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March 1 , 2011 milliman.com

Via Overnight Delivery

Ms. Sarabeth Snuggs

State Retirement Director

Division of Retirement

1317 Winewood Boulevard, Building 8
Tallahassee, FL 32399

Re: Study Reflecting the Impact to the Florida Retirement System of Requiring 3.0%
Employee Contributions of New Members Initially Enrolled on or After July 1, 2011

Dear Sarabeth:

As you requested, we have studied the impact to the Florida Retirement System of
requiring all FRS members (except DROP participants) initially enrolled on or after
July 1, 2011 to make employee contributions equal to 3% of covered compensation.

Background

Currently, FRS is a non-contributory plan and does not allow member contributions as a
percent of compensation. Only members of the Teachers’ Retirement System (TRS) and
State and County Officers and Employees’ Retirement System (SCOERS) pay member
contributions. The proposal does not impact TRS, SCOERS, or the Institute of Food and
Agricultural Sciences Supplemental Retirement Program (IFAS) since they are closed
groups with no future entrants.

Assumptions and Analysis

The proposal would affect all FRS pension plan and investment plan members initially
enrolled on or after July 1, 2011. FRS pension plan and investment plan members
enrolled before July 1, 2011 are not affected by this proposal. The total contribution rates
made to the accounts of investment plan members would be unchanged, but 3% would
come from an employee initially enrolled on or after July 1, 2011 and the remainder would
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come from the employer, beginning in plan year 2011-2012. Under the proposal, required
member contributions would not continue after a member enters DROP.

New enrollees impacted by this proposal would start to participate in the DB Plan on or
after July 1, 2011. Their 3% member contribution begins on enroliment. The 2011-2012
expected employer contribution was not adjusted for new DB enrollees with their
contributions of 3% of covered payroll and offsetting reduction in employer contributions as
the impact for the first year is expected to be de minimus. Note the impact will grow over
time as new members enter the system and are required to contribute 3% of their covered
compensation.

To model the impact of the study, we re-ran the July 1, 2010 valuation for active members
with the proposed employee contribution of 3% of payroll. (The proposal definition of
“covered compensation” was assumed to equal valuation payroll.)

In addition, we have also included as a benefit for active members the refund of any
employee contributions made by the member who terminates employment but is not
eligible to retire, to receive a vested retirement allowance, or to receive a disability pension.
Similarly, we have included as a benefit the refund of a decreased member's employee
contributions which would be refunded to the beneficiary of a member who passed away
before satisfying the eligibility for a pre-retirement death benefit. The refund does not
include any interest accruals.

We analyzed the change in the Normal Cost rates to determine the impact of this
prospective benefit change on future new FRS members only. The Normal Cost and
Present Value of Future Normal Cost (PVFNC) in this proposal are reduced by the
projected employee contributions, and are determined as though all members would make
employee contributions. The Present Value of Benefits (PVB) is based on benefits
expected to be paid to current active members and former members, as of July 1, 2011
and earlier. Since active members initially enrolled before July 1, 2011 will not be required
to make employee contributions, the PVB is increased by the Present Value of the Future
Employee Contributions used to reduce the Normal Costs that will not actually be made by
current members. The actuarial accrued liability is defined as PVB less PVFNC. Thus, if
PVFNC decreases and PVB increases, the actuarial accrued liability increase. Under this
methodology, the immediate recognition of the lower Normal Cost and PVFNC is partially
offset by the amortization of the Unfunded Actuarial Liability, which has been adjusted for
active members as of July 1, 2011 who will not make employee contributions under this
proposal. The PVB will decrease in future valuations as current active members are
replaced by new members impacted by the change in benefits required to make employee
contributions.
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FRS funds the cost of DROP through a separate contribution rate paid on the salaries of
current DROP participants. For purpose of this study this method was assumed to
continue to apply to the adjusted rates used in analyzing these proposals. A more
traditional funding of DROP would produce a different result. Note that because of the
current method of funding DROP (i.e. through one separate contribution rate that applies to
any DROP participant), any change in the normal cost or liabilities of any class of
membership impacts the DROP contribution rate.

For purposes of this study we have made several assumptions:

e Introduction of the 3% employee contribution rate prior to DROP participation will
not affect any member decisions regarding when to terminate, retire, participate in
DROP, etc.

e Members who terminate after becoming vested will leave their accumulated
contributions in the FRS and ultimately receive an annuity.

e The current funding technique in which the Normal Cost of each Class is based on
payrolls until a member retires, terminates, begins DROP participation, etc,
continues.

