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B.1. NOTICE OF COST-OF-LIVING ADJUSTMENT RULES

Vaughn presented the notice of rulemaking for the Cost-of-Living Adjustment Rules, OAR 459-
005-0510 and -005-0520. The proposed rule amendments clarify annual cost-of-living
adjustment method for earned benefits. A rulemaking hearing will be held at PERS
Headquarters August 25, 2015. A second rulemaking hearing will be held in Salem August 27,
2015. The public comment period ends September 1, 2015. No Board action was required.

B.2. NOTICE OF ASSUMED RATE RULE

Vaughn presented the notice of rulemaking for the Assumed Rate Rule, OAR 459-007-0007.
The proposed rule amendments will specify the new assumed rate should the PERS Board adopt
a change. A rulemaking hearing will be held August 25, 2015. The public comment period ends
September 1, 2015. No Board action was required.

B.3. ADOPTION OF DISABILITY APPLICATION RULES

Vaughn presented the revised rules, OAR 459-015-0020, and -076-0020, for adoption. A
rulemaking hearing on the rules noticed previously was held on April 28, 2015. No members of
the public attended the hearing. The public comment period was extended and a second
rulemaking hearing was held on June 23, 2015. No public attended. The public comment period
for both rules ended July 1, 2015. No public comment was received. The rule changes make
housekeeping edits to properly incorporate defined terms “date of termination,” “date of
separation from service,” and “date of disability.”

Board member Krystal Gema moved to adopt modifications to the Disability Application rule,
as presented. Furnstahl seconded. The motion passed unanimously.

B.4. ADOPTION OF REEMPLOYMENT OF OPSRP RETIREES RULES

Vaughn presented the revised Reemployment for OPSRP Retirees rules: OAR 459-075-0300,
and -080-0300 for adoption. A rulemaking hearing was held June 23, 2015, and the public
comment period ended on July 22, 2015. No members of the public attended the hearing and no
public comment was received. The modifications clarify the standard for number of hours a
retired OPSRP member can work in the calendar year in which they retire without affecting their
status as a retired member.

Board member Rhoni Wiswall moved to adopt modifications to the Reemployment of OPSRP
Retirees rules as presented. Gema seconded. The motion passed unanimously.

ACTION AND DISCUSSION ITEMS

C.1. LEGISLATIVE UPDATE

Senior Policy Advisor Marjorie Taylor presented. She highlighted 10 bills which are either
under consideration or signed by the Governor. PERS staff is working through implementation
of these new or revised provisions. House Bill 5034, PERS’ Agency budget bill, included
funding for additional call center, budget calculations, and data verification staff. It also
included budget notes requiring PERS to report to the 2016 legislature on any Board approved
change to the assumed earnings rate; a risk assessment of agency business continuity and
disaster preparedness; and a statutory review of how to simplify benefit structure and reduce the
costs of administration.
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C.2. CONTRACTED ACTUARIAL SERVICES

Procurement and Facilities Manager Robert Jones presented. The contract for actuarial services
contract expires on December 31, 2015. Through a formal solicitation process, Milliman was
selected. With assistance from the Department of Justice, both parties agreed on a contract that
will provide actuarial services through December 31, 2019, with options for six additional years

Wiswall asked if this contract starts a new 10-year clock for Milliman’s services. Jones
responded that the contract would become effective January 2016. Thomas reviewed the
decision matrix used by the committee.

Wiswall moved to direct staff to proceed with the award of the contract to Milliman based upon
the mutually agreed upon terms and conditions. The contract’s term will be four years,
beginning January 1, 2016, with options to renew for three additional two-year terms, up to a
maximum contract length of 10 years. Furnstahl seconded. The motion passed unanimously.

C.3. MORO IMPLEMENTATION UPDATE

Mary Dunn, Financial and Administrative Services Division, presented. Dunn reviewed the
current status of implementing the changes as a result of the Moro case.

The project’s fiscal impact projection of $1.6 million was approved by the legislature by an
amendment to the agency’s budget, House Bill 5034. The funds represent staff costs to restore
member benefits and for system changes to administer 2016 and future cost-of-living
adjustments (COLA) based on the Supreme Court’s decision.

PERS will pay a 2% COLA in August to all 132,000+ who are eligible for this benefit. The next
milestone will be to determine the amount of underpaid COLA to a population of about 123,000
retirees and send out retroactive payments in October.

In September, there will be a request to use the Contingency Reserve to cover the cost of the
retroactive COLA payments. West commented that he is impressed with the speed with which
PERS has put together a package to restore member benefits.

Chair Thomas discussed the moving parts of the benefit structure and the importance of good
inputs and information to make decisions.

C.4. VALUATION METHODS & ASSUMPTIONS INCLUDING ASSUMED RATE OF
RETURN

Matt Larrabee and Scott Preppernau of Milliman presented. Since the May meeting, there has
been significant data analysis. In addition to the Moro ruling, the assumption review analysis
also indicates a change in the mortality assumptions. The new consensus from nationwide
studies is that future life expectancy rates have increased. Increased life expectancy results in a
significant impact to liability. Considering all assumptions, an increase of $3.6 billion in UAL is
expected.

Thomas commented on the last time assumed interest rates were reviewed and the fiduciary
responsibility of the Board.

West moved to reduce the assumed interest rate to 7.5 percent effective January 1, 2016.
Furnstahl seconded. The motion passed unanimously.

West noted the impact of the change in the rate and the historical assumptions.
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OPEN FORUM

Joe Gymkowsky came forward to address the Board about his concerns with his retirement from
the City of Portland Fire Department’s plan.

Del Steven, retired deputy chief of Portland fire department, appeared in support of
Gymkowsky’s request and requested that the Board require the City of Portland have a
comprehensive Equal to or Better Than (ETOB) test by an independent actuarial firm.

Dwight Williams addressed the Board, but his matter was previously litigated as a contested
case and a final order was issued.

Thomas adjourned the Board meeting at 2:00 PM.

Respectfully submitted,

R

Steven Patrick Rodeman
Executive Director
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Item A.2.b.

Returns for periods ending 8/31/15

Oregon Public Employees Retirement Fund

Regular Account

Year- 1 2 3 4 5 7 10
- 3
OPERF Policy" Target' | | $Thousands® | | Actual | To-Date’| YEAR | YEARS|YEARS| YEARS|YEARS|YEARS|YEARS
Public Equity 32.5-42.5% 37.5% $ 27,014,213 39.8% (2.34)| (4.73)] 7.24| 1093 9.78 | 10.80 5.55 5.62
Private Equity 16-24% 20% 14,040,071 20.7% 4.19 954 | 14.05| 1361 | 11.84| 13.69 8.84 | 11.86
Total Equity 52.5-62.5% 57.5% 41,054,284 60.6%
Opportunity Portfolio 0-3% 0% 1,165,214 1.7% 2.96 4.42 8.62 10.85 9.31 10.45 8.86
Total Fixed 15-25% 20% 16,240,998 24.0% 1.13 1.12 3.47 2.70 4.32 4.73 6.68 5.62
Real Estate 9.5-15.5% 12.5% 7,402,037 10.9% 468 | 1094 | 1264 | 1264 | 1212| 13.16 4.47 7.89
Alternative Investments 0-10% 10% 1,671,179 2.5% (3.38)| (6.18)| 1.04 2.45 0.62
Cash 0-3% 0% 262,975 0.4% 0.39 0.47 0.61 0.63 0.77 0.71 0.81 1.94
TOTAL OPERF Regular Account 100% $ 67,796,687 100.0% 0.67 1.35 8.27 9.41 8.94 | 10.08 6.44 6.73
OPERF Policy Benchmark 1.47 2.33 9.27 9.94 9.75 | 10.30 6.99 6.96
Value Added (0.80)| (0.98)| (1.00)| (0.53)] (0.81)] (0.22)| (0.55)| (0.23)
TOTAL OPERF Variable Account $ 676,440 [ (29)] (569)] 6.89] 10.03] 911] 1018] 521] 401]
Asset Class Benchmarks:
Russell 3000 Index (2.61)] 0.36| 11.88| 1463 | 1522 | 16.03 8.83 7.33
MSCI ACWI Ex US IMI Net (3.60)| (11.93)] 1.94 5.63 3.58 5.01 1.92 4.45
MSCI ACWI IMI Net (3.23)| (6.11)] 657 9.69 8.73 9.83 4,94 5.53
Russell 3000 Index + 300 bps--Quarter Lagged 8.71 15.71 20.85 19.88 17.43 18.12 13.19 11.99
Oregon Custom FI Benchmark 0.79 0.95 2.89 2.03 3.65 3.38 4.82 4.62
NCREIF Property Index--Quarter Lagged 6.72 12.72 11.95 11.47 11.95 12.75 4.98 8.39
91 Day T-Bill 0.02 0.03 0.04 0.06 0.06 0.08 0.17 1.38
TOTAL OPERF NAV
(includes variable fund assets)
One year ending August 2015
75,000 (% in Millions)
70,791 I e 715w 70,793
69,964 69,913 0459 70,025 : ’

70,000

65,000 -

60,000 -

55,000 -

50,000 -

oic Policy 4.01.18, as revised October 2013.
?Includes impact of cash overlay management.

Sep-14 Oct-14 Nov-14 Dec-14

Jan-15 Feb-15 Mar-15 Apr-15 May-15 Jun-15

Jul-15  Aug-15

3For mandates beginning after January 1 (or with lagged performance), YTD numbers are "N/A". Performance is reflected in Total OPERF. YTD is not annualized.
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D r‘e On Public Employees Retirement System
74 Headquarters:

11410 S.W. 68" Parkway, Tigard, OR

Kate Brown, Governor Mailing Address:
P.O. Box 23700

Tigard, OR 97281-3700
(503) 598-7377
TTY (503) 603-7766

TO: Members of the PERS Board www.oregon.gov/pers
FROM: Linda M. Barnett, Budget Officer
SUBJECT:  September 2015 Board Report

September 25, 2015

2015-17 OPERATIONS BUDGET

Operating expenditures for July 2015 and preliminary expenditures for August 2015 were
$2,897,322 and $3,036,441, respectively. Final expenditures for August will close in the Statewide
Financial Management System (SFMS) on September 25, 2015, and will be included in the
November 2015 report to the Board.

To date, through the first two months (or 8.3%) of the 2015-17 biennium, the Agency has
expended a total of $5,933,763, or 6.3% of PERS’ legislatively approved operations budget of
$93,871,154.

Agency budget reports are still being finalized in SFMS and, until that process is completed,
budget execution reports cannot be prepared. For example, final allocations to agency budgets
to account for the compensation packages within the recently ratified collective bargaining
agreements are not yet finalized. The November budget report will include the usual reports.

2013-15 OPERATIONS BUDGET

Remaining 2013-15 expenditures paid in July and August were $871,697 and $262,786
respectively. PERS has now expended a total of $79,136,062, or 93.3%, of PERS’ legislatively
approved 2013-15 operations budget of $84,820,034.

The current projected positive variance is $5,683,973, or 6.7% of the operations budget.

The 2013-15 operations budget will close in SFMS by December 31, 2015. A final report on
2013-15 expenditures will be submitted at the Board’s January 2016 meeting.

SENATE BILL 822/861 BUDGETS

These bills contained separate budget limitations that were approved for the administrative costs to
implement the COLA modifications and other elements of the legislation.

Expenditures to date are $1,445,830, or 71.2% of the cumulative SB 822/861 legislatively
approved budget of $2,031,096. Since the Moro decision, project expenditures have been used
to prepare for restoring member benefits in line with the court’s directives. The current
projected variance is $585,266, or 28.8% of appropriated amount. A final report on these
expenditures will also be submitted to the Board’s January 2016 meeting.
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September 25, 2015

TO: Members of the PERS Board
FROM: David Crosley, Communications Director
SUBJECT: 2015 Customer Service Survey Results

PERS conducted customer satisfaction surveys for active and retired members and employers in
August 2015, in accordance with requirements adopted by the 2005 Legislature for standardized
customer service performance measures and survey questions for all state agencies. The measures
require agencies to survey customers and report results in their budget presentations.

Our 2015 surveys continue to show good overall ratings from both members and employers. We
will continue to conduct yearly surveys to measure and trend improvement in our customer
service.

MEMBER CUSTOMER SATISFACTION SURVEY

PERS posted a link to the customer service survey on its website during August 2015. We also
placed a hard copy of the survey in the August 1 edition of the retired members’ newsletter,
Perspectives. The August 1 Perspectives newsletter for active members noted that the survey was
available online. In total, we received approximately 1,150 responses, a number of which included
individual comments. In comparison, we received approximately 1,450 responses in 2014.

We identified two key issues and suggestions from the comments received as detailed below. We
also describe our strategies to address those items and the methodologies used in the survey. The
following graphs and charts display the survey results and provide a comparison of responses for
the 2011 through 2015 survey years.

In addition to the standard questions we are required to survey by the legislature, we also asked for
input regarding the PERS website:

§ Was the PERS website easy to navigate?
§ Did you find the information you wanted?
8 Are there any changes you would make to the PERS website?

Approximately 81% of respondents said the website was easy to navigate and approximately 83%
found the information they were seeking.

Another question asked: “If you rated PERS “Fair’ or ‘Poor’ in any part of question 3, please tell
us why you did not rate us ‘Excellent’” or “‘Good.” ” Many noted their dissatisfaction with
legislative changes to PERS benefits.
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Again this year we asked: “Are PERS forms easy to understand and use?” Approximately 73% of
respondents answered “yes,” with approximately 7% answering “no.” The remainder had “not
used” PERS forms.

For the second year, we asked: “What type of device do you prefer to access websites?”
Approximately 85% of respondents preferred a computer, while approximately 13% preferred a
tablet and 8% a phone.

Percent of member respondents rating “excellent” or “good” (the state’s measures do not
include the “Don’t Know” responses; the numbers in the graph have been rebaselined to
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NUMERICAL MEMBER RESULTS (may not equal 100% due to rounding)

How do you rate... Percent
Excellent | Good | Fair | Poor | Don’t Know
The overall quality of service? 60 29 4 3 4
The timeliness of services PERS provides? 59 30 3 3 5
PERS’ ability to provide services accurately 59 27 4 5 5
the first time?
PERS’ helpfulness? 62 25 5 3 5
The knowledge and expertise of PERS 55 29 4 2 10
employees?
The availability of information at PERS? 53 31 5 4 7
The PERS website? 23 23 6 3 45
Our service in the past year compared to 45 24 3 3 25
previous years?
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KEY MEMBER ISSUES AND SUGGESTIONS (in order of number of responses)

1. Members and retirees noted that PERS encourages use of Online Member Services
(OMS), accessible on the PERS website, but asked why OMS is often not available.

With computers, people want access to information at any hour of the day. OMS is a
repository of member data. Members can create benefit estimates and get other membership
information while retired members can change their address, confirm upcoming benefit
payment information, and access other data.

Resolution:

Because employers report data to PERS daily, we process and update the information in OMS
on a daily basis. OMS is normally available daily from 6 a.m. to 9 p.m. Pacific Time. OMS
may sometimes not be available until 10 a.m. Saturday and from 4 p.m. Saturday until 6 a.m.
Monday for routine maintenance.

We will add information to our messaging to members regarding the agency’s need to process
information supplied by employers daily that requires an overnight shutdown of OMS. Also,
one of the key goals of the agency’s system modernization efforts is to reduce or eliminate the
need for a batch processing window, which would improve OMS’ up-time.

2. Respondents noted that the PERS website can be hard to navigate.

Members feel that the PERS website can be cumbersome when trying to find specific
information.

Resolution:

The state is providing new templates for website design and PERS will be updating its
website. We anticipate having a website that is more user-friendly later this year.

SURVEY METHODOLOGIES

To maximize member response, PERS created this survey online and posted it in a prominent
position on our home page. We also published the location of the survey in our member
newsletters. The online survey ran throughout August 2015. Further, we placed a hard copy of the
survey in the newsletter that goes to retired members and they had several weeks to complete and
mail the survey to PERS.

We used surveymonkey.com to create the survey, using the six key questions the state requires all
state agencies to use for the Customer Satisfaction Performance Measure survey.

The survey report combines the online and hard copy responses, even though only retired
members received hard copies.

SL1 PERS Board Meeting September 25, 2015



Survey Results
9/25/2015
Page 5 of 8

EMPLOYER CUSTOMER SATISFACTION SURVEY

PERS surveyed employers online for the tenth consecutive year. The employer satisfaction survey
was posted online throughout August 2015. Employers received an e-mail inviting them to take
the survey; 166 responses were received, a number of which included individual comments. In
comparison, we received 184 responses in 2014.

We identified two key issues and suggestions from the comments received as detailed below. We
also describe our strategies to address those items and the methodologies used in the survey.

The following graphs and charts display the survey results and provide a comparison of responses
for the 2011 through 2015 survey years.

Again this year, we asked three questions regarding the PERS employer website:

8 Was the PERS employer website easy to navigate?
§ Did you find the information you wanted?
§ Are there any changes you would make to the PERS website?

More than 90% of employer respondents said the employer website is “easy” or “somewhat easy”
to navigate and nearly 84% of employer respondents said information they were seeking was
“easy” or “somewhat easy” to find.

Another questions asked: “If you rated PERS “Fair’ or ‘Poor’ in any part of question 6, please tell
us why you did not rate us ‘Excellent” or “‘Good.” ” Some employers noted the complexity of the
electronic data reporting system.

SL1 PERS Board Meeting September 25, 2015



Survey Results
9/25/2015
Page 6 of 8

Percent of employer respondents rating “excellent” or “good” (the state’s measures do not
include the “Don’t Know” responses; the numbers in the graph have been rebaselined to
exclude those responses).
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NUMERICAL EMPLOYER RESULTS (may not equal 100% due to rounding)
How do you rate... Percent
Excellent | Good | Fair | Poor | Don’t Know
The overall quality of service? 44 44 9 3 0
The timeliness of services PERS provides? 43 44 9 2 1
PERS’ ability to provide services 43 43 11 3 1
accurately the first time?
PERS’ helpfulness? 56 33 7 4 0
The knowledge and expertise of PERS 50 38 9 2 1
employees?
The availability of information at PERS? 37 44 15 4 0
The PERS employer website? 29 51 9 6 5
Our service in the past year compared to 47 37 7 1 8
previous years?
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COMPARISON OF 2011-2015 EMPLOYER RESULTS
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KEY EMPLOYER ISSUES AND SUGGESTIONS (in order of number of responses)

1. Employers noted that it is sometimes difficult to find information on the PERS Employer
website.

Employers noted that there is a wealth of information but it could be organized differently.

Resolution: The state has updated templates for websites and PERS will be updating the PERS
employer website later this year with the new templates. We sought input from employers on
how to make the site more intuitive and will hold a focus group with employers before we go
live with the updated website to ensure that data is easier to locate.

2. Employers noted that PERS documents for employers could use “plainer” language.
Employers requested that information be easier to understand.
Resolution: We will work to make language easier to understand in documents used by

employers. This may include defining terms, using more examples, and creating more visual
representations.

SURVEY METHODOLOGIES

To maximize employer response, we created this survey online and sent an email to all employers
inviting them to participate. A follow-up email was sent to employers approximately 10 days
before the survey deadline. The survey ran throughout August 2015. We set the survey so more
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than one employee per employer could respond since we often interact with more than one
employer contact.

We used surveymonkey.com to create the survey, using the six key questions the state requires all
state agencies to use for the Customer Satisfaction Performance Measure survey. The survey
included a comments section. The most common comments are summarized and addressed in the
respective Key Employer Issues and Suggestions section of this report.
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TO: Members of the PERS Board
FROM: Stephanie Vaughn, Manager, Policy Analysis & Compliance Section
SUBJECT:  Notice of Rulemaking for Rules to Implement 2015 Legislation:

459-005-0001, Definitions, Generally

459-005-0310, Date of Participation and Transfer of Employee Funds to the
Optional Retirement Plan

459-005-0350, Membership Status of Persons in Concurrent Employment Eligible
to Participate in an Optional or Alternative Retirement Plan

459-011-0500, Accumulated Unused Sick Leave
459-080-0150, Employee Contributions into the IAP Account

OVERVIEW
Action: None. This is notice that staff has begun rulemaking.
Reason: Implement 2015 legislation impacting PERS.

Policy Issue: No policy issues have been identified at this time.

BACKGROUND
The 2015 Oregon Legislative Assembly passed three bills which require rulemaking:

Senate Bill 80 (Chapter 767, Oregon Laws 2015), became effective July 27, 2015. Section 2 of
SB 80 abolishes the Oregon University System as of July 1, 2015. Each of the seven public
universities now has an independent governing board. The rule modifications reflect this change
in reference to the universities’ Optional Retirement Plan (ORP).

