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30 55
25¢ any age
'a. Anadditional 1/2% for a position in elective service. T i
b.  If membership in the system started before 7/1/2006, FAC is based on 36 months plus the number
of whole months since 1/1/2013 but not to exceed 60 months.
c. Members are eligible for an actuarially reduced early retirement at 20 years of service credit.
d. Members are eligible for an actuarially reduced early retirement at 25 years of service credit.
e. This rate, set by the board of trustees, may range from 9.25% to 10.00%. The rate was 9.25% prior
to 7/1/2003.
f.  This rate, set by the board of trustees, may range from 8.00% to 10.00%. The rate was 9.25% prior
to 7/1/2003.
Plan B
) . b 10 60 J
Hired Before 1/1/2013 2.00% 5yrs 5.00%
30 any age
7 67
10 62
Hired On/After 1/1/2013 2.00% 5yrs 5.00%°
30 55
25° any age
a. Anadditional 1/2% for a position in elective service. i
b.  If membership in the system started before 7/1/2006, FAC is based on 36 months plus the number
of whole months since 1/1/2013 but not to exceed 60 months.
c. Members are eligible for an actuarially reduced early retirement at 25 years of service credit.
d. This rate, set by the board of trustees, may range from 5.00% to 6.00%.
e. This rate, set by the board of trustees, may range from 4.00% to 6.00%.
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Benefit Accrual Rates, Retirement Eligibility
& Member Contribution Rates (% of Pay)
(as of July 1, 2013)
i Retirement
Benefit Final Eliaibilit Member
Avg g y L
Accrual C Contribution
OmMpP | service | Age
All Employees
MPERS 12 55
20 50 0
Hired Before 1/1/2013 31/3% 3yrs 7.50% |
25 any age 10.00%
20° any age
12 55
Hazardous Duty 07 7.50% /
Hired On/After 1/1/2013 3.00% >yrs 25 | avage | 10000
20° any age
10 60
- 25 55 0
Ngn Hazardous Duty 2 50% 5yrs 7.500/0d/
Hired On/After 1/1/2013 30 any age 8.00%
20° any age
a. The rate is 3 1/3% for members who retire with 30 or more years of service.
b. A member may retire early at any age with 20 years of service and receive an actuarially reduced
benefit.
¢. Active members earning less than the poverty rate under guidelines issued by the U.S.
Department of Health and Human Services contribute 7.50% of pay. All others contribute
10.00%.
d. Active members earning less than the poverty rate under guidelines issued by the U.S.
Department of Health and Human Services contribute 7.50% of pay. All others contribute 8.00%.
i Retirement
Benefit Zl\nal Eligibilit Member
s g y L
Accrual Com Contribution
P | service | Age
PERS Plan A
7 65
10 60
Hired Before 1/1/2007 3.00% 3yrs 9.50%*
25 55
30 any age
7 67
Hired On/After 1/1/2007 3.00% 5yrs 10 62 9.50%*
30 55

% This rate, set by the board of trustees, may range from 8.00% to 11.00%.
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Benefit Accrual Rates, Retirement Eligibility
& Member Contribution Rates (% of Pay)
(as of July 1, 2013)
. Final Retirement
Benefit A Elicibilit Member
V(g g y Lo
Accrual c Contribution
OMP | service | Age
PERS Plan B (In Social Security)
7 65
Hired Before 1/1/2007 2.00% 3yrs 10 60 3.00%*
30 55
7 67
Hired On/After 1/1/2007 2.00% 5yrs 10 62 3.00%*
30 55
% This rate, set by the board of trustees, may range from 3.00% to 5.00%.
Benefit Accrual Rates, Retirement Eligibility
& Member Contribution Rates (% of Pay)
(as of July 1, 2013)
. Final Retirement
Benefit Eligibilit Member
Avg g y L
Accrual C Contribution
OMP I service | Age
All Employees
RVRS 10 60
Hired Before 1/1/2013 31/3% 5yrs 20 55 7.00%"
30 any age
10 62
Hired On/After 1/1/2013 3.00%* 5yrs 20 60 7.00%"
30 55

earned in this system.

b. This rate, set by the board of trustees, may range from 7.00% to 9.00%.

a. The rate is 3 1/3% for members who retire with 30 or more years of service, with at least 20 years
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Benefit Accrual Rates, Retirement Eligibility

& Member Contribution Rates (% of Pay)
(as of July 1, 2013)

. Final Retirement
Benefit A Eligibilit Member
vg gibility .
Accrual c Contribution
OMP I service | Age
All Employees
SPRF 12 55
Hired Before 7/1/2006 31/3% 3yrs 30 any age 10.25%"
20° 50
12 55
Hired On/After 7/1/2006, but 0 oud
Before 1/1/2012 31/3% 5yrs 30 any age 10.25%
20° 50
12 62
20 60 g
Hired On/After 1/1/2012 3.00%* 5yrs 10.25%
30 55
20° 50
a. Thisrate is 3 1/3% for members who retire with 30 or more years of service.
b. A member may retire early with 20 years of service at age 50 with an actuarially reduced benefit
from age 55.
¢. A member may retire early with 20 years of service at age 50 with an actuarially reduced benefit
from age 60.
d. This rate, set by the board of trustees, may range from 9.80% to 10.25%. The previous rate was
10.00%.
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2. Benefit Levels and Employee Paid Portion

Income Replacement Ratio

Employee Funding

The following table and graph illustrates two aspects of the
retirement benefit.

The non-shaded percentages in the following table reflect the
ratio of the benefit expected for a new member to his/her
annual salary at retirement. These calculations are based on
an individual joining a state or statewide retirement system or
sub plan for the first time on the first day of FYE 2014 (i.e.,
July 1, 2013, for all plans expect ASSR and PERS). The table
does not reflect any new plan that became effective on
January 1, 2014.

The retirement benefit is calculated using the five highest
consecutive earning years that the member has over his entire
salary history or three highest consecutive earning years,
depending on the retirement system to which the member
belongs. Showing the benefit as a percentage of pre-
retirement earnings provides the employer an indication of
the plan's benefit adequacy level. It gives the income
replacement ratio which benefits are expected to provide
upon retirement.

The shaded percentages show the portion of the cost for
retirement benefits that will be funded by employee
contributions. A new member's future expected contributions
are accumulated with interest at the valuation return rate over
the designated time period. The accumulated value is then
divided by the actuarial present value of their future
retirement benefits. This is the portion of the benefit cost that
will be funded by the member's contributions.

Hazardous Duty: The table separates plans that are
predominantly for members performing hazardous duties
from plans that apply to members employed in non-
hazardous occupations. Benefit formulas for employees
engaged in hazardous duty are traditionally at higher levels
and with earlier normal retirement ages than plans for other
types of employment. Hazardous duty personnel are
typically members employed in law enforcement and public
safety. The group shown on the following page is composed
of state police, firefighters, sheriffs, municipal police,
LASERS hazardous duty sub plan, corrections secondary,
alcohol tobacco control, and wildlife enforcement agents.
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LASERS

TRSL

LSERS
ASSR
CCRS
DARS
MERS

PERS*

Benefit/Cost Illustrations: Retirement benefit provisions,
employee contribution rates, and actuarial assumptions
applied in this section are those in effect at the beginning of
FYE 2014, including legislation enacted during the 2013

Regular Session.

However, as noted previously, the cost

illustrations do not include the effects of legislation that have
effective dates that occur after the first day of FYE 2014.

For New Members on July 1, 2013

Replacement Ratios Employee Paid Portion
Division Age (Ber?efit as % of Pay) of Benefit Cost
0 Y (with interest)
Non-Hazardous Group Years of Service
20 ] 30 | 4 ]| 20 | 30 | 40
rojected for a New Member on
Projected for a New Member on 7/1/2013
Rank & File | 65 || 46% | 69% | 91% || 50% | 62% | 72%
Judges 65 || 66% | 94% | 94% || 70% | 95% | 100%
Teachers 65 | 45% | 69% | 90% || 47% | 57% | 64%
Higher Ed | 65 || 46% | 69% | 92% || 50% | 60% | 73%
Lunch B 65 || 36% | 55% | 75% || 37% | 46% | 60%
| Regular | 65 || 46% | 70% | 94% || 49% | 59% | 75% ||
| Regular | 65 || 54% | 88% | 89% || 35% | 34% | 39% ||
| Regular | 65 || 54% | 81% [ 90% || 37% | 41% | 46% ||
| Regular | 65 || 62% | 89% | 89% || 29% | 31% | 34% ||
Plan A 65 || 54% | 81% | 90% || 47% | 52% | 61%
Plan B 65 || 36% | 54% | 72% || 37% | 41% | 46%
Plan A 65 || 54% | 81% | 90% || 44% | 48% | 55%
Plan B 65 || 36% | 54% | 72% || 21% | 23% | 25%
Regular | 65 || 53% | 88% | 88% || 20% | 27% | 29% ||

RVRS

* The most recent information for PERS is of FYE 2012.
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For New Members on July 1, 2013

Employee Paid Portion
of Benefit Cost
(with interest)

Replacement Ratios

Division Age (Benefit as % of Pay)

Hazardous Group Years of Service
20 | 25 |l 20 | 25
(Projected for a New Member on 7/1/2013)
LASERS |HazardousDuty| 55 ||  59% | 74% || 3% | 31% ||
STPOL | Regular [ 55 ]| e | 76w || 3% | 34% ||
FRS | Regular | 55 || 3% | 79w || 33% | 3% |
MPERS | Regular [ 55 ]| 55% | esw | 4% | 4% ||
SPRF | Regular | 55 || s4% | et || 42 | a4% ||

No values are shown for the following plans or sub plans because no new members first employed on July 1,
2013, are allowed to join these plans.

