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PSERS” Overview.

PSERS manages
O approximea eJ
y Of December 3

TThe Public School Employees’ assets
Retirement System (PSERS) Is billion as
a goevernmental, (nen ERISA),
mandatory, multi-employer,

defined benefit pension plan PSERS is t

Lﬁ

e 16th largest state-
Tor Pennsylvama school Sponsored cle'f]rjgcl Penefit pension
employees fund In the nation ?IQCQfCJJfJg LO
y Pernsions ana lnvestments
PSERS was established on July, VMagazine

18, 1917 and thus is one of the
oldest public pension plans: in
the United States
n PSERS principal plan
document”is the Public School

Employes” Retirement Cede, 24
Pa.C.S. 88101 et. seq.

PSERS Is governed by a 15
person Board of Trustees, and
has a complement off 310

employees G s ortour gy~
PSERS serves over 547,000 \o}gﬁ*ﬁ\@

members




PSERS Sources of Funding
y . Ten Year History (2000 to 2009)
PSERS" Overview:

PSERS is funded P comIOE
Py three sources: 26%
- Employee ya $7.6 Billion
Contributions, ' |
nvestment
| Employer Earnings
Contributions, 59%
and $17.3 Billion CoEr:Tt]rFi)tIJcl)J)':gns
= Investment stammion
Earnings

Investment
earnings have
peen the primary.
source of funding

for PSERS

pPenefits,

dwarfing the

contributions Over the last 25 years, 20%%6 of
from both school PSERS’ funding has come from
employers and schoeoel employers. Another 15%
PSERS active has come from PSERS” active
members members. All the rest — 65% — has

come froem Investment earnings
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PSERS Overview.

PSERS Is a large econemic engine in the
Commoenwealth

PSERS paid eut approximately $4.9 billion in
penefits In EY 2009

s Since nearly 90% off PSERS® retirees reside in the
Commoenwealith, a substantial pertion of PSERS?
estimated $4.9 billion annual payroll remains: in
Pennsylvania, thus benefiting the econemy. of the
Commonwealith

In additien PSERS has a continuing coemmitmeni
to Pennsylvania companies by contracting wWith
Pennsylvania-based investment: advisor
companies and by mvesting In Pennsylvania-
ased companies
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PSERS Overview

The followming is a table of Pennsylvania-based investments and other statistics at December 31,
2009 ($'s in millions):

Total PA Total PA
Market Value  Market Value #of
(PSERS' (Total Peaple
Asset Class Portion) Invested)  Employed  Payroll

U.S. Equities $ 1131  $ 113.1 *

Fixed Income 47.3 47.3 *

Private Real Estate 2184 2578.6 1,357 $

Private Markets:

Venture Capital 145.3 1,380.5 5556 $ 2856
Private Equity 1,898.2 12,8135 28579 $ 11109
Private Debt 265.3 3,646.1 14295 $ 7057
Total $ 26876 $ 205791 49,787 $ 21344

* Statistics for publicly traded companies not included due to the difficulty in obtaining the information.
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PSERS’ Net Plan Assets as of:

June 30, 2002
March 31, 2003
June 30, 2003
June 30; 2004
June 30; 2005
June 30, 2006

June 30, 2007
June 30, 2008

September 30, 2008
December 31, 2008
June 30, 2009

$43.6 Billion (audited)
$38. 3 Billion (unaudited)
$42.5 Billion (audited)
$48.5 Billion (audited)
$52.4 Billion (audited)
$57.0 Billion (audited)

$67.5 Billion (audited)
$62.7 Billion (audited)

$54.7 Billion (unaudited)
$45.4 billion (Unaudited)
$43.2 billion (audited)

December 31, 2009 $46.7 billion (Unaudited)




S & P 500

Bear Markets/Bull Markets
This Decade

BEAR MARKET

03/24/2000 —*> 10/09/2002

BULL MARKET

10/09/2002 —— 10/09/2007

BEAR MARKET

10/09/2007 —* 3/09/2009

BULL MARKET

3/09/2009 ——» 12/28/2009

TOTAL PERIOD

12/31/1999 — 12/31/2009

February 19, 2010

PEAK

1,527.50

TROUGH

776.76

PEAK

1,565.15

TROUGH

676.53

BEGINNING

1,469.25

WW\W. pSers.state.pa.us

TROUGH

776.76

PEAK

1,565.15

TROUGH

676.53

PEAK

1,127.78

ENDING

1,115.10

% CHANGE

-49.15%

% CHANGE

+ 101.49%

% CHANGE

- 56.78%

% CHANGE

+ 66.70%

% CHANGE

- 24.10%



PSERS’ Investment Rates of Return as of:
FY 1999/2000 - 11.9%

EY 2000/20041 - (7.4)C% Below PSERS’
|

FY 2001./2002 - (5-3):/;>—’ s

EY 2002/2003 - 2.7% e

assumption

EY 200372004 - 19.67% thepetors

resulting 1n an

EY 200472005, - 12.87% actuarial loss
FY 2005/2006 - 15.26% AT
FY2006/2007 - 22.93% g
Y. 2007/2008/— (2.82)%% e o
FY 2008/2009 — (26.54)% e

rate of return for

the same period
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Current Employer
Contribution Rate
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Employer Contribution Rate

Emploeyer contribution rate for the current fiscal year
200972010 - ends June 30, 2010

= The FY 2009/2010 rate is 4.78%%0

s [he 4.78% rate Is compoesed of a 0.78% rate for health
IAsuUrance premium assistance and a pension rate oi'4.00%

N gplr_ool payroll for Y 2009-201.0 is estimated to be $12.9
lien
Emploeyer contribution rate for the next fiscal year
2010/2041 - begins en July 1, 2010

s On December 11, 2009, PSERS Boeard certified the employer
contribution rate for FY 2010-2041.1

m  The rate for EY 2010-2011 Is 8.22%0, (0.64%, for health

Insurance premium assistamnce and 7.58%a0 for the pension
rate)

N gplPOOI payroll for FY 2010-2011 is estimated to be $13.5
jion
The Commonwealth reimburses school employers for not
less than 5090, ofi the employer contribution rate

s Statewide average Is 55/45% split with the Cemmonwealth
paying 5526




Employer Contribution Rate

TThe pension component off the employer
contribution rate has been belew the

employer normal cost fer 13 years

TThe “employer nermal cost™ Is the amounit needed
rem the schoeol employers to fund the benefits
earned by the active members for that year

Iit can be theught off as the minimum payment that
would be made by school empleyers if the System’s
actual experience perfectly matched! Itsi ecenomic and
demoegraphic eperating assumptions

PSERS™ funded status IS 79. 2946 as ol June
30, 2009, down from 86.0%6 as oifi June 30,
20]0)2]

February 19, 2010 WW\V. pSEers.state.pa.us 12




History of PSERS' Contribution Rates as a Percent of Payroll

Average Member Rate = = Employer Contribution Rate

Employer Normal Cost Rate

21

18 ¢ -

Percent

1980 1985 1990 1995 2000 2005 2010
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SCHOOL TOTAL EMPLOYER AVG. EMPLOYEE
YEAR CONTRIBUTION CONTRIBUTION
ENDED RATE RATE

20.040%

19.900%

- 19.540%
IHIStery, of
19.680%

o)

the Emploeyer 143005
.b - 14.240%

C 13.170%
ontribution
11.720%

Rate from

8.760%

h P k 6.040%
t e ea 4.610%
1.940%

- 1.090%
Rate 1 1986
3.770%

4.230%

4.690%

6.460%

7.130%

4.760%

4.780%
8.22%
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Projected Employer
Contribution Rate Spike
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Public School Employees' Retirement System of Pennsylvania
Projection of Contribution Rates and Funded Ratios As of June 30, 2009

(The Board o i@y Jomuory 309 weet ing odopied to reduce the interes rate frow 5% to 8 25% for the Joae 38, 208 valmation and o §00% thereafter.)

