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Letter of Transmittal

NEIL ABERCROMBIE
GOVERNOR

STATE OF HAWAII
EMPLOYEES’ RETIREMENT SYSTEM

December 3, 2013

Board of Trustees
Employees’ Retirement System of the State of Hawaii
Dear Board Members:
We present the Comprehensive Annual Financial Report (CAFR) of the Employees’ Retirement System for
the fiscal year ended June 30, 2011. Responsibility for both the accuracy of the data, as well as the
completeness and fairness of the presentation, rests with the management of the ERS. We trust that you and
the members of the ERS will find this report useful in understanding your retirement system.
BACKGROUND
The ERS was established by the Legislature in 1925 to administer a retirement, disability, and survivor
benefits program for State and county employees including teachers, professors, police officers, firefighters,
judiciary employees, judges, and elected officials. The ERS is a qualified defined benefit public pension
plan covered under Section 401(a) of the Internal Revenue Code. Hawaii Revised Statutes Chapter 88 and
Hawaii Administrative Rules Title 6, Chapters 20 – 29 contain the language governing the pension trust.
The ERS covers all eligible full-time and part-time State and county employees in the State of Hawaii. The
ERS uses the entry age normal funding method to determine its current and future costs and appropriateness
of its funding requirements. Funding for benefit payments comes from employer and member contributions,
and investments.
On March 31, 2011, the ERS’ total membership of 111,648 was comprised of 65,310 active members,
39,689 retirees and beneficiaries, and 6,649 inactive vested members. This represents a 0.4% growth in the
total membership over the past year. Participating employers include the State of Hawaii, City and County
of Honolulu, and the counties of Hawaii, Maui, and Kauai.
The ERS is also responsible for the custody of the Social Security Contribution Fund for the State of Hawaii.
The Social Security contributions withheld from employees are remitted directly to the Internal Revenue
Service by the State. As an agency type fund that is custodial in nature, the ERS has limited discretion in the
management of this fund.

Comprehensive Annual Financial Report 2011

6

Introductory Section _______________________________________________________

Letter of Transmittal (continued)
MAJOR ACCOMPLISHMENTS AND INITIATIVES IN FY 2011
Hybrid Plan Upgrade Program (HPUP) – This program completed with the final collection of the one-time
payments in September 2010. Approximately 4,349 of 24,000 eligible Hybrid members paid for a onetime election to increase their ERS pension benefits by “upgrading” their Noncontributory Plan service
(1.25%) to Hybrid Plan service (2%) at a cost to members. Approximately $57 million of the one-time
HPUP payments that was collected during the fiscal year ended June 30, 2011 is reflected in the
Member Contributions on the Statement of Changes in Plan Net Assets in the Financial Section of this
CAFR. The project team worked though December 2010 to process all payments, research and resolve
issues and send a confirmation to the member.

Pension Reform and Other Legislation - Due to the results of the 2010 actuarial valuation report
significant legislation was passed to address the underfunded status of the ERS. Below are highlights of
the bills that were passed by the Legislature during this fiscal year:


Act 29 – Moratorium on Benefit Enhancements’ – Extends the suspension of benefit
enhancements first approved in 2007 until the ERS is fully funded.



Act 96 – Federal Tax Qualification Requirements. Is a housekeeping measure required for the
ERS to maintain its tax-qualified exemption status. Provides specific language for certain death
benefits provided under the HEART (Heroes Earnings Assistance and Relief Tax) Act and
minimum pension distribution as described in the Internal Revenue Code for vested (entitled to
pension) members who are 70-1/2 years old and who are no longer employed by the State or
County.



Act 163 – Pension Changes for New Hires. This law was proposed to reduce the future liability
of the ERS. It provides for retirement benefit changes for State and County employees who
become members of the ERS after 06/30/2012. The new benefit structure changes include:
o Reduction of the benefit multipliers from 2% to 1.75%, 2.5% to 2.25% and 3.5% to 3.0%
o Reduction of the Post Retirement increase from 2.5% to 1.5%
o Increases the Normal Retirement age, vesting and service requirements and changes the
Average Final Compensation (AFC) period from the highest 3 years to the highest 5
years
o Increases the employee and employer contribution rates for all employee groups
o Decreases the interest rate on member contributions from 4.5% to 2.0%
(Effective:
07/01/2011)
This law also reduces the investment return rate assumption from 8% to 7.75% to better reflect
the actual return rate assumption.
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Letter of Transmittal (continued)

ACCOUNTING SYSTEM AND REPORTS
The accrual basis of accounting is used to record financial transactions. Expenses are recorded when the
liability is incurred, and revenues are recorded in the accounting period in which they are earned and become
measurable. Interest earned is accrued on a monthly basis. Accounts receivable at year end, in addition to
accrued interest receivable, reflect accrued employer charges and investment proceeds due on sales that have
not yet settled. Investments are recorded at fair value. Fixed assets are recorded at cost less accumulated
depreciation.
The Notes to the Financial Statements (Notes) contain additional detailed information on the statutory
provisions under which the ERS operates. In addition, the Notes include a summary of significant
accounting policies, and provide explanatory information to help readers better understand the data contained
in the financial statements.
The management of the ERS is responsible for and has implemented systems of internal accounting controls
designed to provide reasonable assurances for the safeguarding of assets and the reliability of financial
records. We believe that the internal accounting controls currently in place are adequate to meet the purpose
for which they were intended. To the best of our knowledge and belief, the enclosed data, including the
financial statements, supporting schedules and statistical tables is accurate in all material respects and is
reported in a manner that fairly presents the financial position and results of the ERS’ operations.
INVESTMENTS
The Board of Trustees diversified the ERS’ investment portfolio to secure consistent, positive long-term
investment returns while preserving capital. The diversification of investments through a long-term asset
allocation strategy is generally regarded as the most important decision made in the investment process. A
summary of the ERS’ long-term asset allocation strategy can be found in the Investment Section of this
report.
Professional investment managers have been retained to execute the Board’s investment strategies and have
full discretion within statutory provisions, Board policies and their respective guidelines. The investment
managers retained by the Board as of June 30, 20111 are listed in the Investment Section.
Net investment income, including dividends, interest, other investment earnings, and gains/losses on the sale
of investments resulted in an investment gain of $2,040.0 billion in FY2011. This resulted in an investment
gain of slightly less than 20.8% for the year, using rate of return methodologies that are generally accepted
by the Global Investment Performance Standards (GIPS).

Comprehensive Annual Financial Report 2011

8

Introductory Section _______________________________________________________

Letter of Transmittal (continued)
FUNDING AND ACTUARIAL OVERVIEW

Although the ERS experienced very strong returns for the second year, the funded status during the year
actually decreased due to investment losses carried forward from 2008-2009 being realized in the fiscal
year. The funded status was also adversely affected by the lowering of the actuarial investment return
assumption from 8.00% to 7.75% due to the long-term capital markets outlook. These factors were
partially offset with liability experience gain that was created by lower than expected salary increases.
These combination of these factors resulted in the ERS’ funded ratio decreasing to 59.4 % as of June 30,
2011. These events resulted in an increase to the unfunded actuarial accrued liability (UAAL) to $8.2_
billion as of June 30, 2011, and a corresponding aggregate funding period of 25.0 years used to
determine the Annual Required Contribution rates under the standards established by the Governmental
Accounting Standards Board Statement No. 25 (GASB No. 25).
Initiatives to Improve Funding (subsequent to June 30, 2011) – The 2012 State Legislature passed Act
153/2012 to help the ERS’ funded status by addressing excess pension cost increases due to non-base pay
being included in the member’s pension benefit. Employers are required to make additional contributions
to the ERS for members that have excessive non-base pay in their final years of service.
PROFESSIONAL SERVICES
Professional consultants are appointed by the Board of Trustees to perform professional services that are
essential to the effective and efficient operation of the ERS. Opinions from KPMG LLP, the auditors for the
ERS, and the actuary, Gabriel, Roeder, Smith & Company, are included in this report. Pension Consulting
Alliance, Inc. is the ERS’ investment consultant, and their report on the ERS’ investment program and
performance results is also included in this report.
ACKNOWLEDGEMENTS
This report is from the collaborative efforts of the ERS staff and consultants to provide extensive and reliable
information as a basis for making management decisions, determining compliance with legal provisions, and
for determining responsible stewardship of the assets contributed by the ERS’ members and their employers.
This report will be provided to the Governor, legislators, State and county departments and other interested
parties.
We would like to take this opportunity to express our gratitude to the Board of Trustees, ERS Staff, advisors,
and the many people who worked so diligently to help our members.
Respectfully yours,

Wesley K Machida
Wesley K. Machida
Administrator

__________________________________________________________________________________
Employees’ Retirement System of the State of Hawaii

____________________________________________________

Introductory Section

9

Board of Trustees
The Board of Trustees is the governing body of the Employees' Retirement System of the State of
Hawaii, with certain areas of administrative control vested in the State Department of Budget and
Finance.
Four of the eight members on the Board are elected by the membership: two general employees, a
teacher and a retiree. Three members are citizens of the State, one of whom is an officer of a bank
authorized to do business in the State or a person of similar experience, who are not employees and are
appointed by the Governor. The State Director of Finance is an ex-officio member by statute.

Elected:
Mr. Emmit A. Kane ....................................................
Ms. Jackie Ferguson-Miyamoto, Chair .......................
Mr. Wayne J. Yamasaki...............................................
Ms. Pilialoha E. Lee Loy ...........................................

Date Current
Term Began

Date
Term Ends

January 29, 2010
January 2, 2008
January 2, 2008
January 2, 2010

January 1, 2012
January 1, 2014
January 1, 2014
January 1, 2016

Appointed:
Mr. Alton T. Kuioka ..................................................
M
arch 31, 2005 ................................................................... January 1, 2011
Mr. Colbert M. Matsumoto, Chair .............................
January 2, 2007
Mr. Jerry E. Rauckhorst .............................................
January 2, 2010
Ex-Officio:
Mr. Kalbert Young.....................................................

January 1, 2013
January 1, 2015

December 2, 2010
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Organizational Structure

Board of Trustees

Administrator

Chief Investment Officer

Accounting
Branch

Enrollment Claims
& Benefits Branch

Assistant Administrator

Information
Systems

Administrator
Assistant Administrator
Chief Investment Officer

Actuary
Gabriel, Roeder, Smith and Company
Auditors
State of Hawaii, Office of the Auditor
KPMG LLP

Mortgage
Services

Staff Support
Services

Wesley K. Machida
Kanoe Margol
Rodney L. June

Medical Board
Dr. Patricia L. Chinn, Chair
Dr. Howman Lam, Member
Dr. Gerald J. McKenna, Member

Legal Advisor
Attorney General of the State of Hawaii
** A list of investment professionals is located in the Investment Section of this CAFR.
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Plan Summary
The Employees' Retirement System (ERS) of the State of Hawaii was established by the Legislature in
1925 to provide retirement, disability and survivor benefits for State employees, teachers, professors,
county employees, police officers, firefighters, judges and elected officials.
The ERS is a qualified defined benefit pension plan under Section 401(a) of the Internal Revenue
Code. As such, the ERS is exempt from federal income taxation on its investment earnings. Since
January 1, 1988, member contributions have been tax deferred under Section 414(h) of the Internal
Revenue Code.
Members are covered by the provisions of the Contributory, Hybrid or Noncontributory retirement
plan. Except for employees in certain positions who are required to be members of the Contributory
Plan, most new employees from July 1, 2006 are enrolled in the Hybrid Plan.
Those in the Contributory Plan are required to make contributions to the ERS and may also be covered
by Social Security. Employees in the following occupational groups are required to be members of the
Contributory Plan: police officers, firefighters, judges, elected officials, legislative officers, attorney
general investigators, narcotics enforcement investigators, and public safety investigations staff
investigators. As of March 31, 2011, 6,752 active employees were enrolled in the Contributory Plan,
or slightly more than 10.3% of our active members.
On July 1, 2006, the Hybrid Plan became effective pursuant to Act 179/2004. Members in the Hybrid
Plan must also contribute to the ERS and are generally covered by Social Security. The Hybrid Plan
covers most employees hired from July 1, 2006, as well as certain employees hired before July 1, 2006
who elected to join the Hybrid Plan. The Hybrid Plan membership will continue to increase going
forward as most new employees hired from July 1, 2006 will be required to become a member of the
Hybrid Plan. As of March 31, 2011, the Hybrid Plan had 38,446 members or about 58.9% of the ERS’
active membership.
Members of the Noncontributory Plan do not make contributions to the ERS and are covered by Social
Security. The Noncontributory Plan covers employees hired from July 1, 1984 to June 30, 2006, as
well as employees hired before July 1, 1984 who elected to join the Noncontributory Plan. As of
March 31, 2011, there were 20,112 active employees in the Noncontributory Plan, which represents
over 30.8% of all active members on this date.
A summary of the general retirement benefits, including retirement options, for Contributory,
Noncontributory and Hybrid members are on the following pages. For more detailed and current
information on the Hybrid Plan please visit the ERS website at http://ers.ehawaii.gov/.
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Summary of Retirement Benefit Plan Provisions
For employees hired prior to July 1, 2012 (a)
Noncontributory Plan
Employee
Contributions
Normal Retirement
Eligibility

Benefit

Contributory Plan

Hybrid Plan

No employee
contributions

7.8% of salary

6.0% of salary

Age 62 and 10 years
credited service; or
Age 55 and 30 years
credited service

Age 55 and 5 years
credited service

Age 62 and 5 years
credited service; or
Age 55 and 30 years
credited service

1-1/4% of average final
compensation* times
years of credited service

2% of average final
compensation* times
years of credited service

2% of average final
compensation* times
years of credited service,
with a split formula for
Noncontributory service
at 1-1/4%

* Average final compensation (AFC) is an average of the highest salaries during any
three years of credited service, excluding any salary paid in lieu of vacation or if ERS
membership occurred prior to 1/1/71, AFC may be an average of the highest salaries
during any five years of credited service including any salary paid in lieu of vacation.
Early Retirement
Eligibility

Benefit

Deferred Vesting
Eligibility

Benefit

Age 55 and 20 years
credited service

Any age and 25 years
credited service

Age 55 with 20 years
credited service

Maximum allowance
reduced 6% per year
under age 62

Maximum allowance
reduced 5% per year
under age 55 plus 4% per
year under age 50

Maximum allowance
reduced 5% per year
under age 62

10 years credited service

5 years credited service
and contributions left in
the ERS

5 years credited service
and contributions left in
the ERS

Accrued maximum
allowance payable as
early as age 55 or at age
65 with 10 but less than
20 years of credited
service

Accrued maximum
allowance payable at age
55

Accrued maximum
allowance payable as
early as age 55 or at age
62 with 5 but less than 20
years of credited service

(a)

Per Act 163/2012, SLH, the major changes to membership requirements, contribution amounts, and benefits structures
for employees hired after June 30, 2012 are discussed on pages 17-21.
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Summary of Retirement Benefit Plan Provisions (continued)
For employees hired prior to July 1, 2012 (continued) (a)
Noncontributory Plan
Annuity Savings
Account
Interest

Refund Eligibility

Refund Benefit
- Terminates with
less than 5 years
credited service
- Terminates with 5
or more years of
credited service

Ordinary Disability
Eligibility
Benefit

Contributory Plan

Hybrid Plan

Not applicable

4.5% per annum on
employee contributions and
accrued interest, or
If hired after June 30, 2011,
2.0% per annum on
employee contributions and
accrued if interest

4.5% per annum on
employee contributions
and accrued interest, or
If hired after June 30,
2011, 2.0% per annum
on employee
contributions and
accrued if interest

Not applicable

Contributions may be
withdrawn upon retirement
or termination of
employment; upon refund,
all service and any future
retirement benefit will be
forfeited

Contributions may be
withdrawn upon
retirement or termination
of employment; upon
refund, all service and
any future retirement
benefit will be forfeited

Not applicable

Return of member’s
contributions and accrued
interest
Return of member’s
contributions and accrued
interest

Return of member’s
contributions and accrued
interest
Return of member’s
Hybrid Plan contributions
and accrued interest,
times 150%; plus any
non-Hybrid contributions
and accrued interest

Not applicable

10 years credited service

10 years credited service

10 years credited service

1-1/4% of AFC times
years of credited service,
unreduced for age
(Minimum is 12.5% of
AFC)

1-3/4% of AFC times years of
credited service, unreduced for
age
(Minimum is 30% of AFC)

2% of AFC times years of
credited service, unreduced
for age; split formula for
Noncontributory service at
1-1/4%
(Minimum is 25% of AFC)

(a)

Per Act 163/2012, SLH, the major changes to membership requirements, contribution amounts, and benefits structures
for employees hired after June 30, 2012 are discussed on pages 17-21.
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Summary of Retirement Benefit Plan Provisions (continued)
For employees hired prior to July 1, 2012 (continued) (a)
Noncontributory Plan
Service-Connected
Disability
Eligibility
Benefit

Benefit

Hybrid Plan

Any age or credited
service

Any age or credited service

Any age or credited service

Lifetime pension of 35%
of AFC

Lifetime pension of 50% of
AFC plus refund of member’s
contributions and accrued
interest
** For accidents occurring
before July 7, 1998, a different
benefit is used

Lifetime pension of 35% of
AFC plus refund of
member’s contributions and
accrued interest

Active employee at time
of death with at least 10
years of credited service

Active employee at time of
death with at least 1 year of
service

Active employee at time of
death with at least 5 years of
service

Surviving
spouse/reciprocal
beneficiary (until
remarriage or reentry into
a new reciprocal
beneficiary relationship)
and dependent children
(up to age 18) receive a
benefit equal to a
percentage of member’s
accrued maximum
allowance unreduced for
age; or
Option B (100% Joint
and Survivor) lifetime
pension for surviving
spouse/reciprocal
beneficiary if member
was eligible for
retirement at time of
death.

Lump sum payment of
member’s contributions and
accrued interest plus a
percentage of the salary earned
in the 12 months preceding
death; or
Option 3 (50% Joint and
Survivor) lifetime pension if
member was not eligible for
retirement at the time of death,
credited with at least 10 years
of service, and one beneficiary
designated; or
Option 2 (100% Joint and
Survivor) lifetime pension if
member was eligible for
retirement at the time of death
and one beneficiary
designated; or
If less than 1 year of service,
return of member's
contributions and accrued
interest.

Lump sum payment of
member’s Hybrid Plan
contributions and accrued
interest (times 150%) plus
return of non-Hybrid
contributions and accrued
interest; or
Option 3 (50% Joint
Survivor) lifetime pension if
member was not eligible for
retirement at the time of
death, credited with at least
10 years of service and one
beneficiary designated; or
Option 2 (100% Joint
Survivor) lifetime pension if
member was eligible for
retirement at the time of
death, and one beneficiary
designated; or
If less than 5 years of
service, return of member's
contributions and accrued
interest.

** For accidents
occurring before July 1,
2004, accrued maximum
allowance, but not less
than 15% of AFC
Ordinary Death
Eligibility

Contributory Plan

(a)

Per Act 163/2012, SLH, the major changes to membership requirements, contribution amounts, and benefits structures
for employees hired after June 30, 2012 are discussed on pages 17-21.
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Summary of Retirement Benefit Plan Provisions (continued)
For employees hired prior to July 1, 2012 (continued) (a)
Noncontributory Plan
Service-Connected
Death
Eligibility
Benefit

Post Retirement
Benefit - For all
types of
retirements
(service, disability
or death)

Contributory Plan

Hybrid Plan

Any age or service

Any age or service

Any age or service

Surviving
spouse/reciprocal
beneficiary receives
monthly benefit equal
to 30% of AFC (until
remarriage or re-entry
into a new reciprocal
beneficiary
relationship); additional
benefits payable to
surviving dependent
children (up to age 18).
If there is no
spouse/reciprocal
beneficiary or
dependent children, no
benefit is payable.

Lump sum payment of
member’s contributions and
accrued interest to
designated beneficiary, plus
monthly benefit of 50% of
AFC to surviving
spouse/reciprocal
beneficiary (until remarriage
or re-entry into a new
reciprocal beneficiary
relationship).
If there is no surviving
spouse or reciprocal
beneficiary, surviving
dependent children (up to
age 18) or dependent parents
shall be eligible for a
monthly benefit.
If there is no spouse/reciprocal
beneficiary or dependent
children/parents, the ordinary
death benefit shall be payable
to the designated beneficiary.

Lump sum payment of
member’s contributions
and accrued interest to
designated beneficiary,
plus monthly benefit of
50% of AFC to surviving
spouse/reciprocal
beneficiary (until
remarriage or re-entry
into a new reciprocal
beneficiary relationship).
If there is no surviving
spouse or reciprocal
beneficiary, surviving
dependent children (up to
age 18) or dependent
parents shall be eligible
for a monthly benefit.
If there is no
spouse/reciprocal
beneficiary or dependent
children/parents, the
ordinary death benefit shall
be payable to the designated
beneficiary.

Each retiree's original retirement allowance is increased by 2.5% on each July 1
beginning the calendar year after retirement. This cumulative benefit is not
compounded and increases each year by another 2.5% of the original retirement
allowance without a ceiling (i.e., 2.5% of the original retirement allowance the
first year, 5% the second year, 7.5% the third year, etc.).

(a)

Per Act 163/2012, SLH, the major changes to membership requirements, contribution amounts, and benefits structures
for employees hired after June 30, 2012 are discussed on pages 17-21.

________
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Summary of Retirement Benefit Plan Provisions (continued)
For employees hired prior to July 1, 2012 (continued) (a)

The plan provisions summarized in the preceding pages apply to teachers and most State and County
employees, hired before July 1, 2012. Special provisions applicable to other groups of employees,
hired by July 1, 2012, are summarized in Item A to D below:
A) Police officers, firefighters, investigators of the Department of the Attorney General, narcotic
enforcement investigators, and public safety investigations staff investigators contribute 12.2% of
their monthly salary to the ERS instead of 7.8%. These members may retire at age 55 with 10
years of credited service or at any age with 25 years of credited service and receive a retirement
benefit of 2-1/2% of average final compensation (AFC) for each year of such service up to a
maximum of 80% AFC, provided the last 5 years is credited service in any of these occupations.
B) Judges, elected officials, and legislative officers may retire at age 55 with at least 5 years of
credited service, or at any age with at least 10 years of credited service and receive a pension of
3-1/2% of AFC for each year of such service plus an annuity from their contributions allocable to
the period of such service. This benefit cannot exceed 75% of the AFC. Judges hired after
June 30, 1999 need 25 years of credited service in order to retire before age 55.
C) Sewer workers in specified classifications and water safety officers may retire at any age if they are
credited with 25 years of such service with the last 5 or more years in these occupations. Hybrid
Plan members in this job category are required to contribute 9.75% of their salary to the ERS.
D) Emergency medical technicians (EMT) may retire at any age if they are credited with 30 years of
such service with the last 5 or more years in these occupations effective June 30, 2003. The years
of service to qualify for early retirement is gradually being reduced through June 30, 2008 when 25
years of EMT service will qualify these members for early retirement. Hybrid Plan members in
this job category are required to contribute 9.75% of their salary to the ERS.

(a)

Per Act 163/2012, SLH, the major changes to membership requirements, contribution amounts, and benefits structures
for employees hired after June 30, 2012 are discussed on pages 17-21.
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Summary of Retirement Benefit Plan Provisions (continued)
For employees hired after June 30, 2012 (b)
Noncontributory Plan
Employee
Contributions
Normal Retirement
Eligibility

Benefit

Contributory Plan

Hybrid Plan

No employee
contributions

9.8% of salary

8.0% of salary

Age 62 and 10 years
credited service; or
Age 55 and 30 years
credited service

Age 60 and 10 years
credited service

Age 65 and 10 years
credited service; or
Age 60 and 30 years
credited service

1-1/4% of average final
compensation* times
years of credited service

1.75% of average final
compensation* times
years of credited service

1.75% of average final
compensation* times
years of credited service,
with a split formula for
Noncontributory service
at 1-1/4%

* Average final compensation (AFC) is an average of the highest salaries (limited to
base pay and shortage differentials) during any five years of credited service, excluding
any salary paid in lieu of vacation.
Early Retirement
Eligibility

Benefit

Deferred Vesting
Eligibility

Benefit

Age 55 and 20 years
credited service

Age 55 with 25 years
credited service

Age 55 with 20 years
credited service

Maximum allowance
reduced 6% per year
under age 62

Maximum allowance
reduced 5% per year
under age 60 plus 4% per
year under age 55

Maximum allowance
reduced 5% per year
under age 65

10 years credited service

10 years credited service
and contributions left in
the ERS

10 years credited service
and contributions left in
the ERS

Accrued maximum
allowance payable as
early as age 55 or at age
65 with 10 but less than
20 years of credited
service

Accrued maximum
allowance payable at age
60, or at age 55 with 25
years of service with age
reduction

Accrued maximum
allowance payable as
early at age 65 or at age
60 with 30 years of
service, or at age 55 with
20-29 years of credited
service with age reduction

(b)

Membership requirements, contribution amounts, and benefits structures for employees hired before July 1, 2012 are
discussed on pages 12-16.
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Summary of Retirement Benefit Plan Provisions (continued)
For employees hired after June 30, 2012 (continued) (b)
Noncontributory Plan
Annuity Savings
Account
Interest

Refund Eligibility

Refund Benefit
- Terminates with
less than 10 years
credited service
- Terminates with
10 or more years
of credited service

Ordinary Disability
Eligibility
Benefit

Contributory Plan

Hybrid Plan

Not applicable

2.0% per annum on
employee contributions and
accrued interest

2.0% per annum on
employee contributions
and accrued interest

Not applicable

Contributions may be
withdrawn upon retirement
or termination of
employment; upon refund,
all service and any future
retirement benefit will be
forfeited

Contributions may be
withdrawn upon
retirement or termination
of employment; upon
refund, all service and
any future retirement
benefit will be forfeited

Not applicable

Return of member’s
contributions and accrued
interest
Return of member’s
contributions and accrued
interest

Return of member’s
contributions and accrued
interest
Return of member’s
Hybrid Plan contributions
and accrued interest,
times 120%; plus any
non-Hybrid contributions
and accrued interest

Not applicable

10 years credited service

10 years credited service

10 years credited service

1-1/4% of AFC times
years of credited service,
unreduced for age
(Minimum is 12.5% of
AFC)

1-3/4% of AFC times years of
credited service, unreduced for
age
(Minimum is 30% of AFC)

1-3/4% of AFC times years
of credited service,
unreduced for age
(Minimum is 25% of AFC)

(b)

Membership requirements, contribution amounts, and benefits structures for employees hired before July 1, 2012 are
discussed on pages 12-16.
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Summary of Retirement Benefit Plan Provisions (continued)
For employees hired after June 30, 2012 (continued) (b)
Noncontributory Plan
Service-Connected
Disability
Eligibility
Benefit

Ordinary Death
Eligibility

Benefit

Contributory Plan

Hybrid Plan

Any age or credited
service

Any age or credited service

Any age or credited service

Lifetime pension of 35%
of AFC

Lifetime pension of 50% of
AFC plus refund of member’s
contributions and accrued
interest

Lifetime pension of 35% of
AFC plus refund of
member’s contributions and
accrued interest

Active employee at time
of death with at least 10
years of credited service

Active employee at time of
death with at least 1 year of
service

Active employee at time of
death with at least 10 years
of service

Surviving
spouse/reciprocal
beneficiary (until
remarriage or reentry into
a new reciprocal
beneficiary relationship)
and dependent children
(up to age 18) receive a
benefit equal to a
percentage of member’s
accrued maximum
allowance unreduced for
age; or
Option B (100% Joint
and Survivor) lifetime
pension for surviving
spouse/reciprocal
beneficiary if member
was eligible for
retirement at time of
death.

Lump sum payment of
member’s contributions and
accrued interest plus a
percentage of the salary earned
in the 12 months preceding
death; or
Option 3 (50% Joint and
Survivor) lifetime pension if
member was not eligible for
retirement at the time of death,
credited with at least 10 years
of service, and one beneficiary
designated; or
Option 2 (100% Joint and
Survivor) lifetime pension if
member was eligible for
retirement at the time of death
and one beneficiary
designated; or
If less than 1 year of service,
return of member's
contributions and accrued
interest.

Lump sum payment of
member’s Hybrid Plan
contributions and accrued
interest (times 120%) plus
return of non-Hybrid
contributions and accrued
interest; or
Option 3 (50% Joint
Survivor) lifetime pension if
member was not eligible for
retirement at the time of
death, credited with at least
10 years of service and one
beneficiary designated; or
Option 2 (100% Joint
Survivor) lifetime pension if
member was eligible for
retirement at the time of
death, and one beneficiary
designated; or
If less than 10 years of
service, return of member's
contributions and accrued
interest.

(b)

Membership requirements, contribution amounts, and benefits structures for employees hired before July 1, 2012 are
discussed on pages 12-16.
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Summary of Retirement Benefit Plan Provisions (continued)
For employees hired after June 30, 2012 (continued) (b)
Noncontributory Plan
Service-Connected
Death
Eligibility
Benefit

Post Retirement
Benefit - For all
types of
retirements
(service, disability
or death)

Contributory Plan

Hybrid Plan

Any age or service

Any age or service

Any age or service

Surviving
spouse/reciprocal
beneficiary receives
monthly benefit equal
to 30% of AFC (until
remarriage or re-entry
into a new reciprocal
beneficiary
relationship); additional
benefits payable to
surviving dependent
children (up to age 18).
If there is no
spouse/reciprocal
beneficiary or
dependent children, no
benefit is payable.

Lump sum payment of
member’s contributions and
accrued interest to
designated beneficiary, plus
monthly benefit of 50% of
AFC to surviving
spouse/reciprocal
beneficiary (until remarriage
or re-entry into a new
reciprocal beneficiary
relationship).
If there is no surviving
spouse or reciprocal
beneficiary, surviving
dependent children (up to
age 18) or dependent parents
shall be eligible for a
monthly benefit.
If there is no spouse/reciprocal
beneficiary or dependent
children/parents, the ordinary
death benefit shall be payable
to the designated beneficiary.