Senate Bill 454 (Chapter 537, Oregon Laws 2015), which becomes effective on January 1, 2016,
requires Oregon employers to provide a minimum rate of accrual of “sick time” to employees
(up to 40 hours per year), whether paid or unpaid. ORS 238.350 allows employers to elect to
participate in the unused sick leave program, which affects the calculation of Final Average
Salary for Tier One and Tier Two members.

Under that program, employees may accrue sick leave at the lowest rate in effect for the covered
group. Staff received many questions from employers regarding the effect of SB 454 on the
unused sick leave program. Employers represented that the types of positions expected to be
covered by SB 454 (part-time, seasonal, or temporary workers) would not be in PERS
“qualifying positions” and, therefore, not be covered by the unused sick leave program.

In addition, the language of SB 454 specifies that this law is not to be construed to “preempt,
limit or otherwise impact any employer policy . . . that provides for greater use of paid or unpaid
sick time.” This language indicates that the legislature specifically intended not to interfere with
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any similar, existing policy or program. Therefore, construing “sick time” in SB 454 as limiting
the “sick leave” used for purposes of ORS 238.350 could have a limiting effect with respect to
the number of hours accrued under the PERS program, contrary to the legislative intent.

For these reasons, PERS staff concluded that SB 454 does not impact the unused paid sick leave
accrual available to Tier One and Tier Two members under ORS 238.350. The proposed
amendments to OAR 459-011-0500 confirm this understanding by specifically stating that *“sick
time” (the term used by SB 454) does not constitute “sick leave” for PERS purposes.

House Bill 3495 (Chapter 326, Oregon Laws 2015), amending ORS 238A.100 and 238A.330,
becomes effective on January 1, 2016. As previously reported to the PERS Board, this bill
amends the “contribution start date” for new OPSRP and IAP members, such that employer
contributions to fund the pension benefit and employee contributions to the IAP will be due for
wages attributable to services performed by the employee during the first full pay period
following the new member’s six-month waiting time. The modifications to OAR 459-080-0150
implement this change for new members as of January 1, 2016.

The proposed rule modifications are summarized below.

SUMMARY OF PROPOSED RULE MODIFICATIONS

SB 80

OAR 459-005-0001, Definitions, Generally; 459-005-0310, Date of Participation and Transfer
of Employee Funds to the Optional Retirement Plan; and 459-005-0350, Membership Status of
Persons in Concurrent Employment Eligible to Participate in an Optional or Alternative
Retirement Plan: The modifications replace “Oregon University System” with “public
university.” A new definition for “public university” was added in 459-005-0001 to clarify that
the term means a public university with a governing board listed in ORS 352.002, in accordance
with SB 80.

SB 454
OAR 459-011-0500, Accumulated Unused Sick Leave: Clarifies that the new “sick time”
provisions provided by SB 454 do not constitute “sick leave” for purposes of ORS 238.350.

HB 3495

OAR 459-080-0150, Employee Contributions into the IAP Account: Provides that contributions
for newly established IAP members will be made for wages attributable to services performed by
the employee during the first full pay period after the employee has established membership in
the IAP.

PUBLIC COMMENT AND HEARING TESTIMONY

A rulemaking hearing will be held October 27, 2015, at 2:00 p.m. at PERS headquarters in
Tigard. The public comment period ends November 2, 2015, at 5:00 p.m.

LEGAL REVIEW

The attached rules were submitted to the Department of Justice for legal review and any
comments or changes will be incorporated before the rules are presented for adoption.

SL1 PERS Board Meeting September 25, 2015
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IMPACT

Mandatory: Yes, changes are necessary to bring the rules in line with changes or additions to
statute made by the 2015 legislature.

Impact: Stakeholders will benefit from the rules’ clarification and implementation of the
statutory provisions.

Cost: There is no cost specific to the rule changes.

RULEMAKING TIMELINE

September 15, 2015 Staff began the rulemaking process by filing Notice of Rulemaking
with the Secretary of State.

September 25, 2015 PERS Board notified that staff began the rulemaking process.

October 1, 2015 Oregon Bulletin publishes the Notice. Notice is sent to employers,
legislators, and interested parties. Public comment period begins.

October 27, 2015 Rulemaking hearing to be held at 2:00 p.m. at PERS in Tigard.

November 2, 2015 Public comment period ends at 5:00 p.m.

November 20, 2015 Staff will propose adopting the rule modifications, including any
changes resulting from public comment or reviews by staff or legal
counsel.

NEXT STEPS

A rulemaking hearing will be held October 27, 2015, at 2:00 p.m. at PERS headquarters in
Tigard. The rule is scheduled to be brought before the PERS Board for adoption at the November
20, 2015 Board meeting.

B.1. Attachment 1 - OAR 459-005-0001, Definitions, Generally

B.1. Attachment 2 - OAR 459-005-0310, Date of Participation and Transfer of Employee Funds to the
Optional Retirement Plan

B.1. Attachment 3 - OAR 459-005-0350, Membership Status of Persons in Concurrent Employment
Eligible to Participate in an Optional or Alternative Retirement Plan

B.1. Attachment 4 — OAR 459-011-0500, Accumulated Unused Sick Leave

B.1. Attachment 5 — OAR 459-080-0150, Employee Contributions into the IAP Account

SL1 PERS Board Meeting September 25, 2015
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B.1. Attachment 1
OREGON ADMINISTRATIVE RULE
PUBLIC EMPLOYEES RETIREMENT BOARD
CHAPTER 459
DIVISION 5 - ADMINISTRATION

459-005-0001
Definitions, Generally

The words and phrases used in OAR Chapter 459 have the same meaning given them
in ORS chapters 237, 238, 238A, and 243 unless otherwise indicated. Specific and
additional terms used in OAR Chapter 459 generally are defined as follows unless context
requires otherwise:

(1) “Ad hoc” means one-time for a specific purpose, case, or situation without
consideration of a broader application.

(2) “After-tax” contributions means:

(a) Member contributions required or permitted by ORS 238.200 or 238.515, which a
participating employer has not elected to “pick up,” assume or pay in accordance with
ORS 238.205 and 238.515(b). “After-tax” contributions are included in the member’s
taxable income for purposes of state or federal income taxation at the time paid to PERS.
“After-tax” contributions are included in computing FAS and in computing the employer’s
contributions paid to PERS.

(b) Payments made by a member to PERS for the purchase of additional benefits.

(3) “Before-tax” contributions means member contributions required or permitted by
ORS 238.200 or 238.515, which a participating employer has elected to “pick up,” assume
or pay in accordance with ORS 238.205 and 238.515(b). “Before-tax” contributions are not
included in the member’s taxable income for purposes of state or federal income taxation
at the time paid to PERS. “Before-tax” contributions are included in:

(a) Computing final average salary; and

005-0001-1 Page 1 Draft
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(b) Computing the employer’s contributions paid to PERS if the employer has elected
to “pick up” the member contributions.

(4) “Business day” means a day Monday through Friday when PERS is open for
business.

(5) “Calendar month” means a full month beginning with the first calendar day of a
month and ending on the last calendar day of that month.

(6) “Calendar year” means 12 consecutive calendar months beginning on January 1
and ending on December 31.

(7) “Casual worker” means an individual engaged for incidental, occasional, irregular,
or unscheduled intervals or for a period of less than six consecutive calendar months.

(8) “Contributions” means any contributions required or permitted pursuant to ORS
238.200 or 238.515.

(9) “Differential wage payment” means a payment made on or after January 1, 2009:

(a) By an employer to a member with respect to any period during which the member
is performing service in the uniformed services, as defined in USERRA, while on active
duty for a period of more than 30 consecutive days; and

(b) That represents all or a portion of the wages the member would have received
from the employer if the member were performing service for the employer.

(10) “Effective date of withdrawal” means the later of:

(a) The first day of the calendar month in which PERS receives the last completed

document required from a member who requested a withdrawal; or

005-0001-1 Page 2 Draft
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(b) The first day of the second calendar month following the calendar month in which
the member terminated employment with all participating employers and all employers in
a controlled group with a participating employer.

(11) “Effective retirement date” means:

(a) For service retirements, the date described in OAR 459-013-0260; or

(b) For disability retirements, the date described in OAR 459-015-0001.

(12) “Elected official” means an individual who is a public official holding an elective
office or an appointive office with a fixed term for the state or for a political subdivision of
the state who has elected to participate in PERS pursuant to ORS 238.015(5).

(13) “Emergency worker” means an individual engaged in case of emergency,
including fire, storm, earthquake, or flood.

(14) “Employee” has the same meaning as provided in ORS 238.005 and shall be
determined in accordance with OAR 459-010-0030.

(a) For the purposes of ORS 238.005 to 238.750 the term “employee” includes public
officers whether elected or appointed for a fixed term.

(b) The term “employee” does not include:

(A) A member of the governing board of a political subdivision unless the individual
qualifies for membership under ORS 238.015.

(B) An individual who performs services for a public employer as a contractor in an
independently established business or as an employee of that contractor as determined in

accordance with OAR 459-010-0032.

005-0001-1 Page 3 Draft
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(C) An individual providing volunteer service to a public employer without
compensation for hours of service as a volunteer, except for volunteer firefighters who
establish membership in accordance with ORS 238.015(6).

(15) “Employer contribution account” means a record of employer contributions to the
Fund, as required by ORS 238.225(1), and investment earnings attributable to those
contributions, that the Board has credited to the account after deducting amounts required
or permitted by ORS Chapter 238.

(16) “Employment” is compensated service to a participating employer as an
employee whose:

(a) Period or periods of employment includes only the actual hours of compensated
service with a participating employer as an employee; and

(b) Compensated service includes, but is not limited to, paid vacation, paid sick leave,
or other paid leave.

(17) “Estimate” means a projection of benefits prepared by staff of a service or
disability retirement allowance, a death or a refund payment. An estimate is not a
guarantee or promise of actual benefits that eventually may become due and payable, and
PERS is not bound by any estimates it provides.

(18) “FAS” and “final average salary” have the same meaning as provided in:

(a) ORS 238.005 for all PERS Tier One members;

(b) ORS 238.435(2) for all PERS Tier Two members who are not employed by a local
government as defined in ORS 174.116;

(c) ORS 238.435(4) for all PERS Tier Two members who are employed by a local

government as defined in ORS 174.116; or

005-0001-1 Page 4 Draft
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(d) ORS 238.535(2) for judge members of PERS for service as a judge.

(19) “General service member” means membership in PERS as other than a judge
member, a police officer, a firefighter, or a legislator.

(20) “Good cause” means a cause beyond the reasonable control of an individual.
“Good cause” exists when it is established by satisfactory evidence that factors or
circumstances are beyond the reasonable control of a rational and prudent individual of
normal sensitivity, exercising ordinary common sense.

(21) “Independent contractor” means an individual or business entity that is not
subject to the direction and control of the employing entity as determined in accordance
with OAR 459-010-0032.

(22) “Judge member” has the same meaning as provided in ORS 238.500(3). For
purposes of this chapter, active, inactive, and retired membership of a judge member shall
have the same meaning as provided in ORS 238.005.

(23) “Legislator” means an individual elected or appointed to the Oregon Legislative
Assembly who has elected to participate in PERS for their legislative service.

(24) “Member cost” means after-tax member contributions and payments made by or
on behalf of a member to purchase additional benefits.

(25) “Participating employer” means a public employer who has one or more
employees who are active members of PERS.

(26) “PERS” and “system” have the same meaning as the Public Employees
Retirement System in ORS 238.600.

(27) “Public university” means a public university with a governing board as

listed in ORS 352.002.

005-0001-1 Page 5 Draft
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[(27)](28) “Qualifying position” has the same meaning as provided in ORS 238.005
and OAR 459-010-0003.

[(28)](29) “Regular account” means the account established under ORS 238.250 for
each active and inactive member who has made contributions to the Fund or the account of
an alternate payee of such a member.

[(29)](30) “Salary” has the same meaning as provided in ORS 238.005.

(a) “Salary” includes a differential wage payment, as defined in this rule.

(b) For a Tier One member, a lump sum payment for accrued vacation pay is
considered salary:

(A) In determining employee and employer contributions.

(B) In determining final average salary for the purpose of calculating PERS benefits.

(c) For a Tier Two member, a lump sum payment for accrued vacation pay:

(A) Is considered salary in determining employee and employer contributions.

(B) Is not considered salary in determining final average salary for the purpose of
calculating PERS benefits.

[(30)](31) “Seasonal worker” means an individual whose engagement is characterized
as recurring for defined periods that are natural divisions of the employer’s business cycle
or services.

[(31)](32) “Staff” means the employees of the Public Employees Retirement System
as provided for in ORS 238.645.

[(32)](33) “Tier One member” means a member who established membership in the

system before January 1, 1996, as defined in ORS 238.430(2).

005-0001-1 Page 6 Draft
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[(33)](34) “Tier Two member” means a member who established membership in the
system on or after January 1, 1996, in accordance with ORS 238.430.

[(34)](35) “USERRA” means the federal Uniformed Services Employment and
Reemployment Rights Act of 1994, 38 U.S.C. 4301-4334, as in effect on the effective date
of this rule.

[(35)](36) “Vacation pay” means a lump sum payment for accrued leave in a Vacation
Leave Program provided by a public employer which grants a period of exemption from
work for rest and relaxation with pay, and does not include:

(a) Sick leave programs;

(b) Programs allowing the accumulation of compensatory time, holiday pay or other
special leaves unless the public employer’s governing body indicates by resolution,
ordinance, or other legislative process, that such leave is intended to serve as additional
vacation leave; and

(c) Other programs, such as a Personal Time Off (PTO) plan, which are a combination
of vacation, sick, bereavement, personal and other leaves of pay as defined and described
by a public employer unless the employer has a written policy that clearly indicates the
percentage of the plan that represents vacation leave. If the employer’s PTO has a cash
option, the employer must report to PERS the amount of any lump sum pay-off for the
percentage that represents vacation leave.

[(36)](37) “Variable account” and “member variable account” mean the account in
the Variable Annuity Account established under ORS 238.260(2) for each active and
inactive member who has elected to have amounts paid or transferred into the Variable

Annuity Account.

005-0001-1 Page 7 Draft
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[(37)](38) “Variable Annuity Account” means the account established in ORS
238.260(2).

[(38)](39) “Volunteer” means an individual who performs a service for a public
employer, and who receives no compensation for the service performed. The term
“volunteer” does not include an individual whose compensation received from the same
public employer for similar service within the same calendar year exceeds the reasonable
market value for such service.

[(39)](40) “Working day” means a day that the employer is open for business. Unless
the employer communicates this information to PERS, PERS will presume an employer’s
“working day” is the same as a “business day,” as defined in section (4) of this rule.

[(40)](41) *Year” means any period of 12 consecutive calendar months.

Stat. Auth.: ORS 238.650

Stats. Implemented: ORS 238
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B.1. Attachment 2
OREGON ADMINISTRATIVE RULE
PUBLIC EMPLOYEES RETIREMENT BOARD
CHAPTER 459
DIVISION 005 - ADMINISTRATION

459-005-0310
Date of Participation and Transfer of Employee Funds to the [Oregon University
System] Optional Retirement Plan

(1) Definitions. For the purposes of this rule:

(@) “IAP account” means the member’s employee, rollover, and employer accounts
in the Individual Account Program, to the extent the member is vested in those accounts
under ORS 238A.320.

(b) “OPSRP Pension account” means the member’s transferable interest in the
pension program under ORS 243.800(6)(d).

(c) “PERS member account” includes a “member account” as defined in ORS
238.005, an account established under ORS 238.440, and an account subject to ORS
238.095(4).

(2) The effective date of an election by an administrative or academic employee of

[the Oregon University System (OUS)] a public university to participate in the Optional

Retirement Plan (ORP) authorized under ORS 243.800 is the first day of the month
following a period of six full calendar months of employment in an administrative or
academic position.

(a) Unless otherwise agreed upon, notice of the effective date of the election will be

provided to PERS by [OUS] the public university within 30 days of the date of the

election.
(b) If the employee is a member of PERS and elects to transfer funds from PERS to

the Optional Retirement Plan pursuant to ORS 243.800(6), [OUS] the public university

005-0310-1 Page 1 Draft
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will forward to PERS a copy of the ORP election form and a written transfer request from
the employee at the time of the notification required in subsection (a) of this section.

(3) If an employee who is a member of PERS requests a transfer of funds pursuant to
ORS 243.800(6):

(a) PERS must transfer the funds to the ORP within the 60-day period following the
later of:

(A) The effective date of the employee’s election to participate in the ORP; or

(B) The effective date of the transfer.

(b) The effective date of a transfer is the first of the month in which PERS completes
reconciliation of the account to be transferred.

(c) PERS may not transfer funds to the ORP if the member is concurrently employed
by a participating employer [other than an institution of the Oregon University System].

Stat. Auth: ORS 238A.450, 238.650

Stats. Implemented: ORS 243.800
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B.1. Attachment 3
OREGON ADMINISTRATIVE RULE
PUBLIC EMPLOYEES RETIREMENT BOARD
CHAPTER 459
DIVISION 005 - ADMINISTRATION

459-005-0350
Membership Status of Persons in Concurrent Employment Eligible to Participate in
an Optional or Alternative Retirement Plan

(1) For the purpose of this rule, concurrent employment means employment with
two or more different employers participating in the Public Employees Retirement
System (PERS) at the same time.

(2) If a person employed by [the Oregon University System] a public university or

by the Oregon Health and Science University is concurrently employed by another PERS
or Oregon Public Service Retirement Plan (OPSRP) participating employer, eligibility for
PERS or OPSRP membership shall be based on the following:

(a) If the person elects to participate in an Optional Retirement Plan offered by [the

Oregon University System] a public university under ORS 243.800, or an alternative

retirement plan offered by the Oregon Health and Science University under ORS
353.250, and concurrently employed with other PERS or OPSRP participating employers
in a non-qualifying position(s) as defined in OAR chapter 459, the person:

(A) Shall not be eligible to establish membership in PERS or OPSRP as an employee

of [the Oregon University System] a public university or the Oregon Health and Science

University, and

(B) Shall not be eligible to establish membership in PERS or OPSRP as an employee
of the other concurrent PERS employer or employers.

(b) If the person elects to participate in an Optional Retirement Plan offered by [the

Oregon University System] a public university under ORS 243.800, or an alternative

005-0350-1 Page 1 Draft
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retirement plan offered by the Oregon Health and Science University under ORS
353.250, and concurrently employed with other PERS or OPSRP participating employers
is in a qualifying position(s) as defined in OAR chapter 459, the person:

(A) Shall not be eligible to establish membership in PERS or OPSRP as an employee

of [the Oregon University System] a public university or the Oregon Health and Science

University; and

(B) Shall establish membership in OPSRP as an employee of the other concurrent
PERS or OPSRP employer or employers.

(3) A member of PERS or OPSRP who is concurrently employed and establishes
PERS or OPSRP membership under the provisions of paragraph (2)(b)(B) of this rule
shall not be eligible to have the member’s account transferred to an Optional or
alternative retirement plan [as described in ORS 243.800(6) and (7)].

Stat. Auth: ORS 238.650

Stats. Implemented: ORS 238.015, 243.775 & 353.250[(3)]

005-0350-1 Page 2 Draft
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B.1. Attachment 4
OREGON ADMINISTRATIVE RULE
PUBLIC EMPLOYEES RETIREMENT BOARD
CHAPTER 459
DIVISION 011 - RETIREMENT CREDIT

459-011-0500
Accumulated Unused Sick Leave

(1) Pursuant to ORS 238.350, a public employer may request that one or more
groups of its employees be compensated for accumulated unused sick leave in the form of
increased retirement benefits. The request, in writing and accompanied by certified copy
of the public employer’s governing body’s official action, shall be effective not earlier
than the first of the calendar month following date of the official action by the public
employer.

(2) The Board shall determine the monetary value of 1/2 of the accumulated unused
sick leave by the following procedure:

(a) For retiring employees not subject to ORS 238.350(1)(b), the hourly rate used to
establish the monetary value of the unused sick leave shall be determined by dividing the
monthly final average salary by 173.3 hours, multiplying this hourly rate times 1/2 of all
accumulated unused sick leave hours reported, and adding this value to the final average
salary calculation;

(b) For retiring employees subject to ORS 238.350(1)(b), the hourly rate used to
establish the monetary value of the unused sick leave shall be determined by dividing the
salary in the final contract of employment by the number of contract hours, multiplying
this hourly rate times 1/2 of all unused sick leave hours reported for employment as
described in ORS 238.350(1)(b) and adding this value to the final average salary

calculation;

011-0500-1 Page 1 Draft
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(c) The monetary value of the unused sick leave for retiring employees described in
ORS 238.350(1)(b) who were employed under contracts for 12 months or earned 96
hours of sick leave in any of the three or less years used in determining final average
salary will be valued as provided in subsection (a) of this section.

