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M e d ic a re  R e fo rm
New Information

Qualified retiree drug plans

Plan must be actuariaily equivalent to standard 
Medicare drug benefit
Plan-wide testing
Several different tests under consideration 
Actuarial attestation as to equivalence

Monthly payments proposed
Alternative payment mechanisms may be 
considered

Other proposed rules------—  ---------------  -------

Enrollment
Medicare Part D kickoff: 11/15/05 - 5/15/06
Annual open enrollment in 2007 and later; 
11/15-12/31

“Creditable coverage” notices
Disclose to retirees and CMS whether drug benefit 
is “creditable"
Rules for content, method, timing - TBD

Rules merely proposed

For many items, CMS provided alternative Content of the final regulations may differ from
positions and is seeking comments the proposed version

Mercer's Medicare reform website: w w.mercerHR cum/usmeciicar preform

Mercer Human Resource Consulting
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Actuarial Equivalence
i l lP i

■ Range of alternatives presented for actuarial equivaience
■ “One-pronged” approach” -  Gross Value of Benefit j Medicare Part D 

Gross Value
-  Same as creditable coverage test, easiest to pass
-  Financing of coverage is not considered
-  Does not avoid employer windfall

■ “One-pronged” approach with subsidy limit -  Gross Value of Benefit j 
Medicare Part D Gross Value - PLUS - Subsidy limited to plan 
sponsor’s cost for the prescription drug benefit
-  Still easy to pass test
-  Prevents windfall
-  Sponsor cost can be zero, but does not allow gain

Mercer Human Resource Consulting 42
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M e d ic a re  R e fo rm
Actuarial Equivalence
W  " ’ ' ' ”

“Two-pronged” approach -  Net value of benefit must be as rich as 
Medicare Part D value
-  Net Value is Gross Value less retiree contributions
-  Most difficult test to pass
-  Prevents windfall

Mercer Human Resource Consulting
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M e d ic a re  R e fo rm

I Assumption Changes
■ i l l !

Total Projected Claims Cc st for Fiscal Year 2004 - $225,731,

Revised Health Costs
Rx Post 65 

14%

Rx Pre 65 
13%

Med Pre 65
61%

Mercer Human Resource Consulting
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Assumption

*

R e fo rm
Changes

■  B e g i n n i n g  i n  2 0 0 6 ,  t h e  f e d e r a l  g o v e r n m e n t  w i l l  p r o v i d e  a  c a s h  i n c e n t i v e  p a y m e n t  t o  p l a n  

s p o n s o r s  t h a t  m a i n t a i n  R x  p l a n s  w h i c h  a r e  a t  l e a s t  a c t u a r i a i l y  e q u i v a l e n t  t o  M e d i c a r e  

P a r t  D

■  P l a n  s p o n s o r  g e t s  2 8 %  s u b s i d y  f o r  c o v e r e d  d r u g  c o s t s  f r o m  $ 2 5 0  t o  $ 5 0 0 0  ( i n d e x e d )  

p e r  e l i g i b l e  p a r t i c i p a n t

Medicare
________________________    Eligible Rx

Rx Post 65
M e d i c a r e  E l i g i b l e  R x  T o t a l  C o s t  $ 3 2 . 2  M

E s t i m a t e d  S u b s i d y  2 3 . 3 %

E s t i m a t e d  S a v i n g s *  $ 7 . 5  M

‘Represents savings in 2004 dollars.
Actual medicare subsidy will be effective in 2006.

Mercer Human Resource Consulting 45



M e d i c a r e  R e f o r m

Assumption Changes

A s  p a r t  o f  t h e  M e d i c a r e  P r e s c r i p t i o n  D r u g  I m p r o v e m e n t  a n d  M o d e r n i z a t i o n  A c t  o f  2 0 0 3 ,  

a  s p e c i a l  p r o v i s i o n  a f f e c t i n g  p h y s i c i a n s  i n  A l a s k a  w i l l  r e s u l t  i n  m o r e  t h a n  a  5 2 %  i n c r e a s e  

i n  a v e r a g e  P h y s i c i a n  f e e  s c h e d u l e  p a y m e n t s  f o r  2 0 0 4

A s s u m p t i o n s

- Portion of physician sei vices performed in Stare of Alaska - 65%
- Portion of medical expenses related to physician cost - 61 % Physician 

Fee Increase
P o s t - 6 5  P h  . - . i c i a n  

R e i m b u r s e m e n t
$ 2 7 . 1  M

E s t i m a t e d  I n c r e a s e 2 0 . 6 %

E s t i m a t e d  C o s t  I n c r e a s e $ 5 . 6  M

Mercer Human Resource Consulting 46
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Revised Total Projected Claim Cost 
$225.7 M

Rx Post 65 
14%

Rx Pre 65 
1 3 %

Med Pre 65 
61%

Mercer Human Resource Consulting

Total Claim Cost after Medicare Reform
$223.6 M'

Rx Post 65 
1 1 %

Med Post 65 
1 5 %

Rx Pre 65
1 3 %

‘Represents savings in 2004 dollars.
Actual medicare subsidy will he effective in 2006.
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R e f o r m

R e f o r m  i m p a c t

Claims Cost Assumptions -  Age 65 Per Member Per Year

__________ Medical_____________ Prescription Drug______
Pre-Medicare Post-Medicare Pre-Medicare Post-Medicare

R e v i s e d  A s s u m p t i o n s  $ 7 , 0 1 4  $ 1 , 0 5 2  $ 1 , 4 9 1  $ 1 , 4 9 1

M e d i c a r e  R e f o r m  $ 7 , 0 1 0  $ 1 , 2 6 2  $ 1 , 4 9 1  $ 1 , 1 3 2

‘Represents savings in 2004 dollars.
Actual medicare subsidy will be effective in 2006.

