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TO: Pension Benefits, Design, and Funding Task Force

FROM: Beth Pearce, Vermont State Treasurer

DATE: September 23, 2021

RE: OPEB Background Information, Initiatives, and Funding Requests

Thank you for the opportunity to present OPEB pre-funding proposals to the Task Force. The issue of
prefunding has been presented to, and vetted by, legislative committees year after year. FY22 provided an
opportunity to accomplish prefunding but the requisite dollars and the necessary statutory changes to
establish prefunding were not included in the final COVID relief and the appropriations bills.

The Trustee Boards and the Treasurer’s Office have consistently advocated for prefunding of the OPEB
benefits, and the Administration and the General Assembly have both committed to pay down our debts,
including pension and OPEB. The state’s independent actuaries estimate that moving to prefunding for
both the state and teacher OPEB funds would reduce our liabilities by $1.68 billion. While an investment
of dollars is needed to accomplish this, it will pay dividends and is the most cost-effective way to pay for
benefits. As noted in my presentation to the Task Force on July 22", prefunding sets aside funds to pay
for future benefits to employees in retirement. These assets are invested, and the proceeds are used to pay
for future benefits. Prefunding facilitates employee recruitment and retention, and it provides needed
security for our valued public employees in retirement. It is time to take this over the finish line.

Over the past several years we have taken steps to lower the liabilities associated with health care. Until
FY15, the State was not even meeting its pay-go obligations for teacher health care, instead putting it on
our “credit card”. The State now appropriates the cost of premiums on an annual basis with a combination
of federal, state, and local dollars. This change alone is projected to save $480 million in interest from
FY15 through FY38. The Administration also made several contractual changes to the state health care
system, lowering liabilities over $200 million. Both systems moved to a tiered benefit structure that has
saved, and will save, hundreds of millions of dollars in health care costs while rewarding long-term
service.



On September 1, 2020, we submitted a memo with a four-point plan to the legislative leadership and the
House and Senate Government Operations and Appropriations Committees. That plan included the
following initiatives:

1. Work with our actuaries to incorporate a portion of VSTRS claims experience to adjust use of
national health care trend rates, lowering the liability.

2. Review alternative structures for VSTRS health care through a Request for Proposals with the
goal of reducing expenditures while maintaining the current level of benefits.

3. Develop statutory changes to invest OPEBs in either the Trust Investment Account or with
pension funds while maintaining segregated accounting; and

4. Propose a prefunding policy to the General Assembly.

Since submitting the plan in September 2020, the Treasurer’s Office has achieved significant
developments with respect to each of the above initiatives. The VSTRS claims experience is superior
compared to national trends. By integrating these into the trend rates, the liabilities were reduced by
approximately $25 million.

The VSTRS Board of Trustees has signed a contract to move to a Medicare Advantage Health system
which allows us to closely match the benefits provided to Medicare-eligible members and provide
significant enhancements, including a new vision and hearing benefit, at reduced premiums averaging
between 30% and 40%, depending on the plan selected by the retiree. This means more money in the
pockets of retirees, a phased-in reduction of state/employer health care costs, and enhanced services.

Additionally, the General Assembly enacted legislative changes that permit investments in other vehicles
that will maximize return, and lower employer and employee costs. Funds were recently moved to the
Trust Investment Account and the Treasurer’s Office is working with VPIC on the asset allocation and a
memorandum of understanding prior to moving a portion into pension fund investment vehicles.

Finally, our proposal to the General Assembly, as developed in FY19, FY20 and again in FY21, was
resubmitted in February 2021 to both Government Operations and Appropriations for consideration for
the FY22 fiscal year. The General Assembly chose not to enact the proposal in FY22, and so we are
submitting the same proposal for FY23, although a second alternative for the VSTRS Retiree Teachers
Health and Medical Benefits Fund (RTHMB) was recommended by Senate Appropriations. According to
our actuaries, this alternative does meet the requirements for prefunding.

The proposals are outlined in two letters from our consulting actuaries, included as Exhibit A. In
summary, the elements of each proposal are as follows.

VSTRS OPEB:

e This approach would require a policy for a graduated funding scale to fund the liability gap over
time. It builds up to the actuarially determined contribution, in incremental prefunding
contributions (IPC) based on a funding schedule established in statute.

o Goal: Meet full funding no later than the current amortization period, end of FY2049.



e Scenario®:

e FY22 employer contribution at requested amount of $41,818,509

e FY23, FY24, and FY25 employer contribution at 10% increases annually

o FY26 — FY49 at 3% increases annually

e There is a one-time increase to the $35.1 million Year 1 base appropriation of
$6.7 million, bringing it to the $41.8 million noted above.

o Subsequent to the development of Exhibit A-1, the Treasurer’s Office requested
an additional $13.3M (not reflected in the exhibit) to safeguard against early
experience volatility.

o The analysis does not reflect teachers hired after the latest valuation date. Hires
after that date would be funded using the “New Teacher Assessment’’?
established by statute, in FY2014/2015.

e The assumed interest rate is at 7%, consistent with pension funds but was also
“stressed tested” at 6.25%.

e Statutory language to codify the funding policy will be needed. That language
was developed in February 2021 although some minor adjustments may be
necessary. Language was developed by Treasury Counsel and Legislative
Counsel with input from House Government Operations.

e Result: Full funding is achieved in FY2046 at the 7% scenario and FY2048 in the 6.25%
scenario.
e Advantages:

¢ Builds up to the ADEC in increments over time.

e The 3% increases after the first three-year cash infusion are not significantly over
the cost of inflation.