Lump sum payment of
member’s contributions
and accrued interest to
designated beneficiary,
plus monthly benefit of
50% of AFC to surviving
spouse/reciprocal
beneficiary (until
remarriage or re-entry
into a new reciprocal
beneficiary relationship).
If there is no surviving
spouse or reciprocal
beneficiary, surviving
dependent children (up to
age 18) or dependent
parents shall be eligible
for a monthly benefit.
If there is no
spouse/reciprocal
beneficiary or dependent
children/parents, the
ordinary death benefit shall
be payable to the designated
beneficiary.

Each retiree's original retirement allowance is increased by 1.5% on each July 1
beginning the calendar year after retirement. This cumulative benefit is not
compounded and increases each year by another 1.5% of the original retirement
allowance without a ceiling (i.e., 1.5% of the original retirement allowance the
first year, 3% the second year, 4.5% the third year, etc.).

(b)

Membership requirements, contribution amounts, and benefits structures for employees hired before July 1, 2012 are
discussed on pages 12-16.
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Summary of Retirement Benefit Plan Provisions (continued)
For employees hired after June 30, 2012 (continued) (b)

The plan provisions summarized in the preceding pages apply to teachers and most State and County
employees, hired after June 30, 2012. Special provisions applicable to other groups of employees,
hired after June 30, 2012, are summarized in Item A to D below:
A) Police officers, firefighters, investigators of the Department of the Attorney General, narcotic
enforcement investigators, and public safety investigations staff investigators contribute 14.2 % of
their monthly salary to the ERS instead of 9.8%. These members may retire at age 60 with 10
years of credited service or at age 55 with 25 years of credited service and receive a retirement
benefit of 2-1/4% of average final compensation (AFC) for each year of such service up to a
maximum of 80% AFC, provided the last 5 years is credited service in any of these occupations.
B) Judges may retire at age 60 with at least 10 years of credited service, or at age 55 with at least 25
years of credited service and receive a pension of 3% of AFC for each year of such service plus an
annuity from their contributions allocable to the period of such service. Similarly, elected officials
and legislative officers may retire at any age with 10 years of elected, legislative or mixed service
and receive a pension of 3% of AFC for each year of service plus an annuity from their
contributions allocable to the period of such service. These benefits cannot exceed 75% of the
AFC.
C) Contributory Plan sewer workers in specified classifications, water safety officers and emergency
medical technicians may retire at age 60 with 10 years of credited service or at age 55 with 25
years of such service with the last 5 or more years in these occupations.
D) Hybrid Plan sewer workers in specified classifications, water safety officers and emergency
medical technicians may retire at age 65 with 10 years of credited service or at age 55 with 25
years of such service with the last 5 or more years in these occupations. They are required to
contribute 11.75% instead of 8% of their salary to the ERS.

(b)

Membership requirements, contribution amounts, and benefits structures for employees hired before July 1, 2012 are
discussed on pages 12-16.
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Summary of Retirement Benefit Plan Provisions (continued)
Taxation of Benefits
All retirement benefits are subject to Federal income tax but are exempt from Hawaii State income tax.
Certain occupational (work related) disability benefits are exempt from Federal income tax.
Arrangements to initiate voluntary withholding of Federal income tax can be made at any time. The
ERS provides retirees with a 1099-R tax form on or before January 31 of each year.
Additional Benefits
Retirees, their spouses and dependent children under age 19 are eligible to receive life insurance,
medical, dental, vision, and prescription drug coverage from the Employer-Union Health Benefits
Trust Fund (EUTF) if they were hired before July 1, 1996, and retire with at least 10 years of
continuous credited service. If they were first hired after June 30, 1996, health benefits are available
on a cost-sharing basis as long as the member retires with at least 10 years of continuous service. A
dependent of a retiree who is a full-time student at an accredited college, university or technical school
and who is 19 through 26 years old is also eligible for coverage. A retiree with a hire date after
July 1, 2001 will only receive coverage for him or herself on a cost sharing basis.
Unused sick leave is excluded from credited service in determining health benefit coverage.
Retirees are responsible for premiums in excess of the amount of employer contributions. Retirees and
their spouses are eligible to receive a reimbursement of the Medicare Part B medical insurance
premium. More information is available on the EUTF's website at www.eutf.hawaii.gov.
Applying for Retirement
A service retirement application can be filed with the ERS 150 days but no less than 30 days prior to
the effective date of retirement. Once the application has been filed, cancellation prior to the effective
date of retirement is permitted; however, the law requires mandatory retirement upon the third
application. Members may obtain retirement information and application forms at the following
locations:
Oahu Office
City Financial Tower
201 Merchant Street, Suite 1400
Honolulu, HI 96813
Phone: (808) 586-1735
Fax: (808) 587-5766

Kauai Office
3060 Eiwa Street, Room 302
Lihue, Hawaii 96766
Phone: (808) 274-3010
Fax:
(808) 241-3193

Hawaii Office
101 Aupuni Street, Suite 208
Hilo, Hawaii 96720
Phone: (808) 974-4076
Fax:
(808) 974-4078

Maui Office
54 S. High Street, Room 218
Wailuku, Hawaii 96793
Phone: (808) 984-8181
Fax:
(808) 984-8183

Molokai and Lanai
Toll-free to Oahu:
1-800-468-4644, ext 61735

Continental U.S. only
Toll free to Oahu
1-888-659-0708
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Summary of Retirement Benefit Plan Provisions (continued)
Counseling Service
It is the policy of the ERS to render every possible service to its members; however, as thousands of
inquiries are received and answered annually, in addition to the actual processing of claims and
benefits, present staff and appropriations restrict this service to those members whose immediate
welfare is dependent upon the prompt settlement of benefits. Members who are definite about
retirement should contact the ERS to request formal retirement estimates. For members who are not
planning immediate retirement and interested in their benefit status a retirement benefit calculator and
other retirement information are available on the ERS’ website at http://ers.ehawaii.gov/.
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Retirement Options
CONTRIBUTORY AND HYBRID PLANS
Maximum Allowance: The member receives a lifetime maximum allowance; at death, the difference
between the value of the member's contributions at the time of retirement and the retirement allowance paid
prior to death is paid to the designated beneficiary(ies) or estate.
Option One: The member receives a reduced lifetime allowance based on age; at death, the difference
between the initial insurance reserve and the retirement allowance paid prior to death is paid to the
designated beneficiary(ies) or estate. In lieu of the lump-sum balance, the beneficiary may elect to receive
an allowance for life based on the value of the balance; provided that the allowance is not less than $100
per month.
Option Two (100% Joint and Survivor): The member receives a reduced lifetime allowance based on
ages of both the member and the sole beneficiary and at death; the same allowance is paid to the designated
beneficiary for life. Should the designated beneficiary predecease the retiree, another beneficiary cannot be
named and all payments will cease at the retiree's death. For retirements on or after December 1, 2004,
should the beneficiary predecease the retiree, the retiree’s reduced pension “pops up” or increases to the
corresponding Maximum Allowance instead of remaining at the reduced amount.
Option Three (50% Joint and Survivor): This plan is similar to Option Two. The member receives a
reduced lifetime allowance which is higher than Option Two and is based on ages of both the member and
the sole beneficiary; however, at death one-half of the allowance is paid to the designated beneficiary for
life. Like Option Two, should the designated beneficiary predecease the retiree, another beneficiary cannot
be named and all payments will cease at the retiree's death. For retirements on or after December 1, 2004,
should the beneficiary predecease the retiree, the retiree’s reduced pension “pops up” or increases to the
corresponding Maximum Allowance instead of remaining at the reduced amount.
Option Four: This option allows the member to devise a plan that will provide a benefit according to the
member's specifications. It requires certification by the Actuary and approval of the Board of Trustees.
The following Option Four plans have been approved:
Combination of Options Five and Maximum Allowance: The member receives a reduced lifetime
allowance and is allowed to withdraw the pre-1987 nontaxable contributions, 50% of accumulated
contributions, or 75% of accumulated contributions (Hybrid Plan members are not allowed the 75%
option); at death, the difference between the value of the member's contributions at the time of retirement
and the retirement allowance paid prior to death is paid to the designated beneficiary(ies) or estate.
Combination of Options Five and One: The member receives a reduced lifetime allowance and is
allowed to withdraw the pre-1987 nontaxable contributions, 50% of accumulated contributions, or 75% of
accumulated contributions (Hybrid Plan members are not allowed the 75% option); at death, the difference
between the initial insurance reserve and the retirement allowance paid prior to death is paid to the
designated beneficiary(ies) or estate.
Combination of Options Five and Two: The member receives a reduced lifetime allowance based on
ages of both the member and the sole beneficiary, and is allowed to withdraw the pre-1987 nontaxable
contributions, 50% of accumulated contributions, or 75% of accumulated contributions (Hybrid Plan
members are not allowed the 75% option); at death, the same allowance is paid to the designated
beneficiary for life. As in the case of Option Two, should the designated beneficiary predecease the retiree,
another beneficiary cannot be named and all payments will cease at the retiree's death. For retirements on
or after December 1, 2004, should the beneficiary predecease the retiree, the retiree’s reduced pension
“pops up” or increases to the corresponding Maximum Allowance instead of remaining at the reduced
amount.
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Retirement Options (continued)
CONTRIBUTORY AND HYBRID PLANS (continued)
Combination of Options Five and Three: The member receives a reduced lifetime allowance based on
ages of both the member and the sole beneficiary, and is allowed to withdraw the pre-1987 nontaxable
contributions, 50% of accumulated contributions, or 75% of accumulated contributions (Hybrid Plan
members are not allowed the 75% option); at death, one-half of the allowance is paid to the designated
beneficiary for life. As in the case of Option Three, should the designated beneficiary predecease the
retiree, another beneficiary cannot be named and all payments will cease at the retiree's death. For
retirements on or after December 1, 2004, should the beneficiary predecease the retiree, the retiree’s
reduced pension “pops up” or increases to the corresponding Maximum Allowance instead of remaining at
the reduced amount.
Option Five: The member receives a reduced lifetime allowance and is allowed to withdraw all
accumulated contributions; at death, there is no further benefits payable.
Option Four and Option Five are restricted to those members with at least ten years of credited service
excluding unused sick leave credit.
Regardless of the option selected, should death of the Contributory or Hybrid member occur during the
first year of retirement, the designated beneficiary may elect to receive benefits as if death had occurred
immediately prior to retirement in lieu of the death benefits described above.

NONCONTRIBUTORY PLAN
Maximum Allowance: The member receives a lifetime pension and at death, there is no further benefit
payable.
Option A (50% Joint and Survivor): The member receives a reduced lifetime pension and at death,
one-half of the pension is paid to the sole designated beneficiary for life. Should the designated beneficiary
predecease the retiree, another beneficiary cannot be named and all payments will cease upon the retiree's
death. For retirements on or after December 1, 2004, should the beneficiary predecease the retiree, the
retiree’s reduced pension “pops up” or increases to the corresponding Maximum Allowance instead of
remaining at the reduced amount.
Option B (100% Joint and Survivor): The member receives a reduced lifetime pension and at death,
the same pension is paid to the sole designated beneficiary for life. Like Option A, should the designated
beneficiary predecease the retiree, another beneficiary cannot be named and all payments will cease upon
the retiree's death. For retirements on or after December 1, 2004, should the beneficiary predecease the
retiree, the retiree’s reduced pension “pops up” or increases to the corresponding Maximum Allowance
instead of remaining at the reduced amount.
Option C (Ten-Year Guarantee): The member receives a reduced lifetime pension. Should death
occur within ten years of retirement, the same pension will be paid to the designated beneficiary, or
otherwise to the retiree's estate for the balance of the ten-year period. Should the designated beneficiary
predecease the retiree, another beneficiary can be named.
Regardless of the option selected, should death occur during the first year of retirement, the designated
beneficiary may elect to receive benefits under Option B in lieu of the death benefits described above,
provided that if the retiree would not have been permitted by applicable law or the rules of the Board to
name the designated beneficiary under Option B, the designated beneficiary may elect to receive the death
benefit under Option A.
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Legislative Highlights 2011
The following Acts were passed by the 2011 Legislature and approved by the Governor:
Act 29 – Moratorium on Benefit Enhancements
Extends the suspension on benefit enhancements that was first approved by the 2007 Legislature as
benefit enhancements related to any pension increase would impact the System’s unfunded liability.
Provides for:
• Prevention of additional future pension benefit increases until the ERS is fully funded.
• No impact to existing members and current retirees on taking away benefits.
• Effective:
04/28/2011
Act 96 – Federal Tax Qualification Requirements
A housekeeping Administration bill that is required for the ERS to maintain its tax-qualified exemption
status. Includes:
• Specific language required by the federal law to comply with certain death benefits provided
under the HEART (Heroes Earnings Assistance and Relief Tax) Act.
• Requires minimum pension distribution as described in the Internal Revenue Code Section
401(a)(9) for vested (entitled to pension) members who are 70-1/2 years old and who are no
longer employed by the State or County.
• Effective:
07/01/2011
Act 163 – Pension Changes for New Hires
This law was proposed to reduce the future liability of the ERS. It provides for retirement benefit
changes for State and County employees who become members of the ERS after June 30, 2012.
The new benefit structure changes for new members after June 30, 2012 (compared to the benefit
structure for members prior to July 1, 2012) include:
• Reduction of the benefit multipliers from 2% to 1.75%, 2.5% to 2.25% and 3.5% to 3.0%
• Reduction of the Post Retirement increase from 2.5% to 1.5%
• Increases the Normal Retirement age, vesting and service requirements and changes the
Average Final Compensation (AFC) period from the highest 3 years to the highest 5 years
• Increases the employee and employer contribution rates for all employee groups
• Decreases the interest rate on member contributions from 4.5% to 2.0%
• Effective:
07/01/2011
This law also reduces the investment return rate assumption from 8% to 7.75% to better reflect the
actual return rate assumption.
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Inndependennt Auditorss’ Report

The Auditor
Statee of Hawaii:
We have
h
audited
d the accom
mpanying stattement of pllan net assetts – all trust funds of thhe
Emp
ployees’ Rettirement Sysstem of the State of Haw
waii (the ER
RS) as of Juune 30, 20111,
and the related statement
s
off changes in plan net assets – all trusst funds for tthe year thenn
endeed. These fin
nancial stateements are th
he responsibbility of the ERS’ manaagement. Ouur
respo
onsibility is to express an
a opinion on
n these finanncial statemeents based onn our audit.
We conducted
c
our
o audit in accordance
a
with
w auditingg standards ggenerally acccepted in the
Unitted States off America an
nd the stand
dards applicaable to finanncial audits contained inn
Goveernment Au
uditing Stand
dards, issueed by the C
Comptroller General off the Unitedd
Statees. Those staandards requ
uire that we plan and peerform the auudit to obtaiin reasonable
assurance about whether thee financial statements arre free of m
material missttatement. Ann
audit includes consideration
c
n of internall control over financial reporting aas a basis foor
desig
gning audit procedures that are appropriate inn the circum
mstances, butt not for thhe
purp
pose of expreessing an op
pinion on thee effectiveneess of the ER
RS’ internal control oveer
finan
ncial reportiing. Accordiingly, we ex
xpress no suuch opinion. An audit aalso includees
exam
mining, on a test basis,, evidence supporting
s
tthe amountss and discloosures in thhe
finan
ncial statemeents, assessiing the acco
ounting princciples used aand significaant estimatees
made by manageement, as weell as evaluaating the oveerall financiaal statement presentationn.
b
that our audits prrovide a reassonable basiis for our opinion.
We believe
In ou
ur opinion, the financial statementss referred to above preseent fairly, inn all materiaal
respeects, the plan
n net assets of the Emplo
oyees’ Retirrement Systeem of the Staate of Hawaiii
(ERS
S) as of Junee 30, 2011, and
a its changes in plan nnet assets foor the year thhen ended, inn
confformity with U.S. generaally accepted
d accountingg principles.
w Govern
nment Auditiing Standarrds, we havee also issueed our reporrt
In accordance with
d December 3, 2013, on our con
nsideration of the ERS
S’ internal control oveer
dated
finan
ncial reportiing and on our
o tests of its compliannce with cerrtain provisiions of lawss,
regu
ulations, con
ntracts, and grant agreeements and other matteers. The purrpose of thaat
repo
ort is to desccribe the scope of our testing of inteernal controll over financcial reportingg
and compliance and the ressults of thatt testing, annd not to proovide an oppinion on thhe
interrnal control over
o
financial reporting or on comp liance. Thatt report is ann integral parrt
of an
n audit perfo
ormed in acccordance with
h Governmeent Auditing Standards aand should be
conssidered in asssessing the results
r
of ourr audit.
KPMG LLP, a Delaware limited liabbility partnership,
the U.S. member firm of KPMG Inteernational Cooperative
e
(“KPMG Intern
national”), a Swiss enttity.
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Indepenndent Audditors’ Repoort (continnued)
The Auditor
Statee of Hawaii
ounting prin
nciples generrally accepteed in the Unnited States of Americaa require thaat
Acco
the managemen
nt’s discussiion and anaalysis on paages 31 thrrough 37 annd Requiredd
Supp
plementary Information on pages 66
6 through 67 be preseented to suppplement thhe
basicc financial statements.
s
Such
S
inform
mation, althouugh not a paart of the baasic financiaal
stateements, is req
quired by the Governmeental Accounnting Standaards Board w
who considerrs
it to be an essen
ntial part of financial
f
rep
porting for pplacing the bbasic financial statementts
in an
n appropriate operationaal, economicc, or historiccal context. We have appplied certainn
limitted procedu
ures to the required su
upplementarry informatiion in accoordance withh
auditing standards generally
y accepted in
n the Unitedd States of A
America, whiich consistedd
of in
nquiries of managemen
nt about th
he methods of preparinng the infoormation andd
comp
paring the information
n for consiistency withh managem
ment’s respoonses to ouur
inqu
uiries, the baasic financiaal statementss, and other knowledge we obtained during ouur
audit of the bassic financial statements. We do nott express ann opinion or provide anyy
assurance on the informatio
on because the limited procedures do not provvide us withh
suffiicient eviden
nce to expresss an opinion
n or provide any assurannce.
Our audit was conducted
c
fo
or the purpose of forminng an opinioon on the baasic financiaal
stateements of th
he ERS takeen as a who
ole. The suppplementary informationn included inn
scheedules 1 thro
ough 4 for the
t year end
ded June 300, 2011 is prresented forr purposes oof
additional analy
ysis and is not
n a requireed part of tthe basic finnancial stateements. Suchh
t responsiibility of management
m
and was deerived from
m and relatees
inforrmation is the
direcctly to the underlying accounting and other records useed to prepaare the basic
finan
ncial statemeents. The su
upplementary
y informatioon has been subjected too the auditingg
proccedures appliied in the au
udit of the basic
b
financiial statemennts and certaain additionaal
proccedures, inclluding com
mparing and reconcilingg such infoormation dirrectly to thhe
undeerlying accounting and other
o
record
ds used to prrepare the basic financiaal statementts
or to
o the basic financial statements th
hemselves, and other aadditional pprocedures inn
acco
ordance with
h auditing staandards geneerally acceppted in the U
United Statess of Americaa.
In ou
ur opinion, the
t supplem
mentary inforrmation is faairly stated inn all materiaal respects inn
relattion to the baasic financiaal statements taken as a w
whole.
c
fo
or the purpose of forminng an opinioon on the baasic financiaal
Our audit was conducted
stateements taken
n as a whole. The inform
mation contaiined in the IIntroductory, Investmentt,
Actu
uarial, and Statistical
S
seections is preesented for purposes off additional analysis andd
are not
n a requireed part of th
he basic finan
ncial statem
ments. Such iinformation has not beenn
subjeected to th
he auditing procedures applied inn the audit of the basic financiaal
stateements, and accordingly, we do not express an oopinion or pprovide any assurance onn
it.

Deceember 3, 201
13
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Management’s Discussion and Analysis

Management’s Discussion and Analysis (MD&A) of the Employees’ Retirement System of the State
of Hawaii (the ERS) provides highlights and comparisons of the financial position and performance of
the ERS as of and for the year ended June 30, 2011. The MD&A is presented as a narrative overview
and analysis in conjunction with the Letter of Transmittal, which is included in the Introductory
Section of the ERS Comprehensive Annual Financial Report (CAFR). For more detailed information
pertaining to the ERS’ financial activities, the reader should also review the actual financial statements,
including the notes and supplementary schedules.
Overview of the Financial Statements
The ERS is responsible for administering a defined benefit pension plan for state government, local
government, and public education employees in the State of Hawaii (the State). The ERS also
oversees the short-term investments of the federal Social Security employer contributions for the State
in the Social Security Contribution Fund (Contribution Fund).
The ERS’ financial statements include fiduciary type funds that are used to account for resources held
for the benefit of parties outside of the ERS. The primary fund is defined as a Pension Trust fund as
these assets are held for the benefit of its members and their beneficiaries for the payment of pension
benefits, while the Contribution Fund is an agency type fund that is custodial in nature. Throughout
this discussion and analysis, units of measure (i.e., billions, millions, and thousands) are approximate,
being rounded up or down to the nearest tenth of the respective unit value.
This discussion and analysis is intended to serve as an introduction to the ERS’ financial reporting,
which comprises the following components:
•

The statement of plan net assets provides a snapshot of the financial position of the ERS at
June 30, 2011. This financial statements reflects the resources available to pay benefits to
members, including retirees and beneficiaries, at the end of the fiscal years reported.

•

The statement of changes in plan net assets summarize the ERS’ financial activities that
occurred during the fiscal year from July 1, 2010 to June 30, 2011 (FY 2011). This financial
statement measures the changes in the resources available to pay pension benefits to members,
retirees, and beneficiaries for fiscal year 2011.

•

The notes to financial statements provide additional information that is essential to a full
understanding of the financial statements. The notes are an integral part of the financial
statements and include detailed information that is essential to a full understanding of the data
provided in the basic financial statements.

•

The required supplementary information immediately following the notes to financial
statements provides two schedules showing historical actuarial information concerning the
funded status of the ERS and the employer contributions, along with related notes.

•

The remaining supplementary information provides additional detailed information concerning
the changes in operating funds established by legislation, and the operating and investment
related expenses of the ERS.
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Management’s Discussion and Analysis (continued)
Financial Highlights
•

As of June 30, 2011, plan net assets were $11.7 billion, or an increase of about $1.8 billion
during the fiscal year then ended. This represents an increase of approximately 18.6% from the
$9.8 billion in plan net assets available as of June 30, 2010. The increase of plan net assets in
FY 2011 reflects the continued recovery of the financial markets that started in FY 2010.

•

During FY 2011, the ERS earned a positive return of 21.2% on pension plan assets. It was the
second straight year of positive double-digit performance following declines in 2008 and 2009.
The domestic and international equity markets had excellent returns during the year, followed
by the returns in private equity, real estate and fixed income asset classes.

•

Significant legislation was passed in 2011 to help improve the funding status of the pension
trust. This legislation provides a pension benefit structure for all new employees hired after
June 30, 2012 that will reduce the long-term cost to the ERS as well as provide an acceptable
retirement package. This across the board revision affects all employee groups with changes to
the employee contribution rate, retirement age, vesting period, average final compensation
(AFC), pension multiplier, and post retirement increases. The legislation also included
significant changes to the future employer contribution rates. The current 19.70% for Police
and Fire employees will gradually increase to 25.00%, and the 15.00% for All Other
Employees will gradually increase to 17.00%. A historical summary of legislation impacting
the ERS actuarial valuations is located in the “Summary of Plan Changes” in the Actuarial
Section.

•

The funded ratio decreased to 59.4% as of June 30, 2011 from 61.4% as of June 30, 2010 while
the corresponding unfunded actuarial accrued liability (UAAL) of the ERS increased to $8.2
billion from $7.1 billion, respectively. Like most pension funds, the ERS was significantly
impacted by the severe downturn in investment markets during the fiscal year ended June 30,
2009. The ERS’s funded status has decreased due to the continued recognition of investment
losses and from the adoption of new actuarial assumptions. Lowering the investment return
assumption from 8.00% to 7.75% significantly increased the UAAL, and was partially offset by
lower than expected salary increases.

•

Total member and employer contributions decreased by $136.1 million, or 15.0% during
FY 2011. The contributions decrease during FY 2011 is primarily attributed to the decrease in
one-time Hybrid Plan Upgrade Payments being received from Hybrid Plan members (that
elected to “upgrade” their retirement benefits to hybrid service from noncontributory service).
Normal employer and member contributions declined in FY 2011 due to a decrease in covered
payroll resulting from fewer members and pay reductions for certain employee groups.

•

Total retirement benefit payments increased by $54.9 million, or 6.1%, to $960.2 million in
FY 2011 compared to $905.3 million in FY 2010. Pension benefits continues to increase due to
3.2% more retirees and beneficiaries (39,689 in 2011 compared to 38,441 in 2010), an increase
in the average pension benefit for new retirees, and the annual 2.5% post retirement increase.
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Management’s Discussion and Analysis (continued)
•

Administrative expenses increased by $0.9 million in FY 2011 to $13.3 million compared to
$12.4 million in FY 2010. Administrative expenses for all years were within the ERS’
budgeted amounts. The increase for FY 2011 was primarily due to an increase in computer
system maintenance costs.

Analysis of Plan Net Assets for Pension Trust

Summary of Plan Net Assets
June 30, 2011
(Dollars in millions)
2011

Assets:
Cash and cash equivalents
and short-term investments
Receivables
Investments
Invested securities lending collateral
Capital assets

$

Total assets
Liabilities
Securities lending liability
Investment accounts and other payables
Total liabilities
Plan net assets

480.8
354.8
11,553.0
963.2
8.4

2010

$

13,360.2

11,300.7

963.2
742.6

722.4
754.1

1,705.8
$

525.4
521.9
9,521.0
722.4
10.0

11,654.4

$

FY 2011
% change

(8.5) %
(32.0)
21.3
33.3
(16.0)
18.2
33.3
(1.5)

1,476.5

15.5

9,824.2

18.6
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Management’s Discussion and Analysis (continued)
Summary of Changes in Plan Net Assets
June 30, 2011
(Dollars in millions)
2011

Additions:
Contributions
Net investments income

$

Total additions
Deductions:
Pension benefit payments
Refund of contributions
Administrative expenses
Total deductions
Increase in plan net assets

$

771.6
2,040.0

2010

$

907.7
1,026.5

FY 2011
% change

(15.0) %
98.7

2,811.6

1,934.2

45.4

960.2
7.9
13.3

905.3
7.6
12.4

6.1
3.9
7.3

981.4

925.3

6.1

1,008.9

81.4

1,830.2

$

Investments, Investment Income, and Investment Expense
The ERS is a long-term investor and manages its pension assets with long-term objectives in mind. A
primary element of the ERS’ investment philosophy is diversification among various asset classes.
The ERS makes estimates of long-term market returns and establishes an asset allocation strategy
taking into account the risks associated with each asset class.
The ERS investment portfolio had an excellent year during FY 2011 with a 21.2% return on assets
from the continued recovery in the financial markets that started with a 12.0% return in FY 2010. The
domestic and international equity markets exceeded the total portfolio return followed by the private
equity, real estate and fixed income asset.
The domestic equity and international equity asset classes earned an outstanding 31.8% and 30.2% for
the FY 2011, respectively. These were followed by real estate, alternative investments, and fixed
income with returns of 21.4%, 16.5%, and 5.3%, respectively. Total net investment gains during
FY 2011 increased to $2,040.0 million from FY 2010 gains of $1,026.5 million.
The asset distribution of the ERS’ investment securities for the Pension Trust, excluding pending trade
settlements and securities lending collateral, at June 30, 2011 and 2010 is presented below at fair
value. Investment balances between the asset classes will change over time based on market sectors’
performance and our rebalancing efforts to maintain asset allocation targets. Changes will also occur
for financial reporting since certain real estate and alternative investments are reported on the
consolidated method of accounting using the value of the underlying investments since ERS is the
majority owner of the business organization. Please refer to the Investment Section of the ERS CAFR
for a discussion on asset allocation plan targets and investments by investment strategy.
Investments in short-term securities and cash are held by external investment managers for liquidity to
settle pending trades and investments, and should not exceed 10 percent of the investments.
Fluctuations will occur based on the trading activity and timing of the settlements. The allocation to
equity securities, including alternative investments, increased during FY 2011, due to positive
investment returns, portfolio rebalancing, and changes in investment managers. The decrease for
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Management’s Discussion and Analysis (continued)
fixed income securities in FY 2011 resulted from cash requirements to pay pension benefits and a
reduction in the asset class target, that were offset by the positive investment earnings for the class.
The increase in real estate assets for FY 2011 reflects the strong investment returns and increased
allocation to the asset class.
Asset Class
June 30, 2011
(Dollars in millions)
2011
%
Short term investments
and cash
Equity securities
Fixed income
Real estate
Alternative investments
Total assets
Less loans on real estate
and alternative investments