Projecied

Fiscal Ttal Unfumded
Year Appropriation | Fiscal Year Pension Employee | Employer | Unfunded | Preliminary Health  |Total Employer] Employver Accrued

Ending Payroll Markei Rate Raite Contribution| MNormal Limbility Employer Care Contribution | Contribeiion Funded Liahility
June (thousands) of Return Floor Rate Cost Rate Pension Rate | Contribution Rate {thousands) Ratin (% Millioms)
2008 5  11EE1,244 (L82) % 400 % T2 % a6l % (0.24) % add % 0.ed % T3 % E6.0 5 9.023.0
2009 12, 5000000 | (26.54) 4.00 T.29 a6l (3.3 134 0.7Ta 476 To.2 15730.2
2000 12,500, 000 .00 4.00 732 T35 (3.72) 363 0.78 478 £ slafT2 T34 20,8086
2011 13,5 10,0040 2.00 4.00 .| E AL (L5 .58 L6l .1l «— L110522 668 2T 9
22 13,930 E50 .00 4.00 37 a2 .85 QET 0.72 10,50 1,474,219 B3 35,2134
23 14,345 321 2.00 4.00 T38 B0 20.50 .50 0.72 07— 4191703 542 40,1383
2014 14,797 60d .00 4.00 740 7.9 23.42 3138 0T 3209 4 T48,570 551 40 T32 8
205 15,280,148 2.00 4.00 T42 T.93 24.97 3200 0.70 30 €T 5134130 56T 40,7430
206 15,704 512 .00 4.00 T43 T4 24.68 3159 0.68 LER) 5,254 834 585 40,4439
27 16,541,270 .00 4.00 T44 T8 24.18 o 0.e7 3274 5,350,152 6.5 Mo ERAS
28 16,926 735 .00 4.00 T45 T8T 2354 3L .65 3106 3426711 616 3o 1490
M9 17,557,604 2.00 4.00 T46 TES 2278 63 .64 . 5,490,282 6T 38,3128
2030 18,232,078 .00 4.00 Td6 T84 .97 TRl el 30.42 5,546,108 6.8 37,3842
202 18,048 040 .00 4.00 T47 T82 2115 an 0.59 20,56 a,601,041 6E.09 Ja 3TR2
2022 19,703,172 .00 4.00 TAT T81 20.35 16 0.59 2875 3,664,662 T1.0 35,282 3
2023 20,4093, 701 .00 4.00 T48 T79 19,57 T3 0.59 705 5,727,980 T30 34 0% 3
2024 11,521,539 .00 4.00 TA48 TT8 18.81 o 50 0.59 I8 5,795,104 T5.0 32 E14.5
2025 X2 185,011 .00 4.00 T48 ENT 18.08 585 0.59 244 S865TI1T 7.0 31 42906
2026 23,081,835 .00 4.00 T48 ENT 17.38 25135 0.59 2574 5,041,264 T0.0 29.033.0
2027 24 006, 79T 2.00 4.00 T.49 T75 16.71 24 46 0.59 25.05 6013703 0.9 HITH
2028 24,058,500 .00 4.00 749 174 16.07 1381 0.59 24.40 6,080,508 518 26,5TLH
2019 15,037 456 .00 4.00 T.49 173 15.46 1319 0.59 FENE 6, 167,927 846 24 6EA1
2020 26,943,062 2.00 4.00 149 72 14.88 2 el 0.59 2310 6,248 305 86,5 6516
2031 7,978 093 2.00 4.00 T.49 T 14.33 nm 0.59 263 6,331,442 382 204542
2032 20,041,527 .00 4.00 T.49 TTD 1381 31.51 0.59 210 6418177 0.0 18,0800
2033 30,136,493 2.00 4.00 T.49 Ta9 11,18 1887 0.59 10.46 5,864 562 01.4 16,158.1
2034 31,268,441 .00 4.00 749 Ted 0.80 1757 0.59 18.16 5,678,340 oLT 14,2571
2035 32446 371 .00 4.00 T.50 T.66 357 1623 0.59 16,82 5,457 463 038 127247
2036 33675824 .00 4.00 T.50 Ted T.42 15.06 0.59 15.65 5,270,266 047 11,426
2037 34,056, 503 .00 4.00 T.50 Ta3 a1l 1374 0.59 14.33 3,000,276 055 10,006 0
2038 36, 202078 .00 4.00 T.50 Tel aer 13.29 0.59 1388 5,057,340 0.2 87489
2039 37,600,635 .00 4.00 T.50 Tl 6.45 14.05 (.50 14.64 5,517,800 g7.1 T0iT7

buckcor=witar 5 M
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Employer Contribution Rate Spike

TThe projected sharp rise in PSERS?
emploeyer contribution rate from 10.59%
I EY 201 1-2012 te an estimated 29.229%6
In EY. 2012/2013 Is primanly the result of:

s [he unfunded! liabilities: primarily/
created oy

The EYs' 2001-2003, 2008-2009 down
Investment markets

Earnings assumpition change

Cost off deferring contriputions
Act 2001 -9 multiplier Increase
TThe Act 2002-38 phased COLA

x [The actuaral funding changes made: by
Acts 2002-38 and 2003-40
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Employer Contribution Rate Spike

Withouit geing Into details about the funding
changes of Act 38 and Act: 40, each had the
effiect ofi pushing offfliability, te the future te
proevide fiscal relief te both the
Commoanwealth and Scheol Employers
during recessionary: times
s Of the twe, Act 40 had the greatest Impact as It
created a mismateh of the amortization off PSERS

actuarial gains andlesses forr 10 years ending
with the start of FY 2012-2013

x [This technigue lewered the employer
contribution rate belew the employer nermal
cost netwithstanding the existence of unifunded
12111ty

a [his artificiall suppression has also resulted In
additional unfunded liability fer PSERS
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Employer Contribution Rate Spike

Act 40

Employer Normal Cost mismatch

expires

Pre-Act 40

V Act 40 mismatch

Additional unfunded
liability
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History of PSERS” Employer Contribution
Rate Spike in FY 2012-2013

35.00%y32.11%

30.00%5/_’ 27 73%
B — ] —22a602252%
25.00%; ! N 3l
20.00%%| —
15.00%] 11.23%
x 44 V 4
10.00%1
5.00%{|
0.00%
%, % %, % %
/L

29.22%

%
Q. Q. Q. 2. Q.
777 105 ST, 40, 33
e F % 5 %
o 2,
Yo Syt
‘. y
0 Cx
D
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Options to resolve the rate
spike
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Options

Eundamentally;, there are omnly/
three ways to address the
funding Issues at the Pemnsion

EunRd
s lncrease the funding of the System

s [Decrease/cut the costs/liabilities
of the System
s Defer the liabilities of the System

23
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Options
Increase Funding to the System:

» Increased emploeyer contrutions

Empleyer rate are already projecited to Increase
significantly i EY 2012-2013' and are expected to continue
well into the future beyend EY 2012-201.3

Unlikely the Ceammonwealth and School Employers can
afferd these Increased! costs Withouit significant and

perhaps prehibitive tax Increases at the State and/or Local
levels

s Increased employee contributions

Can only, eccur prespectively fior new employees
due to constitutional impalrmenit: o contract
ISSUES, therefore not a significant iImpact en
current unfunded liapilities

s Significant Increased investment returns
Unlikely, under current market conditions
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Options

Seek another source of funding:

s Use of Federal stimulus funds

Uneclear 1f these funds can legally be directly used to fund
pension contributions