¢ Introduction of the 3% employee contribution will have no impact on PEORP
elections, second elections, etc.

Results

The results for this study are shown in Table | as described below. The table details the
results by class. The contribution rates are presented by class of membership and in
aggregate, and reflect the increase/(decrease) in the contribution rate.

Section A of Table | includes the normal cost as of the July 1, 2010 actuarial valuation, and
the impact of the proposal. In addition, the change in liability attributable to the proposal
was amortized over 30 years with the payments assumed to remain relatively stable when
expressed as a percentage of payroll. Section B of the table shows the change in the
unfunded actuarial liability, while Section C of the table translates the estimated change in
contribution rates to a reduction in dollars to be paid by employers.

As shown in Table |, the projected impact of the proposal results in a net reduction in the
required contribution for fiscal year 2011-2012 to the System, although there is a projected
increase in actuarial liabilities of $6.265 billion. This benefit change results in a decrease
in the composite Normal Cost rate of 2.51% and an increase in the composite UAL rate of
1.29%, and therefore, an overall reduction in the composite contribution rate of 1.22%, for
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the System. This translates into an estimated overall employer contribution reduction of
$300 million for Fiscal Year 2011-2012.

The reduction in employer costs, for each membership class, is immediately less than the
3% employee contribution because of the leakage (i.e. the possibility that a member
receives a refund of his contribution), and the fact that current members will not have to
contribute under this proposal. Even many years in the future when the active population
is all post-June 30, 2011 enrollees, the impact will be less than 3% because of the leakage.
The impact varies by class because each class has different probabilities of terminating,
becoming disabled, etc., prior to attainment of vesting.

The calculations are based on data and other information provided to us by the Division of
Retirement for the July 1, 2010 actuarial valuation and supplemented for purposes of this
study. We have not audited or verified this data and other information. If the underlying
data or information is inaccurate orincomplete, the results of our analysis may likewise be
inaccurate or incomplete.

We performed a limited review of the data used directly in our analysis for reasonableness
and consistency and have not found material defects in the data. If there are material
defects in the data, it is possible that they would be uncovered by a detailed, systematic
review and comparison of the data to search for data values that are questionable or for
relationships that are materially inconsistent. Such a review was beyond the scope of our
assignment.

This analysis is based on methods and assumptions used in the July 1, 2010 actuarial
valuation, and the additional assumptions discussed earlier in this letter. The data was
based on the July 1, 2010 FRS actuarial valuation database. The results of our study
depend on future experience conforming to those actuarial assumptions. It is certain that
actual experience will not conform exactly to the assumptions used in this analysis. To the
extent future experience deviates from those assumptions, the results of this analysis could
vary from the results presented here.

Milliman’s work product was prepared exclusively for the internal business use of Florida
Department of Management Services, Division of Retirement for a specific and limited
purpose. It is a complex technical analysis that assumes a high level of knowledge
concerning the Florida Retirement System’s operations, and uses Division data, which
Milliman has not audited. To the extent that Milliman’s work product is not subject to
disclosure under applicable public record laws, Milliman’s work may not be provided to third
parties without Milliman’s prior written consent. Milliman does not intend to benefit or
create a legal duty to any third party recipient of its work product. Milliman’s consent to
release its work product to any third party may be conditioned on the third party signing a
Release, subject to the following exceptions:
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(a) The Division of Retirement may provide a copy of Milliman’s work, in its
entirety, to the System’s professional service advisors who are subject to a
duty of confidentiality and who agree to not use Milliman’s work for any
purpose other than to benefit the System.

(b) The Division of Retirement may provide a copy of Milliman’s work, in its
entirety, to other Governmental entities, as required by law.

No third party recipient of Milliman’s work product should rely upon Milliman’s work product.
Such recipients should engage qualified professionals for advice appropriate to their own
specific needs.

The consultants who worked on this assignment are pension actuaries. We have not
explored any legal issues with respect to the proposed plan changes. We are not
attorneys and cannot give legal advice on such issues. We suggest that you review this
proposal with counsel.

|, Robert Dezube, am a consulting actuary for Milliman, Inc. | am also a member of the
American Academy of Actuaries, and meet their Qualification Standards to render the
actuarial opinion contained herein.

Please call if you would like to further discuss this project.
Sincerely,

Milliman, Inc.

Lot

Robert S. Dezube, FSA
Consulting Actuary

Enclosure

RSD/MDJ/KH/ST/BBH/GIBO7
MAGIB\GIBO7\2010\GIBO7_LETTER.DOC
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