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Executive Summary

Each year, Loop Capital Markets issues an in-depth review of state pension plans and their funded status.
This year’s report will be our ninth review and represents a significant expansion from previous reports. In our 2011
analysis we examined 245 of the largest state pension plans, and have continued to expand our prior focus on state
employee and teacher retirement plans to capture legislative, military, and judicial plans as well. Last year our expan-
sion included a section on actual versus prescribed annual required contributions, and an analysis of each state’s other
post-employment benefits plans. This year we have a more robust piece on other post-employment benefits, and have
included a section on the breakdown of asset allocation for state pension plans. In addition we have conducted a sen-
sitivity analysis on plans funded ratios using various discount rates, and throughout the publication we have included
a variety of additional charts and tables.

While prior reports focused strictly on state-level pensions, we further enhanced this year’s publication with a
section dedicated to the analysis of the twenty largest city’s public pension plans. We chose to focus on the twenty
largest cities versus counties due to the sheer magnitude of the number of plans in any one county. We have, however,
included the major county plans in which the largest cities lie, as well as any special district-administered systems
within the cities.

The fiscal health of the majority of state and local government’s pension and OPEB plans has contin-
ued to deteriorate over the last year. The recent financial crisis has exposed municipalities’ severe structural
budget issues, further highlighting the growing concern of their significantly unfunded pension and other
post employment retirement liabilities. As municipalities continue to be plagued by the effects of the Great
Recession, it’s clear that funding shortfalls can no longer be solely attributed to the cyclical nature of the
economy. It's imperative that both state and local governments re-evaluate their funding approach in con-
junction with addressing the structural deficiencies in their retirement systems.

GASB’s goal with their new proposed reporting requirements is to increase the transparency, con-
sistency, and comparability of municipal pensions. GASB’s proposed changes relate only to how a state or
local government reports their pension liabilities, it does not dictate how they should fund them. In general
though, if the proposed requirements are passed, the majority of public pension plans will appear far less
funded then they currently do. For this reason, many believe that passage of the requirements will cause tax-
payers, rating agencies, and investors to put additional pressure on state and local governments to enact fur-
ther pension reform measures.

While the asset to liability differential rose in both state and local pension and OPEB plans this year,
many municipalities did in fact shift their focus to enacting reforms directed towards addressing the inherent
structural problems in these systems. For pension plans these reforms included: 1) switching from a defined
benefit to a defined contribution plan, 2) postponing or eliminating retirees’ cost of living increases, 3) trim-
ming benefits for new and existing employees and retirees, 4) increasing employee payroll contributions, 5)
changing investment strategies through asset allocation, and 6) implementing more conservative changes to
actuarial assumptions. For other post-employment benefit plans these modifications included: 1) reducing
benefits, 2) altering vesting requirements, 3) increasing co-payments, deductibles and healthcare premiums,
4) requiring current employees to contribute to funding, 5) requiring retirees to pay a portion of the insur-
ance premiums, and 6) switching to a defined contribution plan.

While much progress still needs to be made, we believe the public pension problem can be substan-
tially solved if meaningful progress is taken today. We anticipate that in 2012, there will be an increase in
the number of state and local governments that enact various pension reforms, and that the reforms will con-
tinue to be more aggressive.

This report is available on Bloomberg LPCM
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Key Highlights

= GASB’s major proposed changes include: reporting a net pension liability in the financial statement,
changes in the allowed discount rate, one acceptable cost method, and additional note and required sup-
plement information.

= The average asset allocation for state pension plans was as follows: 49.52% equities, 29.13% fixed income,
4.75% real-estate, 3.20% cash and equivalents, 13.40% other.

= Of the 149 state-level plans with funded ratios for 2010, only 56 had funded ratios over 80%. Similarly,
of the 31 local-level plans with funded ratios for 2010, only 11 had funded ratios over 80%.

= Out of the 146 state-level and the 29 local-level plans with funded ratios for both 2010 and 2009, 69% of
state-level plans and 83% of local-level plans were less funded then they were the previous year.

= Twenty-three states did not meet annual required contribution levels for fiscal year 2008, 26 states did not
meet their ARC for fiscal year 2009, and 30 states did not meet their ARC for fiscal year 2010. Alaska, Cal-
ifornia, Colorado, Delaware, Illinois, lowa, Kentucky, Maryland, Minnesota, Missouri, Nevada, New Jer-
sey, New Mexico, North Dakota, Ohio, Oklahoma, Pennsylvania, Vermont, Virginia, and Washington did
not meet their contribution levels for all plans in 2008, 2009, or 2010.

» Economic Debt, which comprises the state general fund deficits, net bonded debt, and pension obliga-
tions, has significantly risen over the last three years.

V¥

Editors Note

All data presented in this report is directly gathered from each state and local governments’ comprehensive annual fi-
nancial reports.  We have had a recommendation in the past that the report would be more useful if we made adjust-
ments to reconcile the different accounting treatments that occur in various states. While we do agree this technique
would be ideal, as a practical matter we do not have the time or ability to do so, and leave this exercise to our readers.
We strive for 100% accuracy in the data presented throughout the report but acknowledge the possibility of human
error. We welcome commentary and feedback to continue improving our annual report.

“Loop Capital Markets
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GASB Developments in Reporting Standards for
Municipal Pension Plans

GASB, in an effort to increase transparency,
consistency, and comparability of municipal pen-
sion plans, is deliberating on the feedback they’ve
received on their proposed regulations that will
change the way state and local governments ac-
count for their pension liabilities. The exposure
draft of pending legislation was issued in July, and
the comment period concluded at the end of Sep-
tember. GASB’s new reporting requirements are
tentatively set to be released in June 2012.

The regulations relate only to how munici-
palities report their pension plans from an account-
ing perspective. The proposals do not dictate any
changes in how a government chooses to fund
them. The stance GASB is taking on pensions is
that they should be viewed as a long-term liability,
much like bonded debt. Therefore, the new pro-
posed rules take an “accounting-based” approach to
evaluate a plan’s ability to ensure the overall costs
of providing current and future benefits are ac-
counted for. This is in contrast to the old “funded-
based” approach, which focused on annual contri-
butions and relied heavily on various, often vague,
actuarial assumptions.

GASB defines a liability as a present obliga-
tion to sacrifice resources that a government has
little or no discretion to avoid.® As most states
have either state specific constitutions, or at a mini-
mum, state statutes prohibiting the impairment of
public employee benefits, many feel pensions need
to be treated as other long-term liabilities. For this
reason GASB has proposed the net pension liability,
(overall obligation minus the accumulated assets in
the plan), be reported in the financial statements
rather than relegated to the footnotes.

Calculating the Total Pension Liability

Measuring a government’s total pension
liability involves three steps: 1) projecting the bene-
fit payments, 2) discounting the projected benefit
payments to their actuarial present value, and 3)
attributing the present value of projected benefit
payments to past and future years during which
employees have worked or are expected to work. In
terms of projecting the benefit payments, GASB is
proposing that all assumptions used to project the-
se benefits be consistent with the American Acade-
my of Actuaries’ Actuarial Standards of Practice un-
less otherwise specified. The only new proposal in

projecting benefit payments is that ad hoc COLAs
and other post employment benefit changes would
be included in the benefit projections if an employ-
er’'s past practice and future expectations of grant-
ing them indicate that they’ve effectively become
automatic.

One of the most substantial proposed
changes is the discount rate municipalities use to
calculate their total pension liability. Currently,
municipal pension plans use the long-term invest-
ment rate of return assumption as the discount rate
to determine their pension liability, which is typi-
cally about 8%. Under the new rules, if a state or
local government has not set aside enough money
to cover future benefits, they would have to use a
combination of the historical rate of return and a
lower rate pegged to a high-quality municipal in-
dex. The net effect is that plans’ long-term liabili-
ties will appear considerably larger than they cur-
rently do, but not as large as if the entire liability
was discounted using a lower rate, like the risk free
rate.

Another significant change GASB has pro-
posed is that every public pension plan will have to
use the entry age normal cost accounting method-
ology. Under this method, projected benefits are
discounted to their present value as a level percent-
age of projected payroll. Currently each plan is not
only allowed to choose which one of the six differ-
ent acceptable accounting methodologies they use,
but have the ability to change methodologies in
any given year. When individual plans change
methodologies, time-series data becomes difficult to
compare, along with the ability to use cross-
sectional data amongst multiple plans. This change
alone is helpful in increasing consistency and com-
parability.

Calculating the Pension Expense

Governments’ net pension liability changes
for a variety of reasons in any given year, but when
governments recognize these period-to-period
changes as an expense has been an area of vague
interpretation. When governments calculate their
pension expense they incorporate the following:
when employees earn additional benefits, interest
on the outstanding liability, and changes in the
amount of plan assets due to effects other than in-
vestment earning. GASB is now proposing that the
following also be recognized immediately in the
period in which they incur versus being amortized
over a period of up to 30 years: changes in the

‘iLoop Capital Markets



2011 State Pension Funding Review

December 19, 2011

terms of the benefits to be provided to retirees, pro-
jected earnings on the plans investments, the effect
of the difference between what was assumed re-
garding economic and demographic factors and
what actually occurred for retired workers, and the
effect of using new economic and demographic as-
sumptions for retired workers.

The differences between the assumed and
actual investment returns on the plan’s assets
would have to be recognized in the expense calcu-
lation over a five-year period rather than first being
smoothed, but then also amortized as part of the
unfunded liability. The net effect of these pro-
posals is that most governments would experience
overall accelerated amortization and expense recog-
nition.

Note Disclosure and Required Supplementary
Information

If the proposals regarding note disclosure
and required supplementary information all be-
come requirements, users of these statements will
have access to more pertinent information needed
to properly assess the fiscal health of municipal
pension plans. A few of the proposed requirements
for all governments participating in defined benefit
plans would include: a description of the plan, a
policy for determining annual contributions, and a
sensitivity analysis of the impact on the net pen-
sion liability of a one percentage point increase and
decrease in the discount rate.

The changes proposed to the required sup-
plementary information provide users with historic
data that was previously unavailable. Under the
new proposals governments would have to provide
detailed information about the changes and sched-
ules of the net pension liability and annual re-
quired contribution for the past ten years. Such
detailed information, and the addition of these
schedules, should enable users to better ascertain
what has driven changes, particularly related to the
net pension liability in the current period.

Cost-Sharing Multiple-Employer Pension Plans

A small portion of GASB’s proposals relate
specifically to cost sharing multiple-employer
(CSME) plans. In cost-sharing multiple employer
plans governments share the costs and risks of
providing benefits and administering the plan and
assets accumulated to pay benefits. Unlike an
agent multiple-employer (AME) plan, any assets in

the CSME plan may be used to pay any employee’s
benefits regardless of which government they
worked for. GASB is proposing that an employer
participating in a CSME plan report a net pension
liability in its own financial statements based on its
proportional share of the collective unfunded liabil-
ity for the whole plan. Currently employers partici-
pating in CSME plan do not have to do so. The
implication for users studying these plans is that
they would have the same information about indi-
vidual employers participating in CSME plans as
they currently do for single-employer (SE) and
(AME) plans.

Opposing Views of the Proposed Regulations

Proponents of the proposals say the chang-
es will have a detrimental effect on public attitudes
about state and local government pension plans, as
the new standards will generally show higher un-
funded liabilities. These changes come at an inop-
portune time, as state and local governments con-
tinue to experience budgetary distress as economic
recovery remains sluggish.

Those in favor of such changes applaud
GASB for their commitment to increase transparen-
cy, consistency, and comparability of state and lo-
cal plans. They also argue the proposals are such
that they only relate the financial reporting, not
funding requirements by governments. In addi-
tion, rating agencies have also said they do not an-
ticipate any immediate repercussions to a credit
from the new rules, as they have already done anal-
yses that include many of the proposed changes
when evaluating the impact of funding obligations
in ratings.

While arguments are strong from both
those that contest the proposals and those that sup-
port them, there is a good chance the majority of
these proposals become requirements. The phase
in period, though, could be years down the road.

‘iLoop Capital Markets
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Three Types of Employver Sponsorship

There are three distinct types of employer
sponsorship plans. Most local pensions are single-
employer (SE) plans, meaning that they cover cur-
rent and former employees of just one employer.
In this case the local government is fully responsi-
ble for the financing of the plan. Sixty-one of the
74 local plans reviewed that noted the type of em-
ployer sponsorship were categorized as a single-
employer plan. Only about 34% of the state-level
plans examined were SE plans.

The second type of plan, agent multi-
employer (AME), is in essence an aggregate of SE
plans. Each plan remains distinctly separate in
terms of benefit calculations, asset accumulation,
and financing costs, and separate accounts are
maintained for each employer so employer’s contri-
butions provide benefits only for the employees of
that employer. Separate actuarial valuations are
also done for each employer. Smaller plans in par-
ticular recognize significant savings as part of the
administrative and investment costs are fixed. On-
ly four local pensions and 15 state pension plans
reviewed were categorized as AME plans.

The majority of municipal pensions at the
state-level are cost sharing multi-employer (CSME)
plans. Of the 233 state plans that listed the type of
the employer sponsorship, 140 were categorized as
CSME plans. Unlike AME plans, there is no separa-
tion of employer accounts so all employers have to
offer the same benefits to their employees. All
funding and investment risks, rewards, and costs
(including benefit costs) are shared. There is just
one actuarial valuation done for all plans. While
the employer loses the ability to designate their
own benefits, realizing economies of scale, employ-
ers can achieve significant savings in administrative
and investment costs. Any state-level CSME plan
may include hundreds of local-level employers (i.e.
school districts, cities towns, counties, special dis-
tricts, public authorities, etc.) in addition to the
state government employer.

Type of Employer Sponsorship - State Plans

6%
34%

\\_ 60%

s AME « CSME mSE

Source: State or individual
comprehensive annual Financial Report

Type of Employer Sponsorship - Local Plans

5%

—~—12%

Source: State or individual
comprehensive annual Financial Report

= AME = CSME =mSE

Cost Method & Attribution

The existing pension standards allow a gov-
ernment to choose between six acceptable actuarial
cost methods. The cost method determines how
the total pension expense is allocated over the
years. The way in which costs are divided among
prior, current, and future years has an effect on the
size of the pension expense reported in any given
year and the degree to which the pension obliga-
tion appears to be funded. The funded ratio is typi-
cally used as a generic “snap-shot” indicator of the
health of any plan. Using different cost methods
has a significant effect on the funded ratio. As an
example, the aggregate cost method, will always
show a plan as being at least 100% funded. States
are fully aware of the method they choose, and
many have voiced concern that the methodologies
are showing a misrepresentation of the full extent
of plans liabilities. The Empire Center for New
York State Policy states that, “pension costs would
be even higher if New York'’s state and local retire-
ment funds were not calculating pension contribu-
tions based on permissive government accounting
standards, which allow them to understate their
true liabilities.”(9

‘lLoop Capital Markets
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The method of attribution also has a signifi-
cant effect of the amount of benefits assigned to
past periods. State and local public pension plans
amortize their unfunded actuarial accrued liability
over a period of up to 30 years, either in level dollar
amounts or as a level percentage of projected pay-
roll. The level dollar method divides the liability
into equal dollar amounts over the selected number
of years. The level percentage method calculates
payments so that they equal a constant percentage
of payroll over time. Generally, the level dollar
method is considered to be more aggressive as costs
are evenly spread over a period of years much like
an insurance policy versus level percentage where
costs are back-loaded as the assumed payroll
growth rate does not include an assumed increase
in the number of plan members. Sixty-six state-
level plans amortized using level dollar amounts,
while 160 amortized using a level percentage of
projected payroll. The local-level plan distribution
was similar, as 18 used level dollar amounts, while
40 amortized using a level percentage of projected
payroll.