Mercer Human Resource Consulting 48
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Medicare Reform Impact
" V

Valuation Results
■ Incorporation of claims and assumption changes related to Medicare 

Reform produces the following percentage changes in medical 
liabilities (relative to revised assumption liabilities):

______________Percentage Change
Accrued Liability 
(medical only)

Normal Cost 
(medical only)

-3.1%

- 2 . 6 %

Mercer Human Resource Consulting



Cost Projections
• M i O  *<■».- *
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The following page? show the effect the changes due to Medicare Reform 
would be expected to have over time on actuarial calculated contribution 
rates
■ For purposes of isolating the effect of the Medicare Reform changes, 

non-medical benefits have been kept unchanged from the current 
program

■ Data, assumptions and methods are as described in the Appendix

M e d i c a r e  R e f o r m

Mercer Human Resource Consulting 50
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Cost Projections -  TRS
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C u r r e n t  A s s u m p t io n s  

Mercer Human Resource Consulting
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M e d ic a re  R e fo rm
Cost Projections -  PERS

Contribution Comparison - PERS

3 5 . 0 0 %

3 0 . 0 0 %
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Current Assumptions New Assumptions Medicare Reform

Mercer Human Resource Consulting
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Key Observations

■ N e t  e f f e c t  o f  n e w  a s s u m p t i o n s  a n d  M e d i c a r e  r e f o r m  i s  a  m o d e s t  

i n c r e a s e  i n  t o t a l  e m p l o y e r  a c t u a r i a l  c o n t r i b u t i o n  r a t e

■ A s s u m p t i o n  a n d  m e t h o d  i m p r o v e m e n t s  o v e r  c u r r e n t

-  S e p a r a t e  c o s t s  a n d  t r e n d  f o r  m e d i c a l  v e r s u s  R x

o More accurate estimation and valuation of benefit changes
-  E x p l i c i t  r e c o g n i t i o n  o f  e f f e c t  o f  a g i n g  o n  c l a i m s

-  D e t a i l e d  a n a l y s i s  o f  c l a i m s  c o s t s  b y  M e d i c a r e  e l i g i b i l i t y  s t a t u s  ( p r e  a n d  

p o s t  6 5 )

■ O p p o r t u n i t y  f o r  f u r t h e r  m e t h o d  i m p r o v e m e n t s

-  A n n u a l  r e v i e w  r e c o m m e n d e d

-  D e p e n d e n t  c o v e r a g e  d a t a  f o r  r e t i r e e  p o p u l a t i o n

Mercer Human Resource Consulting



t i v e  1  -  V a l u a t i o n  R e s u l t s  a n d  

p r o j e c t i o n s
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i Alternative 1 -  Valuation Results and Cost 
Projections

N

C l a i m s  C o s t  A s s u m p t i o n s  -  A g e  6 5  P M P Y

__________ Medical_____________ Prescription Drug______
Pre-Medicare Post-Medicare Pre-Medicare Post-Medicare

Revised Assumptions $7,014 $1,052 $1,491 $1,491

Medicare Reform $7,010 $1,262 $1,491 $1,132

Plan Alternative $6,381 $1,149 $1,252 $951

Mercer Human Resource Consulting 55



A l t e r n a t i v e  1 -  V a l u a t i o n  R e s u l t s  a n d  C o s t

A c t u a l  “ n o r m a l  c o s t ”  r a t e s  f o r  A l t e r n a t i v e  1 a r e  a s  f o l l o w s :

Normal Cost Rates

TRS PERS

M e d i c a l  n o r m a l  c o s t  r a t e  3 . 7 5 %  3 . 5 %

D e f i n e d  b e n e f i t  n o r m a l  c o s t  r a t e  5 . 0 %  4 . 5 %

D e f i n e d  c o n t r i b u t i o n  r a t e  8 . 2 5 %  6 . 0 %

G r o s s  n o r m a l  c o s t  r a t e  1 7 . 0 %  1 4 . 0 %

M e m b e r  c o n t r i b u t i o n  r a t e  ( 1 0 . 0 ) %  ( 8 . 0 ) %

E m p l o y e r  n o r m a l  c o s t  r a t e  7 . 0 %  6 . 0 %

Mercer Human Resource Consulting



Alternative 1 -  Valuation Results and Cost 
S B  Riojedltions
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T h e  f o l l o w i n g  p a g e s  s h o w  t h e  e f f e c t  t h a t  p r o p o s e d  p r o g r a m  a l t e r n a t i v e  1  

w o u l d  b e  e x p e c t e d  t o  h a v e  o v e r  t i m e  o n  a c t u a r i a l  c a l c u l a t e d  c o n t r i b u t i o n  

r a t e s

■ M e m b e r  d a t a ,  a s s u m p t i o n s  a n d  m e t h o d s  a r e  a s  d e s c r i b e d  i n  t h e  

J u n e  3 0 ,  2 0 0 3  a c t u a r i a l  v a l u a t i o n  r e p o r t s ,  e x c e p t  f o r  r e v i s i o n s  t o  t h e  

m e d i c a l  a s s u m p t i o n s  p r e v i o u s l y  d e s c r i b e d

■ P r o p o s e d  a s s u m p t i o n  a n d  m e t h o d  c h a n g e s  ( i n c l u d i n g  t h e  e s t i m a t e d  

e f f e c t  o f  M e d i c a r e  R e f o r m )  h a v e  b e e n  i n c o r p o r a t e d  i n  t h i s  a n a l y s i s

■ D a t a ,  a s s u m p t i o n s  a n d  m e t h o d s  a r e  a s  d e s c r i b e d  i n  t h e  A p p e n d i x

Mercer Human Resource Consulting 57
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A l t e r n a t i v e  1 -  V a l u a t i o n  R e s u l t s  a n d  C o s t
Projections - TRS
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A l t e r n a t i v e  1 -  V a l u a t i o n  R e s u l t s  a n d  C o s t
Projections - PERS
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Contribution Com parison -  P E R S
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Key Observations

