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PERS Earnings Crediting Reports

ORS 238.670(5) directs the PERS Board to submit a preliminary earnings crediting
report to the legislature at least 30 days prior to making any final allocation.

On January 31, 2017, the PERS Board submitted its preliminary earnings crediting
report to the Joint Committee on Ways & Means co-chairs (a copy of that report is
Included as an appendix to this presentation).

In that report, the PERS Board highlighted a pending decision to allocate excess
funds currently held in the Contingency Reserve, and solicited comments from
stakeholders on whether and how that allocation should occur.
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Contingency Reserve Allocation — Background

ORS 238.670 allows the PERS Board to allocate earnings in excess of the assumed
earnings rate (7.5%) in any given year to the Contingency Reserve. Funds in that reserve
can be used for specified purposes, but there is a “catch-all” that allows the PERS Board
broad discretion in allocating those funds. The following table lists some recent
allocations from the reserve:

Calendar Amount Purnose
Year Allocated P

2004 $1,629 million = Reduce Contingency Reserve balance to $250M
2006-08 $ 5 million = Pay member and employer costs for LSVP change
2011 $ 199 million Liquidate 2008 Tier One Rate Guarantee deficit

2014 $ 7million  “Final Average Salary” settlement
2016 $ 67million Moro COLA restoration payments to members

Funds held in the Contingency Reserve (and the Tier One Rate Guarantee Reserve) are
not factored into the system valuation as assets available to pay liabilities (i.e., benefits).
When those funds are instead allocated to member or employer accounts and reserves,
the available assets increase and the system’s unfunded actuarial liability is reduced.
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Contingency Reserve Allocation — Status

Currently, the reserve has an existing balance of $583.7 million. Of this balance:

= $25 million was set aside from earnings on Employer Reserves, as directed by statute,
to be applied against any deficit in the fund by reason of an insolvent employer

= Approximately $21.8 million was authorized by the PERS Board at its November 18,
2016 meeting to be applied against the costs of resolving the OPSRP Contribution
Start Date issue, as requested by the agency’s Employer Advisory Group

= All the material costs for the Moro Project (restoring COLA that was not paid because
of the 2013 legislation that was later overturned) have already been recovered

After allowing for these costs and commitments, the remaining balance in the
Contingency Reserve as of the end of calendar year 2016 is a $536.3 million.

At its March 28, 2016 meeting, the Board adopted a funding level for the Contingency

Reserve of 0.25% of the system’s accrued liability. Based on the December 31, 2015
system valuation, the Contingency Reserve is currently over-funded by $345.8 million.
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Contingency Reserve — Pending Action

Using the funding level for the Contingency Reserve at 0.25% of the system’s accrued
liability, the Contingency Reserve is currently over-funded by $345.8 million based on
the December 31, 2015 system valuation. As in the past, when the PERS Board has
determined that this reserve is over-funded, there are a number of options for lowering
this reserve to the designated level:

= Redistribute the excess funding proportionally to those accounts and reserves whose
earnings are used to fund the Contingency Reserve;

= Credit the excess funding to an existing reserve or account (e.g., the Benefits-in-Force
Reserve to support future benefit payments or, previously, this reserve was used to
eliminate the deficit from 2008 in the Tier One Rate Guarantee Reserve);

= Retain the excess funding in the Contingency Reserve and allow future charges
against the reserve or growth in the system’s accrued liability gradually move towards
the adopted funding level;

= Apply the excess funding towards other purposes, as this reserve can be used to
provide for any contingency that the PERS Board may determine to be appropriate.

The PERS Board has asked for stakeholder comments by March 15, 2017, so they can
consider them when they make a final decision at their April 3, 2017 meeting.
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Preliminary 2016 Earnings Crediting ($M)

Reserve/Account I;ael?;:cee Crigilt?ng lefta;; © li;)tle6s
Crediting Crediting

Contingency Reserve 583.7 583.7 N/A
Tier One Member Regular Accounts 4,575.5 343.2 4,918.7 7.50%
Tier One Rate Guarantee Reserve 183.2 (3.9) 179.3 N/A
Benefits-In-Force (BIF) Reserve 20,498.8 1,461.3 21,960.1 7.12%
Tier Two Member Regular Accounts 819.9 58.4 878.3 7.12%
Employer Reserves 23,258.5 1,657.7 24,916.2 7.12%
OPSRP Pension Program 2,817.1 198.8 3,016.0 7.06%
Employer Side Accounts 5,004.6 382.0 5,386.6 Various*
IAP Accounts** 7,085.8 505.9 7,591.7 7.14%
Regular Account Total $64,827.1 $4,603.5 $69,430.6

* Side account earnings rates for lump sums on deposit vary depending on when the deposit was made within the calendar year
and are not affected by Board reserving or crediting decisions.

** Informational only; not affected by Board reserving or crediting decisions.
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PERS Reserve Balances After Crediting

Contirngency Reserve

0.84%
Tier One Member Regular

Accounts 7.34%

IAP Accounts 10.93%

\

UAL Lump-Sum Pmt. Side
Accounts 7.76%

Benefits In Force Reserve

31.63%
OPSRP Pension 4.34%

Tier Two Member Regular

Employer Reserves Accounts 1.27%

35.89%
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Appendix 1: Preliminary
Earnings Crediting Letter
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Eate Browm, Goverzor

The Honorzble Senator Fichard Devlin, Co-Chair

The Honorzble Fepresentative Nancy Mathanson, Co-Chaw
Jeoant Commuttes on Ways and Means

200 Cowrt Street ME

H-178 State Caputol

Salem OF 973014048

Dear Co-Chairpersons:
Nature of the Request

The Public Emplovess Retwement System (FERS) requests acknowledgement of receipt of this report on
the FERS Board's prelimmary crediting of 2016 earmings received through mvestment of the Oregon
Public Emplovess Retirement Fund (OPERF) Eepular Account. Thas report 1s provided i accordance
with ORS 238 670(3), which requres FERS to submut 2 prelimmary earmngs credifmg report to the
approprzte legslative committes at least 30 davs pnior to the final allocation of earmings to member and
emplover aceounts and other reserves. Final earmings erediting 15 curvently schedulad for the PERS
Board's Apnl 3, 2017 mestmg.

