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February 22, 2011 Main  +1 703917 0143
Fax  +1703 827 9266

Via Overnight Delivery
milliman.com
Ms. Sarabeth Snuggs
State Retirement Director
Division of Retirement
1317 Winewood Boulevard, Building 8
Tallahassee, FLL 32399

Re:  Study Reflecting the Impact to the Florida Retirement System of
Eliminating Cost-of-Living Adjustments on Benefits Earned after June 30, 2011
Dear Sarabeth:

As you requested, we have studied the impact to the FRS of eliminating Cost-of-Living
Adjustments (COLA) on benefits earned after June 30, 2011.

Background & Assumptions

Currently, the FRS provides an annual COLA equal to 3% each July 1. The Eroposal
would eliminate future COLA increases on benefits earned after June 30, 2011". Under
the proposal, current retirees would continue to receive 3% COLA increases on their
benefits. Similarly, the benefits of current Terminated Vested members and members
currently in DROP on June 30, 2011 would be unaffected since their entire benefits were
earned before July 1, 2011. For members who are actively employed on June 30, 2011,
the portion of their benefits earned prior to July 1, 2011 would receive COLA increases
upon their retirement, but the portion of their benefits earned after June 30, 2011 would not
receive COLA increases”. Members who are initially enrolled after June 30, 2011 would
receive no COLA increases on their retirement benefits.

In determining the portion of the benefit earned prior to July 1, 2011 we applied COLA to
the service accrued as of June 30, 2011. For disability and death benefits with minimum
benefits higher then the accrual for work performed plus situations where the 100% of
average final compensation cap on retirement benefits applied, the portion attributable to
benefits earned prior to July 1, 2011 was based on a ratio of service as of June 30, 2011
over total service. Note that in these situations this will result in the portion of the benefit
attributable to service prior to July 1, 2011 to decline over time.

1) For purposes of this study, the benefit still subject to the annual COLA (i.e. benefit earned prior to July 1,
2011) is defined as the benefit based on creditable service as of June 30, 2011 but Average Final
Compensation during the highest five plan years of Creditable Service.
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To study the impact of this proposal, we re-ran the July 1, 2010 valuation for active
members with additional coding that bifurcates their projected benefits. Benefits accrued
before July 1, 2011 were subject to the 2010 valuation assumptions (i.e., 3% COLA);
benefits accrued after June 30, 2011 were subject to the 2010 valuation assumptions,
modified to eliminate COLA. The proposal reduces the Present Value of Benefits and both
the Normal Cost and Present Value of Future Normal Cost.

In addition, we assumed that the change in the annual COLA would not impact a future
member’s decision as to when to terminate, postpone retirement, or retire with or without
DROP participation, although you might expect some members to retire at later ages due
to decreased benefits. Please note that the cost impact of the proposed changes may be
higher or lower than the study estimates depending upon rates of retirement actually
experienced in FRS. A realistic estimate of retirement rates is critical to determining the
actual impact on plan costs. It is possible that a greater percentage of future hires might
initially elect DC Plan participation at hire if this proposal is enacted, unless there is a
corresponding decrease in DC plan contribution rates. This study does not address the
potential impact of reducing future enrollment in the DB Plan. This change would also
impact the present calculation of transfers between the DC Plan and the DB Plan.

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 July 1, 2010, 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 savings to the
System. The projected decrease in actuarial liabilities is $1.95 billion. The benefit change
results in a decrease in the composite Normal Cost rate of 2.90% and a decrease in the
composite UAL rate of 0.40%, and therefore, an overall decrease in the composite
contribution rate of 3.30%, for the System. This translates into an estimated overall
employer contribution savings of $892 million for Fiscal Year 2011-2012.

