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FISCAL ANALYSIS

Description

HB 2111 isan omnibus bill that would change various statutes relating to the Arizona State Retirement System (ASRS). Of
the several changesin the bill, ASRS has identified the 4 primary components that would affect the contribution rate and
present actuarial cost:

o Eliminate employer contribution payouts to members who leave the system.

e Replace the Rule of 80 with Rule of 85, requiring an additional 2.5 years of service for retirement.

e Replace the current 36-month average salary with a 60-month average salary in the benefit calculation.

e Eliminate cap on benefits
Thefirst 3 changes would apply to new members hired on or after July 1, 2010. The elimination of the benefit cap would
apply to both current and future members.

Estimated | mpact

Thisbill has no fiscal impact for FY 2010, as ASRS contribution rates are based on the status of the plan as of June 30" of
the previous year. In addition, since 3 of the provision affect only new hires, there will belittle impact in the short run, but
significant impact in the long term. For FY 2012, these changes would reduce the contribution rate by 4 basis points (or
0.04%) at a savings of $(432,200) to the General Fund and $(198,000) to other appropriated funds. In FY 2013, the savings
would be 7 basis points (or 0.07%), which would be a General Fund savings of $(756,400) and a savings of $(346,500) to
other appropriated funds.

The long term impact of these changes would be more significant, decreasing the contribution rate 95 basis points (or 0.95%)
at its savings peak in 2035. Based on current salaries and conditions, a 95 basis point decrease would generate General Fund
savings of $(10,265,200) and other appropriated fund savings of $(4,702,600).

Other participating employers and employeesin ASRS, including school districts and local governments, would see similar
savings.

Analysis

Contribution rates have 2 components. The first component is the normal cost, which is the permanent cost associated with
providing the benefit. The second component is the unfunded liability. Unfunded liability is created by adding benefits or
changing assumptions and represents the cost of providing benefits to recipients who did not pay the full cost of the benefits
as part of the normal cost. Unfunded liability is paid off over a specific amortization time period. The amortization period
for ASRSis 30 years.

For FY 2009, the contribution rate that both the employer and employee pay to ASRSis8.95%. The changesincluded in this

bill would reduce the contribution rate by reducing benefits and changing assumptions. Each of the changesis discussed
individually below.

(Continued)



Eliminate employer contribution payouts

If an employee |eaves service with an ASRS participating employer, they may elect arefund of their contributions, with the
stipulation that they are no longer eligible for benefits. Some or all of the employer contributions made on behalf of the
member during the member’ s employment may also be refunded, depending on the member’ s years of service. HB 2111
would eliminate these employer contribution payouts for members hired after July 1, 2010. By retaining these contributions,
the plan would maintain more assets to cover less liability, since the employee would no longer be eligible for benefits. This
would reduce the unfunded liability and, therefore, the contribution rate.

Actuaries under contract with ASRS estimate that savings from this measure would begin to accrue in FY 2016. ASRS
estimates that this would result in a contribution rate savings peak of 40 basis points (or 0.4%) and future General Fund
savings in contributions of $(4.3) million in FY 2024 based on current salaries.

Replace Rule of 80 with Rule of 85

Currently, the date of a member’s normal retirement is determined as the first day that the sum of amember’s age and years
of credited serviceis equal to 80. The bill would increase this minimum sum of age and credited service to 85, meaning a
member would need to continue employment for 2.5 more years to earn normal retirement. Increasing the required
employment period increases contributions and decreases the amount of benefits paid, reducing the normal cost.

Actuaries under contract with ASRS estimate that savings from this measure would begin to accrue in FY 2012. ASRS
estimates that this would result in a contribution rate savings peak of 28 basis points (or 0.28%) and future General Fund
savings in contributions of $(3.0) million in FY 2038 based on current salaries.

Replace 36-month average with 60-month average

Pension benefits are currently based on a member’ s average salary from the highest 36 months out of the last 120 months of
employment. HB 2111 would increase the salary calculation period to the average of the highest 60 months out of the last
120 months. Thiswould decrease the average salary, therefore decreasing the monthly pension benefit, which would result
in alower normal cost.

Actuaries under contract with ASRS estimate that savings from this measure would begin to accrue in FY 2012. ASRS
estimates that this would result in a contribution rate savings peak of 35 basis points (or 0.35%) and future General Fund
savings in contributions of $(3.8) millionin FY 2032 based on current salaries.

Eliminate 80% cap of benefits

The bill would eliminate the current cap to a member’s monthly benefit. Currently the monthly benefit is limited to 80% of
the member’ s average monthly compensation. Since members currently do not experience an added pension benefit for
continuing their employment after reaching the cap, members are more likely to retire. Eliminating the cap provides an
incentive to continue working in the system. This means members contribute for alonger period and receive benefits for a
shorter period, which reduces the normal cost. Employees who have reached the cap and retired are also more likely to bein
the return to work program, which has a negative impact on the system.

Actuaries under contract with ASRS estimate that savings from this measure would begin to accrue in FY 2012. ASRS
estimates that this would result in a contribution rate savings peak of 7 basis points (or 0.07%) and future General Fund
savings in contributions of $(756,400) in FY 2038 based on current salaries.

L ocal Government I mpact

Many local governments also participate in ASRS. The retirement changes would affect local governments in the same way
that they affect the state. The magnitude of the increase would depend on each government’ s participating salary base.
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