$

$

2010

480.8
7,356.8
2,503.0
1,164.8
528.4
12,033.8

4.0 % $
61.1
20.8
9.7
4.4
100.0 %

525.4
5,350.6
2,699.6
974.3
496.4
10,046.3

302.1
11,731.7

$

263.8
9,782.5

%
5.2 %
53.3
26.9
9.7
4.9
100.0 %

Investment expenses consist primarily of investment management fees paid to external investment
advisor firms that oversee the ERS’ investment portfolio. The increase in investment expenses for
management fees in FY 2011 relative to FY 2010 reflects an increase in overall asset values during
FY 2011.
The ERS requires external managers to provide the ERS with a “most favored nations” contract clause
that guarantees the ERS with the lowest management fees the managers offer their clients for
investment accounts with similar investment mandates and similar account size. Certain investment
managers may receive an incentive fee for superior investment returns while maintaining an acceptable
level of investment risk.
Contributions
Contributions from employers and employees totaled $771.6 million and $907.7 million during
FY 2011 and FY 2010, respectively. During FY 2011, total contributions decreased by $136.1 million,
or 15.0%, with member contributions decreased by $127.1 million, or 35.3%, and employer
contributions decreased by $9.0 million, or 1.6%. Total one-time payments of permissive service
credit purchases, including hybrid upgrade payments, amounted to approximately $60.2 million, while
normal member contributions from payroll increased approximately $1.8 million, or 1.1%, to $172.7
million. The increase in member contributions from payroll (excludes one-time payments) is due to
the continue increase in the number of Hybrid Plan members that are required to make contribution as
part of their pension benefits. The decrease in employer contributions is due to a decrease in covered
payroll from fewer active members during the year and furloughs of certain employee groups. Please
refer to the Financial Section in the ERS 2011 and 2010 CAFR for more information.
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Management’s Discussion and Analysis (continued)
Pension Plan Benefits and Expenses
Pension benefit payments are the primary expense of the ERS with payments totaling $960.2 million
during FY 2011 and $905.3 during FY 2010. Pension benefits continued to increase with additional
number of new retirees, higher pension benefits for recent retirees, and the annual post retirement
increase for ERS’ retirees.
Refunds to terminating members continued to increase slightly due to an increase in members making
contributions under the Hybrid Plan and taking a refund compared previously to most members not
making contributions to the ERS as a member of the Noncontributory Plan.
The $0.9 million increase in administrative expenses in FY 2011 resulted from higher computer
maintenance costs, and payroll related costs (fringe benefits and accrued vacation) and, that was
partially offset by a decrease in depreciation and professional services.
Pension Plan Changes
Hawaii Revised Statutes §88-122(e)(1) state that the employer contribution rates are subject to
adjustment when the funding period is in excess of 30 years. As a result of the June 30, 2010
valuation, the 2011 State Legislature made significant changes to employer contribution rates per Act
163/2011 (SLH). The employer contribution rate of 19.70% for Police and Fire employees will
gradually increase to 25.00% and the 15.00% rate for All Other Employees will gradually increase to
17.00%. This legislation also reduced the actuarial investment return assumption from 8.00% to
7.75%, and made changes to the benefits and member contribution rates for new members hired after
June 30, 2012. Changes affecting new members are discussed in more details in the notes to the
financial statements.
While lowering the ERS’ investment return assumption significantly increased the UAAL, there was a
partially offsetting liability experience gain from lower than expected salary increase resulting in a net
increase of the UAAL to $8.2 billion as of June 30, 2011. Based on the future increased contribution
rates the aggregate funding period as of June 30, 2011 decreased to 25.0 years as determined in the
June 30, 2011 actuarial valuation (available on the ERS website at http://ers.ehawaii.gov/).
Pension plan changes, including legislative and Board of Trustees’ actions, are summarized in the
Introductory Section and Actuarial Section of the CAFR. The “contributory” Hybrid Plan that became
effective July 1, 2006 provides benefit enhancements to the members compared to the Noncontributory
Plan, and was implemented on a cost-neutral basis to the employers. There moratorium on benefit
enhancements was also extended until the pension trust is fully funded.
During FY 2011, the ERS completed the one-year Hybrid Plan Upgrade Program (covered by 2005
legislation) that provided about 24,000 qualified Hybrid Plan members a one-time opportunity to
increase their future monthly ERS retirement pension by upgrading all or a portion of the
Noncontributory service to Hybrid service. The member’s upgrade cost was based on their age,
occupation, service, and base salary as of December 31, 2008.
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Management’s Discussion and Analysis (continued)
Actuarial Valuations and Funded Status
The ERS uses an actuarial reserve type of funding that is financed by member contributions, employer
contributions, and earnings from invested assets. Member and employer contributions are based on the
member’s pension plan (contributory, noncontributory, or hybrid), pay and job classification. The
ERS’ investment rate of return actuarial assumption is set by state law at 7.75% per annum. Material
differences in the actual amounts compared to the actuarial assumptions for a given year may have a
significant impact on the ERS’ funded status. Changes in significant assumptions between valuation
periods, such as the actuarial investment return, may also have a significant impact on the funded
status of a pension plan.
An independent actuarial valuation of the ERS’ actuarial assets and liabilities is performed annually.
As part of this valuation, the progress towards funding pension obligations of the retirement system is
measured by comparing the actuarial value of assets to actuarial accrued liability. This measurement is
expressed as a percentage and referred to as the funded ratio or funded status. The UAAL is that
portion of the actuarial accrued liability (including the present value of benefits presently being paid to
retired members) that exceeds the value of current actuarial assets expressed as an amount.
The funded ratio decreased to 59.4% as of June 30, 2011 from 61.4% as of June 30, 2010. The ERS’
UAAL was $8.2 and $7.1 billion as of June 30, 2011 and 2010, respectively. The decline in FY 2011
from FY 2010 is primarily the result of investment losses in the fiscal years ended June 30, 2009 and
2008 since ERS uses a four-year smoothing of investment market gains and losses to reduce volatility
of the required contribution rates. The UAAL also increased with the adoption of new actuarial
assumptions. While there was a significant increase in the UAAL with the lowering of the investment
assumption from 8.00% to 7.75%, this was partially offset by a liability experience gain from lower
than expected salary increases.
Under the percentage of payroll methodology for employer contribution funding, one of the primary
purposes of the valuation report is to determine whether the adequacy of the current employer
contribution rates is sufficient to amortize the UAAL within a specific number of years. The employee
and employer contribution rates have been set by state law and are intended to provide for the normal
cost plus the level percentage of payroll required to amortize the UAAL over a period not in excess of
30 years. Under the standards established by the Governmental Accounting Standards Board
Statement No. 25, Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for
Defined Contribution Plans (GASB No. 25) that the ERS implemented in 1997, the amortization
period used to determine the annual required contribution rates should not exceed 30 years.
The aggregate funding period of the UAAL, including the value of future employer and employee
contributions, for the ERS as of June 30, 2011 and 2010 was 25.0 years and 41.3 years, respectively.

Requests for Information
This financial report is designed to provide a general overview of the Employees’ Retirement System
of the State of Hawaii’s finances. For questions concerning any information in this report or for
additional information, contact the Employees’ Retirement System of the State of Hawaii, 201
Merchant Street, Suite 1400, Honolulu, Hawaii 96813.

Comprehensive Annual Financial Report 2011

38

Financial Section

_______________________________________________________

Financial Statements
Statement of Plan Net Assets – All Trust Funds
June 30, 2011
Assets
Cash and cash equivalents and short-term investments (notes C(2) and F)
Cash and cash equivalents
Short-term investments
Receivables
Accounts receivable and others
Investment sales proceeds
Accrued investment income
Employer contributions
Member contributions
Investments, at fair value (notes C(2) and F)
Equity securities
Fixed income securities
Real estate investments
Alternative investments
Other
Invested securities lending collateral (note F)
Equipment, at cost, net of depreciation
Total assets
Liabilities
Disbursements in excess of cash balances (note F)
Accounts and other payables
Payable for securities purchased
Securities lending collateral (note F)
Notes payable (note C(2) )
Total liabilities

$

39,640,021
441,185,956
480,825,977
11,930,543
278,514,348
38,303,493
21,796,097
4,248,209
354,792,690
7,356,801,263
2,503,015,047
1,164,811,014
528,365,222
11,552,992,546
963,200,220
8,374,154
971,574,374
13,360,185,587

7,716,253
47,227,358
385,591,146
963,200,220
302,095,046
1,705,830,023

Commitments and contingencies (notes F, G, and H)
Net assets held in trust for pension benefits (note D)
(a schedule of funding progress is presented on page 66)

$ 11,654,355,564

See accompanying notes to financial statements
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Financial Statements (continued)
Statement of Changes in Plan Net Assets – All Trust Funds
Year ended June 30, 2011
Additions
Contributions (notes A(4) and E)
Employer contributions
Member contributions
Total contributions

$

Investment income (note F)
From investing activities
Net appreciation in fair value of investments
Interest on fixed income securities
Dividends on equity securities
Income on real estate investments
Interest on short-term investments
Alternative investment income
Miscellaneous

1,771,501,853
113,892,560
102,877,466
110,439,029
1,408,459
43,024,750
1,363,632
2,144,507,749

Less investment expenses
Net investment income from investing activities

107,609,283
2,036,898,466

From securities lending activities
Securities lending income

3,225,088

Securities lending expenses
Borrower rebates
Management fees
Total securities lending activities expense

(496,217)
558,216
61,999

Net investment income from securities lending activities
Total net investment income

3,163,089
2,040,061,555

Total additions

2,811,634,467

Deductions
Benefit payments (note A(3) )
Refunds of member contributions
Administrative expenses

960,219,432
7,901,509
13,325,781

Total deductions

981,446,722

Net increase in net assets

1,830,187,745

Net assets held in trust for pension benefits (note D)
Beginning of year
End of year

538,692,849
232,880,063
771,572,912

9,824,167,819
$

11,654,355,564

See accompanying notes to financial statements.
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Notes to Financial Statements
June 30, 2011
Note A – Description of the ERS
1.

General
The Employees’ Retirement System of the State of Hawaii (the ERS) began operations on
January 1, 1926, having been established by the Territorial Legislature in the preceding year.
The ERS is a cost-sharing, multiple-employer public employee retirement system established to
administer a pension benefits program for all State and county employees, including teachers,
police officers, firefighters, correction officers, judges, and elected officials. The ERS provides
retirement, survivor and disability benefits with multiple benefit structures known as the
contributory, hybrid and noncontributory plans.
Employer, pensioner, and employee membership data as of March 31, 2011 are as follows:
Employers:
State
County

1
4
Total employers

Pensioners and beneficiaries currently receiving benefits:
Pensioners currently receiving benefits:
Police and firefighters
All other employees
Total pensioners

5

3,153
33,718
36,871

Beneficiaries currently receiving benefits:
Police and firefighters
All other employees

203
2,615

Total beneficiaries

2,818

Total pensioners and beneficiaries
Terminated vested members entitled to benefits but
not yet receiving benefits:
Police and firefighters
All other employees
Total terminated vested members
Current employees:
Vested:
Police and firefighters
All other employees
Nonvested:
Police and firefighters
All other employees
Total current employees
Total membership

39,689

226
6,423
6,649

4,040
39,094
925
21,251
65,310
111,648
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Notes to Financial Statements (continued)
Note A – Description of the ERS (continued)
2.

The Financial Reporting Entity
As required by U.S. generally accepted accounting principles, these financial statements present the
ERS (the primary government) as a separate reporting entity from the State of Hawaii (the State).
The ERS is not part of the State’s financial reporting entity because it is a separate legal entity that is
fiscally independent of the State. The ERS was established by Chapter 88 of the Hawaii Revised
Statutes and is governed by a Board of Trustees (the Board) as discussed below. The ERS is
comprised of the Employees’ Retirement System and Social Security Contribution Funds.
The Board administers the ERS on behalf of public employees of both the State and county
governments. Except for limited administrative functions, the State does not have the power to
supervise or control the Board in the exercise of its functions, duties, and powers. The Board
consists of eight members. The State Director of Finance is a statutory member of the Board. Four
members of the Board are elected by members of the ERS and the other three members of the Board
are appointed by the Governor. Decisions are made with the concurring vote of five members of the
Board. The Board appoints the Administrator and Chief Investment Officer and engages actuarial
and other services required to transact the business of the ERS.

3.

Plan Descriptions and Funding Policy
Members of the ERS belong to the contributory, hybrid, or noncontributory plan. All assets of the
ERS (in the Pension Trust) may be used to pay benefits to any member of the ERS. Contribution
rates are determined by state law. Effective July 1, 2008, the employer contribution rate for
employees in the Police and Fire category increased from 15.75% to 19.70%, and the rate for
employees in the All Other category increased from 13.75% to 15.00%. Per legislation passed in
2011, the current 19.70% for Police and Fire employees will gradually increase to 25.00% and the
current 15.00% for All Other Employees will gradually increase to 17.00%. These employer
contribution rates are applied to the total covered payroll in each respective category to determine
the required employer contributions. Administration of the Pension Trust is financed through
contributions from the employers and employees (if applicable) and investment earnings.
Employees covered by Social Security on June 30, 1984 were given the option of joining the
noncontributory plan or remaining in the contributory plan. All new employees hired after June 30,
1984 and before July 1, 2006, who are covered by Social Security, were generally required to join
the noncontributory plan. Qualified employees in the contributory and noncontributory plan were
given the option of joining the Hybrid Plan effective July 1, 2006, or remaining in their existing
plan. Starting July 1, 2006, all new employees covered by Social Security are required to join the
Hybrid Plan.
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Notes to Financial Statements (continued)
Note A – Description of the ERS (continued)
3.

Plan Descriptions and Funding Policy (continued)
The three plans provide a monthly retirement allowance equal to the benefit multiplier % (generally
1.25% or 2.00%) multiplied by the average final compensation (AFC) multiplied by years of
credited service. The benefit multiplier decreased by 0.25% for new hybrid and contributory plan
members hired after June 30, 2012. The AFC is the average salary earned during the five highest
paid years of service, including the payment of salary in lieu of vacation, or three highest paid years
of service, excluding the payment of salary in lieu of vacation, if the employee became a member
prior to January 1, 1971. The AFC for members hired on or after this date is based on the three
highest paid years of service excluding the payment of salary in lieu of vacation. For new members
hired after June 30, 2012, the AFC is based on the five highest paid years of service excluding the
payment of salary in lieu of vacation.
For post retirement increases, every retiree’s original retirement allowance is increased by 2-1/2% on
each July 1 following the calendar year of retirement. This cumulative benefit is not compounded
and increases each year by 2-1/2% of the original retirement allowance without a ceiling (2-1/2% of
the original retirement allowance the first year, 5% the second year, 7-1/2% the third year, etc.). For
new members hired after June 30, 2012 the post-retirement annuity increase was decreased to 1.5%
per year.
The following summarizes the three plan provisions relevant to the largest employee groups of the
respective plan. Retirement benefits for certain groups, such as police officers, firefighters, some
investigators, sewer workers, judges, and elected officials, vary from general employees. All
contributions, benefits, and eligibility requirements are governed by Chapter 88 of the Hawaii
Revised Statutes. For a more detailed summary of benefits for general employees and a description
of special provisions to other groups of employees, refer to the Summary of Retirement Benefit Plan
Provisions contained in the Introductory Section of this report.
Contributory Plan
General employees in the contributory plan are required to contribute 7.8% of their salary and
are fully vested for benefits upon receiving 5 years of credited service. Under the contributory
plan, members may retire with full benefits at age 55 and 5 years credited service, or may retire
early at any age with at least 25 years of credited service and reduced benefits. The benefit
multiplier is 2% for employees covered by Social Security.
New general employees in the contributory plan hired after June 30, 2012 are required to
contribute 9.8% of their salary and are fully vested for benefits upon receiving 10 years of
credited service. These members may retire with full benefits at age 60 and 10 years of credited
service, or may retire at age 55 with 25 years of credited service with reduced benefits. The
benefit multiplier is 1.75% for employees covered by Social Security.
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Notes to Financial Statements (continued)
Note A – Description of the ERS (continued)
3.

Plan Descriptions and Funding Policy (continued)
Contributory Plan (continued)
Police officers, firefighters, and certain other members that are not covered by Social Security
contribute 12.2% of their salary and receive a retirement benefit using the benefit multiplier of 21/2% for qualified service, up to a maximum of 80% of AFC. These members may retire at age
55 with 5 years of credited service or at any age with 25 years of credited service, provided the
last 5 years of credited service is any of the qualified occupations.
New police officers, firefighters and certain other members that are not covered by Social
Security first hired after June 30, 2012 contribute 14.2% of their salary and receive a retirement
benefit using the benefit multiplier of 2.25% for qualified service, up to a maximum of 80% of
AFC. These members may retire at age 60 with 10 years of credited service or at age 55 with 25
years of credited service with reduced benefits, provided the last 5 years of credited service is
any of the qualified occupations.
Hybrid Plan
General employees in the Hybrid Plan are required to contribute 6% of their salary and are fully
vested for benefits upon receiving 5 years of credited service. Employees may retire with full
benefits at age 62 and 5 years of credited service or at age 55 and 30 years of credited service, or
may retire at age 55 and 20 years service with reduced benefits. The benefit multiplier used to
calculate retirement benefits is 2%. Members in the hybrid plan are covered by Social Security.
New general employees in the Hybrid Plan hired after June 30, 2012 are required to contribute
8% of their salary and are fully vested for benefits upon receiving 10 years of credited service.
Employees may retire with full benefits at age 65 and 10 years of credited service or at age 60
and 30 years of credited service, or may retire at age 55 and 20 years service with reduced
benefits. The benefit multiplier used to calculate retirement benefits is 1.75%. Members in the
hybrid plan are covered by Social Security.
Noncontributory Plan
General employees in the noncontributory plan are fully vested upon receiving 10 years of
credited service. The employer is required to make all contributions for these members.
Employees may retire with full benefits at age 62 years and 10 years of credited service or age 55
and 30 years of credited services or age 55 years and 20 years of credited service with reduced
benefits. The benefit multiplier used to calculate retirement benefits is 1-1/4%.
No changes to the plan provisions of the noncontributory plan were made for new general
employees hired after June 30, 2012.
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Notes to Financial Statements (continued)
Note A – Description of the ERS (continued)
3.

Plan Descriptions and Funding Policy (continued)
Ordinary disability retirement benefits require a minimum of 10 years of service, whereas serviceconnected disability resulting from a job-related accident does not have any service requirement.
Under all three plans, there is no age requirement.
Ordinary death benefits under the contributory, hybrid, and noncontributory plans require at least
one year, five years, and ten years of service, respectively. Under all three plans, there is no service
requirement for service-connected death benefits.
Schedule of Funded and Funding Progress
Actuarial valuation date
Actuarial value of assets (a)
Actuarial Accrued Liability (AAL)
Entry Age (b)
Unfunded AAL (UAAL) (b-a)
Percent Funded (a/b)
Annual covered payroll (c)
UAAL Percentage of Covered Payroll ((b-a)/c)

June 30, 2011
$11,942,753,360
20,096,930,368
$ 8,154,177,008
59.4%
$3,915,957,304
208%

Multi-year trend information regarding whether the actuarial value of plan assets is increasing or
decreasing over time relative to the actuarial accrued liabilities for benefits can be found in the
required supplementary information following the Notes to the Financial Statements.
Additional information as of the June 30, 2011 actuarial valuation is as follows:
Valuation date
Actuarial cost method
Amortization method
Remaining amortization period as of June 30, 2011*
Asset valuation method
Actuarial assumptions
Investment rate of return (set by statute) **
Projected salary increases **
Police and Fire Employees
General Employees
Teachers
** Includes inflation at
Cost of living adjustments (COLAs) ***
*
***

June 30, 2011
Entry Age Normal
Level percent, open
30 years
4-year smoothed market
7.75%
5.00% to 19.00%
4.00% to 8.00%
5.00% to 8.50%
3.00%
2.5%

Remaining amortization period for Annual Required Contribution is 30 years.
COLAs are not compounded; they are based on original pension amounts.

Per legislation passed in 2011, the actuarial investment rate of return assumption
was reduced from 8.00% to 7.75%.
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Notes to Financial Statements (continued)
Note A – Description of the ERS (continued)
4.

The ERS as Employer
As an employer, the ERS participates in its pension benefits program, through the State. The ERS
provides benefits for all of its full-time employees through the contributory, hybrid or
noncontributory plan. Contributions are calculated as part of the State’s total contribution
requirements and are reimbursed to the State’s General Fund as part of the fringe benefit rate on the
ERS’ employees’ actual salaries.
The required pension contributions by all participating employers (in thousands) for the years ended
June 30, 2011, 2010, 2009, were $582,535, $536,237, and $526,538, respectively, which
represented 14.9%, 13.8%, and 13.1% of covered payroll. Actual contributions (in thousands) by
all employers for the years ended June 30, 2011, 2010, and 2009, were $538,693, $547,670, and
$578,672, respectively, which represented 92.5%, 102.1%, and 109.9%, of the required contributions
for each year.

5.

Other Post Employment Benefits (OPEB)
In addition to the retirement benefits provided by the ERS Pension Trust, the participating
employers, pursuant to Hawaii Revised Statutes (HRS) Chapter 87A, provide certain health care and
life insurance benefits for State and county qualified employees and retirees. The Hawaii EmployerUnion Health Benefits Trust Fund (EUTF) was established on July 1, 2003 to design, provide, and
administer health benefits plans and a group life insurance benefits program for State and county
employees and retirees.
Under Section 87A-33 of the HRS, the participating employers pay the EUTF a base monthly
contribution for the health benefits plans of certain retired employees, including those who were
hired before July 1, 1996 and retired after June 30, 1984, with ten or more years of credited service.
Under Section 87A-34 of the HRS, the participating employers pay the EUTF one-half of the base
monthly contribution for the health benefits plans of retired employees who were hired before
June 30, 1996, and retired after June 30, 1984, with fewer than ten years of credited service.
Under Sections 87A-35 and 87A-33(a)(6) of the HRS, the participating employers pay the EUTF for
the health benefits plans of retired employees who were hired after June 30, 1996 but before
July 1, 2001: (a) one-half of the base monthly contribution if the employee retired with between ten
and fifteen years of credited service; (b) seventy-five percent of the base monthly contribution if the
employee retired with between fifteen and twenty-five years of credited service; and (c) one hundred
percent of the base monthly contribution if the employee retired with twenty-five or more years of
credited service.
Under Section 87A-37 of the HRS, the participating employers pay the EUTF a base monthly
contribution (currently $4.16) for each retired employee enrolled in the EUTF group life insurance
plan.
The net assets of the EUTF are not included in the ERS plan net assets. The EUTF issues a financial
report that includes financial statements and required supplementary information.
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Note B – Social Security Contribution Fund
The Social Security Contribution Fund (Contribution Fund) was established under Section 88-224 of the
HRS for the following purposes:
1.

To receive all federal Social Security employers’ contributions from the State and interest and
penalties on unpaid amounts;

2.

To receive any appropriations to the Contribution Fund;

3.

To pay amounts required to be paid to the Internal Revenue Service (IRS); and

4.

To invest and collect income on resources held by the Contribution Fund.

All other non-State governmental agencies remit Social Security contributions directly to the IRS. Social
Security contributions withheld from employees are remitted directly to the IRS by the employers. The
Contribution Fund is considered an agency fund for financial reporting purpose. At June 30, 2011, the
ERS held no amounts in the Contribution Fund as all amounts deposited into the Contribution Fund were
paid directly to the IRS.
Note C – Summary of Accounting Policies
A summary of the significant accounting policies consistently applied in the preparation of the
accompanying financial statements follows:
1.

Basis of Accounting
Fiduciary funds are used to account for assets held by the ERS in a trustee capacity or as an agent for
individuals, private organizations, other governments, and/or other funds. The fiduciary fund types
used by the ERS are a Pension Trust fund and an agency fund. Each of the fiduciary funds is
considered a separate fiscal and accounting entity with a self-balancing set of accounts that comprise
its assets, liabilities, equity, revenues and expenditures, or expenses, as appropriate. The accounting
and reporting treatment applied to a fund is determined by its measurement focus. The Pension
Trust Fund is accounted for on a flow of economic resources measurement focus. As an agency
fund, the Contribution Fund is custodial in nature and does not measure results of operations.
The financial statements are prepared using the accrual basis of accounting under which expenses
are recorded when the liability is incurred, and revenues are recorded in the accounting period in
which they are earned and become measurable. Employer and member contributions are recognized
in the period in which the contributions are due. Benefits and refunds are recognized when due and
payable in accordance with the terms of the plan. Investment purchases and sales are recorded as of
their trade date. Administrative expenses are financed exclusively with investment income.
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Notes to Financial Statements (continued)
Note C – Summary of Accounting Policies (continued)
2.

Cash and Investments:
Cash includes amounts in demand deposits and invested funds held by ERS investment managers.
Investments are governed pursuant to Sections 88-119 and 88-119.5 of the HRS. The Pension Trust
Fund may invest in real estate loans and mortgages; preferred and common stocks; government
obligations; corporate obligations; certain other debt obligations (such as obligations secured by
collateral of certain other authorized securities listed here, obligations issued or guaranteed by
certain development banks, and insurance company obligations); real property; alternative
investments; and other securities and futures contracts. The investment decision is further dictated
by internal investment policies and asset allocation established by the Board. Use of leverage is
restricted to certain asset classes in order to enhance yields of approved investments and/or to
facilitate diversification of the portfolio. The use of debt must result in positive leverage where cash
flow is in excess of debt service. Assets in the Pension Trust Fund may be invested in any of these
assets, while investments in the Contribution Fund are limited to investment grade, short-term
marketable securities.
Investments are reported at fair value. Unrealized gains and losses are included as investment
income in the Statement of Changes in Plan Net Assets. The net assets of the Pension Trust Fund
and Contribution Fund (the Retirement Funds) are valued on a monthly basis using the following
sources:
Publicly Traded Securities (Corporate stock, Investment derivatives, and Fixed Income): Fair values
are based on published market prices, quotations from national security exchanges, and security
pricing services as of each month end closing of the New York Stock Exchange.
Fixed Income Securities (including investment derivatives not publicly traded): Fair values are
based on equivalent values of comparable securities with a similar yield and risk.
Pooled Equity and Fixed Income Funds (not publicly traded): Fair value are based on the ERS’ prorata ownership percentage of the fund reported by the fund manager based on the fair value of the
underlying assets that is determined by published market prices, or quotations from national security
exchanges. The pooled funds’ annual financial statements are audited by independent auditors.
Limited Partnerships: The fair value of investments that are organized as limited partnerships and
have no readily ascertainable fair value (such as private equity, real estate, and tangible assets) are
valued based on their respective net asset value (NAV), and are generally audited annually. The
most significant element of NAV is the fair value of the investment holdings. These holdings are
valued by the general partners using valuation assumptions based on both market and property
specific inputs which are not observable and involve a certain degree of expert judgment. Because
of the inherent uncertainties in estimating fair values, it is at least reasonably possible that the
estimates will change in the near-term.
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Note C – Summary of Accounting Policies (continued)
2.

Cash and Investments (continued):
Private Equity Limited Partnerships: The fair value of individual capital account balances is based
on the valuations reported by private equity partnerships using the following methodologies to value
the underlying portfolio companies:
• Valuations of publicly traded portfolio companies are based on active exchanges using
quoted market prices as of the close of trading for each month-end.
• When a portfolio company investment does not have a readily available market price, but has
a return that is determined by reference to an asset for which a market price is readily
available, valuations are based on the closing market price of the reference asset on the
valuation date, adjusted for factors that affect the fair value of the investment held.
• When the portfolio company investments are private holdings and are not traded on active
security exchanges, valuation methodologies used consist primarily of income and market
approaches. The income approach involves a discounted cash flow analysis based on
portfolio companies’ projections. The market approach involves valuing a company at a
multiple of a specified financial measure (generally EBITDA) based on multiples at which
comparable company’s trade.
Real Estate and Alternative Investments Limited Partnerships and Limited Liability Companies:
The ERS has a controlling interest in certain real estate and alternative investment partnerships and
limited liability companies. These investment companies provide quarterly valuations based on the
most recent capital account balance to ERS management. Individual properties are valued internally
by the investment companies at least annually in accordance with standard industry practice, and are
adjusted as frequently as quarterly if material market or operational changes have occurred.
Properties are generally valued every one to three years by external third party appraisers, depending
upon the investment company. Structured finance investments receive quarterly value adjustments
by the investment companies, generally applying the assumption that all such positions will be held
to maturity. Alternative investments are valued using their respective NAV, and are generally
audited annually. The most significant element of NAV is the fair value of the investment holdings.
These holdings are valued by the general partners in conjunction with management, investment
advisors, and valuation specialists. The valuation techniques vary based on investment type and
involve a certain degree of expert judgment. The fair value for these investments could differ
significantly if a ready market for these assets existed. Annual audits of most partnerships and
limited liability companies include a review of compliance with the investment company’s valuation
policies. Real estate and alternative investments consists of the value of real property within the
limited liability companies and limited partnerships.
Notes Payable: Notes payable are shown at estimated fair values. Notes payable consists of
mortgage notes within the limited liability companies and limited partnerships that are secured by
real estate of the respective company.
Revenue Recognition: Interest and dividend income is recognized when earned. Capital gains and
losses are recognized on a trade-date basis. Purchases and sales of investments are also recorded on a
trade-date basis.
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Notes to Financial Statements (continued)
Note C – Summary of Accounting Policies (continued)
2.

Cash and Investments (continued):
Securities Lending: The Retirement Funds record collateral received under securities lending
agreements where the Retirement Funds have the ability to spend, pledge, or sell the collateral
without borrower default. Liabilities resulting from these transactions are also reported.
Additionally, costs associated with securities transactions, broker commissions paid, and lending
agent management fees are reported as investment expenses in the accompanying financial
statements. The Statement of Plan Net Assets does not include detailed holdings of securities lending
collateral by investment classification.
Contributions and Withdrawals: Contributions and withdrawals are recorded when received or paid.

3.

Interest and Earnings Allocation
Pursuant to Sections 88-21 and 88-107 of the HRS, the Board shall annually allocate interest and
other earnings of the Pension Trust Fund to the funds of the Pension Trust Fund, as follows:

4.

a.

Annuity Savings Fund – Fixed at 4-1/2% regular interest rate for employees hired before July 1,
2011 and 2% regular interest for employees hired after June 30, 2011.

b.

Expense Fund – To be credited with all money to pay the administrative expenses of the ERS

c.

Pension Accumulation Fund – To be credited with any remaining investment earnings.

Risk Management
The ERS reports liabilities, as discussed in note G, related to certain types of losses (including torts,
theft of, damage to, or destruction of assets, errors or omissions, natural disasters, and injuries to
employees) when it is probable that the losses have occurred and the amount of those losses can be
reasonably estimated.

5.

Use of Estimates
In preparing financial statements in conformity with U.S. generally accepted accounting principles,
management is required to make estimates and assumptions that affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.
Investments in limited partnerships and other alternative investments tend to be illiquid and the
underlying assets are generally not publicly traded companies. Because of the inherent uncertainty
in valuing privately held securities, the fair value may differ from the values that would have been
used had a ready market for such securities existed, and the difference can be material. Accordingly,
the realized value received upon the sale of the asset may differ from the recorded fair value.
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Note C – Summary of Accounting Policies (continued)
6.