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 or incomplete, the results of our analysis may likewise be
inaccurate or incomplete.
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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:

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

Robert S. Dezube, FSA
Consulting Actuary

Enclosures

RSD/KH/ST/GIB17
MAGIB\GIB17\2010\GIB17_Letter.doc



uewn ||

L1ozgreere
WIOM SIY} 8AI823.1 OYm Saiuied Jalfjo 0} Ajjiqel) Jo Ainp ou SalNSSe pue Jyyeuaq OF pusiul Jou Seop ueLlljfiy
‘sesodind Jeyjo 4oy esn o} ejeudoidde aq Jou Aew pue ujeiay paqLosap sasodind ay} Joj SeojMBS Juatebeueyy Jo Jatupedaq ayy 10f Ajejos pasedaid sem jonposd yiom Siy
(665'768%) (855"2€9%) (1v8'458$) (ost'0z$) (8602$) (1£28) (oov's$) (z11$) (bev'zees) (9££'v65$) |eol L
(19b'8%$) (595'1$) (968°9%$) (€2e28) (0zz$) 0% 0% $) (180°€1$) (89z'1e$) PYO 9
(192'262%) (€z8'8%) (8e6'¢82$) (zv9's$) (T90'1$) 0% 0% (11%) (b29'191$) (00Z'ST1$) sapuno) g
(eve'ees) (0ce1$) (z10'12$) (z56%) 0$ 0$ 0$ 0% (901$) (¥S6'613) saba(jon Aunwwod v
(99g’se$) (858'1%) (805'ce$) (65£%) 0$ 0$ 0$ 0$ (z67'1%) (£58°1¢%) . SsiisiaAluN 3BIS g
(¢642£€$) (868'91$) (668'07€$) (sz1'z$) (£1%$) 0% 03 0% (252'1$) (5017£1€$) spleog [ooWds g
(z£9'5519) (¥80'2$) (8858 T$) (6vL'8$) 0% (1£2$) (00¥'5$) (£63%) (6£0's5$) (z66'8%) (s T
(pariwo 000)
TTOT Ad 10y 1aAojdwig Aq
pied aq 03 |esodoid 01 anQg
(3s0D 1vn J0 uonezipouwy pue 3so) [eW.IoN)
siejjoq (p22npay)/euoppy
(80b'vS6'1$) 0$ (80%'+56°1$) (2£6'69%) (9t8'e$) (8£5%) (206'9%) (115%) (8zL'9tes) (1£8'5¥9'1$) (paniwo gpo)
|esodoad 03 anp Alitiqer
papunjun (pasnpay)/|euoiIppy
%0¢E"€E- %C8'T- Yalb'E- %E8'E- %bS v %L1 b %56V~ %EE - %8C°9- %88'C- 150D ul 9Buey) [g01L D
%0t 0- %0070 %EY0- %SL0- %6v 0- %19 0- %LE0- %9T°T- %9€0- %t 0- 150D T¥N Jo uopezijowy 'q
%06°C- %81~ %66°C- %80°¢- %S0 - %C9'¢E- %8S 'v- Y%L 1°E- %C6'S- %t C- 150D |eW.ION ‘e
13A0/dw3 Aq pled J1 2107 Ad M43
|esodold 03 anp $33ey uoinguiuo) ut sbueyd g
%TEST %LS°6T %l6'YT %8E" T %69°Cr %9t 1y %CETE %0T"LE %90'6¢ %/L0'CT CT0C Ad - 30D B0l D
Y%SEE€ %87 %9T°€ %PSCT %0679¢ %CL'9C %06°TT %¥8 S %CL9 %ECC 1503 WNn q
%96 TT %6L°ET %1811 %8 1T %691 Y%L vT %ly'6T %9C' 1T %tE Tl %t8'6 150D [ewlON ‘e
(+-AlI 3|9e. - uoien|ea QTOZ ‘T AINC 3U3 papodal se) $1507) JoAo|dW] WR)SAS JUSsald  'T
sajey uoijnglijuo)
j1s0dwo) dO¥a (d049q Buipnpxa) Juswabeuep Auno) qed-Any-ba7 leipng uonens|uIpy Jenbay Je|nbay
a11sodwo) Joluss ----SSB|D) SIDWO PRIID|F-——- -—---iS1Y [1D3dS----- Sud

1379vL

TI0Z ‘0€ aung 4ayy pauses sjauag uo
spuawsnipy BUIAIT jo 3500 buijeusify jo 3oedwy

SISATYNY 1OVdWI TvDSI
WILSAS LNIWIFILIY YATHOTd