GASB used two criteria to evaluate the suita-
bility of actuarial cost methods for financial report-
ing in their new proposals. The first being that the
attribution method should assign portions of the
present value of projected benefit payments to past
periods to the extent that benefits relate to services
received from employees in past periods. For this
reason GASB decided the aggregate, frozen attained
age, and frozen entry age actuarial cost methods
were insufficient in meeting the first criteria, as the
methods attribute the effects of actuarial gains and
losses only to current and future period not to past
years of service. The second evaluation criteria is
that the cost method selected should employ the
same method if attributing the portion of the pre-
sent value of projected benefit payments to past
periods as it does for current and future periods.
The second criteria again confirms why the aggre-
gate, frozen attained age, and frozen entry age are
insufficient, but this second criteria also negates the
reason why a government should use the attained
age cost method.

The projected unit credit and entry-age are
the most widely used methods. The projected unit
cost method, typically applied on a level-dollar ba-
sis, attributes each projected benefit payment to an
employee’s projected periods of service in equal
units. This tends to result in greater normal costs

as beneficiaries approach retirement. For this rea-
son entry-age is the most popular method as nor-
mal costs appear more smoothed, as they are deter-
mined as a level percent of pay over the employee’s
entire career. GASB in their new proposed require-
ments suggests that all state and local governments
will have to use the entry age method as a level per-
centage of payroll. As shown in the chart below,
the majority of state and local plans already use the
entry age method. Having just one acceptable cost
method will be a significant improvement for ana-
lysts, investors, economists, and all who attempt to
use panel data as a basis of comparison between
plans.

Cost Method State Plans
12% 4%
2%

81%

=

= Aggregate Entry Age = Frozen Entry Age Projected Unit Credit

Source: State or individual comprehensive annual financial report

Cost Method Local Plans

23% 6%

1(%’——‘;

7%

® Aggregate Entry Age ®m Frozen Entry Age Projected Unit Credit

Source: State or individual comprehensive annual financial report

Cost of Living Adjustment

Some pension plans include provisions for
adjusting benefits to keep pace with rising prices,
known as the cost-of-living adjustment (COLA).
When COLA’s are continual or automatic they’re

“Loop Capital Markets
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typically based off of the consumer price index
(CPI), and are included in the total pension liability
calculation. Ad hoc COLA’s are not included in the
liability projection as they are adjustments made at
the discretion of the government, and are not writ-
ten into the provisions of the plan. Ad hoc COLA’s
may be granted for a variety of reasons, such as in-
vestment gains exceeding expectations, or even as
an alternative to an automatic COLA, which would
give the employer more flexibility to grant them
when they are in more favorable funded positions.
Whether the COLA’s are automatic or ad hoc, they
are expensive for plan sponsors. Many state and
local plans have started to either eliminate auto-
matic COLAS or change the provisions dictating
when they are granted. The National Conference
of State Legislatures notes that in 2011 ten states
revised their provisions for automatic cost-of-living
adjustments, as eight other states had done in
2010.@9

Amortization

As with the smoothing interval, the shorter
the amortization period, the higher the annual re-
quired contribution. The average amortization pe-
riod was 24 years for state-level plans and 26 years
for local-level plans. Individuals evaluating munic-
ipal plans from a long-term solvency perspective
would typically advocate for a shorter amortization
period, but considering current economic condi-
tions, one would not expect many plans to decrease
their amortization period by more than a year.
This year, there were 15 state-level plans, with an
average funded ratio of 69%, that decreased their
amortization assumption by more than one year.
There were also 19 state-level plans that increased
their amortization assumption.

Smoothing

Municipal pension plans allow for a
smoothing period to offset market volatility. The
reason for this approach is that short-term volatility
is a natural byproduct of the business cycle of eco-
nomic expansion and recession. In years of market
declines, the losses are not immediately recognized
but smoothed generally over a period of five years.
The average smoothing period for state and local-
level plans was approximately five years. Without
smoothing, the investments losses endured since
the end of 2007 would seem much more pro-
nounced. Of the state-level plans examined, none
raised or lowered their smoothing period.

The allowable smoothing period has been
an area of controversy, as many believe that allow-
ing smoothing masks the true health of the plan, as
funded ratios appear to be more constant than they
would without smoothing. GASB has addressed
this issue in its proposal of new regulations.

Spread Between Investment Return and Salary
Increase Assumptions

The spread between the investment return
and salary increase assumptions helps identify the
amount that will need to be contributed to fully
fund future benefits. The larger the gap between
the two, the lower the funding requirement is pro-
jected to be, as the investment returns should offset
salary increases. Of the 244 state-level plans exam-
ined, 83 had a spread that did not include a salary
range. For those 83 plans the average spread was
3.10%, slightly up from last year, when 79 plans
were examined without a salary range and the aver-
age spread was 3.05%. This finding raises some
concern, as a weak economic recovery and persis-
tent volatility in the global markets negates the as-
sumption that the projected near term investment
returns will be substantial enough to cover future
salary increases. Of the 75 local-level plans exam-
ined, 32 had a spread that did not include a salary
range. The average spread of 3.96%, similar to that
of the state-level plans, allows us to draw similar
conclusions.

Inflation

Higher inflation is associated with higher
expected investment returns and salary growth. At
the state-level the average inflation assumption was
3.5%. Similarly, the average inflation assumption
for local-level plans was 3.4%. Compared to last
year, 11 state-level plans decreased the inflation
assumption, while 14 increased it.

Investment Rate of Return

The typical 8% long-term investment rate
of return that state and local pensions use has
drawn substantial controversy over the last few
years. The current economic malaise and uncer-
tainty with the turmoil in Europe, coupled with the
overall low interest rate environment, has lead in-
vestors, taxpayers, and government employers to
question whether the assumed 8% rate of return is
a reasonable assessment of future asset perfor-
mance. If the investment community has learned
anything over the last decade, it’s that no one has
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the ability to truly predict future returns. Actuaries,
like investors, rely on history and basic investment
fundamentals to ascertain the appropriate rate of
return which state and local pensions should use to
forecast the contributions necessary to fully fund
the benefits for past and future retirees. Over the
last decade the returns on state and local pension
funds have been significantly lower than the as-
sumed 8%, but over the last 85 years the average
annual returns are slightly below 10% as of June
2011.09

There’s also concern about the risks invest-
ment managers will take in an effort to earn returns
that mirror actuaries’ assumptions. In a recent
Wall Street Journal article, Jeffery Friedman, a mar-
ket strategist at MF Global states, “to target 8%
means some aggressive trading.”® Any seasoned
investor understands that aggressive trading in-
creases risk/uncertainty. The larger the risks, the
greater the potential returns, but also the bigger the
potential losses. When governments have a con-
tractual obligation to fully fund these promised
benefits, most would argue investment managers
should take the stance of being appropriately risk
adverse.

GASB has also addressed this issue in their
most recent proposal on changes to the way public
employers must report their pension liabilities.
GASB’s stance is that if an employer has not set
aside enough money to cover future benefits, they
would have to use a combination of the historical
rate of return and a lower rate pegged to a high-
quality municipal index rate. The lower the rate,
the higher the liability is stated, and the more the
employer is required to contribute. The net effect
on the increase in present value of the liability
would be far less with GASB’s proposal than dis-
counting the entire liability at a lower rate, but ei-
ther way funded ratios will appear far lower than
they had previously. As Moody’s notes, as a gen-
eral rule of thumb, a 100 bps movement in the dis-
count rate results in an inverse movement in the
obligation of approximately 8-12%.11

Out of the 245 state-level plans examined,
the average investment return assumption was
7.79%, and the median was 8%. Similarly, of the
72 local-level plans examined, the average invest-
ment return assumption was 7.88%, and the medi-
an was 8%. Plans with over $1 billion in assets had
an average investment return assumption of 7.91%

at the state-level, and 8.01% at the local-level.
Plans with less than $500 million in assets had an
average investment return assumption of 7.67% at
the state-level, and 7.69% at the local-level.

Some states, however, have begun to take
proactive steps in lowering their investment return
assumptions. Thirteen plans decreased their invest-
ment return assumption by an average of 0.38%.
Montana lowered their investment return assump-
tion for all state-level plans, except the teachers
retirement system, (whose return was already
7.75%), from 8.00% to 7.75%. All other states that
lowered their rate did so for just one, or a couple of
their state-level plans.
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Asset Allocation For State-Level Plans

The Great Recession has had a devastating
effect on municipal pension plans, largely due to
changes in pension portfolio managers’ investment
strategies. Years ago, many businesses, portfolio
managers, mutual funds, and consumers invested
in lower risk investments, which offered steady, but
modest returns. In the 1950’s state pension funds
invested almost entirely in cash and fixed income.
a6 QOver the next sixty years pension managers’
asset allocation strategies became much more di-
verse due to their desire for higher returns. These
higher returns, though, came at a cost that few
pension fund managers accurately assessed. As
demonstrated in the last recession, over-investing
in real-estate, subprime mortgages and collateral-
ized debt obligations resulted in massive losses for

state and local pension, which many have still not
been able to fully recoup.

The chart below shows the average asset
allocation for all state pension plans as of 2010.
On the following pages in tables 1.1-1.4 there is a
more comprehensive list of individual state pension
plans’ asset allocation. As this is our first year in-
corporating the data, it will serve as a comparative
indicator in future reports to let our readers better
assess what changes to their asset allocation strate-
gy pension fund managers are making.

Average Asset Allocation for all
State Pension Plans as of 2010

Other
13.40%
Cash and 2
Equivalents
3.20%

Real Estate
4.75%

Fixed
29.13%\

Source: State or individual comprehensive annual reports
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Table 1.1 State Pension System Asset Allocation
Cash and

State Pension System Equities Fixed Real Estate  Equivalents Other
Alabama Teachers' Retirement System 60% 24% 11% 3% 2%
Alabama Employee' Retirement System 59% 24% 12% 4% 2%
Alabama Judicial Retirement System 64% 28% 1% 4% 3%
Alaska Public Employees’ Retirement System 50% 19% 15% 1% 15%
Alaska Teachers' Retirement System 50% 19% 15% 1% 15%
Alaska Judicial Retirement System * * * * *
Alaska National Guard & Naval Military Retirement System - * ¥ ® ¥
Alaska Elected Public Officers’ Retirement System * i 5 * *
Arizona State Retirement System 65% 24% 3% 5% 3%
Arizona Public Safety Personnel Retirement System 43% 18% 16% 0% 24%
Arizona Correctional Officers Retirement System 41% 19% 14% 1% 24%
Arizona Elected Officials' Retirement Plan 43% 25% 16% 0% 17%
Arkansas Teachers' Retirement Fund 61% 20% 7% 2% 10%
Arkansas Public Employees' Retirement System 63% 23% 12% 0% 2%
Arkansas Highway Retirement System N ® * * %
Arkansas State Police Retirement System 63% 23% 0% 0% 13%
Arkansas Judicial Retirement System 52% 48% 0% 1% 0%
Arkansas District Judge Retirement System * * * = *
California Public Employees' Retirement Fund 45% 26% 8% 5% 17%
California State Teachers' Retirement Fund 51% 22% 10% 1% 16%
California Judges Retirement Fund II 52% 38% 10% 0% *
California Legislators' Retirement Fund 38% 62% 0% 0% 0%
California Judges Retirement Fund * * . . *
Colorado State Public Employees' Retirement System 58% 23% 7% 1% 11%
Colorado School Retirement System 58% 23% 7% 1% 11%
Colorado Local Government Retirement System 58% 23% 7% 1% 11%
Colorado Judicial Division Retirement System 58% 23% 7% 1% 11%
Colorado Fire & Police Retirement System 58% 21% 3% 2% 15%
Connecticut State Employees' Retirement Fund * * ¥ * ¥
Connecticut Teachers' Retirement Fund * ® * % £
Connecticut Judicial Retirement Fund * * * * -
Delaware State Employees' Pension Plan 45% 26% 0% 4% 26%
Delaware Special Pension Plan 45% 26% 0% 4% 26%
Delaware New State Police Pension Plan 45% 26% 0% 4% 26%
Delaware Judiciary Pension Plan 45% 26% 0% 4% 26%
Delaware County & Municipal Police and Firefighters' Pension Plan 45% 26% 0% 4% 26%
Delaware County & Municipal Other Employees' Pension Plan 45% 26% 0% 4% 26%
Delaware Diamond State Port Corporation Pension Plan 45% 26% 0% 4% 26%
Delaware Closed State Police Pension Plan 45% 26% 0% 4% 26%
Delaware Volunteer Firemen's Pension Plan 45% 26% 0% 4% 26%
District Of Columbia Police & Firefighters' Retirement Fund 54% 24% 5% 2% 15%
District Of Columbia Teachers' Retirement Fund 54% 24% 5% 2% 15%
Florida Retirement System 55% 31% 7% 0% 8%
Georgia Teachers' Retirement System 62% 35% 0% 3% 0%
Georgia Employees' Retirement System 58% 33% 0% 3% 6%
Georgia Public School Employees’ Retirement System 58% 33% 0% 3% 6%
Georgia Legislative Retirement System 58% 33% 0% 3% 6%
Georgia Judicial System's Retirement System 58% 33% 0% 3% 6%
Georgia Military Pension Fund 58% 33% 0% 3% 6%
Hawaii Employees' Retirement System 58% 30% 7% 0% 5%
Idaho Public Employees' Retirement Fund 56% 25% 3% 4% 13%
Idaho Firefighters' Retirement Fund 56% 25% 3% 4% 13%
Idaho Judicial Retirement Fund * N * * *
Illinois Teachers' Retirement System 48% 18% 20% 1% 13%
Illinois State University Retirement System 57% 23% 6% 4% 10%
Illinois State Employees' Retirement System 57% 16% 10% 3% 14%
Illinois Judges' Retirement System 57% 18% 8% 3% 14%
Illinois General Assembly Retirement System 57% 18% 8% 3% 14%
Indiana State Police Retirement Fund 40% 36% 0% 0% 25%
Indiana Public Employees' Retirement Fund 40% 36% 0% 0% 25%
Indiana Excise Police, Gaming & Conservation Officers' Retirement Plan 40% 36% 0% 0% 25%
Indiana Judges' Retirement System 40% 36% 0% 0% 25%
Indiana Prosecuting Attorneys' Retirement Fund 40% 36% 0% 0% 25%
Indiana Legislators' Retirement System 40% 36% 0% 0% 25%
Indiana Teachers' Retirement Fund 40% 36% 0% 0% 25%
Indiana 1977 Police Officers' & Firefighters' Pension & Disability Fund 40% 36% 0% 0% 25%
Iowa Public Employees' Retirement System 39% 38% 8% 1% 14%
lowa Peace Officers' Retirement, Accident and Disability System 39% 38% 8% 1% 14%
Iowa Judicial Retirement System 39% 38% 8% 1% 14%
ITowa Municipal Fire & Police Retirement System 39% 38% 8% 1% 14%

Source: State or individual plan comprehensive annual financial reports
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Table 1.2 State Pension System Asset Allocation

