A HISTORY OF UNDERFUNDING THE ARC LED TO THE CURRENT UNDERFUNDING OF

TEACHERS PLAN, FURTHER NEGATIVELY IMPACTED BY GREAT RECESSION
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EMPLOYEE CONTRIBUTIONS HAVE INCREASED

Teachers (VSTRS):

In 2009, a teacher paid 3.54% of salary for their pension. Employees agreed to an increase to 5%
effective 7/1/10. Employees also agreed to work longer to receive a full benefit - the result was a
reduction for taxpayers of $15 million per year in the ARC, increasing over time.

For new employees after 7/1/15, that increased to 6%, generating $1 million initial annual savings,
increasing each year

State Employees (VSERS):

In 2010, Group A, D and F employees were paymg 5.1% of pay for their retirement, scheduled to go
to 4.85% in FY16

Employees agreed to increase this to 6.4% effective 7/1/10. In 2016, employees agreed to
increase to 6.65%. Group C employees agreed to similar increases and are paying 8.53% of payroll
today. For FY17, this is estimated to result in at least $8.4 million in additional contributions from
state employees.
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HISTORY OF DISCIPLINED INCREMENTAL STEPS TO REDUCE
PENSION AND RETIREE HEALTH CARE LIABILITIES

2005: Teacher Study made changes to the Statew actuarial methods and put full funding of the ARC on track. The Legislature has consistently
adopted a budget with full funding of the ARC since 2007

2008: Committee restructured state system (VSERS) Group F benefits, lengthening age of retirement, effective in FY2009, in concert with health-
care changes

2009: Pension and Health Care Study completed providing basis for negotiated savings over the next few years for both VSERS and the
teacherseVSTRS) system

2010 VSTRS: Lengthened age for normal retirement, contribution increases, and other changes, éffective in FY2011, resulting in $15 million in
annual pension savings. In addition to pension costs, additional health care savings accrued

2011 VSERS: Employee contribution rate increases beginning FY2012, initially generating $5 million in savings per year, increasing each year

2011-2012 VSTRS: Secured one-time revenues in excess of $5 million for VSERS and VSTRS under the Federal Early Retirement Reinsurance
Program

12012 - 2015: Incremental increases in employee and employer contributions to municipal system (VMERS), demonstrating shared responsibility
by all parties. These changes put VMERS on a stronger financial track

2014 VSTRS: additional contribution increases for new and non-vested members, effective FY2015, generating $1 million initial annual
savings, increasing each year

2014 VSTRS: Statute change permitting that teacher pension costs be charged to federal grants, effective FY2016, creating an estimated $3 to $4
million of savings per year 27



HISTORY OF DISCIPLINED INCREMENTAL STEPS TO REDUCE

PENSION AND RETIREE HEALTH CARE LIABILITIES (ctd.)

a 2015: Created Retired Teachersodlealth and Medical Benefits Fund starting FY2015

»  Since the 1980s, health care premiums for teachers were paid out of a sub-trust of teachers pension fund. By 2014 this arrangement was
costing over $20 million per year in interest costs.

= Collaborative solution: Successfully convened over a dozen stakeholders, including employee group, to address the problem with
combined pension health care changes. In addition to pension and health care changes previously stated, a new health care assessment
for LEAs was implemented, linking local employment decisions to the benefit costs.

s Projected to save taxpayers $480 million in unfunded liability interest costs through FY2038.

= 2016: Changes to the amortization financing schedule for VSERS and VSTRS. Will result in saving $165 million in interest from present to 2038.
= 2016: Increased employee contributions will result in $1.2 million in annual savings, with savings growing larger in future years.

] 2018: Paid additional $26.2 million above ADEC for VSTRS and $12.5 million for VSERS

a  2018: Risk Assessment per ASOP 51 ¥ Early Implementation by State

= 2019-2020: Amortization Plan enacted in 2016 takes effect

At the same time creatin_g additional Transparency and Accountability
= 2013: Pension forfeiture statute adopted for all three systems (VSERS, VSTRS, VMERS).

= 2015: VSERS Disability retirement reform permitting wage verification of disability pensioners.

Collaborative Approach Key to Success
= All benefit changes made though collaborative efforts involving Administration, Treasurers Office, Legislature and employee groups.

= No court litigation disruptions in planned implementations.

Recent Actuarial Assumption Changes:
= Lowered investment rate of return assumption to 7.5% based on independent analysis by actuary and pension consultant.

] Updated mortality table assumptions.
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