A l t e r n a t i v e  1 r e d u c e s  o v e r a l l  c o s t

C o s t  i s  s h a r e d  b e t w e e n  e m p l o y e r s  a n d  m e m b e r s

M u c h  o f  t h e  i n v e s t m e n t  r i s k  c o n t i n u e s  t o  b e  b o r n e  b y  e m p l o y e r s

H e a l t h c a r e  i n f l a t i o n  r i s k  i s  b o r n e  b y  b o t h  e m p l o y e r s  a n d  m e m b e r s

Mercer Human Resource Consulting
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Alternative 2 -  Valuation Results and Cost 
1  Projections
_  - «>

IT ♦

■ A c t u a l  “ n o r m a l  c o s t ”  r a t e s  f o r  A l t e r n a t i v e  2  a r e  a s  f o l l o w s :

Normal Cost Rates

TRS PERS

M e d i c a l  n o r m a l  c o s t  r a t e  3 . 7 5 %  3 . 5 %

D e f i n e d  c o n t r i b u t i o n  r a t e  1 4 . 2 5 %  1 2 . 0 %

G r o s s  n o r m a l  c o s t  r a t e  1 8 . 0 %  1 5 . 5 %

M e m b e r  c o n t r i b u t i o n  r a t e  ( 1 0 . 0 ) %  ( 8 . 0 ) %

E m p l o y e r  n o r m a l  c o s t  r a t e  8 . 0 %  7 . 5 %

Mercer Human Resource Consulting



Alternative 2 -  Valuation Results and Cost 
■
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Alternative 2 -  Valuation Results and Cost 
Projections - PERS
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Alternative 2
-  v w iw . 'ir t m  v a t

:rS~£ Key Observations
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A l t e r n a t i v e  2  r e d u c e s  o v e r a l l  c o s t

C o s t  i s  s h a r e d  b e t w e e n  e m p l o y e r s  a n d  m e m b e r s

E m p l o y e r s  b e a r  l e s s  i n v e s t m e n t  r i s k  t h a n  e i t h e r  t h e  c u r r e n t  p r o g r a m  

A l t e r n a t i v e  1

M e m b e r s  b e a r  h e a l t h c a r e  i n f l a t i o n  r i s k  

-  C a n  e x p e c t  t o  p a y  g r e a t e r  s h a r e  o v e r  t i m e

Mercer Human Resource Consulting
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■ 'is m  Next Steps
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Hint
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■ A g r e e  o n  m o s t  d e s i r a b l e  a l t e r n a t i v e

■ P r e s e n t a t i o n  t o  f u l l  B o a r d s

■ D o c u m e n t a t i o n  n e e d s

Mercer Human Resource Consulting
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Data, Assumptions and Methods for Cost Projections
IMffl! l i i

M e m b e r  d a t a ,  a s s u m p t i o n s  a n d  m e t h o d s  a r e  a s  d e s c r i b e d  i n  t h e  

J u n e  3 0 ,  2 0 0 3  a c t u a r i a l  v a l u a t i o n  r e p o r t s ,  e x c e p t  f o r  r e v i s i o n s  t o  t h e  

m e d i c a l  a s s u m p t i o n s  p r e v i o u s l y  d e s c r i b e d

P r o p o s e d  a s s u m p t i o n  a n d  m e t h o d  c h a n g e s  ( i n c l u d i n g  t h e  e s t i m a t e d  

e f f e c t  o f  M e d i c a r e  R e f o r m )  h a v e  b e e n  i n c o r p o r a t e d  i n  t h 1 ;  a n a l y s i s

A c t i v e  p o p u l a t i o n  s c e n a r i o :  1  %  g r o w t h

N e w  e n t r a n t s  b r o u g h t  i n  t o  r e p l a c e  m e m b e r s  a s s u m e d  t o  d i e ,  

t e r m i n a t e ,  r e t i r e ,  o r  b e c o m e  d i s a b l e d

N e w  e n t r a n t  p r o f i l e s  b a s e d  o n  a v e r a g e  n e w  e n t r a n t  p r o f i l e s  f r o m  t h e  

p r i o r  3  y e a r s

Mercer Human Resource Consulting
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Data, Assumptions and Methods for Cost Projections

F u t u r e  l i a b i l i t i e s  a n d  a s s e t  r e t u r n s  a r e  c a l c u l a t e d  a t  8 . 2 5 % ,  e x c e p t :

-  1 7 %  i n v e s t m e n t  r e t u r n  f o r  F Y 0 4

A d o p t e d  c o n t r i b u t i o n  r a t e  i s  e q u a l  t o  t h e  a c t u a r i a l l y  c a l c u l a t e d  r a t e  f o r  

a l l  f u t u r e  y e a r s .

Mercer Human Resource Consulting



Context

T h e  f o l l o w i n g  c h a r t s  s h o w  p r o j e c t e d  a c t u a r i a l  c o n t r i b u t i o n  r a t e s  

a s s u m i n g

-  N o  b e n e f i t s  a r e  a c c r u e d  b y  n e w  m e m b e r s  t o  t h e  S y s t e m s

-  N e w  m e m b e r s  a l s o  d o  n o t  c o n t r i b u t e  t o  t h e  S y s t e m s

T h i s  i s  n o t  p r e s e n t e d  a s  a  t i e r  a l t e r n a t i v e

I t  i s  s h o w n  f o r  c o n t e x t ,  t o  s h o w  t h e  l o n g - t e r m ,  g r a d u a l  e f f e c t  o f  n e w  

t i e r  c h a n g e s  o n  e m p l o y e r  c o n t r i b u t i o n  r a t e s

P r o j e c t i o n s  f o r  t h e  c u r r e n t  S y s t e m s  a s s u m i n g  n o  c h a n g e s  a r e  s h o w n  

f o r  c o m p a r a t i v e  p u r p o s e s

K e y  a s s u m p t i o n s :

-  A d o p t e d  r a t e s  a r e  e q u a l  t o  a c t u a r i a l  c o n t r i b u t i o n  r a t e s