¢ Using the 3% increments provides a more predictable change from year to year,
assisting in the budget process.

e Downside: Will take longer to pay off the unfunded liability.

If the funding and policy had been developed in the last legislative session, it could have been used to
lower the liabilities in the FY21 valuation. The longer we wait to adopt a pre-funding package, the greater
the amount of cash infusion that will be needed. In this case, however, we believe the dollar levels will be
adequate to jumpstart the prefunding. The RTHMB had positive FY21 financial results, over the
estimated surplus and the contractual changes will drive down the premium payments, although it is not
possible to fully quantify at this time.

Alternative Proposal for VSTRS:

During the most recent legislative session, the Senate Appropriations Committee developed an alternative
approach to prefunding. Our consulting actuaries have stated that this also meets the requirements to
employ prefunding:

1 Since this proposal was not adopted for FY2022, it will be necessary to roll forward this scenario into FY23.
2 The New Teacher Assessment is paid by the local education entities for any hire made after 7/1/2015 so that costs
for health care are shared by the State and local schools.



e The amount determined necessary to pay all retiree health and medical benefits, including
prescription drug benefits (essentially pay-go) will be paid for out of the General Fund.
e The amount determined in the most recent actuarial valuation to be the “normal cost” for the same

fiscal year will be appropriated from the Education Fund.

o New entrants (retirees) will continue to be funded by the “New Teacher Assessment” noted
above.
e This will provide some relief to the General Fund and the normal cost for retiree health care
seems to be an appropriate cost for the Education Fund.
VSERS:

e The VSERS plan will necessitate funding of the full ADEC, rather than the “ramp up” model.
The reasons for this are:

» The VSERS does not assess a “New Teacher Assessment” or equivalent charge to
account for new hires.

= VSERS provides for full family coverage for long-serving employees while VSTRS is
limited to spousal coverage for retirees with 25 years of experience.

= VSERS and VSTRS have a different occupational mix and resulting claims experience.

= There is an implicit subsidy for retirees that are in the insurance pool with active
employees that the actuary needs to adjust in the development of liabilities.®

= The funding schedule is included in Exhibit A.

The aggregate increased funding in Year 1 of adoption of prefunding for both VSERS and VSTRS is as
follows:

OPEB Pre-funding Requiremnst and Impact on Liabilities
(In Millions S)
T :
FY 22 Estimated  Current Funding r‘i)a:f‘:::r s Increased Estimated Change to
System/Category: Net (unfunded) in Governor's Recommended Fundin Resulting Net Net OPEB
OPEB Liability Budget X 8 OPEB Liability Liability
Funding
State (VSERS) $1,617 $36.7 $58.8 $22.1 $754.9 $861.8
Teacher (VSTRS) $1,480.7 $35.1 $55.1 $20.0 $658.8 $821.9
Total
Unfunded Liability $3,097.4 $71.8 $113.9 $42.1 $1,413.7 $1,683.7
* Approximatley 40% of the VSERS increase is exected to be allocated to the general fund. Aproximatly 23% of total expenditures is
reimbursed by through federal funds

3 From the Society of Actuaries: “It is a common practice for employers to permit retired employees (and their
spouses or dependents) to continue in the employer’s group health insurance plan (which also covers active
employees) by paying the group premium charged to active employees once eligibility for employer paid benefits is
exhausted. This practice creates an OPEB liability based on the theory that retirees have higher utilization of health
care benefits than active employees. Unless the premium rate for retirees is set to fully recover their health costs, the
premium for active employees is implicitly overstated to subsidize utilization by retirees. Similarly, unless the
premium rate for retirees is set to fully recover their health costs, the premium for retirees is understated. This
difference creates an implicit rate subsidy.



As noted in the chart, OPEB costs for VSERS are allocated across all funds/cost centers. The General
Fund would be expected to pick up 35 to 40% of the increased funding. Also as noted above, a significant
portion of OPEB cost is reimbursed through federal grants. The alternative proposal for VSTRS as
developed by Senate Appropriations, would shift costs from the General Fund.

VSERS has received substantial funds at year end as the statute provides for a formula to distribute a
portion of surplus funds to the VSERS OPEB, after reserves are fully funded. This past year that amount
was $52.4M, bringing the total assets of the fund to $120.3M. We will evaluate to what extent the
additional dollars will lower the ADEC, but it is not a significant percentage of the total liability. It does,
however, provide a cushion for any volatility in the early years.

