Excerpts from 2020 Experience Review for the
Vermont State Employees Retirement System

Full report available at:
https://www.vermonttreasurer.gov/sites/treasurer/files/VSERS/VSERS-reports/other-
reports/14794%20-%20VSERS%20-%202020%20Experience%20Review FINAL.pdf

Figure 1. Actuarial Assumptions of the System
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Overview: Actuarial Assumptions

Economic Demographic

¢ Inflation ¢ Death after retirement
¢ Investment return e Death in active service
e Salary increase * Retirement

e Payroll growth e Termination

e COLA » Disability

Actuaries make assumptions as to when and why a member will leave active service

and estimate the amount, duration and present value of the pension benefits paid.
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Figure 2. Economic Assumptions

Each economic

Basis for Setting Economic Assumptions

assumption has 2
or 3 components
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Interest Rate  Salary Increases Payroll Growth COLA
SR Career Scale
of Return
Productivity Productivity
Inflation Inflation Inflation Inflation

Each component should be consistent across all economic assumptions,

but may include a provision for adverse deviation.

7+ Segal 1

Figure 3. Real Rate of Return

Geometric Real Rate of Return
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20-Year Horizon Annual Target Weighted
Asset Class Arithmetic Real Return Allocation’ Real Return
US Large Cap 6.05% 11.63% 0.70%
> US Small Cap 7.23% 10.63% 0.77%
'g_ International Developed 7.01% 14.59% 1.02%
Bl Emerging Markets 9.38% 6.15% 0.58%
Private Equity 10.53% 10.00% 1.05%
2 US Core 2.17% 20.00% 0.43%
i~ International Debt Emerging 4.47% 4.00% 0.18%
N TIPS 1.40% 3.00% 0.04%
E Real Estate 5.65% 8.00% 0.45%
g Hedge Funds 4.32% 10.00% 0.43%
™ Infrastructure 6.17% 2.00% 0.12%
Total 100% 5.79%
Adjustment to Geometric (0.54%)
Geometric Real Rate of Return? 5.25%

' Several equity classes include a portion of the target allocation to Global Equity.
2 Geometric Real Rate of Retum is the compounded 50" percentile return over 20 years. Arithmetic returns represent the expected return fora
single year. Geometric returns take into account year-over-year compounding over the 20 year period. Segal 20




Figure 4. Assumed Rate of Return Alternatives
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Assumed Rate of Return Alternatives

Over a 20-year period, the Fund is expected to earn an annual real rate of return of at least 4.95% half of
the time

» Lowering the expected real rate of return to 4.85% will increase the likelihood of meeting the expectation over a
20-year period to 51.3%

Component Current 50/50: 7.25% 7.15% 7.00%

: * The Confidence Level
Inflation 2.50% 2.30% 2.30% 2.30% rulicaats s Bcalitoad it
Real Rate of Return 5.05% 4.95% 4.95% 4.95% expectations will be met

" f over a 20-year period. An
ig{f:rts";egév?éuon (0.05%) (0.00%) (0.10%) (0.25%) increase in the confidence
i : . a level indicates that the plan
Total 7.50% 7.25% 7.15% 7.00% is more likely to meet the
Confidence Level* 51% 50.0% 51.3% 53.1% expected rate of return.

We recommend that the Board lower the return assumption from 7.50% to 7.15%’ to maintain a confidence level consistent

with how the current assumption was set. A lower assumption such as 7.00% would increase that confidence level to 53.1%.

! A range of reasonable investment return assumptions was first identified (7.00% to 7.25%). Within the reasonable range, 7.15% was proposed because it results in a similar confidence level
as the current assumption when last studied. However, we believe that choosing the lowest end of the reasonable range, and, therefore, increasing the associated confidence level, is
preferable. During the discussions regarding this and related presentations, it was also noted that the target asset allocation on which our analysis was based had not yet been reached and
would not be reached for several years. As a result, all Boards, including VPIC, approved an investment return assumption of 7.00%. vr Sega] 22

Figure 5. Cost of Assumption Changes
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Cost Impact (Based on the June 30, 2019 Actuarial
Valuation)

All Proposed Demographic

Current All Proposed Demographic and Economic Assumptions

Description Assumptions Assumptions Including 7.00%
Actuarial Accrued Liability $2,780.0M $2,846.1M $2,996.8M
Change from prior column +66.1M +150.7M
Cumulative change +66.1M +216.8M
Actuarial Value of Assets $1,964.5M $1,964.5M $1,964.5M
Unfunded Actuarial Accrued Liability $815.5M $881.6M $1,032.3M
Funded Percentage 70.7% 69.0% 65.6%
Change from prior column -1.7% -3.4%
Cumulative change -1.7% -5.1%
Normal Cost $53.2M $59.3M $67.7TM
Change from prior column +6.1M +8.4M
Cumulative change +6.1M +14.5M
Actuarially Determined Contribution for FY $83.9M $95.8M $113.6M

2021

Change from prior column +11.9M +17.8M
Cumulative change +11.9M +29.7M
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