Cash and
State Pension System Equities Fixed Real Estate  Equivalents Other
Kansas Public Employees' Retirement System - State/School 49% 34% 11% 5% 0%
Kansas Public Employees' Retirement System - Local 49% 34% 11% 5% 0%
Kansas Police & Firemen's Retirement System 49% 34% 11% 5% 0%
Kansas Retirement System For Judges 49% 34% 11% 5% 0%
Kentucky State Employees' Non-Hazardous - Pension 51% 32% 0% 2% 17%
Kentucky State Employees' Hazardous Retirement Plan - Pension 51% 32% 0% 2% 17%
Kentucky State Police Retirement Plan - Retirement Funds 51% 32% 0% 2% 17%
Kentucky Judicial Retirement Plan - Retirement Funds 51% 32% 0% 2% 17%
Kentucky Legislators' Retirement System - Retirement Funds 51% 32% 0% 2% 17%
Kentucky Teachers' Retirement System - Retirement Funds 51% 32% 0% 2% 17%
Kentucky County Employees' Hazardous - Pension 51% 32% 0% 2% 17%
Kentucky County Employees' Non-Hazardous - Pension 51% 32% 0% 2% 17%
Louisiana Teachers' Retirement System 48% 25% 0% 2% 25%
Louisiana State Employees’ Retirement System 50% 22% 0% 3% 25%
Louisiana School Employees' Retirement System 50% 22% 0% 3% 25%
Louisiana State Police Retirement System 50% 22% 0% 3% 25%
Maine State Employees' and Teachers' Pension Plan 59% 30% 4% 1% 7%
Maryland Teachers' Retirement System 51% 22% 0% 2% 24%
Maryland State Employees' Retirement System 51% 22% 0% 2% 24%
Maryland State Police Retirement System 51% 22% 0% 2% 24%
Maryland Judges' Retirement System 51% 22% 0% 2% 24%
Maryland State Law Enforcement Officers' Pension System 51% 22% 0% 2% 24%
Maryland Transit Administration Pension Plan 51% 22% 0% 2% 24%
Massachusetts Teachers' Retirement System = = E * =
Massachusetts State Employees' Retirement System - n * = *
Michigan Legislative Retirement System * * = * ¥
Michigan State Police Retirement System 48% 16% 9% 2% 25%
Michigan State Employees' Retirement System 49% 16% 9% 2% 24%
Michigan Public School Employees' Retirement System - Pension 49% 17% 9% 1% 25%
Michigan Judges' Retirement System - Pension 51% 15% 13% 1% 20%
Michigan Military Retirement Plan N * > * N
Michigan Municipal Employees' Retirement System 44% 33% 5% 3% 15%
Minnesota Teachers' Retirement Association Plan 25% 0% 15% 2%
Minnesota Public Employees' Retirement Fund 58% 25% 0% 15% 2%
Minnesota Public Employees' Police & Fire Fund 58% 25% 0% 15% 2%
Minnesota Public Employees' Correctional Fund 58% 25% 0% 15% 2%
Minnesota State Employees' Retirement Fund 58% 25% 0% 15% 2%
Minnesota State Patrol Retirement Fund 58% 25% 0% 15% 2%
Minnesota Correctional Employees' Retirement Fund 58% 25% 0% 15% 2%
Minnesota Judges' Retirement Fund 58% 25% 0% 15% 2%
Minnesota Legislators' Retirement Fund 58% 25% 0% 15% 2%
Minnesota Elective State Officers' Retirement Fund 58% 25% 0% 15% 2%
Mississippi Public Employees' Retirement System 69% 25% 5% 1% 1%
Mississippi Highway Safety Patrol Retirement System 69% 25% 5% 1% 1%
Mississippi Municipal Retirement System 69% 25% 5% 1% 1%
Mississippi Supplemental Legislative Retirement Plan 69% 25% 5% 1% 1%
Montana Public Employees' Retirement System - Defined Benefit Retirement Plan 64% 30% 6% 1% 0%
Montana Judges' Retirement System 63% 29% 5% 3% 0%
Montana Highway Patrol Officers' Retirement System 64% 29% 5% 2% 0%
Montana Sheriffs' Retirement System 63% 29% 5% 3% 0%
Montana Game Wardens' & Peace Officers' Retirement System 63% 28% 5% 4% 0%
Montana Municipal Police Officers' Retirement System 64% 29% 5% 1% 0%
Montana Firefighters' Unified Retirement System 64% 29% 5% 2% 0%
Montana Volunteer Firefighters' Compensation Act 60% 28% 5% 7% 0%
Montana Teachers' Retirement System 41% 36% 11% 0% 13%
Nebraska State Employees' Retirement Benefit Fund 2% 81% 0% 6% 11%
Nebraska School Employees' Retirement System 2% 81% 0% 6% 11%
Nebraska Judges' Retirement System 2% 81% 0% 6% 11%
Nebraska State Patrol Retirement System 2% 81% 0% 6% 11%
Nevada Public Employees' Retirement System 54% 37% 0% 2% 7%
Nevada Judicial Retirement System 54% 37% 0% 2% 7%
Nevada Legislators' Retirement System 54% 37% 0% 2% 7%
New Hampshire Retirement System - Pension Plan 62% 31% 5% 0% 2%
New Hampshire Judicial Retirement Plan * * * * "
New Jersey Judicial Retirement System 42% 33% 4% 5% 15%
New Jersey Consolidated Police & Firemen's' Pension Fund 42% 33% 4% 5% 15%
New Jersey Police & Firemen's' Retirement System - State 42% 33% 4% 5% 15%
New Jersey Prison Officers' Pension Fund 42% 33% 4% 5% 15%
New Jersey Public Employees' Retirement System - State 42% 33% 4% 5% 15%
New Jersey State Police Retirement System 42% 33% 4% 5% 15%
New Jersey Teachers' Pension & Annuity Fund 42% 33% 4% 5% 15%
New Mexico Public Employees' Retirement System 68% 11% 0% 0% 20%
New Mexico Judicial Retirement System 68% 11% 0% 0% 20%
New Mexico Magistrate Retirement System 68% 11% 0% 0% 20%
New Mexico Volunteer Firefighters' Retirement System 68% 11% 0% 0% 20%
New Mexico Educational Employees' Retirement System 46% 26% 1% 4% 23%

Source: State or individual plan comprehensive annual financial reports
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Table 1.3 State Pension System Asset Allocation
Cash and

State Pension System Equities Fixed Real Estate  Equivalents Other
New York State & Local Employees' Retirement System 55% 28% 4% 0% 13%
New York Teachers' Retirement System 56% 25% 9% 1% 8%
New York Police & Fire Retirement System 55% 28% 4% 0% 13%
North Carolina Teachers' & State Employees' Retirement System 50% 40% 6% 0% 5%
North Carolina Consolidated Judicial Retirement System 50% 40% 6% 0% 5%
North Carolina Legislative Retirement System 50% 40% 6% 0% 5%
North Carolina Firemen's & Rescue Squad Retirement System 50% 40% 6% 0% 5%
North Carolina National Guard Retirement System 50% 40% 6% 0% 5%
North Carolina Registers of Deeds' Retirement System 50% 40% 6% 0% 5%
North Carolina Local Governmental Employees' Retirement System 50% 40% 6% 0% 5%
North Dakota Teachers' Fund for Retirement 56% 27% 10% 2% 5%
North Dakota Public Employees' Retirement System 56% 27% 10% 2% 5%
Job Service North Dakota 56% 27% 10% 2% 5%
North Dakota Highway Patrolmen's Retirement System 56% 27% 10% 2% 5%
Ohio Public Employees' Retirement System 62% 27% 7% 5% 0%
Ohio State Teachers' Retirement System 62% 27% 7% 5% 0%
Ohio School Employees' Retirement System 62% 27% 7% 5% 0%
Ohio Police & Fire Pension Fund 62% 27% 7% 5% 0%
Ohio State Highway Patrol Retirement System 62% 27% 7% 5% 0%
Oklahoma Teachers' Retirement System 61% 38% 0% 1% 0%
Oklahoma Public Employees' Retirement System 61% 38% 0% 1% 0%
Oklahoma Firefighters' Pension & Retirement System 61% 38% 0% 1% 0%
Oklahoma Police Pension & Retirement System 61% 38% 0% 1% 0%
Oklahoma Law Enforcement Retirement System 61% 38% 0% 1% 0%
Oklahoma Uniform Retirement System for Justices & Judges 61% 38% 0% 1% 0%
Oklahoma Wildlife Conservation Retirement Plan 61% 38% 0% 1% 0%
Oregon Public Employees' Retirement System 37% 26% 9% 5% 23%
Pennsylvania Public School Employees' Retirement System 28% 27% 9% 0% 35%
Pennsylvania State Employees' Retirement System 2 i * * .
Pennsylvania Municipal Retirement System 66% 18% 13% 3% 0%
Rhode Island Employees' Retirement System: State Employees 50% 26% 4% 11% 10%
Rhode Island Employees' Retirement System: Teachers 50% 26% 4% 11% 10%
Rhode Island Municipal Employees' Retirement System 50% 26% 4% 11% 10%
Rhode Island State Police Retirement Benefits Trust 50% 26% 4% 11% 10%
Judicial Retirement Benefits Trust 50% 26% 4% 11% 10%
South Carolina Retirement System 27% 25% 3% 14% 31%
South Carolina Police Officers' Retirement System 27% 25% 3% 14% 31%
South Carolina General Assembly Retirement System 27% 25% 3% 14% 31%
South Carolina Judges & Solicitors Retirement System 27% 25% 3% 14% 31%
South Carolina National Guard Retirement System 27% 25% 3% 14% 31%
South Dakota 52% 22% 9% 0% 16%
Tennessee State Employees, Teachers, and Higher Education Employees' Pension Plan 46% 50% 3% 1% 0%
Tennessee Political Subdivision Defined Benefits Plan 46% 50% 3% 1% 0%
Texas Employees' Retirement System 60% 36% 0% 1% 3%
Texas Law Enforcement & Custodial Officer Supplemental Retirement 60% 36% 0% 1% 3%
Texas Judicial Retirement System Plan One 60% 36% 0% 1% 3%
Texas Judicial Retirement System Plan Two 60% 36% 0% 1% 3%
Texas Teachers' Retirement System 61% 24% 8% 1% 6%
Texas Municipal Retirement System 24% 66% 0% 11% 0%
Texas County & District Retirement System Pension Trust Fund * * > * i
Texas Emergency Services Retirement System 76% 24% 0% 0% 0%
Utah Noncontributory Retirement System 36% 21% 14% 5% 24%
Utah Contributory Retirement System 36% 21% 14% 5% 24%
Utah Public Safety Retirement System 36% 21% 14% 5% 24%
Utah Firefighters' Retirement System 36% 21% 14% 5% 24%
Utah Judges' Retirement System 36% 21% 14% 5% 24%
Utah Governors' & Legislators' Retirement System 36% 21% 14% 5% 24%
Vermont State Retirement System 36% 37% 5% 0% 22%
Vermont State Teachers' Retirement System 36% 37% 5% 0% 22%
Vermont Municipal Employees' Retirement System 36% 37% 5% 0% 22%
Virginia Retirement System 39% 22% 6% 1% 32%
Virginia State Police Officers' Retirement System 39% 22% 6% 1% 32%
Virginia Law Officers' Retirement System 39% 22% 6% 1% 32%
Virginia Judicial Retirement System 39% 22% 6% 1% 32%
Washington Public Employees' Retirement System Plan 1 35% 22% 14% 1% 28%
Washington Public Employees' Retirement System Plan 2/3 35% 22% 14% 1% 28%
Washington School Employees Retirement System Plan 2/3 35% 22% 14% 1% 28%
Washington Public Safety Employees Retirement System Plan 2 35% 22% 14% 1% 28%
Washington Teachers' Retirement System Plan 1 35% 22% 14% 1% 28%
Washington Teachers' Retirement System Plan 2/3 35% 22% 14% 1% 28%
Washington Law Enforcement & Firefighters' Retirement System Plan 1 35% 22% 14% 1% 28%
Washington Law Enforcement & Firefighters' Retirement System Plan 2 35% 22% 14% 1% 28%
Washington State Patrol Retirement System Plan 1/2 35% 22% 14% 1% 28%
Washington Judicial Retirement System 35% 22% 14% 1% 28%
Washington Judges' Retirement System 35% 22% 14% 1% 28%
Washington Volunteer Fire Fighters’ and Reserve Officers’ Relief and Pension Fund 35% 22% 14% 1% 28%

Source: State or individual plan comprehensive annual financial reports
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Table 1.4 State Pension System Asset Allocation
Cash and
State Pension System Equities Fixed Real Estate  Equivalents Other
West Virginia Teachers' Retirement System 47% 23% 6% 3% 21%
West Virginia Public Employees' Retirement System 48% 25% 6% 0% 21%
‘West Virginia Public Safety Death, Disability, & Retirement Fund 47% 25% 6% 3% 20%
West Virginia Judges' Retirement System 48% 25% 6% 0% 21%
West Virginia Deputy Sheriff Retirement System 48% 25% 6% 1% 21%
West Virginia State Police Retirement System 47% 25% 6% 1% 21%
West Virginia Emergency Medical Services Retirement System 49% 21% 6% 2% 21%
Wisconsin Retirement System 60% 29% 0% 0% 11%
Wyoming Public Employees Pension Plan 59% 29% 0% 3% 8%
Wyoming Law Enforcement Retirement Plan 59% 29% 0% 3% 8%
Wyoming Paid Firemen's Pension Plan A 59% 29% 0% 3% 8%
‘Wyoming State Patrol, Game and Fish Warden and Criminal Investigator Pension Plan 59% 29% 0% 3% 8%
Wyoming Paid Firemen's Pension Plan B 59% 29% 0% 3% 8%
Wyoming Volunteer Fireman's Pension Plan 59% 29% 0% 3% 8%
Wyoming Judicial Pension Plan 59% 29% 0% 3% 8%
Wyoming Volunteer EMT Pension Plan 59% 29% 0% 3% 8%
Air Guard Firefighter Pension Plan 59% 29% 0% 3% 8%

Source: State or individual plan comprehensive annual financial reports
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Funded Ratio

The funded ratio for municipal plans, like
the annual required contribution, is used as a com-
parative indicator to assess a plan’s fiscal health.
Unlike private sector plans, municipal plans are
considered adequately funded at 80%. As expected,
funded ratios worsened for almost all plans in
2010. Of the 149 state-level plans with funded rati-
os for 2010, only 56 had funded ratios over 80%.
Similarly, of the 31 local-level plans with funded
ratios for 2010, only 11 had funded ratios over
80%. Out of the 146 state-level and the 29 local-
level plans with funded ratios for both 2010 and
2009, 69% of state-level plans and 83% of local-
level plans were less funded then they were the pre-
vious year. Of the plans observed this year with
funded ratios and assets in excess of $1 billion, only
21 of the 72 state-level plans, and 7 of the 18 local-
level plans were funded over 80%.

As only a fraction of the state plans and less
than half the local plans examined with assets over
$1 billion are currently considered funded, it’s clear

there is a serious issue that needs to be addressed,
as the largest funding shortfalls are in the plans
with the largest liabilities. When reviewing the
overall funded status of state-level pension plans on
a weighted average basis, as shown in the map be-
low, our findings are concurrent with those above.
While a fair amount of states are funded 80% or
above, the majority of states are still underfunded.
On a weighted average basis 18 states are consid-
ered funded, while 32 are not. The states in yellow,
which include Connecticut, [llinois, Kentucky, Lou-
isiana, New Hampshire, and Oklahoma, are severely
underfunded. States considered severely under-
funded last year included Illinois, Louisiana, New
Hampshire, Oklahoma, and Kansas. The largest
increases in the funded ratio on a weighted average
basis from last year were in Wyoming, (6.8% in-
crease), Oregon, (5.6% increase), and the District of
Columbia (5.5% increase). The largest decreases in
the funded ratio on a weighted average basis from
last year were in Alaska, (14.6% decrease), North
Dakota, (9.3% decrease), and Connecticut (8.1%
decrease).

