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March 25, 2010

milliman.com

Via Overnight Delivery

Ms. Sarabeth Snuggs

State Retirement Director

Division of Retirement

1317 Winewood Boulevard, Building 8
Tallahassee, FL 32399

Re: Blended Rates for the 2010-2011 Plan Year under the Eight Year Average Final
Compensation Study Reflecting a Uniform UAL Rate for All Payroll Bases

Dear Sarabeth:

As you requested, we have calculated the uniform or “blended” rates for the 2010-2011 plan
year based on the required contributions for the Defined Contribution (DC) and Defined Benefit
(DB) plans incorporating the impact of increasing the Average Final Compensation from 5 years
to 8 years for all members joining the DB plan on or after July 1, 2010 as discussed in the
special study dated March 22, 2010.

Analysis

We determined the contribution rate for each membership class of the Florida Retirement
System by dividing the total dollars required for both the DC and DB plans by the total payroll.
The DB plan rates are based on the July 1, 2009 valuation of the defined benefit plan as
modified by HB 479 and the March 22, 2010 Final Average Compensation Special Study. The
DC plan rates are based on Section 121.72 and 121.73 of the Florida statutes.

Since the DB Plan requires an UAL Contribution, some employers are subject to only the UAL
Contribution rate (e.g. employers of SUSORP, SMSOAP, and SCCORP participants, and
withdrawn local Senior Managers.) The payroll for such employers is included in the calculation
of the “Uniform” UAL Contribution Rate, but is excluded from the calculation of the “Blended”
Normal Cost Contribution Rate.

As noted in our previous studies, there continues to be a low level of participation in the DC
plan. As of July 1, 2009 the DC payroll comprised approximately 12.7% of total payroll, the
projected DC payroll comprises approximately 12.7% of total payroll in fiscal year 2010, and is
lower than the projected DC payroll of 14.1% for fiscal year 2009 which was calculated and used
in the 2008 Blended Rate Study.

This work product was prepared solely for Florida Retirement System for the purposes described herein and may not be appropriate to
use for other purposes. Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work.

Offices in Principal Cities Worldwide



Ms. Sarabeth Snuggs

.M||||man March 25, 2010

Page 2

Results

Table | shows the blended rates based on actual levels of participation in the DB and DC plans
as of July 1, 2009, adjusted to reflect an expected increase in DC plan participation. The results
of the table are based on an assumption that the DC payroll will increase during fiscal year 2010
(due to salary inflation and membership growth) at the same rate that it increased during fiscal
year 2009." Thus, in total, the projected July 1, 2010 DC payroll is approximately 4.0% greater
than the DC payroll as of July 1, 2009, while the total FRS payroll is assumed to grow 4% from
the July 1, 2009 level.

Section A of the table includes the normal cost as of the July 1, 2009 valuation of the Defined
Benefit Plan, after reflecting the impact of House Bill 479 and the impact of the Average Final
Compensation proposal. Section A does not include the UAL cost because such contribution
rates are applied to a larger total payroll. Section A, line 3 shows the total employer normal cost
of the DB plan as the product of normal cost contribution rates and projected normal cost
payroll.

Similarly, Section B of the table calculates the total employer cost of the DC plan as the product
of applicable employer contribution rates and projected PEORP payroll. PEORP payroli is
projected to mimic the fiscal year 2009 increase, as described above.

Section C of the table shows the sum of the DB normal cost and DC plan cost as dollars and as
a percentage of total payroll (DB projected normal cost payroll plus DC projected payroll).

Section D of the table shows the UAL cost as of the July 1, 2009 valuation of the Defined Benefit
Plan, after reflecting the impact of House Bill 479 and the impact of the Average Final
Compensation proposal. However, the UAL cost rates are slightly different from those in Table |
of the March 22, 2010 special study. This is because total payroll (DB plus DC plan) has been
projected forward one year using the valuation salary inflation assumption of 4.0% for
determining blended rates. The DC payroll is projected individually by membership class to
increase at the same rate as it increased during fiscal year 2009. DB projected payroll is equal
to the total projected payroll less the DC projected payroll. Thus, though the DC payroll and DB
payroll each increase by 4.0% in total, there are variations in the increase by membership class.
As a result, the UAL cost rates shown in Table | (line (A1)(b)) may be a larger (or smaller)
percent of payroll based on whether the DC plan payroll for that particular membership class
grew in excess of (or less than) 4.0% during fiscal year 2009. The projected payroll in line (D2)
is greater than the projected payroll in line (A2) because it includes the salaries of members
subject to only the UAL contribution rate.