At this point, proposals have been developed for both plans and statutory language to codify the funding
policies has been reviewed and approved, pending any final revisions from legal counsel.

The Trustee Boards and the Treasurer’s Office urge the Task Force and, ultimately, the General Assembly
to adopt these recommendations. Failure to favorably act on these proposals will only cost all taxpayers*
more money in the long run and place benefits in jeopardy sometime down the road. Failure to fully fund
the pensions, especially the teachers’ plan, has had an impact on the past and current ADEC. As you can
see from the history noted in Appendix B, this request has languished for some time. Let’s not make the
same mistake now and regret these decisions down the road. We have an obligation to pay our liabilities
and, when creating budgets, recognize both the short-term and the long-term consequences of failing to
act. The time to prefund and invest resources, with a substantial future payback, is now.

Please let us know if you have any questions.

4 Based on past studies, roughly 78% of VSERS retirees and 75% of VSTRS retirees, reside in Vermont, pay taxes
and are part of the economy.



EXHIBIT A-1

g Yori Rubinson, FSA MAAA 101 North Wacker Drive, Suite 500
> A o Seg a I Vice President and Retiree Health Actuary Chicago, IL 60606-1724
gy T 312.984.8507 segalco.com

yrubinson@segalco.com

February 5, 2021

Via Email beth.pearce@vermont.qov

Ms. Beth Pearce

State Treasurer

Office of the State Treasurer
109 State Street, 4 Floor
Montpelier, VT 05609-6901

Re: Effect of Proposed Funding Schedule on VSTRS Unfunded Liability

Dear Beth:

As requested, we have calculated the effect the newly proposed funding schedule would have
on the projected Unfunded Liability under GASB 74 for the Vermont State Teachers’ Retirement
System (VSTRS). The funding schedule, confirmed via e-mail on January 19, 2021, reflects an
employer contribution for the fiscal year ending June 30, 2022 of $41,818,509, 10% increases in
the employer contribution for fiscal years’ ending 2023, 2024, and 2025, and then 3% annual
increases thereafter. These analyses were performed using the Projected Unit Credit actuarial
method and assuming long-term rate of returns of 7.00%, and 6.25%. Note that the blended rate
of return used may be slightly lower than the long-term rate of return during the early stages of
funding the plan. Assuming the proposed funding schedule is enacted this Spring and GASB
OPEB valuation assumptions are met, the June 30, 2021 GASB OPEB Valuations would be
calculated using this blended rate of return.

Benefit payments and liabilities for teachers hired after June 30, 2019 are not included in these
analyses. It was assumed that the “New Teacher Assessment” would be sufficient to fund
teachers hired after June 30, 2019. If the “New Teacher Assessment” falls short of funding
these teachers or if the “New Teacher Assessment” ends, then additional contributions may be
necessary to continue utilizing the long-term rate of return in future GASB OPEB valuations.

The measurements shown in these analyses may not be applicable for other purposes. 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); and changes in plan
provisions or applicable law.

Exhibit 1 presents the Projected Unfunded Liability Schedule assuming a long-term rate of
return of 7.00%. Note that beginning in 2046 VSTRS is fully-funded and that at the beginning of
the Fiscal Year Ending June 30, 2049 the Fund has a projected surplus of $278.6 million.
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Exhibit 2 presents the Projected Unfunded Liability Schedule assuming a long-term rate of
return of 6.25%. Note that beginning in 2048 VSTRS is fully-funded and that at the beginning of
the Fiscal Year Ending June 30, 2049 the Fund has a projected surplus of $29.9 million.

Please refer to our Actuarial Valuation and Review of Other Postretirement Benefits Measured
at June 30, 2020 for the assumptions and plan of benefits underlying these calculations.

The Coronavirus (COVID-19) pandemic is rapidly evolving and is having a significant impact on
the US economy in 2021, including most retiree health plans, and will likely continue to have an
impact in the future. Our results do not include the impact of the following:

— Direct or indirect effects of COVID-19 on short-term health plan costs
— Changes in the market value of plan assets since June 30, 2020

— Changes in interest rates since June 30, 2020

— Short-term or long-term impacts on mortality of the covered population
— The potential for federal or state fiscal relief

Each of the above factors could significantly impact these results.

Segal accounting results are based on proprietary actuarial modeling software. The accounting
valuation models generate a comprehensive set of liability and cost calculations that are
presented to meet accounting standards and client requirements. Our Actuarial Technology and
Systems unit, comprising both actuaries and programmers, is responsible for the initial
development and maintenance of these models. The models have a modular structure that
allows for a high degree of accuracy, flexibility and user control. The client team programs the
assumptions and the plan provisions, validates the models, and reviews test lives and results,
'under the supervision of the responsible actuary.

The results are also based on models for cost projections developed by Segal actuaries and
programmers. The client team customizes and validates the models, and reviews the results,
under the supervision of the responsible actuary.