Recently Issued Accounting Policies
In June 2012, the Governmental Accounting Standards Board (GASB) issued Statement No. 67,
Financial Reporting for Pension Plans – an amendment of GASB Statement No.25. Statement No.
67 establishes new standards for financial reporting and note disclosures by defined benefit pension
plans administered through qualified trusts, and note disclosure requirements for defined
contribution pension plans administered through qualified trusts. One of the major changes in the
new standard is the rate used to discount projected benefit payments. The new standard states the
long-term expected rate of return on the investments of the pension plan should be applied only to
available pension plan assets that are expected to be invested using a strategy to achieve that return.
If there comes a point in the projections when plan net position and contributions related to active
and inactive employees is no longer projected to be greater than or equal to projected benefit
payments related to those employees and administrative expenses, then from that point forward the
pension plan will be required to discount the projected benefit payments using a municipal
borrowing rate – a tax-exempt, high-quality 20-year general obligation bond index rate. Statement
No. 67 will be effective for periods beginning after June 30, 2013. ERS has not yet determined the
impact of this standard on its financial statements and disclosures.
Also, in June 2012, GASB issued Statement No. 68, Accounting and Financial Reporting for
Pensions – an amendment of GASB Statement No. 27. Statement No. 68 establishes new standards
for accounting for pensions by employers whose employees are provided with pensions through
pension plans administered through trusts, or equivalent arrangements, that meet the characteristics
defined in the Statements and addresses accounting and financial reporting issues of certain
nonemployer entities that contribute to such plans. Statement No. 68 will be effective for periods
beginning after June 30, 2014. ERS has not yet determined the impact of this standard on its
financial statements and disclosures.

Note D – Description of Funds
Section 88-109 of the HRS requires the establishment and maintenance of specific funds within the ERS.
The funds in the Pension Trust Fund and their purposes are described hereunder:
1.

Pension Accumulation Fund
To accumulate contributions made by the State and counties, transfers of retired members’
contributions plus related interest income from the Annuity Savings Fund and income from
investments. All pension benefits, including the pensioners’ bonus, are paid through this fund.

2.

Annuity Savings Fund
To accumulate members’ contributions and related interest income. Upon a member’s retirement,
the accumulated contributions and related interest income are transferred to the Pension
Accumulation Fund or refunded to the member upon termination.
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Note D – Description of Funds (continued)
3.

Expense Fund
To pay all the expenses necessary in connection with the administration and operation of the ERS.
The Board estimates the amount of money necessary to be paid into the expense fund for the ensuing
biennium to provide for the expense of operation of the ERS, and pays that amount into the expense
account from the investment earnings of the ERS, subject to review by the legislature and approval
by the Governor.

Net assets held in trust for pension benefits as of June 30, 2011 are as follows:
2011
Pension Accumulation Fund
Annuity Savings Fund
Expense Fund
Total net assets held in trust
for pension benefits

$

9,986,419,006
1,657,586,590
10,349,968

$

11,654,355,564

Note E – Contributions
The ERS’ funding policy provides for periodic employer contributions expressed as a percentage of
annual covered payroll. The funding method used to calculate the total employer contribution required is
the entry age normal actuarial cost method. Employer contributions are governed by Chapter 88 of the
HRS.
Since July 1, 2005, employer contribution rates are a fixed percentage of compensation, including the
normal cost plus amounts required to pay for the unfunded actuarial accrued liability. As of July 1, 2008,
employers contribute 19.70% for their police officers and firefighters, and 15.00% for all other
employees. Employer rates are set by statute based on the recommendation of the ERS actuary resulting
from an experience study conducted every five years.
From July 1, 2005 to June 30, 2008, the required contribution rates for employers were 15.75% for their
police officers and firefighters, and 13.75% for all other employees.
Prior to July 1, 2005, the actuary calculated an annual contribution amount for the employer contribution
consisting of the “normal cost” plus the level annual payments required to amortize the unfunded
actuarial accrued liability over the closed period ending June 30, 2029. The employer normal cost is the
level percentage of payroll contribution required to pay all benefits. Actuarial gains and losses resulting
from differences between actual and assumed experience are reflected in the employer unfunded accrued
liability.
Member contributions rates are statutorily established in accordance with Chapter 88 of the HRS, and are
discussed in note A.3. Plan Descriptions and Funding Policy above.
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Note F – Deposits and Investment
1.

Deposits
The deposits are held in several financial institutions, including the custodian bank for processing
investment transactions. Per State statute, deposits, held by banks located in the State, in excess of
Federal Deposit Insurance Corporation (FDIC) coverage are guaranteed by securities pledged as
collateral by the bank with the State Director of Finance. Uninsured and uncollateralized amounts
are primarily cash held by the investment custodian for settlement of investment transactions. The
float caused by outstanding checks in the operating funds is invested, thus causing a possible
negative book balance. Deposits are presented in the basic financial statements at cost, which
represents market or fair value. The float for outstanding checks is included in the liabilities section
of the Statement of Plan Net Assets.
Custodial Credit Risk for Deposits is the risk that in the event of a bank failure, the ERS’ deposits
may not be returned to them. The ERS has not adopted a formal policy specific to custodial credit
risk. The ERS’ policy is to deposit cash in excess of operating requirements in income producing
investments to maximize investment income.
At June 30, 2011, the carrying amount of deposits totaled approximately $31,923,768 and the
corresponding bank balance was $39,512,099, all of which was exposed to custodial credit risk. The
following shows the aggregate book and bank balances of all cash accounts.
Carrying Amounts of Deposit - Book
Cash
Disbursements in excess of cash balances
Total book balances
Depository Accounts
Total bank balances

2.

$

39,640,021
(7,716,253)

$

31,923,768

$

39,512,099

Investments
As a long-term investor, the ERS has established through its investment policy that preservation of
capital is the primary goal of the ERS. Preservation of capital is to be attained with a consistent,
positive return for the fund by diversifying the investment portfolio. The ERS recognizes risk
associated for individual securities or asset classes may be reduced through diversification.
Investments will be prudent and consistent with the best investment practices, in accordance with the
Board’s asset allocation strategy, assigned investment mandate, and in compliance with Chapter 88,
HRS, as amended. The following table shows the investments of the ERS by investment type as of
June 30, 2011. Please refer to Note C-2 above for a discussion of fair value on investments.
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Note F – Deposits and Investment Risk Disclosures (continued)
2.

Investments (continued)
Investments at fair value
Cash and Short Term Instruments
Debt Securities
Asset Backed Securities
Collateralized Mortgage Obligations
Commercial Mortgage Backed Securities
Corporate
Government
Government Agencies
Guaranteed Corporate
Index Linked Government Bonds
Residential Mortgage Backed Securities
Municipal/Provincial Bonds
Pooled and Others
Derivatives
Forwards - Cash
Forwards - Debt Securities
Options - Debt Securities
Rights/Warrants - Equites
Swaps - Debt Securities
Equities
Real Estate
Alternative Investments

$

484,680,091

Total investments

$

12,033,818,523

Short Term Instruments for securities lending collateral pool

$

963,200,220

39,989,311
103,469,456
97,435,965
963,699,971
516,634,998
158,453,872
17,098,099
11,697,619
467,409,479
98,639,249
33,431,239
(3,854,114)
(504,988)
(3,034,225)
104,651
(1,404,998)
7,356,696,612
1,164,811,014
528,365,222
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Note F – Deposits and Investment Risk Disclosures (continued)
3.

Credit Risk Debt Securities
The ERS’ utilizes two fixed income mandates: (i) a “Diversified Manager” whose benchmark is 85%
Lehman Universal/15% Lehman Multiverse ex-USD Hedged Index and (ii) an “International
Mandate” whose benchmark is Lehman Multiverse ex-USD Hedged Index. The ERS expects its
debt securities investment managers to maintain diversified portfolios within the mandate assigned
by the Board using the following guidelines:
o Securities with a quality rating of below Baa (based on Moody’s rating scale) or equivalent are
considered below investment grade.
o Invest in money market instruments; commercial paper (rated A1/P1); certificates of deposits
and bankers acceptance; U.S. Treasury bonds, notes and bills; U.S. government and agency
securities; municipal bonds; 144A private placements; bank loans; non-leveraged structured
notes; convertible bonds; mortgages, collateralized mortgage obligations (CMO) and asset
backed securities (backed by pools of mortgages guaranteed by the U.S. government or its
agencies or corporate issues rated at least Aaa); investment grade corporate debt issues, emerging
markets debt, preferred stock and common stock; sovereign debt instruments (issued by agencies
of, or guaranteed by foreign governments; and certain foreign securities (corporate debt issues,
asset backed securities, CMOs, 144A private placements, convertibles and supranational issues).
The minimum issuance size is $150 million.
o Summary of concentration limits for debt securities are:
o Specific Issue or Issuer of 5% (excludes supranationals, U.S. Treasuries, U.S. agencies, and
sovereign debt and equivalently rated agencies of Organisation for Economic Co-operation
and Development (OECD) governments)
o All fixed income manager portfolios are limited to (i) 15% in below investment grade
securities with no more than 2% below a B rating; (ii) 10% in private placements; (iii) 5% in
convertible securities; (iv) 10% in preferred stocks and common stocks (common stock
holdings not to exceed 180 days); and (v) 10% in non-U.S. Agency CMOs.
o Diversified managers are limited to (i) 10% in emerging markets (local currency and debt);
(ii) 30% of Non-U.S. Dollar denominated securities (excludes money market securities and
money market futures); (iii) a 15% net foreign currency exposure (as measured by net
amount of currency’s outstanding long and short positions versus the U.S. Dollar); and (iv) a
30% gross foreign currency exposure (as measured by absolute value of all country-level
currency long and short currency positions versus the U.S. Dollar)
o International managers are limited to (i) 20% in emerging markets (local currency and debt);
and (ii) 25% of U.S. Dollar denominated securities (excludes money market securities and
money market futures).
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Note F – Deposits and Investment Risk Disclosures (continued)
3.

Credit Risk Debt Securities (continued)
A table of the ERS’ fixed income securities as of June 30, 2011 is below. Securities below
investment grade of Baa and non-rated issues (by Moodys) amounted to $510,261,811 or 19.6% of
total fixed income investments. All short-term investments, not held in a pooled investment, are
rated A1/P1or better.
Credit Ratings - Moodys as of June 30, 2011

Cash and Cash
Asset Backed
Guaranteed Fixed
Municipal/
Equivalents
Securities
Corporate Bonds
Income
Provincial Bonds
Ratings
Aaa
$
- $ 21,080,778 $
59,270,173 $
531,817,622 $
348,189
Aa
3,003,894
133,423,615
25,927,510
60,509,111
A
5,505,577
247,622,372
62,958,046
9,748,661
Baa
2,642,866
281,360,861
23,235,338
4,565,735
Ba
612,835
96,511,195
7,927,629
B
594,930
73,879,029
807,100
Caa
1,783,827
1,245,796
Ca
2,402,403
NR
86,157,933
2,362,201
87,485,029
16,376,531
23,467,553
$
86,157,933 $ 39,989,311 $
980,798,070 $
669,049,776 $ 98,639,249

Non-Government
Backed C.M.O.s Pooled & others
$ 71,106,322 $
16,311,471
2,502,303
13,770,663
16,783,489
8,978,653
12,719,928
8,136,843
3,982,380
43,901,079
30,928,936
$ 195,690,828 $
33,431,239
US Government backed
Total
Derivatives
Cash and cash equivalents
Short-term investments
Total fixed income securities

4.

Total
683,623,084
241,677,904
339,605,319
328,588,289
114,030,312
88,000,987
11,166,466
6,384,783
290,679,262
2,103,756,406

$
$
$
$
$
$
$
$
$
$

$

500,490,917
2,604,247,323
(4,944,211)
(6,297,308)
(89,990,757)
$2,503,015,047

Percentage
to total
26.3%
9.3%
13.0%
12.6%
4.4%
3.4%
0.4%
0.2%
11.3%
80.9%
19.2%
100.1%

Custodial Credit Risk
Custodial credit risk for investments is the risk that, in the event of a failure of the counterparty, the
ERS will not be able to recover the value of the investment or collateral securities that are in the
possession of an outside party. All securities, except certain pooled funds, are registered in the name
of the ERS and are held in the possession of the ERS’ custodial bank, Northern Trust. Pooled funds
not held by the custodial bank, such as certain equity investments, are registered in the name of the
ERS.
Custodial Credit Risk Summary

Exposed to Custodial Credit Risk
Not subject to Custodial Credit Risk
Not exposed - registered
Not exposed - securities on loan

$

Total Investments

$ 12,033,818,523

45,506,239
3,867,828,184
7,169,698,642
950,785,458
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Note F – Deposits and Investment Risk Disclosures (continued)
5.

Concentrations of Credit Risk
The ERS’ debt securities managers are expected to maintain diversified portfolios by sector, quality,
and maturity as discussed above in Credit Risk Debt Securities.
Equity securities shall be diversified by industry and in number. An investment manager may not
hold more than 5% of an individual company’s stock; if that company’s securities represent less than
3% of the investment manager’s respective benchmark. (If those securities constitute more than 3%
of the respective benchmark, then the manager shall not hold more than the benchmark weight plus 2
percentage points.)
At June 30, 2011, there was no single issuer exposure within the ERS’ portfolio that comprises over
5% of the overall portfolio, or an investment that exceeded the above manager guidelines, and
therefore, there is no concentration of credit risk.

6.

Interest Rate Risk
Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. The ERS has not adopted a formal policy that limits investment maturities as a means of
managing its exposure to fair value changes arising from changing interest rates. External
investment managers are given full discretion within their operational guidelines and are expected to
maintain a diversified portfolio between and within sectors, quality, and maturity.
Duration is a measure of a debt investment’s exposure to fair value changes arising from changes in
interest rates. It uses the present value of cash flows, weighted for those cash flows as a percentage
of the investment’s full price. At June 30, 2011, the table below shows fixed income investment
securities by investment type, amount, and the effective weighted duration for the ERS’ total
portfolio. Interest rate risk associated with swaps and other derivative instruments are discussed in
the derivatives disclosure below:
Effective duration of fixed income assets by security type
Fair Value
Cash and Short Term Instruments

$

Debt Securities
Asset Backed Securities
Collateralized Mortgage Obligations
Commercial Mortgage Backed Securities
Corporate
Government
Government Agencies
Guaranteed Corporate
Index Linked Government Bonds
Residential Mortgage Backed Securities
State or Local Governments
Pooled and Others
Total fixed income securities

$

Effective Weighted
Duration (years)

96,288,065

0.1

39,989,311
103,469,456
97,435,965
963,699,971
516,634,998
158,453,872
17,098,099
11,697,619
467,409,479
98,639,249
33,431,239

3.1
0.8
4.6
4.5
5.7
4.7
0.4
7.6
2.7
7.0
n/a

2,604,247,323
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Notes to Financial Statements (continued)
Note F – Deposits and Investment Risk Disclosures (continued)
7.

Foreign Currency Risk
Foreign currency risk is the risk that changes in exchange rates will adversely impact the fair value
of an investment. The foreign currency risk exposure to the ERS arises from the international fixed
income and international equity investment holdings. Board policy limits the use of foreign
currency as a defensive measure to protect the portfolio value of non-U.S. equity and non-U.S. fixed
income investments. External investment managers authorized to invest in these securities are given
full discretion regarding their respective portfolio’s foreign currency exposures, including using
currency forward contracts, as established by their investment mandate. Cross-hedging is only
allowed in non-U.S. fixed income portfolios. Counterparties for foreign currency derivatives must
be rated A or equivalent. Derivatives investments are discussed in more detail in Note G.

The following table summarizes the ERS’ exposure to foreign currency risk in U.S. dollars as of
June 30, 2011. (Securities denominated in U.S. dollars are not presented.)

Cash and Short Term
Instruments
Argentine peso
Australian dollar
Brazilian real
British pound sterling
Bulgarian new lev
Canadian dollar
Czech koruna
Danish krone
Egyptian pound
Euro
Hong Kong dollar
Hungarian forint
Indonesian rupiah
Japanese yen
Malaysian ringgit
Mexican peso
Moroccan dirham
New Taiwan dollar
New Zealand dollar
Norwegian krone
Philippine peso
Polish zloty
Russian ruble (new)
Singapore dollar
South African rand
South Korean won
Swedish krona
Swiss franc
Thai baht
Turkish lira
Various Countries
Total

$

$

6,898 $
39,324
539,383
190,355
55,169
1,481,735
869,166
627
11,762
81,171,600
9,369
381,586
19,836
4,091
19,011
4,861
5,682
211,578
5,920
1,976
85,029,929 $

Debt Securities
$
65,038,791
916,377
60,240,189
34,554,604
21,644
189,078,333
2,770,196
56,941,527
4,936,845
59,809,761
20,943,262
50,214,446
28,614,364
5,554,370
579,634,709 $

Derivatives
$
(979,634)
603,182
1,182,322
(188,868)
745
(728,202)
34,599
(2,993,108)
313,861
(1,458,642)
104,982
3,530
(454,244)
(196,281)
(4,755,758) $

Equities
$
48,323,299
9,153,921
290,858,546
323,825
64,311,994
312,045
933,615
481,041,586
94,671,304
5,285,278
246,547,906
8,902,498
3,165,926
218,437
22,905,732
19,448,426
1,279,273
9,739,682
15,461,706
8,604,505
46,721,156
7,082,492
146,365,062
8,547,315
9,269,488
301,688,917
1,851,163,934 $

Alternative
-

-

Real Estate
$

$

-

-

Grand Total
$

$

6,898
112,421,780
10,673,480
352,820,440
323,825
98,868,085
312,045
22,389
988,784
670,873,452
95,575,069
627
8,067,236
381,667,925
8,911,867
8,798,218
238,273
22,909,823
58,370,130
40,396,549
1,284,955
60,270,688
3,530
15,461,706
36,770,545
46,721,156
12,440,581
146,367,038
8,547,315
9,269,488
301,688,917
2,511,072,814
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Notes to Financial Statements (continued)
Note F – Deposits and Investment Risk Disclosures (continued)
8.

Securities Lending
The ERS participated in a securities lending program administered by its bank custodian. Under this
program, which is permissible under Chapter 88 of the HRS, certain equity and fixed-income
securities of the ERS were lent to participating broker-dealers and banks (borrowers). In return, the
ERS received cash, securities issued or guaranteed by the U.S. government, and/or letters of credit as
collateral. The ERS did not have the ability to pledge or sell collateral securities absent of borrower
default. Borrowers were required to deliver collateral for each loan equal to: (a) in the case of
loaned fixed-income securities and loaned equity securities denominated in U.S. dollars or whose
primary trading market was located in the U.S., 102% of the market value of the loaned securities;
and (b) in the case of loaned equity securities not denominated in U.S. dollars or whose primary
trading market was not located in the U.S., 105% of the market value of the loaned securities. The
collateral is marked to market daily. If the market value of the collateral fell below the minimum
collateral requirements, additional collateral was provided. At June 30, 2011 the ERS had no credit
risk exposure to borrowers because the market value of collateral held by the ERS exceeded the
market value of securities loaned. In addition, the bank custodian indemnified the ERS by agreeing
to purchase replacement securities or return cash collateral in the event the borrower failed to return
the loaned security or failed to pay the ERS for income distributions by the securities’ issuers while
the securities are on loan.
The ERS did not impose any restrictions on the amount of loans the bank custodian made on behalf
of the ERS. Also, the ERS and the borrowers maintained the right to terminate securities lending
transactions on demand. Northern Trust invests the cash collateral related to the ERS’ loaned
securities in a separate account, according to the ERS investment policies and procedures as
discussed above in Note C2. As such, the maturities of the investments made with cash collateral
generally did not match the maturities of the securities loans. The extent of such mismatch as of
June 30, 2011 was 112 days.
The following represents the balances relating to the securities lending transactions as of
June 30, 2011.
Market value of Loaned Securities by Type of Collateral Received
Fair value of underlying securities
Fixed income, US
Fixed income, global
Equities, US
Equities, global
Total

Cash
$ 336,128,654
22,143,856
468,386,372
114,620,468
$ 941,279,350

Non-Cash
$ 4,794,604
362,141
4,349,363
$ 9,506,108

Total
$ 340,923,258
22,143,856
468,748,513
118,969,831
$ 950,785,458

Collateral Received
Cash
$ 343,234,130
23,069,784
477,387,994
119,508,312
$ 963,200,220

Non-Cash
$ 4,896,571
368,523
4,513,847
$ 9,778,941

Total
$ 348,130,701
23,069,784
477,756,517
124,022,159
$ 972,979,161
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Notes to Financial Statements (continued)
Note F – Deposits and Investment Risk Disclosures (continued)
9.

Derivative Financial Instruments
Derivatives are instruments (securities or contracts) whose value is dependent on such things as
stock or bond prices, interest rate levels, or currency exchange rates. These are financial
arrangements between two parties whose payments are based on or “derived” from the performance
of some agreed-upon benchmark. As with any investment, derivative contracts are subject to various
types of credit and market risks. Notably, these would include the possible inability of a
counterparty to meet the terms of the contract, changes in the market value of the underlying
collateral, changes in the interest rate environment or fluctuation in foreign currency rates. The ERS
enters into various derivative investment contracts to hedge, for the minimization of transaction costs
and as a means of implementing value added strategies to enhance returns as authorized by Board
policy.
Generally, derivatives are subject both to market risk and counterparty risk. The derivatives utilized
by the ERS typically have no greater risk than their physical counterparts, and in many cases are
offset by exposures elsewhere in the portfolio. Counterparty risk, the risk that the “other party” to a
contract will default, is managed by utilization of exchange-traded futures and options where
practicable (in which case the futures exchange is the counterparty and guarantees performance) and
by careful screening of counterparties where use of exchange-traded products is impractical or
uneconomical. ERS investment managers seek to control this risk through counterparty credit
evaluations and approvals, counterparty credit limits, posting collateral and exposure monitoring
procedures. The ERS anticipates that counterparties will be able to satisfy their obligations under the
contracts.
Derivative securities are priced and accounted for at their fair value. For exchange-traded securities
such as futures and options, closing prices from the securities exchanges are used. Foreign exchange
contracts are valued at the price at which the transaction could be settled by offset in the forwards
markets.
The following tables summarize the ERS’ investments in derivative securities and contracts held at
June 30, 2011 and their associated risks. The various risks associated with these investments are
included in the tables expressed in terms of market values, summarized by the type of contract as
follows: credit, equity, foreign exchange, interest, and other. Due to the level of risk associated with
certain derivative investment securities, it is reasonably possible that changes in the values of
investment securities will occur in the near term, and such changes could affect the amounts reported
in the financial statements. ERS could be exposed to risk if the counterparties to the contracts are
unable to meet the terms of the contracts. ERS investment managers seek to control this risk through
counterparty credit evaluations and approvals, counterparty credit limits, posting collaterals and
exposure monitoring procedures.
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Notes to Financial Statements (continued)
Note F – Deposits and Investment Risk Disclosures (continued)
9.

Derivative Financial Instruments
The notional amount is the nominal or the underlying face amount that is used to calculate payments
made on that instrument or contract. Changes in the market value of all derivative contracts are
recorded as net appreciation (depreciation) in fair value of investments in the Statement of Changes
in Plan Net Assets.
Summary of Derivative Risk types as of June 30, 2011:

Fair Value
Credit Contracts
Swaps
Equity Contracts
Rights/Warrants
Foreign Exchange Contracts
Forwards
Interest Rate Contracts
Forwards
Futures
Options
Swaps
Other Contracts
Swaptions
Swaps
Total derivatives

$

(1,581,388)
104,651
(3,854,114)
(504,988)
(2,035,267)
132,954

$

(998,958)
43,436
(8,693,674)
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Notes to Financial Statements (continued)
Note F – Deposits and Investment Risk Disclosures (continued)
9. Derivative Financial Instruments (continued)
The following table summarizes the ERS’ investments in derivative securities and contracts held
at June 30, 2011:
Notional
Values

Asset categories
Forwards

Currency Purchases
Interet Rate Contracts
Total Forwards

Futures

Interest Rate Contracts

Options

Caps and Floors
Options
Options on Futures
Swaption

$

Grand Total

-

$

1,212,952,883

$

1,212,952,883

(3,854,114) $ (14,105,254)
(504,988)
(127,946)
(4,359,102) (14,233,200)
-

-

Rights/Warrants
Credit Default Swaps
Swaps
Interest Rate Swaps
Total Return Swaps
Swaps Total

(Change in
Fair Value)

Market Value

(33,326)
(1,964,644)
(37,297)
(998,958)
(3,034,225)
104,651
(1,581,388)
132,954
43,436
(1,404,998)
$

60,267
(1,861,188)
(104,844)
1,656,314
(249,451)
103,982
2,559,783
(578,919)
47,283
2,028,147

(8,693,674) $ (12,350,522)

Forward Currency Exchange Contracts
The ERS enters into various forward currency exchange contracts to manage exposure to changes
in foreign currency exchange rates and to facilitate the settlement of foreign security transactions.
A forward contract is an agreement to buy or sell a specific amount of currency at a specific
delivery or maturity date for an agreed-upon price. Risks associated with such contracts include
movements in the value of the foreign currency relative to the U.S. dollar and the ability of the
counterparty to perform in accordance with the terms of the contract.
Futures
Futures represent commitments to purchase (asset) or sell (liability) securities at a future date and
at a specified price. Futures contracts are traded on organized exchanges (exchange traded)
thereby minimizing the ERS’ credit risk. The net change in the futures contracts value is settled
daily in cash with the exchanges. Net gains or losses arising from the daily settlements are
included in the net appreciation in fair value of securities in the Statement of Changes in Plan Net
Assets – All Trust Funds. At June 30, 2011, the net notional value of futures contracts was
$1,212,952,883.
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Notes to Financial Statements (continued)
Note F – Deposits and Investment Risk Disclosures (continued)
9. Derivative Financial Instruments (continued)
Options
Options represent or give the buyers the right, but not the obligation, to buy or sell an asset at a
preset price over a specified period. The option’s price is usually a small percentage of the
underlying asset’s value. As a writer of financial options, the ERS receives a premium at the
outset of the agreement and bears the risk of an unfavorable change in the price of the financial
instrument underlying the option. As a purchaser of financial options, the ERS pays a premium at
the outset of the agreement and the counterparty bears the risk of an unfavorable instrument
underlying the option.
Swaps
Swaps represent an agreement between two or more parties to exchange sequences of cash flows
over a period in the future. At June 30, 2011 the ERS had interest rate, credit default swaps, and
total return swaps as allowed by Board policy. In the most common type of interest rate swap
arrangement, one party agrees to pay fixed-interest payments on designated dates to a
counterparty, who, in turn, agrees to make return interest payments that float with some reference
rate. Credit default swaps are the most common global credit market derivative that allows
flexibility as an active portfolio management tool based on its ability to customize the exposure to
corporate credit such as credit spreads and default risks. Total return swaps combine both market
risk and credit risk in a single product as the holder also receives capital gains or losses. Credit
default spreads and total return swaps are also used to gain access to global markets that do not
have the transparency or efficiency of the U.S. credit markets. Gains and losses from swaps are
determined on market values and are included in the net appreciation in fair value of securities in
the Statement of Changes in Plan Net Assets – All Trust Funds.
Derivatives, such as interest rate swaps, total return swaps, and credit default swaps, are a tool or
instrument used to manage interest rate, credit quality, and yield curve exposures of the
investments. In certain situations, derivatives may result in a lower overall cost to the portfolio
than owning individual securities underlying the derivatives. When evaluating securities, risk and
return are measured at the security and portfolio levels.
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Notes to Financial Statements (continued)
Note F – Deposits and Investment Risk Disclosures (continued)
9.

Derivative Financial Instruments (continued)
On June 30, 2011 credit ratings of the counterparty for ERS’ investments in derivatives were as
follows:
Derivatives Counterparty Credit Ratings

Exchge Trades
NO COUNTERPARTY AVAILABLE

$

(37,297) $

A

A- $

A+
- $

AA-

N/A

Grand Total

- $

- $

(4,377,438) $

143,786

-

-

-

(4,414,735)

BANC OF AMERICA FUTURES

-

-

BANK OF AMERICA

-

-

(15,031)

-

-

-

(15,031)

BANK OF AMERICA N.A.

-

-

(616,650)

-

-

-

(616,650)

BANK OF AMERICA GLOBAL

-

11,337

-

-

-

-

11,337

BARCLAYS BANK PLC NY

-

-

-

(975,795)

-

-

(975,795)

BARCLAYS CAP SECS LONDON

-

-

-

228,075

-

-

228,075

BARCLAYS CAPITAL SECURITIES LTD

-

-

-

150,626

-

-

150,626

BNP PARIBAS FIXED INCOME

-

-

-

-

(10,313)

-

(10,313)

BNP PARIBAS SA PARIS

-

-

-

-

15,598

-

15,598

BNP PARIBAS U.S.A - NEW YORK BRANCH

-

-

-

-

-

(2,011,074)

CITIBANK N.A. NEW YORK

-

-

(194,276)

-

-

-

(194,276)

CREDIT SUISSE FIRST BOSTON

-

-

-

(82,131)

-

-

(82,131)

CREDIT SUISSE INTERNATIONAL, LONDON

-

-

-

(1,927,882)

(1,927,882)

DEUTSCHE BANK AG NEW YORK

-

-

-

DEUTSCHE BANK GOVT SEC INC.