(3) Upon an employee’s termination of employment from any PERS covered
position, a public employer shall report the amount of accumulated unused sick leave on
forms furnished by the Board. The public employer shall transmit the forms to the Board
and provide a legible copy of the form or a facsimile thereof to each terminated employee
immediately following final payment of salary. For PERS purposes, accumulated unused
sick leave cannot exceed an accrual of more than eight hours per month worked less
usage.

(4) To be eligible for the use of unused sick leave pursuant to ORS 238.350, a
member must have been in the employ of a public employer and in a covered group on or
after the effective date of an employer’s election to extend the use of accumulated unused
sick leave. A member retiring with an effective retirement date the same as the effective
date of the election is deemed an employee on the effective date of the election if the
member was employed during the month [proceeding] preceding the effective date of
the employer’s election.

(5) “Sick time” as provided in Chapter 537, Oregon Laws 2015 does not

constitute “sick leave” for purposes of ORS 238.350.

Stat. Auth.: 238.650

Stats. Implemented: ORS 238.350
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B.1. Attachment 5
OREGON ADMINISTRATIVE RULE
PUBLIC EMPLOYEES RETIREMENT BOARD
CHAPTER 459
DIVISION 080 — OPSRP INDIVIDUAL ACCOUNT PROGRAM

459-080-0150
Employee Contributions into the AP Account

(1) Definitions. For the purposes of this rule:

(a) “Forfeiture account” means the account set up by PERS to administer
overpayments of employee contributions.

(b) “Salary” has the same meaning provided in:

(A) ORS 238A.005 for members who established membership in the Individual
Account Program under the provisions of OAR 459-080-0010(1); or

(B) ORS 238.005 for members who established membership in the Individual Account
Program under the provisions of OAR 459-080-0010(2) or (3).

(2) Employee contributions under the OPSRP Individual Account Program (“IAP”)
are required from all eligible employees who qualify as members, as established under
OAR 459-080-0010, who:

(a) Are working in a position designated as a “qualifying position” as defined in OAR
459-070 0001; or

(b) Perform a total of 600 or more hours in a calendar year with one or more
participating employers in one or more classes the participating employer has designated as
a participating class.

(3) Contributions for current members.

(a) For a member who meets the standard set forth in section (2)(a) of this rule,
contributions of six percent of the member’s salary are required to be transmitted for all
pay periods assigned under OAR 459-070-0100 from the date of hire, or January 1 of the

current year, whichever is later.
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(b) Once a member meets the standard set forth in section (2)(b) of this rule,
retroactive contributions of six percent of the member’s salary are required to be
transmitted following the member’s performance of 600 hours in the calendar year.
Contributions are due for all pay periods assigned under OAR 459-070-0100 from the date
of hire, or January 1 of the current year, whichever is later.

(4) Contributions for new employees who establish membership on or after

January 1, 2016.

(a) For an eligible employee who meets the standard set forth in section (2)(a) of this
rule, contributions of six percent of the member’s salary are required to be transmitted for_

wages that are attributable to services performed by the employee during the first full

pay period after the employee has established membership in the IAP as set forth under
OAR 459-080-0010.

(b) Once an eligible employee meets the standard set forth in section (2)(b) of this
rule, retroactive contributions of six percent of the member’s salary are required to be

transmitted [from the date of] for wages that are attributable to services performed by

the employee during the first full pay period after the employee has established

membership in the 1AP[,] as [established] set forth under OAR 459-080-0010.

(5)(a) If contributions are submitted on behalf of an eligible employee who does not
meet the standards set forth under section (2)(a) or (b) of this rule, the actual amount of
those contributions will be returned after the end of the calendar year during which the pay
period triggering those contributions ended.

(b) Any net earnings, losses, or administrative fees attributable to the returned
contributions will be applied to the forfeiture account.

Stat. Auth.: ORS 238A.450

Stats. Implemented: ORS 238A.330
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Item B.2.

Public Employees Retirement System
Headquarters:

11410 S.W. 68" Parkway, Tigard, OR

Mailing Address:

P.O. Box 23700

Tigard, OR 97281-3700

(503) 598-7377

September 25, 2015 TTY (503) 603-7766
www.oregon.gov/pers

TO: Members of the PERS Board
FROM: Stephanie Vaughn, Manager, Policy Analysis & Compliance Section

SUBJECT:  Notice of Rulemaking for Partial Year Rule:
OAR 459-010-0012, Membership of Community College Employees

OVERVIEW
Action: None. This is notice that staff has begun rulemaking.

Reason: Clarify application of partial year rules to Tier One and Tier Two academic
employees.

Policy Issue: No policy issues have been identified at this time.

BACKGROUND

PERS membership is based on employment in a “qualifying position,” which generally requires
600 hours of employment in a year. ORS 238.074 provides specific conditions for determining
whether an academic employee of a community college has worked 600 hours for all purposes
under ORS Chapter 238 (.375 Full Time Equivalent (FTE) on a 12-month basis or .50 FTE on a
9-month basis). The modifications to OAR 459-010-0012 clarify that, for academic employees of
community colleges, a year shall be the 12-month period beginning July 1 and ending the
following June 30, also known as an “academic year.” Under PERS administration of the statute
and rule, PERS uses an academic year rather than a calendar year as the standard of measure
when determining qualifying position for academic employees of community colleges under
OAR 459-010-0003, including during a partial year of employment.

PUBLIC COMMENT AND HEARING TESTIMONY

A rulemaking hearing will be held October 27, 2015, at 2:00 p.m. at PERS headquarters in
Tigard. The public comment period ends November 2, 2015, at 5:00 p.m.

LEGAL REVIEW

The attached rule was submitted to the Department of Justice for legal review and any comments
or changes will be incorporated before the rule is presented for adoption.

IMPACT
Mandatory: No.

Impact: Clarify partial year rules for Tier One and Tier Two academic employees of community
colleges.

Cost: There are no discrete costs attributable to the rule changes.

SL1 PERS Board Meeting September 25, 2015



Notice — Partial Year Rule
09/25/15
Page 2 of 2

RULEMAKING TIMELINE

September 15, 2015 Staff began the rulemaking process by filing Notice of Rulemaking
with the Secretary of State.

September 25, 2015 PERS Board notified that staff began the rulemaking process.

October 1, 2015 Oregon Bulletin publishes the Notice. Notice is sent to employers,
legislators, and interested parties. Public comment period begins.

October 27, 2015 Rulemaking hearing to be held at 2:00 p.m. at PERS in Tigard.

November 2, 2015 Public comment period ends at 5:00 p.m.

November 20, 2015 Staff will propose adopting the rule modifications, including any
changes resulting from public comment or reviews by staff or legal
counsel.

NEXT STEPS

A rulemaking hearing will be held October 27, 2015, at 2:00 p.m. at PERS headquarters in
Tigard. The rule is scheduled to be brought before the PERS Board for adoption at the November
20, 2015 Board meeting.

B.2. Attachment 1 - OAR 459-010-0012, Membership of Community College Employees
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B.2. Attachment 1
OREGON ADMINISTRATIVE RULE
PUBLIC EMPLOYEES RETIREMENT BOARD
CHAPTER 459
DIVISION 010 - MEMBERSHIP

459-010-0012
Membership of Community College Employees

(1) For purposes of this rule, “academic year” means 12 consecutive calendar

months beginning July 1 and ending the following June 30.

[(1)](2) For purposes of establishing membership in the system, effective July 1, 1988,
an academic employee of a community college who is employed .375 full-time equivalent
(FTE) on a 12-month basis or .50 FTE on a 9-month basis is deemed to be employed 600

hours or more in [a] an academic year. [For an academic employee of a community

college, a year shall be the 12-month period beginning July 1 and ending the following
June 30.]

[(2)](3) For an academic employee of a community college, an FTE shall be measured
against an academic year. [beginning July 1 in a given year and ending June 30 of the year
following.]

(4) For purposes of determining a “qualifying position” under OAR 459-010-0003

for an academic employee of a community college, the following definitions apply:

(a) “Partial year of hire” means a period in the academic year the employee

begins employment after the first working day of the academic year, and continues

employment through the last day of the academic year.

(b) “Partial year of separation” means a period in the academic year the

employee is employed as of the beginning of the academic year, and separates from

employment before the last working day of the academic year.

010-0012-1 Page 1 Draft
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(c) “Short segment” means a period in the academic year during which the

employee is hired after the first working day of the academic year, and separated

from employment before the last working day of the same academic year.

[(3)](5) An academic employee of a community college is an instructor who teaches
classes offered for college-approved credit or on a non-credit basis. Librarians, counselors,
and aides in non-teaching positions, tutors, or other non-teaching faculty, and classified,
professional or nonprofessional support staff are not academic employees for the purposes
of ORS 238.074; but are subject to the membership requirements under ORS 238.015.

[(4)](6) Each community college shall determine who is an academic employee in its
employ under this rule. In making that determination, a community college shall consider
all disciplines (academic activity) collectively when an employee’s assignment includes
multiple disciplines.

[(5)](7) For persons concurrently employed in academic positions in two or more
community colleges, the combined FTE shall be used in determining eligibility for
membership. If the combined FTE is less than the criteria in section [(1)](2) of this rule,
the combination of hours of service shall be considered in determining eligibility for
membership pursuant to ORS 238.015.

[(6)](8) For academic employees concurrently employed in an academic and a non-

academic position in one or more community colleges_ during an academic year, the

combination of academic and non-academic duties shall be considered in determining
eligibility for membership pursuant to ORS 238.015. [For the purposes of this section, a

year shall be any consecutive 12-month period.]

010-0012-1 Page 2 Draft
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[(7)](9) Employment of retired members of the system in academic or non-academic
positions is subject to the limitations in ORS 238.082.
Stat. Auth.: ORS 238.650

Stats. Implemented: ORS 238.074

010-0012-1 Page 3 Draft
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Public Employees Retirement System
Headquarters:

11410 S.W. 68" Parkway, Tigard, OR
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(503) 598-7377

September 25, 2015 TTY (503) 603-7766

www.oregon.gov/pers

TO: Members of the PERS Board
FROM: Stephanie Vaughn, Manager, Policy Analysis & Compliance Section

SUBJECT:  Notice of Rulemaking for Retirement Benefits Rules:
OAR 459-013-0060, Payment of Retirement Benefits
OAR 459-013-0310, Payment of Increased Benefits under ORS 238.372 to 238.384

OVERVIEW
Action: None. This is notice that staff has begun rulemaking.

Reason: Clarify treatment of partial year residency for tax remedy qualification, and add
information regarding the timing of electronic funds transfer (EFT) payments.

Policy Issue: No policy issues have been identified at this time.

BACKGROUND

ORS 238.372 prohibits PERS from paying “tax remedy” increases under SB 656 (Chapter 796,
Oregon Laws 1991), or HB 3349 (Chapter 569, Oregon Laws 1995) if the benefits are not subject to
Oregon personal income tax because the recipient is not an Oregon resident (as provided in ORS
316.127(9)). ORS 238.378 requires PERS and the Department of Revenue (DOR) to share
information necessary to determine whether a member’s benefit is subject to Oregon income tax.
OAR 459-013-0310 explains how PERS uses the information provided by DOR, and residency
status information provided by the recipient, to make residency status determinations.

One scenario the current administrative rule did not take into account is how to determine residency
when a person files a partial year return (40P) for the tax year in which they submit a residency
status form to PERS. The proposed rule modification in new paragraph (2)(a)(G) clarify that, if a
person filed a 40P according to DOR data query information and that person also submitted a
residency status certification between January 1 and December 15 for the same calendar year, PERS
will base residency on the recipient’s form, since the form requires the recipient to certify under
penalty of perjury that they are an Oregon resident for income tax purposes. In addition, a new
section (4) has been added to provide further clarification that all residency status information
received by PERS between December 16 and December 31 of a calendar year will be treated as
received the following calendar year.

The modifications to OAR 459-013-0060 are housekeeping edits to conform the administrative rule
to current business practice. In section (1), a new subsection was added to clarify that when the first
day of the month falls on a weekend or a PERS holiday, retirement benefits processed through
electronic funds transfer must be issued no later than the previous business day. A new section (3)
was added stating the only exception applies for retirement benefits payable on January 1, which
must always be paid in the month of January to avoid exceeding 12 monthly payments in a year.

SL1 PERS Board Meeting September 25, 2015
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PUBLIC COMMENT AND HEARING TESTIMONY

A rulemaking hearing will be held October 27, 2015, at 2:00 p.m. at PERS headquarters in Tigard.
The public comment period ends November 2, 2015, at 5:00 p.m.

LEGAL REVIEW

The attached rules were submitted to the Department of Justice for legal review and any comments
or changes will be incorporated before the rules are presented for adoption.

IMPACT
Mandatory: No.

Impact: Clarifies administration for recipients who file 40Ps, and clarifies the administration of
retirement benefit payments on certain calendar dates.

Cost: There are no discrete costs attributable to the rule modifications.

RULEMAKING TIMELINE

September 15, 2015 Staff began the rulemaking process by filing Notice of Rulemaking
with the Secretary of State.

September 25, 2015 PERS Board notified that staff began the rulemaking process.

October 1, 2015 Oregon Bulletin publishes the Notice. Notice is sent to employers,
legislators, and interested parties. Public comment period begins.

October 27, 2015 Rulemaking hearing to be held at 2:00 p.m. at PERS in Tigard.

November 2, 2015 Public comment period ends at 5:00 p.m.

November 20, 2015 Staff will propose adopting the rule modifications, including any
changes resulting from public comment or reviews by staff or legal
counsel.

NEXT STEPS

A rulemaking hearing will be held October 27, 2015, at 2:00 p.m. at PERS headquarters in Tigard.
The rule is scheduled to be brought before the PERS Board for adoption at the November 20, 2015
Board meeting.

B.3. Attachment 1 - OAR 459-013-0060, Payment of Retirement Benefits
B.3. Attachment 2 - OAR 459-013-0310, Payment of Increased Benefits under ORS 238.372 to 238.384
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B.3. Attachment 1
OREGON ADMINISTRATIVE RULE
PUBLIC EMPLOYEES RETIREMENT BOARD
CHAPTER 459
DIVISION 013 - RETIREMENT BENEFITS
459-013-0060
Payment of Retirement Benefits
(1) Retirement benefits shall be payable each month as of the first day of the month

following the effective date of retirement.

(a) When the first day of the month falls on a weekend or a PERS holiday,

retirement benefits processed through electronic funds transfer shall be payable on

the last PERS working day of the prior month.

(b) At the time of death, accrued benefits shall be payable as provided under OAR
459-014-0050(4).

(2) If a retiree elects to receive more than one installment payment as provided under
ORS 238.305(4), the subsequent installment payments will be paid on the anniversary of
the first day of the month that the initial installment payment was made.

(3) Notwithstanding section (1) of this rule, retirement benefits payable on

January 1 shall always be paid in the month of January.

Stat. Auth.: ORS 238.650

Stats. Implemented: ORS 238.300 & 238.305

013-0060-1 Page 1 Draft
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B.3. Attachment 2
OREGON ADMINISTRATIVE RULE
PUBLIC EMPLOYEES RETIREMENT BOARD
CHAPTER 459
DIVISION 013 - RETIREMENT BENEFITS

459-013-0310
Payment of Increased Benefits under ORS 238.372 to 238.384

(1) For purposes of determinations under ORS 238.372 to 238.384:

(a) “Person” includes a member, an alternate payee, or a beneficiary.

(b) The increased benefit percentage to be added to a benefit paid to a beneficiary
under ORS 238.390, 238.395, 238.400, 238.405, or under an optional form of retirement
allowance under ORS 238.305 or 238.325 will be determined based on:

(A) The increased benefit percentage(s) for which the member is otherwise eligible
under ORS 238.364, 238.366 and 238.368; and

(B) The residency of the beneficiary.

(2) PERS will make the following determinations on residency status for the purpose
of determining increased benefit eligibility under ORS 238.372 to 238.384, based on the
yearly Oregon personal income tax return information provided by the Department of
Revenue.

(a) If the Department of Revenue notifies PERS that a person:

(A) Filed Oregon personal income tax as a resident, PERS will treat the person as a
resident of Oregon.

(B) Filed Oregon personal income tax as a non-resident, PERS will treat the person as
a non-resident of Oregon, except as provided in section (3) below.

(C) Did not file Oregon personal income tax, PERS will treat the person as a non-
resident of Oregon, except as provided in section (3) below.

(D) Filed Oregon personal income tax as a partial-year resident and the prior year the

person filed personal income tax as a resident, PERS will treat the person as a non-resident

013-0310-1 Page 1 Draft
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of Oregon, except as provided in section (3) below.

(E) Filed Oregon personal income tax as a partial-year resident and the prior year the
person filed personal income tax as a non-resident, PERS will treat the person as a resident
of Oregon.

(F) Filed Oregon personal income tax as a partial-year resident and the prior year the
person did not file personal income tax, PERS will treat the person as a resident of Oregon.

(G) Filed Oregon personal income tax as a partial-year resident, and the person

also submitted residency status information on a form provided by PERS received

between January 1 and December 15 of the same calendar year, PERS will determine

residency status based on the information provided on the form.

(b) If PERS cannot make a residency status determination based on information
provided by the Department of Revenue or the person did not otherwise provide PERS
with residency status information, PERS will treat the person as a non-resident of Oregon,
except as provided in section (3) below.

(3) Residency status information submitted on a form provided by PERS and received
between January 1 and December 15 of the current calendar year will, for purposes of
determining increased benefit eligibility under ORS 238.372 to 238.384, supersede any
Oregon personal income tax return information provided by the Department of Revenue
pursuant to section (2) of this rule.

(4) Residency status information submitted on a form provided by PERS and

received between December 16 and December 31 of a calendar year will be treated as

received the following calendar year.

Stat. Auth.: ORS 238.650

Stats. Implemented: ORS 238.362, 238.364, 238.366, 238.368 & 238.372 to 238.384

013-0310-1 Page 2 Draft
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TO: Members of the PERS Board
FROM: Stephanie Vaughn, Manager, Policy Analysis & Compliance Section

SUBJECT:  Adoption of Cost-of-Living Adjustment Rules:
459-005-0510, Cost-of-Living Adjustment
459-005-0520, Supplementary Payment

OVERVIEW
Action: Adopt modifications to the Cost-of-Living Adjustment rules.
Reason: Clarify the cost-of-living adjustment method for earned benefits.

Policy Issue: Should PERS incorporate the service time ratio method to blend different cost-
of-living adjustment (COLA) structures?

BACKGROUND

On April 30, 2015, the Oregon Supreme Court issued its ruling in the Moro case, invalidating the
cost-of-living adjustment (COLA) reductions enacted by Senate Bill 822 (effective May 6, 2013)
and Senate Bill 861 (effective October 6, 2013) as applied to benefits earned before the effective
dates of those bills. As a result, members who have earned benefits both prior to the effective
dates of the bills as well as after the effective dates will receive a blended COLA based on the
COLA structure in effect when the benefits were earned. While the court specifically did not
provide guidance on how to blend the different COLAs, it did reference a service time ratio
method as an example of how a blended COLA could be derived.

In addition, the Supreme Court ruling voided the supplementary payment provision in SB 861, so
OAR 459-005-0520, Supplementary Payment is proposed for repeal.

POLICY QUESTION & RECOMMENDATION

Should PERS incorporate the service time ratio method to blend different cost-of-living
adjustment (COLA) structures?

The court decision ties the COLA in retirement to the COLA that was in effect when the benefits
were earned. Unfortunately, how to determine when benefits are earned is not clear and the court
did not direct a method in its decision. Benefits are not determined until a member retires, and
there are many factors that affect a member’s final benefit calculation. Attempting to determine
the benefit a member has earned at a particular point in time, especially when that point is early-
or mid-career, is problematic.

The court did point to ORS 238.364(5) as an example for calculating a blended rate. This statute
describes how to calculate the “tax remedy” established by House Bill 3349 (1995). Specifically,
it directs staff to “divide the number of years of creditable service performed before [the repeal

SL1 PERS Board Meeting September 25, 2015
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of the tax exemption] by the total number of years of creditable service during which the pension
income was earned.” PERS then applies the tax remedy to this portion of the member’s benefit.
This is referred to as the service time ratio method, and is the method used by Milliman in their
presentation regarding the impact of the Moro case at the May 29, 2015 board meeting.