Our claims costs assumptions are based on proprietary modeling software as well as models
that were developed by others. These models generate per capita claims cost calculations that
are used in our valuation software. Our Health Technical Services Unit, comprised of actuaries
and programmers, is responsible for the initial development and maintenance of our health
models. They are also responsible for testing models that we purchase from other vendors for
reasonableness. The client team inputs the paid claims, enrollments, plan provisions and
assumptions into these models and reviews the results for reasonableness, under the
supervision of the responsible actuary.

The actuarial calculations were directed under my supervision. | am a member of the American
Academy of Actuaries and meet the Qualification Standards of the American Academy of
Actuaries to render the actuarial opinion herein. To the best of my knowledge, the information
supplied in these exhibits are complete and accurate. In my opinion, each assumption is
reasonable (taking into account the experience of the plan and reasonable expectations) and
such other assumptions, in combination, offer my best estimate of anticipated experience under
the plan.

7+ Segal
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Please let me know if you have any questions or need any additional information.

Sincerely,

Yori Rubinson, FSA MAAA
Vice President and Retiree Health Actuary

yr/baa

cc: Mr. Daniel A. Levin
Mr. William Kriewald

Attachments

6015743v3/14794.013

7% Segal


Ashlynn.Doyon
Typewritten Text
EXHIBIT A-1


EXHIBIT A-1

"SJaquisw aininy 1o} Spew sem uoisiaoid ON 6102 ‘0E SUNP 910J9q 1O UO pally SIay0ea) S108al AU NGIYX3 SIy )
“1eaA |edsyy ayy jo BuiuLBag ay) 1B 9pEW 8 O} PSLUNSSE BIB SUOHNGLIUOD  (S3JON

Sjuswasinquiisl dMO3J pue suonnguiuod Aed-jjos sains1 JO 18U sjuswAed Jysuag ,

%00°€ %GE 0. 0°2€0') v'SSy'L 1'86 G'/8 LELL 9'8/2- LLEg’L oeso’s LA
%00°€ %9t 9z 0°€S0'L L'LEE'L 6'68 508 6601 L\S)- v'8Le'L JACES 8v0Z |
%00°€ %eT YLl £'990'L 8Lzl 58 168 2901 8'9¢- grLL'L COVINN [v0Z |
%00°€ %L¥ €01 G'LL0') EvLL'L 9'G. L'¥8 SeolL 129 Z'610'1 R 9v0Z |
%00'€ %Z8'€6 £980°} Z6L0'} ¥'69 6'28 g'00L 9091 2'TEd gezeo't AN
%00°'€ %LE'68 8'260°L FATAYS L'€9 918 9.6 (1474 9'258 9960't [N
%00°€ %SGL L. 9'960'} 9258 v'85 8'6. 8'v6 6°LLE €6.L 1260't G
%00°€ %E0" L 1'260'L £'6LL g'eg £'8L 026 8'28¢ 0ZhL CRGCUNS  Zv0Z |
%00°E %¥0°G9 8'v60°L 0ZLL L'6¥ €92 €68 9'6EY 6679 gee0't AN
%00°€ %5965 5'680'L 6'6¥9 6 0vL 198 L'68Y Z'z65 e180't A
%00°E %LLYS €180} 2265 VL §zL Z'v8 0'2es v'6ES VORI 6502 |
%00°¢ %SGE 05 v'LL0'L ¥'68G 9.¢ zoL 18 9'895 £06v RN 850z |
%00°€ %0€"9F 6'850't €°06% €ve 9'29 v'6L 8'665 (A 4472 0'¥b0'L 1802
%00°€ %SG 2y 0vh0'L 44 Z’e 1’59 0L 6529 Loy CWrONSENN 9502 |
%00°€ %6076€" 9°220°L L\L0v ¥'82 8'€9 8y WA €29 g600't TN
%00°¢ %88'GE 8'600'} £29¢ sz 1’19 9z 0'599 (T4 1"066 | veoz |
%00°€ %Y8ZE 1°066 [{eTA> Tee Z'8S G0.L 1819 9'682 UL €02 |
%00'€ %L6'6C €896 9'682 802 §'SS 5’89 0689 6'GSZ 6vv6 IR
%00°¢ %80°L2Z 676 6'SSZ G'glL 928 699 5'969 g'eze 0026 [ g0z |
%00°€ %0E"vT 0°026 geze €9l g'6v S'+9 €102 G'Z61 RSN 0507 |
%00°€ %YS LT 8€68 g'z6l Lyl Vip 929 9'€0. 8'z9l 5998 | 6202 |
%00°¢ %6.°81 G998 8294 (A} Ly 809 0'%0L ovel 9'8€8 | 8z0z |
%00°€ %S0'9) 9'8¢8 9velL zolL €zy L'6S 9'20L 0L v'0L8 | 207 |
%00°€ %6CEL v'oL8 LL0} '8 zoy €15 1’669 z'es 6182 | 9z0z |
%000} %250 6182 28 99 L°g¢ 1S5 2669 185 £€5/. | sz0Zz |
%0004 %LLL €'eS. L'8S 0's 09¢ 9'0S 0989 g'ge sve. IEZTAR
%000} %ZE’'S 9veL G'ge 9'¢ zve 0'9r L'€.9 e 1’969 | sz0z |
%LS'LE %LEE 1’969 e 92 g'ee gLy 0'259 AN ze9e AN
2 %L9'L 2'899% ZLiS L8 L'LES 8'LES z'2e9s 288 60r9¢ IR

