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Welcome — Thank you for participating

= PERS serves 900+ Oregon public employers by administering the
retirement plan for approximately 330,000 current and retired members

= Each year, PERS receives $1 billion in contributions and pays almost
$4 billion to benefit recipients in Oregon

* Your employees may change public employers during their careers, but
PERS maintains a relationship with them for their lifetime and beyond

This presentation will:

» Review the PERS funding equation and its dynamics, including the
main drivers of the system’s funded status and unfunded actuarial
liability (UAL); and

= Review 2017-2019 advisory employer contribution rates and
projections for future employer rates.
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Who 1s PERS?

STATE
57,654

(INCLUDES UNIVERSITIES )

Membership
Tier One: 49,687
Tier Two: 57,945
OPSRP: 98,612

LOCAL GOV'Ts
92,696 Guminiry cor.

ELECTED TO JOIN
SLGRP)

SCHOOL
DISTRICTS
80,104

NDEPENDENTS
15,799

As of 12-31-14




PERS Employer Profile by County in 2014 LEGEND

# Employers = Total Employers (School Districts/All Other Employers)
2014 Payroll $ = Cumulative Subject Salary for All Employers Within the County

|

Columbia County 2014 Member Contributions = 6% of 2014 Payroll
# ERs =26 (5/21) 2014 Employer Contributions = Total Employer Contributions Paid in 2014 for
. 201’:')':2!;:"":; :gzw-'“' Pensions (PERS & OPSRP) including RHIA & RHIPA (State Agencies Only) J
# ERs =15 (4/11) ER Cntrb = $7.4M
2014 Payroll $ = $53M
Mbr Cntrb = $3.2M Multnomah County Gilliam County
ER Cntrb = $5.2M #ERs =5 (3/2)

# ERs = 54 (28/26) ;
2014 Payroll $ = $1.968 5 eRos 34 1% #eRems. 2014 Payroll $ = S47M
Mbr Cntrb = $117.8M 2014 payroll $ = $36.4M 2014 Pyrl $ = $3.7M
ER Cntrb 2$168.4M  mpr Cntrb = $2.2M  Mbr Cntrb = $223K
ERCntrb=$42M  ER Cntrb = $625K

Mbr Cntrb = $281K

Washington County
ER Cntrb = $862K

# ERs = 45 (20/25)
2014 Payroll $ = $832.4M

Mty Cniteb = 359 Umatilla
ER Cntrb = $123.3M G —rp e
Tillamook County # ERs = 34 (13/21)
#ERs = 25 (2/23) 2014 Pyrl $ = $116.2M

Mbr Cntrb = $6.9M
~ER Cntrb = $12.3M

2014 Payroll $ = $31M

Mbr Cntrb = $1.9|

ER Cntrb = $3.2M
Yamhill County

#ERs = 28 (1117)

2014 Payroll $ = $130.7M

Mbr Cntrb = $7.8M

#ERs = 14 (6/8) ., EF
2014 Payroll $ = $31.5M

Mbr Cntrb = $1.9M L
ER Cntrb = $4.0M _

# ERs = 18 (6/12)
014 Payroll $ = $41M

=
ER Cntrb = $14.5M AP erg ol
Marion County ER Cntrb = $5.0M
#ERs = 144 (13/131) —
2014 Payroll $ = $2.6B Jefferson
Mbr Cntrb = $157.4M ——{ #ERs=15(5/10)
ER Cntrb = $281M )2014 Payroll $ = $31M

Polk County Mbr Cntrb = $1 .
#ERs = 14 (4/10) :
2014 Payroll $ = $79.9M
Mbr Cntrb = $4.8M
ER Cntrb = $9.3M

#ERs =7 (3/4)
2014 Payroll $ = $22M
Mbr Cntrb = $1.3M

R Cntrb = $1.5M

Lincoln County

# ERs = 23 (20/3)

2014 Payroll $ = $43.8M
Mbr Cntrb = $2.6M

ER Cntrb = $2.3M

Benton County
#ERs = 15 (6/9) Aalheur
2014 Payroll $ = $306.4M # ERsM-a;1 (1:[10)
Mbr Cntrb = $18.4M 2014 Payroll $ = $52.2M
ER Cntrb = $29.8M Mbr Cntrb = $3.1M
—_— ER Cntrb = $7.1M