LASERS Pre 2011 Judges and Court Offices sub plan

LASERS Legislators sub plan

LASERS Corrections Primary sub plan

LASERS Corrections Secondary sub plan

LASERS Peace Officers sub plan

LASERS AT Control sub plan

LASERS Bridge Police sub plan

LASERS Wildlife sub plan

TRSL Lunch Plan A
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Ratio of Retirement Benefit to Retirement Income and
The Portion of the Benefit Paid by Employees
Retirement Age 60 with 30 Years of Service
Non-Hazardous Duty Plans

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%
LASERS TRSL TRSL
LASERS R&F JUDGES Regular Higher Ed LSERS ASSR CCRS DARS MERS A PERS A RVRS
WRETIREMENT % 69% 94% 69% 69% 70% 88% 81% 89% 81% 81% 88%
EEMPLOYEE % 57% 87% 52% 55% 53% 32% 37% 28% 47% 44% 25%

Retirement % — Retirement Income as a Percentage of Pre Retirement Income
Employee % - Portion of the Total Benefit Funded by the Employee

* The most recent information for PERS is for FYE 2012.
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Ratio of Retirement Benefit to Retirement Income and
The Portion of the Benefit Paid by Employees
Retirement Age 60 with 30 Years of Service
Hazardous Duty Plans

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

LASERS HAZARDOUS DUTY

STPOL

MPERS

SPRF

WRETIREMENT %

90%

92%

95%

90%

89%

EEMPLOYEE %

42%

39%

40%

47%

67%

Retirement % — Retirement Income as a Percentage of Pre Retirement Income
Employee % — Portion of the Total Benefit Funded by the Employee
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3. Projected Contribution Rates

Public Sources (Employer)

Member Rates

Total Projected Rates

As discussed in the Employer Funding for Pension Benefits
section of this report, the State of Louisiana is primarily
responsible for funding the four state retirement systems
through general fund appropriations, agency self-generated
funds, IPTF allocations, or as transfer payments to local
school districts. Funding sources for the nine statewide
retirement systems include local appropriations, ad valorem
taxes, general revenue sharing funds, IPTF allocations, and
special General Fund appropriations. Other incidental
funding sources, available to participating employers, may
vary from time to time.

Employee contribution rates are fixed by statute and are
summarized in the first part of this section. Required member
contributions vary by plan and, with some exceptions, range
from 7% to 10.25% of employee pay. Judges and legislators
are required to contribute 11.5%. Judges first employed on
or after January 1, 2011, contribute 13%.

The combination of total public sources of employer funding
plus member contributions, are required to fund the system’s
total future expected retirement plan obligations. Total
projected rates reflect the total funding requirement for the
plan’s fiscal year as a percentage of member payroll. For
FYE 2015, we expect total projected rates to range from
13.5% to 86.6% of member payroll, with a median rate of
44.9%. Last year’s range was 13.4% to 81.0%, with a median
of 39.8%.

The following graph compares total projected rates (all
sources including member rates) with member rates only.
These are based on actuarial valuation results as approved by
PRSAC to be paid for FYE 2015.
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Projected Contribution Rates for Non-Hazardous Duty Plans
All Sources and Members Only
Fiscal Year Ending 2015
100.0%
90.0%
80.0%
70.0%
60.0%
50.0%
40.0%
30.0%
20.0%
10.0%
0.0% LASERS | LASERS [ LASERS | | soeps | TRSL | pg) | TRsL | TRSL
R&F J(L:J_I?gléﬁl ‘]L;\‘DE(},‘AIIES LEGIS Tel:;ﬁrs PLANA | PLAN B |Higher Ed LSERS ASSR CCRS DARS | MERSA | MERSB | PERSA | PERSB | RVRS
WALL SOURCES 44.7% 53.0% 49.2% 52.7% 36.0% 42.2% 35.1% 34.4% 40.5% 45.8% 37.4% 29.0% 33.7% 18.3% 26.1% 13.5% 48.7%
= MEMBERONLY | 7.70% 11.50% | 13.00% | 11.50% 8.00% 9.10% 5.00% 8.00% 8.00% 8.00% 8.25% 8.00% 9.50% 5.00% 9.50% 3.00% 7.00%

*  The most recent information for PERS is for FYE 2012.
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100.0%

90.0%

80.0%

70.0%

60.0%

50.0%

40.0%

30.0%

20.0%

10.0%

0.0%

Projected Contribution Rates for Hazardous Duty Plans

All Sources and Members Only
Fiscal Year Ending 2015

LASERS
CORRECTION
PRIMARY

LASERS
CORRECTION
SECONDARY

LASERS
PEACE
OFFICERS

LASERS AT
CONTROL

LASERS
WILDLIFE

LASERS
BRIDGE
POLICE

LASERS
HAZARDOUS
DUTY

STPOL

FRS*

MPERS*

SPRF

WALL SOURCES 48.9%

49.8%

50.5%

53.8%

56.4%

43.7%

45.1%

86.6%

50.4%

47.8%

30.1%

= MEMBER ONLY 9.00%

9.00%

9.00%

9.00%

9.50%

8.50%

9.50%

9.50%

10.00%

8.00%

10.25%

*  The member contribution rates shown for FRS (10.00%) and MPERS (10.25%) assume that all members are
earning more than the poverty rate under guidelines issued by the U.S. Department of Health and Human

Services.
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Actuarial Concerns — Funding Issues







Actuarial Concerns — Funding Issues Page 95

1. The Cost of Funding the UAL for State Systems

Issue The UAL for the four state retirement systems in the
aggregate was $19.0 billion on June 30, 2013. This debt is
being amortized over the next 30 years. The general pattern
of payments scheduled to be made over this period is
summarized below.

1. Amortization payments for FYE 2014 are scheduled to be
$1,598.9 million.

2. Payments will steadily increase to about $1.79 billion in
FYE 2019 and to $1.90 billion by FYE 2029.

3. Beginning in FYE 2030, payments will fall to about
$1.31 billion and steadily decrease thereafter, until full
funding is attained on June 30, 2044.

The fundamental issue is “Will the state be able to afford
these amortization payments as the dollar amount continues
to rise?”

Amortization Payments Under rules adopted in 1992, amortization payment
schedules for LASERS and TRSL were developed to pay off
the UAL debt with annual payments increasing 4.5% a year.
The final payment was scheduled to be made in FYE 2029.

An increasing payment schedule was adopted because it was
assumed that growth in Louisiana government combined with
inflation would lead to an aggregate payroll increase of 4.5%
a year. Under this assumption, amortization payments as a
percentage of government payrolls would remain constant
from year to year.

Several changes have been made to the payment schedules
since 1992, with the most recent change occurring with Act
497 of the 2009 legislative session. Although payments are
scheduled to increase, they are no longer linked in any
manner to anticipated future payrolls of the state. As a result
of Act 497:
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1. The UALs were reduced by balances in the LASERS and
TRSL IUAL Funds, the Experience Accounts, and the
Employer Credit Accounts. The UALs were reduced by
$216.5 million and $699.8 million for LASERS and
TRSL, respectively.

2. Annual amortization payments will be smaller than they
would have been otherwise because the outstanding
principal amounts are less. Under Act 497, amortization
payments before June 30, 2012, had not been sufficient to
cover interest on the UAL, and the UAL had continued to
increase. Prior to Act 497, payments would have been
insufficient to pay interest until June 30, 2016.

3. Amortization payments have been more than enough to
cover interest charges since June 30, 2012, and UAL
balances have begun to decline.

Note: Amortization schedules under Act 497 comply with
the law requiring the IUAL established on June 30, 1988, to
be fully amortized by June 30, 2029. Longer periods of time
are available to amortize adjustments to the UAL that have
occurred since 1988 due to gains, losses, benefit improve-
ments, and changes in methods and assumptions.

Amortization payments for each of the state retirement
systems are shown in the graph on the following page.
Outstanding balances for the UALS over the next 30 years are
also shown.
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Annual Payments toward Amortization of the UAL for the
Four State Retirement Systems
$2,000
$1,800 F—v—w\
$1,600 \
$1,400
S $1,200
$800
$600 _f*-hF e\
$400
$200
B ﬂ
$0 T T T T T T T T T T T T T T T T T T T T T T T T T T T v -
2014 2018 2022 2026 2030 2034 2038 2042
Fiscal Year Ending
—#=—| ASERS e=8=TRSL ====|SERS STPOL ——e==TOTAL
Projected Unfunded Accrued Liability for the
Four State Retirement Systems
$20,000
$18,000
$16,000
$14,000
2 $12,000
5 N
s $10,000
$8,000
$6,000
$4,000
$2,000
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2013 2017 2021 2025 2029 2033 2037 2041
Balance on June 30
—s=—| ASERS e=8=TRSL ====|SERS STPOL —e=TOTAL
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Mid-year amortization payment amounts for selected years
are shown below in the aggregate and separately for each
retirement system.