-  O t h e r  a s s u m p t i o n s  a s  f o l l o w s

iijj|||||||||||||i|||||l|i
Appendix
Current Financial

Mercer Human Resource Consulting 71



ggfgSsr Appendix
.x S fr .  Cur.ent Financial Context

■ M e m b e r  d a t a ,  a s s u m p t i o n s  a n d  m e t h o d s  a r e  a s  d e s c r i b e d  i n  t h e  

J u n e  3 0 ,  2 0 0 3  a c t u a r i a l  v a l u a t i o n  r e p o r t s

O t h e r  k e y  a s s u m p t i o n s

■ A c t i v e  p o p u l a t i o n  s c e n a r i o :  1 %  g r o w t h

■ N e w  e n t r a n t s  b r o u g h t  i n  t o  r e p l a c e  m e m b e r s  a s s u m e d  t o  d i e ,  

t e r m i n a t e ,  r e t i r e ,  o r  b e c o m e  d i s a b l e d

■ N e w  e n t r a n t  p r o f i l e s  b a s e d  o n  a v e r a g e  n e w  e n t r a n t  p r o f i l e s  f r o m  t h e  

p r i o r  3  y e a r s

■ F u t u r e  l i a b i l i t i e s  a n d  a s s e t  r e t u r n ^  a r e  c a l c u l a t e d  a t  8 . 2 5 % ,  e x c e p t :

-  1 7 %  i n v e s t m e n t  r e t u r n  f o r  F Y 0 4

Mercer Human Resource  Consulting
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Current Financial Context
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posed Agenda
"SSL*.

♦

I n t r o d u c t i o n

B e n c h m a r k i n g

I n c o m e  a n d  C u r r e n t  P r o g r a m  A n a l y s i s

D e m o g r a p h i c s

F i n a n c i a l  A n a l y s i s

M e d i c a r e  R e f o r m  a n d  I m p l i c a t i o n s

E m p l o y e r  S u r v e y  R e s u l t s

M e m b e r  F o c u s  G r o u p  R e s u l t s

M e d i c a l  P r o g r a m  I s s u e s  a n d  A l t e r n a t i v e s

R e t i r e m e n t  ( N o n - m e d i c a l )  P r o g r a m  O b s e r v a t i o n s ,  T r e n d s  a n d  A l t e r n a t i v e s  

N e x t  S t e p s

Mercer Human Res. u, ~e Consulting
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1 1  f [ 1 1 1 M H ^  1 1 M M1 1 1 1 1 «1

Introduction
s . «Rsnw>tmia»w 
« ftacw* Meeting Objectives

D e v e l o p  a  t h o r o u g h  u n d e r s t a n d i n g  o f  r e l e v a n t  f a c t s  a p p l i c a b l e  t o  t h e  

S t a t e  o f  A l a s k a ’ s  P u b l i c  E m p l o y e e s ’ R e t i r e m e n t  S y s t e m  ( P E R S )  a n d  

T e a c h e r s ’ R e t i r e m e n t  S y s t e m  ( T R S )

R e v i e w  r e t i r e m e n t  s y s t e m  o b j e c t i v e s ,  a n d  e x a m i n e  c u r r e n t  t r e n d s  a n d  

a l t e r n a t i v e s

D i a f t  f u t u r e  d i r e c t i o n s  f o r  t h e  r e t i r e m e n t  s y s t e m s

Mercer Human Resource Consulting 3
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Introduction
■

Retirement Program Financial Management

Funding
Policies
Assumptions 
& Methods

Investment
Policy

Benefits
Policy

Plan Provisions

Assets

Mercer Human Resource Consulting
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Meeting Context

R i s i n g  c o n t r i b u t i o n  l e v e l s

V o l a t i l e  i n v e s t m e n t  r e t u r n s  

-  I n v e s t m e n t  u n c e r t a i n t y

R i s i n g  m e d i c a l  c o s t s

Mercer Human Resource Consulting

a



■ I m p l i c a t i o n s  o f  o p t i n g  o u t  o f  S o c i a l  S e c u r i t y

-  R e q u i r e d  m i n i m u m  l e v e l  o f  b e n e f i t s

-  S e p a r a t e  r e q u i r e m e n t s  f o r  d e f i n e d  b e n e f i t  v e r s u s  d e f i n e d  c o n t r i b u t i o n s  

p l a n s

-  D e s c r i b e d  i n  F e d e r a l  I n s u r a n c e  C o n t r i b u t i o n s  A c t

Mercer Human Resource Consulting 6



R e q u i r e d  m i n i m u m  l e v e l  o f  b e n e f i t s  -  d e f i n e d  c o n t r i b u t i o n  p l a n s

-  A l l o c a t i o n s  m u s t  b e  a t  l e a s t  7 . 5 %  o f  c o m p e n s a t i o n

-  E m p l o y e r  m a t c h  m a y  b e  t a k e n  i n t o  a c c o u n t

-  D e f i n i t i o n  o f  c o m p e n s a t i o n  m u s t  a t  l e a s t  i n c l u d e  b a s e  p a y

Mercer Human Resource Consulting



Introduction
• #>ew S « I

S ^ K tt^S w U iiU r.

■ R e q u i r e d  m i n i m u m  l e v e l  o f  b e n e f i t s  -  d e f i n e d  b e n e f i t  p l a n s

-  M i n i m u m  a c c r u e d  b e n e f i t

-  E x p r e s s e d  a s  a n n u a l  a m o u n t  c o m m e n c i n g  o n  o r  b e f o r e  S o c i a l  S e c u r i t y  

r e t i r e m e n t  a g e

-  M u s t  a t  l e a s t  e q u a l  P r i m a r y  I n s u r a n c e  A m o u n t  ( P I A )

Mercer Human Resource Consulting 8





P u r p o s e  o f  B e n c h m a r k i n g

■ Q u a l i t a t i v e

-  I d e n t i f y  k e y  f e a t u r e s

-  T r e n d s  ( w h a t  a r e  o t h e r  s t a t e s  d o i n g ? )

n  Q u a n t i t a t i v e

-  I d e n t i f y  p o s i t i o n  i n  m a r k e t

Mercer Human Resource Consulting



S ta te  of A lask a  TRS R o g ra m

■
■ X M

HK1^■Ml ....