Obtain a fiermal Federal baillout of public pension funds
n Little or ne discussion ofi this eption IS @ccurring

s Use the proeceeds offa pension echligation hend
(Fo)=)

POB’s are debt instruments Issued by a gevernmental
entity te fund all or a pertion of the Unfunded Actuarially.
Accrued Liabilities for pension and/or Other Post:
Employment Benefits

Significant risk invelved te the Plan Sponser/Bend ISSUer iii
the pension plan’s Investment returns are less than the
debt costs

Potential legal issue whether the Commonwealth can
Issue a POB

n May require the approval of the voters via a referendum
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Options

Decrease/cut the costs or liabilities, of
the Systemi to potentially selve funding
ISSUES

s Convert PSERS to a Deflined Contribution
or Hybrid plan

A Hybrid plan typically Is a combination of beth
DC and DB compoenents
» Proposed by PSBA

x Maintain the existing Defined Benefit plan
Wiith benefit moedifications/cuts, e.g.:
Reduce multiplier/repeal’ Act 2001-9
Change terms of retirement
Return to a 10-year vesting period

Prohibit the withdrawal of a member’s
contribution
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Options
Each of these would have limited Impact on

current funding|issues because It could only
Pe dene prespectively for new employees

x ARy such changes would have to be prospective
only, (meaning Impacting new: hires after the
effective date of the change), te aveid the PA
Constitution’s' prolibition against the impairment
of a contract (Article I, Section 17)

TThe courts have ruled that PSERS” pension benefits are
contracts with the existing members of the System,

regardless of vesting, and thus subject to the
constitutionallimpairment of contract prohikition

5 See e.q. Pennsylvania Federation o1 1eachers V. Scliool DIstict of
Phirlaadelpliia, 484 A.2d| 754 (Pa. 1984) andl American Federatiorn. o1
State, county.ana Viuniclpal Employees, AEL-CIO, V.
Commonwealtl, 479 A.2d 962 (Pa. 1984)
= Each, however, would reduce the long term
lability of the System and thus reduce the rate
plateau
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Options

Deter liabilities at the System Inte the
future te marginally, pestpene the Impact
of funding Issues at: the System

s Eurther adjust the actuarial funding methoeads

at the System
N@ single or combination| off changes reselves the rate
spike
a [The Goevernor's enginal fiunding prepesal

Uses legisiatively prescribed emploeyer contribution
rate collars and fleors that are tied to the funding
status of the System
x A copy. of the propesal Is available at the
fellewing link:
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http://www.budget.state.pa.us/portal/server.pt/community/financial_reports/4574
http://www.budget.state.pa.us/portal/server.pt/community/financial_reports/4574

Options
s Governor’'s latest iunding preposal

Eresh start accruedi liability, ever thirty, years

19%6 rate cap for EY 2010-204.1

s Will require the PSERB to re-certify the employer
contribution rate established n Decemper 2009

396 rate cap for FY 201.1-2012 and thereafter

EOr mere information on the GeVEernor's
propesal see'pages 20-21 1n the GeVerner's
201.0-201.1 Budget in briefavailable at the
fellewing link:
s http://WwWw.goeverner.state. pa.us/portal/server.pt/g
ateway/PTARGS 0_2 24980 2985 368304. 43/http
9%63B/pubcontent.state. pa. us/publishedcontent/pulal

sh/cop_general _government_operations/pagev/med
la/latest_news/budget_in_brief 2010 _ 11 final.pdf
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PSERS
Employer Contribution projections using salary projections from June 30, 2009 actuarial valuation

Governor's Proposal vs Current Law Actuarial Projections

2122010
A B C D=B"C E F=B' G=D-F H I=H'F J K=J'l L=I".2875 M=K+l N 0=N-M
i i Governor's | Total Employer Curent Law  {Commonwealth
Current Cument  Govenors  Proposal | Contributions Governar’s Governar’s June 30,2009 [ Share
Law Law Proposal ~ Projected | Difference Praposal Praposal Actuarial Oifierence
Projected Total Projected  Total  |between Cument | Est. State Govenor's  Govemors  Projected Projections | between Current
Emplover -~ Employer  Employer  Emplayer _aw and State  ohare before Praposal Proposal ~ Commonwealth — Commonwealth | Lawrand
Fiscal | Approp Payrall Contribution Contnbutions  Contribution Contributions | Govemars | Share  Quaterlay ™ Jotrs of curent 4th CtrPror ™ Share Share Governar's
Vear | Projected(})  Rate 5 Rate 5 Proposal (§) § fiscal year (3)  Fiscal year (3] § § Proguzal (§)
20082009 12500000000 476%  ABB000000  476% 535000000 BO0% 330000 0715 2896240 142566 31512906 3151292
0092010 1289000000 478%  BIBA2200  478% BIB572.200 - | M3%  IW/IMER 0NB MR BRI [AEHL T 3461 -
M10-2011 1350000000 B22% 11052000 AE%  TRIOBA000|  MASSEN00| 5% A0ER03AM OME BT W2RITEL 397007 493 B3 130189 | 137 1125%
0112012 13521000000 1059% 1474233900 B72% 123911200 HOIERTO0| E5A4%  BTA2B280 0T A0 OE 10345533 601317 68 TEOERD293 | 158,341 725
0122013 14345000000 2922% 4191609000 1172% 1681234000 2510375000 S5A7%  9P/ABAH OMH BEIEEILS 1WAUAE  BEI0ROAL 1003571497 1040482 068
132014 14798000000 3209% A7BEIB00  1471% 20767850800 | 2501832400 0% 12Z83FED ONH BIEPHAES ZOMROANT 1 NA1ERITET 2547003 1433082137
0142015 15280000000 3360% 5134080000 1770% 2704560000 | 24950000 5653% 158857768 0725 108933258 3B174066 1441046700 283,153,170 | 130,106,463
152016 15796000000 3327% 52546500 2063% 3266406000 | 1968530500 S6.86% 105775452 OM25 13BH08W  APARZEE 17ELBEE10 29633359 1200467 339
B0 16341000000 3274% 5B00M3400  Z367% 386794700 | (AGIZF00| A719% 222060417 0N 15B09I0T AI3%ETARS 2100B0E0Z  30P0EAZ| 9901550
172018 16327000000 3206% 542679200  266% 45110455800 GIG7A0700( A752% 2594753377 OM25 1BB7B17TT BB IO 24B4THMT 31057470 bI6 3% 56
182019 17558000000 3127% 5490366600  2964% 5204191200 2619400 S7E% 3IDI0DEARDD 0N 2145070034 745991584 2B910B1628 360463699 | 269402071
19200 18232000000 30.42% 556174400 3261% 545 4RH200 | [(9260800) 56.18% 34ODEEEFE 0N 24BASDAA0B GERARAATR 3G 222576 (17 S15.207)
Curnmulative Difrence Goy, vs. Curent 12,394 052 K00 Cummulative Difference Gov, vs. Cument 7 063510732

*- For Commonwealth budgetary purposes there is a one quarter lag in the collection of ermplayer contributions

™ - Estimate percentage based on the 1- 28.75%, which is the historical average of the 4th atr of the fiscal year salaries

™ Governor's 20092010 Budget amount is §334 476 000
. Assumes annual investment rate of retum of 3%




Market Retwns and Pension Rate Floors Set by User and are the same for both Cwmrent and Alternative Funding

Wlarket Retwns Scenario 1
*Alternative Funding assumptions:
- Fresh-start accrued liability payments over 30 vears
- If applicable, the FYE 2011 rate is himited to the FYE 2010 pension rate + 1% and all succeeding years are lnited to the prior FYE's pension rate + 3%

The Beard at its January 2009 meeting adopted to reduce the inferest rate from 8.50% to 8.25% for the June 30, 2008 valuation and fo 8.00% thereafier.

