Appendix 1
STATE OF CONNECTICUT
BY HER EXCELLENCY
M. JODI RELL

EXECUTIVE ORDER NO. 38
WHEREAS the State of Connecticut provides its employees with pensions and other post-
employment benefits such as health care; and
WHEREAS these benefits serve the public mterest by attraetmg and retaining a workforce that
protects the health and safety of the State; and
WHERTEAS the most recent accounting reports that the State Employees Retirement System is
$9.3 billion under funded, and the State Employees Post Retirement Health and Life benefits (“OPEB™)
are $24.6 billion under funded; and
WHEREAS the impact of the growth in pension and OPEB liabilities places additional strain on
the State’s budget resources as annual contributions comprise over §1 billion of state funds, with the
potential to be many times that amount; and
WHEREAS the unfunded liability is considered debt and thus has a negative impact for
Connecticut with rating agencies; and
WHEREAS providing additional information, resources and potential short and long term plans to our
elected officials will assist them in developing strategies for addressing post-employment liabilities; and -
WHEREAS it is my goal as Governor to work with the business community, legistature and
other elected officials to find an effective solution to the problem;
NOW, THEREFORE, I, M. JODI RELL, Governor of the State of Connecticut, by virtue of the authority
vested in me by the Constitution and Statutes of the State do hereby ORDER AND DIRECT:
1. That there is established a State Post-Employment Benefits Commission.
2. That the Governor shall appoint representatives to the Commission consisting of representatives of the
Office of the Treasurer, Office of the Comptroller, the Office of Policy and Management, the Office of
Labor Relations, the State Employees Bargaining Agent Coalition, certlﬁed public accountants, certified
actuaries, and members of the business community.
3. That the Governor shall appoint the Chairperson.
4. That all appointments should be made by February 15, 2010.
5. That on or before July 1, 2010, the Commission shall dehver a report to the Governor that:
a. Identifies the amount and extent of unfunded labilities for pensions and other post-employment benefits;
b. Compares and evaluates the advantages and disadvantages of various approaches for addressing
unfunded pension liabilities and post-employment benefits; and
c. Proposes a short and long term plan or plans for addressing unfunded pension liabilities and post-
employment benefits.. .
6. That State departments and agencies shall cooperate and prowde support to the Cormmssmn
7. That the Commission shall comply with applicable Freedom of Information laws, and that all meetmgs
shall take place, whenever possible, in the Legislative Office Building.
8. That this Order shall take effect immediately.

Dated in Hartford, Connecticut, this 3" day of February 2010

M. Jodi Rell
By Her Excellency’s Command

Susan Bysiewice, Secretary of the State
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Appendix 2 — Summary of SERS Plan Provisions

CONNECTICUT STATE EMPLOYEES REYIREMENT SYSTEM
SUMMARY OF PLAN PROVISIONS

This summary of plan provisions is based on our understanding of the benefits as described
by the Connecticut General Statutes, summary plan descriptions, and the Connecticut State
Employees Retirement System. Tt is intended only to describe the essential features of the
plan. All eligibility requirements and benefit amounts shall be determined in strict
accordance with the plan document itself. To the extent that this summary does not
accurately reflect the plan provisions, then the resulis of this valuation may not be accurate.

L Membership

Tier I [Sec. 5-160]: BEach state employee appointed to classified service shall become a
mmemiber on the first day of the pay period following permanent appointment.

Fach officer clected by the people and each appointee of such officer exempt from
classified service may elect to become a member, effective on the first day of the pay
period following receipt of stich election.

Each other state employee exempt from classified service shall become a member on the
first day of the pay period following six months of employment.

Except as noted below, employees hired prior to July 1, 1984 could elect (no later than

January 2, 1984) to be covered under either Plan B or Plan C. Employees under

contracts with Union Independent and CSEA unions hired prior to October 1, 1982 had
" untif October 1, 1984 to make such election.

Tier I [Sec. 5-192¢]: Tier 11 consists of employees first joining the refirement system on
aor after July 1, 1984 plus employees hired between July 1, 1982 and January 1, 1984
who clected Tier . Each state employee becomes a member on the first day of
employment.

_ Tier II4: Tier lIA consists of employees first joining the retirement system on or after
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Appendix 2 ~ Summary of SERS Plan Provisions—continued

CONNECTICUT STATE EMPLOYEES RETIREMENT SYSTEM
SUMMARY OF PLAN PROVISIONS

2 Normeal Retivement FElioibility

Tier J - Hazardous Duty [Sec. 5-173]: 20 years of credited service.

Tier I - Plans B and C [Sec. 5-162]: The earliest of age 55 with 25 years of service, age
60 with 10 vears of service, or age 70 with 5 years of service.