SCHEDULED MID-YEAR AMORTIZATION
PAYMENTS FOR THE TOTAL UAL
as of June 30, 2013

(in millions)

Combined State Systems Yealilsé::(ljing Ygz:s Am(l)Jr'i\iIz_alt\?c:g_g:;;ent
2014 1 $ 1,598.9
2019 6 1,785.7
2024 11 1,827.1
2029 16 1,903.1
2034 21 1,208.6
2040 27 824.0
LASERS Yeal?sECr?cljing Y(gza:s Amgr'i\ilz_al':i/lc;g-gae;r;ent
2014 1 $ 534.1
2019 6 619.5
2024 1 618.7
2029 16 642.3
2034 21 3915
2040 27 201.9

Fiscal Years UAL Mid-Year
TRSL Year Ending Out Amortization Payment
2014 1 $ 964.7
2019 6 1,066.2
2024 1 1,003.1
2029 16 1,126.2
2034 21 775.0
2040 27 519.8
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Special Funds

LSERS

STPOL

SCHEDULED MID-YEAR AMORTIZATION
PAYMENTS FOR EACH SYSTEM’S UAL
as of June 30, 2013

(in millions)
Fiscal Years UAL Mid-Year
Year Ending Out Amortization Payment
2014 1 $ 68.9
2019 6 70.0
2024 11 85.4
2029 16 104.7
2034 21 315
2040 27 8.3
Fiscal Years UAL Mid-Year
Year Ending Out Amortization Payment
2014 1 $ 31.2
2019 6 30.0
2024 11 29.9
2029 16 29.9
2034 21 10.6
2040 27 4.0

The state retirement systems maintain separate side funds
within their respective trusts — the IUAL Fund, the
Experience Account, and the Employer Credit Account.
These funds were established by law to set aside retirement
system assets for specified purposes.

As a result of Act 497, the balance in each of these funds was
transferred back to the regular pool of assets to reduce the
UALSs of the retirement systems. The status of these funds is
briefly summarized as follows:

1. IUAL Fund - this fund will continue to exist but
currently there is no source of funding for this account.
Future funding will only occur through future legislation.
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2. Experience Account — this account will continue to
receive 50% of any investment gains that exceed a stated
threshold. The thresholds for LASERS and TRSL are
$100 million and $200 million, respectively. For LSERS
and STPOL, 50% of any investment gain will be
transferred from the regular pool of assets to the
Experience Account.

3. Employer Credit Account - this account will also
continue to exist, but given the current financial status of
the retirement systems, it is unlikely that any funding will
be available in the foreseeable future.
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2. Structural Changes for Amortizing the UAL

Issue The state’s commitment to amortize UALs for LASERS and
TRSL has changed several times since actuarial funding
began on July 1, 1988.

The Louisiana Constitution, as amended in 1988, mandated
the IUAL to be fully funded by June 30, 2029. Thereafter, the
only cost to employers for retirement benefits will be for
employer normal costs and payments to amortize offsetting
gains and losses that have occurred after 1988, and that will
continue to occur in the future. Large legacy costs should no
longer exist.

Significant structural changes for amortizing the UAL
occurred in 1990, 1992, 1993, 2004, and 2008. The most
recent change occurred with the enactment of Act 497 during
the 2009 legislative session. The effects that Act 497 will
have on amortization schedules for LASERS and TRSL are
shown below. A history of the effects of all prior changes
follows thereafter.

Act 497 of 2009 Act 497 of the 2009 Session applied to LASERS and TRSL.
The Act made the following changes to their amortization
schedules.

LASERS

1. A new amortization base called the Original Amortization
Base (OAB) was established as of June 30, 2010.
Essentially, the outstanding balance of the IUAL was
reduced by the outstanding balances of net actuarial gains
and losses occurring from 1989 to 1993 and actuarial
gains that occurred in 1993-1995, 1997-1998, and 2005-
2007. The IUAL was further reduced by amounts in the
IUAL Fund.

2. The OAB was reduced by $50 million on June 30, 2013,
and re-amortized over 16 years from FYE 2014 through
FYE 2029 with payments that increase 6.5% for one year,
5.5% for four years, 5.0% for two years and 2% per year
for the remaining period.

3. Another new amortization base called the Experience
Account Amortization Base (EAAB) was established on
June 30, 2010. This base was the sum of the outstanding
balances associated with actuarial losses occurring in



Page 102

Actuarial Concerns — Funding Issues

History —
Initial UAL

1996, 1999-2004, and 2008. The amount was reduced by
the balance in the Experience Account.

4. The EAAB was reduced by $50 million on June 30, 2013,
and re-amortized over 27 years from FYE 2014 through
FYE 2040 with payments that increase 6.5% for one year,
5.5% for four years, 5.0% for two years and 0.0% per
year for the remaining period.

TRSL

1. A new amortization base called the OAB was established
as of June 30, 2010. Essentially, the outstanding balance
of the IUAL was reduced by the outstanding balances of
net actuarial gains and losses occurring from 1989 to
1993 and actuarial gains that occurred in 1993-1996,
1998-2000, and 2005-2008. The IUAL was further
reduced by amounts in the IUAL Fund and the Employer
Credit Account.

2. The OAB was reduced by $100 million on June 30, 2013,
and re-amortized over 16 years from FYE 2014 through
FYE 2029 with payments that increase 6.5% for four
years and then 2.0% per year for the remaining period.
Annual payments were determined at a discount rate of
8.00%.

3. Another new amortization base called the EAAB was
established on June 30, 2010. This base was the sum of
the outstanding balances associated with actuarial losses
occurring in 1997, 2001-2004, and 2008. The amount was
reduced by the balance in the Experience Account.

4. The EAAB was reduced by $100 million on June 30,
2013, and re-amortized over 27 years from FYE 2014
through FYE 2040 with payments that increase 6.5% for
four years and then 0.0% per year for the remaining
period. Annual payments were determined at a discount
rate of 8.00%.

IUALSs for the four state retirement systems were established
on June 30, 1988. No payments were made to amortize
IUALs during FYE 1989. The IUALs as measured on
June 30, 1988, were allowed to grow with interest at the
valuation interest rate to June 30, 1989. Payments toward
amortizing the IUALS began in FYE 1990.
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IUAL amounts on June 30, 1988, and June 30, 1989, for each
of the four state retirement systems are shown below.

IUAL on
Retirement System June 30, 1988 June 30, 1989
LASERS $ 1,825,421,035 | $ 1,962,327,613
TRSL 4,169,250,465 4,481,944,250
LSERS 10,999,431 11,769,391
STPOL 186,389,702 199,436,981
Total $ 6,192,060,633 | $ 6,655,478,235

History —

New UALs New charges or credits have been incurred by all four state
systems every year after June 30, 1988. Charges or credits
are incurred annually for the following reasons:

1. Gains and Losses

2. Changes in Actuarial Assumptions

3. Changes in the Asset Valuation Method

4. Changes in Actuarial Methods other than the Asset
Valuation Method

5. Benefit Changes

6. Fund transfer to Experience Account

The actuary for each system determines the extent to which

the UAL has increased or decreased as a result of each of the

above factors. An amortization schedule is established for

each new UAL charge or credit. The initial balance of each

charge or credit is commonly called a charge or credit base.

History —

Act 81 of the 1988 Session Act 81 of the 1988 session applied to all four state retirement
systems. The Act established the following amortization rules

to implement the constitutional mandate:

1. IUALs established on July 1, 1988, for LASERS, TRSL,
and LSERS were to be amortized over a 40-year period
beginning July 1, 1989, and ending June 30, 2029, with
payments increasing 4.0% a year for the first 4 years;
3.5% for the next 5 years; 3.0% for the next 5 years; and
so on. Payments over the last 5 years of the 40-year
period would increase 0.5% a year.
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History —
Act 470 of the 1990 Session

History —
Act 257 of the 1992 Session

2. The IUAL for STPOL was to be amortized with level

payments over 20 years.

New UAL bases (changes in liability after June 30, 1988)
due to actuarial gains and losses, changes in assumptions,
changes in the method of valuing assets, and changes in
benefits were to be amortized with level payments over
15 years.

New UALs due to changes in actuarial funding methods
other than the actuarial value of assets were to be
amortized with level payments over 30 years.

Act 470 of the 1990 Regular Session applied to all four state
retirement systems. The Act modified amortization rules in
accordance with the following:

»

New UAL bases established for the June 30, 1989,
valuation and all subsequent valuations due to changes in
actuarial assumptions were to be amortized with level
payments over 30 years (instead of 15 years).

Act 257 of the 1992 Regular Session applied to all four state
retirement systems. The Act modified amortization rules in
accordance with the following:

1. The outstanding balances of the IUALs on June 30,

1992 — for LASERS and TRSL only — were to be re-
amortized over 37 years with payments increasing 4.5%
per year.

Outstanding balances on June 30, 1992, of New UAL
bases initiated with the 1989, 1990, 1991, and 1992
valuations were to be re-amortized with payments
increasing 4.5% a year. Amortization periods were not
changed.