#ERs = 25 (9/16)
2014 Payroll $ = $81.6M
Mbr Cntrb = $4.9M
ER Cntrb = $12.1M

Klamath

#ERs = 20 (4/16)
Curry County 2014 Payroll § = $81.4M
#ERs =13 (3/110) Mbr Cntrb = $4.9M
2014 Payroll $ = $19.7M ER Cntrb = $13.2M

Mbr Cntrb = $1.2M
ER Cntrb = $2.4M




Total PERS Benefit Payments by County in 2014 LEGEND
Columbia County

#=1,366 # = Number of Retirees
Clatsop County $=1%41,122,104 $ = Amount of Money Paid

#=1,192 = AVG = Average Annual Payment
$ =$32,186,599 AVG = $30,104 S Y

AVG = $27,002 Gilliam County
#=83

Washington County Multnomah County Hood River County Sherman County § = §1,699,043

#= 10,451 #= 15,857 # = 596 # =85 AVG = $20,470

$ = $323,570,866
AVG = $30,961

§ = $504,530,047  S=$17.034,996 S =$1,975924
AVG = $31.818 AVG =$28,582  AVG = $23,246

Tillamook County
#=994

$ = $26,455,200
AVG = $26,615

Yambhill County
#=12,528

§ = $68,948,932
AVG =$27,274
Marion County
#=14,037
$ =5420,636,003
AVG =$29,966

Polk County

# = 4,066
$=$124,964,110
AVG = $30,734

Lincoln County
#=1,550

$ = $41,057,805 '

AVG = 526,489

Benton County
#=3,589

$=$122,050,608
AVG = $34,007

Coos County
#=1982
$ = $48,739,345
AVG = $24,591

Coos
Curry County
#=539
$ = §$12,397,560
AVG = $23,001

$=$105,862,802
AVG = $25,947

#=11876
$ = $368,260,950
AVG = $31,010

Douglas
#=3360
$=%88,017,395
AVG = $26,196

Jackson

#=5,007

$ =$139,745,505
AVG = $27,910

Wasco

$ = $21,633,456
AVG = $27,008

/ Umatilla
- #=2216 Wallowa
$ = $59,550,795
Morrow AVG = $26,873 # = 304
Sherman #= 247 i $ = $8,389,384
Union AVG = $27,597

$ = $5,508,401
Glllam | 1y = 522 666

#=983
$ = $27,874,376
AVG = $28,356

Klamath

#=1,705
$ = 542,141,676
AVG = §$24,717

Baker

Jefferson #=T736
# = 860 Grant § = $17,896,234
§$ = $22,377,078 #=1314 AVG = $24,316
AVG = $26,020 $ = $7,394,700
AVG = $23,550
Crook
#=742
$ = $19,459,376
AVG = $26,226
Harney Malheur
Lake #=317 #=788
$ = $6,902,982 _
# =267 $ = $19,841,003
$ = $6,076,416 SNCE 2Lz AVG = $25,179
AVG = $22,758
= PERS benefits paid to Oregonians in 2014: $3.3 billion

Total increase in Oregon economic output: $3.9 billion in 2014
(compared to employer contributions of approximately $2 billion)
Oregon jobs supported: 35,999

Wages of Oregon jobs supported: $1.1 billion

Estimated state income taxes paid by PERS retirees in Oregon:
$171.7 million

PrroE



The PERS Funding Equation

At the end of each calendar year, the PERS actuaries calculate the
system’s funded status using the following basic equation:

B=C+E

BENEFITS = CONTRIBUTIONS + EARNINGS

present value of employer funds to pay future returns on
earned benefits pension benefits invested funds
Set by: Set by: Managed by:
Oregon Legislature PERS Board Oregon Investment Council

Every two years, the PERS Board adjusts contributions so that, over time,
those contributions will be sufficient to fund the benefits earned,
if earnings follow assumptions.
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Employer Contribution Rate Setting Cycle

Actuarial valuations are conducted annually, but alternate between
“advisory” and “‘rate setting” valuations: e.g., the December 31, 2014,
valuation results project what employer rates might become, and the
December 31, 2015, valuation will be used to set actual rates.

Once employer rates are adopted by the PERS Board (in the fall of the
even-numbered year), they become effective the following July 1 of the
odd-numbered year (18 months after the valuation date).