- Tier I [Sec. 5-1921] apd Tier IA: The earliest of age 62 with 10 years of vesting service
(effective Tuly 1, 1992), age 60 with 25 years of vesting service, age 70 with 5 years of
vesting service, or age 62 with 5 years of actual state service for terminations on or after
July 1, 1997. Hazardous duty members may retire after 20 years. ’

3. " Wormal Refirement Benefit

Final Average Earnings: The average salary of the three highest paid years of service.
Commencing January 1, 1986, no one year’s earnings can be greater than 130% of the
average of the preceding two years in caleufating the Final Average Eamings.

Tier I - Hazardous Duty [Sec. 5-173]: 50% of Final Average Harnings plus 2% for each
year of service in excess of 20.

Tier I Plan B [Sec. 5-162]: Same as Plan C up to age 65; thercafter 1% of Final
Average Barnings up to $4,800 plus 2% of Final Average Earnings in excess of $4,800
times years of service. At age 70, greater of 1.25% of Final Average Farnings up to
$4,800 phis 2.5% of Final Average Eamings in excess of $4,800 times ysars of service
(maximum 20 years) or 1.0% of Final Average Farnings up to $4,800 plus 2% of Final
Avetage Barnings in excess of $4,800 times years of service. Minimum henefit with 25
years is $833.34 per month.

Tier I Plan C [Sec, 5-162]: 2% of Final Average Barnings times years of service. At
age 70, greater of 2.5% of Final Average Earnings time years of service (maximum 20
years) or 2.0% of Final Average Earnings times years of service. Minimum benefit with
75 years is $833.34 permonth, T

Tier Il Hazardous Duty Members [Sec. 5-192n} and Tier 114 2.5% of Final Average
Earnings times wp to 20 years of service plus 2% of Final Average Barnings times years
of service in excess of 20 years, if any. Minfinum benefit with 25 years is $360 per
month. '
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Appendix 2 - Summary of SERS Plan Provisions—continued

CONNECTICUT STATE EMPLOYEES RETIREMENT SYSTEM
SUMMARY OF PLAN PROVISIONS

Tier 1T All Other [Sec. 5-1921] and Tier IA: 1':% of Final Average Earnings plus 2%
of Final Average Farnings in excess of the year's brealpoint™, times up to 35 years of
service fiom October 1, 1982 plus 1%% of Final Average Earpings times years of service
in excess of 35 years, if any. Minimum benefit with 25 years is $360 per month.

* $10,700 increased by 6% each yeéu‘ after 1982, rounded to the nearest $100, but not
greater than Social Security Covered Compensation.

4. FEarly Retirement

Tier I - Hazardous Duty: None.

Tier I fSec. 5-162]: Age 55 with 10 years of service; benefit is Normal Refirement
Benefit reduced for retirement prior to age 60-with less than 25 years of service.

Tier I [Sec. 5-192m] and Tier IA: Age 55 with 10 years of vesting service; benefit is
Normal Retirement Benefit reduced %% (effective July 1, 1991) for each month prior to
age 60 if at least 25 vears of service or age 62 if at least 10 but less than 25 years of
service. Minimum benefit with 25 years of service is $360 per month.

5. Deterred Retivement

Tier I [Sec, 5-162]: May be deferred.

Tier I [Sec. 5-1921] ¢nd Tier IIA: May be deferred. Benefit is based on salary and
service to actual retirement. -

6.  Vesting

Tier I [Sec. 5-166]: Ten vears of service; benefit is payable at Normal Retirement Age
or an early retivement benefit is payable at age 55; in addition employees are always
fully vested in their own cortributions (after January 1, 1983, Tier I contributions with
5% interest from January 1, 1982).

Tier I - Hazardous Duty fSec. 5-173¢}]: Asabove.

Tier IT [Sec. 5-1920] and Tier II4; Effective July 1, 1997, 5 years of actual state service,
10 years of vesting service, or age 70 with 5 years of service; benefit is payable at
Normal Retirement Age or an early retirement benefit is payable at age 55. In addition
employees are always fully vested in their own contributions with 5% interest.
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Appendix 2 = Summary of SERS Plan Provisions—continued

CONNECTICUT STATE EMPLOYEES RETIREMENT SYSTEM
SUMMARY OF PLAN PROVISIONS

7. Member Coniributions

Tier I - Hazardous Duty [Sec. 5-161] 4% of eamings up to the Social Security
Taxable Wage Base plus 5% of earnings
above that level.

TierI- Plan B [Sec. 5-161] 2% of earnings up to the Social Security
Taxable Wage Base plus 5% of eamings
: above that level.
Tier I - Plan C [Sec, 5-161] 3% of earnings.
Tier Il - All Other [Sec. 5-192u] None.
Tier I - Hazavdous Duty [Sec. 5-192u] 4% of earnings.
Tier ITA — All Other 2% of earnings.
Tier IId — Hazardous Duty 5% of earnings.

