CONSULTING, LLC

The experience and dedication you deserve

August 2, 2010

Mr. Robert S. Dakers

Executive Finance Officer

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

Hartford, CT 06106

Subject: Projection of State Employees Retirement System

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 developed using two separate amortization period schedules. The first
set, 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-year amortization 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 original projections to reflect a modification to the normal cost calculation we
previously 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 are based upon the financial and member data as of June 30, 2008
with appropriate 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 provides the summarized valuation results of the baseline
projections and Attachment 2 provides the current and future contribution requirements. These
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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
scenarios which are summarized as follows:

Scenario | 2 3 4
Attachments 3 and 4 Sand 6 7 and 8 9 and 10
Tier 11 - Non Hazardous  11A — Non Hazardous | Il - Hazardous IIA — Hazardous |
Current Early Age 55 with 10 Age 55 with 10 years None
Retirement years of service of service
Eligibility
Proposed Early Age 62 with 10 Age 62 with 20 years None None
Retirement years of service of service

| Eligibility
Early Retirement 3% per year to 6% 3% per year to 6% per None None
Reduction Change per year year
Current Normal Age 62 and 10 or Age 62 and 10 or Age 20 years of 20 years of
Retirement Age 60 and 25 or 60 and 25 or Age 70 service service
Eligibility Age 70 and 5 and 5
Proposed Normal Age 65 and 10 or Age 65 and 10 or Age 25 years of Age 55 with 25
Retirement Age 70 and 5 70 and 5 service years of service
Eligibility

We slightly modified the retirement 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 (prior to
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:

e For current Tier II and IIA 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.

o For current Tier II active participants, reduce the assumption on the Cost-of-Living
Adjustment (COLA) from 2.75% to 2.00%.

e For current Tier IIA active participants, reduce the assumption on the Cost-of-Living
Adjustment (COLA) from 2.75% to 1.50%.

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

e For current Tier IIA active participants, add an annual cap of $125,000 on retirement
benefits.
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The results of these additional scenarios are as follows:

0 ] R (0 i o

Tier II Final Average 5 0.48% $17.4
Tier IIA Final Average 5 0.13% $4.7
Tier I COLA change to 2.0% 0.84% $30.4
Tier IIA COLA change to 1.5% 0.44% $15.9
Tier II Cap of $150,000 0.01% $0.5
Tier IIA Cap of $125,000 0.00% $0.0

The undersigned is a member of the American Academy of Actuaries and meets the
Qualification Standards of the American Academy of Actuaries to render the actuarial opinion
contained herein. Please contact us if you have any questions.

Sincerely,

Tl a{mﬁ

Thomas J. Cavanaugh FSA, FCA, MAAA, EA
Chief Executive Officer

cc:  Jeanne Kopek

Enc.

S:\Connecticut SERS\Correspondence\2010\0OPM Projections - Changes to Tier 11 and IIA.doc
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