Valuation Date Employer Contribution Rates

December 31, 2013 ——  July 2015 - June 2017
December 31, 2015 ——  July 2017 - June 2019
December 31, 2017 ——>  July 2019 - June 2021

Oregon
RS Public
Employees
Retirement
System




Solving the Equation . ..

When setting employer contribution rates, the PERS Board has the
following objectives:

= Transparent process and inputs

Predictable and stable employer contribution rates

Protect funded status to secure future benefit payments
Equitable across generations of taxpayers funding the system
Actuarially sound — fully fund the system if assumptions are met
GASB compliant

Some of the objectives can conflict, particularly in periods with
significant volatility in investment return or projected benefit levels.
Overall system funding policies should seek an appropriate balance

between conflicting objectives.
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Balancing the “B”, “C”, and “E”
PENSION BENEFIT FUNDING SOURCES (1970-2014)

NOT LEGAL TENDER

R,

= R

/| AT

& S
~ Y

73.80¢ 20.65¢ 5.55¢
INVESTMENT EARNINGS EMPLOYERS MEMBERS

N
\ 4

Since 1970, the total revenues into PERS to pay for Tier One and Tier Two benefits have
come from these three sources. Member contributions were diverted to the Individual
Account Program starting in 2004, so their share of revenue will diminish over time.

e Prps




Problem: the “B” and “C+E” Don’t Align

TOTAL LIABILITY $81.0

ACCRUED LIABILITY $73.5

Present Value of Future

Normal Cost — Actives: $7.5

OPSRP Active Members: $2.8

Tier Two — Active Members:

$6.4

Tier One — Active Members:
$13.0
Inactive Members: $4.9
Retired Members: $46.4

Obligations (“B”)

Dollars shown
in billions
As of 12-31-14

Present Value of Future

Normal Cost — Actives: $7.5
Present Value of Future
UAL Contributions: $18.0

OPSRP Employer Pool: $2.0

Tier One/Tier Two

Member Accounts: $6.9
Tier One/Tier Two
Employer Reserves:  $22.8

Tier One/Tier Two
Benefits in Force Reserve:
$23.8

Resources (“C+E”)

UNFUNDED
ACTUARIAL

ASSETS $55.5

(Excludes Side Accounts, Contingency Reserve,

LIABILITY

and Tier One Rate Guarantee Reserve)

$18.0




Where the Funding Balance Got Away —
Avg. ReplaCement Ratios (% of “final salary” to monthly benefit)

100% |

Earnings (“E”) averaged 15% from 1980-99, driving up
Money Match benefits (“B”), but contributions (“C”)

AVG. REPLACEMENT RATIOS

were never set to align with these increases. il
80% — —
60% TT — —
Formula = 50%
40%
Employers sued over the PERS Board’s
1997 and ‘99 rate orders, leading to
2003 reforms that redirected member
contributions and limited crediting,
20% driving down the rate of benefit growth.
—30-YR RETIREE RR
EmALL RETIREE RR
=i=% OF MM CALCULATIONS
0% +

1990
1992
1994
1996

1998
2000
2002
2004

2006

- 100%

Earnings crater in 2007-09 (-28%), so
2013 reforms sought to limit COLA,
but were rejected by the court.

80%

'I\ _

——&‘——— L 60%

SIN3INTHILIH HOLVIN AGNOIN 40 %

- 40%
- 20%
- 0%

<

—

o

N

2008
2010
2012




System Funded Status and UAL ($ in billions)
12/31/2013 12/31/2014
Actuarial liability $62.6 $73.5
Assets (excluding side accounts) $54.1 $55.5
UAL (excluding side accounts) $ 85 $18.0
Funded status (excluding side accounts) 86% 76%
Side account assets $59 $59
UAL (including side accounts) $ 26 $12.1
Funded status (including side accounts) 96% 84%
Sources of 2014 UAL Increase UAL Increase
Expected UAL increase during 2014 $0.2B
2014 actual investment performance below assumption $0.2B
Moro adjustment to projected benefits $5.1B
Decrease in assumed return to 7.50% $1.7B
Update to mortality assumption $1.8B
All other assumption changes and actual experience $0.5B
Total $9.5B