8. Cost of Living

[Sec, 5-162b, 5-162d]: Annual adjustment each July 1 of up to 5% for retirements priot
to July 1, 1980; 3% for retirements after July 1, 1980. For members (or beneficiaries)
not covered by Sociaf Security and age 62 and over, the maximum increase is 6%. If an
actuarial surplus (as defined in the faw) exists, the Commission may further increase
retired benefits.

For employees retiring after June 30, 1999, the annual adjustment will be 60% of the
increase in the CPI up to 6% and 75% of the increase in the CPI over 6%. This
adjustment will be no less than 2.5% and no greater than 6%. Employees retiring
between July 1, 1997 and June 30, 1999 made an irrevocable choice between this
formula and a fixed 3% annual adjustment.

Tier II4: An employee must have at least ten years of actual state service or directly
make the transition into retivement in order to.be eligible for annual adjustments.

. 9, Peath Benefits

Tier I - State Police [Sec. 3-146]: Survivor benefits to spouse of $670 per month plus
$300 to a surviving dependent child (or $700 to surviving dependent children).

Tier I [Sec. 5-165a]: If eligible for early or normal retirement, spouse benefit is equal to
50% of the average of the Life Benefit and the 50% Joint & Surviver Benefit the
member would have recéived. If not eligible to retive but 25 years of service, the same
benefit calculated as though age 55 using service and earnings at death.
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Appendix 2 — Summary of'SEARS Plan Provisions—continued

CONNECTICUT STATE EMPLOYEES RETIREMENT SYSTEM
SUMMARY OF PLAN PROVISIONS

[Sec. 5-168]: 1If not eligible for retirement, return of contribuiions (after October 1,
1982, Tier I, with interest from January 1, 1982 at 5%).

Tier I [Sec. 5-1927] and Tier ITA: 1If eligible for early or normal retirement, spouse
benefit is equal to 50% of the member’s benefit under a 50% Joint & Survivor Annuity.
If not eligible to retire but 25 years of servics, the same benefit calculated as though age
55 using service and carnings af death. If not eligible for retirement, return of
contributions with 5% interest.

Tiers I [Sec. 5-144], II [Sec. 5-192t] and JI4: Tf death is due to employment, a spouse
with dependent children under 18 will be paid $100,000 in 10 annual instailments while
tiving and not remarried; also $50 per month per child under age 18. If no children
under age 18, spouse [or dependent parent(s), if no spouse] will be paid $50,000 in not
Jess than 10 annual instaliments.

10. Disability Benefils

Tier I [Sec. 5-142. 5-169, 5-173]: For non-service disabilities occurring prior to age 60
with at least 5 years of service, benefit is 3% of Final Average Eamings times years of
service; maximum benefit is 1%.% of Final Average Earmings times years of service
projected to age 65. 1f disability occurs prior to age 60 and is due to service, benefit is
124% of Salary times years of service projected to age 65 (maximum 30 years) and is
payabie regardless of length of service. Exveption: State Police benefit is equal to the
normal retirement benefit if more than 20 years of service. State Police receive an
additional benefit of $360 per month plus $300 to spouse plus $300 to a surviving
dependent child (or $700 to surviving dependent children).

If in-service disability occurs after the member is eligible for a non-service disability, the
member receives the greater of the in-service and non-service disability benelits.

Tier 11 [5-192p] and Tier JIA: Prior to age 65 and due to service or with at least 10 years
of service, benefit is 1%,% of Final Average Eamnings plus %% of Final Average
Farnings in excess of the year's breakpoint, times service projected to age 65 (maximusi’
30 yezrs) or service to Date of Disability if greater.

Tier I_II, and JI4: Maximum disabﬂiiy benefit is the lesser of 100% of salary less
Workers Compensation, Social Security and non-rehabilitation earnings, or 80% of
salary less Workers Compensation and Social Security. Social Security is primary plus
family.

Minimum disability benefit including Workers Compensation and Social Security is
60% of salary,
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Appendix 2 — Summary _of SERS Plan Provisions—continued

CONNECTICUT STATE EMPLOYEES RETIREMENT SYSTEM
SUMMARY OF PLAN PROVISIONS

11. Optional Forms of Payment

50% or 100% JYoint and Survivor MNormal Form if married at least 12 months). Ten
years certain and life. Twenty years certain and life. Life (Normal Form if not married
.~ at least 12 months).

i2 Part-Time Emplovient

[See, 5-162¢ & Sec. 5-192k]: Service is treated as if full-time for eligibility. If member

is consistently part-time for ali periods, service is treated as if full-time. [fmember has a
varying schedule or some part-time and some full-time service, scrvice and salary are
proportionately adjusted.
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Appendix 3 - Changes Made to Pension Plans and OPEB by States in 2010

Source: Pensions and Retirement Plan Enactments in 2010 State Legislatures, July 19, 2010. National
Conference of State Legislatures.