-

-

-

DEUTSCHE BANK LONDON

-

-

-

DEUTSCHE BANK SECURITIES CORP

-

-

GOLDMAN SACHS & COMPANY

-

GOLDMAN SACHS BANK USA

-

GOLDMAN SACHS NEW YORK

(2,011,074)

143,786

-

-

-

-

(289,893)

-

-

(289,893)

(117,697)

-

-

(117,697)

-

266,076

-

-

266,076

19,778

-

-

-

-

19,778

-

(38,625)

-

-

-

(38,625)

-

40,757

-

-

-

-

40,757

GREENWICH CAPITAL MARKETS INC

-

414,419

-

-

-

-

414,419

HSBC BANK USA NY

-

-

-

-

135,405

-

135,405

J.P. MORGAN CLEARING CORP

-

-

-

6,612

-

-

6,612

JP MORGAN CHASE BANK/HSBCSI

-

-

-

(581,325)

-

-

JPMORGAN CHASE BANK

-

-

-

-

-

-

1,582

1,582

(581,325)
-

MERRILL LYNCH CAPITAL SERVICES INC

-

31,867

-

-

-

-

31,867

MORGAN STANLEY & CO INC. NEW YORK

-

2,094,443

-

-

-

-

2,094,443

MORGAN STANLEY CAPITAL SERVICES NEW YORK

-

(620,363)

-

-

-

-

ROYAL BANK OF CANADA, MONTREAL

-

-

-

-

68,487

-

68,487

ROYAL BANK OF SCOTLANDN FIN MKTS FIXED

-

-

(389,986)

-

-

-

(389,986)

UBS LONDON - DSA 'ALGOS' (US)

-

-

-

-

-

14,610

UBS SECURITIES

-

-

(51,356)

-

-

-

$

(37,297) $

1,992,238 $ (1,162,138) $

(3,321,752) $ (1,801,897) $

(4,362,828) $

(620,363)

14,610
(51,356)
(8,693,674)
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Notes to Financial Statements (continued)
Note F – Deposits and Investment Risk Disclosures (continued)
9.

Derivative Financial Instruments (continued)
On June 30, 2011 the segmented time distribution for ERS’ investments in derivatives was as
follows:
0-3 months

Forwards
Foreign Exchange Contracts
Interest Rate Contracts
Options
Caps and Floors
Options
Options on Futures
Swaption

6-12 months

$ (2,095,624) $ (1,767,858) $
(504,988)
-

1-5 yrs

5-10 yrs

(5,856) $
-

15,224
15,224

$

10+ yrs
-

-

$ (3,854,114)
(504,988)

-

(4,359,102)

(2,272,846)

(5,856)

(1,964,644)
(25,472)
(117,771)

(203,345)

(11,825)
(125,090)

(552,752)

(33,326)
-

-

(33,326)
(1,964,644)
(37,297)
(998,958)

(2,107,887)

(203,345)

(136,915)

(552,752)

(33,326)

-

(3,034,225)

84,651
-

20,000
(2,758)

(7,851)

1,779,316

$ (4,118,860) $ (2,458,949) $ (150,622) $ 1,241,788

-

$

Total

(2,095,624)

Rights/Warrants
Equity Contracts
Swaps
Swaps
Grand Total

3-6 months

(332,189)

(2,841,516)

104,651
(1,404,998)

$ (365,515) $ (2,841,516) $ (8,693,674)

Note G – Risk Management
The ERS is exposed to various risks of loss related to torts; theft of, damage to, or destruction of assets;
errors or omissions; natural disasters; and injuries to employees. As required by state law, the ERS
participates in coverage with the State. The State retains various risks and insures certain excess layers
with commercial insurance policies. The excess layers are consistent with the prior fiscal year. Settled
claims for the State did not exceed the coverage provided by commercial insurance policies during the
year ended June 30, 2011. Losses not covered by insurance are generally paid from legislative
appropriations.
1.

Torts
The ERS is involved in various litigation and claims, including claims regarding retirement benefits,
the outcome of which cannot be presently determined. In the opinion of management, the outcome
of these actions will not have a material adverse effect on the ERS’ financial position.

2.

Property and Liability Insurance
The ERS also purchased property and liability insurance for all real estate owned from outside
carriers. During the past three fiscal years, no loss settlements exceeded insurance coverages.

3.

Workers’ Compensation Policy
The State has a self-insured workers’ compensation policy. Workers’ compensation claims are paid
from legislative appropriations.
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Notes to Financial Statements (continued)
Note H – Commitments
In the normal course of business, the ERS enters into commitments with associated risks. The ERS
adheres to the same credit policies, financial and administrative controls, and risk limiting and
monitoring procedures for these commitments as for all investments.
The ERS has future financial commitments of up to $337,000,000 as of June 30, 2011, consisting of
$82,000,000 in real estate investments, and $255,000,000 in alternative investments.
Note I – Deferred Compensation Plan
The ERS does not sponsor a deferred compensation program. The ERS’ employees are eligible to
participate in the deferred compensation plan sponsored by the State. The State-sponsored plan was
created in accordance with Internal Revenue Code Section 457. The plan, available to all ERS
employees, permits them to defer a portion of their salaries. The deferred compensation is not available
to the employees until termination, retirement, death, or an unforeseeable emergency. All compensation
deferred under the plan is held in trust by a custodian for the exclusive benefit of participants and
beneficiaries.
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Required Supplementary Information - Unaudited
June 30, 2011
Schedule of Funding Progress
(In thousands)

Actuarial
Valuation
Date
June 30:
2011 ** $
2010
2009
2008
2007 **
2006
*

Actuarial
Value of
Assets (1)

Unfunded
Actuarial
Accrued
Liability
(UAAL)
(3)*= (2)-(1)

Actuarial
Accrued
Liability
(AAL) (2)*

11,942,753 $
11,345,618
11,400,117
11,380,961
10,589,773
9,529,371

20,096,930 $
18,483,669
17,636,432
16,549,069
15,696,546
14,661,399

8,154,177
7,138,051
6,236,315
5,168,108
5,106,773
5,132,028

Funded
Ratio
(4)=(1)/(2)

Annual
Covered
Payroll (5)

59.4% $
61.4%
64.6%
68.8%
67.5%
65.0%

UAAL as a
Percentage
of Annual
Covered
Payroll
(6)=(3)/(5)

3,915,957
3,895,662
4,030,121
3,782,103
3,507,040
3,238,267

208.2%
183.2%
154.7%
136.6%
145.6%
158.5%

Note: * Assumption changes and new Hybrid Plan effective June 30, 2006.
** New assumption effective on valuation date.

Schedule of Employer Contributions
(In thousands)
Annual
Required
Contribution
Fiscal year ended June 30,:
2011
2010
2009
2008
2007
2006 *

*

$

582,535
536,237
526,538
510,727
476,754
423,446

Actual
Contribution

$

538,693
547,670
578,672
488,770
454,494
423,446

Percentage
Contributed

92.5%
102.1%
109.9%
95.7%
95.3%
100.0%

Effective July 1, 2005, the required contributions are based on contribution rates and not specific
dollar amounts.
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Notes to Required Supplementary Information - Unaudited
June 30, 2011
The information presented in the required supplementary schedules was determined as part of the
actuarial valuation at the dates indicated. Additional information as of the latest actuarial valuation
follows:
Valuation date

June 30, 2011

Actuarial cost method

Entry Age Normal

Amortization method

Level percent, open

Remaining amortization period as of June 30, 2011*

30 years

Asset valuation method

4-year smoothed market

Actuarial assumptions:
Investment rate of return (set by statute)**

7.75%

Projected salary increases **
Police and Fire Employees
General Employees
Teachers

5.0% to 19.00%
4.0% to 8.00%
5.0% to 8.50%

**Includes inflation at 3.0%
Cost-of-living adjustments (COLAs) ***

2.5% (not compounded)

* Remaining amortization period for Annual Required Contribution is 30 years.
***

COLAs are not compounded; they are based on original pension amount.
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Supplementary Information
Schedule 1

Combining Schedule of Changes in Plan Net Assets – All Trust Funds
Year ended June 30, 2011

2011
Pension
Accumulation
Fund
Additions
Appropriations and contributions:
Employers
Members
Net investment gain

$

538,692,849
2,040,061,555

Annuity
Savings Fund

$

232,880,063
-

Expense Fund

$

Total

-

$

538,692,849
232,880,063
2,040,061,555

2,578,754,404

232,880,063

-

2,811,634,467

Deductions
Benefit payments
Refunds of member contributions
Administrative expenses

960,219,432
-

7,901,509
-

13,325,781

960,219,432
7,901,509
13,325,781

Total deductions

960,219,432

7,901,509

13,325,781

981,446,722

Total additions

Other changes in net assets held in trust
for pension benefits:
Transfer due to retirement of members
Transfer of interest allocation
Transfer to pay administrative expenses
Return of unrequired funds due to
savings in administrative expenses

Net increase (decrease)
Net assets held in trust for pension benefits:
Beginning of year
End of year

$

155,183,620
(65,092,102)
(10,603,291)

(155,183,620)
65,092,102
-

10,603,291

-

79,488,227

(90,091,518)

10,603,291

-

1,698,023,199

134,887,036

(2,722,490)

1,830,187,745

8,288,395,807

1,522,699,554

13,072,458

9,824,167,819

9,986,419,006

$

1,657,586,590

$

10,349,968

$

11,654,355,564

See accompanying independent auditors’ report.

__________________________________________________________________________________
Employees’ Retirement System of the State of Hawaii

______________________________________________________

Financial Section

69

Supplementary Information (continued)
Schedule 2
Social Security Contribution Fund

Statement of Changes in Assets and Liabilities
Year ended June 30, 2011

2011
Beginning
Balance

Additions

Ending
Balance

Deductions

Assets
Cash
Total assets
Liabilities
Due to employers
Total liabilities

$

-

$

-

$

-

$

-

$

-

$

-

$

-

$

-

$
$

-

$
$

189,070,433 $
189,070,433

$

189,070,433 $
189,070,433

$

-

See accompanying independent auditors’ report.
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Supplementary Information (continued)
Schedule 3
Schedule of Administrative Expenses
Year ended June 30, 2011
2011
Personnel services
Salaries and wages
Fringe benefits
Net change in unused vacation credits
Total personnel services

$

Professional services
Actuarial
Auditing and tax consulting
Disability hearing expenses
Legal services
Medical
Other services
Total professional services

4,125,495
1,477,436
179,553
5,782,484

218,210
65,492
52,757
244,558
405,602
1,714,915
2,701,534

Communication
Postage
Printing and binding
Telephone
Travel
Total communication

140,652
63,466
79,865
41,075
325,058

Rentals
Rental of equipment
Rental of premises
Total rentals

70,101
19,316
89,417

Other
Armored car service
Computer and office automation systems
Repairs and maintenance
Stationery and office supplies
Miscellaneous
Total other

8,043
4,281
2,369,374
36,807
48,460
2,466,965

Depreciation

1,960,323
$

13,325,781

See accompanying independent auditors’ report.
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Supplementary Information (continued)
Schedule 4
Schedule of Investment Expenses
Year ended June 30, 2011
2011
Real estate and alternative investment expenses
Operating expenses
Mortgage interest

$

Total real estate and alternative investment expenses
Investment expenses
Investment manager/advisor fees
Bank custodian fees
Other investment expenses

51,148,437
15,628,574
66,777,011

$

40,246,355
100,000
485,917
40,832,272

Total investment expenses
Securities lending expenses
Borrower rebates
Management fees

(496,217)
558,216

Total securities lending expenses

61,999
$

107,671,282

See accompanying independent auditors’ report.
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Letteer from Chhief Investm
ment Officcer
NEIL ABERCROMBIE
GOVERNOR

STAT
TE OF HAW
WAII
EMPLOYEES
S’ RETIREMENT
T SYSTEM

December 3, 20113

Board of Trustees
201 Merchaant Street, Su
uite 1400
Honolulu, HI
H 96813
Dear Memb
bers of the Bo
oard:
I am pleased
d to present investment highlights
h
an
nd performannce for the IInvestment S
Section of thhe
Comprehenssive Annual Financial Report
R
(CAFR
R) for the fisscal year endding June 300, 2011.
● ERS
E Plan asssets were vaalued at $11,571 billion aas of June 300, 2011. Thee ERS continnues to
be
b ranked as one of the largest defineed benefit pllans in the U
United Statess.
● The
T ERS inv
vestment porrtfolio outperrformed its tthree year annd five year Policy benchmark
by
b 0.13% an
nd 0.10%, resspectively; ending
e
the yeear up 21.2%
%. The portffolio perform
med inline
l with the median pub
blic pension plan rankinggs for the thrree year periiod. The porrtfolio
outperformed
o
d with the median
m
publicc pension plaan rankings for the five year period by
0.2%.
0
MARKETS AND
A
PORTFO
OLIO
The four quarters of fisccal year 2011 saw uninteerrupted incrreasing valuees led by opttimism for eequities
a earnings im
mproved and
d the Federal Reserve int
ntroduced a ssecond roundd of unpreceedented
and bonds as
bond purchaases, commo
only referred
d to as quantiitative easingg (QE2). Thhe run-up in risky assetss was
only slowed
d slightly by the earthquaake, tsunamii, and nucleaar accident inn Japan and concern in tthe final
quarter for the
t eventual end of the QE2
Q program
m. Europeann markets rem
mained challlenged as poolicy
makers appeeared to prov
vide incomp
plete solution
ns to the conntinent’s grow
wth, unemplloyment andd growth
prospects. The
T possibiliity of a Greeek sovereign
n bond defauult and the brreak-up of thhe European Union
became a grreater concerrn. Concern
n for nationall budget defi
ficits increasees in the pollicy discussioons by
developed market
m
political leaders.
All of the major
m
asset cllasses in the ERS portfollio contributted positivelyy toward perrformance exxcept
real return, which
w
consissts entirely of
o a timber asset
a
fund maanager. A gglobal inflation linked seecurities
fund manager was appro
ove for the real
r return assset class, buut funding w
was pending ccontractual

0 y Honolulu, H
City Fin
nancial Tower y 201 Merchant Street,
S
Suite 1400
Hawaii 96813-298
80
Telephone
T
(808) 586-1735 y Fa
ax (808) 586-167
77 y http://ers.eehawaii.gov/
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Letter from Chief Investment Officer (continued)
negotiations. Performance exceeded Performance exceeded the long-term required return
substantially, which will be difficult to repeat on a sustained basis. Overall, the portfolio added
managers in private equity and opportunistic real estate strategies. Several rebalancing and transition
trades were pending in the portfolio as the fiscal year came to a close.
QUALIFIED OPTIMISM
While markets turned in stellar returns, sudden events in Japan and drawn out disappointments in
Europe, remind us that market uncertainty remains high. U.S. corporations continue to make balance
sheet improvements, but growth remains tepid and unemployment is stubbornly high. While U.S.
political leaders appear stymied for policy consensus, the Federal Reserve’s action to conduct QE2
seems to provide some basis for market optimism. However, the increased risk of the Fed’s
intervention distorting market forces may provide its own set of unintended consequences. Additional
short-term risk may also dominate performance in the coming quarters.
Nevertheless, improving asset values and portfolio performance should lend support to qualified
optimism as the global financial recedes into history. While the financial and housing sectors hold the
key to any turnaround in economic prospects, improved asset prices can encourage consumer
sentiment and relative growth. Ultimately, consumers and prospects for individuals to feel secure in
their jobs may be the way back to more normal markets.
PROSPECTS
The asset class target weightings approved by the Board of Trustees in January 2010 continue to be the
target allocations to anchor the portfolio to long-term objectives. The ERS is in the process of adding
additional strategies approved during the last asset allocation study, and is expected to conduct major
asset class rebalancing trades at the end of each of the next two fiscal year-ends. The added strategies
of global inflation-linked securities to help protect the portfolio against inflation and covered calls
strategies that help protect the portfolio against downside equity markets while capturing reasonable
returns in modest rising equity markets should be executed in the coming fiscal year. The ERS takes a
long-term prudent and conservative view in the construction of the portfolio.
The Investment Office staff is strongly committed to assisting the Board of Trustees evaluate
appropriate strategies that help the ERS meet its obligation to provide the timely delivery of retirement
benefits for its members and their beneficiaries. To this end, the Investment Office added a full time
Investment Specialist and dedicated full time secretary. The additional resources will allow the
Investment Officer to continue to practice investment management with prudence, care, and integrity.
Respectfully yours,
Summarized by Vijoy Chattergy, Investment Specialist (2011-2012)
On behalf of Rod June, Chief Investment Officer (2008-2012
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Lettter from Innvestment Consultannt

March 1, 20
012
Board of Trrustees
Employees' Retirement System
S
of thee State of Haw
waii
City Financcial Tower
201 Merchaant Street, Su
uite 1400
Honolulu, HI
H 96813-298
80
Dear Trusteees:
Enclosed iss our report on investmeent activity for
f the Emplloyees' Retireement System of the Staate of
Hawaii forr periods en
nding June 30,
3 2011, as
a requested by the Goovernment Financial Offficers'
Association
n (GFOA).
RS-Total Fun
nd Performa
ance
Hawaii ER
The total assets
a
of the Retirement System werre $11.6 billlion as of Juune 30, 2011, an increaase of
roughly $1.9 billion fo
or the fiscall year. Thee portfolio generated sttrong absoluute returns, while
producing mixed
m
relativ
ve performance results acrross the majoor asset classses. The incrrease in assetts was
primarily due
d to strong
g performancce within thee equity asseet classes. T
The investment return foor the
Total Fund
d, expressed as a time-weeighted total rate of retuurn, was +211.2% for the 2011 fiscal year,
compared to
t the benchm
mark's return
n of +21.5%.. For the thrree-year periiod ending JJune 30, 2011, the
Total Fund returned +3..8% per annu
um versus th
he benchmarkk's return of +
+3.6% and thhe Northern Trust
Public Fund
ds Greater th
han $1 Billion
n Database peer
p median rreturn of +3..8%. For thee trailing fivee-year
period endiing June 30, 2011, the To
otal Fund retu
urned +4.9%
% per annum versus the benchmark's rreturn
of +4.8% an
nd the North
hern Trust Pu
ublic Funds Greater
G
than $1 Billion D
Database peerr median retuurn of
+4.7%.
nce
Asset Classs Performan
Domestic Equity
E
return
ned +31.8% for the fiscal year verssus the Dom
mestic Equityy Blended Inndex's
return of +32.4% and the
t Northern
n Trust Domeestic Equity Database peeer median rreturn of +333.2%.
Diversified Fixed Inco
ome posted +5.5%
+
for the
t fiscal yeear versus thhe Diversified Fixed Inncome
Blended Ind
dex’s return of +4.2% an
nd the Northeern Trust Fixeed Income D
Database peerr median retuurn of
+5.9%. Intternational Equity
E
returneed +30.2% for
f the 2011 fiscal year vversus the Intternational E
Equity
Blended Index’s return of +30.1% and
a the Nortthern Trust IInternational Equity Dataabase peer m
median
return of +29.8%.
+
In
nternational Fixed Incom
me returnedd +4.1% forr the fiscal year versuus the
Internationaal Fixed Inccome Blendeed Index’s reeturn of +0. 9% and the Northern T
Trust Internattional
Fixed Incom
me Databasee peer mediaan return off +12.7%. R
Real Estate rreturned +211.4% for thee year
ending Junee 30, 2011, versus
v
the NCREIF Totaal Index returrn of +16.7%
%. Private E
Equity investm
ments
returned +16.5% for thee fiscal year, whereas Reaal Return prodduced a minuus (0.7%) retturn.

Emplloyees’ Retirem
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Letter froom Investm
ment Consuultant (continued)

Market Con
nditions
The market backdrop
b
forr fiscal year 2011
2
was chaaracterized bby a continuaation in invesstors’ more aaccepting
attitude towaards risk asseets. While fiscal
fi
year 20
009 was dom
minated by dee-risking and de-leveraginng, fiscal
year 2011 continued
c
rig
ght where fisscal year 201
10 left off, w
with a perseevering appettite for riskier assets
which resultted in high-y
yield fixed income outpeerforming innvestment-graade fixed inncome and sm
mall cap
equities outp
performing laarge cap equ
uities. The primary excepption to this trend was thhat emergingg markets
equities did not
n outperforrm developed
d markets eq
quities, althouugh they too produced strrong absolutee returns.
All in all, all
a equity claasses produceed positive returns,
r
bothh domesticallly and internnationally, aand fixed
income classes produced
d positive reesults with credit
c
sensitivve securitiess outperform
ming. We noote these
results reversed dramaticcally during the third quarrter of 2011, after the endd of the fiscall year.
During fiscaal year 2011, equities wiithin the U.S
S., as measurred by the R
Russell 3000 Index, advaanced by
+32.4%, wh
hile non-U.S. equities, as measured by
y the MSCI ACWI ex U
U.S. Index, aadvanced by +30.3%.
Despite the ongoing
o
stru
uggles in the U.S. and Eurrope regardinng national bbudget deficiits, rising com
mmodity
prices, and an amalgam
mation of in
nternational events that included m
military tensiions on the Korean
peninsula, political confllicts in the Middle
M
East and
a Africa, aand a devastaating earthquuake in Japann, global
equity markeets were ablee to ride the coattails
c
of monetary
m
andd fiscal stimuulus and stronng corporate earnings
to produce significant
s
ab
bsolute return
ns for fiscal year
y
2011. T
The U.S. dolllar became lless stable duuring the
fiscal year, depreciating
d
against otheer major currrencies as m
monetary and fiscal stimuulus continueed, along
with lingerin
ng inflationarry pressures.
Although vaalue stocks, as a group
p, outperform
med growth stocks in ffiscal year 22010, growthh stocks
surpassed vaalue stocks across
a
the enttire cap spectrum during fiscal year 22011. Emergging marketss equities
relinquished
d their strong
g relative retturns to dev
veloped markkets equities during fiscaal year 20111, driven
mainly by th
he expansion
nary monetaary and fiscaal policies w
within the U.S., and the abundance oof global
events that negatively
n
im
mpacted natio
ons throughou
ut Asia and A
Africa. Thatt being said, there was a growing
concern regaarding the fisscal soundnesss of many developed
d
couuntries, incluuding the Unnited States and many
nations throu
ughout Europ
pe.
During the fiscal
f
year, bond
b
marketss produced positive
p
absoolute returns, with investoors once agaain being
rewarded for taking incrreased creditt risk. Investment-grade bonds, as m
measured by the Barclayss Capital
Aggregate Bond
B
Index, returned +3..9%. Govern
nment bondss’ return of +
+2.3% laggeed credit as iinvestors
continued to
o be less risk averse. Mo
ortgage-backeed bonds incrreased by +33.8%, investm
ment-grade ccorporate
bonds rose by
b +6.2%, and high-yield corporate bo
onds returnedd +15.6%.
For fiscal yeear 2011, the market for risk
r assets arround the woorld continueed on an upw
ward trend, ass healthy
corporate eaarnings and sustained
s
imp
provement in
n economic cconditions, ccoupled withh monetary annd fiscal
stimulus, con
ntinued to prrovide supporrt. Volatility
y surged at tim
mes, driven m
mainly by poolitical unrestt, natural
disasters, and uncertainty
y regarding national
n
budg
get deficits. T
Throughout tthe tumultuoous market coonditions
of the past feew years, witth its constan
nt review and
d oversight, thhe Board conntinues to poosition the Reetirement
System for competitive
c
lo
ong-term perrformance co
onsistent withh its objectives.
Sincerely,
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Repoort on Inveestment Acctivity by IInvestmentt Consultannt

Rep
port on Inveestment Actiivity for thee
Employees’
E
Retirementt System off the State off Hawaii
Prepared by Pensio
on Consultingg Alliance, Innc.
Deccember 2011
Outline of Investment
I
Policies
P
The primary
y goal of the Plan is the preservation
p
n of capital. The Board oof Trustees sseeks preservvation
of capital with a consistent, positivee return for th
he Fund. Allthough puree speculationn is to be avooided,
the Board ap
ppreciates th
he fact that an
a above aveerage return iis associatedd with a certaain degree oof risk.
Risk to be assumed
a
musst be consideered approprriate for the rreturn anticippated, and cconsistent wiith the
total diversification of th
he Fund.
Strategic Assset Allocatio
on Policy
A formal assset allocatio
on/liability study
s
is cond
ducted at leaast every thrree years to verify or am
mend the
Plan’s policcy targets. The
T targets arre designed to achieve a certain leveel of return, and associatted level
of risk, that is aligned with
w the Plan
n’s goals an
nd objectivess. The targeets are evaluuated on the basis of
assets desig
gnated to eacch asset claass by the Board,
B
ratherr than on a current inveested positioon. The
targets will be pursued primarily by
y cash flow on a long-tterm basis annd will be rrevised if siggnificant
changes occcur within th
he economicc and/or cap
pital markett environmennt accordingg to the rebalancing
guidelines. The target is to be reviiewed annuaally for reasonableness rrelative to ssignificant ecconomic
and market changes. The
T last form
mal asset allo
ocation/liabillity study w
was completeed during fisscal year
hat time, the Board ado
opted a new
w long-term strategic alllocation policy, which iincluded
2010. At th
evolving po
olicy targetss designed to
t efficientlly transitionn the Plan tto the new long-term strategic
allocation ov
ver time. Th
he transition
n is set to be completed bby 7/1/2013.
on Policy (ass of 6/30/2011)
Strategic Assset Allocatio
During the 2011
2
fiscal year,
y
the Plan
n was strateg
gically invessted in the foollowing assset classes:
Stra
ategic Alloccation
Do
omestic Equiity
Intternational Equity
E
Total Fixed-In
ncome
Real Estate
Priivate Equity
Real Return
*
**

41%
17%
28%
9% *
2.5% **
2.5% **

The Real
R Estate tarrget will be thee percentage actually
a
investeed up to 9% oof the total funnd. Changes inn the Real
Estate target will bee offset by an equal percentaage change in tthe Domestic E
Equity target.
The Private
P
Equity and Real Return
R
targets were the perrcentage actuaally invested up to 5% of the Total
Fund
d. Changes in
n the Private Equity
E
and Reeal Return tarrgets, if any, were offset bby an equal peercentage
change in the Dom
mestic Equity target.
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R
on Investmen
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nt Activity by Investm
ment Conssultant (conntinued)

Long-Term Strategic Assset Allocatio
on Policy
As a result of
o the formall asset allocaation/liability
y study condducted durinng fiscal yearr 2010, the B
Board
adopted a neew long-term
m strategic allocation
a
policy. The pllan will begiin transitioniing to the neew
strategic allo
ocation policcy during fisscal year 201
12.
Expected An
nnualized Return and Riisk
Based on PC
CA’s 2011 capital
c
markeet projection
ns for 10 year
ars, the targett allocation iis expected tto
achieve an average
a
annu
ualized returrn of 7.7% (4
4.9% real retturn with exppected inflattion of 2.8%
%). The
annual nomiinal return over
o
this 10-y
year period is
i expected tto fall withinn a range of -7.0% and 222.3%
two-thirds of
o the time.
ange Asset Allocation
A
Target
Ta
Long-Ra
The ERS will strategiccally invest in
n the followingg asset classees:
Strattegic Allocatioon
Domestic Equity
Internation
nal Equity
Total Fixeed Income
Real Estatte
Private Eq
quity
Real Retu
urn
Covered Calls
C

30%
26%
20%
7%*
7%**
5%***
5%

* The Real
R Estate targ
get will be the percentage
p
actu
tually invested up to 7% of thhe Total Fund. Changes
in the Real Estate tarrget will be offfset by an equaal percentage chhange in the D
Domestic Equityy target.
** The Private
P
Equity target will bee the percentaage actually innvested up to 7% of the Tootal Fund.
Chang
ges in the Priv
vate Equity targ
get will be offfset by an equ al percentage change in the Domestic
Equity
y target.
*** The Real
R Return targ
get will be the percentage acttually investedd up to 5% of thhe Total Fund. Changes
in the Real Return taarget will be offfset by an equaal percentage cchange in the D
Domestic Equitty target.