Agency Actio

On January 27, 2017, the PERS Board preliminanly approved the allocation of approxamately $4.60
bilhon i OFERF Eegular Account 2016 sarmngs to member and employer accounts and other reserves.

In this preliminary action, the Board allocated earmings (net of expenses and other admstments) at a rate
of 7.12% to the Benefits-In-Force Reserve, 7.12% to Emplover Reserves, 7.12% to Tier Two member
regular accounts, 7.14% to Individual Account Program accounts, and 7.06% to the OPSEP Pension
Rezerve. When eamings exceed the assumed rate, the PEES Board mayv make an allocation to the
Contmpency Reserve. 2016 eamings did not exceed the assumed earmangs rate of 7.30%, so the Board
could not make an allocation.

The Board also prelimunanty approved crediing earmngs at the assumed rate of 7.50% to Tier One
Eﬁnﬁ&ﬂgﬁuﬁscﬁmmmﬁm The Tier One Fate Guarantes Faserve,
established under ORS 238.255(1), 15 used to fund crediting mﬁhmﬁEmHHmEHEDEEEE
regular accounts when eamings are less than the assumed rate. 4 transfar of $3.9 million from the
existing reserve will be credited to Tier One member regular accounts for 2016 earmngs crediting,
resulting in a remaining balance of $179.3 mullion in that reserve.

Contingency Rezerve Dizcussion

Atttz March 28, 2016 meeting, the Board adopted a fimding level for the Contingency Reserve of 1.25%
of the system’s accrued lanlity. Bazed on the December 31, 2013 system valuation, the Contngency
Feserve 15 curently over-funded by $3435 8 million. As in the past, when the PERS Board has determimed
that this reserve 1z over-funded, there are 2 number of options for lowening that reserve to the designated
level:
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¢  Radistbute the excess findimg proporfionally to those accounts znd reserved whose earmings are
used to fund the Contmgency Reserve;

¢ Cyedit the excess imding to 2n existing reserve or account (2.g., the Benefits-in-Force Reserve to
support future benefit payvments or, previously, this reserve was used to elimmate the deficit from
2008 m the Tier One Rate Guarantes Reserve);

¢  Fatam the excess funding mn the Confingency Beserve and allow future charges against the reserve or
growth m the system’s acerued hahality to gradually move towards the adopted finding level; or

¢ Apply the excess fimding towards other puposes, as this reserve can be used to provide for any
contingency that the PERS Board may determme to be appropnate.

To the extent that the Contmgency Reserve 1= deployed to member or employer accounts and reserves,
those funds would merease the assets available to be applied against the plan’s habalifies and reduce the
system’'s unfunded actuanal liability. Funds keld i the Confingency Reserve (znd the Tier One Rate
(uarantes Reserve) are not factored mto the system valuaton.

Given the PERS Board's broad discretion and the substantizl amount of excess funds, the Board 15
seekmg stakeholder mput on a proposed reallocaton. The Board has requested that stakeholders formard
suggestions or considerations to staff by March 13, 2017, when they will be compiled and evaluated for
conzsideration at the Apnl 3, 2017 Board meeting,

A summary of the Board's prelummary decisions 15 reflected in the attacked exbubit.

PERS staff is available to report to the Legizlature and answer questions regarding the Board s
preliminary decisions at your discretion.

Action Requested
PERS requests the Commuttes acknowledge receipt of the report.

Lesizlation Affected
Mo legislation 15 affected by this request.

Sincerely,

R

Steven Pamek Rodeman
Exzecutrve Dhrector

Attachment
Prebmmary 2016 Crediting and Reserving

Prs




[All -E.Fh amonnts in millions)

Oregon Public Employvees Retirement Svstem
Preliminary 2016 Crediting and Reserving

Feserves ﬂeﬂﬂ.....ﬂ
Before 20146 Afiter 2016
n—.n&ﬂm-.m Crediting ﬁ.—.-.&mu.m Faites
Contingency Reserve §583.7 - 55837 HNA
Tier One Member Eegular Accounts 4.575.5 3432 40187 T.50%
Tier One Bate Guarantes Beserve 183.2 3.9 1793 A
Benefiis In Force Beserve 20408 8 144613 21,8601 T.12%
Tier Two Member Eegular Accounnis £18.9 S84 8783 T.12%
Employer Reserves 23,2585 1,6577 240162 | 7.12%
OFPSEF Penzion 28171 1089 3,0165.0 T.06%
*UAL Lump-Sum Pmi. Side Accounts 5,004.5 1820 53866 | Vanous
*LAF Accounts 7.085.8 5039 71,5917 T.14%
Total §64.827.1 $4.603.5 $69.430.6
Reserve Balances After 2016 Crediting

IAF Aocounts 10.53%

UAL Lump-Summ Pret. Side
Acocounts 7.76%

OFEZRF Persion 4.34%

Employer Reserves

313.85%

Contingency Reserve
0.24%

Tier Ot Member Regular
Aocounts 734%

31.53%

Eenafits In Forpe Resere

Tier Twn Member Regular
Accounts 1.27%

*Informanional only. Mot affected by Board ressrving or credidng decisions.
IAP accoumts recerving installmants have slready recaived 2014 eamings.