Cwrent Law Alternative Funding* Total Employer Rate Funded Ratio
Fiseal
Year Appropriation | Fiscal Year Employee Health
Ending Payroll Market Rate | Contribution Employer Unfunded Employer Unfunded | Pension Rate Care Alternative Alternative
June (thousands) of Retwn Rate Nommal Cost | Liability Rate | Normal Cost | Liability Rate Floor Contribution | Cwrent Law |  Funding* Cwrent Law | Funding*
‘ 2008 | § 12,881,244 {2.82) % 725 % £.68 % {0.24) % £.68 % {0.24) % 4.00 % 0,69 % 713 % 713 % 86.0 % 86.0 %
2009 12,500,000 (26.54) 7.29 £.68 (3.37) £.68 (3.37) 4.00 076 476 476 792 792
2010 12,899,000 8.00 732 735 (3.72) 735 (3.72) 4.00 0.78 478 478 734 734
‘ 2011 13,510,000 §.00 7.34 §.08 (0.50) §.08 1151 4.00 0.64 22 5.64 £6.8 £6.3
‘ 2012 13,920,859 8.00 137 8.02 1.85 8.02 1351 4.00 072 10.5% 872 58.3 574
2013 14,345,321 2.00 738 2.00 20.50 2.00 17.43 4.00 072 2922 1172 a4.2 a0.3
2014 14,797 664 8.00 7.40 7.96 2342 7.96 2222 4.00 071 32.09 1471 55.1 43.1
‘ 2015 15,280,143 8.00 742 793 24.97 793 26.04 4.00 070 33.60 1770 6.7 46.7
2016 15,794,512 8.00 743 791 24.68 791 27.22 4.00 0.68 3327 20,68 8.5 46.0
|
2017 16,341,270 2.00 7.44 789 24.18 789 28.23 4.00 0.67 3274 2367 0.5 459
2018 16,926,735 8.00 745 787 23.54 787 28.85 4.00 0.65 32.06 26.65 £2.6 46.5
2018 17,557,664 8.00 746 785 22.78 785 2812 4.00 0.64 3127 28 64 &4.7 476
2020 18,232,076 8.00 746 7.84 21.97 7.84 28.07 4.00 061 3042 3261 £6.8 494
2021 18,948,040 2.00 747 782 2115 782 2872 4.00 0.59% 29.56 3559 63.9 217
2022 19,703,172 8.00 747 781 20.35 781 28.08 4.00 0.59% 2875 36.48 710 54.4
1 2023 20,493701 8.00 748 779 19.57 779 2714 4.00 059 2795 3552 730 570
2024 21,321,539 8.00 748 778 18.81 778 26.09 4.00 0.59 2718 34.46 750 9.6
‘ 2025 22,185,011 2.00 748 EA 18.08 EA 25.08 4.00 0.59% 26.44 3344 710 622
2026 23,081,835 8.00 748 1 17.38 1 24.10 4.00 0.59% 25774 3246 750 £d.6
2027 24,006,797 8.00 748 775 1671 775 2317 4.00 0.59 2505 3151 80.9 &7.1
2028 24,958,599 8.00 749 774 16.07 774 2229 4.00 0.59 24.40 3062 82.8 694
2029 25,937.456 8.00 7.4% 773 1546 773 2145 4.00 0.59 2378 2877 8d.6 718
; 2030 26,943 962 8.00 745 772 14.88 772 20.65 4.00 0.59% 23.1% 28.96 86.5 74.0
2031 27,978,083 8.00 749 FA 14.33 FA 19.88 4.00 059 2263 28.18 88.2 6.2
‘ 2032 29,041,527 2.00 7.4% 770 1381 770 19.16 4.00 0.59% 22.10 2145 80.0 784
2033 30,136,483 8.00 749 769 11.18 769 18.46 4.00 0.59 1946 26.74 914 80.5
2034 31,268,441 8.00 749 768 989 768 1779 4.00 0.59% 18.16 26.06 927 826
2035 32,446,271 8.00 7.50 766 8.57 766 17.15 4.00 0.59 16.82 2540 938 84.6
2036 33,675,824 8.00 7.50 764 742 764 16.52 4.00 0.59 15.65 2475 947 86.6
2037 34,956,565 8.00 7.50 763 6.11 763 1591 4.00 0.59% 14.33 24.13 935 88.6
2038 36,292,078 8.00 7.50 762 5267 762 1533 4.00 059 1388 2354 962 906
2039 37,690,635 8.00 7.50 760 £.45 760 1476 4.00 0.59 14.64 22.95 §7.1 925

2122010 10:45



Market Retmns Scenario 1

Public School Employees' Retirement Systemn of Pennsylvania

Projection of Contribution Rates and Funded Ratios As of June 30, 2009

Market Retwrns and Pension Rate Floors Set by User

Contiibutions Determined under Cwrent Law

Projected
Fiscal Fiscal Year Total Total Unfunded
Year Appropriation Market Pension Emplovee | Employver | Unfunded | Preliminary Health Emplover Emplover Accrued
Ending Payroll Rate of Rate Contribution| Normal Liabihity Employer Care Contribution | Contribution Funded Liability GASE
‘ June (thousands) Retumm Floor Rate Cost Rate Pension Rate | Contribution Rate (thousands) Ratio ($ Millions) | Compliant?
2008 § 12,881,244 (2.82) % 4.00 % 725 % 6.68 % {0.24) % 644 % 0.6% % 713 % 2360 % % 89,9230
2008 12,500,000 | (26.54) 4.00 725 6.68 (337 3.31 076 476 79.2 15,7392
2010 12,899,000 2.00 4.00 7.32 7.35 (372 3.63 078 478 B 616,572 73.4 20,898.6
| 2011 13 510,000 2.00 4.00 7.34 8.08 (0.50) 7.58 0.64 8.22 1,110,522 668 27,048 9
‘ 2012 13,920,359 2.00 4.00 737 8.02 1.85 987 072 10,58 1,474,212 383 35,2134
2013 14,345,321 8.00 4.00 738 2.00 20.50 28.50 07z 2922 4,191,703 542 40,1383 yes
2014 14,797 664 8.00 4.00 7.40 7.96 2342 31.38 071 32.09 4,748,570 551 40,7328 yves
2015 15,280,148 3.00 4.00 742 7.93 2497 32.90 070 33.60 5,134,130 567 40,7430 ves
\
- 2016 15,794,512 8.00 4.00 743 7.91 24 68 32.59 068 3327 5,254,834 585 40,443 % yves
2017 16,341,270 3.00 4.00 7.44 7.89 2418 32.07 0.67 3274 5,350,132 60.5 39,8345 ves
- 2018 16,926,735 3.00 4.00 745 7.87 2354 3141 0.65 32.06 5426711 626 39,1490 yes
2014 17,557,664 2.00 4.00 746 7.85 2278 3063 0.64 31.27 5,480,282 647 38,3128 yes
2020 18,232,076 2.00 4.00 7.46 7.84 21.97 29.81 0.61 3042 5,546,198 66,8 37,388.2 yes
| 2021 18,548,040 2.00 4.00 747 7.82 21.15 28.97 0.5% 29 56 5,601,041 685 36,378.2 yes
2022 15,703,172 2.00 4.00 7.47 7.81 20.35 28.16 0.5% 2875 5,664,662 71.0 35,282.2 yes
2023 20,4%3.701 8.00 4.00 748 779 1957 27.36 0.5% 2795 5,727,989 730 340963 yes
2024 21,321,539 8.00 4.00 7.48 778 1881 26.59 0.5% 2718 5,795,194 75.0 32,8145 yves
‘ 2025 22,185,011 3.00 4.00 7.48 77 13.08 25.85 0.5% 26.44 5,865,717 7.0 314296 ves
2026 23 081,835 8.00 4.00 7.48 77 17.38 25.15 0.5% 2574 5,941,264 79.0 299336 ves
‘ 2027 24,006,797 3.00 4.00 7.49 775 1671 24.46 0.5% 25.05 6,013,703 209 28,3178 yes
2028 24 958,599 3.00 4.00 7.49 774 16.07 23.81 0.5% 24 .40 6,089,898 328 26,5728 yes
i 2025 25,837 456 2.00 4.00 745 73 1546 23.19 0.5% 2378 6,167,927 246 24 6881 yes
- 2030 26,543 962 2.00 4.00 7.49 72 14.88 22.60 0.5% 23.1% 6,243,305 86.5 22,652.6 yes
‘ 2031 27 578,083 2.00 4.00 745 771 14.33 2204 0.5% 2263 6,331,442 282 20,4542 yes
203z 29,041,527 2.00 4.00 7.49 770 132,81 21.51 0.5% 22,10 6,418,177 0.0 18,080.0 yes
2033 30,136,493 2.00 4.00 7.4% 769 11.18 18.87 0.5% 1944 5,864,562 914 16,158.1 yves
2034 31,268,441 8.00 4.00 7.49 7.68 989 17.57 0.5% 18.16 5,678,349 927 14,3571 ves
2035 32,446,271 3.00 4.00 7.50 7.66 3.57 16.23 0.5% 16.82 5457463 938 12,7247 ves
2036 33,675,824 8.00 4.00 7.50 764 742 15.06 0.5% 15.65 5,270,266 947 11,2426 ves
2037 34,956,565 3.00 4.00 7.50 763 6.11 1374 0.5% 14.33 5,009.276 955 10,006.0 yes
2038 36,292,078 3.00 4.00 7.50 762 5.67 1329 0.5% 13.88 5,037,340 96.2 83,7489 yes
2039 37,680,635 2.00 4.00 7.50 7.60 6.45 14.05 0.5% 14.64 5,517,808 7.1 70177 yes