New UAL bases established with the 1993 and later
valuations were to be amortized in the following manner:

a. New UAL bases due to actuarial gains and losses,
changes in the method of valuing assets, and changes
in benefits were to be amortized over 15 years with
payments increasing 4.5% a year.
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History —
Act 734 of the 1993 Session

History —
Act 588 of the 2004 Session

b. New UAL bases due to changes in actuarial
assumptions and changes in actuarial funding
methods other than the actuarial value of assets were
to be amortized over 30 years with payments
increasing 4.5% a year.

Act 734 of the 1993 Session applied to all four state
retirement systems. The Act provided that at the end of the
fiscal year during which assets exceed the actuarial accrued
liability, outstanding balances of all amortization bases
would be fully liquidated. The amount by which assets
exceeded the accrued liability would be amortized as a credit
to be amortized over 15 years with credit amounts increasing
4.5% a year.

Asset values for LSERS exceeded the accrued liability on
June 30, 1993, and in accordance with Act 734 all prior
balances were liquidated and a new credit base was
established subject to amortization over 15 years with credits
increasing 4.5% a year. LSERS has interpreted Act 734 to
mean that liquidation occurs only for the first year for which
assets exceed the accrued liability. Therefore, new payment
or credit bases will be established each year thereafter as the
surplus or deficit increases or decreases. Liquidation will
occur next when the plan again moves from a UAL on a
given valuation date to a surplus on the next following
valuation date.

LASERS, TRSL, and STPOL have not as yet been affected
by this provision of law.

Act 588 of the 2004 Regular Session applied to LASERS,
TRSL, and LSERS. It did not apply to STPOL. The Act
modified amortization rules in accordance with the
following:

LASERS

1. Assets of the plan were transferred to the Experience
Account to pay off the negative balance in the account
that existed as of June 30, 2004. A charge base was
established for the 2004 valuation to reflect this asset
transfer.

2. The amortization schedule for the IUAL was not
changed.
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3.

The outstanding balances on June 30, 2004, of New UAL
bases established by the 1989 through 1998 valuations
were re-amortized effective with the 2004 valuation with
level payments over 25 years.

Amortization schedules for New UAL bases established
by the 1999 through 2003 valuations were not changed.

New UAL bases established for the 2004 and later
valuations were to be amortized with level payments over
30 years.

TRSL

1.

Assets of the plan were transferred to the Experience
Account to pay off the negative balance in the account
that existed on June 30, 2004. A charge base was
established for the 2004 valuation to reflect this asset
transfer.

The amortization schedule for the IUAL was not
changed.

The outstanding balances on June 30, 2004, of New UAL
bases established by the 1989 through 2000 valuations
were re-amortized effective with the 2004 valuation with
level payments over 25 years.

Amortization schedules for New UAL bases established
by the 2001 through 2003 valuations were not changed.

New UAL bases established for the 2004 and later
valuations were to be amortized with level payments over
30 years.

LSERS

1.

2.

New rules for LSERS were the same as for TRSL.

Note: LSERS did not have an Experience Account in
2004.
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History —
Act 852 of 2008

STPOL

» No changes were made.

Act 852 of the 2008 Regular Session applied to STPOL. The
Act modified amortization rules in accordance with the
following:

1. All outstanding balances for amortization bases on
June 30, 2009, currently providing for a schedule of
increasing payments were re-amortized with level
payments over 20 years.

2. New bases established on June 30, 2009, or later will be
amortized with level payments over 30 years.
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3. Effect of Changing Commitment to Amortize
the UAL on LASERS and TRSL

Amortization under Act 497

As a result of Act 497 of the 2009 session, amortization
payments were reduced and repayment of the state’s debt to
the retirement systems was further postponed. This was a
continuation of a pattern of such changes that have occurred
since the Louisiana Constitution mandated actuarial funding
in 1988. The effect of Act 497 on debt payments and
projections of outstanding balances will be shown first. A
history of the effect on all prior changes will then be
illustrated.

Act 497 of the 2009 Regular Session had the following
impact on amortization schedules for LASERS and TRSL
(see the charts below).

1. Balances in the IUAL Funds, Experience Accounts, and
Employer Credit Accounts for LASERS and TRSL were
used to reduce the UALs of the two systems.

2. Amortization payments through FYE 2018 were
essentially unchanged.

3. Beginning in FYE 2019, payments begin to be
substantially reduced. As shown in the following chart,
future payments from 2019 through 2029 are
substantially smaller after Act 497 than before.

4. Beginning in FYE 2030, payments will be lower than
they are currently, but will be larger than they would have
been without Act 497.

5. Because the UAL has been reduced, payments have
begun to reduce UAL principal beginning in FYE 2013
for both LASERS and TRSL.

Act 497 continued a pattern of refinancing that has occurred
repeatedly since 1988 - payment reductions and
postponement of complete amortization of the UAL.
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Change in Amortization Payments Due to Act 497
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History —
Amortization under Act 81

Amortization schedules are shown below for LASERS and
TRSL. The first graph shows the pattern of annual payments
that were required for these systems under Act 81 of the 1988
session. The second graph shows the projected outstanding
balance of the IUAL at the end of each year until FYE 2029
when the debt is paid off.
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History —

Amortization under Act 257

The following observations can be made from these graphs.

1.

Payments increase more rapidly in early years of the
period than in later years.

Annual payments at the end of the period (FYE 2029)
will be more than two times the annual payment at the
beginning (FYE 1990).

Payments through FYE 2006 will not be sufficient to pay
interest on the debt. Therefore, the debt increases year
after year.

Beginning FYE 2007, payments are large enough to pay
down some of the outstanding principal.

However, the outstanding debt does not return to its
original level until FYE 20109.

Essentially, payment on the original debt is postponed for
30 years and then paid off over the remaining 10-year
period.

The following charts show the effect that Act 257 of the 1992

session had on amortization schedules for LASERS and
TRSL.
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Change in Projected Outstanding Balances Due to Act 257
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Note the following about these charts:

1. Amortization payments scheduled between FYE 1993
and FYE 2006 were reduced by relatively small amounts.

2. Amortization payments scheduled after FYE 2006 were
increased significantly, growing to a level that is almost
5 times as large as the initial payment.

3. Amortization payments after Act 257 were not projected
to be sufficient to pay interest on the debt until about
FYE 2014.

4. The outstanding debt was not scheduled to return to its
original level until about FYE 2024.

5. Essentially, payment of the outstanding debt was post-
poned another 5 years with the debt then being paid off
over the remaining 5 years.
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History —
Amortization under Act 588 The charts below show the effect that Act 588 of the 2004
session had on amortization schedules for LASERS and

TRSL.
Change in Amortization Payments Due to Act 588
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Once again, payments were lowered and payment of the debt
was postponed. The debt will continue to grow until
FYE 2016. Payments will eventually be 6 times as large as
the original payment. The debt will be fully paid at the end of
FYE 2032 instead of FYE 2029.
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4. Effect of Changing Commitment to Amortize the UAL on LSERS

History —

Amortization under Act 81

Amortization schedules are shown below for LSERS. The
first graph shows the pattern of annual payments that were
required for this system under Act 81 of the 1988 session.
The second graph shows the projected outstanding balance of
the IUAL at the end of each year until FYE 2029 when the
debt is paid off.
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History —
Amortization under Act 257

Although the numbers are significantly smaller, the pattern of
the amortization schedule is very similar to LASERS and
TRSL.

LSERS experienced actuarial gains between 1988 and 1992.
As a result, LSERS had surplus assets rather than a UAL on
June 30, 1992. Nevertheless, the IUAL base and the UAL
bases established between 1989 and 1992 continued to be
maintained as required under the law. Amortization
schedules (credit schedules), before and after the enactment
of Act 257, are shown below.

Note the change of vertical scale. The effect of a change from one
vertical tick mark to the next is much more significant in the charts below
than in the charts on the previous page.
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Change in Projected Outstanding Balances Due to Act 257
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The effect on Act 257 on LSERS is just the opposite of the
effect on LASERS and TRSL. For LASERS and TRSL, Act
257 postponed payment of the debt. For LSERS, Act 257
postponed recognition of the surplus or credit.
History —

Amortization under Act 734

History —
Amortization under Act 588

Act 734 of the 1993 session had a relatively minor effect on
LSERS’ amortization schedule.

Act 588 of the 2004 session had a significant effect on
LSERS. The system maintained an asset surplus until
June 30, 2001. However, as a result of benefit improvements
and actuarial losses, the system had an unfunded accrued
liability on June 30, 2002. The effect of Act 588 on the
amortization schedule is shown on the following page.

Please note another change in the vertical scale.
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Change in Amortization Payments Due to Act 588
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Once again, the net effect of Act 588 was to reduce payments
and postpone payment of the debt. The debt on June 30,
2004, was about $420 million. The debt will increase to
about $600 million in about FYE 2020. The debt returns to
the $420 million level in about FYE 2026 and is paid off over
the remaining seven years.
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Current Amortization

The amortization schedule for LSERS that exists on June 30,
2013, compared with the schedule that existed for 2012 is

shown below.
Amortization Payment Schedule
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5. Effect of Changing Commitment to Amortize the UAL on STPOL

History —
Amortization under Act 81

Amortization schedules are shown below for STPOL. The
first graph shows the pattern of annual payments that were
required for this system under Act 81 of the 1988 session.
The second graph shows the projected outstanding balance of
the IUAL at the end of each year until FYE 2029 when the
debt is paid off.
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History —
Amortization under Act 257  Amortization schedules (credit schedules), before and after
the enactment of Act 257 in 1992, are shown below.