A*M*

Comparison with Other Programs

S ta te  of A lask a  A E  R o g ra m  

S ta te  of A lask a  PF R o g ra m

UFCW R o g ra m

(Vca)
m
V-O
d)_3
fO
>
>.
3cc
<

BP R o g ra m

 W ells F argo  R o g ra m

 S ta te  of O regon  O th e rs  R o g ra m

 S ta te  of O reg o n  R)lice a n d  Fire R o g ra m

 S ta te  of W ash ing ton  O th e rs  an d
T e a c h e rs  R o g ra m

S ta te  of W ash ing ton  Police an d  Fire 
R o g ra m

S ta te  of Idaho R o g ra m

Mercer h u m an  Kesource uonsumng 11



PERS - PF Tier 3 Pension 

PERS - AE Tier 3 Pension 

TRS Tier2 Pension 

7.5% DC Plan 

Social Security

Comparison with Social Security

Present Value o f Benefit Payable as a Lump Sum

Sample Employee 1 Data at 2003: Age = 25, Service = 0, Salary = $35,000

$ 1 ,2 0 0 , 0 0 0

$ 1 ,0 0 0 , 0 0 0

$800,000

$600,000

S400.000

$ 2 0 0 , 0 0 0

25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60

Aga

Equity: Rate o f  return on account ba lance: .VJV'V 6.39“u: 5.3V"n; 4.39 «
Hoiu i: Ra le of return on account balance: 10"«; V"». R" i: 7%; fi"o 
Equ ity investment mi\ S(l"n; 70"a: 60"«; SO",,, 40"«; Posl-rclire inenl 20 •>
Sa lon' increase rah 5.5'V 4"»

Mercer Human Resource Consulting
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■ B e n e f i t  a c c u m u l a t i o n  g r a p h s  s h o w  h o w  b e n e f i t s  a r e  e a r n e d  u n d e r  t h e  

S y s t e m s  a n d  e x p r e s s  v a l u e  a s  a  l u m p  s u m

■ A l l  c o m p o n e n t s  o f  t h e  S y s t e m s  a r e  i n c o r p o r a t e d ,  p e n s i o n  a n d  r e t i r e e  

m e d i c a l

■ B e n e f i t s  a r e  e a r n e d  t h r o u g h o u t  a  m e m b e r ’s  c a r e e r ,  w i t h  m o s t  

s i g n i f i c a n t  v a l u e  e a r n e d  a t  l a t e r  a g e s

■ T h e  b e n e f i t  a c c u m u l a t i o n  g r a p h s  a l s o  s h o w  h o w  S y s t e m  b e n e f i t  

v a l u e s  w o u l d  c o m p a r e  t o  a  d e f i n e d  c o n t r i b u t i o n  p r o g r a m  w i t h  s i m i l a r  

a n n u a l  c o s t

■ S y s t e m  a n n u a !  c o s t  i s  b a s e d  o n  t h e  n o r m a l  c o s t  r a t e  ( e m p l o y e r  

p o r t i o n )

■ A  d e f i n e d  c o n t r i b u t i o n  p r o g r a m  w i t h  s i m i l a r  a n n u a l  c o s t  d e l i v e r s  

g r e a t e r  v a l u e  e a r l y  o n  i n  a  m e m b e r ’s  c a r e e r ,  b u t  p r o v i d e s  s i g n i f i c a n t l y  

l e s s  a t  r e t i r e m e n t

Mercer Human Resource Consulting 1



t s s t

Income and Current Program Analysis
Retirement Spending and Employee View of Risk

R e t i r e m e n t  s p e n d i n g  c h a r t s  f o c u s  o n  t h e  “ s p e n d  d o w n ”  o f  R e t i r e m e n t  

P r o g r a m  a s s e t s  a f t e r  a g e  6 0

R e t i r e m e n t  n e e d  t a r g e t e d  a t  7 0 %  ( p l u s  r e t i r e e  m e d i c a l )  i n c o m e  

r e p l a c e m e n t  ( a d j u s t e d  f o r  i n f l a t i o n )

P e n s i o n  a n n u i t i e s  w i l l / c a n  c o n t i n u e  f o r  l i f e ,  w i t h  s o m e  a d j u s t m e n t  

a n n u a l l y  f o r  i n f l a t i o n

S a v i n g s  a r e  d r a w n  d o w n  e a c h  y e a r  t o  f i l l  g a p  t o  m e e t  n e e d s

A  d e f i n e d  c o n t r i b u t i o n  p i a n  o f  s i m i l a r  c o s t  r u n s  o u t  s o o n e r :

-  T h e  a c c u m u l a t i o n  i s  l e s s  a t  a g e  6 0

-  T h e r e  i s  n o  p o o l i n g  o f  l o n g e v i t y  r i s k

Mercer Human Resource Consulting 15



$600,000

$400,000

$ 2 0 0 , 0 0 0

25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60
Age

Equity.' R a l e  o f  retiav o n  a c c o u n t  balance: S . 3 9 % ;  7 . 3 9 % :  6.3V"n; 5J0"»: 4.39 '«
Bond: Ru le o f  return on account ba lance I O".,: 0'V ' <», <S"»
Equ ity  investment m ix SO"a. 7 0 " rtfl'V 50'V Post-retirement 20",,
Salary increase rate: 5.5%: 4"n

$1,4L 3,000

$ 1 ,2 0 0 , 0 0 0

$800,000

P r e s e n t  Value  o f  Benef i t  Pa ya b l e  a s  a L u m p  S u m
Sample Employee 1 Data at 2303: Age = 25, Service = 0, Salary = $35,000

