Presentation of 12/31/09
Valuation Results to the

Joint Committee on Pensions,
Investments and Benefits

Presented by:

Patrice A. Beckham, F.S.A.
Principal and Consulting Actuary

September 2, 2010

L) Milliman



Purpose of Actuarial Valuation

= Measurement of Assets and Liabilities
— Use assumptions to estimate future benefit payments
— Apply cost method to allocate to periods of service
— Snapshot on single date

Calculate Employer Contribution Rates
— FY13 for State
— FY12 for Local

= Disclosures for Financial Reporting

Baseline for Pricing Legislation
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12/31/09 Actuarial Valuation

= No change
— Assumptions

— Actuarial methods
= [irst valuation with Tier 2 Members

= Active member count increased for State and Local
due to first day coverage
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Valuation Results

= UAL decreased about $602 million

= Actuarial Value Greater Than Market Value
— 2009 Return on MVA about +23%
— Deferred loss is still about $1.7 billion
— Significant implications for future years

= Contribution Rates
— Actuarial contribution rates lower than last year
— Shortfall in contribution rate still exists
— State and Local still in actuarial balance, but not School
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Actuarial Value of Assets

= Market value not used directly in valuation

= Asset valuation method used to smooth the effect of
market fluctuations

= Gain/loss as measured on market value recognized
over 5 years

= Resulting value of actuarial assets must be within
corridor of 80-120% of pure market value
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Asset Values ($M)

Value at 12/31/08

= Contributions

= Benefit Payments

= |nvestment Income
Preliminary value at 12/31/09
Application of corridor

Final value at 12/31/09

Approximate Return
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MVA
$ 9,856
747
(1,058)
2,210

$ 11,755
N/A

$ 11,755

23.1%
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AVA
$ 11,828
747
(1,058)
1,944
$ 13,461
N/A
$ 13,461
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Market vs. Actuarial Value

= Actuarial/Market = 115%

= Deferred recognition of investment experience:
$1.7 billion
= Significant deferred loss yet to be recognized

— Expect loss on actuarial assets in future years even if 8%
expected return met

— Loss will translate to higher UAL and lower funded ratio
absent offsetting favorable experience
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Unfunded Actuarial Liability (UAL)

= Actuarial Liability less Actuarial Assets

= |[mpacted by:
— benefit changes
— experience gains/losses
— assumption and method changes
— actual contributions

= EXxpected to increase:

— Payment methodology results in increase in UAL

— Planned difference in contribution rates increases UAL
each year

— Deferred investment losses are significant
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12/31/09 UAL ($M)

Actuarial
Liability(AL)

State $ 3,696
School 11,437
Local 3,624
KP&F 2,232
Judges 148

Total $ 21,138*

* Amounts may not add due to rounding
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Actuarial

Assets

$ 2,890
6,438
2,309
1,702
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$ 806
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. [ ] -
Milliman



Change in UAL ($M)

UAL 12/31/08 $ 8,279
Cap/Timing/Method 480
Experience

— Investment (1,011)

— Other (71)
Assumption Change 0
Benefit Change 0
UAL 12/31/09 $ 7,677
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Funded Ratio
(Actuarial Assets/Actuarial Liability)

December 31

2005 2006 2007 2008

State 85% 86% 87% 2%
School 61% 61% 63% 52%
Local 67% 69% 70% 59%
KP&F 80% 83% 86% 71%
Judges 85% 87% 89% 75%
Total 69% 69% 71% 59%
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Funded Ratio on Actuarial

12/31/04
Using Actuarial Value of Assets:
Funded Ratio (AVA/AL) 70%
Unfunded Actuarial $4,743

Liability (AL-AVA)

Using Market Value of Assets:
Funded Ratio (MVA/AL) 71%
Unfunded Actuarial $4,536

12

Liability (AL-MVA)
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12/31/05

69%
$5,152

2%
$4,583

and Market Value

12/31/06

69%
$5,364

76%
$4,184

12/31/07

71%
$5,552

75%
$4,817

other purposes. Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work.

12/31/08 12/31/09

59% 64%
$8,279 $7,677
49% 56%

$10,250 $9,384
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Contribution Rates
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System
State
School
Local
KP&F
Judges
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12/31/08 12/31/09
11.13% 9.55%
14.96% 14.69%
10.42% 9.44%
17.88% 16.54%
26.38% 23.75%
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9.37%
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7.34%
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Projected Funded Status-Total System

Return in 2010

8% 0% -8%
Valuation Date Funded Funded Funded
(12/31) UAL Ratio UAL Ratio UAL Ratio
2009 $7,677 64% $7,677 64% $7,677 64%
2010 8,681 61% 8,867 60% 9,571 57%
2011 9,814 58% 10,259 56% 10,703 54%
2012 10,920 55% 11,628 52% 12,412 49%
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Funding Projections
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= Not precise predictions but general estimates

= Based on many assumptions

8% return on market value from 12/31/08 forward
All actuarial assumptions met
Current plan provisions

Current statutory caps and timing lag
New entrant profile
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State Funded Status
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Funded Ratio
Actuarial Rate
Statutory Rate

ARC Date
ARC Rate
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12/31/08 12/31/09
2% 8%
11.13% 9.55%
8.77% 9.37%

FY2022 FY2018
14.50% 11.86%
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State Projected Funded Ratio

17

Ratio
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The funded ratio is projected
to decline to 67% as asset
losses are recognized and

then increase steadily .

2010 2013 2016 2019 2022 2025
January 1 Valuation
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School Funded Status
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Funded Ratio
Actuarial Rate
Statutory Rate

ARC Date
ARC Rate
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Valuation Results

12/31/08 12/31/09
52% 56%
14.96% 14.69%
8.77% 9.37%
None None
N/A N/A
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School Projected Funded Ratio
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Ratio

100% -
80% -
60%
40% The funded ratio is expected to
decline to 47% by 2013 and to
20% remain below 60% until 2026.
0% T T T T T T T T T T T

2010 2013
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Local Funded Status

20

Funded Ratio
Actuarial Rate
Statutory Rate

ARC Date
ARC Rate
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Valuation Results

and assu

12/31/08 12/31/09

59% 64%
10.42% 9.44%
6.74% 7.34%

FY2020 FY2019
11.90% 10.64%
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Local Projected Funded Ratio

100% -

Ratio
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80% -

60% -

40% -

20%

The funded ratio will decline
below 60% as asset losses are
recognized and then is
projected to steadily increase.

0%

2010

2013 2016 2019 2022 2025 2028
January 1 Valuation
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Comments on Valuation

= Actuarial value is 15% higher than market value
= School group not in actuarial balance
= State/Local ARC rates around 12%

= Concern for long-term funding given current funding
levels and projected employer contributions.

— Further analysis

— Action needed
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