Change in Amortization Payments Due to Act 257
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History —

Act 852 of 2008 Act 852 of the 2008 session became effective on June 30,
2009. Amortization schedules (credit schedules), before and
after the effective date of Act 852, are shown below.

Amortization Payment Schedule on June 30, 2009
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Current Amortization

The amortization schedule for STPOL that exists on June 30,
2013, compared with the schedule that existed for 2012 is

shown below.
Amortization Payment Schedule
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6. Contribution Relief for Municipal Police Employees' Retirement
System and Firefighters' Retirement System

Issue

History —
Acts 620 and 1079

Employer contribution rates for the Firefighters’ Retirement
System (FRS) and the Municipal Police Employees’
Retirement System (MPERS) began to increase significantly
beginning with the 2001 valuations. The increases were
largely attributable to the following:

1. Unfunded liabilities of retirement plans that were merged
into FRS and MPERS from 1990 to 2001.

2. Investment losses resulting from the downturn in the
market following the events of September 11, 2001.

For example, the employer contribution rate for MPERS was
about 5% of pay for 1999 and 2000. In 2001, the rate
increased to almost 12%; in 2002, the rate exceeded 15%;
and in 2003, the rate increased to over 20%. Rates for FRS
followed a similar pattern of increase.

Acts 620 and 1079 were enacted in the 2003 Regular Session
to provide relief to employers (municipalities and fire
districts) participating in FRS and MPERS, respectively.
These Acts are briefly summarized below:

1. Act 620 (FRS)

Prior to Act 620, changes in liability occurring from year
to year as a result of gains and losses were amortized with
level payments over a 15-year period. Act 620 combined
all outstanding balances attributable to gains and losses as
of June 30, 2002, and re-amortized the aggregate amount
with level payments over 27 years. Future gains and losses
were to be amortized with level payments over 15 years.

2. Act 1079 (MPERS)

Prior to Act 1079, changes in liability occurring from year
to year were amortized with level payments over a 15-year
period. Act 1079 provided that changes in liability
occurring with the June 30, 2002, valuation and valuations
thereafter would be amortized with level payments over a
30-year period.
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History —
Effect on the UAL The effect of Acts 620 and 1079 on the amortization
schedules for FRS and MPERS are shown below.
FRS The effect of Act 620 at the time of the change is shown
below.
Change in Amortization Payments Due to Act 620
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As a result of Act 620, amortization payments were reduced
and the outstanding balance did not decrease as fast as under
the original schedule.

The FRS amortization schedule as of June 30, 2012, and
June 30, 2013, is shown below.
Amortization Payment Schedule
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MPERS The effect of Act 1079 at the time of the change is shown
below.

Change in Amortization Payments Due to Act 1079
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As a result of Act 1079, amortization payments were reduced
and the outstanding balance did not decrease as fast as under
the original schedule.

The MPERS amortization schedule as of June 30, 2012, and
June 30, 2013, is shown on the following page.
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Amortization Payment Schedule
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7. Cost of Living Adjustments

Issue Inflation erodes the purchasing power of fixed pensions
provided under the four state retirement systems. Since 1992,
the first year that the legislature enacted provisions to
provide for COLAs, inflation has averaged 2.5% per year.
Over the same period 1992 through 2013, the state has
periodically, but intermittently, granted COLAs that have
averaged about 1.0% for members of LASERS and 0.8% for
members of TRSL.

With the COLAs provided by the state, the pension income
for a LASERS member who retired in FY 1992 will now
purchase 76% of what his pension would have purchased
when he originally retired. Similarly, a TRSL retiree would
be able to purchase 74%. Without the COLAs, the retiree
would be able to purchase only 62% of what he could have
purchased in 1992.

COLA Policy Under current law (as changed by Act 497 of the 2009
Regular Session), retirees of LASERS and TRSL may
receive an adjustment for inflation of up to 2% per year,
based on the Consumer Price Index (CPI). The adjustment
may be as large as 3% in years where the actuarial rate of
return on investments exceeds 8.25%. A COLA can be paid
only if there are sufficient funds in the Experience Account
to offset the increase in the present value cost for the COLA.

An Experience Account was established for LASERS and
TRSL in 1992 with $0 account balances. From 1992 through
2004, allocations from the regular pools of assets were made
to the Experience Accounts equal to 50% of investment gains
on the actuarial value of assets. Conversely, amounts were
transferred from the Experience Accounts to the regular
pools of assets whenever there were actuarial losses. The
amounts so transferred were equal to 50% of investment
losses on the actuarial value of assets.

On June 30, 2004, balances in the Experience Accounts for
both LASERS and TRSL were negative. The LASERS
balance was a negative $0.659 billion; the TRSL balance was
a negative $1.104 billion. Negative balances occurred be-
cause amounts were transferred out of the Experience
Accounts to fund COLAs between 1992 and 2004 and
because significant investment losses were sustained in 2002
to 2004.
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Funding Issue

During the 2004 Regular Session, legislation was enacted to
transfer from LASERS and TRSL an amount sufficient to
return the balances to $0 as of June 30, 2004. Thereafter, the
Experience Account would share 50% of investment gains
but not any investment losses.

According to Act 497 of the 2009 session, balances in the
LASERS and TRSL Experience Accounts on June 30, 20009,
were to be transferred to a subaccount in the IUAL Fund and
then would be further transferred on June 30, 2010, back to
the regular pool of assets. As a result, the balances in the
Experience Accounts on June 30, 2009, after the transfers
was $0.

The Experience Accounts for LASERS and TRSL would
continue to be funded in the future by 50% of investment
gains, but only to the extent that the gains exceeded $100
million and $200 million, respectively.

The COLA program, briefly summarized above, has come
with considerable cost to the retirement system and the
taxpayers of the state. The unfunded liability of LASERS has
increased $1.029 billion since 1992 solely to provide
COLAs. The increase in unfunded liabilities for TRSL due to
COLAs has been $1.963 billion.

The diversion of investment gains to pay for COLAS creates
a funding issue. The valuation interest assumption is based
on the premise that over time investment gains and
investment losses will offset one another. However, if as a
result of a period of favorable investment performance
COLA benefits are adopted and funded with those gains,
such gains are no longer available to offset future investment
losses. This is what occurred in the early part of this decade.

LASERS and TRSL enjoyed favorable returns on invest-
ments during most of the 1990s. Amounts accumulated in the
Experience Accounts. COLA benefit adjustments were made.
Costs associated with these adjustments were transferred
back into the regular asset pools. But then the market turned
down in 2001 through 2003 and these systems sustained
significant investment losses. But investment gains that
would have otherwise been available to offset these losses
had been used to fund COLA benefits to members.
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Remedies

There are at least three ways to reflect the COLA program in
the valuation process.

Direct Recognition

Under direct recognition, the actuary for the system will
estimate the future expenditures for COLA benefits. Plan
liabilities and employer contribution requirements will both
increase.

Indirect Recognition

Under this method, the investment return assumption used by
the actuary to calculate plan liabilities will be reduced to
reflect the fact that the real return on assets is smaller
because 50% of the gains are diverted. This creates a
problem, however, because if the return assumption is
reduced, the potential for investment gains increases and the
amount of gains diverted increases. There is no way to stop
the cycle unless the investment gain is targeted against a
fixed rate rather than the investment return assumption.

Amortization

LASERS and TRSL have elected to treat the diversion as an
ad-hoc benefit improvement and have amortized the cost
over a 30-year period. The problem with this method is that
the COLA benefit is being financed by employer
contributions for many years beyond the life expectancy of
the members who originally received the benefit.

The systems will experience an investment gain or loss every
year. If the 8.00% investment return assumption is correct,
the plan will experience an investment gain 50% of the time
and an investment loss 50% of the time. Therefore, benefit
improvements on average will be given every other year.
And every other year, amortization costs will increase. After
30 years, amortization costs will no longer increase because
whenever a new amortization schedule is added an old
schedule expires.

LASERS and TRSL are only ten years into the 30-year cycle.
Amortization cost will continue to rise as a result of the
COLA program for the next 20 years.
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LSERS and STPOL

COLAs versus Inflation

LASERS

TRSL

COLA procedures, similar to the LASERS and TRSL
programs, were established for LSERS and STPOL under
Act 333 of the 2007 Regular Session effective July 1, 2007.
These Experience Accounts replaced all other COLA

provisions.

The following exhibits compare the compounded average
annual rate of increase in actual benefits for those who retired
from the state systems 5, 10, and 15 years ago and since the
inception of the COLA program in 1992 with CPI inflation

increases over the same periods, as of June 30, 2013.

RETIREE COLA INCREASES vs. CPI
Average Annual Rate of Increase from
Date of Retirement to 6/30/2013

*  Consumer Price Index (CPI) — All Urban Consumers: All Items;
Not seasonally adjusted; U.S. City average.