Staff considered other methods that prorate the COLA based on the member’s retirement benefit.
The common challenge with these methods is that they involve determining a member’s benefit
as of the effective date of the bills. A number of factors considered in calculating a retirement
benefit are variable, changing over the course of a member’s career (e.g., sick leave, vacation,
final average salary, etc.). The level of complexity involved in these methods invites confusion,
more opportunity for miscalculations, and potential challenges.

The blended COLA methodology outlined in the rule modifications blends the COLAs based on
creditable service or retirement credit earned by a member when a specific COLA was in effect.
Because a member’s benefit is not determined until the member retires and includes factors that
may or may not span the whole of the member’s career, prorating the COLA according to the
service time ratio is the most reasonable, administratively feasible, and cost effective method. It
is also the most straight-forward method, making it easier to communicate to members.

Staff recommends incorporating the service time ratio method of blending the different COLA
structures. Examples of how this rule would be implemented were provided with the July memo
when these rule modifications were noticed.

PUBLIC COMMENT AND HEARING TESTIMONY

A rulemaking hearing was held August 25, 2015, at 2:00 p.m. at PERS headquarters in Tigard.
One member of the public attended and provided testimony, as summarized below. A second
rulemaking hearing was held August 27, 2015, at 2:00 p.m. at Oregon State Archives in Salem.
No members of the public attended. The public comment period ended September 1, 2015, at
5:00 p.m.

At the rulemaking hearing on August 25, 2015, Friedrich Rudolf Beyl provided public comment
regarding OAR 459-005-0510. Mr. Beyl retired on July 1, 2013, with 30 years of service and
received a Money Match benefit. He expressed support for the use of the service time ratio
method to blend different COLAS, and appreciated the detailed examples attached to the July
Board memo. He inquired as to the origin of the service time ratio. Staff showed Mr. Beyl the
corresponding ORS 238.364, which outlines how to determine the service time ratio for tax
remedy purposes. Mr. Beyl also concurred with Mr. Crummeé’s concerns that the proposed rule
modifications do not clearly address how a 2 percent COLA applies to the Tier One Money
Match option.

PERS also received two public comment letters. Prior to the start of rulemaking, PERS received
a letter dated May 5, 2015, from Doug Crummé in which he asks that rulemaking to implement
Moro clearly address how the two percent COLA applies to the Tier One Money Match option.
A copy of his letter is included as Attachment 4.

Mr. Crummeé contends that Tier One members who retire under the Money Match benefit
calculation have a right to a 2 percent COLA on their entire benefit, regardless of whether or not
they continued to work beyond October 1, 2013. Mr. Crummé provides an example:
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... The money match benefit is calculated based on the employee’s life
expectancy and the Tier One account balance at retirement. The account balance
is based on employee and employer contributions through 2003 (after which
contributions were terminated) and on net earnings or losses accruing on the
account balance through the date or retirement. All other things being equal, an
employee who retires from PERS employment on a particular date will receive
the same money-match pension benefit whether the employee quits working for
PERS employers after 2003 but short of retirement or the employee continues
working for PERS employers through his or her eventual PERS retirement date...

Mr. Crummeé’s reasoning offers one method for implementing the Moro decision; however, it is
not the only method, and it proceeds from some incorrect assumptions. Staff continues to
recommend the service time ratio method of calculating COLA.

A member’s benefit is not determined until their effective retirement date. Whether a member’s
retirement is ultimately calculated under the Money Match method cannot be determined until
retirement (PERS uses whichever method provides the highest benefit). The highest benefit
calculation can change from month to month for many members, depending on sick leave usage,
pay raises, changes in jobs or position, etc. Using the service time ratio removes the arbitrary
nature of a member’s COLA in retirement being based solely on their calculation method.

For example, contrary to Mr. Crummé’s assertion that all Tier One members will receive the
same benefit regardless of when they retire (and then become eligible for a COLA), the
following members received benefits from January 1, 2004, to before January 1, 2014, that were
not retirements, and therefore not eligible for COLA:

894 Tier One members died before retiring, but received an employer match

1,170 Tier One members died before retiring, but did not receive an employer match
2,862 Tier One members withdrew

310 Tier One members went into Loss of Membership

This list shows that eligibility for COLA is contingent on actually applying for and receiving a
retirement, and for thousands of Tier One members, they never became eligible for one.

As presented, therefore, staff continues to conclude that this rule complies with the Moro ruling
by the using a service time ratio to allocate the yearly allowance, pension, or benefit before and
after the legislative COLA change.

On August 31, 2015, Mr. Crummé provided a second public comment regarding OAR 459-005-
0510. A copy of his email is included as Attachment 5. He suggests that the proposed
amendments to the rule are inconsistent with the Moro decision. He also states that “Employee
contract rights to Tier 1 benefits are solely for work performed through 2003. Employee’s
contract rights to Tier 1 benefits are not for work performed after 2003 or after 2013.”

Mr. Crummeé’s statements are incorrect. The Tier One program was not frozen or terminated as
of January 1, 2004. While the contributions for Tier One members were directed to the
Individual Account Program (1AP) as of January 1, 2004, none of the other provisions of the
program changed. Moreover, work performed after 2003 is still used in determining benefit
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eligibility (e.g., 30 years of service) and amounts (e.g., tax remedy increases for those members
who are eligible).

LEGAL REVIEW

The attached rules were submitted to the Department of Justice for legal review and any
comments or changes are incorporated in the rules as presented for adoption.

IMPACT

Mandatory: No.

Impact: PERS will reprogram ORION to automate the annual cost-of-living adjustment.
Cost: There is no cost specific to the rule changes.

RULEMAKING TIMELINE

July 15, 2015 Staff began the rulemaking process by filing Notice of Rulemaking
with the Secretary of State.

July 31, 2015 PERS Board notified that staff began the rulemaking process.

August 1, 2015 Oregon Bulletin published the Notice. Notice was sent to
employers, legislators, and interested parties. Public comment
period began.

August 25, 2015 First rulemaking hearing held at 2:00 p.m. at PERS in Tigard.

August 27, 2015 Second rulemaking hearing held at 2:00 p.m. at Oregon State
Archives in Salem.

September 1, 2015 Public comment period ended at 5:00 p.m.

September 25, 2015 Board may adopt the permanent rule modifications.

BOARD OPTIONS
The Board may:

1. Pass a motion to “adopt modifications to the cost-of-living adjustment and supplementary
payment rules, as presented.”

2. Direct staff to make other changes to the rules or explore other options.

STAFF RECOMMENDATION
Staff recommends the Board choose Option #1.

Reason: Implement Senate Bill 861 (2013) annual cost-of-living adjustment due to the
Oregon Supreme Court decision in Moro.

If the Board does not adopt: Staff would return with rule modifications that more closely fit the
Board’s policy direction if the Board determines that a change is warranted.
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B.4. Attachment 1 — OAR 459-005-0510, Cost-of-Living Adjustment

B.4. Attachment 2 — OAR 459-005-0520, Supplementary Payment

B.4. Attachment 3 — Blended COLA Examples

B.4. Attachment 4 — May 5 Public Comment Letter from Doug Crummé
B.4. Attachment 5 — August 31 Public Comment Email from Doug Crummé
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B.4. Attachment 1
OREGON ADMINISTRATIVE RULE
PUBLIC EMPLOYEES RETIREMENT BOARD
CHAPTER 459
DIVISION 005 - ADMINISTRATION

459-005-0510
Cost-of-Living Adjustment

(1) A cost-of-living adjustment (COLA) under ORS 238.360 and 238A.210 is
calculated on an annual basis and [then divided by 12 to determine the adjustment to the

recipient’s monthly allowance, pension, or benefit.] may use up to three COLA

methods that are blended into a COLA percentage rate, as follows:

(a) Creditable service or retirement credit earned before May 1, 2013, will

receive an annual COLA based on ORS 238.360 (2011) or ORS 238A.210 (2011).

(b) Creditable service or retirement credit earned on or after May 1, 2013, and

before October 1, 2013, will receive an annual COLA based on Chapter 53, Oregon

Laws 2013.

(c) Creditable service or retirement credit earned on or after October 1, 2013,

will receive an annual COLA based on ORS 238.360 (2013) or ORS 238A.210

(2013).

(2) The member’s prorated periods in section (1) of this rule will be multiplied

by the appropriate annual COLA percentage for the same periods to determine the

blended annual COLA percentage rate that is applied to a yearly allowance,

pension, or benefit. The resulting annual COLA amount is divided by 12 to

determine the adjustment to the monthly allowance, pension, or benefit.

(3) A beneficiary’s annual COLA percentage rate will be based on the

associated member’s creditable service time.

005-0510-1 Page 1 Draft
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[(2)](4) [Monthly] COLA increases end when the recipient is no longer eligible to
receive a monthly allowance, pension, or benefit.

[(3) This rule is effective on July 1, 2014.]

Stat. Auth.: ORS 238.650 & 238A.450

Stats. Implemented: ORS 238.360, 238.575, 238A.210 & OL 2013, Ch. 53
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B.4. Attachment 2
OREGON ADMINISTRATIVE RULE
PUBLIC EMPLOYEES RETIREMENT BOARD
CHAPTER 459
DIVISION 005 - ADMINISTRATION

[459-005-0520
Supplementary Payment

(1) For purposes of this rule, “benefit recipient” means a member, beneficiary,
alternate payee, or judge member.

(2) In accordance with ORS 238.465(1), an alternate payee is eligible for a
supplementary payment only if the associated member or judge member is eligible.

(3) Increased benefits under ORS 238.364 and 238.366 or cost-of-living adjustments
under 238.360 or 238A.210 are not applied to a benefit recipient’s supplementary
payments.

(4) A benefit recipient’s supplementary payment shall not be included in a benefit
recipient’s yearly allowance or yearly pension or benefit for the purpose of calculating the
cost-of-living adjustments under ORS 238.360, 238.575, or 238A.210.

Stat. Auth: ORS 238.650, 238.465 & 238A.450

Stats. Implemented: ORS 238.360, 238.575, 238A.210 & OL 2013, Ch. 2, 88 (1st

special session)]

005-0520-1 Page 1 Draft
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PUBLIC EMPLOYEES RETIREMENT SYSTEM
BLENDED COST-OF-LIVING (COLA) CALCULATION EXAMPLES

Member Data

Calculation Example

Creditable service before and after October 1, 2013 All creditable service before
October 1, 2013
EXAMPLE 1 EXAMPLE 2 EXAMPLE 3
Creditable service before
Yearly allowance less than $60,000 Yearly allowance more than $60,000 October 1, 2013
Effective Date of Retirement: July 1, 2015 July 1, 2015 July 1, 2015
Yearly Retirement Allowance: $40,000 $75,000 $75,000
Months of Creditable Service before October 1, 2013: 339 mths 339 mths 360 mths
Total Months of Creditable Service: 360 mths 360 mths 360 mths
Service Time Ratio before October 1, 2013 (339/360): 0.9416667 0.9416667 1.00
Service Time Ratio after October 1, 2013 (21/360): 0.0583333 0.0583333 0
Service Time Annual
Ratio COLA Blended COLA Blended COLA COLA
up to $60,000 up to $60,000 over $60,000
Pre-amendment COLA*: 0.941667 2.00% 1.8833% 1.8833% 1.8833% 2.0000%
Post-amendment COLA, under S60K: 0.058333 1.25% 0.0729% + 0.0729% 0.0%
Post-amendment COLA, over $60K: 0.058333 0.15% + 0.0% + 0.0087% + 0.0%
Blended COLA Percentage Rate: 1.9562% 1.9562% 1.8920% 2.0000%
Yearly Allowance ($60,000 or less): x S 40,000 x S 60,000
Yearly Allowance (above $60,000): x S 15,000 x S 75,000
$ 1,173.72 $  283.80
1,173.72
Total Annual COLA: S 782.48 S 1,457.52 S 1,500.00
+ 12 + 12 + 12
Monthly COLA: S 65.21 S 121.46 S 125.00

*Annual COLA for 2015 is 2% maximum
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May 5, 2015

Fr: Doug Crummé
7350 N.E. Sunflower Lane
Corvallis, Oregon 97330

To: Governor Kate Brown
Office of the Governor
160 State Capitol
900 Court Street
Salem, Oregon 97301-4047

Re: PERS Money Match under Moro v. State of Oregon
Dear Governor Brown,

I am concerned about a possible misconception reflected in some news media
about the Oregon Supreme Court’s decision in Moro v. State of Oregon, 357 Or 167
(2015). (I am writing here as a private citizen and not on behalf of my PERS
employer.)

Some news media suggest flatly that the Court held that the two-percent COLA
will not apply in any case to current employees for the period after the effective dates
of the 2013 COLA legislation. This may be true for pension options like the “full
formula,” where the employee earns a portion of his or her retirement benefits from
work after the effective dates of the 2013 legislation. Id at 232. However, the same
is probably not true under the Tier One “money match” option.

The Court holds in Moro that the 2013 COLA legislation is unconstitutional
for “retirement benefits earned before” the legislation’s effective dates. Id. at 228 and
236. Such benefits are those “generally attributable to work performed before the
amendments went into effect.” Id. at 173. “A benefit is attributable to service
performed if the employee acquires a right to that benefit as a result of the service
performed.” Id. at 219. The Court notes in Moro that it reaches the same result as it
did in Hughes v. State of Oregon, 314 Or 1 (1992), where it concluded that PERS
legislation was unconstitutional “as it related to PERS retirement benefits accrued or
accruing for work performed before the effective date of that [law].” Moro at 213.

In my understanding, the Tier One money match benefit is attributable to the
employee’s work performed through 2003; it is not attributable to any work



performed thereafter. The money match benefit is calculated based on the
employee’s life expectancy and the Tier One account balance at retirement. The
account balance is based on employee and employer contributions through 2003
(after which contributions were terminated) and on net earnings or losses accruing on
the account balance through the date or retirement. All other things being equal, an
employee who retires from PERS employment on a particular date will receive the
same money-match pension benefit whether the employee quits working for PERS
employers after 2003 but short of retirement or the employee continues working for
PERS employers through his or her eventual PERS retirement date. If an employee
retires choosing a money match option for the employee’s Tier One account, the only
additional retirement benefits that employee will receive for any work performed
after 2003 are those available under the separate “IAP” program, to which the COLA
provisions at issue in Moro do not apply.

Since the benefits earned with respect to a Tier One money match option are
only attributable to work performed before the effective dates of the 2013 legislation,
under Moro, an employee who retires under that option should receive the two-
percent COLA on the full Tier One account balance that has accrued on the date of
retirement, even if that date is later than the legislation’s effective dates. In other
words, the retiring employee should receive the two-percent COLA on any growth
that occurs in the Tier One account balance after the effective dates of the 2013
legislation.

I urge that any legislation or rulemaking implementing Moro clearly address
how the two-percent COLA applies to the Tier One money-match option.

Thank you for considering this issue. Maintaining the real value of a pension
poses a very significant challenge to current and future retirees given the

compounding effect of inflation and the possibility that one might live 20 or 30 years
after retirement.

Please add this letter to the record of any pertinent legislative or rulemaking
proceedings that occur.

Sincerely,

g - i
[~ oG St
Doug Crummé

c.c. Steve Rodeman



Krystal Gema

John Thomas

Pat West

Rhoni Wiswall
Daniel Rivas

Sen. Peter Courtney
Sen Sara Gelser
Rep. Tina Kotek
Rep. Dan Rayfield
Ellen F. Rosenblum
Gregory A. Hartman



From: Douglas Crummé [mailto:doug.crumme@gmail.com]
Sent: Monday, August 31, 2015 11:37 AM

To: Daniel Rivas

Subject: Proposed amendments to OAR 459-005-0510

August 31, 2015

Fr: Doug Crummé
7350 N.E. Sunflower Lane
Corvallis, Oregon 97330

To: Daniel Rivas
PERS Administrative Rules Coordinator
11410 S.W. 68" Parkway
Tigard, Oregon 97223

Re: Proposed Amendments to COLA rule, OAR 459-005-0510

Dear Mr. Rivas,

Please add these comments to the rulemaking record concerning the

Item B.4. Att.5

proposed amendments to OAR 459-005-0510. I make these comments as a private

citizen and not on behalf of my government employer.

For reasons set out in my letter of May 5, 2015, earlier copied to the Board,
the proposed amendments to OAR 459-005-0510 are inconsistent with Moro v.

State of Oregon, 357 Or 167 (2015).



Moro holds that the pre-2013 version of ORS 238,360 applies to benefits
accrued or accruing for work performed before the effective date of those
amendments. Id at 231 and 232. The proposed amendments to OAR 459-005-
0510 would shift the test for the applicable COLA from when the work giving rise
to the contract rights was performed to when the benefits under those contract
rights accrue or are accruing. Employees’ contract rights to Tier 1 benefits are
solely for work performed through 2003. Employees’ contract rights to Tier 1
benefits are not for work performed after 2003 or after 2013.

If I understand correctly, the proposed amendments to OAR 459-005-0510
would pay a maximum 2-percent COLA on the whole monthly pension benefit to a
Tier 1 employee who quit her PERS-covered job in 2013 but then did not retire for
PERS purposes until 2015. Yet an employee who has continued to work in her
PERS-covered job after 2013 and then both quits the job and retires under PERS in
2015 would receive a blended COLA of less than a maximum 2 percent. Under
the core holding in Moro, both employees should receive the same 2-percent
maximum COLA. The employee contract rights that Moro identifies trump the
expediency considerations that the Board’s staff cites in its July 31, 2015, memo to
the Board discussing the proposed rule amendments.

Thank you for your consideration.

Sincerely,

Doug Crummé
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Public Employees Retirement System
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TO: Members of the PERS Board
FROM: Stephanie Vaughn, Manager, Policy Analysis & Compliance Section

SUBJECT:  Adoption of Assumed Rate Rule:
OAR 459-007-0007, Assumed Rate

OVERVIEW
Action: Adopt modifications to Assumed Rate rule.

Reason: Reflect the change in the assumed rate as adopted by the Board and specify the
effective date for implementation of the change for PERS transactions.

Policy Issue: No policy issues were identified.

BACKGROUND

At the July 31, 2015 PERS Board meeting, staff gave notice of rulemaking to implement any
change to the assumed rate. The proposed rule sets forth the new assumed rate of 7.50% adopted
by the Board.

The rule also specifies that the new assumed rate will be effective for PERS transactions with an
effective date of January 1, 2016, consistent with this Board’s policy decision from 2013 that
changes to the assumed rate will be effective the following January 1, giving staff ample time to
perform the necessary preparation, communicate with members and employers, and treating all
members who retire in a year that a change is adopted equitable treatment, no matter which
month they retire. The new assumed rate will be aligned with the new actuarial equivalency
factors (AEFs), which will allow for a clear effective date for all transactions that involve
calculations using both the latest year-to-date rate and AEF components.

SUMMARY OF MODIFICATIONS TO RULE SINCE NOTICE
The adopted assumed rate of 7.50% was added in section (3).

PUBLIC COMMENT AND HEARING TESTIMONY

A rulemaking hearing was held August 25, 2015, at 2:00 p.m. at PERS headquarters in Tigard.
No members of the public commented on the rule. A second rulemaking hearing was held
August 27, 2015, at 2:00 p.m. at Oregon State Archives in Salem. No members of the public
attended. The public comment period ended September 1, 2015, at 5:00 p.m. Two public
comments were received.

PERS received a public comment letter dated July 11, 2015, from Doug Crummé. A copy of his
letter is included as Attachment 2. Mr. Crummé argues that the assumed rate should not be
lowered and, if anything, it should be returned to 8%. He referenced Milliman’s May 29, 2015
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Adoption — Assumed Rate Rule
09/25/15
Page 2 of 3

PowerPoint presentation which predicted a 75% chance that PERS would be 100% funded in the
next 20 years, and added that PERS investments have consistently outperformed the market. Mr.
Crummé also noted that PERS had previously maintained an 8% assumed rate for around 25
years, despite several investment downturns. Included in his letter is an attachment showing the
42-year average percentage earnings credited to member accounts.

In Milliman’s July 31, 2015 presentation to the PERS Board, the actuaries concluded that the
long-term future investment return assumption should be lowered based on data from the
investment forecasts and review of the guiding principles presented. The Oregon Investment
Council also supported a decrease in the assumed rate due to the collapse in bond yields and
persistent downward pressures on interest rates. On July 31, the PERS Board decided to reduce
the assumed rate to 7.50%, and the administrative rule must be updated based on the new
adopted rate. Mr. Crummé’s points may be relevant to the Board’s July decision, but now since
that decision has been made, the rule needs to be modified to reflect that decision.