(suoriy Ul ssaquiny |1y)
uinjay Jo ajey %00°L ;1 HqIyx3
wa)sAg Juswall}ay SI9ydoea| 9)e}s JUOWIBA


Ashlynn.Doyon
Typewritten Text
EXHIBIT A-1


EXHIBIT A-1

sloquiawl 0] spew sem uo oid ON '610Z 0 aunr alojeq 10 Uo paJdiy sisyoes) siosyal X3 SIy |
>_CO uqy
1ng
p
Y} 1e spe ]
f } 9] 4 uib: q q P )
ISIA
129k [eosl o 140 Buu 2q 3 W 29 0] PpaWNSSe ale suol JJUO! S3I0N
alniny i

aquio

Aed Weuag ,
u sjuaLL

aJ1381 JO 18

InquUIUOD Aed-jjas o

ue suonngt

MO3 P

Jnquiial d

sjuawes.

; 8eeLl Immml
oo s | oz |
st ok 0zal'lL
1'SLL 508 2] o
G/8 6'601 G081 i cuur o
‘ 0. G'08 2901 V112 100 i !ﬁ!ﬁ
. m.mmm_w 60 1'sQ S'€0l 1268 £acs At
N.ﬁ:.r L2911 €69 L'#8 G'00l A TA 7 s ossr -
%9G°EL1L 8ZEL'L ¥'890'L 209 628 96 G687 . ciar Iﬁ!ni
9%00°€E %9201 '8vl’lL ¥'186 foqete 918 ev6 GSvs B oot
o o T 8106 L'LS 26/ 026 €965 18£S 9'991°L lmmi
oo e 6°CLL L 1'828 LY £'g/ €68 +'9€9 1 v6¥ 2vSL'L I.Nmi
= e s sos o €9/ 1798 G'2/9 vISY . £6EL}
ot ol i 6’669 ooy oL Z e 820/ Ly 9¢2L'L Ium.i
oo e 0681l £Zh9 go¢ szl 118 292/ 1'§JE evolL'L Ei
oo il 6°/8L'L €685 6€c 0L 6. 6'8v./ 8'8ee 6°€80°'L Iumi
o ot Ay L'6ES L'LE 99 0L G'G9/ 9'G08 2 190'L Imw.i
= 5 = iy e /1S9 8y 2822 ( Xk 9°9€0°L !wi
= i = cii o 2'€9 9Z/ G')9/ 622 ?’0L0'L I“N.i
= e e 2Ly 6'cZ 1’19 G0/ 16/ FAR N A 1286 Ium.i
wons e £6EL'L 1€l 11z 286 589 216/ el L €56 lw.i
E e e o 1 GGG G99 £'86/ 9'9G1 0vzZ6 -IthN
- oot AL 9°G0¢E 171 928 G'v9 L7262 00¢L 8'€68
= oz e 9'¢cle 8'Gl 61 929 0v6. ¥0L £'€98 Im.i
wone T 2'190'L 622 ovl Vv 809 687 6'6. G'2€8 Ei
= o i cele rArA) 1'¥r 1'6S £'e8/ 9'9G 5108 Imi
e worc s '8l S0l A €'JG 6'G./ 9'/¢ 10LL Iw“i
oot e 1286 909Gl 68 2o 166 8'€9/ 92z € ovL ai
= wers! o 00glL el 1'g¢ 9°0S L'ev/ 0t 9'01.%
woos i 0'¥c6 ) R 0'ae 0'9% £'6Z. 2°8%
= waa s s 6'6. vy zre LY 6'104%
= saze . 9'9g ze Gz 1S [ 120z |
= woas s 9.¢ ez L'LES :
oo i G108 9'zZ LS
%00°0L %40 Y 53109 3
wasis ek €ovLS
%1LS°LE b

)
UOI|IIN Ul whoo_EJzu___Msxm_
; .o.ﬁmm_ %529 ¢ .B.w oo
EBoMM..;wm Slayoea] 9
awaul
widlsAg ju


Ashlynn.Doyon
Typewritten Text
EXHIBIT A-1


EXHIBIT A-2

Yori Rubinson, FSA MAAA 101 North Wacker Drive, Suite 500

" Seg a I Vice President and Retiree Health Actuary Chicago, IL 60606-1724

i -y T 312.984.8507 segalco.com
yrubinson@segalco.com

February 23, 2021

Via Email beth.pearce@vermont.qov

Ms. Beth Pearce

State Treasurer

Office of the State Treasurer
109 State Street, 4" Floor
Montpelier, VT 05609-6901