Years Average Annual CPI
Retired Rate of Increase Increase*
5 0.6% 1.3%

10 0.8% 2.4%
15 1.3% 2.4%
20 1.1% 2.5%
Years Average Annual CPI
Retired Rate of Increase Increase*
5 0.6% 1.3%
10 0.6% 2.4%
15 1.1% 2.4%
20 0.9% 2.5%
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8. Indirect Funding of Pension Plan Costs

Concern Employers and employees who enjoy the benefits of
participating in the retirement systems of Louisiana do not
bear the full cost of the retirement programs. The cost for
most of the systems is supplemented by revenues from other
government sources. As a result, employers are generally not
aware of the total cost of their benefit program.

General State and statewide retirement systems receive contributions
or allocations of revenue from a number of sources other than
employer and employee contributions. These sources include
ad valorem taxes, revenue sharing, and insurance premiums
taxes. In many cases the alternative sources provide
substantial revenues for the retirement system and shelter
employees and employers from the true cost of the benefit
provisions of the system.

Indirect funding and the effect on each state and statewide
retirement system are summarized below.

LASERS The retirement system has been subdivided into the following
sub plans (see Subdivision 1 of Section Il for detailed
information).

Rank and File

Judges and Court Officers
Judges

Legislators

Corrections Officers — Primary
Corrections Officers — Secondary
Peace Officers

Alcohol Tobacco Control Officers
. Bridge Police

0. Wildlife Agents

1. Hazardous Duty

RRO©ooNoOORWNE

Each of these sub plans has a different benefit structure, and
a distinct normal cost percentage is determined for all
employers participating in each sub plan. A uniform UAL
cost percentage is calculated for all employers participating
in LASERS. Although the normal cost is separate for each
sub plan and minimizes cross-plan subsidies, some such
subsidies remain relative to the UAL.
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TRSL

LSERS

STPOL

ASSR

CCRS

School districts receive an allocation from the state called the
MFP. The purpose of this allocation is to give funds to local
school boards to operate local school districts. This allocation
is set each year without direct recognition of budgetary line
items including the contributions that employers must make
to TRSL. Therefore, all else being equal, if the retirement
systems increase the employer contribution rates, local
school districts have less money to spend on educating the
children of the state.

The retirement system has been subdivided into the following
sub plans (see Subdivision 1 of Section Il for detailed
information).

1. K-12 Teachers

2. Higher Education
3. LunchPlan A

4. LunchPlanB

School districts receive an allocation from the state called the
MFP. The purpose of this allocation is to give funds to local
school boards to operate local school districts. This allocation
IS set each year without direct recognition of budgetary line
items including the contributions that employers must make
to LSERS. Therefore, all else being equal, if the retirement
systems increase the employer contribution rates, local
school districts have less money to spend on educating the
children of the state.

STPOL receives revenues from the state and taxes on
insurance premiums. For FYE 2014, the state will pay only
96% of the total annual amount needed from public resources
to fund the retirement system.

ASSR receives revenues from employers with employees in
ASSR, ad valorem taxes, and revenue sharing. For FYE
2014, local governmental entities will pay only 25% of the
total annual amount needed from public resources to fund the
retirement system.

CCRS receives revenues from employers with employees in
CCRS, ad valorem taxes, and revenue sharing. For FYE
2014, local governmental entities will pay only 63% of the
total annual amount needed from public resources to fund the
retirement system.
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DARS

FRS

MERS

MPERS

PERS*

RVRS

SPRF

Subsidies

DARS receives revenues from employers with employees in
DARS and from ad valorem taxes. For FYE 2014, local
governmental entities will pay only 41% of the total annual
amount needed from public resources to fund the retirement
system.

FRS receives revenues from employers with employees in
FRS and taxes on insurance premiums. For FYE 2014,
municipalities will pay only 72% of the total annual amount
needed from public resources to fund the retirement system.

MERS receives revenues from employers with employees in
MERS, ad valorem taxes, and revenue sharing. For FYE
2014, municipalities will pay only 85% of the total annual
amount needed from public resources to fund the retirement
system.

MPERS receives revenues from employers with employees
in MPERS and from taxes on insurance premiums. For FYE
2014, municipalities will pay only 83% of the total annual
amount needed from public resources to fund the retirement
system.

PERS receives revenues from employers with employees in
PERS, ad valorem taxes, and revenue sharing. For FYE
2013, as the most recent information, parishes would pay
only 94% of the total annual amount needed from public
resources to fund the retirement system.

RVRS receives revenues from employers with employees in
RVRS, ad valorem taxes, and revenue sharing. For FYE
2014, local governmental entities will pay only 56% of the
total annual amount needed from public resources to fund the
retirement system.

SPRF receives revenues from employers with employees in
SPRF, ad valorem taxes, revenue sharing, and taxes on
insurance premiums. For FYE 2014, local governmental
entities will pay only 72% of the total annual amount needed
from public resources to fund the retirement system.

Subsidies have the largest effect on statewide retirement
systems. As shown in the following chart, employees and
employers participating in ASSR contribute about 18.5% of
pay (the blue based portion of each bar graph). Subsidies
account for about 30.8% of pay (the red based portion of
each graph).
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It is also interesting to note that ASSR, CCRS, DARS, FRS,
and RVRS receive substantial subsidies. Subsidies for
MERS, MPERS, and PERS are relatively small.

55%
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20%
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5%

0%

Subsidies Available to the Statewide Retirement Systems
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m Employer Contributions = Employee Contributions ®m Ad Valorem Taxes

= Insurance Premium Taxes = Revenue Sharing

* The most recent information for PERS is of FYE 2012.
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9. Cash Flow and Liquidity

Concern Contributions to the state retirement systems are less than
benefit payments. Without cash income from investments,
the retirement systems may be forced to sell securities or
other investments while in an unfavorable market or to adjust
investment strategies to support cash flow requirements.

Investment Allocations The larger state systems have significantly changed their
asset allocation strategies over the past decade. Allocations
to equities (including hedge funds, alternative investments,
private placements, Real Estate Investment Trusts, and
venture capital) have increased, and allocations to fixed
income investments have declined. These newer investments
tend to be less liquid in bear markets, require additional cash
commitments, and may produce minimal regular and
predictable cash (interest and dividend) income.

The systems experienced a period of investment losses in
2001, 2002, 2008, 2009 and 2012 and because the plans are
fairly mature (i.e., the ratio of active to retired is
comparatively small) LASERS, TRSL, and LSERS have
been forced to liquidate investments to cover plan benefit
payments and expenses. Dividend and interest income alone
have not been sufficient to cover the net difference between
benefit payments and contributions.

The following exhibits titled “Net External Cash Flow” show
the cash available from external additions (contributions)
minus required deductions (benefits + expenses) for each
state system as of June 30, 2013 (column c). The last column
(column e) shows the value of assets that must be liquidated
to satisfy benefit and expense payments.

For example, in 2013 LASERS received $856.2 million in
contributions, but paid $1,150.9 million in benefits and
expenses. This resulted in a shortfall of $294.7 million. Since
LASERS only earned $198.7 million of cash income through
dividends and interest, $96.0 million of securities had to be
sold to meet retiree payroll.

Similarly, TRSL also had a problem. Its contribution income
was $449.7 million less than benefit payments and dividend
and interest income was only $300.8 million. As a result,
$148.9 million of securities had to be sold to meet retiree
payroll.



Page 138 Actuarial Concerns — Funding Issues

However, STPOL did not have such a problem in 2013.
STPOL received $48.6 million in contributions, but paid only
$42.4 million in benefits and expenses. This resulted in an
excess of $6.2 million. Therefore, its cash flow shortfall was

$0.0 million.
NET EXTERNAL CASH FLOW
(Excludes Net Investment Income)
STATE SYSTEMS
As of June 30, 2013
(in millions)
Systom | Amounts | Amounts | g g Ty | Interesté | R
Cash Flow Sales
(a) (b) (c) = () -(b) (d) (e)
LASERS $ 856.2 $1,150.9 $ (294.7) $ 1987 $ 96.0
TRSL 1,427.3 1,877.0 (449.7) 300.8 148.9
LSERS 109.0 163.3 (54.3) 30.9 23.4
STPOL 48.6 42.4 6.2 6.3 0.0
Combined $2,441.1 $3,233.6 $ (792.5) $ 536.7 $ 268.3
The pressure to liquidate assets is quite large for the state
retirement systems. It had increased for LASERS and TRSL
over the past five or six years, but remained quite constant
for LSERS.
HISTORICAL NET EXTERNAL CASH FLOW
(Excludes Net Investment Income)
STATE SYSTEMS
FYE 2008 to FYE 2013
(in millions)

System FYE 2008 | FYE 2009 | FYE 2010 | FYE 2011 | FYE 2012 | FYE 2013
LASERS $ (362 | $(117.7) | $(175.1) | $(2055) | $(178.1) | $(294.7)
TRSL (358.8) (458.2) (518.1) (386.9) (329.7) (449.7)
LSERS (68.2) (60.4) (67.7) (56.8) (52.9) (54.3)
STPOL (10.1) (11.4) (6.1) (0.6) 2.1 6.2
Combined $(4733) | $(647.7) | $(767.0) | $(649.8) | $(558.6) | $(792.5)

The following charts for LASERS, TRSL, and LSERS
compare historical revenues (contributions) and costs
(benefits + expenses) over the period from 1999 through
2013. As a general observation, benefits plus expenses
exceed contributions for all three systems. Costs and
revenues for LASERS have paralleled one another. Costs for
TRSL have increased significantly relative to revenues.
LSERS has exhibited a pattern similar to TRSL.
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LASERS

Comparison of Revenues and Distributions
As a Percentage of the Market Value of Assets
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TRSL

Comparison of Revenues and Distributions
As a Percentage of the Market Value of Assets
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LSERS

Comparison of Revenues and Distributions
As a Percentage of the Market Value of Assets
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10. Adverse Selection/Risk Exposure

Concern

ORP Members
- LASERS

Back-DROP
- STPOL

The trust fund of a retirement system becomes vulnerable to
unknown costs whenever members are allowed to change or
rescind previous benefit choices, purchase membership
service, or make elections retroactively. Laws, allowing
members to make such changes, expose the system to
adverse selection and additional risk.