Arizana: Made a number of changes affecting new hires only. Increased the time from 36 months to 60
months to compute the highest average salary as a base for the benefit calculation. For normal
retirement eligibility, changes the rule of 80 to the rule of 85 and eliminates refunds of employer
contributions for those who voluntarily withdraw from the system. Reduced benefits three percent for
every point below the required 85 points in the rule of 85 for early retirees.

California: Increased state’s contribution level to make up for actuarial losses. Legislature passed a
resolution to ask the President and Congress to repeal the Government Pension Offset and the Windfall

Elimination Provisions from the Social Security Act. Unions are in negotiations with the Governor’s
Office to increase the normal retirement age.

Colorado: Increased employee contribution from eight percent to 10.5 percent of salary and decreased
employer contribution an equal amount. Caps the annual COLA at the lesser of two percent or inflation,
with a trigger to reduce the COLA if investment returns are negative. Requires retiree to be retired at
least twelve months to receive a COLA, and rules are set to adjust the COLA based on the funded ratio.
(A lawsuit has been filed challenging the reduction in benefits as a violation of contract.) Eligibility for
retirement for new hires graduaily increased by hired date to a required rule of 90 for normal
retirement with a minimum age of 60 by 2017. A cap of eight percent is imposed on the annual increase
for any year used in the computation of the highest safary for final benefits. Conditions have been
placed on refunds for those who veluntarily withdraw from the system. Prevents retirees from
returning to work and adding to their previous benefit; a returning retiree will begin a new henefit
segment based on the rules in effect at that time, and the returned retiree must make a contribution to
the plan.

Connecticut: Al new employees eligible for health benefits must contribute three percent of salary to
cover retiree health benefits. All employees with less than five years of service and who are eligible for
health benefits must contribute three percent of salary until they have ten years of service. The State
also added the “Rule of 75" {combination of age and service must equal 75) for eligibility for retiree
health insurance for those with less than 10 years of service as of July 1, 2009. Executive Order 38
(February 2010) established a State Post-Employment Benefits Commission whose members were
appointed by the governor. The commission is to: identify the amount and extent of unfunded liabilities
for pensions and other post-employment benefits; compare and evaluate the advantages and
disadvantages of various approaches for addressing unfunded pension liabilities and post-employment
benefits; and propose a short and long term plan or plans for addressing unfunded pension liabilities
and post-employment benefits. ‘ ' ‘

Delaware: Enacted provisions to protect benefits of state troopers on military leave, especially if service
occurs during the three highest paid years of employment used in the benefit formula.

Georgia: If an employee retires before normal retirement age and later returns to work, the original
retirement application shall be nullified. If a teacher who retires at normal retirement age returns to
work, the returning retiree has two options. The first is to contribute to the plan and prior benefits will
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Appendix 3 — Changes Made to Pension Plans and OPEB by States in 2010—continued

be suspended and new service credits will accrue. The second is to not contribute to the plan and
benefits will continue but new service credits will not accrue.

Hawaii: Retirees who return to work must be re-enrolled in the pension plan. Certain exceptions and
penalties may apply under specific situations. Under certain conditions, additional service credits may
not accrue. '

fllinais: Increased state funding of teacher’s fund to provide relief to local school districts and extends
amaortization by fifteen years. Enacted several new provisions for new employees only. Retirees must
be retired at least one year and over the age of 67 to receive a COLA. The COLA will be the lesser of
~ three percent or fifty percent of the CPI, but not negative. The COLA will be paid on the base pension
amount and not compounded. The COLA for members of the General Assembly and judges will be at
the full CPY. Legislation was adopted setting normal retirement at age 67 with ten years of service, but
eight years for judges and the legislature. Early retirement is available at age 62 and ten years of
service, with benefits reduced one-half of one percent for every month the retiree is under age 65.
Benefits will be based on the average salary of the highest 96 months instead of 48 months. Benefits
will be capped at $106,800 with the cap indexed to the lesser of three percent or one-half the CPI (the
CPI for judges and the legislature). The maximum benefit for legislators and judges is capped at 60
percent of final average salary. Survivor's benefits are set at 66 and two-thirds percent of the deceased
member’s benefit. Enacted new retirement program for new legislators: set normal retirement at age
67 with. 8 years of service; bases the final average salary on the highest eight years; caps the final
average salary at $106,800 indexed to inflation; the COLA will be the lesser of three percent or the
change in the CPI; the initial benefit is capped at 60 percent of the final average salary; and reduces the
multiplier in the benefit formula from five percent to three percent per year. Legislature passed a
resolution to ask the President and Congress to repeal the Government Pension Offset and the Windfall
Elimination Provisions from the Social Security Act. ' '