Re: VSERS Ten-Year Actuarially Determined Contributions Forecast

Dear Beth:

As requested, we have performed a ten-year forecast of the Actuarially Determined
Contributions (ADC) for fiscal years ending June 30, 2023 through June 30, 2032 for the
Vermont State Employees’ Retirement System (VSERS). The ADC for the fiscal year ending
June 30, 2023 includes the estimated normal cost for all new hires from July 1, 2019 through
June 30, 2020. Similarly, the ADC for the fiscal year ending June 30, 2024 includes the
estimated normal cost for all new hires from July 1, 2019 through June 30, 2021 — and so on for
later years. Additionally, the ADC is assumed to be contributed in the middle of each year
beginning with the fiscal year ending June 30, 2022.

The attached exhibit presents the Ten-Year ADC Forecast assuming a long-term rate of return
of 7.00% and additional new entrants.

Assuming a funding schedule of contributing the ADC is enacted in the spring of 2021, the
June 30, 2021 GASB OPEB Valuations would be calculated using the long-term rate of return.
Assuming all actuarial assumptions are met, the plan would be fully funded by the fiscal year
ending June 30, 2047.

The forecasted ADC is based on data, assumptions and the plan of benefits as described in the
Actuarial Valuation and Review of Other Postretirement Benefits Measured at June 30, 2020,
except for the addition of projected new entrants.

For all years ending June 30, 2020 and beyond, 761 new entrants were assumed to enter
annually. The projected new entrant assumption is based on the average annual number of
state employees hired between July 1, 2016 and June 30, 2019. New entrants were assumed to
have similar demographics to the average composition of all state employees hired between
July 1, 2016 and June 30, 2019.

These analyses were performed using the Projected Unit Credit actuarial' method assuming a
long-term rate of return of 7.00%. Assets were projected forward from June 30, 2020 assuming
the System contributes the amount of expected benefit payments for the year ending June 30,
2021 and the ADC thereafter. The Unfunded Actuarially Accrued Liability was amortized using a
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closed amortization period calculated as a level percent of projected payroll, with an assumed
annual payroll growth of 3.50%.

The measurements shown in these analyses are made for funding purposes may not be
applicable for other purposes. 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,
including the projection of new entrants; 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); and changes in plan
provisions or ‘applicable law.

The Coronavirus (COVID-19) pandemic is rapidly evolving and is having a significant impact on
the US economy in 2021, including most retiree health plans, and will likely continue to have an
impact in the future. Our results do not include the impact of the following:

— Direct or indirect effects of COVID-19 on short-term health plan costs
— Changes in the market value of plan assets since June 30, 2020

— Changes in interest rates since June 30, 2020

— Short-term or long-term impacts on mortality of the covered population
— The potential for federal or state fiscal relief

Each of the above factors could significantly impact these results.

Segal valuation results are based on proprietary actuarial modeling software. The valuation
models generate a comprehensive set of liability and cost calculations that are presented to
meet client requirements. Our Actuarial Technology and Systems unit, comprising both
actuaries and programmers, is responsible for the initial development and maintenance of these
models. The models have a modular structure that allows for a high degree of accuracy,
flexibility and user control. The client team programs the assumptions and the plan provisions,
validates the models, and reviews test lives and results, under the supervision of the
responsible actuary.

The results are also based on models for cost projections developed by Segal actuaries and
programmers. The client team customizes and validates the models, and reviews the results,
under the supervision of the responsible actuary.

Our claims costs assumptions are based on proprietary modeling software as well as models
that were developed by others. These models generate per capita claims cost calculations that
are used in our valuation software. Our Health Technical Services Unit, comprised of actuaries
and programmers, is responsible for the initial development and maintenance of our health
models. They are also responsible for testing models that we purchase from other vendors for
reasonableness. The client team inputs the paid claims, enroliments, plan provisions and
assumptions into these models and reviews the results for reasonableness, under the
supervision of the responsible actuary.

The actuarial calculations were directed under my supervision. | am a member of the American
Academy of Actuaries and meet the Qualification Standards of the American Academy of
Actuaries to render the actuarial opinion herein. To the best of my knowledge, the information
supplied in these exhibits are complete and accurate. In my opinion, each assumption is

'+ Segal
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reasonable (taking into account the experience of the plan and reasonable expectations) and
such other assumptions, in combination, offer my best estimate of anticipated experience under
the plan.