2010 Weighted Average Funded Ratio
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Funded Ratio Sensitivity Analysis

With the current economic malaise, it ap-
pears as though there is a low probability of pen-
sion funds achieving the assumed 8% investment
rate of return. If the last decade was any indication
of the next in terms of plausible investment re-
turns, this further supports the claim that the pro-
jected 8% is unlikely, as shown in the chart below.

As discussed, lowering the projected invest-
ment rate of return inflates the present value of
plan liabilities, thus lowering the funded ratio.
While GASB is proposing that plans that are not
fully funded use a combination of the historical
rate of return and a lower rate pegged to a high-
quality municipal index, the public has also sug-
gested that the entire liability should be discounted
using a lower rate. We, however, do not think us-
ing the risk free rate is necessary or appropriate to
restore the health of public pensions.

To see what the net effect would be if a plan
discounted their entire liability using a lower rate,
we have conducted a basic sensitivity analysis. In

tables 7.1-7.6 in the appendix, the historical funded
ratios for state and local plans are shown as they
are displayed in the comprehensive annual finan-
cial reports. On the following pages, in tables 2.1-
2.4, the most recent funded ratio for state and local
plans is shown, assuming all other actuarial as-
sumptions are constant, using a discount rate from
8% all the way down to 1%.

Using a discount rate of 6%, which is the
average rate for private plans, only 45 state-level
and seven local-level plans would be considered
funded. Using a discount rate of 4%, which is clos-
er to a 30-year high quality municipal index, only
16 state-level plans, and not even one local-level
plan would be considered funded. While this is a
very basic analysis, and makes no adjustment for
any of the other actuarial assumptions, just a one-
percent decrease in the rate of return assumption
has a severe impact on the funded ratio.

YTM Rates of Different Asset 2000 - 2011 YTD

9%

8% 1

7% -+

30 Year A G.O. Muni Benchmark (MMD)

Average Reported State and Local Discount Rate
e 30 Year AAA G.O. Muni Benchmark (MMD)

30 Year AAA Corporate Bond Index
30 Year AA G.O. Muni Benchmark (MMD)
wmmmse 3() Year Treasury Bond

Additional Information Regarding Sensitivity Analysis

Our analysis uses the same methodology as Fitch used in their report entitled, “Enhancing the Analysis of U.S. State and Local Government

Pension Obligations.”( Issued February 17, 2011)

Excerpt from Fitch’s report: “Based on a review of the literature and discussions with actuaries and pension experts, Fitch believes it is reason-
able to adjust the actuarial accrued liability up by 11% for each 1% by which the plan’s current investment return assumption exceeds the stand-
ardized return scenario being considered — 6%, 7%, and 8%. The 11% adjustment is in the middle of the range of the 10%-12% approximation

that is most frequently cited as the impact of a 1% adjustment to the return.”

Please see the report for additional information on the methodology.

“ Loop Capital Markets
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Table 2.1 Funded Ratio Based on Liability at Adjusted Discount Rates (Alabama - Kentucky)
Funded
Ratio/Using

Investment  Actuarial

Actuarial  Rate of Discount
State Pension System Valuation  Return Rate 8.00% 7.00% 6.00% 5.00% 4.00% 3.00% 2.00% 1.00%
Alabama Teachers' Retirement System 2010 8.00% 75% 75% 67% 61% 56% 52% 48% 45% 42%
Alabama Employee’ Retirement System 2010 8.00% 68% 68% 61% 56% 51% 47% 44% 41% 39%
Alabama Judicial Retirement System 2010 8.00% 69% 69% 62% 56% 52% 48% 44% 41% 39%
Alaska Public Employees' Retirement System 2009 8.25% 63% 61% 55% 51% 46% 43% 40% 37% 35%
Alaska Teachers' Retirement System 2009 8.25% 57% 55% 50% 46% 42% 39% 36% 34% 32%
Alaska Judicial Retirement System 2008 8.25% 94% 92% 83% 75% 69% 64% 60% 56% 52%
Alaska National Guard & Naval Military Retirement System 2009 7.25% 100% 109% 97% 88% 80% 73% 68% 63% 59%
Alaska Elected Public Officers' Retirement System 2008 5.00% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Arizona State Retirement System 2009 8.00% 79% 79% 71% 65% 59% 55% 51% 48% 45%
Arizona Public Safety Personnel Retirement System 2010 8.50% 68% 64% 58% 53% 49% 45% 42% 39% 37%
Arizona Correctional Officers Retirement System 2010 8.50% 84% 79% 72% 66% 61% 56% 52% 49% 46%
Arizona Elected Officials' Retirement Plan 2010 8.50% 68% 65% 59% 53% 49% 46% 42% 40% 37%
A Teachers' Reti Fund 2010 8.00% 74% 74% 66% 60% 55% 51% 48% 44% 42%
Arkansas Public Employees' Retirement System 2010 8.00% 74% 74% 67% 61% 56% 51% 48% 45% 42%
A Highway Reti System 2010 8.00% 92% 92% 83% 75% 69% 64% 59% 55% 52%
Arkansas State Police Retirement System 2010 8.00% 63% 63% 57% 52% 48% 44% 41% 38% 36%
Arkansas Judicial Retirement System 2010 7.50% 90% 96% 86% 78% 71% 65% 60% 56% 53%
Arkansas District Judge Retirement System 2010 8.00% 42% 42% 38% 34% 32% 29% 27% 25% 24%
California Public Employees' Retirement Fund 2009 7.75% 83% 86% 77% 70% 64% 59% 55% 51% 48%
California State Teachers' Retirement Fund 2009 8.00% 78% 78% 70% 64% 59% 54% 50% 47% 44%
California Judges Reti Fund 1T 2009 7.25% 84% 92% 82% 74% 67% 62% 57% 53% 50%
California Legislators' Retirement Fund 2009 7.00% 120% 134% 120% 108% 98% 90% 83% 77% 72%
Cali ia Judges Reti Fund 2009 4.50% 1% 2% 2% 1% 1% 1% 1% 1% 1%
Colorado School Retirement System 2010 8.00% 65% 65% 58% 53% 49% 45% 42% 39% 37%
Colorado State Public Employees' Retirement System 2010 8.00% 63% 63% 57% 51% 47% 44% 41% 38% 35%
Colorado Local G Reti System 2010 8.00% 73% 73% 66% 60% 55% 51% 47% 44% 41%
Colorado Fire & Police Retirement System 2010 8.00% 101% 101% 91% 83% 76% 70% 65% 61% 57%
Colorado Judicial Division Retirement System 2010 8.00% 75% 75% 68% 61% 56% 52% 48% 45% 42%
Connecticut State Employees' Retirement Fund 2010 8.50% 44% 42% 38% 35% 32% 30% 28% 26% 24%
Connecticut Teachers' Retirement Fund 2010 8.25% 61% 60% 54% 49% 45% 42% 39% 36% 34%
Connecticut Judicial Retirement Fund 2010 8.25% 65% 63% 57% 52% 48% 44% 41% 38% 36%
Delaware State Employees' Pension Plan 2010 8.00% 96% 96% 86% 79% 72% 67% 62% 58% 54%
Delaware Special Pension Plan 2010 8.00% 137% 137% 124% 112% 103% 95% 89% 83% 78%
Delaware New State Police Pension Plan 2010 8.00% 94% 94% 85% 77% 71% 65% 61% §7% 53%
Delaware Judiciary Pension Plan 2010 8.00% 86% 86% 77% 70% 65% 60% 55% 52% 48%
Delaware County & Municipal Police and Firefighters' Pension Plan 2010 8.00% 96% 96% 86% 79% 72% 67% 62% 58% 54%
Delaware County & Municipal Other Employees' Pension Plan 2010 8.00% 89% 89% 80% 73% 67% 62% 57% 53% 50%
Delaware Diamond State Port Corporation Pension Plan 2010 8.00% 84% 84% 76% 69% 63% 58% 54% 51% 47%
Delaware Closed State Police Pension Plan 2010 8.00% 1% 1% 0% 0% 0% 0% 0% 0% 0%
Delaware Volunteer Firemen's Pension Plan 2010 8.00% 50% 50% 45% 41% 38% 35% 32% 30% 28%
District Of Columbia Police & Firefighters' Retirement Fund 2009 7.00% 101% 113% 101% 91% 83% 76% 70% 65% 61%
District Of Columbia Teachers' Retirement Fund 2009 7.00% 111% 124% 111% 100% 91% 83% 77% 71% 67%
Florida Retirement System 2010 7.75% 87% 89% 80% 73% 66% 61% 57% 53% 50%
Georgia Teachers' Retirement System 2009 7.50% 87% 92% 83% 75% 68% 63% 58% 54% 51%
Georgia Employees' Retirement System 2009 7.50% 86% 91% 81% 74% 67% 62% 57% 53% 50%
Georgia Public School Employees' Retirement System 2009 7.50% 94% 99% 89% 80% 73% 68% 63% 58% 55%
Georgia Legislative Retirement System 2009 7.50% 129% 136% 122% 111% 101% 93% 86% 80% 75%
Georgia Judicial System's Retirement System 2009 7.50% 112% 119% 107% 96% 88% 81% 75% 70% 66%
Georgia Military Pension Fund 2009 7.50% 31% 32% 29% 26% 24% 22% 20% 19% 18%
Hawaii Employees' Retirement System 2008 8.00% 69% 69% 62% 56% 52% 48% 44% 41% 39%
Idaho Public Employees' Retirement Fund 2010 7.75% 79% 81% 73% 66% 61% 56% 52% 48% 45%
Idaho Firefighters' Retirement Fund 2009 7.75% 69% 71% 64% 58% 53% 49% 46% 42% 40%
Idaho Judicial Retirement Fund 2010 7.50% 70% 74% 66% 60% 55% 51% 47% 44% 41%
Illinois Teachers' Retirement System 2010 8.50% 48% 46% 42% 38% 35% 32% 30% 28% 27%
Illinois State University Retirement System 2010 8.50% 46% 44% 40% 36% 34% 31% 29% 27% 25%
Illinois State Employees' Retirement System 2010 8.50% 37% 35% 32% 29% 27% 25% 23% 22% 20%
Illinois Judges' Retirement System 2010 8.00% 34% 34% 31% 28% 26% 24% 22% 21% 19%
Illinois G 1A Reti System 2010 8.00% 26% 26% 24% 22% 20% 18% 17% 16% 15%
Indiana Public Employees' Reti Fund 2009 7.25% 93% 101% 91% 82% 75% 69% 63% 59% 55%
Indiana Teachers' Reti Fund 2009 7.50% 42% 44% 40% 36% 33% 30% 28% 26% 24%
Indiana 1977 Police Officers' & Firefighters' Pension & Disability Fund 2009 7.25% 98% 107% 95% 86% 79% 72% 67% 62% 58%
Indiana State Police Retirement Fund 2010 7.00% 81% 91% 81% 73% 66% 61% 56% 52% 49%
Indiana Judges' Retirement System 2009 7.25% 73% 80% 71% 64% 59% 54% 50% 46% 43%
Indiana Excise Police, Gaming & Conservation Officers' Retirement Plan 2009 7.25% 76% 83% 74% 67% 61% 56% 52% 48% 45%
Indiana Prosecuting Attorneys' Retirement Fund 2009 7.25% 59% 64% 57% 52% 47% 43% 40% 37% 35%
Indi Legisl ' Reti System 2009 7.25% 93% 101% 91% 82% 75% 69% 63% 59% 55%
Iowa Public Employees' Retirement System 2010 7.50% 81% 86% 77% 70% 64% 59% 54% 51% 47%
Iowa Municipal Fire & Police Retirement System 2010 7.50% 81% 86% 77% 70% 64% 59% 54% 51% 47%
lowa Peace Officers' Retirement, Accident and Disability System 2010 8.00% 67% 67% 60% 55% 50% 47% 43% 40% 38%
Towa Judicial Retirement System 2010 7.50% 64% 67% 60% 55% 50% 46% 43% 40% 37%
Kansas Public Employees' Retirement System - State/School 2009 8.00% 62% 62% 55% 50% 46% 43% 40% 37% 35%
Kansas Public Employees' Retirement System - Local 2009 8.00% 64% 64% 57% 52% 48% 44% 41% 38% 36%
Kansas Police & Firemen's Retirement System 2009 8.00% 76% 76% 69% 62% 57% 53% 49% 46% 43%
Kansas Retirement System For Judges 2009 8.00% 82% 82% 74% 67% 62% 57% 53% 50% 46%
Kentucky Teachers' Reti System - Reti Funds 2010 7.50% 61% 65% 58% 52% 48% 44% 41% 38% 36%
Kentucky County Employees' Non-Hazardous - Pension 2010 7.75% 66% 67% 61% 55% 50% 46% 43% 40% 38%
Kentucky State Employees' Non-Hazardous - Pension 2010 7.75% 38% 39% 35% 32% 29% 27% 25% 23% 22%
Kentucky County Employees' Hazardous - Pension 2010 7.75% 66% 67% 61% 55% 50% 46% 43% 40% 38%
Kentucky State Employees' H; d Reti Plan - Pension 2010 7.75% 73% 75% 68% 61% 56% 52% 48% 45% 42%
Kentucky State Police Retirement Plan - Retirement Funds 2010 7.75% 50% 51% 46% 42% 38% 35% 33% 30% 29%
Kentucky Judicial Reti Plan - Reti Funds 2010 7.00% 66% 74% 66% 59% 54% 49% 46% 42% 40%
Kentucky Legi Reti System - Reti Funds 2010 7.00% 64% 72% 64% 58% 53% 48% 45% 41% 39%
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Table 2.2 Funded Ratio Based on Liability at Adjusted Discount Rates (Louisiana - North Dakota)