Evollving Strateg
gic Asset Alllocation Poliicy

Domestic Equiity
International Equity
E
Total Fixed inccome
Real Estate
Private Equity
Real Return
Covered Calls
Total

Target Policcy
6/30/2011
41%
17%
28%
9%
2.5%
2.5%
--100%

Target Policy
7/1/2011
35%
21%
24%
7%
5%
5%
3%
100%

Tar get Policy
7//1/2012
30%
26%
21%
7%
6%
5%
5%
100%

Target P
Policy
7/1/20013
30%
%
26%
%
20%
%
7%
%
7%
%
5%
%
5%
%
100%
%
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Repoort on Inveestment Acctivity by IInvestmentt Consultannt

Manager Evvaluation
Individual Domestic
D
an
nd Internatiional Equity
y and Fixedd Income m
managers aree measured against
relevant ind
dexes and their respecttive peer grroups of maanagers. M
Market indexxes and peeer group
benchmarkss are assigneed to each manager
m
and are intende d as a guidee for the invvestment maanager to
understand the risk/rew
ward posture of their porrtfolio. Reall Estate mannagers are m
measured agaainst the
o the North
hern Trust Real
R
Estate Database aand the NC
CREIF Totaal Index.
median perrformance of
Managers have full disccretion to maanage the rissk posture off their portfo
folios relativee to their designated
market indeex and may
y, with conv
viction and appropriatee expertise, execute seccurity strateggies not
reflected by
y their markeet index as long
l
as they
y conform too the investm
ment guideliines and the laws of
the State of Hawaii.
Investment Practices
P
The full In
nvestment Policy Statem
ment (IPS) describes, iin detail, accceptable innvestment ppractices,
manager reeporting req
quirements, manager peerformance guidelines, the distribbution of brrokerage
commission
ns, and securities lendin
ng guidelines. Revisionns to the IPS
S took place during fisscal year
2007, coverring manageer monitoring
g criteria an
nd Sudan-rellated divestm
ment guideliines. As a rresult of
the most reecent full assset allocatio
on/liability study,
s
addittional revisions to the IIPS will takke place
during fiscaal year 2012.
All rates off return are calculated using meth
hodologies tthat are gennerally accepted by thee Global
Investment Performan
nce Standarrds (GIPS). All Dom
mestic Equitty manager returns are daily,
time-weigh
hted rates of
o return baased on cusstodial dataa. Internatiional Equityy, Domesti c Fixed
Income, and Internatio
onal Fixed Income
I
retu
urns are monnthly, time- weighted reeturns. Reaal Estate
returns are calculated using
u
statem
ments receiv
ved directlyy from the m
manager. Thhis ensures that the
performancce is based on
o accurate cash flows and appraissal values.
Asset Alloccation as of June
J
30, 201
11:
Actual Asset
A
Allocatiion

Private Equ
uity
3%

Real Return
1%

Otherr
4%

Real Estate
8%

US Equity
40%
4

T
Target Asset A
Allocation

Private
R
Real Estate Equity
9%
2.5%

Totaal Fixed
228%

Total
T
Fixed
23%

Inttl Equity
17%

Emplloyees’ Retirem
ment System off the State of Ha
awaii

Inttl Equity
17%

Real Return
2.5%
Other
0%

US Equity
41%
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Investmentt Results ass of June 30
0, 2011:

Year Ennded June 30,

D
Domestic Equity
y
Domestic Equiity Blended Indeex

1

NT Total Dom
mestic Equity*
D
Diversified Fixed
d-Income

3 Years
Ended

5 Years
Ended

6/2011

6/2011

2011

2010

2009

20008

2007

31.83%

15.33%

(277.34%)

(11.399%)

20.03%
%

3.38%

3.28%

32.37%

15.72%

(255.83%)

(12.84%)

19.99%
%

4.35%

3.51%

33.22%

16.46%

(266.16%)

(12.32%)

19.75%
%

4.69%

3.83%

5.51%

13.63%

5.80%

6.331%

6.40%
%

8.25%

7.49%

Diversified Fix
xed Income Blen
nded Index2

4.20%

9.99%

5.35%

7.112%

6.12%
%

6.48%

6.54%

NT Domestic Fixed*
F

5.90%

13.78%

4.69%

6.441%

6.28%
%

8.35%

7.47%

In
nternational Eq
quity

30.24%

11.28%

(311.45%)

(7.933%)

29.81%
%

(0.22%)

3.49%

International Equity
E
Blended In
ndex3

30.07%

8.41%

(300.76%)

(8.33%)

29.67%
%

(0.79%)

3.02%

NT Non-U.S. Equity*
E

29.81%

11.62%

(299.96%)

(8.29%)

29.28%
%

0.40%

3.76%

4.12%

4.01%

9.82%

14.558%

2.00%
%

5.95%

6.80%

In
nternational Fixed-Income
International Fixed Blended In
ndex
NT Non-U.S. Fixed*
F
R
Real Estate^

4

0.91%

6.62%

7.60%

18.772%

2.20%
%

5.00%

7.03%

12.70%

18.50%

2.28%

2.665%

7.10%
%

9.77%

8.50%

21.41%

0.99%

(266.74%)

7.664%

17.69%
%

(3.52%)

2.62%

NCREIF Total Property Index

16.73%

(1.48%)

(119.55%)

17.25%

18.67%
%

(2.56%)

3.45%

NT Real Estatee Funds*

17.06%

(10.22%)

(227.81%)

5.79%

15.48%
%

(7.34%)

(0.71%)

P
Private Equity^

16.46%

7.54%

R
Real Return

(0.73%)

---

T
Total Fund

(111.19%)
---

11.443%
----

22.46%
%
---

3.61%

8.70%

---

---

21.25%

11.96%

(177.54%)

(3.511%)

17.81%
%

3.83%

4.94%

Composite Ben
nchmark5

21.47%

10.31%

(166.94%)

(3.07%)

17.08%
%

3.63%

4.78%

NT Public Fun
nds > $1 Billion*
*

22.47%

13.78%

(188.37%)

(4.41%)

17.50%
%

3.77%

4.71%

* Universe data prrovided by Northerrn Trust: Public Fu
unds (DB) > $1 Biillion, Median Ressults.
^ Based on 6/30/2
2011 statements.
1

80% S&P 500 In
ndex, 10% S&P Mid
M Cap 400 Index and 10% Russell 2000 Index througgh 12/31/08; Russeell 3000 Index theereafter.

2

BC Aggregate In
ndex through 6/30//08; 85% BC US Universal
U
Index an
nd 15% Multiversee Non-US Hedgedd Index thereafter.

3

85% MSCI EAF
FE Free ND Index and 15% MSCI Emerging Markets ND
N Index.

4

Citigroup Non-U
US WGBI through 6/30/08; BC Multtiverse Non-US Hedged Index thereeafter.

5

34.9% S&P 500 Index, 4.5% S&P
P 400 Mid Cap Ind
dex, 4.5% Russell 2000
2
Index, 14.5%
% MSCI EAFE Freee ND Index, 2.5%
% MSCI Emg Mktts ND Index,
P
Index lagg
ged, 3.6% Alternaative Investments, 21.0%
2
BC Aggreggate Index, and 7.00% CG WGBI ex U
US Index through 12/31/08;
7.5% NCREIF Property
41.0% Russell 3000
3
Index, 14.5%
% MSCI EAFE Free
F
ND Index, 2.5%
2
MSCI Emg Mkts ND Indexx, 9.0% NCREIF Property Index laagged, 5.0%
Alternative Investments, 21.0% BC
C Universal Index
x, and 7.0% BC Mu
ultiverse ex US Heedged Index throuugh 6/30/11;
41.0% Russell 3000
3
Index, 14.5%
% MSCI World ex
e US ND Index, 2.5% MSCI Emgg Mkts ND Indexx, 9.0% NCREIF Property Index laagged, 5.0%
Alternative Investments, 21.0% BC
C Universal Index
x, and 7.0% BC Mu
ultiverse ex US Heedged Index throuugh 9/30/11;
35.0% Russell 3000 Index, 18.0% MSCI World ex US
U ND Index, 3.0% MSCI Emg Mkkts ND Index, 7.0%
% NCREIF Properrty Index lagged, 55.0% Private
Equity, 5.0% Reeal Return, 18.0% BC
B Universal Indeex, 6.0% BC Multiverse ex US Hedgged Index, and 3.00% CBOE BXM Inndex thereafter;
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Investment Professionals
INVESTMENT MANAGERS
U.S. EQUITIES

REAL ESTATE

Atatlanta
Bank of Hawaii
Barrow, Hanley, Mewhinney & Strauss
CM Bidwell & Associates
CS McKee Investment Managers
Goldman Sachs Asset Management
Jennison Associates
Mellon Capital Management Corporation
Systematic Investment Management
T. Rowe Price

INTERNATIONAL EQUITIES

Angelo Gordon
CB Richard Ellis
Heitman Capital Management
Invesco Realty Advisors
LaSalle Investment Management
Lone Star
Mesa Capital
Oaktree

FIXED-INCOME

Acadian Asset Management
JP Morgan Chase
Mercator Asset Management
Philadelphia International Advisors
Rexiter Capital Management
State Street Global Advisors

PRIVATE EQUITY

Bishop Street Capital Management
Bradford and Marzec
Oechsle International Advisors
Pacific Income Advisers
Pacific Investment Management Company
Western Asset Management Company

REAL RETURN

Abbott Capital Management, LLC
Hancock Timber Resource Group
GK Macquarie Newport
MetWest (TALF Fund)

Gateway

OTHER SERVICE PROVIDERS
COMMISSION RECAPTURE BROKERS

Knight Equity Markets, LP
LJR Recapture Services
Rochdale Securities Corporation

CUSTODIAL BANK

Northern Trust Company
INVESTMENT ADVISOR

Pension Consulting Alliance, Inc.
Courtland Partners

Employees’ Retirement System of the State of Hawaii

______________________________________________________

83

Investment Section

Investment Schedules
List of Assets Directly Held (by fair value)*
as of June 30, 2011 (excludes investments in pooled vehicles and index funds)
* A complete list of holdings is available for review upon request.

Par / Shares
Domestic Fixed Income
1
88,700,000
2
54,390,000
3
40,000,000
4
38,020,000
5
24,000,000
6
22,690,000
7
20,300,000
8
18,700,000
9
13,900,000
10
15,000,002

Security
United States Treas Notes
United States Treas Notes
FNMA Single Family Mortgage (Settles July)
United States Treas Notes
Gnma II Jumbos (Settles July)
United States Treas Bonds
GNMA I Single Family Mortgage (Settles July)
PVTPL CMP Arkle Master Issuer PLC 2006-1A $A2
Federal Natn Mtg Ass Gtd MTG Pool #AL0520
FNMA Pool #AE0949

International Fixed Income
1
17,318,000 Government of Canada
2
20,002,000 Province of Ontario
3
16,070,000 Queensland Treasury Corp
4
1,280,000,000 Asian Development Bank
5
11,692,000 Freitstaat Bayern
6
11,832,000 Kreditanstalt Fur Wiederaufbau
7
1,400,000,000 Dexia Muni Agency
8
47,078,000 Republic of Poland
9
47,431,000 Republic of Poland
10
11,639,000 Kingdom of Spain

Coupon

Maturity

Standard
& Poors

75.000%
2.750%
4.500%
3.500%
4.500%
4.375%
4.500%
FLTG RT
5.500%
4.000%

6/15/2014
12/31/2017

2/17/2052
7/1/2041
2/1/2041

Aaa
Aaa
Agency
Aaa
Agency
Aaa
Agency
Aaa
Agency
Agency

2.000%
6.250%
6.500%
2.350%
3.375%
3.375%
1.800%
4.750%
5.250%
3.900%

12/1/2014
6/16/2015
4/16/2012
6/21/2027
1/21/2013
1/16/2012
5/9/2017
4/25/2012
10/17/2025
10/31/2012

Aaa
Aa
Aaa
Aaa
NR
Aaa
Aaa
A
A
Aa

5/15/2020
5/15/2040

Fair Value

$

88,596,044
55,843,246
41,381,240
39,692,120
25,256,256
22,675,932
21,422,834
18,679,006
15,032,633
15,021,167
17,961,887
17,456,317
17,430,437
17,336,107
17,335,068
17,330,461
17,308,271
17,161,443
17,147,586
17,076,543

Domestic Equities
1
179,380
2
1,147,122
3
542,648
4
889,960
5
802,810
6
260,275
7
1,300,570
8
788,712
9
1,281,232
10
390,720

Apple Inc (Common)
JP Morgan Chase Cap XXII (Common)
Schlumberger Ltd (Common)
UnitedHealth Group (Common)
Qualcomm (Common)
International Business Machines (Common)
Oracle (Common)
American Express (Common)
AT&T (Common)
Chevron (Common)

60,212,485
46,963,175
46,884,787
45,904,137
45,591,580
44,650,176
42,801,759
40,776,410
40,243,497
40,181,645

International Equities
1
605,659
2
427,163
3
451,675
4
399,994
5
1,066,987
6
9,080,556
7
633,038
8
129,264
9
929,877
10
1,720,539

BHP Billiton
Novartis AG
Total
Nestle
AXA
Vodaphone Group
Royal Dutch Shell
Roche Holdings AG
BG Group
BBVA(Bilb-Viz-Arg)

28,400,730
26,126,953
26,115,858
24,821,480
24,241,038
24,098,061
22,467,993
21,600,291
21,109,197
20,180,696
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Investment Schedules (continued)
Investments Summary
(Dollar values expressed in thousands)

Fair Value as of
June 30, 2011

Equity securities
Common stock
Pooled and others

$

Fixed income securities
Mortgage-backed securities
Corporate
Government
Asset backed securities
Pooled and others
Others
Real estate investments
Alternative investments
Total, investments at fair value

$

Percentage

4,955,044,663
2,401,756,600
7,356,801,263

42.89% $
20.79%
63.68%

195,690,828
980,798,070
1,258,049,810
39,989,311
28,487,028
2,503,015,047

1.69%
8.49%
10.89%
0.35%
0.25%
21.67%

1,164,811,013
528,365,222
1,693,176,235

10.08%
4.57%
14.65%

11,552,992,545

100.00% $

Schedule of Investment Fees
by Asset Class Allocation
(Dollar values expressed in thousands)

Equities
U.S. equities
International equities

Total FY 2011
Investment Fees

Fair value as of
June 30, 2011
$

Fixed Income
Diversified fixed income
Non U.S. fixed income
Other Asset Allocations
Real estate
Private equity

5,530,295
1,993,457
7,523,752

$

$

21 bp
41
26

2,349,328
357,378
2,706,706

5,354
877
6,231

23
25
23

529,370
869,082
1,398,452

10,938
2,517
13,455

207
29
96

100
675

n/a
n/a

40,346

35

Other Investment Services
Custodian fees
Investment consultant fees
Total

11,618
8,267
19,885

Basis
Points

11,628,910

Employees’ Retirement System of the State of Hawaii

$
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Investment Schedules (continued)
Schedule of Broker Commissions
The Employees' Retirement System participates in a Commission Recapture Program with three
brokerage firms for equity trades, which are listed in the Investment Professionals section. Domestic and
international investment managers are required to direct at least 35% of all brokerage transactions to
participating brokers, subject to best execution. Commissions charged per share are based on the
investment manager’s normal rate schedule. All commissions recaptured are used exclusively by the ERS
for the benefit of its members and beneficiaries. ERS does not guarantee participating brokers any
minimums, required volumes or fees. During the fiscal year ended June 30, 2011 the ERS recaptured
$698,325 in commissions.
The following is a list of brokers who received $40,000 or more in commissions during Fiscal Year 2011.
A complete list of all commissions is available for review upon request.

Brokerage Firms
Lynch, Jones and Ryan
Credit Suisse
Series
Goldman, Sachs and Co.
Deutsche Bank
Citigroup Global Markets
Liquidnet Europe Limited
Jefferies and Company
Merrill Lynch and Co
UBS Warburg Securities
Knight Capital Americas
JPMorgan Chase Bank
Stifel Nicolaus & Co
Macquarie Securities
Morgan Stanley & Co
Barclays
Broadpoint Capital
Sanford C. Bernstein
Nomura Securities
Royal Bank of Canada RBC) Dominiion
Rochdale Securities
CLSA Singapore Pte
Others (includes 227 firms)
Commissioned equity trades
Less commissions recaptured
Trades at net commission

Shares
Traded

Commission
Dollar
Amount
Per Share

Dollar Volume
of Trades

21,709,037
126,270,778
10,571,700
19,680,674
11,610,357
12,610,726
10,697,460
8,265,840
15,250,405
41,665,854
5,717,430
8,961,606
3,641,680
16,172,056
11,390,784
4,371,606
2,531,050
2,534,788
9,164,658
1,624,890
1,221,688
1,671,874
116,952,587
464,289,528

$

$

738,373,552
849,668,046
592,343,920
221,624,316
157,462,623
141,214,628
329,393,218
222,019,420
144,548,281
129,447,405
121,934,064
108,670,231
149,220,382
77,063,306
78,064,356
104,739,076
34,256,681
90,729,299
51,553,754
38,550,275
40,836,756
27,073,316
1,337,445,740
5,786,232,645

464,289,528

$

5,786,232,645

$

661,577
305,720
258,077
215,331
192,570
170,982
157,314
154,413
145,818
145,548
132,741
131,012
124,375
103,777
88,436
86,301
78,033
71,642
58,510
42,578
41,581
40,983
1,428,596
$ 4,835,915
(698,325)
$ 4,137,590

$

0.030
0.002
0.024
0.011
0.017
0.014
0.015
0.019
0.010
0.003
0.023
0.015
0.034
0.006
0.008
0.020
0.031
0.028
0.006
0.026
0.034
0.025
0.012

$

0.009
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Letter frrom the Acctuary

February 27,
2 2012
Board of Trustees
T
Employeess’ Retiremen
nt System of
The Staate of Hawaiii
City Finan
ncial Tower
201 Merch
hant St., Ste. 1400
Honolulu, HI 96813-2980

Dear Trusttees:
Subject:

al Valuation as of June 30,
3 2011
Actuaria

We certify
y that the info
ormation con
ntained in the 2011 actuariial valuation report is acccurate and faiirly
presents th
he actuarial position
p
of thee Employeess’ Retirementt System of th
the State of H
Hawaii (ERS)) as of
June 30, 20
011.
All calculaations have been
b
made in conformity with
w generallly accepted aactuarial prinnciples and prractices
and with th
he Actuarial Standards off Practice issu
ued by the A
Actuarial Stanndards Boardd. In our opinnion, the
results presented comply with the reequirements of the Hawaaii statutes annd, where appplicable, the IInternal
Revenue Code,
C
ERISA
A, and the Staatements of th
he Governmeental Accounnting Standarrds Board. T
The
undersigneed are indepeendent actuarries. One or more
m
of them
m are an Enroolled Actuaryy and/or a Member
of the Ameerican Acadeemy of Actuaaries. All aree experiencedd in performiing valuationns for large puublic
retirement systems.
Actuarial valuations
The primarry purpose of the valuatio
on report is to
o determine tthe adequacyy of the curreent employer
contributio
on rate throug
gh measuring
g the resultin
ng funding peeriod, to desccribe the currrent financiall
condition of
o ERS, and to analyze ch
hanges in ER
RS’s conditionn. In additioon, the reportt provides
informatio
on required by
y ERS in con
nnection with
h Governmenntal Accountiing Standardds Board Statement
No. 25 (GA
ASB No. 25)), and it provides various summaries oof the data.
Valuationss are prepared
d annually, as
a of June 30tth of each yeear, the last dday of ERS’s plan year annd fiscal
year.
Financing
g objectives
Contributio
on rates are established
e
by
y Law that, ov
ver time, are intended to rremain level aas a percent oof
payroll. Th
he employee and
a employer contribution
n rates have bbeen set by L
Law and are inntended to prrovide
for the norm
mal cost pluss the level perrcentage of payroll
p
requireed to amortizze the unfundded actuarial aaccrued
liability (U
UAAL) over a period not in
n excess of 30 years.

________
__________
___________
__________
_________________________________________________
Employeees’ Retirement System
S
of the State
S
of Hawaii

_______________________________________________________
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Letter from the Actuary (continued)
Board of Trustees
February 27, 2012
Page 2
Progress toward realization of financing objectives
The actuarial accrued liability, the unfunded actuarial accrued liability (UAAL), and the determination of
the resulting funding period illustrate the progress toward the realization of financing objectives. Like
most pension funds across the country, the System was significantly impacted by the severe downturn in
the investment markets during fiscal year 2009. Based on this actuarial valuation as of June 30, 2011,
ERS’s underfunded status has increased due to continued recognition of these market investment losses.
The System’s UAAL also increased due to the adoption of new actuarial assumptions. The lowering of
the investment return assumption from 8.00% to 7.75% significantly increased the UAAL. However, the
System had a partially offsetting liability experience gain which was caused primarily by lower than
expected salary increases. The UAAL is now $8.154 billion.
The 2011 Legislature made significant changes to the future employer contribution rates. The current
19.70% for Police and Fire employees will gradually increase to 25.00%, and the 15.00% for All Other
Employees will gradually increase to 17.00%. The Legislature also made changes to the benefits and
member contribution rates for employees hired after June 30, 2012. Because these changes result in
significantly higher contributions towards the unfunded liability in the future than in the current year, we
believe it is more appropriate to determine the funding period using an open group projection rather than
a static mathematical formula, which assumes that all amortization payments in the future will be the
same percentage of pay as in the current year.
Based on the future increases in the employer contribution rates and the changes to the benefits and
member contributions of future employees, we have determined that the funding period for paying off the
UAAL of the System is 25 years. Because this period is less than 30 years, the financing objectives of
ERS are currently being realized. Hawaii Revised Statutes §88-122(e)(1) state that the employer
contribution rates are subject to adjustment when the funding period is in excess of 30 years.
The System is still deferring $300 million in deferred investment losses. Without offsetting gains, these
losses will increase the unfunded liability and possibly lengthen the funding period as they are recognized
in future valuations.
Benefit provisions and Legislative changes
As discussed above, there were significant changes to the future contribution requirements and benefit
provisions of future members of the System. While these changes have been reflected in the
determination of the funding period as described above, they have not been reflected in the determination
of the liabilities included in this valuation since this valuation does not include any members impacted by
the changes. Please see our discussion of these changes in Exhibit 9. See the Summary of Retirement
Benefit Plan Provisions in the Introductory Section of this CAFR for more details on the benefit
provisions of the System.

Gabriel Roeder Smith & Company
Comprehensive Annual Financial Report 2011
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Letter from the Actuary (continued)
Board of Trustees
February 27, 2012
Page 3

Assumptions and methods
The actuarial assumptions used were adopted by the Board in December of 2010 based on the
recommendations provided by an Experience Study performed by us. A change in the investment return
assumption was recommended to the Board as part of the recommended changes. However, the
investment return assumption is set by statute. As part of the legislative changes made to the system by
the 2011 Legislature, the investment return assumption was lowered to the recommended rate of 7.75%
effective with this valuation. In addition, the Board of Trustees was given the authority to set this
assumption for fiscal years after 2011.

Our Experience Study report dated December 20, 2010 provides details on the changes to the actuarial
assumptions. A brief summary of the significant changes are shown below.
• Decrease the assumed real return on investments (net of expenses)--the return in excess of inflation-from 5.00% to 4.75%. (Combined with the 3.00% inflation assumption, this results in a decrease to the
nominal investment return rate assumption from 8.00% to 7.75%)
• Change the salary increase rates to reflect a larger productivity component for Police & Fire. Small
changes also made to service-based components for all groups. The overall impact is to increase
assumed salary increase rates for all employees.
• Decrease the rates of mortality for healthy retirees and beneficiaries for most employee groups.
Recommend retaining current mortality tables, but modifying the percentages applied to reflect
experience and allow for future mortality improvements.
• Modify the rates of mortality for disabled retirees.
• Increase the rates of mortality for active employees.
• Modify the rates of disability for active employees.
• Modify the rates of retirement for most employees. Lower rates at most ages.
• Modify the rates of termination for both males and females for each of the groups.
In addition to the assumption changes, we also recommended a modification to the asset valuation method
from an individual base recognition method to an aggregate base recognition method.
The Board also made one other funding method change in conjunction with this valuation. The Board
continues to use the Entry Age Normal actuarial cost method for determining the liabilities of the System.
However, in prior years the Ultimate Normal Cost method was used in the determination of the normal cost
and accrued liabilities of the System. The Board has decided to adopt the use of the Individual Normal Cost
method to determine the normal cost and liabilities of the System effective with this valuation.
Further detail on the assumptions and methods may be found in the Summary of Actuarial Methods and
Assumptions of this section.
In our opinion, the assumptions are internally consistent and are reasonably based on the actual
experience of ERS. These assumptions are also in full compliance with all parameters established by
GASB No. 25.

Gabriel Roeder Smith & Company
_________________________________________________________________________________________________
Employees’ Retirement System of the State of Hawaii
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Lettter from thhe Actuary (continuedd)
Board of Trustees
T
February 27,
2 2012
Page 4
The resultss of the actuaarial valuation are depend
dent on the acctuarial assum
mptions usedd. Actual resuults can
and almostt certainly wiill differ, as actual
a
experience deviatees from the asssumptions. E
Even seeminngly
minor chan
nges in the asssumptions can
c materially
y change the liabilities, caalculated conntribution rattes and
funding peeriods. The acctuarial calcu
ulations are in
ntended to prrovide inform
mation for raational decisioon
making.
Data
Member data
d for retireed, active, an
nd inactive participants w
was supplied as of Marchh 31, 2011, bby ERS’s
staff. We have not su
ubjected thiss data to any
y auditing pprocedures, bbut have exxamined the data for
reasonableeness and con
nsistency witth the prior year's data. Assset informattion was suppplied by ERS
S’s staff.
Responsib
bility for Tables and Scheedules
The actuaary is respon
nsible for th
he informatiion with resspect to yeaars after 19999 in the R
Required
Supplemen
ntary Inform
mation, the Schedule
S
off Employer Contributionns, and the Notes To R
Required
Supplemen
ntary Inform
mation in thee Financial Section
S
of th
the ERS’s C
Comprehensivve Annual F
Financial
Report (CA
AFR). Inform
mation with respect
r
to yeaars prior to 20000 was suppplied by ERS
S.
Tables and
d schedules in the Actu
uarial Section
n of the CA
AFR were geenerally preppared directlyy by the
Actuary. Certain
C
of theese tables, ho
owever, weree prepared bby ERS utilizzing informattion from thiis report.
When thosse tables weree prepared by
y ERS from our
o report, thhey are so nooted.
All of ourr work confforms with generally acccepted actuaarial principples and practices, and w
with the
Actuarial Standards
S
off Practice issu
ued by the Actuarial
A
Stanndards Boardd. In our opinnion, our calcculations
also comp
ply with the requirements of state law
l
and, whhere applicabble, the Inteernal Revenuue Code,
ERISA, an
nd the Stateements of the Governmeental Accounnting Standaards Board. T
The undersiggned are
independen
nt actuaries and
a consultants. Mr. New
wton is an Ennrolled Actuaaries, a Mem
mber of the A
American
Academy of Actuariess and meets the Qualification Standaards of the A
American Accademy of A
Actuaries.
Finally, alll of the und
dersigned arre experienceed in perforrming valuattions for largge public reetirement
systems.
Sincerely,

Joe Newton, FSA,
F
EA
Senior Consulltant & Actuary
y

Lewis
L
Ward
Consultant
C

L
Linna Ye, ASA
A
A
Actuary

Gabriel Roed
der Smith & C
Company
Comprehennsive Annual F
Financial Report 2011

92

Actuarial Section

_______________________________________________________

Executive Summary
The following summarizes the key results of the June 30, 2011 actuarial valuation of the Employees’
Retirement System of the State of Hawaii (ERS).
Item
Membership
• Number of
- Active members
- Retirees and beneficiaries
- Inactive, vested
- Total
• Covered payroll for active members
• Actual benefit payments and refunds
Assets
• Actuarial value
• Market value
• Return on actuarial value
• Return on market value
• Employer contributions during fiscal
year
• External cash flow %
Actuarial Information
• Total normal cost % (employee +
employer)
• Unfunded actuarial accrued liability
(UAAL)
• Funded ratio (based on actuarial
assets)
• Funded ratio (based on market assets)
• Funding period (years) *
• Employer contribution rate
% of projected payroll **
For FY 2012 & Beyond
• GASB ARC for FY 2012
% of projected payroll
Police and Fire Employees
All Other Employees
Composite – All Employees
*

2011

2010

65,310
39,689
6,649
111,648
$3,731.4 million
$968.1 million

65,890
38,441
6,895
111,226
$3,713.6 million
$914.1 million

$11,942.8 million
$11,642.3 million
7.1%
20.8%

$11,345.6 million
$9,821.6 million
(0.4%)
11.5%

$538,692,849
(1.9%)

$547,612,717
(0.2%)

11.06%

12.60%

$8,154.2 million

$7,138.1 million

59.4%
57.9%
25.0

61.4%
53.1%
41.3

15.52%

15.49%

25.47%
17.67%
18.56%

22.33%
16.23%
15.49%

Funding Period for 2010 based on actuarial value of assets and current employer contribution rates of 15.00% for for
All Other Employees beginning July 1, 2008.All Other Employees and 19.70% for Police and Fire.
Funding Period for 2011 based on open group projection reflecting changes in benefits and future contribution
rates.

**

Weighted average of 19.70% Contribution Rate for Police and Firefighters and 15.00% Contribution Rate for All
Other Employees.
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Actuarial Certification Statement

* Effective with the June 30, 2011 valuation, the Funding Period is calculated using an open group projection which
reflects the impact of both the new employer contribution rates schedule and the benefits and member contribution
rates for employees hired after June 30, 2012.
Police and Firefighters
June 30, 2011
1. Gross normal cost as a percentage of pay
2. Present value of future benefits
a. Active employees
b. Inactive members
c. Pensioners and beneficiaries
d. Total

All Other Employees
June 30, 2011

20.29%
$

$

2,578,173,870
26,631,323
1,649,313,937
4,254,119,130

All Employees
June 30, 2011

9.87%
$

$

10,447,770,188
334,620,862
8,534,399,292
19,316,790,342

11.06%
$

$

13,025,944,058
361,252,185
10,183,713,229
23,570,909,472

3. Present value of future employee and
employer contributions
a. Present value of future normal costs
b. Present value of future employee contributions
c. Present value of future employer normal cost
(Item 3a - Item 3b)

$

810,307,888
488,554,929

$

2,663,671,216
1,121,892,868

$

3,473,979,104
1,610,447,797

$

321,752,959

$

1,541,778,348

$

1,863,531,307

4. Actuarial accrued liability (Item 2d - Item 3a)

$

3,443,811,242

$

16,653,119,126

$

20,096,930,368

$

$
$

902,828,600
8,858,655,576
9,761,484,176

$

$

750,184,689
1,431,084,495
2,181,269,184

$

1,653,013,289
10,289,740,071
11,942,753,360

$

1,262,542,058

$

6,891,634,950

$

8,154,177,008

5. Actuarial value of assets
a. Annuity Savings Fund
b. Pension Accumulation Fund
c. Total
6. Unfunded actuarial accrued liability
7. Adequacy of contribution rates
a. Statutory Contribution Rate for Fiscal Year 2012
B. Funding period in years as of June 30, 2011 *

19.70%
25.0

15.00%
25.0

15.52%
25.0

The actuarial valuation as of June 30, 2011 is based on the provisions of Chapter 88 of the Hawaii
Revised Statutes, as amended. The assumptions used in the cost calculations were those adopted by the
Board of Trustees on December 20, 2010 based on statutory requirements and on the actuary’s actuarial
experience investigation report covering the five-year period July 1, 2005 – June 30, 2010. The actuarial
calculations were performed by qualified actuaries in accordance with accepted actuarial procedures.
In our opinion, the contributions required to meet ERS’s liabilities were calculated in accordance with
the provisions of Chapter 88 regarding the funding of the Employees’ Retirement System on an actuarial
reserve basis.
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Summary of 2011 Actuarial Valuation
Exhibit 1
Development of Employer Cost

1. Payroll (adjusted for one year’s pay increase)

$

Police and
Firefighters

All Other
Employees

All Employees

June 30, 2011

June 30, 2011

June 30, 2011

436,196,835

$

20.29%

2. Gross normal oost (Exhibit 3)

3,479,760,469

$

9.87%

3,915,957,304
11.06%

8.09%

5.78%

6.06%

4. Present value future benefits (Exhibit 2)

$

4,254,119,130

$ 19,316,790,342

$ 23,570,909,472

5. Present value future employer contributions

$

321,752,959

6. Present value future employee contributions

$

488,554,929

7. Actuarial accrued liability (Item 4 - Item 5 - Item 6)

$

3,443,811,242

$ 16,653,119,126

$ 20,096,930,368

8. Actuarial value of assets

$

2,181,269,184

$

9,761,484,176

$ 11,942,753,360

$

1,262,542,058

$

6,891,634,950

$

3. Employer normal cost rate (Exhibit 3)

$

1,541,778,348

$

1,863,531,307

$

1,121,892,868

$

1,610,447,797

9. Unfunded actuarial accrued liability (UAAL)
(Item 7 - Item 8)

25.0

10. Funding period *

25.0

8,154,177,008
25.0

* Effective with the June 30, 2011 valuation, the Funding Period is calculated using an open group projection which reflects the
impactof both the new employer contribution rates schedule and the benefits and member contribution rates for employees hired
afterJune 30, 2012.