Please let me know if you have any questions or need any additional information.
Sincerely, / .

ori Rubinson, FSA MAAA
Vice President and Retiree Health Actuary

yr/baa

cc: Mr. Daniel A. Levin
Mr. William Kriewald

Attachment

6022335v2/14794.014

7+~ Segal


Ashlynn.Doyon
Typewritten Text
EXHIBIT A-2


EXHIBIT A-2

|ebag -

"61.0Z ‘0¢ duNnr pue gLOg ‘| AINr usamjaq pauly seakojdwa
aje)s ||e jo uolisodwos sbelaae sy 0] solydeiSolusp Jejiwis SABY O} PSLNSSE aJoM SJUBIUS MBN "610Z '0E 2UNf PUB 910Z ‘L AINr usamjaq pally saakodws aje)s Jo Jsquunu

|enuue abelsAe sy} uo paseq si uondwnsse jueljus mau pajosfosd ay| "Ajlenuue Jsjus 0} PAWINSSE SJoM SJUBLUS MaU |9/ ‘puokaq pue gzZoz ‘0 aunr Buipus siesA |e Jo4

"JeaA [e9sy 3y} JO IPPIW 3y} Ul DOV Y} SIINQUILOD Wa)sAS ay} Buiwnsse piemio; patosiold aiom sjesse ‘siesk Bumoyoy ||e Jo4 *1ZozZ 'oc aunr Buipus
Jeah ay) Joj sjuswAed yyousq paoadxa jO JUNOWE Sy SaINQUIU0D WI)SAS sy} Bulwnsse Z0Z '0S aunr wody pJemioy pajosfoid aiem s1asse ‘Zz0z ‘0¢ aunr Buipus Jesk ay) 104

‘sjuaWasINquidl JMO3T pue suoinquuod Aed-)|as 'salijal Jo 1auU B1e suoienoed ||y 'SSI0N

pue 10z ‘I AInr
usamlaq sjueljus Mal jje J0j }SO)) |BWION Sapnjou|

620C ‘0E 8unr  8Z0Z ‘0E8uUNC  /Z0Z ‘0€ dunr  9Z0Z ‘0€ dunf  Ggog ‘0¢ aunr

%58y %G9'Y %86V %90'S %0TS DAV Ul 8Sea.oU| JusdIed
%E8"0L %6901 %8G50  %EVOL %120} - lloifed 4o Jusdled e DAY
G188 6vv8s £918$ 1888 0298 - lloihed ejo)
L'76$ v06$ £'98$ z'28% €8l ) ) oav
765 T35 0ss  0¢s 015 ANIIGEI PanIooY [BLENIOY PEPUNJUN JO LOREBZIHOWY
gces  zees €18 £'62$ eles - 1500 [EULION
ZEOZ ‘0E dUNP  LEOZ ‘0€ BUNF  QEOZ ‘0 BUNP  6ZOZ ‘0€ UNP  8ZOZ ‘0E aunp Buipu3 Jea [easiy

Jod (9av) uonnquiuoy paulwialag Ajjerenoy

- [] - b ‘n < n‘ h. ‘ >
¥Z0Z ‘0 eUNP  £20Z ‘0E SUNF  ZZ0Z ‘0S dUNF  LZOZ ‘0E QUNt  0Z0Z ‘0S OUnt  W/N PUe L0z | AN

Uaam}ag SJUBIIUS Mal ||e 1O} }SOD) |BWION Sapn(ou|

%PL'S %LlY %ES ¥ %08 ¥ %06 DQV Ul aseslou) Jusdied
%LL0L %566 %EL6  %ELE %196 %86 - lloiAed Jo Jusaled Se DV
£'9e/$ v LIS €/89% L'v99$ 9L ¥9% 66198 B lloiked fejo L
VLS 80.$ 99 919% 2198 8'85$ oav
6% eI 9%y 5er 55722 gov AJIIGEI PeNIodY [ELENIOY PAPUNUN 4O UOHEZILIOWY
€628 5€z$ 0zz$ 1'02%  pels 08l o 150D [BWLION
LZ0Z ‘0C 3UNr  9Z0Z ‘0E BUNF  GZOZ ‘0E SUNF  $ZOZ ‘0€ UNF  £ZOZ 0E dUNr  ZZ0Z ‘0 aunr Buipu3 Jea |edsiy

104 (9@V) uonnquiuoy pautuislaq Ajjerenjoy


Ashlynn.Doyon
Typewritten Text
EXHIBIT A-2


EXHIBIT B

Exhibit B: Chronology of Treasurer Presentations/Memos/Reports Directed to
Prefunding of Other Post-Employment Benefits

Reports

e 1/15/21- Report to the General Assembly and VSERS and VSTRS Boards of Trustees on
Recommendations to Reduce Pension and OPEB Liabilities.
o Submitted to Boards of Trustees and General Assembly 1/15/21
o Testified:
= House Ways & Means, 2/18/21
= Senate Government Operations, 1/28/21
=  Senate Finance, 2/4/21

