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What’s The Issue?

B Rates for the state’s retirement systems set every two years

B This year, the Pension Funding Council (PFC) will adopt rates
for 2015-17 Biennium

B What recommendation will the SCPP make to the PFC
regarding contribution rates?

B Today is final scheduled opportunity for decision
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Where Are We In The Process?

Early Spring
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Prelim Results

End of July \ to PFC, SCPP
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Mid Jul 0o m R
IRy akes Recomm®
S, e 0://SCPP/2014/7-15-14_Full/5.ContrRateRec.pptx

=

o

AJI[0J UOISUdJ U0 33))TUIWO)) }II[IS

Today’s Presentation

B Recap of preliminary calculated contribution rates and budget
impacts

B Mortality assumptions in other states

B Options regarding recommendation to PFC
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Preliminary 2015-17 Employer Contribution Rates*

Total Employer Contribution Rates
Before ExpStudy Before ExpStudy  After ExpStudy

Current 7.9% ExpROR ROR
PERS 5
TRS 10.21% 11.60% 11.92% 14.47%
SERS 2/3 9.64% 10.26% 10.75% 12.88%
PSERS 2 10.36% 10.40% 10.72% 12.07%
LEOFF 1 0.00% 0.00% 0.00% 0.00%
WSPRS 1/2 7.91% 7.68% 7.84% 8.79%
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*Excludes current administrative expense rate of 0.18%.
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Preliminary 2015-17 Member Contribution Rates

Member Contribution Rates

Before ExpStudy Before ExpStudy After ExpStudy
Current 7.9% ExpROR 7.8% ExpROR  7.8% ExpROR

PERS 2 4.92% 4.95% 5.33% 7.00%
TRS 2 4.96% 4.93% 5.25% 6.79%
SERS 2 4.64% 4.85% 5.24% 6.70%
PSERS 2 6.36% 5.99% 6.21% 6.89%
LEOFF 1 0.00% 0.00% 0.00% 0.009%
WSPRS 1/2* 6.59% 6.36% 6.52% 7.19%

*WSPRS maximum employee rate is 7.19%

AJT[0J UOISUdJ U0 39))TUIWO)) }II[IS

LY

S

Sw 0://5CPP/2014/7-15-14_Full/5.ContrRateRec.pptx

[ ————




Preliminary 2015-17 And 2017-19 Budget Impacts

Increase Above 2013-15 Current Law Budget*
Before ExpStudy 7.8% ExpROR ExpStudy

After ExpStudy
7.9% ExpROR Only Changes Only 7.8% ExpROR

(Dollars in millions) A B C A+B+C
2015-2017

General Fund $125 $50 $307 $482
Non-General Fund $26 $29 $141 $196
Total State $150 $79 $449 $678
Local Government $108 S71 $377 $556
Total Employer $258 $150 $826 $1,233
Total Employee $4 $75 $328 $408
General Fund $138 $54 $337 $529
Non-General Fund $28 $31 $152 $211
Total State $165 $85 $489 $740
Local Government $118 S77 $410 $604
Total Employer $283 $163 $899 $1,344
Total Employee $5 $83 $362 $449

*Excludes LEOFF 2. Budget impacts reflect difference between current contribution rates and the rates from
the preliminary 2013 AVR only.
Totals may not agree due to rounding.

& | Office of the State Actuary
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Multiple Factors Contributing To Rate Increases

B Statutory rate of return assumption phase-in
W 7.9 percent change to 7.8 percent in 2015-17
B Updated mortality assumption in demographic experience
study
B From 50 percent of Scale AA to 100 percent of Scale BB
B Auditor found recommendation reasonable
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Recap On Mortality

B Long-term rates of improvement in U.S. hovered around
1 percent

B Current assumption for Washington state retirement system is
less than one-quarter of long-term observed improvement
rates

B Updated assumption is consistent with long-term mortality
experience in U.S. and Washington state