1.

Payroll (adjusted for one year’s pay increase)

2.

Gross normal oost (Exhibit 3)

$

Police and
Firefighters

All Other
Employees

June 30, 2010

June 30, 2010

409,981,764

$

18.80%

3,485,680,056

All Employees
June 30, 2010
$

11.84%

3,895,661,820
12.60%

3.

Employer normal cost rate (Exhibit 3)

6.60%

5.79%

5.90%

4.

Present value future benefits (Exhibit 2)

$

3,792,679,031

$ 17,727,864,418

$ 21,520,543,449

5.

Present value future employer contributions

$

230,448,395

$

1,370,946,568

$

1,601,394,963

6.

Present value future employee contributions

$

427,872,784

$

1,007,607,111

$

1,435,479,895

7.

Actuarial accrued liability (Item 4 - Item 5 - Item 6)

$

3,134,357,852

$ 15,349,310,739

$ 18,483,668,591

8.

Actuarial value of assets

$

2,059,850,670

$

9,285,767,336

$ 11,345,618,006

9.

Unfunded actuarial accrued liability (UAAL)
$

1,074,507,182

$

6,063,543,403

$

(Item 7 - Item 8)

7,138,050,585

10. Funding period
a. Statutory Contribution Rate Beginning July 1, 2010

19.70%

15.00%

15.49%

b. Less Employer normal cost

-6.60%

-5.79%

-5.90%

c. Employer Amortization payment (level %)
(Item 10a + Item 10b)

13.10%

9.21%

9.59%

47.2

40.0

41.3

d. Funding Period in years
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Summary of 2011 Actuarial Valuation (continued)
Exhibit 2
Actuarial Present Value of Future Benefits
All Other
Employees
June 30, 2011

Police and
Firefighters
June 30, 2011
1. Active members
a. Service retirement benefits
b. Termination benefits
c. Survivor benefits
d. Disability retirement benefits
e. Total
2. Retired members
a. Service retirement
b. Disability retirement
c. Beneficiaries
d. Total

$

$
$

$

2,443,174,302
82,413,268
38,812,501
13,773,799
2,578,173,870

$

1,554,457,246
29,044,151
65,812,540
1,649,313,937

$

$

3. Inactive members
a. Vested terminations
b. Nonvested terminations
c. Total

$

23,710,215
2,921,108
26,631,323

4. Total actuarial present value of future
benefits

$

4,254,119,130

$

9,467,384,389
657,786,761
230,129,736
92,469,302
10,447,770,188

$

8,029,263,146
147,887,723
357,248,423
8,534,399,292

$

$

$

310,828,475
23,792,387
334,620,862

$

334,538,690
26,713,495
361,252,185

$

19,316,790,342

$

23,570,909,472

$

$

2. Retired members
a. Service retirement
b. Disability retirement
c. Beneficiaries
d. Total
3. Inactive members
a. Vested terminations
b. Nonvested terminations
c. Total
4. Total actuarial present value of future
benefits

$

$
$

$
$

2,172,339,539
74,687,019
31,229,521
9,921,228
2,288,177,307
1,389,258,142
26,828,669
61,499,437
1,477,586,248

$

24,076,211
2,839,265
26,915,476

$

3,792,679,031

$

$

All Other
Employees
June 30, 2010

Police and
Firefighters
June 30, 2010
1. Active members
a. Service retirement benefits
b. Termination benefits
c. Survivor benefits
d. Disability retirement benefits
e. Total

All Employees
June 30, 2011

$

$
$

$
$

11,910,558,691
740,200,029
268,942,237
106,243,101
13,025,944,058
9,583,720,392
176,931,874
423,060,963
10,183,713,229

All Employees
June 30, 2010

8,704,119,614
702,394,185
123,661,071
80,839,411
9,611,014,281

$

7,321,907,514
135,756,765
324,175,371
7,781,839,650

$

$

$

10,876,459,153
777,081,204
154,890,592
90,760,639
11,899,191,588
8,711,165,656
162,585,434
385,674,808
9,259,425,898

$

$

318,021,167
16,989,320
335,010,487

$

342,097,378
19,828,585
361,925,963

$

17,727,864,418

$

21,520,543,449
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Summary of 2011 Actuarial Valuation (continued)
Exhibit 3
Analysis of Normal Cost
Police and
Firefighters
June 30, 2011

All Other
Employees
June 30, 2011

All Employees
June 30, 2011

1. Normal cost as a percent of pay
a. Service retirement benefits
b. Deferred termination benefits
c. Refunds
d. Disability retirement benefits
e. Survivor benefits
f. Total

17.37%
0.84%
1.35%
0.20%
0.53%
20.29%

7.42%
0.79%
1.19%
0.17%
0.30%
9.87%

8.57%
0.79%
1.21%
0.17%
0.32%
11.06%

2. Employee contribution rate

12.20%

4.09%

5.00%

8.09%

5.78%

6.06%

3. Effective employer normal cost rate
(Item 1f – Item 2)

Police and
Firefighters
June 30, 2010

All Other
Employees
June 30, 2010

All Employees
June 30, 2010

1. Normal cost as a percent of pay
a. Service retirement benefits
b. Deferred termination benefits
c. Refunds
d. Disability retirement benefits
e. Survivor benefits
f. Total

16.06%
0.70%
1.45%
0.16%
0.43%
18.80%

8.41%
1.19%
1.84%
0.18%
0.22%
11.84%

9.25%
1.14%
1.79%
0.18%
0.24%
12.60%

2. Employee contribution rate

12.20%

6.05%

6.70%

6.60%

5.79%

5.90%

3. Effective employer normal cost rate
(Item 1f – Item 2)
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Summary of 2011 Actuarial Valuation (continued)
Exhibit 4
Development of Actuarial Value of Assets
Year Ending
June 30, 2011
1.

Market value of assets at beginning of year

2.

Net new investments
a. Contributions
b. Benefits paid
c. Refunds
d. Subtotal

$

11,345,618,006

$

765,855,884
(960,219,432)
(7,901,509)
(202,265,057)

3.

Market value of assets at end of year

$

11,642,278,077

4.

Expected Return

$

899,558,838

5.

Expected actuarial value of assets, end of year

$

12,042,911,787

6.

Excess/(shortfall) return (Item 3-Item 5)

$

(400,633,710)

7.

Excess / (shortfall) recognized (25% of Item 7)

$

(100,158,427)

8.

Actuarial value of assets as of June 30, 2011 (Item 5 + Item 7)

$

11,942,753,360

9.

Ratio of actuarial value to market value

102.6%
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Summary of 2011 Actuarial Valuation (continued)
Exhibit 5
Total Experience Gain or Loss
Police and
Firefighters
June 30, 2011

Item

All Other
Employees
June 30, 2011

All Employees
June 30, 2011

A. Calculation of total actuarial gain or loss
1. Unfunded actuarial accured liability (UAAL),
as of June 30, 2010

$

1,074,507,182

$

6,063,543,403

2. Normal cost for the year (employer and employee)

$

77,076,572

$

387,029,675

3. Less: Contributions and assessments for the year

$

(117,355,282)

$

(648,500,602)

$

(765,855,884)

$

85,960,575

$

485,083,472

$

571,044,047

$

7,138,050,585
464,106,247

4. Interest at 8%
a. On UAAL
b. On normal cost

3,083,063

15,481,187

18,564,250

c. On contributions

(4,694,211)

(25,940,024)

(30,634,235)

$

84,349,427

$

474,624,635

$

558,974,062

5. Expected UAAL as of June 30, 2011 (Sum of Items 1– 4)

$

1,118,577,899

$

6,276,697,111

$

7,395,275,010

6. Actual UAAL as of June 30, 2011

$

1,262,542,058

$

6,891,634,951

$

8,154,177,009

7. Total gain (loss) for the year (Item 5 – Item 6)

$

(143,964,159)

$

(614,937,840)

$

(758,901,999)

$

(18,293,310)

$

(81,865,116)

$

(100,158,426)

d. Total

B. Source of gains and losses
8. Asset gain (loss) for the year (Exhibit 6)
9. Gain (loss) due to change in actuarial assumptions

(65,300,672)

(456,191,193)

(521,491,865)

-

(189,419,588)

(189,419,588)

10 Gain (loss) due to change in actuarial method
11 Other liability gain (loss)

$

(60,370,177)
-

12 Change in benefit provisions
13 Total gain (loss) for the year

$

$

(143,964,159)

112,538,057

$

52,167,880

$

(614,937,840)

$

(758,901,999)
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Summary of 2011 Actuarial Valuation (continued)
Exhibit 6
Investment Experience Gain or Loss
Item

June 30, 2011

June 30, 2010

1. Actuarial assets, beginning of year

$

11,345,618,006

$

11,400,116,874

2. Total contributions during year

$

765,855,884

$

907,659,785

3. Benefits and refunds paid

$

(968,120,941)

$

(914,148,929)

a. Beginning of year assets

$

907,649,440

$

912,009,350

b. Contributions

$

30,634,235

$

36,306,391

c. Benefits and refunds paid

$

(38,724,838)

$

(36,565,957)

d. Total

$

899,558,837

$

911,749,784

5. Expected actuarial assets, end of year
(Sum of Items 1 through 4)

$

12,042,911,786

$

12,305,377,514

6. Actual actuarial assets, end of year

$

11,942,753,360

$

11,345,618,006

7. Asset gain (loss) for year (Item 6 – Item 5)

$

(100,158,426)

$

4. Assumed net investment income at 8%

8. Asset gain (loss) as a percent of actuarial value of
assets, end of year (Item 7 / Item 6)

(0.84%)

(959,759,508)
(8.46%)
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Summary of 2011 Actuarial Valuation (continued)
Exhibit 7
Projection Results Based on June 30, 2011 Actuarial Valuation
Employer
Contribution
Rate for
Fiscal Year
Valuation Following
Employer
as of
Valuation Compensation Contributions
June 30,
Date
(in Millions)
(in Millions)
2011

15.52%

2012

16.11%

$

3,955.5
4,093.4

$

614
660

Actuarial
Accrued
Liability
(AAL, in
Millions)
$

20,097

Actuarial
Value of
Assets
(AVA, in
Millions)
$

20,999

11,943

Unfunded
Actuarial
Accrued
Liability
(UAAL, in
Millions)
$

Funded
Ratio

8,154

59.4%

12,645

8,354

60.2%

2013

16.67%

4,210.3

702

21,931

13,386

8,545

61.0%

2014

17.23%

4,338.0

747

22,867

14,163

8,704

61.9%

2015

17.79%

4,473.8

796

23,804

14,977

8,827

62.9%

2016

17.90%

4,616.9

826

24,739

15,833

8,906

64.0%

2017

17.90%

4,767.5

853

25,670

16,712

8,958

65.1%

2018

17.90%

4,926.6

882

26,596

17,612

8,985

66.2%

2019

17.90%

5,094.7

912

27,519

18,537

8,982

67.4%

2020

18.29%

5,160.9

944

28,437

19,491

8,946

68.5%

2021

18.28%

5,346.9

977

29,352

20,478

8,874

69.8%

2022

18.26%

5,543.2

1,012

30,262

21,503

8,759

71.1%

2023

18.25%

5,749.2

1,049

31,168

22,570

8,598

72.4%

2024

18.24%

5,964.6

1,088

32,069

23,684

8,385

73.9%

2025

18.23%

6,190.4

1,128

32,966

24,852

8,114

75.4%

2026

18.21%

6,426.1

1,171

33,856

26,078

7,778

77.0%

2027

18.20%

6,672.8

1,215

34,742

27,371

7,371

78.8%

2028

18.19%

6,931.0

1,261

35,625

28,741

6,885

80.7%

2029

18.19%

7,200.7

1,310

36,507

30,196

6,311

82.7%

2030

18.18%

7,482.6

1,360

37,389

31,748

5,641

84.9%

2031

18.17%

7,776.4

1,413

38,274

33,409

4,864

87.3%

2032

18.17%

8,081.6

1,468

39,162

35,192

3,970

89.9%

2033

18.16%

8,401.0

1,526

40,057

37,109

2,947

92.6%

2034

18.16%

8,734.0

1,586

40,961

39,178

1,783

95.6%

2035

18.15%

9,082.0

1,648

41,880

41,415

465

98.9%

2036

18.15%

9,445.1

1,714

42,816

43,840

(1,024)

102.4%

2037

18.14%

9,823.4

1,782

43,776

46,473

(2,698)

106.2%

2038

18.14%

10,217.6

1,854

44,764

49,338

(4,575)

110.2%

2039

18.14%

10,628.3

1,928

45,785

52,458

(6,673)

114.6%

2040

18.14%

11,056.0

2,006

46,847

55,860

(9,013)

119.2%

This projection reflects the new benefit provisions for new employees hired after June 30, 2012, per Act 163/2011 SLH.
The normal cost and accrued liabilities of the June 30, 2011 actuarial valuation were not impacted by the changes of these
benefit provisions based on the Individual Entry Age Normal Cost method. The changes in benefit provisions will not
impact the normal cost and accrued liabilities until the June 30, 2013 valuation, which will be the first valuation with
active members covered under the new benefit provisions.
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Summary of 2011 Actuarial Valuation (continued)
Exhibit 8
Highlights of Last Five Annual Actuarial Valuations
2007 through 2011
Valuation Date: June 30
Item

2007

2008

2009

2010

2011

Number of active members

65,251

66,589

67,912

65,890

65,310

Number of inactive members

5,554

5,847

6,016

6,895

6,649

33,117

33,893

34,429

35,763

36,871

2,207

2,367

2,570

2,678

2,818

Number of pensioners
Number of beneficiaries
Average monthly contributory plan
pension amount

$

1,869

$

1,941

$

2,019

$

2,118

$

2,221

Average monthly noncontributory plan
pension amount

$

1,359

$

1,388

$

1,421

$

1,457

$

1,509

1,603

$

1,602

$

1,857

$

2,055

Average monthly hybrid plan pension
amount

1,453

Average monthly beneficiary amount

$

1,025

$

1,062

$

1,109

$

1,151

$

1,188

Total actuarial value of assets
($millions)

$

10,590

$

11,381

$

11,400

$

11,346

$

11,943

Unfunded actuarial accrued liabilities
($millions)

$

5,106.8

$

5,168.1

$

6,236.3

$

7,138.1

$

8,154.2

Funding Period (in years) (1)

25.5

22.6

Item
(Dollar amounts in millions(2))
Employers appropriations(2)
(1)

(2)

28.2

41.3

25.0

Fiscal Year
2006-2007

2007-2008

2008-2009

2009-2010

2010-2011

$

$

$

$

$

454.5

488.8

578.6

547.6

534.9

Beginning with the 2004 valuation, the purpose of the valuation is to determine the remaining amortization period
based on the statutory contribution rates. Prior valuations determined the dollar amount needed to amortize the
UAAL over a fixed period of time.
Beginning with the fiscal year beginning July 1, 2005, a dollar contribution amount is not determined under the
provisions of Act 181/2004. Instead a fixed percentage of payroll is contributed (15.75% for Police and Fire,
13.75% for All Others). Beginning July 1, 2008, the percentages increased to 19.70% for Police and Fire, 15.00%
for All Others.
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Summary of 2008Actuarial Valuation (continued)
Exhibit 9
Discussion on Benefit Provisions
A summary of the provisions of ERS used in this valuation is presented in pages 12-16 of the
Introductory Section of this CAFR. The Summary of Plan Changes below is a historical record of
prior legislative changes starting with changes effective in 1999. There were significant changes made
by the 2011 Legislature to the benefit provisions of the System for employees hired after June 30,
2012. Because the Board has chosen to use the Individual Entry Age Normal Cost method, the normal
cost and accrued liabilities of this valuation were not impacted by the changes in the benefit
provisions. In fact, the changes in the benefit provisions will not impact the normal cost and accrued
liabilities until the June 30, 2013 valuation, which will be the first valuation with active members
covered under the new benefit provisions.
However, as discussed in the our transmittal letter, we did reflect the new benefit provisions in the
projection shown in Exhibit 7, which is used to establish the funding period of the System. Therefore,
we believe it is important to briefly discuss the major changes in the benefit provisions for employees
hired after June 30, 2012. The major changes are outlined below:
•
•
•
•
•
•
•
•

The benefit multiplier was decreased by 0.25% for most employee groups (i.e. 1.75% for new Hybrid
Plan employees and 2.25% for new Contributory Plan Police and Fire employees)
The retirement eligibility for normal retirement was changed to age 60 with 30 years of service or age
65 with 10 years of service for new Hybrid Plan employees
The retirement eligibility for normal retirement was changed to age 55 with 25 years of service or age
60 with 10 years of service for Police and Fire Employees
The period for determining average final compensation was increased to 5 years
The eligibility for a deferred vested annuity was increased to 10 years
The post-retirement annuity increase was decreased to 1.5% per year
The matching rate on the hybrid plan funds was decreased to 20%
The member contribution rates were increased by 2% of pay (8.00% for Hybrid Plan employees,
14.2% for Police and Fire employees, and 9.75% for Hybrid Plan employees entitled to the age 55
with 25 years of service normal retirement eligibility)

There were no changes passed since the last valuation that had an actuarial impact on current
employees.
Legislation was also enacted that impacted the employer contribution rates beginning in fiscal year
2013. The employer contribution rates for Police and Fire employees will increase according to the
following schedule: 22.00% in FY2013, 23.00% in FY 2014, and 24.00% in FY 2015, and 25.00% in
FY 2016 and beyond. The employer contribution rates for All Other Employees will increase
according to the following schedule: 15.50% in FY2013, 16.00% in FY 2014, and 16.50% in FY 2015,
and 17.00% in FY 2016 and beyond.
This valuation reflects benefits promised to members by the ERS’s statutes. There are no ancillary
benefits - retirement type benefits not required by the ERS’s statutes but which might be deemed an
ERS liability if continued beyond the availability of funding by the current funding source.
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Summary of 2011 Actuarial Valuation (continued)
Exhibit 9
Discussion on Benefit Provisions (continued)
Act 179/2004 was adopted during FY2003/2004 and established the new Hybrid Plan that became
effective on July 1, 2006. Current participants had the choice to elect to move to the new plan or stay
in the current plan. There were 26,228 plan members who elected to so transfer. The Hybrid plan
membership has since grown to more than 38,000 members. The Hybrid Plan provisions have been
reflected in the results of this report.
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Summary of Actuarial Methods and Assumptions
(Adopted on June 30, 2007, and December 20, 2010)
I. Valuation Date
The valuation date is June 30th of each plan year. This is the date as of which the actuarial
present value of future benefits and the actuarial value of assets are determined.
II. Actuarial Cost Method
The normal cost and actuarial accrued liability are determined using the Entry Age Actuarial
Cost Method. The actuarial accrued liability is assigned to years prior to the valuation, and the
normal cost is assigned to the year following the valuation. The remaining costs are assigned to
future years. The normal cost and accrued liability are determined on an individual basis.
The normal cost is the level percentage of payroll contribution required to accumulate the
needed funds to pay all expected benefits. This percentage of payroll is then applied to the total
compensation for the prior year for all active members, and is then adjusted for the payroll
growth assumption.
The actuarial accrued liability is the difference between the total present value of future
benefits and the actuarial present value of future normal costs. The unfunded actuarial accrued
liability (UAAL) is the excess of the actuarial accrued liability over the actuarial value of
assets.
III. Funding of Unfunded Actuarial Accrued Liability
Since the State statutes governing the System establish the employee and employer contribution
rates, the actuarial valuation determines the number of years required to amortize (or fund) the
UAAL. Because of the legislated increases in future employer contribution rates and the new
tier of benefits for employees hired after June 30, 2012, an open group projection of liabilities
and assets was used to determine the length of time until the UAAL is eliminated. The open
group projection assumed that the number of active members would remain static (i.e. each
active employee who leaves employment due to termination, retirement, death or disability,
would be replaced by exactly one new employee.
Because of this methodology for determining the funding period, any change in the unfunded
actuarial accrued liability due to (i) actuarial gains and losses, (ii) changes in actuarial
assumptions, or (iii) amendments, affects the funding period.
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Summary of Actuarial Methods and Assumptions (continued)
(Adopted on June 30, 2007, and December 20, 2010)
IV. Actuarial Value of Assets
The actuarial value of assets is equal to the expected actuarial value of assets plus 25% of the
difference between the actual market value of assets and the expected actuarial value of assets.
The expected actuarial value of assets is calculated net of investment and administrative
expenses, and the expected investment return is equal to the assumed investment return rate
multiplied by the prior year’s actuarial value of assets, adjusted for contributions, benefits paid,
and refunds.
V. Actuarial Assumptions
A. Economic Assumptions
1. Investment return: 7.75% per year, compounded annually, composed of an assumed
3.00% inflation rate and a 4.75% net real rate of return (effective June 30, 2011).
2. Payroll growth rate: 3.50% per annum (effective June 30, 2006).
3. Salary increase rate (effective June 30, 2011): As shown below
General Employees

Years of
Service

Servicerelated
Component

Total Annual Rate
of Increase
Including 3.00%
Inflation
Component and
1.00% General
Increase Rate

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15 or more

4.00%
3.00%
2.00%
1.25%
1.00%
0.75%
0.50%
0.50%
0.50%
0.25%
0.25%
0.25%
0.25%
0.25%
0.00%

8.00%
7.00%
6.00%
5.25%
5.00%
4.75%
4.50%
4.50%
4.50%
4.25%
4.25%
4.25%
4.25%
4.25%
4.00%

Teachers

ServiceRelated
Component
4.00%
3.25%
2.50%
2.00%
1.50%
1.00%
1.00%
0.75%
0.75%
0.75%
0.50%
0.50%
0.50%
0.50%
0.00%

Total Annual Rate
of Increase
Including 3.00%
Inflation
Component and
1.50% General
Increase Rate
8.50%
7.75%
7.00%
6.50%
6.00%
5.50%
5.50%
5.25%
5.25%
5.25%
5.00%
5.00%
5.00%
5.00%
4.50%
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Summary of Actuarial Methods and Assumptions (continued)
(Adopted on June 30, 2007, and December 20, 2010)
Police & Firefighters
Years of
Service

Servicerelated
Component

Total Annual Rate of Increase Including
3.00%Inflation Component and 2.00%
General Increase Rate

0
1
2 or more

14.00%
12.00%
0.00%

19.00%
17.00%
5.00%

Salary increases are assumed to occur once a year on July 1. Therefore, the pay used for
the period between the valuation date and the first anniversary of the valuation date is equal
to the reported pay for the prior year, annualized if necessary, and then increased by the
salary increase assumption.
B. Demographic Assumptions
1. Post-Retirement Mortality rates
General Employees (effective June 30, 2011)
a. Healthy males – Client Specific Table for males, 89% multiplier.
b. Healthy females - Client Specific Table for females, 89% multiplier.
c. Disabled males - 1994 US Group Annuity Mortality Static Table for males, set
forward nine years.
d. Disabled females - 1994 US Group Annuity Mortality Static Table for females, set
forward nine years.
Teachers
a. Healthy males – Client Specific Table for male teachers, 65% multiplier (effective
June 30, 2011).
b. Healthy females - Client Specific Table for female teachers, 67% multiplier
(effective June 30, 2011).
c. Disabled males - 1994 US Group Annuity Mortality Static Table for males, set
forward five years (effective June 30, 2011).
d. Disabled females - 1994 US Group Annuity Mortality Static Table for males, set
forward six years (effective June 30, 2011).
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Summary of Actuarial Methods and Assumptions (continued)
(Adopted on June 30, 2007, and December 20, 2010)
Police and Fire
a. Healthy males – 1994 US Group Annuity Mortality Static Table for males, 85%
multiplier(effective June 30, 2006).
b. Healthy females - 1994 US Group Annuity Mortality Static Table for females, 85%
multiplier (effective June 30, 2006).
c. Disabled males - 1994 US Group Annuity Mortality Static Table for males, set
forward three years (effective June 30, 2011).
d. Disabled females - 1994 US Group Annuity Mortality Static Table for females, set
forward three years (effective June 30, 2011).
Mortality Improvement: To account for future mortality improvement, the healthy
mortality rates were chosen so that the assumed mortality rates are smaller than the rates
observed in the most recent experience study (dated 12-20-2010). The margin at the
time of the study was at least 7% for all groups (i.e. 7% more actual male deaths than
expected). No future mortality improvement after the measurement date is assumed
except as described above.
2.

Pre-retirement Mortality Rates (effective June 30, 2011)
The male pre-retirement mortality rates are multiples of a table that has the RP-2000
Male Employee rates for ages 1 to 70 and the RP-2000 Combined Male rates for ages
above 70. Similarly, the female pre-retirement rates are multiples of a table that has the
RP-2000 Female Employee rates for ages 1 to 70 and the RP-2000 Combined Female
rates for ages above 70. The following table shows the factors that are used in
conjunction with the tables described above to derive the final ordinary and accidental
death rates.
General Employees

Type
Ordinary
Accidental

Males
64%
16%

Females
48%
12%

Teachers
Males
50%
10%

Females
40%
5%

Police and Fire
Males
15%
35%

Females
15%
35%
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Summary of Actuarial Methods and Assumptions (continued)
(Adopted on June 30, 2007, and December 20, 2010)
3. Disability rates (effective June 30, 2011) – The assumed total disability rates for
employees covered by the contributory plan, hybrid plan, and the noncontributory plan
at select ages are multiples of the client specific table that follows:
Male & Female

Age
25
30
35
40
45
50
55
60

0.000%
0.001%
0.008%
0.026%
0.064%
0.146%
0.198%
0.217%

Note: The disability rates project the percentage of employees at each age that is
assumed to become disabled before retiring. Multiples of the rates above are assumed
to be ordinary disability or accidental disability, and vary by employee group as
follows:
General Employees

Type
Ordinary
Accidental

Male
135%
30%

Female
85%
7%

Teachers
Male
540%
5%

Female
50%
5%

Police and Fire
Male & Female
70%
35%
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Summary of Actuarial Methods and Assumptions (continued)
(Adopted on June 30, 2007, and December 20, 2010)
4. Termination Rates (effective June 30, 2011) - Separate male and female rates, based on
both age and service, developed from 2010 Experience Study. Rates reflect
terminations for causes other than death, disability or retirement. Employees eligible
for retirement are assumed to have no probability of termination. Sample rates are
shown below:
For first 6 years of service
Expected Terminations per 100 lives
Years of
Service
0
1
2
3
4
5

General Employees
Male
15.5
12.5
10.5
9.0
7.0
6.0

Female
18.5
16.5
12.5
10.0
8.0
7.0

Teachers
Male
33.0
23.0
15.0
13.0
11.0
9.0

Female
28.0
23.0
16.0
14.0
12.0
8.0

Police and Fire
Male
12.0
9.0
4.0
4.0
4.0
4.0

Female
11.0
7.5
4.0
4.0
4.0
4.0

After first 6 years of service
Expected Terminations per 100 lives
Age
20
25
30
35
40
45
50
55
60

General Employees
Male
7.15
6.50
5.46
4.40
3.60
3.02
2.54
2.52
2.52

Female
8.12
7.83
5.84
4.04
3.30
2.65
2.41
2.41
2.41

Teachers
Male
6.22
4.98
4.12
3.95
3.60
2.88
2.34
2.34
2.34

Female
7.12
6.72
6.15
4.99
3.70
2.88
2.36
2.36
2.36

Police and Fire
Male & Female
2.03
1.91
2.53
2.53
2.01
1.18
0.79
0.24
0.00

Gabriel Roeder Smith & Company
_________________________________________________________________________________________________
Employees’ Retirement System of the State of Hawaii

_______________________________________________________

Actuarial Section

111

Summary of Actuarial Methods and Assumptions (continued)
(Adopted on June 30, 2007, and December 20, 2010)
5. Retirement rates (effective June 30, 2011) - Separate male and female rates, based on
age, developed from the 2010 Experience Study. Sample rates are shown below:
Contributory Plan and Hybrid Plan

Expected Retirements per 100 Lives
General Employees
Age

Male
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75

Teachers

Female
2
2
2
2
2
2
2
2
2
3
16
14
14
14
14
14
15
25
20
20
25
25
20
20
20
20
20
20
20
20
100

Male
1
1
1
1
1
1
1
1
2
3
13
13
13
13
13
15
15
25
20
20
25
25
20
20
20
20
20
20
20
20
100

Police and Fire
Female

0
0
0
0
0
1
1
1
2
3
20
15
15
15
15
14
14
14
14
14
20
15
15
15
15
15
15
15
15
15
100

Male & Female
0
0
0
0
0
0
0
1
2
3
18
16
16
16
16
18
18
25
20
15
25
25
20
20
20
20
20
20
20
20
100

13
13
13
13
13
18
15
15
15
15
20
20
20
20
20
30
30
30
30
30
100
100
100
100
100
100
100
100
100
100
100

Retirement rates for 25 & out group ages 50-54 are 10% for both males and females

Retirement rates for 25 & out group ages 50-54 are 10% for both males and females

Noncontributory Plan
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Summary of Actuarial Methods and Assumptions (continued)
(Adopted on June 30, 2007, and December 20, 2010)
Expected Retirements per 100 Lives
General Employees
Unreduced Retirement
Age
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75

Male
13
13
13
13
13
14
14
25
25
20
25
25
25
25
25
20
20
20
20
20
100

Female
12
12
12
12
12
15
18
25
20
20
22
22
22
22
22
20
20
20
20
20
100

Teachers

Reduced Retirement
Male

Female
2
2
2
2
3
4
5

Unreduced Retirement
Male

2
2
2
2
3
4
5

10
10
10
10
10
10
10
16
12
10
20
15
15
15
15
15
15
15
15
15
100

Female
13
13
14
15
16
17
18
25
20
18
30
25
25
25
25
25
25
25
25
25
100

Reduced Retirement
Male
2
2
2
2
3
5
10
15

Female
3
3
3
3
3
5
5
30

Retirement rates for the 25 & out group ages 50-54 are 10% for both males and females
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Summary of Actuarial Methods and Assumptions (continued)
(Adopted on June 30, 2007, and December 20, 2010)
C. Other Assumptions
1.