Funded
Ratio/Using

Investment  Actuarial

Actuarial  Rate of Discount
State Pension System Valuation  Return Rate 8.00% 7.00% 6.00% 5.00% 4.00% 3.00% 2.00% 1.00%
Louisi Teachers' i System 2010 8.25% 54% 53% 48% 44% 40% 37% 34% 32% 30%
Louisi State Employ i System 2010 8.25% 58% 56% 51% 46% 43% 39% 37% 34% 32%
Louisi School ployees’ i System 2010 7.50% 61% 65% 58% 52% 48% 44% 41% 38% 36%
! i State Police i System 2010 7.50% 56% 59% 53% 48% 44% 40% 37% 35% 32%
Maine State Employees' and Teachers' Pension Plan 2010 7.75% 66% 68% 61% 55% 51% 47% 43% 40% 38%
Maryland Teachers' Retirement System 2010 7.75% 65% 67% 60% 55% 50% 46% 43% 40% 38%
Maryland State Employees’ Retirement System 2010 7.75% 60% 61% 55% 50% 46% 42% 39% 37% 34%
Maryland State Police Retirement System 2010 7.75% 63% 65% 58% 53% 48% 45% 41% 39% 36%
Maryland Judges' Retirement System 2010 7.75% 65% 67% 60% 54% 50% 469% 43% 40% 37%
Maryland State Law Enforcement Officers' Pension System 2010 7.75% 51% 53% 48% 43% 39% 36% 34% 31% 30%
Maryland Transit Administration Pension Plan 2009 7.50% 38% 40% 36% 33% 30% 28% 26% 24% 22%
Massachusetts Teachers' Retirement System 2010 8.25% 63% 61% 55% 51% 46% 43% 40% 37% 35%
Massachusetts State Employees' Retirement System 2010 8.25% 77% 74% 67% 61% 56% 52% 48% 45% 43%
Michigan Public School Employees' Retirement System - Pension 2009 8.00% 79% 79% 71% 65% 59% 55% 51% 48% 45%
Michigan State Employees' Retirement System 2009 8.00% 78% 78% 70% 64% 59% 54% 50% 47% 44%
Michigan Municipal Employees' Retirement System 2009 8.00% 92% 92% 83% 76% 70% 64% 60% 56% 52%
Michigan State Police Retirement System 2009 8.00% 81% 81% 73% 66% 61% 56% 52% 49% 46%
Michigan Judges' Retirement System - Pension 2010 8.00% 113% 113% 102% 93% 85% 78% 73% 68% 64%
Michigan Legislative Retirement System 2010 7.00% 92% 103% 92% 83% 75% 69% 64% 59% 55%
Michigan Military Retirement Plan 2009 8.00% 0% 0% 0% 0% 0% 0% 0% 0% 0%
A Teachers' Reti Association Plan 2010 8.50% 78% 74% 67% 62% 57% 52% 49% 46% 43%
M Public Employ i Fund 2010 8.50% 76% 72% 66% 60% 55% 51% 48% 45% 42%
Mi State ploy i Fund 2010 8.50% 87% 83% 75% 68% 63% 58% 54% 51% 48%
Minnesota Public Employees' Police & Fire Fund 2010 8.50% 87% 82% 75% 68% 63% 58% 54% 51% 48%
i Correctional Employees' Reti Fund 2010 8.50% 71% 67% 61% 56% 51% 47% 44% 41% 39%
Mi State Patrol Reti Fund 2010 8.50% 83% 79% 71% 65% 60% 56% 52% 48% 45%
Minnesota Public Employees' Correctional Fund 2010 8.50% 97% 92% 83% 76% 70% 65% 61% 57% 53%
Judges' i Fund 2010 8.50% 60% 57% 52% 47% 43% 40% 37% 35% 33%
Mi ! 1 ' Reti Fund 2010 8.50% 31% 29% 27% 24% 22% 21% 19% 18% 17%
Minnesota Elective State Officers' Retirement Fund 2010 8.50% 6% 5% 5% 4% 4% 4% 4% 3% 3%
Mississippi Public Employees' Retirement System 2010 8.00% 64% 64% 58% 53% 48% 45% 41% 39% 36%
ississippi Highway Safety Patrol Reti System 2010 8.00% 68% 68% 62% 56% 51% 47% 44% 41% 39%
A pi Municipal System 2009 8.00% 50% 50% 45% 41% 38% 35% 32% 30% 28%
Mi ipy Pr Legislative Retirement Plan 2010 8.00% 78% 78% 70% 64% 58% 54% 50% 47% 44%
Missouri Public School Retirement System 2010 8.00% 78% 78% 70% 64% 58% 54% 50% 47% 44%
Missouri State Employees' Pension Plan 2010 8.50% 80% 76% 69% 63% 58% 54% 50% 47% 44%
Mi i Local Go ployees' i System 2010 7.50% 81% 86% 77% 70% 64% 58% 54% 50% 47%
Missouri Public Education Employee Retirement System 2010 8.00% 79% 79% 71% 65% 59% 55% 51% 48% 45%
Missouri Dep. of Transportation and Highway Patrol Employees' Retirement System 2010 8.25% 42% 41% 37% 34% 31% 29% 27% 25% 23%
Missouri Judges' Pension Plan 2010 8.50% 23% 22% 20% 18% 17% 16% 15% 14% 13%
M Public ploy i System - Defined Benefit Retirement Plan 2010 7.75% 74% 76% 69% 62% 57% 53% 49% 45% 43%
A Teachers' i System 2010 7.75% 65% 67% 60% 55% 50% 46% 43% 409% 38%
Montana Municipal Police Officers' Retirement System 2010 7.75% 57% 59% 53% 48% 44% 40% 38% 35% 33%
Montana Firefigh ' Unified Reti: System 2010 7.75% 64% 66% 59% 53% 49% 45% 42% 39% 37%
Montana Sheriffs' Retirement System 2010 7.75% 81% 84% 75% 68% 62% 58% 53% 50% 47%
Montana Highway Patrol Officers' Retirement System 2010 7.75% 64% 66% 59% 54% 49% 46% 42% 39% 37%
Montana Game Wardens' & Peace Officers' Retirement System 2010 7.75% 75% 77% 69% 63% 57% 53% 49% 46% 43%
Montana Judges' Retirement System 2010 7.75% 144% 148% 133% 121% 111% 102% 95% 88% 83%
Montana Vol Firefigh ' Comp ion Act 2010 7.75% 77% 79% 71% 65% 59% 55% 51% 47% 44%
Nebraska School Employees' Retirement System 2009 8.00% 82% 82% 74% 68% 62% 57% 53% 50% 47%
Nebraska State Employees’ Retirement Benefit Fund 2010 7.75% 94% 97% 87% 79% 72% 66% 62% 58% 54%
State Patrol Ret Ststem 2010 8.00% 85% 85% 76% 70% 64% 59% 55% 51% 48%
Nebraska Judges' Retirement System 2010 8.00% 100% 100% 90% 82% 75% 70% 65% 60% S7%
Nevada Public Employees' Retirement System 2010 8.00% 71% 71% 649% 58% 53% 499% 45% 42% 40%
Nevada Judicial Retirement System 2010 8.00% 74% 74% 67% 61% 56% 51% 48% 45% 42%
Nevada Legislators' Retirement System 2010 8.00% 59% 59% 53% 48% 44% 41% 38% 36% 33%
New Hampshire Retirement System - Pension Plan 2010 8.50% 59% 55% 50% 46% 42% 39% 36% 34% 32%
New I ire Judicial i Plan 2008 8.00% 92% 92% 83% 75% 69% 64% 59% 55% 52%
New Jersey Teachers' Pension & Annuity Fund 2009 8.25% 64% 62% 56% 51% 47% 43% 40% 38% 35%
New Jersey Public Employees' Retirement System - State 2009 8.25% 56% 55% 50% 45% 42% 38% 36% 33% 31%
New Jersey Police & Firemens' Retirement System - State 2009 8.25% 57% 55% 50% 45% 42% 39% 36% 33% 31%
New Jersey State Police Retirement System 2009 8.25% 73% 71% 64% 59% 54% 50% 46% 43% 41%
New Jersey Judicial Retirement System 2009 8.25% 60% 58% 52% 48% 44% 41% 38% 35% 33%
New Jersey C Police & Fi ' Pension Fund 2009 2.00% 96% 284% 214% 172% 144% 124% 108% 96% 87%
New Jersey Prison Officers' Pension Fund 2009 5.00% 195% 291% 250% 219% 195% 176% 160% 147% 136%
New Mexico Public Employees' Retirement System 2010 8.00% 79% 79% 71% 64% 59% 55% 51% 47% 449%
New Mexico Educational Employees’ Retirement System 2010 8.00% 66% 66% 59% 54% 49% 46% 42% 40% 37%
New Mexico Judicial Retirement System 2010 8.00% 61% 61% 55% 50% 46% 43% 39% 37% 35%
New Mexico V Firefi; ' Reti System 2010 8.00% 231% 231% 208% 190% 174% 161% 149% 139% 131%
New Mexico Magistrate Retirement System 2010 8.00% 669% 66% 59% 54% 49% 46% 42% 40% 37%
New York State & Local Employees' Retirement System 2009 8.00% 101% 101% 91% 83% 76% 70% 65% 61% 57%
New York Teachers' Retirement System 2009 8.00% 103% 103% 93% 85% 78% 72% 67% 62% 58%
New York Police & Fire Retirement System 2009 8.00% 104% 104% 94% 85% 78% 72% 67% 63% 59%
North Carolina Teachers' & State Employees' Retirement System 2009 7.25% 96% 105% 93% 849% 77% 71% 65% 61% 57%
North Carolina Local Gover Employ i nt System 2009 7.25% 99% 108% 97% 87% 80% 73% 68% 63% 59%
North Carolina Ci i Judicial Reti System 2009 7.25% 93% 101% 90% 81% 74% 68% 63% 59% 55%
North Carolina Firemen's & Rescue Squad Retirement System 2009 7.25% 90% 98% 87% 79% 72% 66% 61% 57% 53%
North Carolina National Guard Retirement System 2009 7.25% 67% 73% 65% 59% 54% 49% 46% 42% 40%
North Carolina Registers of Deeds' Retirement System 2009 5.75% 178% 237% 207% 183% 165% 149% 137% 126% 117%
North Carolina Legislative Retirement System 2009 7.25% 127% 138% 123% 111% 102% 93% 86% 80% 75%
North Dakota Teachers' Fund for Retirement 2010 8.00% 70% 70% 63% 57% 52% 48% 45% 42% 39%
North Dakota Public Employees' Retirement System 2010 8.00% 73% 73% 66% 60% 55% 51% 47% 44% 41%
Job Service North Dakota 2010 7.50% 105% 111% 99% 90% 82% 76% 70% 65% 61%
North Dakota Hig| yF 'n's Reti System 2010 8.00% 80% 80% 72% 65% 60% 55% 51% 48% 45%
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Table 2.3 Funded Ratio Based on Liability at Adjusted Discount Rates (Ohio - Wyoming)

Funded
Ratio/Using

Investment  Actuarial

Actuarial  Rate of Discount
State Pension System Valuation  Return Rate 8.00% 7.00% 6.00% 5.00% 4.00% 3.00% 2.00% 1.00%
Ohio State Teachers' Retirement System 2010 8.00% 59% 59% 53% 48% 44% 41% 38% 36% 33%
Ohio Public Employees' Retirement System 2009 8.00% 75% 75% 68% 61% 56% 52% 48% 45% 42%
Ohio Police & Fire Pension Fund 2009 8.25% 72% 70% 63% 58% 53% 49% 46% 43% 40%
Ohio School Employees’ Retirement System 2010 8.00% 73% 73% 65% 60% 55% 50% 47% 449% 41%
Ohio State Highway Patrol Retirement System 2009 8.00% 66% 66% 59% 54% 50% 46% 43% 40% 37%
Oklahoma Teachers' Retirement System 2010 8.00% 48% 48% 43% 39% 36% 33% 31% 29% 27%
OkKlah Public ployees' i System 2010 7.50% 66% 70% 63% 57% 52% 48% 44% 41% 38%
Oklahoma Police Pension & Retirement System 2010 7.50% 75% 79% 71% 64% 59% 54% 50% 47% 44%
Oklah F i Pension & i System 2010 7.50% 53% 57% 51% 46% 42% 39% 36% 33% 31%
Oklahoma Law Enforcement Retirement System 2010 7.50% 74% 78% 70% 63% 58% 53% 49% 469 43%
Oklah Uniform Reti System for Justices & Judges 2010 7.50% 81% 86% 77% 70% 64% 59% 54% 51% 47%
Oklahoma Wildlife Conservation Retirement Plan 2010 7.50% 82% 86% 77% 70% 64% 59% 55% 51% 48%
Oregon Public Employees' Retirement System 2009 8.00% 86% 86% 77% 70% 65% 60% 55% 52% 48%
Pennsylvania Public School Employees' Retirement System 2009 8.00% 79% 79% 71% 65% 60% 55% 51% 48% 45%
Pennsylvania State Employees' Retirement System 2010 8.00% 75% 75% 68% 62% 57% 52% 49% 45% 42%
Pennsylvania Municipal Retirement System 2010 6.00% 104% 133% 117% 104% 94% 85% 78% 72% 67%
Rhode Island Employees' Retirement System: Teachers 2009 8.25% 58% 57% 51% 47% 43% 40% 37% 34% 32%
Rhode Island Employees' Retirement System: State Employees 2009 8.25% 59% 57% 52% 47% 43% 40% 37% 35% 33%
Rhode Island Municipal Employees' Retirement System 2009 8.25% 88% 86% 78% 71% 65% 60% 56% 52% 49%
Rhode Island State Police Retirement Benefits Trust 2009 8.25% 80% 78% 70% 64% 59% 54% 51% 47% 44%
Judicial Retirement Benefits Trust 2009 8.25% 889% 86% 78% 71% 65% 60% 56% 52% 49%
South Carolina Retirement System 2009 8.00% 68% 68% 61% 56% 51% 47% 44% 41% 38%
South Carolina Police Officers’ Retirement System 2009 8.00% 76% 76% 69% 63% 57% 53% 49% 46% 43%
South Carolina Judges & Solicitors Retirement System 2009 8.00% 66% 66% 60% 54% 50% 46% 43% 40% 37%
South Carolina General Assembly Retirement System 2009 8.00% 67% 67% 60% 55% 50% 47% 43% 40% 38%
South Carolina National Guard Retirement System 2009 8.00% 35% 35% 31% 29% 26% 24% 22% 21% 20%
South Dakota Retirement System 2010 7.75% 96% 99% 89% 81% 74% 68% 63% 59% 55%
Tennessee State Employees, Teachers, and Higher Education Employees' Pension Plan 2009 7.50% 91% 96% 869 78% 71% 65% 61% 56% 53%
T Political ivision Defined its Plan 2009 7.50% 869% 91% 829% 74% 68% 62% 58% 54% 50%
Texas Teachers' Retirement System 2010 8.00% 83% 83% 75% 68% 62% 58% 53% 50% 47%
Texas Employees' Retirement System 2010 8.00% 85% 85% 77% 70% 64% 59% 55% 51% 48%
Texas County & District Retirement System Pension Trust Fund 2010 8.00% 89% 89% 81% 73% 67% 62% 58% 54% 51%
Texas Municipal Retirement System 2010 7.00% 78% 88% 78% 71% 64% 59% 54% 51% 47%
Texas Law Enforcement & Custodial Officer Supplemental Retirement 2010 8.00% 86% 86% 78% 71% 65% 60% 56% 52% 49%
Texas Judicial Retirement System Plan Two 2010 8.009% 94% 94% 85% 77% 71% 65% 61% 57% 53%
Texas E y Services i System 2010 7.75% 80% 82% 74% 67% 62% 57% 53% 49% 46%
Texas Judicial Retirement System Plan One 2010 8.00% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Utah Noncontributory Retirement System 2010 7.75% 82% 85% 76% 69% 63% 58% 54% 50% 47%
Utah Public Safety Retirement System 2010 7.75% 77% 79% 71% 65% 59% 55% 51% 47% 44%
Utah Contributory Retirement System 2010 7.75% 86% 89% 80% 72% 66% 61% 57% 53% 49%
Utah Firefighters' Retirement System 2010 7.75% 92% 94% 85% 77% 70% 65% 60% 56% 53%
Utah Judges' Retirement System 2010 7.75% 79% 82% 73% 66% 61% 56% 52% 49% 46%
Utah Governors' & Legislators' Retirement System 2010 7.75% 90% 92% 83% 75% 69% 64% 59% 55% 52%
Vermont State Teachers' Retirement System 2010 8.25% 67% 65% 58% 53% 49% 45% 42% 39% 37%
Vermont State Retirement System 2010 8.25% 81% 79% 71% 65% 60% 55% 51% 48% 45%
Vermont Municipal Employees' Retirement System 2010 8.00% 92% 92% 83% 75% 69% 64% 59% 55% 52%
Virginia Retirement System 2009 7.50% 80% 85% 76% 69% 63% 58% 54% 50% 47%
Virginia Law Officers' Retirement System 2009 7.50% 65% 68% 61% 56% 51% 47% 43% 40% 38%
Virginia State Police Officers' Retirement System 2009 7.50% 74% 78% 70% 63% 58% 53% 49% 46% 43%
Virginia Judicial Retirement System 2009 7.50% 73% 77% 69% 62% 57% 52% 48% 45% 42%
Washi Public ploy i System Plan 2/3 2009 8.00% 99% 99% 89% 81% 74% 69% 64% 60% 56%
h Public Employees' i System Plan 1 2009 8.00% 70% 70% 63% 57% 53% 49% 45% 42% 40%
V Teachers' Reti System Plan 1 2009 8.00% 75% 75% 68% 61% 56% 52% 48% 45% 42%
Teachers' Re ent System Plan 2/3 2009 8.00% 102% 102% 92% 84% 77% 71% 66% 61% 58%
Washington Law Enforcement & Firefighters' Retirement System Plan 1 2009 8.00% 125% 125% 113% 102% 94% 87% 81% 75% 71%
Washington Law Enforcement & Firefighters' Retirement System Plan 2 2009 8.00% 120% 120% 108% 98% 90% 83% 77% 72% 68%
i School ploy i System Plan 2/3 2009 8.009% 100% 100% 90% 82% 75% 69% 65% 60% 56%
Washington State Patrol Retirement System Plan 1/2 2009 8.00% 114% 114% 103% 93% 86% 79% 74% 69% 64%
Washington Volunteer Fire Fighters’ and Reserve Officers’ Relief and Pension Fund 2009 7.00% 102% 115% 102% 92% 84% 77% 71% 66% 61%
Washington Public Safety Employees Retirement System Plan 2 2009 8.00% 108% 108% 97% 89% 81% 75% 70% 65% 61%
/ashi Judges' i System 2009 8.00% 97% 97% 87% 80% 73% 67% 63% 58% 55%
Judicial Reti System 2009 8.00% 2% 2% 2% 2% 2% 1% 1% 1% 1%
West Virginia Public Employees' Retirement System 2009 7.50% 80% 84% 76% 68% 63% 58% 53% 50% 46%
West Virginia Teachers' Retirement System 2009 7.50% 41% 44% 39% 35% 32% 30% 28% 26% 24%
West Virginia Public Safety Death, Disability, & Retirement Fund 2009 7.50% 63% 67% 60% 54% 50% 46% 42% 39% 37%
West Virginia Judges' Retirement System 2009 7.50% 95% 100% 90% 81% 74% 68% 63% 59% 55%
West Virginia Deputy Sheriff Retirement System 2009 7.50% 61% 64% 57% 529% 47% 44% 40% 38% 35%
West Virginia State Police Retirement System 2009 7.50% 65% 69% 62% 56% 51% 47% 44% 41% 38%
West Virginia Emergency Medical Services Retirement System 2009 7.50% 64% 67% 60% 55% 50% 46% 43% 40% 37%
Wisconsin Retirement System 2010 7.20% 100% 109% 98% 88% 80% 74% 68% 63% 59%
Wyoming Public Employees Pension Plan 2010 8.00% 85% 85% 76% 69% 64% 59% 55% 51% 48%
Wyoming Law Enforcement Retirement Plan 2010 8.00% 100% 1009% 90% 82% 75% 69% 64% 60% 56%
Wyoming Paid Firemen's Pension Plan A 2010 8.00% 86% 86% 77% 70% 64% 59% 55% 52% 48%
Wyoming State Patrol, Game and Fish Warden and Criminal Investigator Pension Plan 2010 8.00% 849% 84% 76% 69% 63% 58% 54% 51% 48%
Wyoming Paid Firemen's Pension Plan B 2010 8.00% 116% 116% 104% 95% 87% 80% 75% 70% 65%
Wyoming Volunteer Fireman's Pension Plan 2010 8.00% 105% 105% 94% 86Y% 79% 73% 67% 63% 59%
‘Wyoming Judicial Pension Plan 2010 8.00% 109% 109% 98% 89% 82% 75% 70% 65% 61%
Air Guard Firefighter Pension Plan 2010 8.00% 77% 77% 70% 63% 58% 54% 50% 47% 44%
Wyoming Volunteer EMT Pension Plan 2010 8.00% 118% 118% 106% 97% 89% 82% 76% 71% 67%
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Table 2.4 Funded Ratio Based on Liability at Adjusted Discount Rates (Austin - San Jose)