lowa: Increases the state contribution for most employees from 7.25 percent to 8.1 percent of salary
and employees’ contribution from 4.7 percent to 5.35 percent. For police, increase employer
contribution from 21 percent by two percent annually until it reaches 37 percent, and increase
employee contribution from 9.35 percent by one-half of a percent annually until it reaches 11.35
percent, and increase the state contribution by an additional $5 million each year until the funding ratio
reaches 85 percent. For ali employees not vested, vesting will be raised from four to seven years and
normal retirement will be raised from age 55 to 65. The final average salary will be based on the highest
five years instead of three years. Benefits will be reduced one-half of one percent for each month the
employee retires under the age of 65. Enacted an early retirement incentive for those age 55 with ten
years of service, with unused vacation time and $1,000 per year of service paid out equally over five
years. Those who accept the incentives may not be rehired in any way.

Kentucky: Made changes in qualifications to upgrade requirements for those involved in pension

investments. Set up a new trust fund for health benefits, increasing employer payments from pay-as-

you-go to begin funding future benefits by matching employee payments. Teachers will pay an

additional 0.25 percent of salary for medical benefits each year until they pay three percent in six years.

Medicare-eligible retired teachers will continue paying their Part B premiums and those under 65 will
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Appendix 3 - Changes Made to Pension Plans and OPEB by States in 2010--continued

pay an equal amount to the fund which will be deducted from their pensions. The state will pay the net
cost of medical insurance for newly-retired teachers who are not Medicare eligible.

Louisiana: All state plans will be reorganized with some categories contributing more and some less, but
most not changing. For new hires, regular employees will contribute eight percent of salary, hazardous
duty 9.5 percent, and judges thirteen percent. The final average salary for new hires will be based on
the highest five years and a fifteen percent anti-spiking cap will apply to all new hires. All non-
hazardous duty employees will be eligible for normal retirement at age 60 with five years of service or at
any age with twenty years but at an actuarially-reduced benefit. All hazardous duty employees will be
eligible for normal retirement at any age with 25 years of service or at age 55 with any number of years
but at an actuarially-reduced benefit. The accrual rate of benefits per year of service will be 2.5 percent
for non-hazardous duty, 3.33 percent for hazardous duty, and 3.5 percent for judges. All retiree benefits
will be subject to garnishment for felonies related to public employment. A constitutional amendment
has been proposed to require a two-thirds majority of each house to add new retiree benefits which
increase costs. Legislature passed a resolution to ask the President and Congress to repeal the
Government Pension Offset and the Windfall Elimination Provisions from the Social Security Act.

Maryland: Complicated rules were established to reduce pensions if inflation is negative for regular
employees. Members of the legislature and judges pensions are linked to the salaries of active judges
and legislators. Reemployed retirees will be [imited in new earnings allowed if the final average salary at
retirement was over $25,000.

Michigan: New teachers will be enrolled in a hybrid defined benefit/defined contribution plan with ng
COLA. The defined contribution portion will be two percent of salary by the employee with automatic
enrollment and an opt-out, with a 50 percent match by the state. Employees may request and receive
additional state match for employeé contributions over the required two percent up to a total of three
percent of salary. Plan provides for a.regular interest rate for the hybrid of between 0 percent and
seven percent, and assumes a rate of return of seven percent. Final average salary will be based on five
rather than three years. Minimum retirement age is being increased to 60 with ten years of service and
the purchase of prior service credits will no longer be allowed. Vesting will be graduated and increase
each year, reaching full vesting after four years. Enacted early retirement incentives for teachers with a
combined age and years of service total of 80 or greater. Those of regular retirement age would receive
an additional 0.1 percent per year in the benefit formula and others would receive an additional 0.05

percent. The final average salary is capped at $90,000 and the cost of the incentive will be amortized
~ over five years. Teachers will contribute three percent of salary into a new trust fund for health benefits
for retirees. (A legal challenge has been filed against the requirement for an additional contribution on
the grounds of violation of contract.) Reemployed retirees may earn up to one-third of their final
average salary at retirement; if earnings are greater than ane-third of the final average salary, all prior
benefits are suspended.

