To:  Participants in the Alternate Retirement Plan {ARP)
From: Higher Education Unions

RE:  Exploring the Possibility of Allowing ARP Participants to Transfer to the State
Employees Retirement System (SERS)

Date: June 8, 2010

In response to requests from higher education unions, SEBAC is exploring the possibility
of legislation allowing ARP participants to transfer into the State Employees Retirement
System (SERS). As part of this process, the unions hired an actuary to determine how
such a transfer might occur at no additional cost to the State. Enclosed you will find
information from the actuary that allows each ARP participant to estimate the cost of
transferring to SERS.

Please note that there is currently no agreement that allows participants to change
retirement plans. The only way to achieve this for all ARP participants is through state
legislative action or agreement with the administration. Proposed legisiation died in
Committee earlier this year, but may be reintroduced in the future if it appears
appropriate. The assumption that the legislation would pass (if at all) only if there were
no net cost to the pension fund comes from a combination of the current budget
struggles, and the approximately $9 billion in underfunding of the pension plan. It also
follows the model of similar legislation that passed in Florida, which allows individuals to
transfer from their equivalent of the ARP to their equivalent of the SERS, but requires
individuals to fund the full actuarial cost of that transfer.

The enclosed information enables each ARP participant to compute an approximate
cost of purchasing past service credit in SERS. The employee can then determine if his or
her ARP account balance is sufficient to finance the service transfer. If there are
insufficient funds, the employee could either purchase less time or pay the additional
cost out of pocket (the assumption is that this may be done through payroll deductions
spread out over time). If there are surplus funds, the individual would keep the balance.

The actuarial information assumes employees would purchase service credit in
whichever SERS Tier was available at their date of hire. Because this is a key factor in
determining the cost, make sure you first determine your correct Tier.

e [f you were hired before July 1, 1984, you are in either Tier | or IB. (Tier IB is with
Social Security coverage).



o Ifyou were hired July 1, 1984 or after, you would be in either Tier Il or Tier IIA.
There is no difference between the two in determining transfer cost.

This information concerns potential legislation. There is also a SEBAC grievance
pending that seeks to allow an ARP to SERS transfer for (1) those who were improperly
only provided ARP as their only choice or were put into the ARP as a condition of
employment; and (2) those who were given the choice, but given inadequate or
incomplete information which caused them to select the ARP. We are awaiting the
outcome of this grievance. The information provided by the actuaries would not be
used for the first category of grievants, if SEBAC were to prevail, since SEBAC's position is
that those employees should receive full past-service credit at the State’s expense, and
they would have to pay only the employer’s ARP contributions, and any employee
contributions that would have been paid if they'd been in the applicable tier of SERS.
That position, of course, would be subject to both proving the facts of how individuals
were steered, and an arbitrator agreeing with SEBAC on appropriate remedy.

We encourage you to carefully look over the enclosed information and to determine
how it would apply to you. Discussions concerning our next steps will be scheduled
after everyone has had the opportunity to digest this material.




Cavanaugh Macdonald
CONSULTING,LLC

The experience and dedication you deserve

May 12,2010

Mr. Stephen Greatorex

Business Manager

Connecticut State University

American Association of University Professors
CCSU, Marcus White Hall, Room 305

New Britain, CT 06050

Subject: ARP Service Transfer Factors

Dear Steve:

As requested, we have developed cost neutral factors to be used should legislation be enacted permitting
Alternate Retirement Program (ARP) participants to transfer ARP service to the Connecticut State
Employees Retirement System (SERS). The results of our analysis are presented below.

Background

As noted in your February 8, 2010 letter, a substantial number of faculty members in Connecticut’s higher
education institutions who are currently participating in ARP would like to transfer their current account
balances from ARP to SERS and purchase service credit in whichever SERS benefit tier was available at
the time the employee was hired. It is further desired that the purchase of service be on a cost neutral
basis. In other words SERS would be indifferent from a financial standpoint as to whether the service
purchases were made or not. As a first step in this process, the State Employees Bargaining Agent
Coalition (SEBAC) has requested that we develop cost neutral factors which will approximate the fump
sum cost to individual ARP members for the amount of ARP service to be transferred to SERS. These
lump sum amounts can then be compared to participant ARP account balances to determine whether the
balances, in and of themselves, would be sufficient to finance the service transfers.

The Tier of SERS benefits that a member may be eligible to transfer service into is a key factor in
determining the cost to transfer. Absent actual legislation defining the transfers and Tier eligibility, we
present below the eligibility for each Tier by date of hire as contained in the most recent Summary Plan
Descriptions of each Tier.

Tier I and Tier IB eligibility - Hired on or before July 1, 1984 (Tier 1B is with Social Security coverage).
Tier Il — Hired on or after July 2, 1984 up to and including June 30, 1997.
Tier IIA — Hired on or after July 1, 1997 (No difference from Tier II for transfer cost).

S
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Parameters and Assumptions

The factors were developed using several assumptions about future events. Some, like the interest rate
(8.25% per year), future salary increases (a range from 20% per year to 4% per year depending on
service) and the mortality table (RP 2000 projected with Scale AA 15 years for males and 25 years for
females) are the same as those utilized in the most recent actuarial valuation of SERS. In addition,
assumptions had to be made about when participants who transferred service would retire. For purposes
of factor development it was assumed individuals would retire when first eligible for a retirement benefit
(either reduced or unreduced) under the tier they would enter in SERS. The assumed rate of future cost of
living increases is the same as used in the most recent actuarial valuation (2.70% per year). Finally in
order to meet legal requirements, the mortality used to develop the factors has to be a blend of the male
and female rates. That blend, 40% male and 60% female, is based on ARP participant data provided by
the Comptroller’s Office.