Funded
Ratio/Using

Investment  Actuarial

Actuarial Rate of Discount
City Local Pension System Valuation Return Rate 8.00% 7.00% 6.00% 5.00% 4.00% 3.00% 2.00% 1.00%
Austin City Employees 2009 7.75% 72% 74%  66% 60% S5% S1%  47%  44%  41%
Austin Police Officers 2009 8.00% 71% 71% 64% 58% 53% 49% 46% 43% 40%
Austin Fire Fighters 2009 7.75% 89% 91% 82% 74% 68% 63% 58% 54% 51%
Baltimore Fire and Police Employees' Retirement System 2010 8.00% 83% 83% 75% 68% 63% 58% 54% 50% 47%
Baltimore Employees' Retirement System 2010 8.00% 76% 76% 69% 63% 57% S53% 49%  46% 43%
Baltimore Elected Officials' Retirement System 2010 7.50% 84% 89% 79% 72% 66% 61% 56% 52% 49%
Baltimore Baltimore County Employees Retirement System 2009 7.88% 83% 84% 75% 68% 63% 58% 54% 50% 47%
Charlotte Firefighters' Retirement System 2010 7.75% 90% 93% 84% 76% 69% 64% 59% 55% 52%
Charlotte Law Enforcement Officers System 2010 5.00% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Chicago Municipal Employees' Pension Fund 2010 8.00% S51% 51% 46% 42% 38% 35% 33% 31% 29%
Chicago Laborer's Pension Fund 2010 8.00% 75% 75% 68% 61% 56% 52% 48% 45% 42%
Chicago Policemen's Pension Fund 2010 8.00% 40% 40% 36% 33% 30% 28% 26% 24% 23%
Chicago Firemen's Pension Fund 2010 8.00% 33% 33% 30% 27% 25% 23% 21% 20% 19%
Chicago Cook County Employee Annuity Benefit Fund Forest Preserve District 2010 7.50% 73% 77% 69% 62% 57% 53% 49% 45% 42%
Chicago Cook County Employees Annuity Benefit Fund 2010 7.50% 66% 70% 63%  57%  52%  48%  44%  41%  39%
Chicago Chicago Public School Teachers Pension and Retirement Fund 2009 8.00% 73% 73% 66% 60% 55% 51% 47% 44% 41%
Chicago Chicago Transit Authority Employees Retirement Plan 2010 8.75% 75% 69% 63% 57% 53% 49% 46% 43% 40%
Chicago The Metropolitan Water Reclamation District Retirement Fund 2010 7.75% 57% 58% 52% 47% 43% 40% 37% 35% 32%
Chicago Park Employees Retirement Board Employees Annuity Benefit Fund 2010 8.00% 62% 62% 56% 51% 47% 43% 40% 38% 35%
Dallas Employees' Retirement Fund 2009 8.25% 95%  92%  83%  76% 70%  65%  60%  56%  S53%
Dallas Police and Fire Pension System 2009 8.50% 82% 78% 70%  64% S9%  SS%  S51%  48%  45%
Dallas Supplemental Police and Fire Pension Plan 2009 8.50% 62%  59% 53% 49% 45% 41%  39% 36%  34%
Dallas Dallas County Hospital District Benefit and Disability Plan 2010 9.00% k 78% 71%  65%  60%  S56%  S52%  49% 46%
Dallas Dallas Area Rapid Transit Retirement Plan A 2009 8.00% 82% 82% 74% 67% 61% 57% 53% 49% 46%
Detroit General Retirement System 2009 7.90% 93%  94% 84% 77% 70% 65% 60%  56% 53%
Detroit Police and Fire Retirement System 2009 7.50% 94% 99% 89% 80% 73% 68% 63% S8% 55%
Detroit Wayne County Employees Retirement System 2010 8.00% 60%  60%  54%  49%  45%  42%  39% 36%  34%
El Paso City Employee Pension Fund 2010 8.00% 80% 80% 72% 66% 60% 56% 52% 48% 45%
El Paso Fireman Division Pension Fund 2008 8.00% 74% 74% 66% 60% 55% 51% 47% 44% 42%
El Paso Policeman Division Pension Fund 2008 8.00% 84% 84% 76% 69% 63% 58% 54% S1% 47%
Fort Worth Employees' Retirement Fund 2010 8.50% 81% 77% 70% 64% 59% 54% 51% 47% 44%
Houston Firefighters' Pension 2009 8.50% 95%  90%  82%  75%  69%  64%  S59%  S5%  S52%
Houston Municipal Employees' Pension 2009 8.50% 66Y% 63% 57% 52% 48% 44% 41% 38% 36%
Houston Police Officers' Pension 2009 8.50% 79% 75% 68% 62% 57% 53% 49% 46% 43%
Indianapolis  Police City 2010 6.00% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Indianapolis  Firefighters City 2010 6.00% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Indianapolis  City Employees PERF 2010 7.00% 75% 84% 75% 68% 61% 56% 52% 48% 45%
New York City Employees' Retirement System 2008 8.00% 100% 100%  90%  82%  75%  69%  65%  60%  S6%
New York City Teachers Retirement system Qualified Pension Plan 2008 8.00% 100% 100% 90% 82% 75% 69% 65% 60% 56%
New York City Board of Education Retirement System-Qualified Pension Plan 2008 8.00% 100% 100% 90%  82% 75% 69% 65% 60% 56%
New York City Police Pension Fund 2008 8.00% 100%  100% 90% 82% 75% 69% 65% 60% 56%
New York City Fire Department Pension Fund 2008 8.00% 99%; 99%  90%  81%  75% 69%  64%  60%  S6%
Los Angeles Fire and Police Pension System 2010 7.75% 92% 94%  85% 77% 70%  65%  60%  56%  S3%
Los Angeles Employees’ Retirement System 2010 8.00% 76% 76% 68% 62% 57% 53% 49% 46% 43%
Los Angeles Water and Power Employees’ Retirement 2010 7.75% 81%  83% 78%  68%  62%  S57%  §3%  S50%  46%
Los Angeles Los Angles County Employees Retirement Association 2009 7.75% 89% 91% 82% 75% 68% 63% 58% 54% 51%
Los Angeles Los Angeles County Metropolitan Transit Authority UTU 2009 8.00% 71% 71% 64% 58% 53% 49% 46% 43% 40%
Los Angeles Los Angeles County Metropolitan Transit Authority TCU 2009 8.00% 69%  69%  62%  S6%  52%  48%  44%  41%  39%
Los Angeles Los Angeles County Metropolitan Transit Authority ATU 2009 8.00% 72% 72%  64%  59%  54%  S0%  46%  43%  40%
Los Angeles Los Angeles County Metropolitan Transit Authority Non-Contract 2009 8.00% 87%  87% 78%  71%  65%  60%  56%  52%  49%
Los Angeles Los Angeles County Metropolitan Transit Authority AFSCME 2009 8.00% 88% 884% 79% 72% 66% 61% 57% 53% 50%
Memphis City Retirement System 2009 7.50% 80% 84% 76% 68% 63% 58% 53% 50% 47%
Memphis Library Retirement System 2009 7.50% 82%  87% 78% 70%  64% 59% S55%  S1%  48%
Memphis MLGW Retirement System 2009 8.00% 97% 97% 87% 79% 73% 67% 62% 58% 55%
Memphis Shelby County Employees Retirement System 2010 8.25% 97% 95% 85% 78% 72% 66% 62% 58% 54%
Philadelphia  City Plan 2008 8.75% 55% 51% 46% 42% 39% 36% 34% 32% 30%
Philadelphia  Gas Works Plan 2007 8.25% 86% 84% 76% 69%: 64% 59% 55% 51% 48%
Philadelphia  Redevelopment Authority Plan 2009 7.75% 69% 71% 64% 58% 53% 49% 46% 42% 40%
Phoenix General City Employees 2010 8.00% 69%  69%  62%  S7%  52%  48%  45%  42%  39%
Phoenix Police Pension Fund 2009 8.50% 69% 66% 59% 54% 50% 46% 43% 40% 38%
Phoenix Fire Pension Fund 2009 8.50% 72% 68% 62% 56% 52% 48% 45% 42% 39%
San Antonio  Fire and Police Pension Plan 2009 7.50% 92% 97% 87% 79% 72% 66% 61% 57% 53%
San Antonio  Municipal Retirement System 2009 7.50% 73% 78% 69% 63% 57% 53% 49% 46% 43%
San Antonio  CPS Energy 2009 7.50% 97% 103% 92% 83% 76% 70% 65% 61% S7%
San Diego City Pension Plan 2009 7.75% 67%  68%  61%  S6%  S1%  47%  44%  41%  38%
San Diego Unified Port District 2009 7.75% 78% 80% 72% 65% 60% 55% 51% 47% 44%
San Diego County Regional Airport Authority 2009 7.75% 7%  89%  80%  73%  67%  62%  57%  S3%  50%
San Diego San Diego County Employees Retirement System 2010 8.00% 84% 84% 76% 69% 63% 59% 54% 51% 48%
San Francisco Employees' Retirement System 2010 7.75% 91% 94% 84% 76% 70% 64% 60% 56% 52%
San Jose Federated City Employees’ 2009 8.00% 87% 87% 78% 71% 65% 60% 56% 52% 49%
San Jose Retirement System 2009 7.75% 71% 73% 65% 59% 54% 50% 46% 43% 41%
San Jose Santa Clara County Transit District Amalgamated Transit Union Pension Plan 2008 7.75% 88%  91% 81% 74% 68% 62% 58% 54% 51%
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Annual Required Contribution

The annual required contribution (ARC) is
the amount the employer would be required to
contribute for the year to pay off the liability in full
over the prescribed amortization period. The ARC
is composed of two parts: what's referred to as the
normal or service cost, and the amortized unfunded
actuarial accrued liability (UAAL). The normal cost
is the portion of the present value of future benefits
and associated administrative expenses attributed
to the current year of service. The normal cost is
calculated using one of the six cost methods. The
amortized unfunded actuarial accrued liability is
the amount needed to amortize any existing un-
funded accrued liability over a period of not more
than 30 years. State and local governments are not
legally required to contribute the prescribed annual
required contribution for their pension plans.
Therefore, the ARC is used merely as a comparative
indicator of assessing how well the employer is ac-
tually funding their pension plan. When state and
local governments experience budgetary distress,
they may choose to forgo their entire annual re-
quired contribution. Intuitively, when a state or
local government forgoes or pays less than 100% of
the ARC, the UAAL becomes even larger, and high-
er contribution rates will be necessary to cover the
shortfall in the future. If state and local govern-
ments are unable to meet the current contribution
rates, higher contribution rates in the future will
lead to prolonged budgetary pressure.

As shown in the maps below, 23 states did
not meet annual required contribution levels for
fiscal year 2008, 26 states did not meet their ARC
for fiscal year 2009, and 30 states did not meet their
ARC for fiscal year 2010. Alaska, California, Colora-
do, Delaware, Illinois, lowa, Kentucky, Maryland,
Minnesota, Missouri, Nevada, New Jersey, New
Mexico, North Dakota, Ohio, Oklahoma, Pennsyl-
vania, Vermont, Virginia, and Washington did not

meet their contribution levels for all plans in 2008,
2009, or 2010. The states that face the most severe
budgetary issues are those that did not fully con-
tribute to the state’s pension plans. As shown in
the map on the following page, we note extremely
low levels of contributions for fiscal year 2010 in
red states such as New Jersey, where only 27% of
the prescribed annual required contribution was
actually contributed, and Pennsylvania, where only
10% of the ARC was contributed. Both these state’s
contributions have decreased for three consecutive
years.