The Board at its January 2009 mecting adaopled to redicce the interest rate from 8.50% to 8.23% for the June 50, 2008 valuation and to 8. 00% theredfler.




Market Retwims Scenario 1
Alternative Funding assumptions:

Public School Employees' Retivement System of Pennsylvania
Projection of Contribution Rates and Funded Ratios As of June 30, 2009
Market Retmins and Pension Rate Floors Set by User

- Fresh-start accrued liability payiments over 30 years.

- If applicable, the FYF 2011 rate is linited to the FYF 2010 pension rate + 1% and all succeeding vears are liunited to the prior FYE's pension rate + 3%o.

Projected

Fiscal Fiscal Year Total Total Unfunded

Year Appropriation Market Pension Employee | Employer | Unfunded | Preliminary Health Employer Employer Accrued

Ending Payroll Rate of Rate Contribution| Normal Liability Employer Care Contribution | Contribution Funded Liability GASB
June (thousands) Retum Floor Rate Cost Rate Pension Rate | Contribution Rate (thonsands) Ratio ($ Millions) | Compliant?
2008 F 12,881,244 (2.82) %o 4.00 % 725 % 6.68 % {0.24) % 644 % 0.6% % 713 % 26.0 %| 89,9230
2009 12,500,000 | (26.54) 4.00 7.2% £.68 (3.3 3.31 076 476 79.2 15,739.2
2010 12,899,000 8.00 4.00 7.32 7.35 372 363 078 478 £ 816,572 734 20,898.6
2011 13 510,000 8.00 4.00 7.34 §.08 1151 19.59 0.64 5.64 761,964 66.3 274771
2012 13,920,859 8.00 4.00 7.37 8.02 13.51 21.53 07z 8.72 1,213,898 574 36,010.9
2013 14,345,321 8.00 4.00 7.38 8.00 17.43 25.43 072 11.72 1,681,272 503 43,5928
2014 14,757,664 8.00 4.00 7.40 7.96 2222 30.18 071 1471 2,176,736 438.1 47.130.6
2015 15,280,148 8.00 4.00 7.42 7.93 26.04 33.97 070 1770 2,704,586 467 50,185.9
2016 15,794,512 8.00 4.00 7.43 7.91 27.22 35.13 0.68 2068 3,266,305 46.0 52,725.0
2017 16,341,270 8.00 4.00 7.44 7.8% 28.23 36.12 0.67 23.67 3.867.97% 45.% 54,7167
2018 16,926,735 8.00 4.00 7.45 7.87 28.85 36,72 0.65 26.65 4,510,975 46.5 26,1554
2019 17,557,664 8.00 4.00 7.46 7.85 29.12 36.97 0.64 2964 5,204,092 476 57,0216 ves
2020 18,232,076 8.00 4.00 7.46 7.84 29.07 36.91 0.61 3261 5,945.480 49.4 57.230.2 ves
2021 15,548,040 8.00 4.00 747 7.82 2872 36.54 0.5% 35.5% 6,743,607 517 56,676.9 yes
2022 19,703,172 8.00 4.00 7.47 7.81 28.08 35.89 0.5% 36.48 7187717 54.4 55,681.4 yes
2023 20,453,701 8.00 4.00 7.48 709 27.14 34.93 0.5% 3552 7,279,363 570 54.574.5 ves
2024 21,321,539 8.00 4.00 7.48 778 26.09 33.87 0.5% 3446 7,347,402 596 53,3788 yes
2025 22,185,011 8.00 4.00 7.48 77 25.08 32.85 0.5% 33.44 7,418,668 62.2 52,086.5 yes
2026 23,081,835 8.00 4.00 7.48 707 24.10 31.87 0.5% 32.46 7,452,364 64.6 50,650.5 ves
2027 24,006,797 8.00 4.00 7.4% 7.5 23.17 30.92 0.5% 31.51 7,564,542 671 49,182.8 yes
2028 24,958,599 8.00 4.00 7.49 704 22.29 30.03 0.5% 30.62 7,642,323 69.4 47.554.4 ves
2029 25,937 456 8.00 4.00 7.49 703 2145 29.18 0.5% 2977 7,721,581 718 45,7956 ves
2030 26,543 962 8.00 4.00 7.4% 72 20.65 28.37 0.5% 28.96 7,802,971 74.0 43,896.2 ves
2031 27,978,093 8.00 4.00 7.49 771 19.88 27.59 0.5% 2818 7,884,227 76.2 41,844 8 yes
2032 25,041,527 8.00 4.00 7.4% 7770 15,16 26.86 0.5% 27.45 7.971,89% 78.4 39,6293 ves
2033 30,136,493 8.00 4.00 7.4% 7.69 18.46 26.15 0.5% 26.74 8.058.498 80.5 37,2366 yes
2034 31,268,441 8.00 4.00 7.49 7.68 17.7% 25.47 0.5% 26.06 8,148,556 826 34,652.5 yes
2035 32,446,271 8.00 4.00 7.50 7.66 17.15 24.81 0.5% 25.40 8,241,353 346 31.861.6 ves
2036 33,675,824 8.00 4.00 7.50 7.64 16.52 24.16 0.5% 2475 8,334,766 86.6 28,847.4 yes
2037 34,956,565 8.00 4.00 7.50 7.63 15.91 23.54 0.5% 2413 8435019 286 255921 ves
2038 36,292,078 8.00 4.00 7.50 7.62 15.33 22.95 0.5% 23.54 8,543,155 0.6 22,076.4 ves
2038 37,680,635 8.00 4.00 7.50 7.60 14.76 22.36 0.5% 22.95 8,650,001 8925 15.279.4 yes

The Board ot its January 2002 meeting adapled to rediice the interest rate from: 8.50% te 8.25% for the June 30, 2008 valuation and to 8.00% thereafier.