$ 1 ,0 0 0 , 0 0 0

Income and Current Program Analysis 
PERSljOthers
Benefit Accumulation -  Long Service Member

PERS - AE Tier 3 Pension 

10% DC Plan

Mercer Human Resource Consulting 16



lillllllliilllililllllllllIncome and Current Program Analysis 
PERSliOthers
Retirement Spending -  Long Service Member

Post-Retirement Spending Needs and Sources -- Terminal Age = 66
Sample Employee 1 Data at 2003: Age = 25, Service = 0, Salary = $35,000 

Retirement Age = 60, Target = 70% (plus medical), Tax Rate = 28%, Post Ret COLA = 4%

$ 1 ,2 0 0 , 0 0 0

$ 1 ,0 0 0 , 0 0 0

$800,000

$600,000

$400,000

$2 0 0 , 0 0 0

80 85 90

S a l a r y  i n c r e a s e  r a t e  5 5 % ;  4%

H  PERS - AE Tier 3 Medical 

" ■ PERS - AE Tier 3 Pension 

H  Accumulated Surplus 

—  Target

Mercer Human Resource Consulting 17



iiiiimii!
Income and Current Program Analysis 
jpERSfpthers
Retirement Spending (DC Plan) -  Long Service Member

Post-Retirement Spending Needs and Sources -  Terminal Age = 68
Sample Employee 1 Data at 2003: Age = 25, Service = 0, Salary = $35,000 

Retirement Age = 60, Target = 70% (plus medical), Tax Rate = 28%, Post-Ret COLA = 4%

60

H  PERS - AE Tier 3 Medical 

■  10% DC Plan 

—  Target

65 70 80 85 90 95 1 0 0 105 1 1 0

F.quit\ Rule ofreturn tin account balance: Prc-Rct '.JV'V f>.39"„; 5 3V„. -1.39%. Post-Rct •/.39"„
Bond: Rati ' return tut account balance Pre-Rct: IIP,,; 9",,; R%; 7"„; 6 ' Past Ret: 6%
Equity investment mix SO",,; 70'!,,; fill",,; 30",,; -It)",,; Post-retirement 2013,
St,hay increase rate S..5"«. 4"„

Mercer Human Resource Consulting 18
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IllllllllllllllillPIIIncome ana Current Program Analysis 
^ ^ IP E R ^  Others

^Benefit Accumulation -  Short Service Member
Present Value of Benefit Payable as a Lump Sum

Sample Employee 1 Data at 2003: Age = 45, Service = 0, Salary = $50,000

$350,000

$300,000

$250,000

PERS - AE Tier 3 Pension 

- -  10% DC Plan

$150,000

$ 1 0 0 , 0 0 0

$50,000

45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60

Age

Equ ity  R a w  o f  return tin account balance: B.59%; 739";; 6.59" u; 5.3(,"„; ./ 39 ■„
Bond: Ro le o f  return on account balance: 10" n; 9"„; B% ; 7%; 6",,
Equ ity  investment m ix: BO",,; 70",,: 60",,; 50",,; 40",,; Post-retirement 20",,
S o la n 1 increase rate: 5 . 5 4"„

Mercer Human Resource Consulting 19



Income and Current Program Analysis 
PERS Others
Retirement Spending -  Short Service Member

Post-Retirement Spending Needs and Sources -- Terminal A ge = 60

Sample Employee 1 Data at 2003: Age = 45, Service = 0, Salary = 550,000 
Retirement Age = 60, Target = 70% (plus medical), Tax Rate = 28%, Post-Ret COLA = 4%

5700.000

5600.000

5500.000

5400.000

5300.000

5200.000

5100.000 

SO

60 65 70 75 80 85 90 95 100 105 110

Saltin' increase rale: 5 5"». 4"o

- • 1 —  — A . j  -i—'- . -W J .

■  PERS-AE T ie r3 Medical 

PERS - AE Tier 3 Pension 

—  Target

Mercer Human Resource Consulting 2 0



Income and Current Program Analysis■ - 
■ a . . .  • - — -v •• PERS Others

Retirement Spending (DC Plan) -  Short Service Member
Post-Retirement Speruing Needs and Sources -- Terminal Age = 62

Sample Employee 1 Data at 2003: Age = 45, Service = 0, Salary = $50,000 
Retirement Age = 60, Target = 70% (plus medical), Tax Rale = 28%, Post-Ret COLA = 4%

$700,000 

$600,000 

$500,000 

$400,000 

$300,000 

$2 0 0 , 0 0 0  

S100,000 

SO

60

. . . .  /

■  PERS - AE Tier 3 Medical

■  10% DC Plan 

—  Target

65 70 75 80 85 90 95 1 0 0 105 1 1 0

Equity: Rule o f  return mi account balance: Prc-Ret: R.39%; 7.39%; 6.3V- .39%; 4.39%; Post-Ret: 4.39%
Bond: Rate o f return on account balance: Prc-Ret: 10"o; 9%; S"„; 7%: 6%; Post-Ret: 6"„
Equity investment mis SO",,; 70",,; 60",,: 30"v. 40%: Post-retirement 20",,
Solan increase rale: 5.3%: 4%

Mercer Human Resource Consulting 2 1



■ T B B H n T O ' - ' i t f l f l l  ' i l ' i i V i 1 1  1 .Income and Current Program Analysis 
PERS Police/Fire

S f c benefit Accumulation -  Long Service Member
Present Value of Benefit Payable as a Lump Sum

Sample Employee 1 Data at 2003: Age = 25, Service = 0, Salary = $35,000

$1,400,000 p ' 