B 100 percent of Scale BB

E Continue to monitor improvement rates in future experience
studies
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Additional Information Requested At June Meeting &
o
B Other states’ mortality assumption g
B Possible high-level options for making a recommendation to %
PFC S
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Full Committee Asked What Other States Are Doing

B Most states using at least Scale AA for projected improvements

B Some states have adopted Scale BB: Arizona, Arkansas,
California, Texas, Wisconsin, and Wyoming

B Additional detail in meeting materials

Retiree Mortality Assumptions Of Washington’s Peer States
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State Group Base Table Projected Improvement
California Public Employees RP-2000 Scale BB

Colorado Public/Teachers RP-2000 Scale AA

Florida Public/Teachers RP-2000 Scale AA . 4
Idaho Public/Teachers RP-2000 Scale AA _f”‘
lowa Public/Teachers RP-2000 Scale AA ‘
Minnesota Public/Teachers RP-2000 Scale AA
Missouri Public Employees RP-2000 Scale AA

Ohio Public/Teachers RP-2000 Scale AA

Oregon Public/Teachers RP-2000 Scale AA

Seattle Public RP-2000 Scale AA

Wisconsin Public/Teachers Custom Scale BB
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Executive Committee Asked For Potential Options For Making
A Recommendation

Are Calculated Rates Affordable?
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Yes No
Option 1 Option 2
Recommend Best Ne Recommend PFC Not
Estimate Rates Y Adopt Best Estimate
Rates - 4
Option 3 ‘.___"’\

Recommend Phase-In
To Manage Budget

O\

Phase-In Of Phase-In Of Rates
Assumptions (Inputs) (Outputs)
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Option 1: Recommend Adoption Of Best Estimate Rates

Actuary’s best estimate of future pension costs

B Opportunity to “pre-fund” expected costs and maximize plan
health

B Does not manage budget impacts; may not be affordable for
employers or Plan 2 members

B Largest short-term budget impacts; opportunity for most long-
term savings
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Option 2: Recommend PFC Not Adopt Calculated Rates

B Not consistent with best estimate calculation

B Potential to provide additional considerations for PFC
B SCPP Goal(s)
B Specific areas of concern
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Option 3: Recommend Phase-In

B Not consistent with best estimate calculation

B Not fully prefunding the expected costs of the system under
current funding policy; does not maximize plan health

H Allows time to manage budget impacts
B Smaller short-term budget impacts; higher long-term costs
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Possible Approaches To Phase-In

Phase-In Of Assumptions Phase-In Of Contribution Rates
(Inputs) (Outputs)

Example: Do not fully implement
assumption changes in 2015-17,
increase scale from 50% of Scale AA to
100% of Scale BB over multiple biennia

Example: Fully implement assumption
changes in 2015-17, spread rate increases
over multiple biennia.
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Mitigates impacts on reported Does not mitigate impact on reported
liabilities, funded status, and liabilities, funded status, and optional
optional member paid benefits member paid benefits
Less transparent way of managing More transparent way of managing
budget impacts budget impacts
L]
Eii“w “;::fj':.'; :‘:_2;‘.’ 0://SCPP/2014/7-15-14_Full/5.ContrRateRec. pptx

Considerations In Making A Recommendation Regarding Rates

B Are calculated contribution rates reasonable?
B PFC audit as a resource
B Are they consistent with SCPP goals?
B Adequate, predictable, and stable rates
B Equal cost-sharing by employers and employees in Plan 2
B Long-term financial soundness for the retirement systems
E Are they affordable?
B Short-term view vs. long-term view
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Next Steps

B Finalize recommendation regarding rates to PFC today
E Options for further study?
B Example phase-in (inputs and/or outputs) prior to session

B Study funding policy for large impacts of demographic
assumptions

B Discuss timing of experience study in the future

™™ Office of the State Actua
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Sample Motion

“l move to recommend that the Pension Funding Council adopt
Option [1-3] for the 2015-17 Biennium.”
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Sample Motion

E Option 4: | move to recommend that the PFC adopt the
findings of 2013 Actuarial Valuation Report and the 2007-2012
Demographic Experience Study.
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