At the local level the findings were similar.
(Note, we did not include any special district-
administered city plans or the county plans in our
weighted average ARC calculation for cities.) Over
the last three years fewer and fewer cities have been
able to meet their ARC levels. On a weighted aver-
age basis, eleven cities met their ARC levels for
2008, nine did in 2009, and only eight did in 2010.
Surprisingly, most of the cities examined that are in
states that have low contribution levels, have far
exceeded their states’ contribution levels. The op-
posite scenario also held true. As an example, the
State of California’s ARC for 2010 was approximate-
ly 65% on a weighted average basis, while Los An-
geles, San Francisco, and San Diego contributed at
least 95% of their prescribed ARC. In contrast, the
State of Illinois contributed 76% of their prescribed
ARC, while the City of Chicago contributed a mere
15% of their ARC. While we acknowledge that the-
se findings could be biased due to different trends
of state and local plans in terms of the type of em-
ployer sponsorship, cost method, and attribution,
it’s clear that local-level pension systems are facing
many of the same challenges that state-level sys-
tems are in being able to diligently contribute
100% of their ARC.

Red States Did Not Meet 100% of Their ARC on a Weighted Average Basis
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Economic Debt

Economic Debt, which comprises the state
general fund deficits, net bonded debt, and pension
obligations, has significantly risen over the last
three years. The top ten states with the highest
economic debt from last year remained in the top
ten this year. (See Table 3.2) On average, those top
ten states increased their economic debt by 10.97%.
Most notably two states—California and Illinois—
have increased their economic debt by over $20
billion.

California’s sizable increase of over $36 billion in
economic debt is due to an approximate 32% in-
crease in their pension liabilities over the last year.
The rise in economic debt in Illinois is attributable
to the 23% increase in their pension unfunded ac-
tuarial accrued liabilities, and an increase in their
net bonded debt of approximately 29%. This siza-
ble increase in economic debt will pose a significant
burden on future budgetary planning.

Exhibit 1 Three Year History of Economic Debt (Alabama - Missouri)
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Exhibit 2 Three Year History of Economic Debt (Montana—Wyoming)
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Exhibit 3 Six Year History of States Total Economic Debt
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When investigating economic debt per capita, four top, while Alaska moved up from the 7 to 27 spot.
of the top five states from last year (Connecticut, The higher the economic debt per capita, the larger
Hawaii, Illinois, and Massachusetts) remain at the the burden on the state’s fiscal health.
Table 3.1 Economic Debt Per Capita
Economic Economic Economic
Debt Per Debt Per Debt Per
Rank State Capita Rank State Capita Rank State Capita
1 Connecticut $11,475 18 Colorado $4,461 35 Arkansas $2,421
2 Alaska $9,663 19 Maine $4,407 36 Wisconsin $2,419
3 Illinois $9,031 20 Oregon $4,270 37 Michigan $2,403
4  Hawaii $7,912 21 Kansas $4,022 38 Vermont $2,402
S5 Massachusetts $7,570 22 South Carolina $3,738 39 North Dakota $2,374
6  New Jersey $7,408 23 Montana $3,719 40 Indiana $2,373
7  Rhode Island $6,863 24 Ohio $3,713 41 Idaho $2,225
8  Kentucky $6,740 25 New Hampshire  $3,646 42 Georgia $2,200
9  New Mexico $5,846 26 Minnesota $3,597 43 Florida $2,138
10 California $5,606 27 Washington $3,435 44 Jowa $2,095
11 Mississippi $5,433 28 Alabama $3,276 45 Wyoming $2,055
12 Louisiana $5,340 29 New York $3,274 46 Texas $1,985
13 Delaware $5,015 30 Pennsylvania $3,183 47 North Carolina $1,077
14 Maryland $4,965 31 Missouri $3,118 48 Tennessee $905
15 Oklahoma $4,908 32 Virginia $2,936 49 Nebraska $885
16 Nevada $4,709 33 Utah $2,908 50 South Dakota $667
17 West Virginia $4,630 34 Arizona $2,690 51 District of Columbia -$179
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Table 3.2 Calculation of Economic Debt L

General Fund S

Unreserved Net Bonded Debt Sum UPBO Economic Debt 2

State Balance ($ Mil) ($ Mil) ($ Mil) ($ Mil)

Alabama $77 $4,047 $11,612 $15,659
Alaska $10,405 $891 $5,972 $6,863
Arizona $825 $6,076 $10,293 $17,194
Arkansas $1,815 $1,051 $6,009 $7,060
California $20,930 $94,715 $93,211 $208,856
Colorado ($31 $2,668 $19,738 $22,436
Connecticut $1,679 $18,468 $20,867 $41,014
Delaware $844 $2,385 $632 $3,018
District of Columbia $54 N/A ($161 $161)
Florida $2,985 $21,473 $18,723 $40,196
Georgia ($42) $10,933 $10,342 $21,318
Hawaii * $88) $5,507 $5,168 $10,762
Idaho $490 $809 $2,680 $3,488
Illinois ($9,283) $30,848 $75,741 $115,872
Indiana $1,789 $3,033 $12,350 $15,383
lowa $915 $817 $5,564 $6,381
Kansas $278 $3,520 $7,677 $11,475
Kentucky $3 $8,511 $20,739 $29,249
Louisiana ($49 $5,925 $18,234 $24,209
Maine $411 $1,136 $4,307 $5,854
Maryland $341 $9,647 $18,680 $28,668
Massachusetts $1,835 $31,243 $18,320 $49,563
Michigan $187 $7,566 $16,179 $23,746
Minnesota (81,526 $6,131 $11,421 $19,077
Mississippi $1,896 $4,541 $11,580 $16,121
Missouri $646 $4,661 $14,015 $18,676
Montana $212 $363 $3,316 $3,679
Nebraska $716 $23 $1,594 $1,617
Nevada $222 $2,330 $10,387 $12,717
New Hampshire $66 $1,075 $3,724 $4,799
New Jersey $1,834 $34,408 $30,727 $65,134
New Mexico $355 $3,717 $8,322 $12,038
New York $6,663 $61,650 $4,872 $63,442
North Carolina $339) $7,399 $2,529 $10,267
North Dakota $834 $206 $1,391 $1,597
Ohio $141 $11,611 $31,228 $42,838
Oklahoma $2,331 $2,361 $16,051 $18,411
Oregon $543 $7,735 $8,081 $16,359
Pennsylvania (51,435 $13,579 $25,415 $40,429
Rhode Island $18 $2,316 $4,908 $7,223
South Carolina $ 3¢ $4,076 $13,179 $17,291
South Dakota $155 $269 $273 $543
Tennessee $693 $2,184 $3,559 $5,743
Texas $2,950 $15,433 $34,484 $49917
Utah $15 $3,458 $4,580 $8,038
Vermont $73 $465 $1,039 $1,503
Virginia $1,0 $8,414 $14,012 $23,495
Washington $5¢ $17,712 $4,825 $23,098
West Virginia $862 $2,230 $6,350 $8,580
Wisconsin $3,453 $10,174 $132 $13,760
Wyoming $149 $39 $1,119 $1,158

Economic Debt = Absolute Value of General Fund Unreserved Balance (if there is a deficit) + Net Bonded Debt + Sum of the UAAL
General Fund Unreserved Balance: Individual State 2010 Comprehensive Annual Financial Reports

Net Bonded Debt: Moody's 2011 State Debt Medians

Sum UPBO: Individual State 2010 Comprehensive Annual Financial Reports

* The 2009 general fund unreserved balance was used in the absence of 2010 data.
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Progress in Managing the Future Burden of State
and Local Municipal Pension Plans

State and local pensions have been dubbed
the “ticking time bomb.” The combination of neg-
ative investment returns, forgone annual required
contributions and inflated actuarial assumptions,
raise concern that at some point in the foreseeable
future municipalities will not be able to deliver the-
se promised benefits. While this is a valid concern,
one cannot ignore the recent actions state and local
governments have taken to reduce this burden.

The vast majority of state and local employ-
ees participate in a defined benefit plan. With the
current economic environment, state and local gov-
ernment have realized the immense savings a de-
fined contribution or even hybrid plan can provide.
As touched on last year, this type of change is typi-
cally met with little resistance from current em-
ployees and retirees, as the changes generally im-
pact only new employees. A recent publication by
the NASRA and Employee Benefits Research Insti-
tute lists state and local governments which have
made such changes. In 2005, the Alaska Legislature
closed the defined benefit plan for public employ-
ees hired after June 2006, and all new hires since
that time participate in a defined contribution
plan. In 2008, Georgia created a hybrid retirement
plan for state employees hired on or after January
1, 2009. Similarly, the following city and county
plans have at least some portion of employees en-
rolled in a defined contribution plan: Autauga
County Commission, Blount County Commission,
Fairfax County Employees’ Retirement System, Mu-
nicipal Retirement System of The City of Philadel-
phia, The Employee’ Retirement System of The City
of Milwaukee, Baltimore County Employees Retire-
ment System, City of Atlanta, City of Bartlett Ten-
nessee, City of Birmingham, City of Chicago Police-
men's Annuity and Benefit Fund, and The City of
Delray Beach Police and Firefighters Retirement.?!
This is a trend we believe will continue, as many
state and local governments realize these new plans
will significantly reduce future costs.

Many state and local governments have
eliminated cost-of-living adjustments for new em-
ployees, but some states have even tried to elimi-
nate cost-of-living increases for current employees.
Again, as seen with other long-term solutions,
changing benefits for new employees does not re-
duce current pension liabilities, but it significantly

‘ll‘oop Capital Markets

reduces future costs. As noted in last year’s report,
Colorado, Minnesota and South Dakota had tried
to reduce current retirees COLAs, and were all met
with lawsuits contending that such changes violat-
ed state laws. The outcome was quite the contrary,
as in late June public employees in Minnesota and
Colorado were told their state pensions could in-
deed scale back COLAs to help deal with budget
deficits. Similarly, New Jersey legislators recently
passed a controversial pension reform bill that
eliminates the COLAs for many public employees
until the state's pensions are back to being at least
80 percent funded, a level not expected to be
reached anytime soon.® The passing of such legis-
lation should send a signal to all current and future
retirees that their COLAs are not guaranteed.

This year, like last, we have observed a con-
tinued trend in decreasing future employee benefits
by raising the retirement age and vesting require-
ment. According to the National Conference of
State Legislatures, since the beginning of 2011 fif-
teen legislatures increased age and service require-
ments for normal retirement for state employees,
teachers or both groups of employees.?® These
changes can represent significant savings. As an
example, Massachusetts increased the minimum
state retirement age to 60 from 55 as part of a broad
overhaul of the state’s system that will save them
more than $5 billion over the next 30 years."¥ The
National Conference of State Legislatures also not-
ed that minimum eligibility requirements, or vest-
ing, increased in eight states in 2011 versus only
five states in 2010.?9 Local governments, as with
increasing age and service requirements, have also
realized savings by increasing vesting periods. Ann
Arbor, MI increased the City’s pension vesting peri-
od for non-union employees hired after July 1,
2011 from five years to ten years, and changed the
final average compensation computation so that it
is based on the last five years of employment, not
the last three years, thus saving the city more than
$230,000 since all non-union employees have been
hired under the revised plan.®

Increases in employee contributions have
become much more prevalent. This is one of the
few initiatives that state and local governments can
apply to both current and new employees without
too much resistance. In early July, Atlanta’s City
Council voted unanimously to address a $1.5 bil-
lion public-pension liability by increasing worker
contributions and reducing benefits.® CALPERS
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realized significant savings over the last couple of
years by increasing employee contributions. New
labor contracts increased the employee pension
contribution for state workers to 8-11% of pay de-
pending on the bargaining unit, up from 5-8%.12
The increased contribution from workers allowed
the state to lower its annual payment to the Cali-
fornia Public Employees Retirement System by
about $200 million last fiscal year and $400 million
this year.(1? The only problem is that many munic-
ipalities basically substitute the increase in employ-
ee contributions for a decrease in employer contri-
butions. The net effect is that there is no funding
improvement, as total contributions remain flat.
Eight of the sixteen states that increased employee
contributions in 2011 are either completely or par-
tially offset by reduced employer contributions.®@%

In addition to these reforms, many munici-
palities have also considered pension obligation
bonds as a way to help manage their pension con-
tribution levels in times of budgetary distress. His-
torically POBs were tax exempt, but mid 90’s issu-
ances became predominantly taxable, because of
declining taxable interest rates compared to the
interest rate imputed by pension funds on the un-
funded accrued actuarial liability (UAAL), the need
for budget relief and/or the risk arbitrage opportu-
nities in the much wider range of investments
made by pension funds than the city or county
would be permitted to make.'”’ As noted in last
year’s report, in the last few years there has been an
influx of pension obligation bonds issued by mu-
nicipalities. There were approximately 20 state and
local governments that issued POBs between 2007-
2010.?» The majority of these transactions were
done by local governments. Noteworthy though, is
that a greater number of pension obligation bonds
have been issued by state and local governments in
New York than in any other state.(1”

Conclusion

The current economic malaise, years of for-
gone annual required contributions and continued
use of flexible actuarial assumptions justify the
growing concern amongst analysts, investors, and
taxpayers about the health of state and local pen-
sion plans. It’s clear that state and local govern-
ments need to do something to reign in these large
liabilities, and in fact many are enacting such re-
forms, but the question of whether these changes
are aggressive enough remains. The problem, how-

ever, can in fact be solved if meaningful progress is
taken today.

Many states have in fact already demon-
strated progress that they are moving toward reso-
lution grappling with their underfunded pensions.
Rhode Island has become somewhat of a poster
child for such changes over the last few months, as
their broad sweeping pension reforms have set a
precedent for other states to follow. The reforms
affect not only future employees, but current em-
ployees (both vested and unvested) as well as cur-
rent retirees going forward. The reforms address
changes in factors that affect the state’s pension
liabilities that include: the retirement age, cost of
living increases, amortization period of the unfund-
ed accrued liability, employee and employer contri-
butions, level of future benefits, and plan design.
As Fitch notes, Rhode Island's pension reform is the
most comprehensive measure undertaken by any of
the states in recent years, as the reforms are ex-
pected to reduce the state systems' unfunded actu-
arially accrued liability to $4.3 billion from $7.3
billion.

Rhode Island has paved the way for other
state and local governments to follow suit. The
improving economy will further aid those munici-
palities which have taken proactive steps to address
the inherent structural issues in their pension sys-
tems.
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Other Post Employment Benefits

Other post employment benefits (OPEB) are
benefits granted in addition to pensions that are
given to eligible retirees, and in some cases even
their beneficiaries. OPEB benefits typically include:
health insurance, dental, vision, prescription, disa-
bility, long-term care, and life insurance. OPEB
over the last few years has been referred to as the
elephant in the room. While governments are well
aware of these additional promised benefits, the
pay-as-you-go system has led them to account for
these liabilities as an annual expense and not a
long-term liability. In doing so, many municipali-
ties have been able to ignore the rapidly increasing
healthcare costs and insurance premiums. While it
is a daunting and almost dubious task to accurately
project future health care costs and estimate medi-
cal/healthcare inflation for the next thirty years, it
is something all state and local governments must
now grapple with. One could say governments are
now stuck staring that same elephant straight in
the eyes with the passage of GASB No. 45.