Public School Employees' Retirement System of Pennsylvania
Market Returns and Pension Rate Floors Set by User and are the same for both Current and Alternative Funding
Market Returns Scenario 1
Alternative Funding Assumptions:
- Fresh-start accrued liability payments over 30 years.
- If applicable, the FYE 2011 rate is limited to the FYE 2010 pension rate + 1% and all succeeding years are limited to the prior FYE's pension rate + 3%.

Projection of Employer Contribution Dollars (in Millions)
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Public School Employees' Retirement System of Pennsylvania
Market Returns and Pension Rate Floors Set by User and are the same for both Current and Alternative Funding
Market Returns Scenario 1
Alternative Funding Assumptions:
- Fresh-start accrued liability payments over 30 years.
- If applicable, the FYE 2011 rate is limited to the FYE 2010 pension rate + 1% and all succeeding years are limited to the prior FYE's pension rate + 3%.

Projection of Total Employer Contribution Rate

40% -

35% -

30% -

25%

20%

15% +

10% -

=—&— Current Law =& Alternative Funding

February 19, 2010 WW\V. pSEers.state.pa.us




Public School Employees' Retirement System of Pennsylvania
Market Returns and Pension Rate Floors Set by User and are the same for both Current and Alternative Funding
Market Returns Scenario 1
Alternative Funding Assumptions:
- Fresh-start accrued liability payments over 30 years.
- If applicable, the FYE 2011 rate is limited to the FYE 2010 pension rate + 1% and all succeeding years are limited to the prior FYE's pension rate + 3%.

Projection of Unfunded Liability (in Millions)
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Public School Employees’ Retirement System of Pennsylvania
Market Returns and Pension Rate Floors Set by User and are the same for both Current and Alternative Funding
Market Returns Scenario 1
Alternative Funding Assumptions:
- Fresh-start accrued liability payments over 30 years.
- If applicable, the FYE 2011 rate is limited to the FYE 2010 pension rate + 1% and all succeeding years are limited to the prior FYE's pension rate + 3%.

Projection of Funded Ratio
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Options

Observations cencerning the Goevernoer’s latest
proposal:

Next year's rate of 8.22% would be reduced te 5.64%

TThe rate spike in EY 201.2-201.3 ' woeuld be reduced from
29.22%06 te 11.72%

Iihe proposal provides short term cash flow: relief By
significantt additienal deferral of lianility and thus
significanit additienall cost:

IThe new and higher rate peak Is projected te be 36.48%
In EY 2021-2022 as eppesed te 33.60% In EY 2014-2015

PSERS® funding level willfbe drven below 5096 for seven
years, presuming PSERS meets Its 8%, iInvestmenit
return assumpition

The propesalfwillfaggravate PSERS? current liguidiity,
CONCErns

The propoesal' makes PSERS more vulnerable to a future
downturn in the investment markets

February 19, 2010 WW\V. pSEers.state.pa.us 38




Market Retwmns Scenario 1

*Alternative Funding assumptions:

Public School Employees' Retirement System of Pennsylvania

Projection of Contrtbution Rates and Funded Ratios As of June 30, 2009
Market Retwuns and Pension Rate Floors Set by User and are the same for both Cuirent and Alternative Funding

- Fresh-start accrued Lhiability payvments over 30 yvears
- If applicable, the FYE 2011 rate is limited to the FYE 2010 pension rate + 1.00% and all succeeding yvears are limited to the prior FYE's pension rate + 3%

Cwrent Law Alternative Funding * Total Employer Rate Funded Ratio
Fiscal
Year Appropriation | Fiscal Year Fwployee Health
Ending Payroll Market Rate | Contribution Employer Unfunded Employer Unfunded | Pension Rate Care Alternative Alternative
June (thousands) of Retwn Rate Normal Cost | Liability Rate | Normal Cost | Liability Rate Floor Contribution | Cwrrent Law Funding* Cwrent Law Funding*
2008 | F 12,881,244 482)\% 725 % 668 % (0.24) % 668 % (0.24) % 4.00 % 063 % 713 % 713 % 86.0 % 86.0 %
2008 12,500,00 (26.54) 7.28 .68 (337 .68 (337 4.00 076 476 476 79.2 79.2
2010 12,8990 2.00 732 7.35 {3.72) 7.35 {3.72) 4.00 078 478 478 734 734
2011 13, 510,0p0 (7.40) 7.34 8.08 (0.50) 8.08 1151 4.00 0.64 22 5.64 £5.2 £4.9
2012 13,920,889 (5.30 737 8.02 1.85 8.02 1351 4.00 072 10.59 872 54.0 533
2013 14,3453 270 7.38 8.00 2135 8.00 18.17 4.00 072 30.07 1172 467 42.9
2014 14,797 66 8.00 7.40 7.96 2572 7.96 24.33 4.00 071 34.39 1471 445 373
2015 15,280,148 w.g?/ 742 793 2892 793 29.81 4.00 070 37.55 17.70 432 323
2016 15,794 512 : 743 791 3022 791 3277 4.00 0.63 3881 20.68 434 293
2017 16,341,270 2.00 7.44 7.89 37 7.89 3564 4.00 0.67 39.83 23.67 454 278
2018 16,926,735 8.00 745 787 3134 787 47 4.00 0.65 39.86 26.65 479 214
2019 17,557 664 8.00 746 785 3070 785 3849 4.00 0.64 39.19 29 64 a0.6 216
2020 18,232,076 2.00 746 7.84 2973 7.84 39.03 4.00 061 38.18 3261 533 284
2021 18,948,040 2.00 747 7.82 28.70 7.82 3925 4.00 0.59 ETAN 56.1 299
2022 19,703,172 2.00 747 781 27.64 781 3916 4.00 0.59 36.04 A;Z\ 58.8 321
2023 20,493 701 2.00 748 779 26.60 779 3878 4.00 0.59% 34.98 41,59 616 348
2024 21,321,539 8.00 748 778 2557 778 38.11 4.00 0.59 33.94 4459 4.2 383
2025 22,185,011 8.00 7.48 A 24.58 A 3714 4.00 0.5% 32.94 45,50 £6.9 42.0
2026 23,081,835 2.00 748 A 23.63 A 35.87 4.00 0.59 3189 4423 69.5 457
2027 24,006,797 2.00 749 775 2272 775 34.49 4.00 0.59 3106 42.83 720 493
2028 24,958,599 8.00 749 774 21.85 774 3318 4.00 0.59 30.18 4151 745 52.8
2029 25,937 456 8.00 749 773 2103 773 3192 4.00 0.59 29.35 40.24 769 56.2
2030 26,943 962 8.00 7.4% 772 20.24 772 3073 4.00 0.5% 28.95 % 793 5985
2031 27,978,093 2.00 749 A 1949 A 2960 4.00 0.59 2179 816 627
2032 29,041,527 2.00 748 770 18783 770 28.51 4.00 0.59 2007 36.80 839 658
2033 30,136,493 2.00 749 768 15.97 768 2748 4.00 0.59 24.25 3576 859 639
2034 31,268,441 8.00 7.4% 768 14.51 768 26.48 4.00 0.59 2278 3475 876 719
2035 32,446,271 8.00 7.50 766 13.02 766 25.52 4.00 0.59 2127 33T 89.2 74.9
2036 33,675,824 2.00 7.50 .64 11.71 .64 24.59 4.00 0.59 19.94 3282 a0.6 778
2037 34,956,565 2.00 7.50 763 10.24 763 23.69 4.00 0.59 1846 3191 819 a0.6
2038 36,292,078 2.00 750 762 9.65 762 2282 4.00 0.59 17.86 3103 831 834
2039 37,690,635 .00 7.50 760 10.28 760 21.97 4.00 0.59 18.47 30.16 9.4 86.2

The Board at its January 2009 meeting adopted fo reduce the inferest rate from 8.50% to 8.25% for the June 30, 2008 valuation and fo 8.00% thereafier.