On August 20, 2015, PERS received a public comment email from Marc Feldesman. A copy of
his email is included as Attachment 3. Mr. Feldesman argues that an effective date of January 1,
2016 is too early, because actuarial factors associated with the assumed rate change and the
change in mortality factors will not be known until the November Board meeting. He states that
members should have at least one full month to evaluate the impact of rate and mortality changes
to make an informed retirement decision. In a subsequent email, staff informed Mr. Feldesman
that PERS’ actuary, Milliman, intended to have the updated AEF tables ready no later than
November 1 (earlier if possible). PERS will post the tables on the PERS website following
receipt.

Examples from the impact of the rate changes considered were included in the Milliman
presentations for both May and July’s meetings. While members considering retirement cannot
precisely determine the impact of these changes until the new tables are available, their order of
magnitude is illustrated and shows how much longer a member needs to delay retirement to
achieve roughly equivalent monthly benefits, if that is driving their decision to retire.

LEGAL REVIEW

The attached draft rule was submitted to the Department of Justice for legal review and any
comments or changes are incorporated in the rule as presented for adoption.

IMPACT

Mandatory: Yes, the assumed rate determined by the Board must be adopted by rule and clearly
describe the effective date of the assumed rate change on PERS transactions.

Impact: The proposed rule benefits members, employers, and staff by setting forth the assumed
rate and a clear effective date for implementing a change in the rate.

Cost: There are no discrete costs directly attributable to specifying the assumed rate in rule.

RULEMAKING TIMELINE

July 15, 2015 Staff began the rulemaking process by filing Notice of Rulemaking
with the Secretary of State.
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Adoption — Assumed Rate Rule

09/25/15

Page 3 of 3

July 31, 2015 PERS Board notified that staff began the rulemaking process.

August 1, 2015 Oregon Bulletin published the Notice. Notice was sent to
employers, legislators, and interested parties. Public comment
period began.

August 25, 2015 First rulemaking hearing held at 2:00 p.m. at PERS in Tigard.

August 27, 2015 Second rulemaking hearing held at 2:00 p.m. at Oregon State
Archives in Salem.

September 1, 2015 Public comment period ended at 5:00 p.m.

September 25, 2015 Board may adopt the permanent rule modifications.

BOARD OPTIONS
The Board may:

1. Pass a motion to “adopt modifications to the Assumed Rate rule, as presented.”
2. Direct staff to make other changes to the rule or explore other options.

STAFF RECOMMENDATION
Staff recommends the Board choose Option #1.

Reason: Reflect the change in the assumed rate as adopted by the Board and specify the
effective date for implementation of the change for PERS transactions.

If the Board does not adopt: Staff would return with rule modifications that more closely fit the
Board’s policy direction if the Board determines that a change is warranted.

B.5. Attachment 1 — 459-007-0007, Assumed Rate
B.5. Attachment 2 — Public Comment Letter from Doug Crummé
B.5. Attachment 3 — Public Comment Email from Marc Feldesman
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B.5. Attachment 1
OREGON ADMINISTRATIVE RULE
PUBLIC EMPLOYEES RETIREMENT BOARD
CHAPTER 459
DIVISION 007 — EARNINGS AND INTEREST DISTRIBUTION

459-007-0007
Assumed Rate
(1) The Board will review the assumed rate in odd-numbered years as part of the
Board’s review and adoption of actuarial assumptions and methods.
(2) The Board may adopt a change in the assumed rate at any time. A change in the
assumed rate is effective the first of the year following the Board’s adoption of the change.
(3) The assumed rate is set at [7.75] 7.50 percent, effective on January 1, [2014] 2016.
Stat. Auth.: ORS 238.650 & 238A.450

Stats. Implemented: ORS Chapters 238 & 238A

007-0007-2 Page 1 Draft
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July 11, 2015

Fr: Doug Crummé
7350 N.E. Sunflower Lane
Corvallis, Oregon 97330

To: John Thomas, Chair
Oregon PERS Board
11410 S.W. 68" Parkway
Tigard, Oregon 97223

Re: Hold Steady on Assumed Earnings Rate

Dear PERS Board,

Please maintain the current assumed earnings rate for the PERS fund over the
next two years. Milliman appears to be recommending another cut this year.
However, there has not been enough time to digest the Moro decision, the legislative
session, the current growth outlook for the Oregon economy, and the investment
outlook to jump into another change. Milliman’s May 2015 materials estimate a 75
percent likelihood that the PERS fund will be 100-percent funded in the next 20
years.

Resist the urge to try to make up for Moro. The May 2015 Milliman materials
still, in places, refer to the 2013 COLA changes as “reforms.” But as we know, Moro
identifies that those were largely an unconstitutional breach of contract. A herd
mentality led to precipitous, unsound decisions in 2013.

Untii 2013, PERS had steadily maintained an 8-percent assumed earnings rate
for about 25 years, through several investment downturns. The rate was cut in 2013.
Circumstances do not warrant yet another cut.

If any change is warranted, it should be a return to the 8-percent rate. Your
2012 publication, “PERS: By The Numbers,” states on page 14 that, through 2011,
“the 42-year average regular account earnings available for crediting equalfed] 10.3
%.” Since then, Tier One earnings available for distribution were 14.53 percent in
2012 and 15.76 percent in 2013. Returns were lower but still positive in 2014, with
7.05 percent [AP earnings.



Milliman notes that, in attempting to project future earnings, it does not take
into account PERS’ ability to outperform the market (“alpha”). It would be
reasonable for you though to take PERS’ demonstrated alpha into account in
determining the assumed earnings rate for the next two years.

I write to you as a private citizen and not on behalf of my government
employer. But please understand that Oregonians who work in government are
weary of all of the recent changes that keep moving the goal line for retirement.
Please hold steady on the assumed earnings rate this time around.

Please add this letter to any record that you make of your proceedings. Thank
you.

Slnc ely,

C;/A...—v CLAM”MM

Doug Crumme

cc. Krystal Gema
Pat West
Rhoni Wiswall
Lawrence Furnstahl
Steve Rodeman
Daniel Rivas
Gov. Kate Brown
Sen. Sara Gelser
Rep. Dan Rayfield



4. System Revenue (continued)

Regular account earnings available for crediting and actual distributions to Tier One and Tier
Two member regular, variable, and Individual Account Program (IAP) accounts

Earnings Distributions (%)
Year Regular Tier Tier Variable IAP
Account (%) One Two Account
1970 5.09 5.09 7.47
1971 6.27 6.27 9.47
1972 7.46 7.46 13.87
1973 0.00 0.00 -16.39
1974 0.00 5.50 -18.16
1975 9.19 7.50 18.94
1976 10.38 7.75 18.58
1977 4.79 7.00 -2.62
1978 7.37 7.00 7.03
1979 12.32 11.09 20.40
1980 16.92 13.00 29.94
1981 437 7.50 -2.25
1982 15.31 11.50 22.39
1983 18.37 13.00 23.12
1984 7.33 7.50 4.00
1985 21.38 15.00 27.99
1986 22.70 18.37 18.98
1987 9.00 7.50 4.54
1988 16.86 13.50 18.62
1989 19.74 14.50 26.84
1990 -1.53 8.00 -7.84
1991 22.45 15.00 35.05
1992 6.94 8.00 10.54
1993 15.04 12.00 12.65
1994 2.16 8.00 -1.76
1995 20.78 12.50 29.92
1996 24.42 21.00 24.42 21.06
1997 20.42 18.70 20.42 28.87
1998 15.43 14.10 13.63 21.45
1999 24.89 11.33* 21.97 28.83
2000 0.63 8.00 0.54 -3.24
2001 -7.17 8.00 -6.66 -11.19
2002 -8.93 8.00 -8.93 -21.51
2003 23.79 8.00 22.00 34.68
2004 13.80 8.00 13.27 13.00 12.77
2005 13.04 8.00 18.31%* 8.29 12.80
2006 15.57 8.00 15.45 15.61 14.98
2007 1022 7.97*** 947 1.75 9.46
2008 -27.18 8.00 -27.18 -4371  -26.75
2009 19.12 8.00 19.12 35.57 18.47
2010 12.44 8.00 12.44 15.17 12,13
2011 2.21 8.00 221 -7.80 2.15

* The PERS Board originally credited
these accounts at 20%. That allocation
was later reduced to 11.33% to comply
with subsequent court decisions and
legislative findings.

** Tier Two regular account crediting,
based solely on earnings, was 13.74%.
However, the PERS Board deployed $9
million from the Capital Preservation
Reserve and $17 million from the
Contingency Reserve that was added to
Tier Two earnings. As a result, Tier
Two was credited with a total of
18.31%. The dollars allocated from the
reserves were originally withheld from
Tier Two regular account earnings.

*¥%* After crediting Tier One accounts with
the assumed rate of 8%, member
attorney fees in the Strunk case were
deducted by order of the Oregon
Supreme Court resulting in an effective
crediting rate of 7.97%.

42-year average regular account
earnings available for crediting equals
10.3%.

42-year average earnings credited to
Tier One regular accounts equals 9.6%.

42-year average earnings credited to
variable accounts equals 10.7%.

Average earnings credited to Tier Two

accounts since 1996 equals 9.4%.

Average earnings credited to IAP

accounts since 2004 equals 7.0%.

® In determining plan funding, the
actuary must project future earnings of
the PERS Fund. This is called the
“assumed earnings rate.” Historical
assumed earnings rates are:

5.0% for 1971 - 1974

7.0% for 1975 - 1978

7.5% for 1979 — 1988

8.0% for 1989 — current.

14
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From: Marc Feldesman [mailto:feldesmanm@gmail.com]

Sent: Thursday, August 20, 2015 6:48 PM

To: Daniel Rivas

Subject: Re: PERS Rulemaking Hearings for COLA and Assumed Rate rules

Regarding the assumed rate change, the timing for implementing all changes puts eligible retirees in an
extremely difficult time bind. Although the final assumed rate will be known by 9/25/15, the actuarial
factors associated with the assumed rate change and the change in mortality factors will not be known
until the November Board meeting. It can hardly be considered adequate notice as members eligible to
retire before the implementation will not know how the new changes will affect decisions to retire until
they have barely a week to make an informed decision. This is hardly a fair timetable. Members ought
to have at least one full month to evaluate the impact of rate and mortality changes before being forced
to make an irrevocable and potentially costly decision.

Marc R. Feldesman
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TO: Members of the PERS Board

FROM: Mary Dunn, Financial and Administrative Services Division
SUBJECT:  Moro Implementation Project Update and Funding Request
PROJECT ACTIVITIES

Since the July 31, 2015 PERS Board meeting, the Moro Implementation Project team has been
hard at work. We have determined the amount of underpaid COLA and the revised benefit for
recipients based on members with all their service credit prior to May 1, 2013 (approximately
119,639 recipients). This group will receive, by October 31, 2015, a lump-sum retroactive
payment of underpaid COLA minus their Supplementary Payment received last year. Their
benefit payment will also be revised to reflect the corrected COLA starting November 1, 2015.

For recipients whose benefit includes service credit earned after May 1, 2013, PERS will apply a
blended COLA based on the member’s service credit before and after the effective date of the
legislation challenged in Moro. Of this population, approximately 7,027 recipients will receive a
lump-sum retroactive payment, minus Supplementary Payments and invoices for updated
actuarial equivalency factors (AEF), by January 31, 2016. However, others in this group will only
receive an invoice for their Supplementary Payment and AEF overpayments (there are
approximately 3,807 recipients in this situation) as any COLA owed to them is not sufficient to
cover these other changes. For both groups, their revised benefit should start with the February 1,
2016, payment.

As reported in July, updated AEF tables for retirements from January 1, 2014, through June 1,
2015, have been implemented. Now, PERS is recalculating all of the affected members, with the
goal to have all of these recalculations completed by the end of 2015. We currently have about
39% recalculated and, based on the project plan, that’s 10% more than scheduled. These AEF
table updates were required because survivorship options originally used the reduced COLA
assumption that was deemed invalid by the Supreme Court.

The next part of the project to begin is reprogramming PERS jClarety system for the blended
COLA calculation. This will begin following final approval of the OAR presented for adoption at
this meeting, and is planned to be completed in time for the 2016 COLA update next July, paid
August 1, 2016. The remaining accounts impacted by the Moro decision are related to death and
are on hold until after system programming is complete.

FUNDING SOURCE

The Oregon Supreme Court decided in the Moro case that PERS underpaid COLA from August
1, 2013, to October 1, 2015. This underpayment resulted from applying the challenged 2013
legislation to all recipients. Currently, the total amount of underpayments is calculated to be
around $73.2 million. When the amount of the Supplementary Payments made in 2014 (about
$9.8 million) are recovered as a deduction from the COLA payments, the net amount to be
distributed to recipients is about $63.4 million.
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In 2013, the PERS Board earmarked a total of $65 million from the Contingency Reserve to fund
the Supplementary Payment. With PERS no longer making these payments, the $55.2 remaining
(minus the 2014 payments) is now left unallocated in the reserve.

Per ORS 238.670(1), the Contingency Reserve “may be used by the board for the following
purposes:

(a) To prevent any deficit in the fund by reason of the insolvency of a participating public
employer. Reserves under this paragraph may be funded only from the earnings on
employer contributions made under ORS 238.225.

(b) To pay any legal expenses or judgments that do not arise in the ordinary course of
adjudicating an individual member’s benefits or an individual employer’s liabilities.

(c) To provide for any other contingency that the board may determine to be appropriate.”

As this restored COLA is being paid pursuant to a court judgment, the use of the Contingency
Reserve to fund these COLA payment seems appropriate. Staff is requesting approval from the
PERS Board to fund the restored COLA payments from the Contingency Reserve, in an amount
approximating $63.4 million.

The Contingency Reserve was funded to its current level with this eventuality in mind. Other
potential funding sources, such as the Benefit-in-Force Reserve, could be tapped for this purpose
but would reduce the assets available to fund member benefits.

BOARD ACTION
1. Fund the restored COLA payment from the Contingency Reserve.

2. Have the funding for the restored COLA come from another source, such as the Benefit-in-
Force Reserve.

STAFF RECOMMENDATION
Option 1, use of the Contingency Reserve to fund these restored COLA payments.
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TO: Members of the PERS Board
FROM: Yvette Elledge-Rhodes, Chief Operations Officer
SUBJECT:  OPSRP Contribution Start Date — Funding Source

BACKGROUND:

At the first Employer Advisory Group (EAG) meeting on January 23, 2015, the main topic of
discussion was PERS’ guidance on when to start member and employer contributions for a new
OPSRP member. Guidance has been administered inconsistently since OPSRP was created in
2004 based on changes in the understanding of the law by PERS and certain employers. The
inconsistency has been further complicated by the variety of pay periods that employers use.

PERS and the EAG have discussed ways to resolve this disparity prospectively and retroactively.
House Bill 3495 was passed in the 2015 session to change the contribution start date
prospectively, starting on January 1, 2016, when that bill becomes effective. According to the
new law, contributions will be due after the first full pay period following the initial membership
date of an OPSRP member, which is similar to how Tier One and Tier Two plans were
administered. The policy question remains of how to resolve the contributions and earnings that
are due but not paid because of the inconsistent administration over prior years (2004-2015).

The chart below shows the estimated cost to make these data corrections, reflecting reported
salary and earnings information thorough calendar year 2014. PERS will have actual costs when
data corrections are made in the system.

As shown below, not all employers are affected equally.

Employer Group Ivn;p_?g:ztli Impacted Contributions Prior Y_ears’ Totals
Employers vs. Total Members Members Employers Earnings
State Agencies 86 of 106 | 16,301 of 46,954 $2,925,526 $3,396,023 | $2,884,781 | $9,206,330
Local Governments 254 of 488 | 14,804 of 69,518 $1,365,097 $2,170,426 $989,916 | $4,525,439
0OUS 8of 8 317 of 23,562 $23,264 $25,466 $33,595 $82,325
OHSU lof 1 249 of 6,382 $21,972 $16,898 $27,628 $66,498
Community Colleges 17 of 17 | 2,491 0f 27,424 $197,803 $124,580 $229,222 $551,606
Schools 238 0f 295 | 4,103 of 145,477 $267,821 $393,229 $367,089 | $1,028,140
Totals 604 of 915 | 38,265 of 319,317 $4,801,483 $6,126,622 | $4,532,231 | $15,460,338

As this chart shows, correcting these members’ records will trigger significant payments for
contributions and the associated earnings. To reiterate, the contributions owed are member
contributions to the IAP and employer contributions toward the cost of the members” OPSRP
Pension Program, and the earnings those contributions would have earned had they originally
been paid when required. Resolving this matter is also challenging because the reasons for the
misapplication of the law vary:
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1. Inconsistency between administration of contribution start date under Tier One/Tier Two and
OPSRP, which created another structure until HB 3495 becomes effective.

2. Changes in the understanding of the statute by PERS and certain employers as well as
inconsistent communication to certain employers.

3. Employers have different reporting structures, systems, and pay periods that did not yield
consistent results from month to month as new OPSRP members came on.

4. Inconsistent reporting by employers; i.e. local governments had different reporting rules than
the other actuarial groups.

POLICY QUESTION:

After discussions over several meetings, the EAG has recommended that the Contingency
Reserve be used to fund the costs for these prior contributions and earnings. Per ORS
238.670(1)(c), the Contingency Reserve may be used to provide for any other contingency that
the board may determine to be appropriate.

Attached is testimony from EAG members in support of this request. We also received emails of
support from the following members of the advisory group:

Celia Heron, Policy Analyst, City of Portland
Trudy Vidal, Financial Business Systems Manager, State of Oregon
Debra Grabler, Chief Financial Officer, Tualatin Valley Fire & Rescue

The Contingency Reserve’s current balance is $651,202,143.97. Of that total, $25,000,000 was
previously allocated from employer account earnings to cover employer insolvencies, but staff
has not had to use that portion of the reserve since it was established. Note also that the restored
cost-of-living adjustment (COLA) payments required to comply with the Oregon Supreme
Court’s Moro decision are slated to be paid out of this reserve. In a separate memo at this board
meeting, we report the estimate for those costs to be $63.4 million.

PERS staff need to have this policy question answered before embarking on clean up efforts to
restore the contributions and earnings to member and employer accounts. As those amounts are
determined, staff will proceed with invoicing employers, if the Board does not allocate funds
from the Contingency Reserve for some or all of those costs, or generate charges to the
Contingency Reserve for the amounts that the Board agrees to allocate there.

OPTIONS:

1. Retroactive costs are NOT funded by the Contingency Reserve. Impacted employers would
be liable for previous contributions and earnings from the data corrections. PERS staff would
determine the contributions and earnings due from each employer, and some individual
employers would certainly challenge their responsibility for those costs.

2. Some retroactive costs are funded by the Contingency Reserve. For example, member and
employer contributions are paid by employers; earnings are covered by the Contingency
Reserve.

3. All retroactive costs (member and employer contributions plus earnings) are funded by the
Contingency Reserve.

SL1 PERS Board Meeting September 25, 2015



OPSRP Contribution Start Date Issue
9/25/15
Page 3 of 3

EAG RECOMMENDATION:

The EAG recommends Option #3; all retroactive costs for data corrections be funded by the
Contingency Reserve. PERS staff can administer any of the three options listed above.

C.2. Attachment 1 — Supporting testimony from EAG Members

SL1 PERS Board Meeting September 25, 2015



Item C.2. Att. 1
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September 10, 2015

PERS Board

PERS Headquarters SENT via email
11410 SW 68th Parkway

Tigard, OR 97223

RE: Letter of support for Option 3 as contained in the PERS staff memo
relating to the Contribution Start Date issue

Dear Members of the PERS Board,

The Association of Oregon Counties (AOC) strongly encourages the Board to adopt
recommendation number 3 in the staff memo relating to the contribution start date issue, and
fund all retroactive costs from the Contingency Reserve.

As you are aware, the original statutes for the PERS Oregon Public Service Retirement
Plan (OPSRP) pension program were ambiguous with regard to contribution start date.*
Compounding that problem was various PERS directives to employers. The letters to you from
Marion and Linn Counties provide examples of what actually occurred, and | strongly encourage
you to read those letters.

In the end, this issue was not caused by employers. It is the result of ambiguous state
legislation, compounded by directives to employers from PERS, and subsequent reinterpretation
of those statutes by PERS. Employers should not now be liable for that which they did not
create, and could not control. Instead, this is an appropriate use of the Contingency Reserve, as
outlined in the staff memo, and justified in the letters from Linn and Marion Counties.

AOC therefore ask the PERS Board to adopt Option 3. Thank you in advance for your
consideration in this matter.

Sincerely,

iy

Rob Bovett
Legal Counsel
Association of Oregon Counties

! AOC took the lead in successfully promoting 2015 legislation to clarify this ambiguity for future employees hired
on and after January 1, 2016. 2015 Oregon Laws, Chapter 326 (Enrolled House Bill 3495). But it is the ambiguity
in the original OPSRP statute, and any potential retroactive clarification and application, that gives rise to the issue
now before the PERS Board.