$ 1 ,2 0 0 , 0 0 0  

$ 1 ,0 0 0 , 0 0 0  

$300,000 

$600,000 

$400,000 

$2 0 0 , 0 0 0

$ 0

1
/ *

/

<
L ✓*

i
s9

9

4
V

✓

«-

•

----

. _ -r»  • — —
i _ J

. ,  

----- -----

■

PERS - AE Tier 3 Pension 

12.8% DC Plan

25 26 2 7 2 8 2 9 30 31 32 3 3 34 35 3 6 3 7 3 8 39 4 0 41 42 4 3 4 4 4 5 4 6 4 7 4 8 4 9 50 51 52 53 54 5 5 56 5 7 58 5 9 60
Age

Equip: Rate o f  return on account ba lance: 8.39"'»: 7 39%; 6. 39".,: 5 . 3 9 -I 39 o 
Bond Rote of return on account ba lance: 107u; 9"„: <8%: 7"o; 6"„
Equ ity  investment mis 80%: 7flV M"„: 50°,, 4(1".. Post-retirement 20",.
Sa la tx  increase rate: 5 .5 \  4"«

Mercer Human Resource Consulting 2 2



Post-Retirement Spending Needs and Sources -  Terminal Age = 70

Income and Current Program Analysis 
JWJE ffljjj| JPol i ce/F i re
Retirement Spending -  Long Service Member

Sample Employee 1 Data at 2003: Age = 25, Service = 0, Salary = $35,000 
Retirement Age = 60, Target = 70% (plus medical). Tax Rate = 28%, Post-Ret COLA = 4%

$ 1 ,2 0 0 , 0 0 0

$ 1 ,0 0 0 , 0 0 0

S800.000

$600,000

S400.000

$2 0 0 , 0 0 0

80 85 90

Saltin' increase rate: 5 W  -/"><

■  PERS - AE Tier 3 Medical 

PERS - AE Tier 3 Pension 

P ! Accumulated Surplus 

—  Target

Mercer Human Resou ce Consulting 23
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Income and Current Program Analysis 

iPfERSiPolice/Fire
Retirement Spending (DC Plan) -  Long Service Member

Post-Retirement Spending Needs and Sources -- Terminal Age = 70

Sample Employee 1 Data at 2003: Age = 25, Service = 0, Salary = $35,000 
Retirement Age = 60. Target = 70% (plus medical). Tax Rate = 28%, Post-Ret COLA = 4%

$800,000

$600,000

S400.000

$2 0 0 , 0 0 0

$ 1 ,2 0 0 , 0 0 0  

S1 .0 0 0 , 0 0 0

■  PERS - AE Tier 3 Medicat

■  12.8% DC Plan 

—  Target

Equity: Rate o f  return on account baUmco: Pre-Rot. ,V W„. 7..tV"n. 6 W"„. . 5 -I J<4"„. Pnst-Rot 4.J9n„ 
tio ml: Rate o f return on account htthweo Pre-Rot: III'!,,. R%; 7%, 6"<>. Punt-Rot 6%
Equity in\'c.\liiionl in n  SO"... 70",,. 60".10%: 40%: Poil-rotiroinont 70",,
Salary increase rule $.5%; 4"„

Mercer Human Resource Consulting 24



£ f c  Income and Current Program Analysis 
PERS Police/Fire
Benefit Accumulation -  Short Service Member

Present Value of Benefit Payable as a Lump Sum
Sample Employee 1 Data at 2003: Age = 45, Service = 0, Salary = $50,000

$350,000

/

$300,000 -

$250,000

-----
$200,000

— 'H$150,000

$100,000 ►V-TV—

$50,000 - 

cn m ___ ,

0 ̂
- - ■ r '

PERS - AE Tier 3 Pension 

12.8% DC Plan

45 46 47 48 49 50 51 52 53

Age

54 55 56 57 58 59 60

Equity: Rate o f  return on account ba lance: NJW'o; 7.39"u: 6.39"i>; 5.39" a; 4 
Bond: Rate o f  return on account balance: 10%: 9"»: 8%: /"<>; 6"<>
Equ ity  investment m ix: 80%: 70",,: 60",,. 50%: 40%: Post-retirement 21)"n 
Salary increase rate: 5.5"<i. 4"n
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imiiiiiiiiniiiiiiiiiiiiIncome and Current Program Analysis 
PERSiPolice/Fire
HM

Retirement Spending -  Short Service Member
Post-Retirement Spending Needs and Sources -  Terminal Age = 60

Sample Employee 1 Data at 2003: Age = 45, Service = 0, Salary = $50,000 
Retirement Age = 60 Target = 70% (plus medical), Tax Rate = 28%, Post-Ret COLA = 4%

5700.000 

$600,000

5500.000

$400,000

$300,000

$2 0 0 , 0 0 0

$ 1 0 0 , 0 0 0

$ 0  

60 65 70 75 80 85 90 95 100 105 110

Salon' increase rale: 5.5"u; ■t“o

■  PERS - AE Tier 3 Medical 

PERS - AE Tier 3 Pension 

—  Target
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raag?-:. "inj||||y||i||||||ji|iir
■2S& s Income and Current Program Analysis 

jPERUifolice/Fire
i  r , /  ,»y  <w■apts^Retjrement Spending (DC Plan) -  Short Service Member

Post-Retirement Spending Needs and Sources -- Terminal Age = 63

Sample Employee 1 Data at 2003: Age = 45, Service = 0, Salary = $50,000 
Retirement Age = 60, Target = 70% (plus medical), Tax Rate = 28%, Post-Ret COLA = 4%

Equity Rate o f return on account balance: Prc-Ret' R.JV"a; 7.39",,; 6.39%,: 3.39" 4 39"-,,; Pom-Met ■ 4.39% 
Bond: Rate o f return on account balance: Prc-Ret: III",,. 9 %; 7"„: 6"„; Post-Ret 6%,
Equity investment mix: SO",,. 7()'„:6<)'!„. SO",,. 40%, Post retirement 20",,
Solan increase rate 3 S°„. 4"„
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H i l l

Income and Current Program Analysis
TRS liill
Benefit Accumulation -  Long Service Member