Presentations and/or Memos to General Assembly

e Retired Teacher Health and Medical Benefit Projection:
o House Appropriations, 1/23/20
e A Path Towards Prefunding: History of the Retired Teacher’s Health and Medical Benefit Fund
o Presentation dated 1/31/20 and presented to House Appropriations
e Request to restore funding to VSTRS Pension ($3.5M) and RTHMB ($6M):
o Testimony and spreadsheet demonstrating need to commit to prefunding
o Presentation to House Appropriations, 3/11/20 ‘
e Formal Update Regarding the Retired Teachers Health and Medical Benefit Fund (‘RTHMB)
and the Vermont State Employees Other Post-Employment Benefits Fund (collectively “OPEB”)
o Memo dated 9/1/20, to Speaker, Senate President Pro Tempore, House and Senate
Appropriations, House and Senate Government Operations
o Request funds and commitment to pre-funding in state statute
e  Other Post-Employment Benefits (OPEB funding for FY22)
o Memo dated 12/17/20 to Secretary of Administration and Commissioner of F&M
o Requesting restoration of funding
e Formal Request Regarding the Retired Teachers Health and Medical Benefits:
o Memo dated 2/25/20 to Speaker, Senate President Pro Tempore, House and Senate
Appropriations, House and Senate Government Operations
o Requests full funding of FY22 budget, reinstating Governor’s budget reduction of
approximately $6 million and statutory language to begin prefunding
o Testimony- 2/27/20
0 Testimony- House Appropriations 3/11/20
e An Analysis of Proposed Reductions to Retired Teachers Health Care
o Memo dated 3/10/20 to Speaker, Senate President Pro Tempore, House and Senate
Appropriations, House and Senate Government Operations
o House Appropriations 3/11/20



Ashlynn.Doyon
Typewritten Text
EXHIBIT B


EXHIBIT B

Power Point with overview of 1/15/report (brief reference to OPEBs)

o Senate Finance, 2/4/21

o Senate Government Operations. 1/28/21

Effect of Proposed Funding Schedule on VSTRS Unfunded Liability
o _Memo dated 2/5/21 (updated 2/9/21) from Segal, OPEB Liabilities: Proforma Detailed
proposal for prefunding to 2040
o House Appropriations 2/11/21
o House Government Operations 2/12/21 and 2/16/21
o Senate Appropriations 3/11/21
OPEB 101 Presentation

o House Government Operations 2/16/21
OPEB for State and Teachers Retirement Systems: House Government Operations requested an
overview of other post-employment benefits for our state and teacher retirees. A brief description
of health and dental insurance coverage and premium subsidies is provided herein for both the
Vermont State Employees’ Retirement System (VSERS) and the Vermont State Teacher’s
Retirement System (VSTRS).

o Included OPEB Primer

o Presented 2/12/2021
Mid-February emails to

o Series of emails from Vice-Chair of Government Operations. Legislative Counsel and
Treasurer’s Office on use of surplus funds to pre-fud OPEB and language to establish
prefunding

o Proposal is of VSTRS prefunding to be included in H.315

o  $20 million funding included but not language but intent to develop recommendations by
May 31 '

Pension and OPEB Initiatives

o Memo dated 3/3/21 to Speaker, Senate President Pro Tempore, House and Senate
Appropriations, House and Senate Government Operations, Secretary of Administration,
Finance & Management, and JFO.

o Update on requests from Treasurer’s Office and overview of consequences of not funding
OPEB

o Review of inclusion of $20 million in H.315, the COVID relief bill

o Note: Requisite statutory language not included in H.315 and $20 million removed from
H.315.

Pension Presentation

Overview of pensions with a small section on VSTTRS OPEB funding
o House Government Operations, 3/19/21

Pension and OPEB Initiatives. 3/3/21.

o Memo to Speaker, Senate President Pro Tempore, House and Senate Appropriations,
House and Senate Government Operations, JFO, Secretary of Administration,
Commissioner of Finance & Management

o Presented to Senate Appropriations 3/17/21

o Outlined cost of prefunding for VSERS and VSTRS OPEBs
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Series of emails with JFO in late April to develop language to appropriate “pay-go” dollars in
general fund and “normal cost”, currently estimated for FY22 at approx. $14 million appropriated
in the Education Fund, with requisite prefunding language. This approach was included in the
Senate version of Appropriations Bill but was removed in Conference Committee, substituting it
with a $14 million reserve in the Education Fund for possible future action.

Other Documents

Tom Huestis, Principal, Public Resources Advisory Group, Financial Advisor, works with Rating
Agencies:
e State of Vermont Pensions and OPEB, Presentation Dated 2/19/21
e Testimony - House Government Operations, 2/19/20
Letter, Rubinson, Segal, Effect of Proposed Funding Schedule on VSTRS Unfunded Liability
o Letter dated 2/5/21 (updated 2/9/21)
o Contemplates appropriation of $20 million ($13.3 million one-time appropriation to
FY22 base, $6.7 million incremental prefunding contribution)
Letter, Yori Rubinson, Segal, VSERS Ten Year Actuarially Determined Contribution Forecast,
o Letter dated 2/23/21
o Proposal recommends funding of ADEC
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