Minnesota: Increased both employer and employee contributions for most employees from six to 6.25

percent. State patrol contributions increased two percent of salary for the employer and three percent

for the employees. Police and fire contributions increased from 14.1 to 14.4 percent of salary for

employees and from 9.4 to 5.6 percent for the employer. For teachers, both employer and employee

rates (currently at 5.5 percent of salary) will increase one-half of ane percent of salary annually for four
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Appendix 3 - Changes Made to Pension Plans and OPEB by States in 2010--continued

years. Triggers were established to increase the contributions further if necessary, and to decrease
contributions as appropriate. Contribution rates were increased for both employers and employees in
certain local school district plans. COLAs are reduced or eliminated based on the funding ratio.
{Lawsuits have been filed on this matter.) The compound interest during the deferred period on
deferred retirement annuities is reduced by plan based on a formula. Plan vesting periods are increased
for new hires by plan from three years to as many as five years or ten for some with par‘tial vesting at
five years. The early retirement adjustment factor for new hires only is increased by plan to as much as
2.4 percent per year for some and five percent per year for others. Interest earned on escrow accounts
is being eliminated for certain reemployed retirees. Enacted a retirement incentive of health and dental
benefits for 24 months with no rehiring of those who accept for three years. Requirements are fifteen
years of service and eligibility for benefits under existing plans. Reorganized and merged pension
systems and extended the amortization period an additional ten years. Studies were authorized to
review investment authority and fiduciary provisions for retirement plans and to review alternatives to
the existing defined benefit plans.

Mississippi: Increased employee contribution from 7.25 to nine percent of salary with two off-setting
benefits. Starting in 2010, employees will accrue one-half day of leave toward retirement service credit,
and employees are given a new retirement option of a certain joint and surviver annuity. The service
requirement for normat retirement is being increased for new hires only from 30 years to 33 years.
Retirees may not return to work for 90 days following retirement. When returning, no new additional
service credits may be earned. '

Missouri: Created a new tier for new employees with a contribution of four percent of salary and other
changes for new hires. The normal retirement requirement will be age 67 with ten years of service or
the rule of 90 with age of at {east 55. Early retirement will be available at age 62 with ten years of
service. Service for vesting will be increased from five to ten years. Credited time may no longer be
purchased for time served with other governments or the military. Similar changes were made for
police, judges and legislators. Enacted a new retirement plan for new legisiators: employee
contributions will be four percent of salary on a pre-tax basis; normal retirement will be at age 62 with
service in at least three biennial assemblies or the rule of 90 with a minimum age of 55. For elected
officials, normal retirement is at age 62 with one term of office or the rule of 90 with a minimum age of
55. Enacted provisions to prohibit changes to previously earned benefits and related provisions for
current employees, but changes may be made regarding benefits to be earned in the future.

New Hampshire: Set up a new trust fund for health benefits for retirees and requires certain employees
have 20 years of service to receive health benefits as retirees.

New Jersey: Legislation was adopted to require full payment of the ARC each year, but liberally defines
what that means. Membership in.the pension plan for new hires requires the employee to work at least
35 hours per week. Others may join the defined contribution plan. The multiplier in the benefit formula
was reduced for new hires only from 1/55 (1.82 percent} to 1/60 {1.67 percent) per year. Contributions
for police and fire new hires will be capped at base salaries equal to the maximum annual wage
contribution base for social security. The final average salary for new hires in most plans will be based
on the five highest years, increased from three. New plan members will not have a non-forfeitable right
to receive benefits after five years of service. New employees will pay 1.5 percent of salary as active and
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Appendix 3 - Changes Made to Pension Plans and OPEB by States in 2010--continued

1.5 percent of pension benefits as retired members of the plan for health benefits. New elected and
appointed officials must work at least 35 hours per week to be covered for health care and other new
employees must work at least 25 hours.

New Mexico: Legisiation was adopted to delay by one year a required increase in employer
contributions for teachers to provide relief to local school districts. Authorized the release of teacher
pension amounts to the public. Retirees may not return to work for twelve months following
retirement. Those who return have two options. The first is to make no contribution to the plan, earn’
no additional service credits, and have benefits suspended. The second is to suspend the pension, make
plan contributions and earn new service credits.

New York: Enacted an early retirement incentive with the cost amortized over five years. There are two
options. Under the first, early retirement reductions are eliminated for those of age 55 with 25 years of
service. Under the second, the employee may receive one month additional service applied to the
benefit formula for each year of service up to a maximum of three additional years at age 50 with ten
* years of service, but benefits will be reduced five percent per year for each year under the age of 55.

Oklahoma: Enacted a retirement incentive for employees of normal retirement age, offering a heaith
insurance subsidy for 18 months, longevity pay, and $5,000 in cash.- Enacted a new plan for new
legislators: employee may choose one of two different plans with the factors to be applied to the benefit
formula. The high plan is a ten percent of salary employee contribution with a four percent per year
multiplier in the formula, and the low plan is a 4.5 percent contribution with a 1.9 percent multiplier.

Oregon: Requires that at least one member of the state retirement board must be either an employee in
or a retiree from a bargaining unit.

" Pennsylvania: All investments in companies doing business in Iran or Sudan will be divested.

Rhode island: Legislation was adopted to eliminate the requirement for ARC payments for pensions for
employees and teachers. Adopted legislation limiting COLAs for employees not eligible for benefits by
2010 to the first $35,000 of benefits, with that limit to be increased annually by the lesser of three
percent or inflation. The court upheld the right of the state to reduce health benefits for those who
retire before normal retirement age.