Public School Employees' Retirement System of Pennsylvania
Market Returns and Pension Rate Floors Set by User and are the same for both Current and Alternative Funding
Market Returns Scenario 1

Alternative Funding Assumptions:

- Fresh-start accrued liability payments over 30 years.
- If applicable, the FYE 2011 rate is limited to the FYE 2010 pension rate + 1.00% and all succeeding years are limited to the prior FYE's pension rate + 3%.

Projection of Total Employer Contribution Rate
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Public School Employees’ Retirement System of Pennsylvania
Market Returns and Pension Rate Floors Set by User and are the same for both Current and Alternative Funding
Market Returns Scenario 1
Alternative Funding Assumptions:
- Fresh-start accrued liability payments over 30 years.
- If applicable, the FYE 2011 rate is limited to the FYE 2010 pension rate + 1.00% and all succeeding years are limited to the prior FYE's pension rate + 3%.

Projection of Funded Ratio
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Projection Showing
Alternative Funding Proposal

FOR EXAMPLE PURPOSES ONLY
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Market Returns Scenario 1

Alternative Funding assumptions:
- Fresh-start accrued liability payments over 30 years

with level percent of pay amortization beginning FY2011.
- PUC funding method is used beginning FY2011.
- Fresh-start asset smoothing over 10 years beginning FY2010.

Public School Employees’ Retirement System of Pennsylvania
Projection of Contribution Rates and Funded Ratios As of June 30, 2008

Market Returns and Pension Rate Floors Set by User

Alternative Benefit Provisions for Members Enrolled after 6/30/10

- Ten year vesting.
- An 8.0% conversion rate is used to determine annuity equivalent of member contribution.
Other Special Funding Provisions

- The Total Employer Pension Contribution Rate is limited to the prior FY contribution plus:

3.46% for FY2011, 3.50% for FY2012 and 4.50% for FY2013 and after.

Projected
Fiscal Total Total Unfunded
Year Appropriation | Fiscal Year Pension Employee | Employer | Unfunded | Preliminary Health Employer Employer Accrued
Ending Payroll Market Rate Rate Contribution| Normal Liability Employer Care Contribution | Contribution Funded Liability GASB
June (thousands) of Return Floor Rate Cost Rate Pension Rate | Contribution Rate (thousands) Ratio ($ Millions) | Compliant?
2007 $ 11,821,951 2293 % 400 % 721 % 6.62 % (0.95) % 5.67 % 0.74 % 6.46 % 85.8 %| $ 9,438.0
2008 12,881,244 (2.82) 4.00 7.25 6.68 (0.24) 6.44 0.69 7.13 88.2 8,372.2
2009 12,402,702 (26.54) 4.00 7.29 6.68 (3.37) 3.31 0.76 4.76 $ 590,369 87.3 9,027.7
2010 12,899,000 8.00 4.00 7.32 7.35 (4.90) 2.45 0.78 4,78 616,572 83.0 12,468.1
2011 13,297,917 8.00 4.00 7.34 8.97 4.62 13.59 0.76 8.22 1,093,089 78.8 16,116.0
2012 13,703,700 8.00 4.00 7.36 8.91 5.62 14.53 0.75 11.71 1,604,703 74.9 19,699.6
2013 14,132,543 8.00 4.00 7.38 8.75 7.14 15.89 0.74 16.20 2,289,472 71.6 23,015.0
2014 14,586,335 8.00 4.00 7.40 8.55 8.53 17.08 0.73 17.81 2,597,826 68.4 26,415.1
2015 15,066,759 8.00 4.00 7.41 8.36 9.76 18.12 0.72 18.84 2,838,577 65.2 29,967.7 yes
2016 15,573,718 8.00 4.00 7.43 8.17 10.96 19.13 0.70 19.83 3,088,268 62.0 33,657.7 yes
2017 16,142,656 8.00 4.00 7.44 7.98 12.15 20.13 0.69 20.82 3,360,901 58.9 37,463.1 yes
2018 16,775,322 8.00 4.00 7.45 7.80 13.30 21.10 0.66 21.76 3,650,310 56.0 41,358.5 yes
2019 17,455,288 8.00 4.00 7.46 7.66 14.41 22.07 0.65 22.72 3,965,841 55.4 43,197.0 yes
2020 18,162,732 8.00 4.00 7.46 7.56 15.51 23.07 0.63 23.70 4,304,567 55.2 44,759.1 yes
2021 18,892,698 8.00 4.00 7.47 7.48 15.86 23.34 0.63 23.97 4,528,580 55.3 46,144.3 yes
2022 19,647,596 8.00 4.00 7.47 7.42 16.16 23.58 0.63 24.21 4,756,683 55.6 47,342.3 yes
2023 20,410,266 8.00 4.00 7.48 7.39 16.42 23.81 0.63 24.44 4,988,269 56.1 48,344.2 yes
2024 21,193,946 8.00 4.00 7.48 7.36 16.65 24.01 0.63 24.64 5,222,188 56.8 49,142.6 yes
2025 22,003,426 8.00 4.00 7.48 7.33 16.85 24.18 0.63 24.81 5,459,050 57.7 49,731.8 yes
2026 22,834,366 8.00 4.00 7.48 7.30 17.01 24.31 0.63 24.94 5,694,891 58.8 50,107.2 yes
2027 23,685,324 8.00 4.00 7.49 7.26 17.15 24.41 0.63 25.04 5,930,805 60.0 50,266.0 yes
2028 24,555,722 8.00 4.00 7.49 7.22 17.28 24.50 0.63 25.13 6,170,853 61.4 50,206.4 yes
2029 25,449,735 8.00 4.00 7.49 7.17 17.39 24.56 0.63 25.19 6,410,788 62.8 49,927.7 yes
2030 26,363,516 8.00 4.00 7.49 7.11 17.50 24.61 0.63 25.24 6,654,151 64.4 49,413.2 yes
2031 27,298,062 8.00 4.00 7.49 7.05 17.61 24.66 0.63 25.29 6,903,680 66.1 48,642.8 yes
2032 28,257,334 8.00 4.00 7.49 6.97 17.72 24.69 0.63 25.32 7,154,757 67.8 47,594.1 yes
2033 29,244,417 8.00 4.00 7.49 6.88 17.82 24.70 0.63 25.33 7,407,611 69.7 46,241.7 yes
2034 30,273,768 8.00 4.00 7.49 6.79 17.92 24.71 0.63 25.34 7,671,373 71.7 44,557.2 yes
2035 31,352,280 8.00 4.00 7.50 6.69 18.00 24.69 0.63 25.32 7,938,397 73.9 42,508.9 yes
2036 32,474,039 8.00 4.00 7.50 6.59 18.09 24.68 0.63 25.31 8,219,179 76.1 40,061.5 yes
2037 33,646,269 8.00 4.00 7.50 6.49 18.16 24.65 0.63 25.28 8,505,777 78.5 37,176.0 yes
2038 34,868,123 8.00 4.00 7.50 6.39 18.23 24.62 0.63 25.25 8,804,201 81.1 33,809.6




Public School Employees' Retirement System of Pennsylvania
Market Returns and Pension Rate Floors Set by User and are the same for both Current and Alternative Funding

Market Returns Scenario 1
Alternative Funding Assumptions: Alternative Benefit Provisions for Members Enrolled after 6/30/10
- Fresh-start accrued liability payments over 30 years - Ten year vesting.
with level percent of pay amortization beginning FY2011. - An 8.0% conversion rate is used to determine annuity equivalent of member contribution.
- PUC funding method is used beginning FY2011. Other Special Funding Provisions
- Fresh-start asset smoothing over 10 years beginning FY2010. - The Total Employer Pension Contribution Rate is limited to the prior FY contribution plus:

3.46% for FY2011, 3.50% for FY2012 and 4.50% for FY2013 and after.