1201 Court Street NE, Suite 300 | Salem, Oregon 97301-4110 | 503.585.8351 | www.aocweb.org


https://olis.leg.state.or.us/liz/2015R1/Downloads/MeasureDocument/HB3495/Enrolled

Finance Department

@) 500 SW Madison Avenue
PO Box 1083

Corvallis, OR 97339-1083

CORVALLIS Phone: (541) 766-6990

ENHANGING COMMUNITY LIVABILITY Fax: (541) 754-1729
B e R ] i

September 9, 2015
OPERS Board Members
RE: OPSRP Contribution Start Date

I am a member of the OPERS Employer Advisory Group. We have met several times to discuss the
OPSRP Contribution Start Date issue outlined in the staff report. I support OPERS staff
recommendation for Option 3 — to use the Contingency Reserve to fund the member and employer
contributions plus earnings to correct the problems with OPSRP Contribution Start Date. As noted in
the staff report, this is a complex issue with no easy solution.

I participated in a number of meetings beginning in the early 2000s when the concept of monthly
payroll reporting was first being considered by OPERS. I also participated in meetings between 2004
and 2006 when “earned when earned” vs. “earned when paid” concepts were discussed. Like some
other employers, Corvallis’ pay periods cross calendar month end, so the resolution of this issue was
important to us to ensure we would be able to report data accurately to OPERS. These were difficult
concepts and the alternatives considered were complicated; ultimately the EDX system program was
changed to include work period begin and end date fields, with new instructions for employers to use
these fields.

Corvallis has followed OPERS directions on how to report members’ first month of contribution data.
We have gone to annual trainings for payroll staff to ensure we were tracking and reporting hours
worked correctly. We have been audited by OPERS staff to ensure we were following procedures
correctly. Therefore, we were surprised when OPERS staff began to send invoices to revise how the
first month of contributions would be treated. We found we owed monies for employee contributions,
employer contributions, and of course lost earnings. We understand the need for OPERS to have
accurate records, and correct contributions for each and every member, but at this point requiring the
employers to pay these invoices for following the rules OPERS gave us seems wrong. In addition,
during the time period under consideration, some employee groups in Corvallis have been employee
paid contributors, so the City would be forced to collect the member contributions from employees,
and in many cases former employees.

All of the information I have about this issue leads me to support the OPERS staff recommendation to
use Contingency Reserves to make this correction.

Sincerely

Nancy Brewer
Finance ctor

A Community That Honors Diversity



Corvallis School District 509)J

Olivia Meyers Buch, Director of Finance and Operations
1555 SW 35 Street ® PO Box 3509J * Corvallis, Oregon 97339
541-757-3859 ¢ www.csd509j.net ® 541-757-3936 FAX

September 8, 2015

PERS Board of Trustees
11410 SW 68t Parkway
Tigard, OR 97223

Testimony in Support of EAG Recommendation RE: OPSRP Start Date Issue
Members of the PERS Board:

The Corvallis School District supports the Employer Advisory Group’s recommendation that the
PERS Contingency Reserve be used to fund the costs for the prior contributions and earnings
related to the OPSRP start date issue. We feel that the complexity of this issue warrants this
action and without it, the majority of PERS employers will be considered liable for previous
contributions and earnings simply due to statute interpretation, inconsistent communication,
and an ineffective reporting system.

| strongly encourage you to support the EAG’s recommendation and take action to resolve this
matter in a reasonable and equitable way.

Sincerely,

45 TR s P [/ /
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I 4

Olivia Meyers Buch
Director of Finance and Operations
Corvallis School District 509)
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LEAGUE
of Jregon

CITIES

1201 Court Street NF, Suite 200 ¢ Salem, Oregon 97301
(303) 388-6550 ¢ (800) 452-0338 * I'ax: (503) 399-4863

www.orcities.org

September 11, 2015

Public Employee Retirement System Board
11410 SW 68t Parkway
Tigard, Or 97223

Re: Support for “Option 3" regarding contribution start date.
Dear PERS Board Members:

I am writing to express the support of the League of Oregon Cities for Option 3 as articulated by PERS
staff in their memo regarding Oregon Public Service Retirement Plan (OPSRP)start date. This option will
eliminate uncertainty that employers currently find themselves in and fund retroactive costs through the
Contingency Reserve Fund.

When the OPSRP was installed in the statutes, there was an ambiguity as to when an employee should
be enrolled in the plan. This ambiguity resulted in inconsistent advice to employers. Fortunately, the
statutory confusion has been corrected by the passage of HB 3495 in 2015.

Vague and ambiguous statutes create for chaotic implementation. However, employers should not be
held liable for situations they did not create and could not control. To that end, the League urges the
adoption of “Option 3" so that cost will be covered by the Contingency Reserve Fund.

Intergovernmental Relations Associate
League of Oregon Cities



LINN COUNTY GENERAL ADMINISTRATION
300 Fourth Avenue, SW (Room 201, PO Box 100, Albany OR 97321-0031

Phone (541) 967-3825 Fax (541) 926-8228 BOARD OF COMMISSIONERS
John K. Lindsey
Accounting/Payroll, Personnel Services, ITS, GIS, County Attorney, Roger Nyquist

General Services/Facilities/Property Management, Printing/Supplies, Veterans' Services Will Tucker

RALPH E. WYATT
Administrative Officer

September 9, 2015
RE: OPSRP Contribution Start Date Issue
Members of the PERS Board:

Regarding to the PERS Staff memo titled the “OPSRP Contribution Start Date Issue”
which is being considered by the Board, Linn County is in support of the staff’s
recommendation #3 - “All retroactive costs (member and employer contributions plus
earnings) are funded by Contingency Reserve.” Based on the information in the memo and
outlined below, that recommendation provides the most rational resolution of the issue for
all parties.

When OPSRP was created in 2004, the statue was not clear regarding a new member’s
contribution start date and a discussion started about using an “earned when earned” date
or “earned when paid” date. During the following two years, there was confusion as to
which date was correct. In 2006, Linn County was instructed by PERS to follow the
contribution start date to match the beginning of the PERS membership date, which is
defined as being six full months of employment. Linn County had been using that date
since 2004 and, based on those instructions, has continued to do so.

Because Linn County and other employers relied upon and followed PERS directives
as to how to determine the employee contribution start date for new OPSRP members,
it seems reasonable that PERS pay for any cost incurred due to the revised
interpretation of the related statutes with a one-time use of the PERS Contingency
Reserve. Linn County urges the Board to approve that action.

Thank you for your consideration

Sincerely,

Ralph ExWyatt
Linn County Administrative Officer

Cc: Linn County Board of Commissioners
Dave Alderman, Linn County Accounting Officer



Marion County

BOARD OF
COMMISSIONERS
Sam Brentano
Janet Carlson

Patti Milne

CHIEF ADMINISTRATIVE
OFFICER
John Lattimer

CHIEF FINANCIAL
OFFICER
Jeff White

Telephone:
(503) 589-3295

Fax:
(503) 373-4379

@ Printed on Recyeled Paper

OREGON

FINANCE DEPARTMENT

Date: September 1, 2015
To:  OPERS Board Members

RE: OPSRP Contribution Start Date Issue

In regards to the PERS Staff memo describing the “OPSRP Contribution Start
Date Issue”, Marion County is in support of PERS Staff recommendation #3 “All

retroactive costs (member and employer contributions plus earnings) are funded

by the Contingency Reserve.”

In 2014, Marion County was invoiced by PERS for additional benefits for two former
Marion County employees who are part of the PERS Oregon Public Service Retirement
Plan (OPSRP) pension program. PERS staff determined that additional benefits were
due to these employees based on a recently revised PERS interpretation of Oregon
Revised Statutes that identifies when OPSRP members are first eligible for contribution
benefits. These invoices were received without any explanation or notification from
PERS regarding the revised interpretation of statute.

The cost of this revised interpretation could be substantial for some employers. Marion
County has estimated that its cost is approximately $250,000 to $300,000 for
retroactive corrections back to 2004. This estimate does not include the cost of lost
earnings on these contributions, the cost of staff time to make 11 years of corrections,
or the increased cost to employers of this new interpretation of benefit eligibility.

While there has been much discussion as to the validity of the revised interpretation, the
primary concern for Marion County is simply, “Who is going to pay for the cost of this
new interpretation of the statute?”
From Marion County’s perspective, PERS is responsible for this cost and should
pay for the correction.
This position is based on the following description of how this issue was created:

1) When OPSRP was first implemented in 2004, the related statutes did not appear

to be clear regarding the exact contribution start date (CSD) for calculation of

member benefits. Marion County has on file several email communications
with PERS that document the discussion regarding the contribution start date.

555 Court Street NE » Salem, OR 97301 « PO Box 14500 « Salem, OR 97309 « www.co.marion.or.us
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2)

3)

4)

5)

6)

Marion County employees remember several employer-PERS meetings over a two-year period to
discuss this particular issue, which centered primarily around two different interpretations as to the
correct contribution start date.

When an employee begins working for a PERS covered employer for the first time, they become eligible
for PERS membership on the first day of the month following six months of employment. For example,
if an employee begins employment on January 15% they become a PERS member on August 1%,

If an employer pay period begins on the first of the month (such as August 1¥ — which equals the
membership date), there is no issue. However, if an employer pay period crosses over the beginning of
the month, such as is frequently the case for Marion County, then the two separate interpretations of
confribution eligibility create a difference in the contribution calculation. Using a Marion County pay
period example of July 20, 2014 through August 2, 2014 with a pay date of August 12, 2014, for an
OPSRP employee who becomes a PERS member on August 1,2014, the differences between the two
interpretations are as follows:

a. Interpretation “A” - Marion County has followed this model, as instructed by PERS, which sets
the contribution start date to match the beginning of the PERS membership date. In the example,
PERS benefits would 01113! be calculated for the two days after the employee became a member —
August 1* and August 2", The pay period dates of July 20th through July 31* would not be
included in the calculation of contribution benefits.

b. Interpretation “B” — the recently revised interpretation from PERS which sets the contribution
start date for benefits to include all work days paid on a pay check received after the membership
date. In the example, PERS contributions would be calculated on the entire pay period July 20™
through August 2™, because the pay check for that pay period was received on August 12t
which is after August 1%, the membership start date. Pay period dates prior to the membership
date, which were excluded in interpretation “A” are now to be included as part of interpretation
“B”. This interpretation adds 12 additional days to the contribution calculation and payment.

Sometime around 2006, PERS determined that the appropriate benefit calculation under the 2004
OPSRP legislation should be as described above in “A”. Employers such as Marion County were
actually instructed to pay benefits based on that interpretation back to 2004 (see attachment I). PERS
then later implemented a system within their software for employers to use, which required (per their
instructions) payroll information to be entered using “Work Period Begin and End Dates” to reflect this
earnings basis. Marion County, along with other employers, has been following the direction given by
PERS for the past 11 years and making the required contributions.

There is no confusion regarding the direction provided from PERS as found in attachment I. Both the
language in the email, along with the picture clearly state that PERS interpretation was that no
contributions were to be paid on any earnings prior to the membership date, regardless of when those
earnings were paid.

Recently, legislation was passed that does provide a very clear statement on when contributions should
begin for OPSRP members. This legislation was purposely drafted to match language found in statute
that defines the contribution start date for Tier 1 and Tier 2 members. Ironically, the new language that
will be effective in January 2016 defines a date that is closer to Interpretation “A” (how Marion County
has been making the calculation) and less like Interpretation “B” (the calculation that PERS staff is now
requesting be implemented for the period 2004-2015). The new requirement will be that the
contribution start date will be the first date of a full pay period that begins after the membership date.



Because Marion County and other employers relied upon and followed PERS directive as to how to calculate
the benefits for new OPSRP members, and made the required payments in good faith, it is only reasonable to
expect PERS to be liable for any cost incurred due to its mistaken directives and recently revised interpretation
of the related statutes. Those costs should include: 1) the benefit cost, 2) the lost earnings cost, and 3) employer
staff time to make the required data corrections. PERS should require all employers to make the requested
corrections and pay for all costs as a one-time use of the PERS Contingency Reserve so that this issue can be

closed.

Sipoeel e o
N s

Jeff White
Chief Financial Officer

Marion County
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[(@773074) Sharcr ey - Re: ORS 238 vs ORSZ36A. . P

"Gayle LANSKY" <Gayle.Lansky@state.or.Ls>

From:
To: <SMAY@co.marion.or.us=
Date: 6/21/2006-1:06 PM
Suhject: Re: ORS 238 vs ORS238A
Attachments: PERS Followup_1.doc

Hello Sharon,
It was nice to put a face with a name and voice last week.
| don't think Marsha Ehlers has had a chance fo circulate my responses the questions posed at the

meeting, so | am attaching them here.

| think we are both saying the same thing. The statute you reference says "Contributions for new
members shall be made for those wages that are attributable to services performed by the employee
during the first full pay perlod following the six months' period, without regard to when those wages are
considered earned for other purposes under this chapter." What the statute is saying is, only wages
relating to service performed AFTER the membership date are considered subject to contributions, even
though other patts of the statute say that salary is earned when paid. This Is specifically intended to
exclude waiting time salary. | think the examples | have In the attachment will clarify as well, If not, '

. please give me a call.

Best Regards,

Gayle Lénsky
- PERS/Memberhip & Employer Relations
(603) 603-7742 ;
=55 "Sfharon May" <SMAY@co.marion.or.us> 6/21/2005 12:11 PM >>>

Hi Gayle,

| enjoyed meeting you and others from PERS at the 6/16/2005 meeting at.
Multnomah County. Thank you for your answers to questions and the
information regarding upcoming changes to reporting.

Have you had a chance to find out if 1st time contributions begin in
the first full pay period of the month for OPSRP?

ORS 238,015 (1) Membership - had specific language stafing first time
- contributions for wages atiributable o services performed during the
first full pay period on or after the effective date of membership. SB

427 In 2002,

ORS 238A - states the effective date of membership but doesn't seem to
specifically address when, for new members, the 1st time contributions

should begin.
Marion County ER 2000

Thanks,
Sharon

g
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[(6/2/2014) Sharon May - Re: ORS 238 vs ORS288A " .. oo i ...

- Sharoh May
Payroll Specialist
Marion County
smay@co.marion.or.us
503-6588-6494
Fax#503-588-7980

This message is intended for the sole use of the individual and entity
to whom It Is addressed, and may contain information that is :

privileged,
confidential, and exempt from disclosure under applicable law. If you
are not the addressee, nor authorized to receive for the addressee,

you
are hereby notified that you may not use, copy, disclose, or

distribute
to anyone the message or any information contained in the message. If

you have received this message In error, please Immediately advise the
sender by reply email at smay@co.marion.or.us and delete this

message. .

KEAARAKRRARRRRAN R AR

This message has been scanned for virus content by Symantec Anti-Virus, and is believed to be clean.

Viruses are often contained in attachments - Email with specific attachment types are automatically

deletad. .
If you need to receive one of these attachments contact Marion County IT for assistance.
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K  PERS followup to questions from PUG Meeting on 6/16/2005

Thank you for your questions and feedback at the PUG meeting yesterday. If I have missed any of the guestions that arose
during our conversation, please emall me directly and I will send a response to Marsha Ehlers for distribution to your list.

New Statement Screens .
I have attached the draft statement screens I mentioned and will be Interested in your feedback. Please note that these

screens represent a PRELIMINARY DRAFT of what we are planning, and will probably undergo revisions before the final
release of the software enhancements. We will be seeking Input about the screens during our next Employer Advisory

‘Committes conference call on July 6 but I welcome your comments at any time.

Waiting Time Salary -
At Thursday's meeting I answered a question about waiting time by stating that waiting time salary Is not subject to
contributions, even If it Is paid after the eligibility date (Contribution Start Date). I have confirmed the accuracy to that
statement. Waiting time salary Is one of the few categaries of salary that is considered “earned when earned,” not “earned
when paid.”

Here are two examples taken directly from our business rules:

N L T BT = 1> S T
et W o e T e Y T

Exafiple; ** ,©' -2 T

An employee was hired into an OPSRP IAP qualifying position on December 28, 2003,
The employee became eligible for membership in the OPSRP TAP Program on July 1, 2004.

* The employer pay date Is July 7, 2004 for the pay period that began on June 20, 2004 and ended July 2, 2004. -
Employer reporting for the pay perlod ending July 2, 2004, will show two days of subject salary and elght days of waiting

time non-subject salary.
The member Is not eligible for contributions for the eight days of waiting time salary that was paid on July 7, 2004.

R .l:\‘f

[:Examipleg -, 11 1E

Employer's pay period: 02/23/2005 to 03/05/2005

Employee completes walting - period: 02/28/2005
Employee becomes an active member: 03/01/2005 (The first day of the month after the employee
completes the waiting perlod.- (BR 3023)

Employee:has hours worked and wages earned for entire pay period.

+«—Waiting Time Non-Subject Salary——— ———Subject Salary >
I 08/16/2004 02/23/2005 r 02/28/2005 03/01/2005 03/05/2005 ,
T T . t T
! Hire Date l Beginning of pay | Lastday  [Employee becomes|  End of pay !
period hefore active | active member petiod
membership .
’ : ! ¢ Pay Period 5

Severance Pay :
Severance pay Is a [ump sum payment made to an employee In association with involuntary termination. Such payments -
are considered subject to employer (pension) contributions for PERS Tier One and Tier Two employees, as well as subject
salary for Final Average Salary calculations. Severance Pay pald In a lump sum Is not subject salary for member (1AP) or
OPSRP pension contributions. Severance Pay should be reported In the Lump Sum Payments fleld on EDX. '

Payments made more than 31 da);s after separation (the termination date submitted on EDX) are not subject to employer or
member (IAP) contributions. Payments made more than 31 days after the employment relationship has ended should not

be reported to PERS. .

“Refreshing” Average Overtime Hours e
ge and Contribution record causes what we call a

Populating the fields In the “PERS Job Class” section on a DTL.Z Wa (
“nosition” within a job segment to close, and a new position to open. If there Is actually a change to gither Job Class (police

and fire to general service, for example), FTE Code (A teacher with a contract for 1700 hours becomes an administrator
9/2/2014 5

PERS Furlowup_i-.doc Pagelof 2 '
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where 2000 hours is the FTE), or reevaluation of the Average Overtime Hours worked per year in a given position, the new
information, along with the date the change was effective (Job'Grade Start Date) Is warranted. If a new position has been
created by enterlng a new Job Grade Start Date, suspended records related to the previaus posftion will not post. QObstacles

to records posting will be created If unnecessary Information Is entered In the fields.

Printed IAP State_ments for non-Computer Literate Members
Currently PERS provides duplicate annual statéments for members upon written request. IAP summary statements will be

supplied to members upon request in the same fashion. Members should send their written request for an IAP statement
directly to PERS and mark the envelope with the heading TAP SUMMARY STATEMENT.

Issue Management for.New File Format
I will be recommending that PERS malntain a log of known problems, the PERS point-of-contact, any available
N = 1

work-arounds, and their expected dates of resolution on the Employer Website during the phase-in of the new file format. In

additlon, our capabllity for electronic communication with employers will gréatly enhance our ability to alert employers to
problems and their solutions. Other suggestions for quickly and efficlently dfssemlnatlng information to employers will be

appreciated.

PERS Followup_1.doc Page 2 of 2 T /242014
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_"} Oregon Community College Association

O ALINITY 260 13" Street NE, Salem, OR 97301
COLLEGE Phone: (503) 399-9912 Fax: (503) 399-9286
violainie http://www.occal7.com

September 11, 2015

Oregon Public Employee Retirement Board
P.O. Box 23700
Tigard, Oregon 97281

Dear Members of the PERS Board,

The Oregon Community College Association (OCCA), which represents Oregon’s seventeen community
colleges, urges your adoption of the recommendation of the PERS Employer Advisory Group to use the
Contingency Reserve to pay all retroactive costs associated with the OPSRP contribution start date
correction. All seventeen community colleges are impacted by this situation.

During the 2015 legislative session, OCCA joined the other PERS employers in supporting the passage of
HB 3495. As you know, this bill addressed the prospective application of the OPSRP start date to make it
clear in statute when member contributions should be started for OPSRP employees. This legislation
could not, however, address the retroactive cost implications of resolving the member and employer
contributions plus earnings due as a result of inconsistent crediting during the years from 2004 to 2015.
PERS estimates that the cost to community colleges and their employees to resolve the shortfall to be
more than $458,000.

Given the cost impact this will have on community colleges and their employees, we urge you to use
your authority to allocate funds from the Contingency Reserve as allowed by ORS 238.670(1)(c) to cover
all retroactive costs (member and employer contributions as well as earnings). We believe the use of
the reserve is justified in that the inconsistency in administering OPSRP start date contributions resulted
not from the fault of employers but due to ambiguous statutory language and guidance from PERS. The
Contingency Reserve was created to address situations like this.