GASB No. 45 was enacted in an effort to
provide more transparency to the true size of state
and local governments’ OPEB liabilities. Prior to
GASB No. 45, state and local governments did not
have to disclose information about their OPEB
plans in their financials. The new standard requires
state and local governments to include a footnote
in their financial statements indicating the OPEB
actuarial accrued liabilities. GASB No. 45 also re-
quires disclosure of information about the plans in
which an employer participates, the funding policy
followed, the actuarial cost method, actuarial as-
sumptions, plan assets, and, for certain employers,
the extent to which the plan has been funded over
time. As noted in last year’s report, the GASB No.
45 phase-in was done over a three year period, as
shown in the table below. This marks the first year
in which all governments will report such liabili-
ties.

Implementation Phase Based  Effective Date  Effective Date

on Agency Revenue for GASB 43 for GASB 45
$100 million or more July 1, 2006 July 1, 2007
$10 million to $100 million July 1, 2007 July 1, 2008
Less than $10 million July 1, 2008 July 1, 2009

Source: See Work Cited ®

Similar to the new pension proposals, GASB
No. 45 does not dictate funding requirements, they

are simply reporting requirements. Governments
can still use the pay-as-you-go system or make an
annual required contribution to an irrevocable trust
fund. There are, however, various benefits to pre-
funding post-retirement benefit promises. The first
is that it can significantly reduce an employer’s
UAAL and the associated GASB No. 45 accounting
expense shown on the financials. Setting up a trust
allows the municipality to invest in a variety of as-
set classes that on average yield significantly higher
returns than the limited list of investments availa-
ble to use on general operating funds. As with pen-
sions, the assumed long-term investment rate of
return is also used as the discount rate. This dis-
count rate is then used to calculate the ARC. Being
able to use a higher discount rate not only reduces
the present value of UAAL, but also lowers the ARC.

Some municipalities have also allowed
sponsors to set up a revocable trust. While the rev-
ocable trust is created with the intent to put assets
aside to prefund OPEB benefits, the nature of the
trust being revocable does not constitute a guaran-
tee that the assets will be used for the prescribed
purpose. For this reason GASB No. 45 does not al-
low a reporting reduction that would reduce the
UAAL if an employer chooses to set up a revocable
trust. The potential benefit to a revocable trust is if
there is some sort of federal health initiative that
absolves government’s responsibility to fund OPEB,
or if OPEB benefits are eliminated all together, as
they are not constitutionally or statutorily guaran-
teed like pensions. In either one of these scenarios
a municipality would be able to use assets in the
trust for other purposes.

There are some risks a state or local govern-
ment should consider before establishing an OPEB
trust. In order for GASB to allow the use of a high-
er discount rate, the assets must been invested in
such a way to achieve that stated rate of return. In
other words, just setting up a trust isn’t enough to
allow use of a higher discount rate—the asset allo-
cation must be such to warrant it. Trusts also come
with significant administrative costs that can wipe
out the potential investment benefits. Another risk
is that while rating agencies may view a trust as a
positive cost management strategy, if the employer
is not able to contribute its ARC into the trust, the
rating agency may actually view this as a negative
credit event.
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State and Local Governments are Making Posi-
tive Changes to Reduce their OPEB Liabilities

Many state and local governments have
already begun to address rising healthcare—related
costs by setting up OPEB trusts. Alabama, Connect-
icut, Delaware, Georgia, Kentucky, Louisiana,
Maine, Maryland, Massachusetts, Ohio, Rhode Is-
land, South Carolina, Utah, Vermont, and West
Virginia have all established trust funds to accumu-
late assets.!” Many of these states have also made
other long-term changes that not only demonstrate
fiscal responsibility, but help mitigate the unfore-
seen increases in healthcare costs. Like many
states, local governments have also set up OPEB
trusts. For example, Oakland County, MI, Gaines-
ville, FL, Montgomery County, MD, Santa Barabara
County, CA, and Waukesha, WI all have OPEB
trusts.® 19 Many state and local governments have
experienced investment returns that warrant the
establishment of such trusts. CalPERS’ (the largest
public pension fund in the nation) OPEB trust fund
(CERBT) had a 13.4% investment return for 2010.%

Putting assets aside in a trust can not only
lead to increased investment returns and some of
the other benefits listed above, but can help a mu-
nicipality in negotiating current and future reduc-
tions to OPEB benefits. Having assets set aside also
improves financial security for active workers and
retirees. Employees are much more receptive to
changes or reductions in benefits when they know
that some assets are set aside to guarantee that they
will at least receive some benefits.

Many state and local governments have
begun to not only look towards ways to manage
their current contribution levels, but have also at-
tempted to reduce their current and future OPEB
obligations with tools other than just establishing a
trust. These include but are not limited to: 1) issu-
ing OPEB bonds, 2) reducing benefits, 3) altering
vesting requirements, 4) increasing co-payments,
deductibles and healthcare premiums, S) requiring
current employees to contribute to funding, 6) re-
quiring retirees to pay a portion of the insurance
premiums, and 7) switching to a defined contribu-
tion plan.

Issuing OPEB bonds, like pension obligation
bonds, can be an alternative to reduce future liabili-
ties. A concern though, is that a municipality is
basically turning a long-term “soft” liability into
fixed debt. Another problem with OPEB bond issu-
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ance is that because OPEB benefits are not constitu-
tionally or statutorily guaranteed, at some point
they could be completely eliminated or at a mini-
mum reduced, leaving a municipality stuck with
unnecessary bonded debt. Another concern with
OPEB bonds, similar to those faced when establish-
ing a trust, is the uncertainty about federal health
initiatives. If the federal government moves toward
universal healthcare, OPEB could either be elimi-
nated or the federal government could step in to
fund it. Regardless of these concerns, some cities
and counties have successfully issued OPEB bonds.
The City of Gainesville, FL issued OPEB bonds in
2005 to fund its $30.6 million liability."® The net
effect of the issuance, coupled with other reduc-
tions in benefits, reduced the City’s OPEB liability
from $74.9 million in 2007 to $57 million in 2008.
¢ Oakland County, MI issued $557 million in
OPEB bonds in 2007. While the county has experi-
enced recent investment losses, they were still able
to fully fund their ARC payment in 2008.®

Many state and local governments have used a vari-
ety and combination of the tools listed above:

* The City of San Diego, CA, does not offer retiree
health benefits to employees hired after July 1,
2005, making the program a closed system. The
City of Arlington, TX, made an identical move for
employees hired after 2006.11%

e West Virginia has taken a number of steps, includ-
ing: establishing a trust, changing health care bene-
fits plans for retirees, increasing copayments and
coinsurance rates and moving Medicare-eligible
retirees to a Medicare Advantage Drug Plan, and
voting to eliminate all healthcare subsidies for em-
ployees hired after July 1, 2010.®

¢ Delaware, in addition to appropriations to a trust,
the state deposits 0.3% of the state payroll to the
trust annually. State statute also requires annual
savings from healthcare cost-containment initia-
tives to be deposited to the trust.(®

e Rhode Island’s general assembly increased the
amount of eligible service for employees that is re-
quired to obtain the benefits, and increased retiree
co-share for employees to reduce the liability.('”

e North Carolina increased vesting periods and
changed benefit levels for new employees to man-
age future liabilities.'®
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Net Effect of the Passage of GASB no. 45

When assessing a state or local govern-
ment’s long-term pension liabilities, it is no longer
sufficient to determine fiscal health and long-term
solvency based on pension funding ratios. With
the passage of GASB No. 45, OPEB benefits are no
longer considered a soft liability from a financial
reporting perspective, but are treated the same as
long-term liabilities like bonded debt. While the
standards do not necessitate a change in funding,
the UAAL balances shown in financials will hope-
fully cause enough concern to politicians, taxpay-
ers, analysts, and investors that they push state and
local governments to take a more aggressive stance
on funding these burdens. Rising healthcare costs,
increased life expectancy, and lower Medicare reim-
bursement rates will only further inflate these lia-
bilities. As shown in the report, OPEB liabilities far
surpass those of pensions, and coupled together, it
is inevitable that state and local governments will
have to substantially increase contributions. While
OPEB may not be constitutionally or statutorily
guaranteed, until abandonment or major legislative
changes, municipalities need to treat these benefits
like any other long-term liability.
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Economic Debt

The variables used to calculate economic
debt included: state general fund deficits, net bond-
ed debt, and pension obligations. However, when
state OPEB liabilities are added to the calculation,
the results are staggering. (See Exhibit 4 and 5) On
average, states’ economic debt increased 40%. Six
states’” economic debt increased by over 100% with
the addition of OPEB liabilities. In dollar terms, the
total economic debt for all states before factoring in
OPEB liabilities totaled $1.2 trillion dollars. With
OPEB, states’ overall liabilities increased by nearly
40% to total outstanding liabilities of $1.7 trillion
dollars. In short, other post employment benefits
have a profound effect on states’ economic debt,
and are an essential factor to consider when evalu-
ating total pension liabilities.

Economic Debt Per Capita

After adding OPEB, four of the top five
states from last year with the highest economic
debt per capita remained Alaska, Connecticut, Ha-
waii, and New Jersey. (See Table 4.1) Alaska’s eco-
nomic debt per capita more than doubled from last
year at $11,271. In terms of the other two states
that moved into the top five, Delaware jumped
from 10*" to 3, and Connecticut moved from 6™ to
Sth for the highest economic debt per capita.

Economic Debt + OPEB Per Capita

Table 4.1
Economic
Debt Per

Rank State Capita Rank State
1  Alaska $26,405 18 California
2 New Jersey $14,774 19 South Carolina
3 Delaware $14,621 20 Mississippi
4  Hawaii $14,373 21 Nevada
5 Connecticut $11,476 22  Vermont
6 Illinois $11,145 23 Oklahoma
7 Massachusetts $9,839 24 West Virginia
8  Kentucky $9,114 25 North Carolina
9 Maryland $7,722 26 Colorado
10 Rhode Island $7,611 27 Pennsylvania
11 New Mexico $7,471 28 Oregon
12 Louisiana $6,996 29 New Hampshire
13 Ohio $6,673 30 Montana
14 Michigan $6,672 31 Texas
15 Alabama $6,477 32 Kansas
16 Maine $6,246 33  Washington
17 New York $6,206 34 Minnesota

“Luop Capital Markets

Economic Economic
Debt Per Debt Per

Capita Rank State Capita
$5,864 35 Missouri $3,631
$5,727 36 Virginia $3,474
$5,678 37 Utah $3,059
$5,431 38 Arkansas $3,027
$4,993 39 Arizona $2,745
$4,908 40 Wisconsin $2,694
$4,630 41 Florida $2,573
$4,528 42  Georgia $2,524
$4,520 43 Wyoming $2,505
$4,459 44 North Dakota $2,471
$4,401 45 Indiana $2,453
$4,387 46 Idaho $2,316
$4,265 47 lowa $2,252
$4,172 48 Tennessee $1,266
$4,120 49 Nebraska $885

$3,998 50 South Dakota $753

$3,818 51 District of Columbia $45
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2010 Economic Debt versus Economic Debt + OPEB (Alabama - Missouri)

Exhibit 4
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Exhibit 5
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/g

Table 4.2 Calculation of Economic Debt Including OPEB g

General Fund OI

Unreserved Balance Net Bonded Debt Sum UPBO Sum OPEB Economic Debt o)

State ($ Mil) ($ Mil) ($ Mil) ($ Mil) ($ Mil) "5

Alabama $77 $4,047 $11,612 $15,299 $30,958 ;
Alaska $10,405 $891 $5,972 $11,891 $18,754
Arizona $825 $6,076 $10,293 $351 $17,545
Arkansas $1,815 $1,051 $6,009 $1,766 $8,826
California $20,930 $94,715 $93,211 $9,589 $218,445
Colorado $31 $2,668 $19,738 $294 $22,730
Connecticut ($1,67 $18,468 $20,867 $3 $41,017
Delaware $844 $2,385 $632 $5,780 $8,798
District of Columbiz $54 N/A ($161) $202 $41
Florida $2,985 $21,473 $18,723 $8,173 $48,369
Georgia ($42) $10,933 $10,342 $3,135 $24,453
Hawaii * ($88) $5,507 $5,168 $8,789 $19,551
Idaho $490 $809 $2,680 $141 $3,630
Ilinois ($9,283 $30,848 $75,741 $27,124 $142,996
Indiana $1,789 $3,033 $12,350 $525 $15,908
Iowa $915 $817 $5,564 $478 $6,860
Kansas $278 $3,520 $7,677 $278 $11,754
Kentucky $3 $8,511 $20,739 $10,299 $39,548
Louisiana ($49 $5,925 $18,234 $7,506 $31,715
Maine ($411 $1,136 $4,307 $2,443 $8,296
Maryland $341) $9,647 $18,680 $15,915 $44,583
Massachusetts $1,835 $31,243 $18,320 $14,857 $64,420
Michigan $187 $7,566 $16,179 $42,194 $65,939
Minnesota $1,52 $6,131 $11,421 31,172 $20,249
Mississippi $1,896 $4,541 $11,580 $728 $16,849
Missouri $646 $4,661 $14,015 $3,070 $21,745
Montana $212 $363 $3,316 $541 $4,220
Nebraska $716 $23 $1,594 $0 $1,617
Nevada $222 $2,330 $10,387 $1,948 $14,666
New Hampshire $66 $1,075 $3,724 $976 $5,775
New Jersey $1,834 $34,408 $30,727 $64,754 $129,888
New Mexico $355 $3,717 $8,322 $3,347 $15,385
New York ($6,663 $61,650 (84,872) $56,826 $120,268
North Carolina $339 $7,399 $2,529 $32,906 $43,172
North Dakota $834 $206 $1,391 $65 $1,662
Ohio $141 $11,611 $31,228 $34,144 $76,983
Oklahoma $2,331 $2,361 $16,051 $0 $18,411
Oregon $543 $7,735 $8,081 $502 $16,861
Pennsylvania $1,435 $13,579 $25,415 $16,215 $56,644
Rhode Island $18 $2,316 $4,908 $788 $8,011
South Carolina ($3¢ $4,076 $13,179 $9,198 $26,489
South Dakota $155 $269 $273 $71 $613
Tennessee $693 $2,184 $3,559 $2,291 $8,034
Texas $2,950 $15,433 $34,484 $54,999 $104,915
Utah $15 $3,458 $4,580 $417 $8,455
Vermont $73 $465 $1,039 $1,621 $3,124
Virginia $1,0¢ $8,414 $14,012 $4,302 $27,797
Washington $561 $17,712 $4,825 $3,787 $26,885
West Virginia $862 $2,230 $6,350 $0 $8,580
Wisconsin $3,453 $10,174 $132 $1,563 $15,323
Wyoming $149 $39 $1,119 $254 $1,412

Economic Debt = Absolute Value of General Fund Unreserved Balance (if there is a deficit) + Net Bonded Debt + Sum of the Pension UAAL + Sum of OPEB UAAL
General Fund Unreserved Balance: Individual State 2010 Comprehensive Annual Financial Reports

Net Bonded Debt: Moody's 2011 State Debt Medians

Sum UPBO: Individual State 2010 Comprehensive Annual Financial Reports
Sum UPEB: Individual State 2010 Comprehensive Annual Financial Reports
* The 2009 general fund unreserved balance was used in the absence of 2010 data.
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