PERA Responses to Questions from the Joint Finance Committee Received
February 10, 2009 - Due March 11, 2009:

1) Is PERA actuarially sound and solvent in accordance with C.R.S. 24-51-211?

PERA Response: C.R.S. 24-51-211, calls for a 30-year amortization period on
unfunded liabilities. This is not a test of solvency nor does it prove
insolvency. The origin of the 30-year period is based upon disclosure
requirements and suggestions for governmental pension plans under the
Governmental Accounting Standards Board (GASB) Statements Nos. 25 and
27. In addition, the context of this statute is in relation to how the Board
should calculate liabilities and the contribution rates necessary to obtain this
30-year period. Our response to Question 2 and 23 will further elaborate on
this issue.

2) The Joint Budget Committee staff concludes that “the current schedule of
amortization is outside of statutorily established guidelines.” On what basis
did the Independent Actuary not reach a similar conclusion?

The independent actuary of Colorado PERA, Cavanaugh Macdonald
Consulting, provided an opinion on this topic for the latest Consolidated
Annual Financial Report (CAFR) and Actuarial Valuation of Colorado PERA
for the year ending 2007. That opinion states:

“Colorado PERA has a funded ratio of 75% based on the Actuarial Value
of Assets. The funded ratio on Market Value of Assets is higher, at 78%. It is
our opinion that the current funding is sufficient to pay benefit payments
through the projected actuarial period of 30-years. Current contribution
levels are sufficient to finance the promised benefits for the Local
Government Division under GASB Nos. 25 and 27. Recent contribution
changes under SB 06-235 are expected to stabilize the funding levels of the
Judicial Division by attaining a 30-year amortization period within the
projected period of 30-years. In addition, the recent contribution changes
combined with the benefit changes of SB 06-235 are expected to stabilize the
State and School Division Trust Funds by attaining a 30-year amortization
within the projected actuarial period based on previous actuarial projections.”

This opinion was based upon the conclusions of the actuaries performing
analysis under generally accepted actuarial practice and is consistent with the
GASB requirement for the disclosure of an amortization period on unfunded
liabilities in excess of 30-years. The latest CAFR and Actuarial Valuation are
attached and the web link to the CAFR is below:

http://www.copera.org/ pdf/5/5-20-07.pdf
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3) About ten years ago, PERA was considered by many to be “overfunded” —
that is, its assets were more than adequate to cover future claims for
pensions. What major factors have affected PERA’s fiscal position since
then?

There are many factors that have impacted the funded status of PERA since
the actuaries last determined that PERA was “overfunded” in 2002. The
performance of investment markets is probably the largest factor. Other
notable factors include employers not contributing the actuarially determined
contribution rates, the sale of purchased service credit at rates below actuarial
costs, and the raising of benefits in the late 1990’s coupled with decreasing
employer contributions.

4) What fiscal impacts resulted from the General Assembly-mandated
divestiture of investments in the Sudan, or any other General Assembly
policy or mandate changes?

The Sudan legislation requires an effort across the entire organization of
PERA for compliance. Compliance is an ongoing requirement and affects
individuals in many areas including communications, accounting, legal and
investments. In many instances, the legislation requires executive level and
Board level attention. Some of the impact is quantifiable and some is not. In
order to implement the legislation, PERA hired two research providers. In
total, PERA pays $40,000 annually for these services. PERA’s investment
consultant has calculated the cost of divestment for the period November
2007 to September 2008 to be a negative impact on the total fund’s
performance of approximately 1.56 basis points. This is equivalent to
approximately $5.2 million. The legislation required PERA to transition our
passive international equity portfolio to an ex-Sudan mandate. In addition to
transition costs, PERA now pays an additional 2 basis points in fees annually
on this portfolio. Based on current market values, this represents
approximately $200,000 in fees. Prohibiting PERA’s investment managers
from purchasing securities issued by the active companies on the Scrutinized
Company List creates an opportunity cost for PERA; this cost is difficult to
quantify and could be positive or negative depending on the time period
looked at.

The implementation of the Iran Investment-Related Policy adopted by the
Board has impacted PERA in a similar fashionas the Sudan legislation.

5) What key baseline planning factors does PERA currently use — like actuarial
rates, length of employment, discount rates, and payout rates?
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There are hundreds of assumptions included in the process of determining
the actuarial liabilities and assets of the PERA Trust Funds. Many of these
factors are included within our CAFR and our Actuarial Valuation. A copy of
the latest version of each is included.

6) How do PERA’s planning factors compare to other states and to Social
Security?

There are hundreds of assumptions included in the process of determining
the actuarial liabilities and assets of the PERA Trust Funds. The Actuarial
Standards of Practice recognizes that assumptions about the future are

uncertain and inherently imprecise, and allows for a range of assumptions to
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