Sincerely,

) | L Yo oz
A0S~

i
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Andrea Henderson
Executive Director



()I'egon Department of Administrative Services
Kate Brown, Govemor Office of the Chief Operating Officer
155 Cottage Street NE

Salem, OR 97301

PHONE: 503-378-3106

September 15, 2015 ‘ FAX: 503-373-7643

PERS Board

PERS Headquarters
11410 SW 68th Parkway
Tigard, OR 97223

Dear PERS Board Members,

This letter is in response to Yvette Elledge-Rhodes’ memo of 9/25/15 regarding the
OPSRP contribution start date.

DAS supports Option 3, funding the retroactive costs from the contingency
reserve. We believe this is appropriate because we have been following PERS
guidance on the timing of first month contributions for state employees.

We do want to note that we are concerned with the PERS estimate of 16,301 State
of Oregon member accounts being affected. In reviewing the 2014 OPSRP data,
we found approximately 75% of state employees reaching their contribution start
date required adjustments to their accounts. If the same percentage of employee
accounts needing adjustments is true for all new state employees hired under
OPSRP, the actual number of impacted employees could be closer to 30,000 than
the 16,301 currently estimated.

[ appreciate the opportunity to express my support for Option 3. Thank you for
your consideration in this matter.

Sincergly

Clyde Saiki
Acting COO & DAS Director



Item C.3.

Public Employees Retirement System
Headquarters:

11410 S.W. 68th Parkway, Tigard, OR
Mailing Address:

P.O. Box 23700

Tigard, OR 97281-3700

503) 598-7377

September 25, 2015 TTY gsosg 603-7766

http://oregon.gov/pers

TO: Members of the PERS Board

FROM: Steven Patrick Rodeman, Executive Director
SUBJECT:  Adoption of Actuarial Methods & Assumptions
BACKGROUND

Matt Larrabee and Scott Preppernau of Milliman will follow up their July 31, 2015 Board
meeting presentation with a revised draft of the 2014 Experience Study. At the July meeting, the
PERS Board directed the actuaries to apply the recommended economic and demographic
assumptions. The PERS Board also directed the actuaries to move to use an assumed earnings
rate of 7.5 percent in completing the December 31, 2014 system valuation. The new study is still
in development as of the mailing date of these meeting materials. It will be distributed to the
Board as soon as it is available.

The new version of the 2014 Experience Study will incorporate the PERS Board’s direction from
the July meeting. Pursuant to ORS 238.605, adoption of the 2014 Experience Study will fulfill
the PERS Board’s duty to direct the actuary to prepare a report evaluating the current and
prospective assets and liabilities of the system and indicating its current and prospective financial
condition. Once adopted, staff will complete the responsibility to distribute a summary of the
report to all participating public employers by posting the study on the PERS website.

BOARD OPTIONS
The Board may:

1. Pass a motion to “adopt the 2014 Experience Study, as presented.”

2. Direct the actuary or staff to make further revisions to the Experience Study methods and
assumptions, and return with a revised study for the Board’s consideration.

STAFF RECOMMENDATION

Staff recommends the Board choose Option #1.

Reason: The 2014 Experience Study, as presented, reflects the methods and assumptions
necessary to competently report the current and prospective assets and liabilities of the
system and to indicate its current and prospective financial condition.

SL1 PERS Board Meeting September 25, 2015






Introduction

= Today we will review preliminary valuation results for the
Tier 1/Tier 2 & OPSRP retirement programs

— We will also review preliminary valuation results for the RHIA & RHIPA
retiree healthcare programs

= All work is based on:
— Asset levels and member demographics at year-end 2014
— Updates to methods and assumptions from the 2014 Experience Study
— Current benefit provisions, including the effects of Senate Bills 822 &
861 and the related ruling in the Moro case
= Results are advisory in nature

— Indicate where 2017 - 2019 contribution rates would be if set today
— Assess program funded status and unfunded actuarial liability (UAL)

= Action item for today: Adopt the 2014 Experience Study

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work. Any ] =

1 recipient of this work product who desires professional guidance should engage qualified professionals for advice M I I I l man
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Projected Benefit Payments

Tier 1/Tier 2 & OPSRP Expected Benefit Payments
by status as of 12/31/2014
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The dotted line reflects the projected payments from the 12/31/2013 valuation,

prior to the effects of Moro and updates to methods and assumptions
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System Funded Status and UAL

» System-total pension funded status is lower and unfunded
actuarial liability is larger in the 12/31/2014 actuarial valuation than
In the 12/31/2013 valuation

System-total pension funded status

($in billions) 12/31/2013 | 12/31/2014

Actuarial liability $62.6 $73.5
Assets (excluding side accounts) $54.1 $55.5
UAL (excluding side accounts) $8.5 $18.0
Funded status (excluding side accounts) 86% 76%
Side account assets $5.9 $5.9
UAL (including side accounts) $2.6 $12.1
Funded status (including side accounts) 96% 84%

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work. Any ] =
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Sources of 2014 UAL Increase

Expected UAL increase/(decrease) during 2014 $0.2B
2014 actual investment performance below assumption $0.2B
Moro adjustment to projected benefits $5.1B
Decrease in assumed return to 7.50% $1.7B
Update to mortality assumption $1.8B
All other assumption changes and actual experience $0.5B
Total $9.5B

* The expected UAL increase/(decrease) is the change, based on
12/31/2013 valuation results, projected to occur during 2014 if:
— Actual 2014 experience mirrored 12/31/2013 valuation assumptions
— No benefit or assumption changes made for the 12/31/2014 valuation

» 2014 increase reflects effects of temporary negative amortization

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
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Tier 1/Tier 2 Rate Pool Funded Status and UAL

* Funded status differs for the two large Tier 1/Tier 2 rate pools

Actuarial liability $37.2 $27.1
Assets (excluding side accounts) $28.5 $20.3
UAL (excluding side accounts) $8.7 $6.8
Funded status (excluding side accounts) 717% 75%
Projected 2015 payroll $5.4 $2.9
Ratio of UAL to payroll 161% 234%
Side account assets $2.7 $3.1
UAL (including side accounts) $6.0 $3.7
Funded status (including side accounts) 84% 86%

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes.
Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work. Any
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Overview of Rate Calculation Structure

Rate Collar

Uncollared Collared

Rate Base

Rate

Collared
Net Rate

= The uncollared rate is the theoretical contribution rate to reach
100% funded status over a specified amortization period Iif:
— Contributions at that rate started on the actuarial valuation date, and
— Actual future experience mirrors the actuarial valuation’s assumptions

* The rate collar sets a biennium’s base rate, limiting the base rate
change when there is a large change in the uncollared rate

= Employers pay the net rate, which can differ from the base rate
due to adjustments that fall into two major categories
— Side account rate offsets for employers with side accounts
— SLGRP charges/offsets (e.g., Transition Liability/Surplus)

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
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Comments on Advisory 2017 — 2019 Rates

= No single employer pays the system-wide average rate
— School district base rates are above the average

— Most SLGRP employers’ base rates are below the average

= Employers in a rate pool do not pay the pool average rate

— Actual rates reflect employer-specific side account rate offsets and/or
any SLGRP charges/offsets

— SLGRP normal cost rates are specific to an employer’'s composition of
member tier and job classification

= Rates shown do not include the effects of:
— Individual Account Plan (IAP) contributions
— Rates for the RHIA & RHIPA retiree healthcare programs
— Debt service payments on pension obligation bonds

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes.
Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work. Any

7 recipient of this work product who desires professional guidance should engage qualified professionals for advice
appropriate to its own specific needs.
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Uncollared Pension Rates — School Districts

Excludes Retiree Health Care, IAP Contributions, Rate Collar, Side Accounts

12/31/2013 12/31/2014
2015 - 2017 Final 2017 - 2019 Advisory

Payroll Payroll

Tier 1/ Weighted Weighted
Tier 2 OPSRP Average? OPSRP Average'

Normal Cost 11.94% 7.33% 10.14% 13.72% 8.10% 11.28%
Tier 1/Tier 2 UAL 9.25% 9.25% 9.25% 17.54% 17.54% 17.54%
OPSRP UAL 0.61% 0.61% 0.61% 1.01% 1.01% 1.01%
Uncollared Rate 21.80% 17.19% 20.00% 32.27% 26.65% 29.83%
Increase 10.47% 9.46% 9.83%

The pool-average advisory collared net rates which employers

would be charged are shown on a subsequent slide

1 Weighting based on the pool’s payroll levels (Tier 1/Tier 2, OPSRP) as of the valuation date.

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes.
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Uncollared Pension Rates — SLGRP Average

Excludes Retiree Health Care, IAP Contributions, Rate Collar, Side Accounts

12/31/2013 12/31/2014
2015 - 2017 Final 2017 - 2019 Advisory
Payroll Payroll

Tier 1/ Weighted Tier 1/ Weighted

Tier 2 OPSRP Average' Tier 2 OPSRP Average'
Normal Cost 13.66% 7.79% 11.13% 16.05% 8.63% 12.52%
Tier 1/Tier 2 UAL 5.71% 5.71% 5.71% 12.09% 12.09% 12.09%
OPSRP UAL 0.61% 0.61% 0.61% 1.01% 1.01% 1.01%
Uncollared Rate 19.98% 14.11% 17.45% 29.15% 21.73% 25.62%
Increase 9.17% 7.62% 8.17%

The pool-average advisory collared net rates which employers
would be charged are shown on a subsequent slide

Employer-specific rates vary widely from the SLGRP average

1 Weighting based on the pool’s payroll levels (Tier 1/Tier 2, OPSRP) as of the valuation date.

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes.
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Current Rate Collar Design
* The maximum change typically permitted by the collar is:
— 20% of the rate currently in effect (3% of payroll minimum collar width)

= If funded status is 60% or lower, the width of the collar doubles
— 40% of rate currently in effect (6% of payroll minimum collar width)

= |f the funded status is between 60% and 70%, the collar size is

pro-rated between the initial collar and double collar level
32.00% lllustration of Rate Collar

24.00%

20.00% +— - ¢ Prior Double
Rate Collar
16.00% +—

8.00%

= Collars are calculated at a rate pool level and limit the biennium
to biennium increase in the UAL Rate for a given rate pool

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
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Collared Pension Base Rates — School Districts
Excludes Retiree Health Care & IAP Contributions, Side Account Offsets

12/31/2013 12/31/2014
2015 - 2017 Final 2017 - 2019 Advisory
Payroll Payroll

Tier 1/ Weighted Tier 1/ Weighted

Tier 2 OPSRP Average’ Tier 2 OPSRP Average'
Uncollared Rate 21.80% 17.19% 20.00% 32.27% 26.65% 29.83%
Collar Limitation (0.00%) (0.00%) (0.00%) (5.83%) (5.83%) (5.83%)
Collared Base Rate 21.80% 17.19% 20.00% 26.44% 20.82% 24.00%
Increase 4.64% 3.63% 4.00%

Barring benefit modifications or actual 2015 investment returns differing

materially from assumption, final 2017 — 2019 base rates will be similar
to advisory 2017 — 2019 base rates shown in this presentation

1 Weighting based on the pool’s payroll levels (Tier 1/Tier 2, OPSRP) as of the valuation date

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes.
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Collared Pension Base Rates — SLGRP Average

Excludes Retiree Health Care & IAP Contributions, Side Account Offsets

12/31/2014
2017 - 2019 Advisory

Uncollared Rate

12/31/2013
2015 - 2017 Final

Payroll

Tier 1/ Weighted
Tier 2 OPSRP Average’

19.98% 14.11% 17.45%

Tier 1/

Payroll

Weighted
OPSRP Average’

Collar Limitation

(1.14%)  (1.14%) (1.14%)

Collared Base Rate

18.84% 12.97% 16.31%

Increase

21.73% 25.62%
(6.26%) (6.26%)
15.47% 19.36%
2.50% 3.05%

Barring benefit modifications or actual 2015 investment returns differing
materially from assumption, final 2017 — 2019 base rates will be similar

to advisory 2017 — 2019 base rates shown in this presentation

Employer-specific base rates can vary widely from SLGRP average rates

1 Weighting based on the pool’s payroll levels (Tier 1/Tier 2, OPSRP) as of the valuation date

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
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Collared Pension Net Rates — School Districts

Excludes Retiree Health Care & IAP Contributions

12/31/2013!
2015 - 2017 Final

Payroll

Tier 1/
Tier 2 OPSRP

Weighted
Average?

12/31/2014
2017 - 2019 Advisory

Payroll

Tier 1/
Tier 2 OPSRP

Weighted
Average?

Collared Base Rate 21.80% 17.19% 20.00% 26.44% 20.82% 24.00%
Side Account (Offset) (10.62%) (10.62%)  (10.62%) (10.61%) (10.61%) (10.61%)
Collared Net Rate 11.18% 6.57% 9.38% 15.83% 10.21% 13.39%
Increase 4.65% 3.64% 4.01%

Rates vary by employer, as only some employers have side accounts

Changes in side account offsets are not collared; actual 2015 returns
below assumption would lower the offset, increasing the net rate

1 For this exhibit, adjustments are assumed not to be limited due to an individual employer reaching a 0.00% contribution rate.
2 Weighting based on the pool’s payroll levels (Tier 1/Tier 2, OPSRP) as of the valuation date

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes.
Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work. Any
recipient of this work product who desires professional guidance should engage qualified professionals for advice
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Collared Pension Net Rates — SLGRP Average

Excludes Retiree Health Care & IAP Contributions

12/31/2013" 12/31/2014!
2015 - 2017 Final 2017 - 2019 Advisory
Payroll Payroll
Weighted Weighted
OPSRP Average? OPSRP Average?
Collared Base Rate 18.84%  12.97% 16.31% 22.89% 15.47% 19.36%
Side Account (Offset) (4.99%) (4.99%) (4.99%) (4.94%) (4.94%) (4.94%)
SLGRP Charge/(Offset)  (0.80%)  (0.80%) (0.80%) (0.80%) (0.80%) (0.80%)
Collared Net Rate 13.05% 7.18% 10.52% 17.15% 9.73% 13.62%
Increase 4.10% 2.55% 3.10%

Rates vary by employer, as only some employers have side accounts
and the SLGRP charge/(offset) varies by employer

Changes in side account offsets are not collared; actual 2015 returns
below assumption would lower the offset, increasing the net rate

1 For this exhibit, adjustments are assumed not to be limited due to an individual employer reaching a 0.00% contribution rate.
2 Weighting based on the pool’s payroll levels (Tier 1/Tier 2, OPSRP) as of the valuation date

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes.
Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work. Any

. - -
14 recipient of this work product who desires professional guidance should engage qualified professionals for advice D M I I I I man
appropriate to its own specific needs.



2017-19 Contribution Increase Estimates

(A) (B) (B)- (A)
Projected Projected Projected Projected Projected
2015-17 2015-17 2017-19 2017-19 Contribution

($ millions) | Payroll* | Contribution | Payroll* | Contribution Increase
State
Agencies $5,580 $575 $5,980 $800 $225
School
Districts $5,950 $560 $6,370 $850 $290
All
Others $7,350 $870 $7,870 $1,155 $285
Total $18,880 $2,005 $20,220 $2,805 $800

* Assumes payroll grows at 3.50% annually based on 12/31/2014 active member census,
reflecting proportional payroll composition (Tier 1/Tier 2 vs. OPSRP) as of 12/31/2014

» Projected 2017-19 contributions are determined by applying collared
net advisory rates calculated in the 12/31/2014 valuation

— Projections do not reflect the effects of actual 2015 investment returns

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
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Looking Toward the Rate-Setting Valuation

» This valuation is based on 12/31/2014 assets and
demographic information and calculates:
— Advisory 2017-19 uncollared contribution rates
— Advisory 2017-19 collared base contribution rates
— Advisory 2017-19 side account rate offsets
— Advisory 2017-19 collared net contribution rates

= Actual 2017-19 contribution rates will be determined based on
12/31/2015 asset and demographic information

If actual 2015 investment returns are below the 7.5%
assumed return, how will each of the four measures

noted above change between the 12/31/2014 advisory
valuation and the 12/31/2015 rate-setting valuation?

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work. Any ] =
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Effects of 2015 Returns — Uncollared Rates

= Any actual 2015 investment underperformance compared to the
assumed 7.5% return would increase final uncollared 2017-19
rates determined in the 12/31/2015 rate-setting valuation
— Actual underperformance has a “first dollar” effect on uncollared rates

* To illustrate, if actual 2015 return was +2.5%, the uncollared
system-average rate would be estimated to increase by 2.1% of
payroll for the 5% investment underperformance

* The relationship between investment underperformance and
uncollared rate changes is approximately linear

— In other words, 2.5% underperformance is estimated to impact the
uncollared rate by approximately 1.05% of payroll, which is half of the
effect of 5% underperformance

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
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Effects of 2015 Returns — Collared Base Rates

= Any 2015 investment underperformance would affect a rate
pool’s collared 2017-19 base rates only If it affects the size of
the rate collar
— The collar size increases if a rate pool’s funded status falls below 70%
— For rate pools currently above 70%, actual underperformance leading

to funded status below 70% will affect the collared base rate

* The actual return before the collar would widen varies by pool
and depends on each pool’'s funded status
— Current funded status: School districts (75%); SLGRP (77%)

* |f returns are below the necessary threshold, the collar would
progressively widen (and the collared base rate would
Increase) linearly until funded status was 60% or less

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
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Effects of 2015 Returns — Side Account Offsets

» Like uncollared rates, any actual 2015 investment
underperformance will decrease final 2017-19 side account rate
offsets determined in the 12/31/2015 rate-setting valuation
— Actual underperformance has a “first dollar” effect on side account offsets

» Most current side account rate offsets are calculated to fully
amortize at 12/31/2027 if future experience follows assumptions

— This remaining amortization period, which is shorter than the 20-year
amortization period used for amortizing new Tier 1/Tier 2 UAL, will lead to
large changes in 2017-19 side account rate offsets if investment losses
are material

* The relationship between investment underperformance and
changes in side account rate offsets is approximately linear

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
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Effects of 2015 Returns — Collared Net Rates

* How any actual 2015 investment underperformance affects an
employer's final 2017-19 net rates determined in the
12/31/2015 rate-setting valuation depends on two factors
— Which Tier 1/Tier 2 rate pool the employer participates in
— Whether or not the employer has a side account

* The effect on net rates for employers without side accounts
will be very similar or identical to the effect, if any, on collared
base rates

* The effect on net rates for employers with side accounts will
be the sum of two separate effects
— Effect, if any, on collared base rates
— Effect due to change in side account rate offset

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
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12/31/2014 Retiree Health Care Valuation

» Two separate health care benefit subsidies are valued:

— RHIA provides a $60 per month subsidy toward healthcare premiums
for Medicare-eligible Tier 1/Tier 2 retirees

— RHIPA provides Tier 1/Tier 2 state employees who retire prior to age 65
with an alternative to PEBB coverage until they reach Medicare
eligibility

» OPSRP retirees are not eligible for either subsidy

= RHIA and RHIPA benefits historically have been less well
funded than Tier 1/Tier 2 & OPSRP benefits

— To help address that, in July 2009 the Board shortened the shortfall
amortization period to ten years to improve funded status over less time

— Rates reflecting the shorter amortization were first effective July 2011

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
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12/31/2014 Retiree Health Care Valuation

= While funded status is low, RHIA and RHIPA liabilities
combined are less than 1% of the pension liability

* |n recent experience studies, we recommended restructuring
the RHIPA participation assumption for future state
government retirements
— Assume higher participation rates for retirees eligible for the largest

employer-paid subsidies
— Rates reflecting new structure first went into effect in July 2015

= RHIPA warrants continued monitoring, as funded status is very low and
subsidy payments are sensitive to actual participation levels
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12/31/2014 Retiree Health Care Valuation

Unfunded Accrued Liability (UAL) and Advisory Contribution Rates

RHIA RHIPA*

(amounts in millions) 12/31/2013 12/31/2014 12/31/2013 12/31/2014
Accrued Liability $474 $468 $61 $71
Assets $354 $396 $5 $7
UAL $120 $72 $56 $64
Funded Status 75% 85% 9% 10%
Normal Cost Rate 0.08% 0.07% 0.09% 0.11%
UAL Rate 0.45% 0.43% 0.35% 0.39%
Total Rate 0.53% 0.50% 0.44% 0.50%

*State Agencies, OUS, and State Judiciary are the only employers who pay RHIPA rates

RHIPA assets at year-end 2014 were only about 150% of 2014

RHIPA benefit payments

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes.
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Contribution Rate & Funded Status Projections

* In November, we will return with contribution rate and funded
status projections based on this valuation

— They will use the latest year-to-date investment return information at the
time the projections are made

= Projections will be developed using two types of models

— Deterministic
« Straight lines reflecting steady future actual investment returns

— Stochastic

» Probability distributions reflecting a wide variety of noisy scenarios for possible
actual future investment returns

* The modeling will include updates to the risk metrics we have used in
projection studies conducted in previous years

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes. m
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Wrap Up / Next Steps

= Action item:
— Adoption of the 2014 Experience Study

= Between now and the November meeting, we will:
— Assist PERS in preparing financial reporting schedules
— Develop updated actuarial equivalence factors for 2016
— Issue system-wide and employer-specific valuation reports

= At the November meeting, we will:

— Provide listings of employer-specific advisory 2017-2019 contribution rates
— Update long-term rate and funded status projections

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes.
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Certification

This presentation summarizes key preliminary results of an actuarial valuation of the Oregon Public Employees Retirement
System (“PERS” or “the System”) as of December 31, 2014, for the Plan Year ending December 31, 2014. The results are
preliminary in nature and may not be relied upon to, for example, prepare the System’s Consolidated Annual Financial Report
(CAFR). The reliance document will be the forthcoming formal December 31, 2014 System-Wide Actuarial Valuation Report.