P r e s e n t  Value  of  Benef i t  Pa yab l e  a s  a L u mp  S u m
Sample Employee 1 Data at 2003: Age = 25. Service = 0, Salary = $35,000

$1,400,000

$ 1 ,2 0 0 , 0 0 0

$ 1 ,0 0 0 , 0 0 0

$800,000

$600,000

$400,000

$2 0 0 , 0 0 0

$ 0

j

4>*
s

— ;

>
**
✓

-  r '

. . - - - —
■

----

^  »

----

*

,_ l —

■-* •

2C 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60

Age

Equ ity: Rote o f  return on account r . . lance 7. .W"„:ft J0'V 5 V'V 4..W o
Band Rate o f  return on account ba lance ltl"n, !/"«: H"«: /"<>; 6" a 
Equ ity investment nii\: 80"a. 7()"u. ftO' u, 50"40"ot Post-retirement-ft <>
Salary increase rate: 5.5°o,' 4"n

TRS Tier 2 Pension 

12.4% DC Plan

Mercer Human Resource Consulting
28



.ffrttt ‘As >•*>» <»*■**>*> •;
r ***•&« *

sfair

l l i l l [ | |U | | U | | | [ | | l ! l l | i

Income and Current Program Analysis
l R? !lllRetirement Spending -  Long Service Member

$ 1 ,2 0 0 , 0 0 0

$ 1 ,0 0 0 , 0 0 0

$800,000

$600,000

$400,000

$2 0 0 , 0 0 0

$ 0

Post-Retirement Spending Needs and Sources -- Terminal Age = 63

Sample Employee 1 Data at 2003: Age = 25, Service = 0, Salary = $35,000 
Retirement Age = 60, Target = 70% (plus medical). Tax Rate = 28%, Post-Ret COLA = 4%

H  TRS Tier 2 Medical 

■  TRS Tier 2 Pension 

H  Accumulated Surplus 

—  Target

60 65 70 75 80 85 90 95 1 0 0 105 1 1 0

Saltin’ increase rale 5 5%;
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:V" ; . ĵ||||FJ|'jjijjll■“  - Income and Current Program Analysis
I j ^ R S j  j Ij IJj j;

""^Retirement Spending (DC Plan) -  Long Service Member
Post-Retirement Spending Needs and Sources -  Terminal Age = '’ 0

Sample Employee 1 Data at 2003: Age = 25, Service = 0, Salary = $35,000 
Retirement Age = 60, Target = 70% (plus medical), Tax Rate = 28%, Post-Ret COLA = 4%

Equity Han- o f return on account balance Pre-Rct: 8.39" n: 7.39'’,,; 6.39“.,: 3.39";,. 4.39"-.,. Past Ret 4 39",, 
Bond Rale a] return /„ ccmnU balance Prc-Ret: / tY!>>. 9°,,; 8%: 7“-i6"u: Past-Ret 6"u 
Equity investm nt mix 80%; 70%; fill'!,,; 30%: 40%; Post-retirement 211%
Salary merer- - rate: 3.5%: 4"-b

m  TRS Tier 2 Medical 

■  12.4% DC Plan 

—  Target

1 1 0
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$2 0 0 , 0 0 0  

$150,000 

S1 0 0 , 0 0 0  

$50,000

ifer. income and Current Program Analysis
| r s |||
Benefit Accumulation -  Short Service Member

Present Value o f Benefit Payable as a Lump Sum

Sample Employee 1 Data at 2003: Age = 45. Service = 0, Salary = $50,000

$350,000

$300,000

$250,000

TRS Tier 2 Pension 

12.4% DC Plan

18 49 50 51 52 53 54 55 56 57 58 59 60

Age

'tfiiilv: R a le  o f  return on account balance: ,3.39",,: 7.39"% 6.39"% 3.39",,. ■).39"u 
'unit: Rate o f  return on accoun' balance: 10"% 9"% S% ; 7"% 6" „ 
i/uity investment mix: .30" % 7t>"„; 60"% 50%: 40"% Post-retirement 20",, 
a la iy  increase rale: 5.5"% 4"u
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■JHIfiUIIIPIillji'iPilli'-f=~r Income and Current Program Analysis
IlfRSiillili
Retirement Spending -  Short Service Member

Post-Retirement Spending Needs and Sources -  Terminal Age = 60

Sample Employee 1 Data at 2003: Age = 45, Service = 0, Salary = $50,000 
Retirement Age = 60, Target = 70% (plus medical), Tax Rate = 28%, Post-Ret COLA = 4%

60 65 70 75 80 85 90

Sailin' inert'.use rale: •/"<>

95 1 0 0 105 1 1 0

■  TRS Tier 2 Medical 

TRS Tier 2 Pension 

—  Target
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IIncome and Current Program Analysis
• «* t  n

■ I t O

benefit Accumulation (DC Plan) -  Short Service Member

I I I

Post-Retirement Spending Needs and Sources -  Terminal Age = 63

Sample Employee 1 Data at 2003: Age = 45, Service = 0, Salary = $50,000 
Retirement Age = 60, Target = 70% (plus medical), Tax Rate = 28%, Post-Ret CO! A = 4%

9  TRS Tier 2 Medical 

A  12,4% DC Plan 

—  Target

$700,000 

$600,000 

$500,000 

S4P0.000

5300.000 

$2 0 0 , 0 0 0

5100.000

$ 0  

60

Equity Rate o f return on account h,dunce: Pre-Ret: R.39"i,; 7.J9%; 6.39"u, 5.39%; -3.39",,; Post Ret: I 39",, 
Rond: Ro'e o f return on account balance: Pre-Ret: 10",,. 9"„, ,V‘V 7"„; 6"„; Post-Ref h"„
Equity investment tun St)",,; 7()°„; til)",,; 51)",,; -lit",,. Post retiremen! 30" „
Salary increase rate: 3.3%; 4"„
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I C S

Police & Fire

Distribution of W ork Force

600

<25 25-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64 65-69

Age Bracket

2003 2008 2013

>69
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