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March 2, 2011

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 Reducing the
DROP Interest Rate from 6.50% to 3.0% for New DROP Participants Effective
July 1, 2011

Dear Sarabeth:

As you requested, we have studied the impact to the FRS of the Senate proposal to reduce
the DROP interest rate from 6.5% to 3.0% for all members with DROP effective begin
dates on or after July 1, 2011.

Background

Currently, DROP allows members of all classes to elect to retire and have FRS benefits
accumulate in the FRS Trust Fund, earning interest at 6.5%, while the member continues
to work for an FRS employer for a period up to 60 months. The member's election to
participate in the DROP must be made at the beginning of the DROP period; therefore this
study only affects members who may elect DROP on or after July 1, 2011. At the end of
the DROP period, the member retires from FRS, receives the accumulated balance of
his/her DROP account and starts his/her normal retirement benefit.

Assumptions and Analysis

The proposal would affect DROP members entering DROP on or after July 1, 2011.
Therefore, we limited our study to the impact on current active members. Members
currently in the DROP are considered retirees for the purposes of this study, and hence are
not impacted by this proposal.
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To study the impact of this proposal, we re-ran the July 1, 2010 valuation for hypothetical
active members by each age and class replacing the 6.5% DROP accumulation interest
rate assumption with the proposed 3.0% DROP accumulation interest rate. We analyzed
the change in the DROP account balance from an accumulation of 6.5% versus 3.0% while
the member is in DROP. We determined the impact of the decrease in the value of the
member’'s DROP account balance for those who elect to participate in DROP in the future.

FRS currently funds the DROP through a separate contribution rate associated with the
actual current costs of DROP. 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.

We have assumed no change in the valuation retirement rates since we believe DROP will
still be attractive and that the proposed benefit change will not affect the incidence of
DROP elections. (Because of this, the current impact of this proposal is limited to the
contribution rate paid by employers on behalf of their employees currently participating in
DROP.)

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 I 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. There is no impact in the funding actuarial liabilities, since this proposal only
affects employees expected to participate in DROP in the future. This benefit change
results in a decrease in the composite Normal Cost rate of 0.32% and no change to the
composite UAL rate, and therefore, an overall decrease in the composite contribution rate
of 0.32%, for the System. This translates into an estimated overall employer contribution
savings of $85 million for Fiscal Year 2011-2012.
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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.

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.
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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.

RS

Robert S. Dezube, FSA
Consulting Actuary

Enclosures

RSD/MDJ/IKH/ST/GIB16
M:\GIB\GIB16\2010\GIB16_Letter.doc

This work product was prepared solely for Florida Retirement System for the purposes described herein and may not be appropriate to
use for other purposes. Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work.



L10gcre/e

ueunt|iiN

IOM SIY] dAI9081 oym sajped 1ayjo 0} Ajiqel 40 AINp Ou S8LLUNSSe pue JydauUdq 0} PUdjUl JoU S0P UBLIIIN
‘sesodind 1ey)o 1oj esn 0} ajeudoidde aq jou Aew pue ulsidy paquosep sasodind oy} 10) SedIIBS Juswusbeueyy Jo Jusiupedaq ayj Joj Ajejos paiedaid sem Jonpoid iom siy |

0% | oL L
0$ PYpo 9
0% sapuUNod  °§
0% sabajj0) AQunwwo)
0% sasIBALN A|S ¢
0% spieog |00PS  °Z
0$ (s T
(paxiwo 000)

TT0Z Ad 4o} Johojdwig Aq

pred 3q 03 jesodoud 0} anq

(3502 YN JO HOEZIHOWY pUE }SO) |BWION)
sJejjoq (pa3npay)/jeuoippy

0$ (pawo 000)
[esodoud 03 anp Amjiqert
papunyun (pednpay)/|eucippy

%0070 350D U abuey) g0 D
%000 350D VN 40 uonezpowy ‘g
%000 1500 [BULION ‘B
JaAo/dw3 AQ pled Jl 2107 Ad 9AIPRL3
lesodoud 03 anp saiey uonnquiuc) ul sbuey) g
%L0TT CT0C Ad -350D [Byol
%ECT 300 VN 4
%¥8°'6 150D [BWION ‘B

(Al =|qeL - uonen|ea pT0Z ‘T AINC 943 paHodal se) S1sop) JaAojdw] WaNsAs Juasald 1

(019'v8%) (019'v8%) 0$ 0% 0% 0% 0$ 0% 0%
(9z5'e$) (9z5'¢$) 0$ 0$ 0% 0$ 0% 0% 0$
(9¢8'61%) (9£8'61%) 0$ 0% 03 03% 0$ 0% 0$
(966'2$) (966'¢$) 0% 0% 0$ 0$ 0$ 0$ 0$
(£81'v$) (£81'p$) 0% 0% 0% 0% 0% 0% 113
(990'8€$) (990'8¢$) 0$ 0% 0% 0% 0% 0$ 0%
(656'S1$) (656'ST$) 0$ 0$ 0$ 0$ 0$ 0$ 0$
0% 0$ 0$ 0$ 0$ 0$ 0$ 0$ (03
%ZE0- %01 b~ %0070 %000 %000 %000 %000 %00°0 %00°0
%000 %000 %000 %000 %000 %000 %000 %000 %000
%CE0- %01 ¥- %000 %000 %00°0 %000 %000 %000 %000
%TEST %LS'6T %L6'P1 %8E" ¢ %69t %9 T %lETE %0T°LE %90°6¢
%SEE %8LS %9T € %S %06°9¢ %CL9C %06'TT %¥87SC %cL9
%96'TT %6L°ET %I8'TT %P8’ TT %6L'9T %bL VT %Cy'61 %9C' 1T %bE T
2y50dwo) d0da (do¥a Buipnpxa) Juswsbeuely AQuno) qed-Apy-6a7 |epipng uonensiuiwpy 1e|nbay
a)isodwo) Joluss -—--SSB|D ,SI0VIYQ P9 3———- = Sy [ersds-——-

137avl

%0°E 01 %059 Woyy )ey Jsa13]uT dONd 241 bunpay jo ppeduwy

TT0Z ‘I AIng 9AL233 SIsqUSW dOY¥d MIN 104

SISATYNY 1OVdIWI TvOSId
WILSAS INTFWIAUILIY VATHOTA

sajey uonNgLIuo)

Jenbay

Sud