In preparing this report, we relied, without audit, on information (some oral and some in writing) supplied by the System’s staff.
This information includes, but is not limited to, statutory provisions, employee data, and financial information. We found this
information to be reasonably consistent and comparable with information used for other purposes. The valuation results depend
on the integrity of this information. If any of this information is inaccurate or incomplete our results may be different and our
calculations may need to be revised.

All costs, liabilities, rates of interest, and other factors for the System have been determined on the basis of actuarial
assumptions and methods which are individually reasonable (taking into account the experience of the System and reasonable
expectations); and which, in combination, offer our best estimate of anticipated experience affecting the System.

Future actuarial measurements may differ significantly from the current measurements presented in this report due to such
factors as the following: plan experience differing from that anticipated by the economic or demographic assumptions; changes
in economic or demographic assumptions; increases or decreases expected as part of the natural operation of the methodology
used for these measurements (such as the end of an amortization period or additional cost or contribution requirements based
on the plan's funded status); and changes in plan provisions or applicable law. Due to the limited scope of our assignment, we
did not perform an analysis of the potential range of future measurements. The PERS Board has the final decision regarding the
appropriateness of the assumptions.

Actuarial computations presented in this report are for purposes of determining the recommended funding amounts for the
System. The computations prepared for these two purposes may differ as disclosed in our report. The calculations in the
enclosed report have been made on a basis consistent with our understanding of the System’s funding requirements and goals.
The calculations in this report have been made on a basis consistent with our understanding of the plan provisions described in
the appendix of this report. Determinations for purposes other than meeting these requirements may be significantly different
from the results contained in this report. Accordingly, additional determinations may be needed for other purposes.
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Certification

Milliman’s work is prepared solely for the internal business use of the Oregon Public Employees Retirement System. To the
extent that Milliman's work is not subject to disclosure under applicable public records laws, Milliman’s work may not be provided
to third parties without Milliman's prior written consent. Milliman does not intend to benefit or create a legal duty to any third party
recipient of its work product. Milliman’s consent to release its work product to any third party may be conditioned on the third
party signing a Release, subject to the following exception(s):

(a) The System may provide a copy of Milliman’s work, in its entirety, to the System’s professional service advisors who are
subject to a duty of confidentiality and who agree to not use Milliman’s work for any purpose other than to benefit the System.

(b) The System may provide a copy of Milliman’s work, in its entirety, to other governmental entities, as required by law.

No third party recipient of Milliman's work product should rely upon Milliman's work product. Such recipients should engage
gualified professionals for advice appropriate to their own specific needs.

The consultants who worked on this assignment are pension actuaries. Milliman’s advice is not intended to be a substitute for
gualified legal or accounting counsel. The signing actuaries are independent of the plan sponsors. We are not aware of any
relationship that would impair the objectivity of our work.

On the basis of the foregoing, we hereby certify that, to the best of our knowledge and belief, this report is complete and
accurate and has been prepared in accordance with generally recognized and accepted actuarial principles and practices. We
are members of the American Academy of Actuaries and meet the Qualification Standards to render the actuarial opinion
contained herein.
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Data Exhibits

Active Members

Count 34,174 42,180 88,505 164,859 162,185
Awverage Age 55.2 49.6 42 46.9 46.9
Awverage Senvice 23.5 14.1 5.5 114 115
Average prior year Covered Salary $ 70,668 | $ 61,473 | $ 44,604 | $ 54,323 | $ 52,688
Inactive Members®

Count 16,521 15,924 10,118 42,563 41,213
Average Age 57.7 51.8 46.4 52.8 52.5
Average Monthly Benefit $ 2,052 | $ 707 | $ 326 | $ 1,138 | $ 1,135
Retired Members and Beneficiaries®

Count 121,545 8,428 1,532 131,505 128,117
Average Age 71.5 66.3 65.8 71.1 70.8
Average Monthly Benefit $ 2,516 | $ 791 | $ 381 | $ 2,381 | $ 2,365
Total Members 172,240 66,532 100,155 338,927 331,515

! Inactive and Retiree counts are shown by lives within each rate pool. In other words, a member is counted once per purposes of this exhibit, regardless of their service
history for different rate pools.
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Valuation Process and Timeline

= Actuarial valuations are conducted annually

— Alternate between “rate setting” and “advisory” valuations
— The 12/31/2014 valuation is advisory

* The Board adopts rate setting valuation results, and rates
go into effect 18 months subsequent to the valuation date

Valuation Date Employer Contribution Rates

12/31/2013 » July 2015 — June 2017

12/31/2015 > July 2017 — June 2019

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes.
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Two-Year Rate-Setting Cycle _
S Census Data zemogra.phlc

ssumptions

= July 2015: Assumptions & ~ Provided by PERS
methods adopted by Board in  JAdoptedbyPERS Boaidl
consultation with the actuary Calculated by the actuary. Projected Future

] September 2015: SyStem'Wide Benefit Payments
12/31/14 “advisory” actuarial
valuation results

Actuarial Economic
= November 2015: Advisory Methods Assumptions

2017-2019 employer-specific
contribution rates

= System Liability
= July 2016: System-wide " System Normal Cost
12/31/15 “rate-setting” actuarial
valuation results

= September 2016: Disclosure & ] G
adoption of employer-specific = Contribution Rates
2017-2019 contribution rates
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Division of Accrued Liability by Category

12/31/2014 Tier 1/Tier 2 and OPSRP Actuarial Accrued Liability

Actuarial Accrued Liability

by Member Category Age Distribution of
Tier 1 Active Liability
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Uncollared Pension Rates — System-Wide

Excludes Retiree Health Care, IAP Contributions, Rate Collar, Side Accounts

12/31/2013 12/31/2014
2015 - 2017 Final 2017 - 2019 Advisory

Payroll Payroll

Tier 1/ Weighted Tier 1/ Weighted
Tier 2 OPSRP Average' Tier 2 OPSRP Average'

Normal Cost 13.18% 7.79% 10.94% 15.41% 8.63% 12.30%
Tier 1/Tier 2 UAL 6.63% 6.63% 6.63% 13.68% 13.68% 13.68%
OPSRP UAL 0.61% 0.61% 0.61% 1.01% 1.01% 1.01%
Uncollared Rate 20.42% 15.03% 18.18% 30.10% 23.32% 26.99%
Increase 9.68% 8.29% 8.81%

The advisory collared net rates which employers would be

charged are shown later in this presentation

1 Weighting based on the pool’s payroll levels (Tier 1/Tier 2, OPSRP) as of the valuation date.
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Collared Pension Base Rates — System-Wide
Excludes Retiree Health Care & IAP Contributions, Side Account Offsets

12/31/2013 12/31/2014
2015 - 2017 Final 2017 - 2019 Advisory
Payroll Payroll

Tier 1/ Weighted Tier 1/ Weighted

Tier 2 OPSRP Average’ Tier 2 OPSRP Average'
Uncollared Rate 20.42% 15.03% 18.18% 30.10% 23.32% 26.99%
Collar Limitation (0.72%) (0.72%) (0.72%) (6.25%) (6.25%) (6.25%)
Collared Base Rate 19.70% 14.31% 17.46% 23.85% 17.07% 20.74%
Increase 4.15% 2.76% 3.28%

The collar limits increases that would be effective July 2017

Barring benefit modifications or 2015 investment returns significantly

above assumption, final 2017 — 2019 base rates will be similar to
advisory 2017 — 2019 base rates shown in this presentation

1 Weighting based on the pool’s payroll levels (Tier 1/Tier 2, OPSRP) as of the valuation date.
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Collared Pension Net Rates — System-Wide
Excludes Retiree Health Care & IAP Contributions

12/31/2013! 12/31/2014
2015 - 2017 Final 2017 - 2019 Advisory
Payroll Payroll
Weighted Weighted
OPSRP Average? OPSRP Average?
Collared Base Rate 19.70%  14.31% 17.46% 23.85% 17.07% 20.74%
Side Account (Offset) (6.38%) (6.38%) (6.38%) (6.37%) (6.37%) (6.37%)
SLGRP Charge/(Offset)  (0.47%)  (0.47%) (0.47%) (0.47%) (0.47%) (0.47%)
Collared Net Rate 12.85% 7.46% 10.61% 17.01% 10.23% 13.90%
Increase 4.16% 2.77% 3.29%

Rates vary by employer, as only some employers have side accounts

Changes in side account offsets are not collared

1 For this exhibit, adjustments are assumed not to be limited due to an individual employer reaching a 0.00% contribution rate.
2 Weighting based on the pool’s payroll levels (Tier 1/Tier 2, OPSRP) as of the valuation date

This work product was prepared for discussion purposes only and may not be appropriate to use for other purposes.
Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work. Any

. - -
34 recipient of this work product who desires professional guidance should engage qualified professionals for advice D M I I I I man
appropriate to its own specific needs.



-
Appendix

Actuarial Basis
Data

We have based our calculation of the liabilities on the data supplied by the Oregon Public Employees Retirement System and
summarized in the data exhibits on the preceding slides.

Assets as of December 31, 2014, were based on values provided by Oregon PERS reflecting the Board’s earnings crediting
decisions for 2014.

Methods / Policies

Actuarial Cost Method: Entry Age Normal, adopted effective December 31, 2012.

UAL Amortization: The UAL for OPSRP, and Retiree Health Care as of December 31, 2007 are amortized as a level percentage
of combined valuation payroll over a closed period 20 year period for OPSRP and a closed 10 year period for Retiree Health Care.
For the Tier 1/Tier 2 UAL, the amortization period was reset at 20 years as of December 31, 2013. Gains and losses between
subsequent odd-year valuations are amortized as a level percentage of combined valuation payroll over the amortization period

(20 years for Tier/Tier 1, 16 years for OPSRP, 10 years for Retiree Health Care) from the odd-year valuation in which they are first
recognized.
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Actuarial Basis
Methods / Policies (cont'd)

Contribution rate stabilization method: Contribution rates for a rate pool (e.g. Tier 1/Tier 2 SLGRP, Tier 1/Tier 2 School
Districts, OPSRP) are confined to a collar based on the prior contribution rate (prior to application of side accounts, pre-
SLGRP liabilities, and 6 percent Independent Employer minimum). The new contribution rate will generally not increase or
decrease from the prior contribution rate by more than the greater of 3 percentage points or 20 percent of the prior
contribution rate. If the funded percentage excluding side accounts drops below 60% or increases above 140%, the size of
the collar doubles. If the funded percentage excluding side accounts is between 60% and 70% or between 130% and
140%, the size of the rate collar is increased on a graded scale.

Expenses: Tier 1/Tier 2 administration expenses are assumed to be equal to $33.0M, while OPSRP administration
expenses are assumed to be equal to $5.5M. The assumed expenses are added to the respective normal costs.

Actuarial Value of Assets: Equal to Market Value of Assets excluding Contingency and Tier 1 Rate Guarantee Reserves.
The Tier 1 Rate Guarantee Reserve is not excluded from assets if it is negative (i.e. in deficit status).

Assumptions

Assumptions for valuation calculations are as described in the 2014 Experience Study for Oregon PERS and presented to
the PERS Board in July 2015.

Provisions

Provisions valued are as detailed in the 2013 Valuation Report, except as modified by the Supreme Court decision in Moro
v. State of Oregon.
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Blended COLA

Moro Decision

The Oregon Supreme Court decision in Moro v. State of Oregon stated that the reduced COLA amounts provided by Senate Bills
822 and 861 (both passed in 2013) only apply to benefits earned after the effective date of the legislation. According to the Court,
PERS members who earned benefits before and after the effective date “will be entitled to receive during retirement a blended
COLA rate that reflects the different COLA provisions applicable to benefits earned at different times.”

The Supreme Court did not articulate a specific a methodology for determining a member’s blended COLA. For purposes of the
results in this presentation, the blending was based on the creditable service earned before and after the effective date.

The example below illustrates this blended COLA approach for a member with 30 years of service at retirement, 20 of which
were earned prior to the effective date of the SB 861 COLA.

Annual Benefit COLA prior to SB 861 Blended
COLA Applies to: SB 822 & 861 COLA COLA
<$60,000 2.00% 1.25% (20/30) x 2.00%

+(10/30) x 1.25%
=1.75%

>%$60,000 2.00% 0.15% (20/30) x 2.00%
+(10/30) x 0.15%
=1.38%
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Milliman Experience Study Demographic Assumptions

Retirement Assumptions (continued)

Police & Fire

Members with Less Than 13 Years of Service

The retirement assumption for police & fire members differs for members retiring with less than 13 years of
service, those retiring with between 13 and 24 years of service, and those retiring with more than 25 years of
service. Retirement decisions by members with less than 13 years of service are likely to be heavily
influenced by the availability of resources other than PERS benefits, including Social Security, prior
employment, spousal benefits, and savings.

The following graph shows the current assumed rates of retirement, the confidence interval around observed
experience and the recommended retirement rate assumption for police & fire members retiring with less than
13 years of service.

— 50% Confidence Interval mmmm 90% Confidence Interval ---e--- Current T1/T2 Assumption

e Proposed T1/T2 Assumption «--m-- Current OPSRP Assumption Proposed OPSRP Assumption
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Milliman Experience Study Demographic Assumptions

Retirement Assumptions (continued)

Members with 13 to 24 Years of Service

Retirement rates for members with 13 to 24 years of service are likely to be influenced by the structure of
PERS benefits as well as the availability of other resources, including Social Security, prior employment,
spousal benefits, and savings.

The following chart shows the current assumed rates of retirement, the confidence interval around observed
experience, and the recommended retirement rate assumption for police & fire members retiring with between
13 and 24 years of service.

Police & Fire

Members with 13 - 24 Years of Service
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Demographic Assumptions

Retirement Assumptions (continued)

Members with 25 or More Years of Service

Police & fire members with 25 or more years of service can retire immediately at age 50 (53 for OPSRP) with
unreduced retirement benefits. As a result, retirement rates at all ages are relatively high, with a spike at first

eligibility for unreduced benefits, and another increase when Social Security benefits become available.

The following chart shows the current assumed rates of retirement, the confidence interval around observed
experience, and the recommended retirement rate assumption for police & fire members retiring with more
than 25 years of service.
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Milliman Experience Study Demographic Assumptions

Retirement Assumptions (continued)

Judges

The following chart shows the current assumed rates of retirement, the confidence interval around observed
experience, and the recommended retirement rate assumption for members of the State Judiciary. The
current assumption generally remains in the confidence intervals, so no changes are proposed to the current
assumption.

Judge Members
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Demographic Assumptions

Retirement Assumptions (continued)

Summary of Recommended Retirement Rates

The following table summarizes our recommended Tier 1/Tier 2 retirement rates:

e e Reco ended Decembe 014 and 20 aluatio
Police & e enera e e ool D dge
0

Asre A 9 9 0

Less than 50 15.00% 15.00%

50 1.50% 2.00% | 24.00% 15.00% 15.00%

51 1.50% 2.00% | 17.50% 15.00% 15.00%

52 1.50% 2.00% | 17.50% 15.00% 25.00%

53 1.50% 2.00% | 17.50% 17.50% 25.00%

54 1.50% 2.00% | 17.50% 17.50% 25.00%

55 5.00% 8.00% | 23.50% 1.50% 3.00% | 17.50% 1.50% 4.50% | 25.00%

56 5.00% 8.00% | 23.50% 1.50% 3.00% | 17.50% 1.50% 4.50% | 25.00%

57 5.00% 8.00% | 23.50% 1.50% 3.00% | 20.00% 1.50% 4.50% | 25.00%

58 5.00% 8.00% | 23.50% 1.50% | 10.00% | 20.00% 2.50% | 14.50% | 32.00%

59 5.00% 8.00% | 23.50% 3.50% | 10.00% | 20.00% 4.50% | 14.50% | 28.50%

60 5.00% | 11.00% | 23.50% 6.00% | 10.00% | 20.00% 6.50% | 14.50% | 28.50% 10.00%
61 5.00% | 14.00% | 23.50% 6.00% | 10.00% | 24.00% 8.00% | 14.50% | 28.50% 10.00%
62 15.00% | 25.00% | 38.00% | 12.50% | 19.50% | 31.00% | 15.00% | 25.00% | 34.00% 10.00%
63 7.00% | 17.00% | 38.00% | 12.50% | 16.50% | 22.00% | 13.00% | 22.00% | 26.50% 10.00%
64 7.00% | 17.00% | 17.00% | 12.50% | 16.50% | 26.00% | 13.00% | 19.50% | 31.50% 10.00%
65 100.00% | 100.00% | 100.00% | 19.50% | 28.00% | 32.00% | 25.50% | 33.50% | 38.00% 10.00%
66 25.50% | 35.00% | 38.00% | 21.50% | 36.50% | 38.00% 10.00%
67 22.50% | 25.00% | 26.00% | 19.50% | 34.50% | 38.00% 10.00%
68 19.50% | 25.00% | 26.00% | 19.50% | 28.00% | 28.50% 10.00%
69 19.50% | 25.00% | 26.00% | 19.50% | 28.00% | 28.50% 30.00%
70 100.00% | 100.00% | 100.00% | 100.00% | 100.00% | 100.00% | 100.00%

This work product was prepared solely for Oregon Public Employees Retirement System for the
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Milliman Experience Study Demographic Assumptions

Retirement Assumptions (continued)

The following table summarizes our recommended OPSRP retirement rates:

OPSRP Recommended December 31, 2014 and 2015 Valuations

Police & Fire General Service School Districts

50 1.00% 1.50% 5.50%
51 1.00% 1.50% 5.50%
52 1.00% 1.50% 5.50%
53 1.00% 1.50% | 25.00%
54 1.00% 1.50% | 17.50%
55 4.00% 5.00% | 23.50% 1.00% 2.50% 5.00% 1.00% 2.50% 5.00%
56 4.00% 5.00% | 23.50% 1.00% 2.50% 5.00% 1.00% 2.50% 5.00%
57 4.00% 5.00% | 23.50% 1.00% 2.50% 7.50% 1.00% 2.50% 7.50%
58 4.00% 5.00% | 23.50% 1.00% 3.00% | 30.00% 1.00% 3.00% | 30.00%
59 4.00% 5.00% | 23.50% 1.50% 3.00% | 25.00% 1.50% 3.00% | 25.00%
60 4.00% 15.00% | 23.50% 3.00% 3.75% | 20.00% 3.00% 3.75% | 20.00%
61 4.00% 8.50% | 23.50% 3.00% 5.00% | 20.00% 3.00% 5.00% | 20.00%
62 12.00% 25.00% | 38.00% 8.00% | 12.00% | 30.00% 6.00% | 12.00% | 30.00%
63 7.00% 17.00% | 38.00% 7.00% | 10.00% | 20.00% 6.00% | 10.00% | 20.00%
64 7.00% 17.00% | 17.00% 6.00% | 10.00% | 20.00% 6.00% | 10.00% | 20.00%
65 100.00% | 100.00% | 100.00% | 13.00% | 35.00% | 20.00% | 12.00% | 35.00% | 20.00%
66 15.50% | 33.00% | 20.00% | 14.00% | 33.00% | 20.00%
67 15.50% | 22.00% | 30.00% | 11.00% | 22.00% | 30.00%
68 13.00% | 17.00% | 20.00% 9.00% | 17.00% | 20.00%
69 13.00% | 17.00% | 20.00% 9.00% | 17.00% | 20.00%
70 100.00% | 100.00% | 100.00% | 100.00% | 100.00% | 100.00%
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