Milliman presentation; September 25, 2015 Board meeting &




Millions of Dollars

Projected Benefit Payments

Tier One/Tier Two expected benefit payments by status as of 12/31/2014

9,000

8,000

7,000 —

6,000

5,000

4,000

3,000

2,000
1,000 -
0 -
2015 2020 2025 2030
Active Inactive = [N Payment

Milliman presentation; September 25, 2015 Board meeting

2035 2040 2045
-===12/31/2013 Valuation




System-Wide Pension Rates

Excludes Retiree Health Care, AP Contributions, Side Accounts

12/31/2013 12/31/2014
2015 - 2017 Final 2017 - 2019 Advisory
Payroll Payroll

Terz OPSRP i Tierz OPSRP il
Normal Cost 13.18% 7.79% 10.94% 15.41% 8.63% 12.30%
Tier 1/Tier 2 UAL 6.63% 6.63% 6.63% 13.68%  13.68%  13.68%
OPSRP UAL 0.61% 0.61% 0.61% 1.01% 1.01% 1.01%
Uncollared Rate 20.42%  15.03%  18.18% 30.10% 23.32% 26.99%
Increase 9.68% 8.29% 8.81%
Collar Limitation (0.72%) (0.72%)  (0.72%) (6.25%) (6.25%) (6.25%)
Collared Base Rate 4.15% 2.76% 3.28%

1 Weighting based on the pool’s payroll levels (Tier 1/Tier 2, OPSRP) as of the valuation date.

Milliman presentation; September 25, 2015 Board meeting




Current Design of Rate Collar

» The maximum change typically permitted by the collar is 20% of the
rate currently in effect (3% of payroll minimum collar width)

= |f funded status is 60% or lower, the width of the collar doubles to 40%
of rate currently in effect (6% of payroll minimum collar width)

= If the funded status is between 60% and 70%, the collar size is prorated
between the initial collar and double collar level

Illustration of Rate Collar
32.00%

- _:
24.00%

20.00% +—— — ® rate —— Collar
Nl -
12.00%

8.00%

= Rate collars are calculated at a rate pool level and limit the biennium to
biennium increase in the UAL rate for a given rate pool

Milliman presentation; May 29, 2015 Board meeting &
Pu
RSiE




2017-19 Contribution Increase Estimates

(A) (B) (B) - (A)
Projected Projected Projected Projected Projected
2015-17 2015-17 2017-19 2017-19 Contribution
($ millions) | Payroll* | Contribution Payroll* | Contribution Increase
State
Agencies $5,580 $575 $5,980 $800 $225
School
Districts $5,950 $560 $6,370 $850 $290
Al $7,350 $870 $7.870 $1,155 $285
Others B B R B E—
Total $18,880 $2,005 $20,220 $2,805 $800

* Assumes payroll grows at 3.50% annually based on 12/31/2014 active member census, reflecting proportional
payroll composition (Tier 1/Tier 2 vs. OPSRP) as of 12/31/2014

= Projected 2017-19 contributions are determined by applying collared net
advisory rates calculated in the 12/31/2014 valuation
= Projections do not reflect the effects of actual 2015 investment returns

Milliman presentation; September 25, 2015 Board meeting

& E Oregon




Tier One/Tier Two Employer Rate
Pool Funded Status and UAL

= Funded status differs for the two large Tier One/Tier Two rate pools

($ in billions) SLGRP* School Districts
Actuarial liability $37.2 $27.1
Assets (excluding side accounts) $28.5 $20.3
UAL (excluding side accounts) $8.7 $6.8
Funded status (excluding side accounts) 77% 75%
Projected 2015 payroll $5.4 $2.9
Ratio of UAL to payroll 161% 234%
Side account assets $2.7 $3.1
UAL (including side accounts) $6.0 $3.7
Funded status (including side accounts) 84% 86%

* State and Local Government Rate Pool

Milliman presentation; September 25, 2015 Board meeting i
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Summary

PERS Funding Equation: Benefits = Contributions + Earnings

The equation is reviewed every year and rebalanced by the PERS

Board setting employer contribution rates every two years

Individual 2017-2019 advisory employer contribution rates (based

on the December 13, 2014 valuation) will be distributed soon

Actual 2017-2019 employer contribution rates (effective July 1,

2017) will be approved by the PERS Board in fall 2016, using:

= Actual investment performance for 2014 and 2015;

= Restored benefits from the Moro decision; and

= Actuarial methods and assumptions adopted by the PERS Board
at its September 25, 2015 meeting

Questions? Contact the PERS Employer Service Center: 888-320-7377
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