Results

The tables of factors are provided in Appendix A. As can be seen, they are based on the ARP
participant’s current age and the amount of service they would be transferring. The following tables are
provided:

Tier I - All persons eligible for Tier I (including Tier 1B) look up factors based upon current age and
service and multiply factor by current annual salary (for SERS pension purposes) to arrive at results. For
the best approximation we recommend interpolation for fractional years of age and service.

Tier IB Cost Reductions — Only those eligible for and electing Tier IB coverage would look up the
amount of reduction from the Tier I costs determined above. The amount of reduction is not dependent
upon salary and is found by cross-indexing the individual’s age and service. Because the Social Security
Normal Retirement Age changes based upon year of birth, the lookup age used for this table is based
upon the individual’s whole age as of January 1, 2011. For the best approximation we recommend
interpolation for fractional years of service only.

Tier IT — (Step 1) All persons eligible for Tier II (including ITA) lookup factors based upon current age
and service and multiply factor by current annual salary (for SERS pension purposes) to arrive at results.
For the best approximation we recommend interpolation for fractional years of age and service.

Tier II Salary above Breakpoint — (Step 2) All persons eligible for Tier II (including ITA) with current
salary above the breakpoint lookup factors based upon current age and service. Then multiply factor by
current annual salary (for SERS pension purposes) that is in excess of $54,800 to arrive at results. For the
best approximation we recommend interpolation for fractional years of age and service. This amount is
added to the Step 1 amount to arrive at the total cost of transferring service to Tier IL.



Mr. Stephen Greatorex
May 12, 2010
Page 3

We provide the following examples of how to use the tables to approximate cost. (Note: An individual
may not be eligible for the Tier in the example. We are only demonstrating how the tables are utilized in
approximating the cost of transfers.)

Participant Age: 50
ARP Service to Transfer: 15 years
Current Annual Salary: $85,000

TierI

On the Tier I table, cross-referencing the age 50 row with the 15 years of service column results in a
factor of 2.7663. The approximate cost of the service transfer is the product of the factor and current
salary (2.7663 x $85,000 = $235,136).

Tier IB

Determine the approximate cost under the Tier I table as above then subtract the amount in the Tier IB
Cost Reduction table which for a 50 year old with 15 years of service equals $1,715. The resulting cost to
transfer service to Tier IB is $235,136 - $1,715 or $233,421.

Tier IT
For Tier II transfers, there is a two-step process to approximate the cost of transfers.

The first step is to determine the cost of the benefit not affected by the breakpoint. Under the Tier II table,
cross-referencing the age 50 row with the 15 years of service column results in a factor of 1.7509. This
first step results in a cost of $148,827 (1.7509 x $85,000). The second step is to determine the salary
above the 2010 breakpoint amount of $54,800. This is $30,200 ($85,000 - $54,800) and is multiplied by
the factor found in the Tier II — Salary Above the Breakpoint table. The factor at age 50 with 15 years of
service is .5410. The additional cost for benefits based on salary above the breakpoint is $16,338
(830,200 x .5410). Adding the resulting amounts from both steps is $165,165.

As can be seen, the factors typically increase with age and service until the point where participants are
eligible for immediate retirement after the transfer at which point the factors generally begin to decline to
reflect the shorter life expectancy of older individuals. And, of course, the factors differ by Tier to reflect
the benefit level provided under each. These tables end at age 70. For individuals over age 70, we
recommend using the age 70 factors to approximate their costs. We would anticipate the actual cost of
those over age 70 would be less than determined using these tables. Additionally, the Tier II cost for
salaries above the breakpoint are based upon the assumption that the current amount of salary above the
breakpoint remains level until retirement eligibility. If more precise calculations are performed for
individuals with their actual age, service and salary information, we would anticipate that the average cost
for this portion of the Tier II service transfers would be lower than will be calculated under the tables. A
table could not be constructed for the Tier II benefits attributable to salary above the breakpoint that
would accurately provide age and service based factors without taking into account actual salaries.
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Comments

As stated above, the factors are designed to approximate the cost neutral amount of the service transfer.
The intention is to provide an estimate of the cost of transferring service to SERS in order to gauge the
potential difference between an individual’s ARP account balances and the cost to transfer the service to
SERS without actuarially impacting the System. Of course, given the number of assumptions that have to
be made to develop the factors, absolute cost neutrality cannot be guaranteed. As just one example,
should the gender split for those who actually transfer service be different than the 40% male/60% female
assumed, the results will only be cost neutral if other experience (for example actual mortality rates)
offsets the difference.

The factors that have been developed provide, on average, the approximate cost to be as close as possible
to the cost neutral goal and within the constraints of being somewhat simple to utilize for a broad group.
There are other methods that can be used to generate the factors, some of which would reduce or
eliminate the differential based on age and service. However, using factors developed in that manner will
increase the likelihood of anti-selection and the probability that the actual results will not be cost neutral.

The factors provided in Appendix A provide the means to approximate the true cost for each individual in
order to compare with the current ARP account balance and gauge the feasibility of an individual’s
transfer of service to SERS. To the extent factors are used that lower the cost for some and raise it for
others, the lower cost individuals are much more likely to take advantage of the transfer than the higher
cost individuals which will almost certainly guarantee that cost neutrality will not be achieved.

After consideration of the approximate cost of transfer, if it is further desired, we recommend providing
more precise calculations using actual age, service and salary of all interested individuals. If you need any
further information regarding this analysis, please do not hesitate to contact us. 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.

Sincerely,

%Q{ @a«fw«@—w

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

Enc.
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