Adverse selection occurs when a member is allowed to use
knowledge of his own circumstances to make a benefit
choice or election that provides him with a significant
financial advantage over the retirement system. As a result of
such an election, the member is enriched over and above
other members of the system, and retirement system costs
are increased.

Many bills are presented to the legislature each session that
would allow individual members or groups of members to
change current elections in the future or to rescind elections
made in the past in order to “correct” a perceived inequity.
These bills are generally not successful because of cost and
policy considerations.

However, from time to time, the legislature has adopted new
policy permitting members to make elections that may be
financially advantageous to the individual and to the
detriment of the retirement system. Some examples of such
legislation are summarized below.

Act 718 for LASERS of the 2012 Regular Session

Members of LASERS ORP are allowed to regain
membership in the LASERS defined benefit plan as long as
they forfeit their account balance and pay any increase in
actuarial cost associated with the change in status.

Act 480 for STPOL of the 2009 Regular Session
The STPOL DROP was replaced with Back-DROP.

ANTI-SELECTION: A member who elects to enter DROP
accepts the risk that he may eventually gain or lose as a result
of his DROP election. Back-DROP removes all risk and the
member becomes entitled the better of the regular benefit or
the Back-DROP benefit.
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Back-DROP
- ASSR

Back-DROP
- DARS

Rehired Retirees
- DARS

Rehired Retirees
- LSERS

Act 398 for ASSR of the 2008 Regular Session
The ASSR DROP was replaced with Back-DROP.

ANTI-SELECTION: A member who elects to enter DROP
accepts the risk that he may eventually gain or lose as a result
of his DROP election. Back-DROP removes all risk and the
member becomes entitled the better of the regular benefit or
the Back-DROP benefit.

Act 835 for DARS of the 2008 Regular Session
The DARS DROP was replaced with Back-DROP.

ANTI-SELECTION: A member who elects to enter DROP
accepts the risk that he may eventually gain or lose as a result
of his DROP election. Back-DROP removes all risk and the
member becomes entitled the better of the regular benefit or
the Back-DROP benefit.

Act 719 for DARS of the 2008 Regular Session

A district attorney or assistant attorney will be allowed to
retire and be rehired without a suspension of retirement
benefits under certain conditions.

ANTI-SELECTION: A member is allowed to retire and
collect a pension at the same time he continues to work in
employment covered by the system from which he draws his
pension.

Act 832 for LSERS of the 2008 Regular Session

A bus driver will be allowed to retire and then return to full
time employment as a bus driver without a suspension of
pension benefits after 12 months from the date of his original
retirement.

ANTI-SELECTION: A member is allowed to retire and
collect a pension at the same time he continues to work in
employment covered by the system from which he draws
pension.
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11. Active Versus Inactive Trends

Issue The state retirement plans have become more mature over the
past 10 years.

Actives & Inactives In 1998, there were 2.17 active members of LASERS for
every inactive member. In 2013, there are only 0.85 active
members for every inactive member. If LASERS did not
have an unfunded accrued liability, then the ratio of actives to
inactives is not a problem. But with a large UAL, a
decreasing ratio is disconcerting because there are fewer
working members of the retirement system over which the
UAL payments can be spread. As a result, the portion of the
contribution rate attributable to the UAL has been increasing
and will continue to do so if the trend continues.

TRSL and LSERS are following the same trend, and as a
result, UAL costs as a percentage of member pay will tend to
increase. STPOL has exhibited maturity for the past 10 years.
The ratio of actives to inactives has been relatively constant
over the entire period.
Ratio of Active to Inactive Members
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Accrued Liability Trends

Another cause for concern is the ratio of the accrued liability
associated with active members to the liability associated
with inactives. As would be expected, if the ratio of actives
to inactives is decreasing the ratio of active liability to
inactive liability will also decrease.

The following table and chart show, for all four state
retirement systems combined, that active liabilities in 1999
were 44.3% of total liabilities. In 2013, active liabilities
represent only 26.9% of total liabilities. This maturation of
the state retirement systems provides yet another explanation
for continued increases in the employer contribution rate
necessary to pay for the UAL.

Combined State System Liability Trends
Percent of Total Accrued Liability
| Fiscal Year 1l Actives Il Inactives |
1999 44.3% 55.7%
2000 42.0% 58.0%
2001 40.6% 59.4%
2002 40.1% 59.9%
2003 39.4% 60.6%
2004 37.9% 62.1%
2005 36.9% 63.1%
2006 33.6% 66.4%
2007 33.2% 66.8%
2008 33.5% 66.5%
2009 33.5% 66.5%
2010 32.9% 67.1%
2011 31.2% 68.8%
2012 30.2% 69.8%
2013 26.9% 73.1%
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Comparison of the Active and Inactive Accrued Liabilities
As a Percentage of the Total
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The following table provides yet another way to view
maturing retirement systems with large UALs. In 1998, plan
assets were sufficient to cover 100% of the inactive accrued
liabilities and over 50% of active liabilities. However, as the
dot.com bubble, the events of 9/11, and the market
corrections resulting therefrom unfolded, the state systems
still had sufficient assets to cover inactive liabilities, but by
2004, assets available for actives were less than 2% of the
active liability. And, as a result of negative investment
returns over the past couple of years, not only are there no
assets available to back benefit promises made to active
members, assets on June 30, 2013, were only sufficient to
cover 79.4% of the liabilities for inactive members.

The problem is that an underfunded plan is at significant risk
of not being able to fulfill its promises to active members
should it be necessary to revise the retirement program.
Underfunded retirement systems limit the options available
to the state for managing its work force and its benefit
programs.
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Combined State System Liability Trends
Percent Funded
| Fiscal Year || Actives 1] Inactives [l Combined |
1998 50.5% 100.0% 77.4%
1999 58.7% 100.0% 81.7%
2000 71.0% 100.0% 87.8%
2001 55.1% 100.0% 81.8%
2002 29.1% 100.0% 71.6%
2003 4.9% 100.0% 62.5%
2004 1.4% 100.0% 62.7%
2005 4.6% 100.0% 64.8%
2006 8.4% 100.0% 69.2%
2007 18.2% 100.0% 72.9%
2008 13.0% 100.0% 70.9%
2009 0.0% 90.2% 60.0%
2010 0.0% 83.3% 55.9%
2011 0.0% 81.8% 56.2%
2012 0.0% 80.0% 55.9%
2013 0.0% 79.4% 58.1%
Portion of the Accrued Liability Covered by
The Actuarial Value of Assets
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Statewide Systems The ratio of active members to inactive members for the
statewide retirement systems has decreased over the past 10
years except for ASSR.

Statewide Retirement Systems
Ratio of Active Members to Inactive Members®

Fiscal Year 2003 2013 Trend
ASSR 1.33 1.44 Up
CCRS 2.76 1.79 Down
DARS 5.78 3.19 Down
FRS 2.34 1.86 Down
MERSA 2.07 1.39 Down
MERSB 2.58 2.10 Down
MPERS 1.57 1.20 Down
PERSA® 2.75 2.05 Down
PERSB® 4.79 3.22 Down
RVRS 1.56 1.21 Down
SPRF 5.65 3.39 Down
Total Statewide 2.78 2.03 Down

a. For the purpose of this exhibit, members with rights to a deferred pension benefit and members who are
due a refund of employee contribution are not considered to be inactive members.

b. The most recent information for PERS is of FYE 2012.
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12. Actuarial Certification

Most of the material in this section of the report and some of the information in the other sections
may be considered to be Statements of Actuarial Opinion. Therefore, I make the following
certification:

I, Paul T. Richmond, am the Manager of Actuarial Services for the Louisiana
Legislative Auditor. I am a member of the American Academy of Actuaries, an
Associate in the Society of Actuaries, an Enrolled Actuary, and I meet the
Qualification Standards of the American Academy of Actuaries to render the
actuarial opinion contained herein.

a.p.lf P/MJ 7/m)H

Paul T. Richmond Date
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1. Summary of Retirement Legislation for 2013

A summary of retirement legislation enacted into law during
the 2013 Regular Session of the Louisiana Legislature is
given below.

