MAILING ADDRESS:

= PO Box 295
Stute of New Ejﬁ'ﬁfg TrenTON NJ 08625-0295
DEPARTMENT OF THE TREASURY LOCATION:
DIVISION OF PENSIONS AND BENEFITS 50 WEST STATE STREET
(609) 292-7524  TDD (609) 292-7718 Trenton New Jersey
JoN S. CorzINE www.state.nj.us/treasury/pensions BRADLEY 1. ABELOW
Governor State Treasurer
September 26. 2006 FrEDERICK T, BEAVER
' Director

Ms. Pamela H. Espenshade
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Dear Ms. Espenshade & Mr. Vari:

Per the request of Senator Nicholas Scutari and Assemblywoman Nellie Pou, enclosed
are the Division’s written responses to questions that were raised before the Joint
Legislative Committee on Public Employee Benefits Reform hearing on August 31,
2006.

Should you have any questions, | can be reached at (609) 292-3678.

Sincerely,
=

o

Frederick J. Beaver
Director
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Dear Senator Scutari & Assemblywoman Pou:
This is in reply to your September 11, 2008 letter requesting a written response to the
following questions raised by members of the Joint Committee on Public Employee

Benefits Reform at the public hearing on August 31, 20086.

Assemblyman O'Toole:

» What is the cost to the State to provide life and disability insurance for Alternate
Benefit Program (ABP) participants?

Response: For Fiscal Year 2006, the State contributed $13,044,443 to cover incurred
life insurance claim charges. In addition, the State paid $4,422,712 toward the cost of
long-term disability coverage. Total State appropriations in FY 2006 for life and long-
term disability insurance costs totaled $17,467,155.

+ What is the administrative cost, in the aggregate, to ABP participants?

Response: Each of the six investment providers offers between 10 and 14 different
investment options, each with a different administrative, fund and mortality expenses.
The lowest total expense charge by any investment provider on any investment is
0.39% (CREF Money Market) and the highest is 2.55% (ING American Century Small
Cap Value Portfolio).

Using the lowest and highest total expense charge for each investment provider and the
total assets under management with each provider as of December 31, 2005, we have
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calculated the range within which the total expense charge would be for each provider.
Adding the lowest charge for each of the 6 providers we calculate a minimum of
$28,392,600 for investment provider administration, fund management and mortality
expenses. The maximum provider charge is estimated at $50,250,000. Adding to this
the $281,500 in administration costs from the Division of Pensions and Benefits for
fiscal year 2006 we calculate total aggregate administrative expense for alf ABP
members to be between $28,674,000 and $50,561,500 for FY2006.

+ Of the roughly 17,000 ABP participants, how many of these individuals qualify in
a State-administered pension plan such as PFRS?

Response: There are currently 216 ABP members with membership in other
retirement systems; 3 ABP members are also legislators, 17 ABP members are also in
TPAF, 193 ABP members are also in PERS and 3 ABP members are also in PFRS.

Assemblyman Giblin:

» What is the average balance of an ABP account for both the active and retiree
participants?

Response: Investment providers do not routinely provide the Division with statistical
information segregated between active and retiree accounts. However, information for
the entire population, both active and retiree, as of December 31, 2005, shows the
average account balance to be approximately $167,500.

« What are the terms and interest rate for an ABP participant to take a loan against
his account?

Response: Of the six current investment providers, all offer a loan feature in their
product. Most offer a fixed rate with the current interest rate ranging from 5.5% to 8%
with the average being approximately 6%. Some offer rates which are variable with the
rate calculation being tied to @ common fsnancna! index such as the prime interest rate or
a corporate bond yieid.

Repaymen’z terms follow the rules established by the Internal Revenue Sewlce
maximum loan of $50,000 repaid over a 5 year period. All but one provider assess no
loan origination or servicing fees. The one provider assessing such a fee charges a $50
origination fee and an annual servicing fee of $50 ($12.50 assessed quarterly).
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» Piease compare, for the past 10 years, the amount of State contributions into the
PERS versus the amount of State contributions into the ABP over the same time
period. -

Response: See attachment A.

Senator Scutari:

» Please compare pension alternatives by projecting the earnings of a hypotheticai
State employee enrolled in a defined contribution plan (using various employer
contribution levels) with the current defined benefit plan. The first set of
examples should consist of workers who leave the State pension system 10 to 20
years into their working lives. The second set of examples should feature two
career government employees, one assumed to retire after 30 years of service
and the other after 40 years, and project their actual DB and potential DC
benefits upon retirement from State service.

Response: Attached are four worksheets (Attachments B through E) which provide
calculations of the estimated pension benefits under the current defined benefit plan
and a hypothetical defined contribution plan for a PERS-State employee for each of the
four pension service scenarios requested (i.e. retirement at age 60 with 1) ten years, 2)
twenty years, 3) thirty years, and 4) forty years of pension service credit). The employer
contribution rate arrived at for the hypothetical DC plan is the rate required to provide an
equivalent benefit when compared to the current PERS DB plan.

+ s it practical to introduce a defined contribution plan to pension systems other
than PERS and TPAF (JRS, PFRS, eic.) given the early age of retirement for
police and firefighters and the relatively short amount of time in the JRS for most
members? [f so, how might such a DC plan differ for these employees compared
to PERS and TPAF members?

Response: Attached are two worksheets (Attachmenis F through G) which provide
calculations of the estimated pension benefits under the current defined benefit plan
and a hypothetical defined contribution for a PFRS member retiring after 25 years of
service and a JRS member who retires at age 70 with ten years of judicial service
credit. As in the previous PERS-State employee examples, the employer contribution
rate arrived at for the hypothetical DC plan is the rate required to provide an equivalent
benefit when compared to the current PFRS and JRS DB plans. In general, plans
which require lesser years of service to qualify for a pension (e.g. JRS) may require a
higher annual employer contribution under a DC plan to provide an equivalent benefit
when compared to the current DB plan. For longer service careers, the compounding of
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interest on employee account balances in a DC plan would require a lower level of
annual employer contributions to provide an equivalent DB plan benefit.

Please let me know if there is any additional information you require at this time.
Sincerely,

@:/AQ/Z-——

Frederick J. Beaver
Director

Enclosure



ATTACHMENT A

Sufnmary of PERS & ABP State Pension Contributions

Fiscal Year PERS * ABP

1997 - 83,922,671
1998 - 86,636,373
1999 ; 91,879,580
2000 - 94,569,543
2001 - 101,534,152
2002 - 111,508,300
2003 - 115,529,449
2004 - 122,747,607
2005 . 132,181,185
2006 24,500,000 144,933,424

* From FY 1997 to FY 2003, surplus valuation assets were used to fund required
State pension contributions. From FY 2004 fo FY 2006,
the State recognized 20%, 30% and 40% of required contributions, respectively, under
the phase-in initiative. The phased-in contribution amounts were fully funded by Benefit
Enhancement Fund (BEF) reserves in FY 2004 and FY 2005, In FY 2006, BEF reserves
partially funded the phased-in contributions. Total BEF reserves used to cover required
contributions were $28,666,192 in FY 2004, $62,609,988 in FY 2005, and $107,316,025
in FY 2006.

Actuarially determined contribution amounts for PERS before reductions for the use of surplus
assets, BEF reserves and the phase-in initiative were as follows:

Fiscal Year Full Contribution

1097 61,077,020
1998 77,957,375
1999 85,666,774
2000 101,850,214
2001 114,603,208
2002 123,463,990
2003 130,548,836
2004 143,330,962
2005 208,699,059

2006 286,673,713
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