan cost

B Includes all TRS, all PERS, and former PERS employers (PSERS,
SERS)

B Members do not pay
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Preliminary 2015-17 Employer Contribution Rates*
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*Excludes current administrative expense rate of 0.18 percent. Preliminary results as of the June 30, 2013, Actuarial
Valuation, which incorporates preliminary impacts from the Demographic Experience Study.
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When Will It Be Paid Off?

® Expected full funding dates (before assumption changes)
W 2027 in PERS 1; 2026 in TRS 1

B Assumes required contributions are made and actuarial
assumptions are realized

B Full funding will occur sooner/later under optimistic/pessimistic
outcomes
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Summary

B UAAL occurs when a plan does not have sufficient assets to
cover earned pension liabilities

B Only exists in PERS 1 and TRS 1
B Prevented by Plans 2/3 funding method
B Requires contributions in addition to annual plan cost

B Was caused by underfunding and retroactive benefits;
exacerbated by negative amortization
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