-South Dakota: Refunds will be reduced for those who withdraw from the system. No COLAs during the
first year of retirement. COLAs are reduced according to a formula linking the COLA to the funding ratio.
Retirées who return to work sooner than 90 days following retirernent must repay all benefits received
or accept an offsetting actuarial reduction in benefits later. If the retiree returns after 90 days, the
employee must contribute to a deferred contribution retirement account, no pay increases will be given,
benefits shall be reduced 15 percent, and no additional service credits may be earned during the period
of reemployment.

Tennessee: Benefits may be forfeit upon conviction of a public service-related felony.

Texas: Health insurance costs were increased for retirees.
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Appendix 3 - Changes Made to Pension Plans and QPEB by States in 2010--continued

Utah: New employees must choose between a new defined contribution plan and a new hybrid plan.
{Current employees remain in the existing plan.) The state will contribute ten percent of salary to the
plan, vested after four years. Police and fire employees must contribute twelve percent, vested
immediately, but other employees are not required to contribute, but may do so. Legislators and
governors must join the defined contribution plan. Under the hybrid, the employer will fund the ARC for
the defined benefit portion up to ten percent of salary, with the employee making up the difference if
necessary, but the state will cover all amortized liabilities. No benefit may be increased until the plan
reaches 100 percent funding. Under the defined contribution component, the state will fund ten
percent of salary less the amount paid to the defined benefit component, with the employee making
contributions if they wish to do so. Eligibility for the defined benefits is at age 65 with four years of
service, 60/20, 62/10, or any age with 35 years of service (25 years for new fire and police employees). -
Employees have the option of purchasing five years of additional service at retirement. The benefit
formula will use the highest five years of salary instead of three, and the multiplier will be 1.5 percent
per year for normal retirement. Benefits are reduced for those retiring between the ages of 60 and 65
unless they have 35 years of service. The COLA is equal to the change in the CPl but capped at 2.5
percent, but the excess over 2.5 percent will be carried forward and applied in future years when the
increase is not capped. New governors and legislators will only be eligible for the defined contribution
plan. Retirees reemployed within one year of retirement will have benefits suspended and earn new
service credits. Retirees reemployed after one year have two options. First is to continue to receive
benefits but earn no additional service credits. The second is to suspend benefits and earn new service
credits. :

Vermont: Increased the employee contribution for teachers from 3.54 percent to five percent of salary,
required the state to fully fund the ARC, and increased the employee contribution from nine to 9.5

’ percent of salary for certain municipal employees. Neormal retirement for teachers is being raised from
age 62 to age 65 or the rule of 90, the annual multiplier for years of service in the benefit formula is
being increased from 1.67 percent to two percent, the cap on benefits is being raised from 50 percent to
60 percent of final annual compensation, and annual increases are capped at ten percent for
identification of the highest paid years in the benefit formula. Adopted new farmulas for retiree health
eligibility and coverage. The formula for new hires, however, is less generous than for current
employees. :

Virginia: Adopted legislation allowing the state to reduce contributions for two years to equal only
normal costs. Unfunded actuarial accrued liabilities not funded would be amortized over ten years and
repaid with interest at the actuarially-assumed rate. New employees will begin contributing five percent
“of salary. The final average salary for new employees will be based on the highest 60 months instead of
the highest 36 months. Decreases the time and increases the cost for which new employees may
purchase prior service credits. Decreases state contributions for institutions of higher education from
10.4 to 8.5 percent of salaries and requires new employees of higher education to contribute five
percent of salary. Early retirement with unreduced benefits will be changed from the rule of 80 to the
rule 90 or at the employee’s normal retirement age under social security with five years of service. Early
retirement will be allowed with reduced benefits at age 60 and five years of service. COLA increases for
new hires will be determined by a formula linked to the CPI. New hires who voluntarily leave the plan
and are not vested may only have their own contributions refunded. Benefits for new judges will be
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Appendix 3 - Changes Made to Pension Plans and OPEB by States in 2010--continued
based on a new formula using years of service and age at first term of service. Authorized a study to
review management of the pension plan and the involvement of minority-owned firms in the process.
Wyoming: Regular state employees will begin paying seven percent of salary instead of 5.57 percent and
college and university employees will begin paying 7.12 percent of salary instead of 5.68 percent for

pensions.