1) The total payroll attributable to DC members in two membership classes decreased during this period. The
payroll for the Elected State Officers’ class decreased 2.15% due to the types of positions electing DC
participation, as well as a required 5% reduction in salaries for elected officials. In projecting DC payroll for
fiscal year 2010, we assumed similar behavior in the coming fiscal year and that DC payroll attributable to this
class would once again decrease 2.15%. The payroll for the Judicial class decreased 23.58%. Based on
information from the Division, we assumed a constant rate of participation in this class, and therefore
projected a 4% increase (due to salary inflation only) in the Judicial payroll attributable to DC members for
fiscal year 2010.

This work product was prepared solely for Florida Retirement System for the purposes described herein and may not be appropriate to
use for other purposes. Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work.
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Section E of the table shows the additional UAL cost attributable to the DC plan, which is 0.

Section F of the table calculates the “Blended” UAL cost as dollars and as a percentage of total
payroll (DB projected UAL payroll plus DC projected payroll).

Section G of the table shows the final Blended Uniform Contribution Rates as the sum of the
“Blended” Normal Cost Contribution Rates from line (C3) and the “Uniform UAL Contribution
Rates from line (F3). The employers subject to only the UAL contribution rate would pay the
“Uniform” UAL Contribution Rates shown in line (G2) of the table. All other employers would pay
the Total Adjusted Contribution Rates shown in line (G3) of the table.

The contribution rates shown in the table exclude the 0.05% charge for DC administration and
education (applied to all classes except DROP) and the 1.11% charge for financing the health
insurance subsidy (HIS), which apply across the board to the DB and DC plans.

The calculations are based on data provided to us by the Division of Retirement for the July 1,
2009 actuarial valuation. We have not audited or verified this data and other information. If the
underlying data or information is inaccurate or incomplete, the results of our analysis may
likewise be inaccurate or incomplete. These calculations are based on the standard entry age
actuarial cost method.

We performed a limited review of the data used directly in our analysis for reasonableness and
consistency and have not found material defects in the data. If there are material defects in the
data, it is possible that they would be uncovered by a detailed, systematic review and
comparison of the data to search for data values that are questionable or for relationships that
are materially inconsistent. Such a review was beyond the scope of our assignment.

This analysis is based on the methods and assumptions described in the March 22, 2010
special study reflecting the impact of increasing the Average Final Compensation from 5 years
to 8 years for members joining the DB plan, on or after July 1, 2010. The data was based on the
July 1, 2009 FRS actuarial valuation database and supplemental information provided for the
special study. The results of our study depend on future experience conforming to those
actuarial assumptions discussed earlier in this letter and the Eight Year Average Final
Compensation Impact letter. It is certain that actual experience will not conform exactly to the
assumptions used in this analysis. To the extent future experience deviates from those
assumptions, the results of this analysis could vary from the results presented here. In addition,
the cost/(savings) of the blended rates will depend on the actual legislation.

This analysis is solely for the internal use of the FRS. Milliman does not intend to benefit any
third party recipient of this analysis. We have not explored any legal issues with respect to the
proposed plan changes. We are not attorneys and cannot give legal advice on such issues.
We suggest that you review these proposals with counsel.

This work product was prepared solely for Florida Retirement System for the purposes described herein and may not be appropriate to
use for other purposes. Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work.
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I, Robert Dezube, am a consulting actuary for Milliman, Inc. | am also a member of the
American Academy of Actuaries, and meet their Qualification Standards to render the actuarial
opinion contained herein.

Please call if you would like to further discuss this project.
Sincerely,

ot T~

Robert S. Dezube, FSA
Consulting Actuary

Enclosure

RSD/MDJ/ST/GIBOS
CACLIENT\GIB\GIBOS\BLENDED RATES\GIB05_BLENDED RATES.DOC

This work product was prepared solely for Florida Retirement System for the purposes described herein and may not be appropriate to
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