Benefits: The primary focus of benefit legislation enacted during the
2013 regular session was:

1. To provide for increases in employee contribution
requirements.

2. To provide for increases in the final average
compensation period.

3. To provide for benefit reductions for new members.

Act 71 for RVRS — The employee contribution rate for
current and future employees will be between 7% and 9%, as
determined by the board in consultation with their actuary.
This may reduce the employer contribution requirements
paid by the system. Based on the system’s actuarial report as
of June 30, 2013, the employee contribution rate is 7.00%.

Act 170 for all Statewide Retirement Systems — The board of
trustees for each statewide retirement system must make an
irrevocable decision in a public meeting on or before
December 31, 2013, to grant PBIs under a new method
summarized below:

1. Timing Limitation unless otherwise noted —

a. May not take action to authorize a PBI during any
calendar year prior to the end of the legislative
session for that year;

b. May not take action to authorize a PBI during the first
6 months of any fiscal year;

c. May not take action to authorize a PBI in any
calendar year in which the legislature has granted a
PBI unless the legislation granting such PBI
specifically allows the board to also take PBI action.

2. Funding Deposit and Funded Ratio Tests — The board
may authorize a PBI if either of the following is met:
a. Funding Deposit Test — If sufficient funds are
available in the system’s Funding Deposit Account to
pay for PBI;



Page 152

Recent Legislation

b. Funded Ratio Test — A system’s funded ratio is equal
to the ratio of the actuarial value of assets to the
actuarial accrued liability under entry age normal
funding method. A PBI may be granted if the system
has a Funded Ratio of:

(1) at least 90% and no PBI granted in the most
recent fiscal year, or

(2) at least 80% and no PBI granted in the two most
recent fiscal years, or

(3) at least 70% and no PBI granted in the three most
recent fiscal years.

3. Benefit Amount — Each statewide system has specific
rules to determine the amount of PBI.

Act 231 for SPRF - Benefits of a member, who is first
employed on or after July 1, 2013, will be based on average
salary over a period of 60 months with a 115% anti-spiking
provision. Benefits for all existing members remain with a
125% anti-spiking provision.

Act 233 for ASSR — A new tier of benefits will apply to
members who are first employed on or after October 1, 2013.
The final average compensation (FAC) will remain at 60
months.

1. Eligibility
a. May retire at age 60 with 12 or more years of service;
b. May retire at age 55 with 30 or more years of service.

2. Benefit
a. If less than 30 years of service, then
3% x FAC x Years of service
b. If 30 or more years of service, then
3 1/3% x FAC x Years of service
c. Transferred service with accrual rate less than 3 1/3%
shall not be used to meet the requirement of 30 or
more years of service unless the member has
upgraded such transferred service.

Act 235 for NOFF — The employee contribution rate for
members with less than 20 years of service will be:

1. 8.00% in FY 2014;

2. 10.00% in FY 2015 and thereafter.
The employee contribution rate for members with 20 or more
years of service will be:

1. 3.33%in FY 2014;

2. 6.67% in FY 2015;
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3. 10.00% in FY 2016 and thereafter.

Act 296 for NOFF — The final average compensation for
retirement benefit calculation will be 60 months instead of 48
months. For the members retiring or entering DROP or
participating in DROP on a retroactive basis on or after
July 1, 2013, and on or before June 30, 2014, the final
average compensation will be calculated based on 48 months
plus the number of whole months since July 1, 2013.

Act 298 for NOFF — The final average compensation for
retirement benefit calculation will be 60 months instead of 48
months. For the members retiring or entering DROP or
participating in DROP on a retroactive basis on or after
July 1, 2013, and on or before June 30, 2014, the final
average compensation will be calculated based on 48 months
plus the number of whole months since July 1, 2013.

Act 365 for all Louisiana Public Retirement Systems — This
Act provides the following special service transfer rights:

1. In-Service Reverse Transfer —

a. A person requesting the In-Service Reverse Transfer
does not need to retire immediately;

b. Such a request must be made by a person who is not a
state employee and must occur on or before
December 31, 2013;

c. Such a request will only be permitted if the person
currently in Plan B had previously been in Plan A and
had the right to remain in Plan A when he became
employed in a position covered under Plan B;

d. The amount of assets and service credits transferred
are calculated in a manner similar to that described
for a Reserve Transfer under current law;

e. Upon the completion of such a transfer, this
member’s benefits rights in Plan B will be forfeited
and his benefit under Plan A will begin to accrue.

2. Benefit Accrual Upgrade on Transferred Service — A
member who transfers service to a retirement system with
a large benefit accrual rate may upgrade the accrual rate
on his transferred service to the accrual rate of the
receiving system by paying the Actuarial Cost associated
with such upgrade. This right pertains to a Forward
Transfer, a Reserve Transfer, and In-Service Reverse
Transfer.
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PBIs:

Membership:

Funding:

3. St. George Fire Department Transfers —

a. Only applies to the transfers from NOFF into FRS
under St. George Fire Department between
August 26, 1999 and December 31, 2007;

b. The benefit accrual rate will be changed from 2.5%
(under NOFF) to 3 1/3% (under FRS);

c. The transferred service will be credited with the
higher rate upon payment to FRS of the Actuarial
Cost associated with the increased accrual rate;

d. The St. George Fire Department is authorized to pay
the Actuarial Cost as long as it does not use funds
derived from assessments against insurers;

e. Level payments over a 30-year period at interest rate
of 7.5% are allowed.

Act 297 for LSERS - The eligibility of one-time COLA for a
retiree and a beneficiary will change as follows, and the
benefit increase shall not exceed 3.75% of his annual
pension.

1. Eligibility for A Retiree —
a. He has received a retirement benefit for at least 1
year;
He is at least 60 years of age;
He is a member of Tier 1;
He retired prior to July 1, 2001,
He entered DROP prior to July 1, 2001, and retired
prior to July 1, 2012.

®o 0T

2. Eligibility for A Beneficiary — The retiree would have met
the above criteria if he were still alive.

Act 10 for SPRF — The active membership requirement for a
member to be eligible to transfer prior service into the Fund
will be at least one year instead of 6 months.

Act 266 for MERS — There will be two new employers
participating in MERS: the West Calcasieu Community
Center and the Vinton Public Power Authority. Employees
of these two employers will become members of MERS Plan
B as a condition of their employment.

Act 299 for RVRS — The ad valorem tax remittals to RVRS
will be enforced to deduct from the state revenue sharing
funds otherwise payable to the political subdivision or
jurisdiction.
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Governance:

Act 70 for RVRS — The board of trustees for RVRS will be
granted the specific authority in accordance with the
Administrative Procedures Act to specify interest and
mortality assumptions for benefit calculation purposes. No
cost is associated.

Act 208 for MERS — The number of members serving on the
MERS board of trustees will increase from 9 to 11. The two
new members are:

1. One commissioner of administration or his designee;

2. One state treasurer or his designee.

Act 234 for NOFF — Membership of board of trustees will be
decreased; namely,

1. The superintendent of the fire department remains as
one member;

2. The director of finance the city of New Orleans
remains as one member;

3. The number of members elected from the active ranks
of the department will decrease from 5 to 2;

4. The number of members elected from the ranks of
retired members will be increased from 2 to 3;

5. One member, who is domiciled in and en elector of
New Orleans, who is appointed by the mayor of New
Orleans with the approval of the city council, will be
added to the board of trustees.

The disability benefit and cost-of-living increase will need to
be approved by 2/3 majority of the full membership of the
board of trustees.

Act 287 for STPOL - Maintains as a tax qualified retirement
plan under the Internal Revenue Code.

1. The board shall designate an actuary regarding the
operation of the retirement system, who shall make an
actuarial investigation every 5 years starting FYE 2013
into the mortality, service, and compensation
experience of members and beneficiaries of the
retirement system and the discount rate.

2. The results of the investigation by the actuary shall be
adopted by the board. The actuary shall also conduct
annual valuations based on the assumptions so adopted
by the board.

3. Actuarial equivalent benefits shall be determined on
the basis of a 7.5% interest rate and the RP-2000 Sex
Distinct Mortality Table. Any new assumptions
adopted for actuarial equivalence purpose shall apply
only to persons who are active members. A member’s
accrued benefit will not be reduced due to the change
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Remedial:

in assumptions used to calculate actuarial equivalence.
The board may change the basis for calculating
actuarial equivalence by formally adopting such
changes as a rule under the Administrative Procedures
Act.

Act 236 for MPERS - Any legal investigator employed by
the City of Baton Rouge and Parish of East Baton Rouge in
the parish attorney’s office who receives state supplemental
pay and who transferred into the MPERS on the date of
February 26, 2000, as a result of the merger agreement
between the system and the city-parish of that date. Such a
legal investigator with a break in service after February 26,
2000, shall retain membership or retiree status only to the
extent of his deferred vested benefit attributable to service
earned prior to the break in service. Such individuals have
already been participating in MPERS.

Act 376 for LASERS - A member who retired from
Hazardous Duty Plan in January 2012 and whose last
employing agency was Avoyelles Correctional Center will be
entitled to the premium supplement from the beginning of
June 2013, even though he retired with transferred service
and did not retire early with reduced benefits.