Puerto Rico: Established a Commission to reform retirement plans.
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Appendix 4 - Actuarial Projections Related to SERS by Cavanaugh Macdonald Consulting, LLC
' (new actuaries for SERS plan), August 2, 2010
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Cavanaugh Macdonald
CONSULTING, LLC

The-experience and dedication you desérve

August 2,2010

Mr. Robert 8. Dakers

Executive Finance Officer

State of Connecticut, Office of Policy and Management
450 Capitol Avenue

Hartford, CT 06106

Subiect: Projection of State Emplovees Ret:irement Svstem

Dear Bob:

As requested, we have developed several 30-year projections of the State of Connecticut State
Employees Retirement System (SERS) and our results are on the attached schedules. Our two
baseline projections are deveioped using two separate amortization period schedules. The first
sef, as was supplied to you in a letter dated June 21, 2010, utilizes a decreasing 30-year
amortization period from June 30, 2010. The 30-vear amertization period reflects the effect of
the SEBAC IV and V adjustments to the closed amortization period (24 years from June 30,
2008) as if they will persist throughout the projection period. These projections have been
revised from the eriginal projections to reflect a modification to the riormal cost calculation we
prevmusiy developed The second set of projections utilizes the closed amortization period as
used in the June 30, 2008 valuation (24 years} and recognizes the SEBAC IV and SEBAC V
asset adjustment amortization payments It is our understanding that these SEBAC adjustments
remain in effect throughout the remaining 24-year amortization period.
As a reminder, our projections arc based upon the financial and member dats as of June 30, 2008
with appropriaté adjustments to account for the early retirement incentive offered in 2009 and
actual market returns since 2008. In performing the projections, we utilized the actuarial
assumptions and methods as. used to perform the June 30, 2008 actuarial valuation and we
assume all future experience exactly matches with these assumptions.

Attached to this letter are two'appendices. Appendix A presents all the projections based on the
decreasing 30-year amortization schedule and Appendix B will be for all the projections based
on the decreasing 24- -year amortization schedule as stated in the June 30, 2008 valuation and the
SEBAC adjustments ceasing at 2032,

In each Appendix, Attachment 1 prowdes the summarized valuation resulis of the baseline
projections and Attachment 2 provides the current and futme contribution requirements: These




Mr. Robert 8. Dakers

August 2, 2010
Page 2

attachments include the results under both the level percent of payroll and level dollar

amortization methods.

In addition, we ‘were ‘asked to provide 30-year projections on several retirement eligibility
sceparios which are summarized as folows:

Current Early ) . S, 10y one
Retirement years of service of service
Eligibility. _ _
Proposed Early Age 62 with 10 Age 62 with 20 vears None None
‘Retirement years of service " ofservice
| Eligibility _ o . . '
Early Retirement 3% peryearto 6% | 3% per year to 6% per None - None
Redizction Change _ per year _ year ,
Current Normal " Age 6Zand 10 of Age62 and 10or Age 20 years of 20 years of
Retirement Age 60 and 25 or 60 and 25 or Age 70 service setvice
Eligibility Age 70 and 5. and 3
Proposed Normal Age6Sand 10or | Age 65 and 10 or Age 25 years of Age 55 with 25
Retiremnent Age 70:and 5 Toand 5 service yeary of service
Eligibility

We slig_htl_y modified the refirement decrement assumptions as necessary to reasonably anticipate
the future behavior under the proposed retirement eligibilities. The results of these projections
are included in Attachments 3 through 10,

Also, as provided earlier to you in an email, we have calculated the potential actuarial impact of
reductions in the Employer Required Contribution determined as of the June 30, 2008 (priorto
the Early Retirement incentive of 2009). The impact to funding is based on all changes being
effective for all active members as of June 30,2008, The following scenarios are:

‘.

For current Tier I and HA active participants, change the final average pay definition to
be based on the last five years of service and not the last three years of service,

For cutrent Tier 11 active participants, réduce the- assumption on the Cost-of-Living
Adjustment (COLA) from 2.75% to 2.00%. ' '
For current Tier A active participants, reduce the assumption on the Cost-of-Living
Adjustment (COLA) from 2.75% to 1,50%.

For current Tier II active participants, add an annval cap of $150,000 on retirement
benefits.

For current Tier IIA active participants; add an annual cap of $125,000 on retitement
bénefits.
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Mr. Robert §. Dakers
August 2, 2010
Page 3

The results of these additional scénarios are as follows:

Tier }I Final Average 5 _ 0.48% $17:4
Tier HA Final Average 5 ' 0.13% ' $4.7
Tier Il COLA change to 2.0% ' 0.84% _ $30.4
Tier 1A COLA change to 1.5% | . 0.44% %159
Tier I.Cap of $150,000 e 6.01% ' %05
Tier 1IA Cap of $125,000 . o 400% B 80,0

The undersigned is a member of the American Academ'y of Actuaries and meets the
Qualification Standards of the American Academy of Actuaries to render the actuarial opinion
contained herein, Please contact usif'you have any questions.
Sincerely,.
|
Tl i
Thomas I, Cavanaugh FSA, F CA, MAAA, EA
Chief Executive Officer

cc: Jeanne Kopek

Enc.
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