Projection of Total Employer Contribution Rate
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The Board at its January 2009 meeting adopted to reduce the interest rate from 8.50%to 8.25% for the June 30, 2008 valuation and to 8.00% thereafter.
This projection model was created at the request of, and sole use by, PSERS. Any unauthorized user should contact PSERS or Buck for proper interpretation of results.
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Public School Employees' Retirement System of Pennsylvania
Market Returns and Pension Rate Floors Set by User and are the same for both Current and Alternative Funding

Alternative Funding Assumptions:
- Fresh-start accrued liability payments over 30 years

with level percent of pay amortization beginning FY2011.
- PUC funding method is used beginning FY2011.

- Fresh-start asset smoothing over 10 years beginning FY2010.
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200 |

Market Returns Scenario 1
Alternative Benefit Provisions for Members Enrolled after 6/30/10

- Ten year vesting.
- An 8.0% conversion rate is used to determine annuity equivalent of member contribution.
Other Special Funding Provisions

- The Total Employer Pension Contribution Rate is limited to the prior FY contribution plus:
3.46% for FY2011, 3.50% for FY2012 and 4.50% for FY2013 and after.

Projection of Funded Ratio

February 19, 2010
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Alternative Proposal:

Alternative Funding Assumptions:

- Fresh-start accrued liability payments
over 30 years with level percent of pay
amortization beginning FY2011

- PUC funding method is used
beginning FY2011

- Asset smoothing over 10 years
beginning FY2010

Alternative Benefit Provisions for Members Enrolled after
6/30/10
-Ten year vesting.
- An 8.0% conversion rate is used to determine annuity
equivalent of member contributions
Other Special Funding Provisions
-The Total Employer Pension Contribution Rate is limited to
the prior FY contribution plus:

3.46% for FY2011, 3.50% for FY 2012 and 4.5% for FY2013
and after.

Projection of Total Employer Contribution Rate
As Percentage of Payroll

Governor’s Proposal:
Alternative Funding Assumptions:

-Fresh-start accrued liability
payments over 30 years.

-- If applicable, the FYE 2011 rate is
limited to the FYE 2010 pension rate
+ 1% and all succeeding years are
limited to the prior FYE's pension
rate + 3%.

February 19, 2010
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Alternative Proposal:

Alternative Funding Assumptions:

- Fresh-start accrued liability payments
over 30 years with level percent of pay
amortization beginning FY2011

- PUC funding method is used
beginning FY2011

- Asset smoothing over 10 years
beginning FY2010

Alternative Benefit Provisions for Members Enrolled after
6/30/10
-Ten year vesting.
- An 8.0% conversion rate is used to determine annuity
equivalent of member contributions
Other Special Funding Provisions
-The Total Employer Pension Contribution Rate is limited to
the prior FY contribution plus:

3.46% for FY2011, 3.50% for FY 2012 and 4.50% for FY2013
and after.

Projection of Funded Ratio

Governor’s Proposal:
Alternative Funding Assumptions:

-Fresh-start accrued liability
payments over 30 years.

-- If applicable, the FYE 2011 rate is
limited to the FYE 2010 pension rate
+ 1% and all succeeding years are
limited to the prior FYE's pension
rate + 3%.

February 19, 2010
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Options

WWhatever selutien Is developed, RoWwWeVer,
sheuld be geverned by the fellowing principles:

x|t must be actuarially’ reasenable

s It should have an emploeyer contribution rate that at
a minimum, sheuld be the emploeyer nermall cost:
plus seme reasenakle amoeunt to amertize the
System’s, unfunded l1anIlity

s It should be able to withstand reasonable stress
tests

= [t should reflect fiscally doable Increases in the
emploeyer contribution rate to a reasenable plateau

s @ the extenit pessible; it sheuld have budgetany
predictaniity

s It should Incerporate previsiens te aveld/mitigate a
future funding crisis, e.g. a employer contribution
rate floor set at the employer nermal cost
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Options
s It should aveld undue risk; e.g. aveild
excessive reliance on POB*s
s [t sheuld set the policy with respect: to fiuture

COLA's, I.e. either:

Are they to continue oni an autematic or aad.
foc hasis, InfwWhich case they sheuld be pre-
funded to reduce overall'cests; or

Are they are te be discontinued for alll or seme
poertion of present and/oer future retirees

x|t should address the poetential off future
penefit enhancements, e.g., When and at
what funding/level will they be permissiile,

If at all
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Options

s |t must provide an adeguate pension
pPeRefit at a reasenanle cost that will
attract and retain employees, and
reasenakly sustain them wWhen retired

s [he propesed selution must e politically
acceptanle or reasenally “sellable™ to the
Generall Assembly, the Gevermnor, the
public, PSERS" constituent groups, the
media, etec.

s [[he propesed selutien must be legally
correct/defensible, 1.e. not subject to
potentially suceessitul litigation
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Conclusions




Conclusions
There Is no silver bullet to resolve PSERS’

funding Issues

s Selutien will likely be a combination off several
approeaches and will enly smoeoeth eult: the rate
plateauand lewer the peak

Under all options, hewever, there will lbe a
need for significant additienal fiunding te
the System

Increases inithe employer contribution rate
Wil eccur befere EY 204.2-201.3

a The EY 2010-204'1 rate will lbe 8.22%6 compared
0 4. 78%0 tor EY 2009-2010

s The FY 2011-2012 rate Is projected to exceed
the EY 2010-201.1 rate
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Conclusions

Converting the System te a DC or Hybrid
planwill not effect the current liabilities
or reselve the Immediate iunding
CONCErRS

a lnrfact It may aggravate the
Commonwealth’siand School Empleyer’s cash
fHew preblems as they willibe supperting two
pPension plans

Politically, seme prospective benelit cuts
are prekably inevitanle; even it enly.
Ssymbolic In nature With respect te
reselving the rate spike

Similarly, politically, benefit
enhancements are not likely now or In
the near future
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Conclusions

Einally; this issue pesits the fundamental
guestion/dilemma of what level of benefits and
empleyer contribution rate are afferdable fior
the Commenwealthrand Schoeol Employers
Versus what IS an adeguate level of retirement
ber)ef(ijts for school employees, both active and
retire

s Is a plan withranannuallempleyer nermal cost of
8%+ /- afferdalble?

x What impact Will pessible structural changes have
on the attraction and retention of school
employees?

s Willistructural changes create a larger problem; by,
supstituting Inadeguate and unsecured: retirement
options that may ultimately cause future retirees to
rely on other government programs, each with
thelr own funding Issues?
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Conclusions

AS suchi, the reselution ofi the current
funding Issues confronting PSERS is a vital
Imperative for the Agency and represents
the greatest challenge the Agenecy has
faced I ItS RISterY

Therefore PSERS Is cammitted to providing
all availaiple assistance to the Gevernor,
Generall Assembly and School Empleyers to
splve the rate spike and future iunding
ISsues, ASAP

s PSERS will continue te be very public with the issue in an
attempi to raise awareness

s Will'keep you apprised of developments in the coming
year
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Questions?
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