Percent married (effective June 30, 2006): 77% of male employees and 57.6% of
female employees are assumed to be married.

2.

Age difference (effective June 30, 2006): Male members are assumed to be four
years older than their spouses, and female members are assumed to be four years
younger than their spouses.

3.

Percent electing annuity on death for contributory participants (when eligible): All of
the spouses of married participants who die after becoming eligible for a retirement
benefit are assumed to elect an annuity or a refund, whichever is more valuable at
time of participant’s death.

4.

Percent electing deferred termination benefit: vested terminating members are
assumed to elect a refund or a deferred benefit, whichever is more valuable at the time
of termination.

5.

Assumed age for commencement of deferred benefits: Members electing to receive a
deferred benefit are assumed to commence receipt when eligible for early retirement.

6.

Administrative expenses (effective June 30, 2011): The assumed investment return
rate represents the anticipated net return after payment of all investment and
administrative expenses. For purposes of determining the investment return
assumption administrative expenses are assumed to be equal to 40 basis points of each
year’s investment return.

7.

Reemployment, purchase of service, transfers: No recognition is made of (i) future
member reimbursements upon reemployment, (ii) future purchase of additional
service, or (iii) special transfer provisions.

8.

Sick Leave: It is assumed that all members will have their benefit service increased by
sick leave and the following loads will be applied by group:
General Employees
Teachers
Police and Fire

9.

3.75%
4.25%
5.00%

COLA delay: It is assumed that the first COLA will be received 9 months after
retirement. Teachers are assumed to receive the first COLA 12 months after
retirement.

10. There will be no recoveries once disabled.
11.

No surviving spouse will remarry and there will be no children’s benefit.
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Summary of Actuarial Methods and Assumptions (continued)
(Adopted on June 30, 2007, and December 20, 2010)
12.

Pay increase timing: Beginning of (fiscal) year. This is equivalent to assuming that
reported pays represent amounts paid to members during the year ended on the
valuation date.

13. Decrement timing: Retirements and terminations of Teachers are assumed to occur at
the beginning of the year. All other decrements are assumed to occur mid-year.
14.

Eligibility testing: Eligibility for benefits is determined based upon the age nearest
birthday and service nearest whole year on the date the decrement is assumed to
occur.

15.

Decrement relativity: Decrement rates are used directly from the Experience Study,
without adjustment for multiple decrement table effects.

16.

Incidence of Contributions: Contributions are assumed to be received continuously
throughout the year based upon the computed percent of payroll shown in this report,
and the actual payroll payable at the time contributions are made.

17.

Benefit Service: All members are assumed to accrue 1 year of service each year.
Exact fractional service is used to determine the amount of benefit payable.

VI. Participant Data
Participant data was supplied for (i) active members, (ii) inactive vested members, who are entitled
to a future deferred benefit, (iii) members and beneficiaries receiving benefits.
Salary supplied for the current year was based on the earnings for the March preceding the
valuation date. This salary was compared to March base pay plus a twelve-month average of
overtime, with the greater of the two being used for valuation pay.
VII. Dates of Adoption of Assumptions and Methods
Generally, actuarial assumptions and methods were adopted by the Board of Trustees on
December 20, 2010 as recommended by Gabriel, Roeder, Smith & Company (GRS). The
legislature set the investment return assumption for this valuation to the assumption recommended
by GRS. ERS’s Board will adopt the assumption for future valuations based on the Actuary’s
recommendations.
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Summary of Actuarial Methods and Assumptions (continued)
Summary of Plan Changes
Act 65, effective July 1, 1999
Requires judges who enter or re-enter service after June 30, 1999 to be at least 55 years old and
five years of service or have 25 years of service to retire.
Act 100, effective June 30, 1999
Uses actuarial investment earnings in excess of a ten percent (10%) actuarial investment yield
rate to reduce the employer’s contribution requirements by $147.0 million and $50.6 million for
fiscal years ending June 30, 2000 and 2001, respectively.
Act 284, effective June 30, 2001
Provide an increase in pension benefits for current retirees with military service who retired prior
to July 2, 1989. A retirant who rendered honorable active military service could be granted up to
4 years of military service credits based upon his/her years of credited service under the ERS, not
to exceed his/her actual years of military service. The years of military service credits granted
are based on the following schedule:
•
•
•
•

0 years for retirants with less than 8 years of credited service
Up to 2 years of retirants with 8 years or more of credited service
Up to 3 years of retirants with 20 years or more of credited service
Up to 4 years of retirants with 25 years or more of credited service

For each year of military service credits granted on the schedule above, the retirant will be
provided a $36.00 increase is his/her monthly pension or retirement allowance.
Act 199, effective June 30, 2003
Emergency Medical Technicians (EMTs) are allowed to retire with an unreduced benefit after 25
years of service regardless of age, of which the last five or more years prior to retirement must be
in that capacity. This feature is phased in one year at a time, July 1, 2003 through June 30, 2008.
Act 177, effective July 1, 2004
This Act allows police officers with a permanent service-connected disability to retain the 21/2% benefit multiplier for each year of service as a police officer.
Act 179, effective July 1, 2004
This Act increased the Noncontributory service-connected disability formula to 35% of average
final compensation. The Act also changed the methodology for crediting interest on
contributions for terminated members so that interest continues to accrue until the date of refund.
The Act adds a “pop-up” feature to the joint & survivor benefit options if the beneficiary predeceases the retiree.
This Act also created the new Hybrid Plan which will become effective July 1, 2006.
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Summary of Actuarial Methods and Assumptions (continued)
Summary of Plan Changes (continued)
Act 181, effective July 1, 2004
This Act establishes fixed employer contribution rates as a percentage of compensation effective
July 1, 2005. Employers will contribute 15.75% for their police officers and firefighters and
13.75% for other employees.
Act 183, effective July 1, 2004
This Act amends the ERS statutes to comply with the federal tax limits on compensation
retroactive to July 1, 1996.
Act 56, effective December 1, 2004
This Act amends the ERS statutes to allow the automatic cost-of-living-adjustment to be
reflected when determining actuarial equivalent optional forms of payment.
Act 256, effective July 1, 2007
Legislation was enacted to remove the statutory salary increase assumption form the statutes and
to grant the System’s Board of Trustees the authority to set the salary scale assumption. As a
result of that legislation, the Board adopted effective with this valuation the salary scale increase
assumption recommended by GRS as a result of the Experience Study performed in 2006.
Legislation was also enacted to increase the employer contribution rates to the System. Effective
July 1, 2008, the employer contribution rate for Police and Fire employees will increase from
15.75% to 19.70% and the rate for All Other employees will increase from 13.75% to 15.00%.
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Summary of Actuarial Methods and Assumptions (continued)
Summary of Plan Changes (continued)
Act 163, effective June 23, 2011
Legislation was enacted that increased the future employer contribution rates to ERS. Employers
of Police and Fire employees will contribute 22% of pay in FY 2013, 23% in FY 2014, 24% in
FY 2015, and 25% in FY 2016 and beyond. Employers of All Other Employees will contribute
15.5% of pay in FY 2013, 16.0% in FY 2014, 16.5% in FY 2015, and 17.0% in FY 2016 and
beyond.
Legislation was enacted that made numerous changes to the benefits and member contribution
rates for employees hired after June 30, 2012. Key changes are shown below:
Benefit Provision
Benefit Multiplier
Normal Retirement

Post-Retirement Increase
Hybrid Match
Average Final Compensation
Eligibility for Deferred Benefit
Member Contribution Rate

Police & Fire Employees
2.25%
Age 55 with 25 years of
service, or age 60 with 10
years of service
1.5%
N/A
Highest 5 annual salaries
10 years of service
14.20%

All Other Employees
1.75%
Age 60 with 30 years of
service, or age 65 with
10years of service
1.5%
120%
Highest 5 annual salaries
10 years of service
8.00%

Similar changes were also made to the benefits of Judges, Legislative Officers, etc.
Similar changes were also made to those employees in the All Other Employees group who are
eligible to retire at 25 years of service including the addition of a minimum age requirement (55).
Finally, legislation was enacted that set the investment return assumption for the June 30, 2011
valuation at 7.75% (the rate recommended in the Experience Study presented to the Board in
December of 2010). In addition, the legislation granted ERS’s Board the authority to set this
assumption for valuations after 2011.

Gabriel Roeder Smith & Company
Comprehensive Annual Financial Report 2011

118

Actuarial Section

_______________________________________________________

Ten-Year Actuarial Schedules
Ten Year Actuarial Schedules
2002 to 2011
Note:

Retirement System Membership **
- 2011 Membership Data *
Historical Summary of Active Member Data *
Pensioners, Average Annual Pension and Active Member/Ptensioner Comparison **
Number of Retirants and Beneficiaries **
Solvency Test **
Employer Contribution Rates as a Percentage of Payroll **
Employer Appropriations to Pension Accumulation Fund, Appropriation Years 2002-2003 to
2011-2012 **
* Prepared by Gabriel, Roeder, Smith & Company
** Compiled by ERS Staff from actuary reports, or other data.

Retirement System Membership **
2002 to 2011

March 31,

Active
Members

Inactive
Vested
Members

Pensioners &
Beneficiaries

Total
Membership

2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

62,208
62,292
62,573
63,073
64,069
65,251
66,589
67,912
65,890
65,310

3,835
4,150
4,501
4,938
5,164
5,554
5,847
6,016
6,895
6,649

30,330
31,389
32,297
33,301
34,304
35,324
36,260
36,999
38,441
39,689

96,373
97,831
99,371
101,312
103,537
106,129
108,696
110,927
111,226
111,648

** Schedule compiled by ERS Staff from actuary reports.
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Ten-Year Actuarial Schedules (continued)
2011 Membership Data*
March 31, 2011

1. Active members
a. Number
b. Total payroll
c. Average salary
d. Average age
e. Average service

Police and Firefighters
June 30, 2011 June 30, 2010

All Other Employees
June 30, 2011
June 30, 2010

All Employees
June 30, 2011
June 30, 2010

4,965
$ 412,812,512
$
83,145
41.36
13.8

4,940
$ 388,533,540
$
78,651
41.3
13.7

60,345
$3,318,570,914
$
54,993
47.8
13.4

60,950
$3,325,059,166
$
54,554
47.6
13.2

65,310
$3,731,383,426
$
57,133
47.4
13.4

65,890
$3,713,592,706
$
56,360
47.1
13.2

226

241

6,423

6,654

6,649

6,895

2. Inactive members
a. Number
b. Total annual deferred
benefits
c. Average annual deferred
benefit

$

3,444,867

$

3,786,481

$

48,140,410

$

50,376,724

$

51,585,277

$

54,163,205

$

15,243

$

15,712

$

7,495

$

7,571

$

7,758

$

7,855

3. Service retirees
a. Number
b. Total annual benefits
c. Average annual benefit

2,994
$ 129,073,292
$
43,111

4. Disabled retirees
a. Number
b. Total annual benefits
c. Average annual benefit

$
$

159
2,792,285
17,562

$
$

163
2,731,501
16,776

$
$

1,3353
14,563,692
10,764

$
$

1,334
13,735,530
10,296

$
$

1,512
17,355,977
11,479

$
$

1,497
16,470,031
11,002

5. Beneficiaries
a. Number
b. Total annual benefits
c. Average annual benefit

203
$ 5,746, 569
$
28,308

$
$

198
5,424,211
27,395

$
$

2,615
34,427,112
13,165

$
$

2,480
31,569,183
12,730

$
$

2,818
40,173,681
14,526

$
$

2,678
36,993,394
13,814

*

2,880
$ 118,115,680
$
40,012

32,365
$ 744,391,967
$
23,000

31,386
$ 694,141,608
$
22,116

35,359
$ 873,465,259
$
24,703

34,266
$ 812,257,288
$
23,704

Prepared by Gabriel, Roeder, Smith & Company

Historical Summary of Active Member Data*
2002 to 2011

*

Year
Ending
June 30,
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

Active Members

Covered Payroll

Average Salary

Number

Percent
Increase

Amount in
$ Millions

Percent
Increase

$ Amount

Percent
Increase

62,208
62,292
62,573
63,073
64,069
65,251
66,589
67,912
65,890
65,310

3.7%
0.1%
0.5%
0.8%
1.6%
1.8%
2.1%
2.0%
-3.0%
-0.9%

2,568.7
2,718.4
2,755.5
2,924.5
3,113.7
3,340.5
3,601.7
3,838.0
3,713.6
3,731.4

9.3%
5.8%
1.4%
6.1%
6.5%
7.3%
7.8%
6.6%
-3.2%
0.5%

41,292
43,640
44,037
46,368
48,599
51,194
54,089
56,514
56,360
57,133

5.4%
5.7%
0.9%
5.3%
4.8%
5.3%
5.7%
4.5%
-0.3%
1.4%

Average
Age
45.8
46
46
46.3
46.4
46.5
46.6
46.8
47.1
47.4

Average
Service
13.2
13.1
13.0
13.0
13.0
13.0
12.9
12.9
13.2
13.4

Prepared by Gabriel, Roeder, Smith & Company
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Ten-Year Actuarial Schedules (continued)
Pensioners, Average Annual Pension and
Active Member/Pensioner Comparison**
2002 to 2011

Number of
Pensioners
28,770
29,730
30,503
31,344
32,199
33,117
33,893
34,429
35,763
36,871

March 31,
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

Average Annual
Pension (1)
$17,898
$18,601
$19,279
$19,980
$20,052
$21,161
$21,734
$22,337
$23,173
$24,160

Ratio of Active
Members per
Pensioner
2.1
2.1
2.1
2.0
1.9
1.8
1.9
1.9
1.8
1.8

** Schedule compiled by ERS Staff from actuary reports.
(1)

Pension amount includes base pension plus 2.5% post-retirement increases (excludes other bonuses and cost-ofliving adjustments).

Number of Retirants and Beneficiaries**
2002 to 2011

As of Mar
31,
Retirants
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

Added

Average
Added to
Rolls

Removed

Average
Removed
from Rolls

Total

Average
Pension

% Chg

1,229
1,723
1,630
1,694
1,664
1,785
1,712
1,531
2,316
2,056

$18,707
$20,292
$20,136
$21,228
$20,562
$20,782
$20,715
$20,861
$25,153
$27,808

739
763
857
853
809
873
936
995
982
948

$12,559
$12,836
$13,596
$12,608
$14,032
$14,697
$15,396
$16,053
$16,362
$18,154

28,770
29,730
30,503
31,344
32,199
33,117
33,893
34,429
35,763
36,871

$17,898
$18,601
$19,279
$19,980
$20,583
$21,161
$21,734
$22,337
$23,173
$24,160

4.10%
3.90%
3.60%
3.60%
3.02%
2.81%
2.71%
2.77%
3.74%
4.26%

176
147
177
220
214
179
229
298
214
212

$11,904
$12,137
$12,588
$10,395
$11,819
$14,161
$14,244
$14,518
$14,803
$15,843

66
48
42
57
66
71
75
95
106
72

$6,660
$6,068
$7,596
$8,756
$10,455
$10,132
$10,659
$9,772
$9,713
$12,107

1,560
1,659
1,794
1,957
2,105
2,213
2,367
2,570
2,678
2,818

$10,499
$10,909
$11,395
$11,587
$11,862
$12,305
$12,749
$13,308
$13,814
$14,256

4.50%
3.90%
4.50%
1.70%
2.37%
3.74%
3.61%
4.38%
3.80%
3.20%

Beneficiaries
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

** Schedule compiled by ERS staff from actuary reports.
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Ten-Year Actuarial Schedules (continued)
Solvency Test**
2002 to 2011

June 30,

Actuarial Accrued Liabilities (AAL)
Active and
Retirees,
Inactive
Beneficiaries,
Members
Active Member
and Inactive
Employer
Contributions
Vested
Financed
Members
Portion
(1)
(2)
(3)

Actuarial
Value of
Assets

Cumulative Portion of Actuarial Accrued
Liabilities Covered by Assets

(4)

Column (1)
(5)

Column (2)
(6)

Column (3)
(7)

2002
2003
2004
2005
2006

889.9
872.3
870.3
864.9
844.0

5,499.4
5,912.3
6,278.6
6,641.6
7,458.4

4,820.9
5,167.5
5,122.4
5,479.5
6,359.0

9,415.2
9,074.0
8,797.1
8,914.8
9,529.4

100%
100%
100%
100%
100%

100%
100%
100%
100%
100%

62.7%
44.3%
32.2%
25.7%
19.3%

2007
2008
2009
2010
2011

914.1
1,029.5
1,168.9
1,265.0
1,364.2

7,856.1
8,230.3
8,584.0
9,259.4
10,183.7

6,926.4
7,289.2
7,883.4
7,959.2
8,549.0

10,589.8
11,381.0
11,400.1
11,345.6
11,942.8

100%
100%
100%
100%
100%

100%
100%
100%
100%
100%

26.3%
29.1%
20.9%
10.3%
4.6%

(Amounts in $millions)
** Schedule compiled by ERS Staff from actuary reports

Unfunded Actuarial Accrued Liability FY 2002-2011

M
i
l
l
i
o
n
s

$9,000
$8,000
$7,000
$6,000
$5,000
$4,000
$3,000
$2,000
$1,000
$0

$8,154
$7,138

$2,878

$3,474

$5,132

$5,106

2006

2007

$6,236
$5,168

$4,071

$1,795

2002

2003

2004

2005

2008

2009

2010

2011
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Ten-Year Actuarial Schedules (continued)
Employer Contribution Rates as a Percentage of Payroll

**

2002 to 2011

Actuarial
Valuation
as of
June 30,

Police and Firefighters
Normal AmortiTotal
Cost
zation Employer
Rate
Percent
Rate

All Other Employees
Normal AmortiTotal
Cost
zation Employer
Rate
Percent
Rate

All Active Employees
Normal AmortiTotal
Cost
zation Employer
Rate
Percent
Rate

2002
2003
2004
2005
2006

3.88%
4.27%
4.41%
4.36%
4.69%

6.46%
11.06%
11.34%
11.39%
11.06%

10.34%
15.33%
15.75%
15.75%
15.75%

5.62%
5.73%
5.75%
5.76%
5.16%

5.87%
8.74%
8.00%
7.99%
8.59%

11.49%
14.47%
13.75%
13.75%
13.75%

5.45%
5.59%
5.54%
5.55%
5.11%

5.93%
8.96%
8.41%
8.40%
8.84%

11.38%
14.55%
13.95%
13.95%
13.95%

2007
2008
2009
2010
2011

6.56%
6.58%
6.59%
6.60%
8.09%

9.19%
13.12%
13.11%
13.10%
11.01%

15.75%
19.70%
19.70%
19.70%
19.70%

5.75%
5.79%
5.78%
5.79%
5.78%

8.00%
9.21%
9.22%
9.21%
9.22%

13.75%
15.00%
15.00%
15.0%
15.0%

5.85%
5.89%
5.88%
5.90%
6.06%

8.10%
9.57%
9.59%
9.59%
9.46%

13.95%
15.46%
15.47%
15.49%
15.52%

Note:

Effective with the June 30, 2004 valuation, the employer contribution rate is statutorily changed to a
percentage of pay of 15.75% of actual pay for Police and Fire and 13.75% of actual pay for All Other
Employees, per Act 181/2004 SLH. Effective July 1, 2008, the employer contribution rate increased to
19.70% of actual pay for Police and Fire and 15.00% of actual pay for All Other Employees, per Act
256/2006 SLH.

** Schedule compiled by ERS Staff from actuary reports.
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Ten-Year Actuarial Schedules (continued)
Employer Appropriations to Pension Accumulation Fund**
Appropriation Years 2001-2002 to 2010-2011
(Amounts in Millions)

Investment Yield Rate
Assumed for
Actuarial
Actuarial
Investment
Valuation
Return

Fiscal Year

Appropriation
Year

Total
Calculated
Contribution

Investment
Earnings
Adjustment

Employer
Appropriations

2001-2002
2002-2003
2003-2004
2004-2005
2005-2006

8.0%
8.0%
8.0%
8.0%
8.0%

2.62%
0.18%
0.80%
4.76%
9.76%

2003-2004
2004-2005
2005-2006
2006-2007
2007-2008

$235.7
328.7
N/A
N/A
N/A

-

$235.7
328.7
N/A
N/A
N/A

2006-2007
2007-2008
2008-2009
2009-2010
2010-2011

8.0%
8.0%
8.0%
8.0%
7.75%

12.98%
8.89%
0.87%
(0.42)%
7.1%

2008-2009
2009-2010
2010-2011
2011-2012
2012-2013

N/A
N/A
N/A
N/A
N/A

-

N/A
N/A
N/A
N/A
N/A

Notes: (1). Beginning with the valuation for fiscal year 1996-97 (appropriation fiscal year 1999-2000), the actuarial
investment income is the sum of the expected net investment income based on the actuarial assumption of 8%
and a four-year smoothing of the difference between the market value of assets at year-end and the expected
actuarial value of assets. In prior years, the actuarial investment income was the sum of interest, dividends,
and net realized gains less net realized losses and investment expenses.
(2) Beginning fiscal year 2005/2006 employers will contribute 15.75% of actual payroll for Police and Fire and
13.75% for All Other Employees, per Act 181/2004 SLH. Effective July 1, 2008, the employer contribution
rate increased to 19.70% of actual pay for Police and Fire and 15.00% of actual pay for All Other Employees,
per Act 256/2006 SLH. Pursuant to Act 163,/2011 SLH, the employer rates will increase over a four-year
phase in period. The employer contribution rates for Police and Fire employees will increase according to the
following schedule: 22.00% in FY2013, 23.00% in FY 2014, and 24.00% in FY 2015, and 25.00% in FY
2016 and beyond. The employer contribution rates for All Other Employees will increase according to the
following schedule: 15.50% in FY2013, 16.00% in FY 2014, and 16.50% in FY 2015, and 17.00% in FY
2016 and beyond.
** Schedule compiled by ERS Staff from actuary reports.

Employer Contributions
$700

$578.6

$600
$423.4

Millions

$500

20062007

20072008

$547.7

$534.9

20092010

20102011

$328.7

$400
$300
$200

$454.5

$488.8

$188.5

$235.7

20022003

20032004

$167.5

$100
$0

20012002

20042005

20052006

20082009

Appropriation Year
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Funded Ratio

Number of General State Retirement Systems (excluding separate systems for
teachers, school employees, or municipal employees)

100% or more

7 Oregon PERS
North Carolina TSERS
Florida FRS
Idaho PERS

110.5%
106.1%
105.6%
105.5%

Delaware SEPP
Utah URS
Vermont VSRS

103.7%
100.8%
100.8%

90% to 99%

15 Wisconsin WRS
Indiana PERF
Pennsylvania PSERS
South Dakota SDRS
West Virginia PERS
Tennessee SETHEEPP
Texas ERS
Georgia ERS

99.5%
97.6%
97.1%
97.1%
97.0%
96.2%
95.6%
94.5%

Wyoming WRS
North Dakota PERS
New Mexico PERA
Ohio PERS
Minnesota MSRS
Montana PERS
Iowa PERS

94.0%
93.4%
92.8%
92.6%
92.5%
91.1%
90.2%

80% to 89%

8 Arkansas PERS
California PERS
Missouri MOSERS
Massachusetts SERS

89.1%
87.2%
86.8%
85.1%

Michigan MSERS
Arizona ASRS
Alabama ERS
Virgina VRS

85.1%
83.3%
81.1%
80.8%

70% to 79%

9 Nevada PERS
Alaska PERS
New Jersey PERS
Maryland MSRPS
Mississippi PERS

78.8%
78.2%
76.6%
74.7%
73.7%

Colorado PERA
Washington PERS
Oklahoma PERS
Maine MSRS

73.3%
73.1%
72.6%
71.1%

Less than 70%

9 South Carolina SCRS
Kansas PERS
Hawaii ERS *
Louisiana LASERS
New Hampshire NHRS

69.6%
69.4%
68.8%
67.2%
67.0%

Kentuucky KERS
Illinois SERS
Rhode Island ERSRI
Connecticut SERS

58.4%
54.2%
53.4%
53.3%

Compiled from various sources by Gabriel, Roeder, Smith & Company
Note:

GASB 25 funded ratios are shown for 48 general state retirement systems for valuation year(s) through
January 1, 2008. A funded ratio is not shown for the Nebraska System because it is a defined
contribution plan. A funded ratio for the New York System does not exist because of the use of the
Aggregate Cost Method.

* Hawaii’s GASB 25 funded ratio for the fiscal year ended June 30, 2011 was 59.4%.
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Summary
Plan Membership
Membership in the ERS increased by 422 to 111,648 for FY 2011, or 0.4 percent for the year. Active
members decreased by 580, retired members and beneficiaries increased by 1,248, and terminatedvested members decreased by 246. Membership data for the last ten years ended June 30, 2011 may be
found on the following pages.
Net Assets vs. Liabilities
The charts on page 114 graphically represent the funding progress of the ERS for the ten years ended
June 30, 2011. The area charts show the portion of the pension liabilities that are unfunded compared
to the portion covered by assets in the pension trust and illustrate the funded ratio of the ERS for the
ten years ended June 30, 2011.
The existence of the unfunded actuarial accrued liabilities is not necessarily an indication of the
inability to meet financial obligations, but the existence of the unfunded actuarial accrued liabilities is
important and must be monitored and controlled.
The remainder of this section contains various statistical and historical data considered useful in
evaluating the condition of the ERS.
All nonaccounting data is taken from ERS’ internal sources except for that information which is
derived from the actuarial valuations.
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Changes in Plan Net Assets
Last Ten Fiscal Years
Fiscal Year Ended June 30,:
Additions
Employer Contributions
Member contributions
Investment income (net of expense)
Total additions to plan net assets
Deductions
Benefits
Refunds
Administrative expenses
Other
Total deductions from plan net assets
Change in plan net assets
Plan net assets, beginning of year
Plan net assets, end of year

Fiscal Year Ended June 30,:
Additions
Employer Contributions
Member contributions
Investment income (net of expense)
Total additions to plan net assets
Deductions
Benefits
Refunds
Administrative expenses
Other
Total deductions from plan net assets
Change in plan net assets
Plan net assets, beginning of year
Plan net assets, end of year

2002
$

2004

2005

2006

167,458,900 $
55,451,216
(503,995,093)
(281,084,977)

190,586,276 $ 235,685,796 $
328,716,718 $ 423,445,597
57,214,521
55,116,452
57,054,621
56,257,953
146,140,751
1,236,414,927
931,710,183
988,347,837
393,941,548
1,527,217,175
1,317,481,522
1,468,051,387

565,559,305
3,244,334
5,754,832
574,558,471
(855,643,448)

602,805,080
2,605,602
6,780,824
2,800
612,194,306
(218,252,758)

8,761,096,089
$ 7,905,452,641 $

2007
$

2003

636,214,617
2,328,796
10,468,508
649,011,921
878,205,254

676,316,347
3,442,466
7,259,906
687,018,719
630,462,803

720,542,990
2,487,279
8,477,837
731,508,106
736,543,281

7,905,452,641
7,687,199,883
8,565,405,137
9,195,867,940
7,687,199,883 $ 8,565,405,137 $ 9,195,867,940 $ 9,932,411,221

2008

2009

2010

2011

454,494,286 $
144,658,185
1,704,957,268
2,304,109,739

488,770,028 $ 578,672,058 $
547,669,675 $ 538,692,849
163,375,639
177,781,610
360,047,068
232,880,063
(461,063,080) (1,937,317,469)
1,026,461,210
2,040,061,555
191,082,587 (1,180,863,801)
1,934,177,953
2,811,634,467

761,004,748
3,497,590
9,601,756
774,104,094
1,530,005,645

792,312,830
3,668,857
10,728,801
806,710,488
(615,627,901)

833,691,245
3,937,464
13,011,283
850,639,992
(2,031,503,793)

905,315,348
7,573,619
12,406,339

960,219,432
7,901,509
13,325,781

925,295,306
1,008,882,647

981,446,722
1,830,187,745

9,932,411,221
11,462,416,866 10,846,788,965
8,815,285,172
9,824,167,819
$ 11,462,416,866 $ 10,846,788,965 $ 8,815,285,172 $ 9,824,167,819 $ 11,654,355,564
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Contributions

Employer Contribution Rates as a Percentage of Payroll
Fiscal Year

Police &
Firefighters

All Other
Employees

Composite
Rate

2002

10.34%

11.49%

11.38%

2003

15.33%

14.47%

14.55%

2004

15.75%

13.75%

13.95%

2005

15.75%

13.75%

13.95%

2006

15.75%

13.75%

13.95%

2007

15.75%

13.75%

13.95%

2008

15.75%

13.75%

13.95%

2009

19.70%

15.00%

15.46%

2010

19.70%

15.00%

15.47%

2011

19.70%

15.00%

15.49%

Contributions
Employer

Member

$700
$600

Millions

$500
$400
$300
$200
$100
$0
2002

2003

2004

2005

2006

2007

2008

2009

2010

2011
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Deduction
D
ns from Pllan Net Asssets for B
Benefit Paayments byy Type
Last Ten
T Fiscal Yearss
2002

Fiscal Year En
nded June 30,:
Recurring beneefit payments
Service
Disability
Death
subtotal
Refund Option payments (one-ttime)
Total benefit paayments

2003

2004

2005

2006

$ 518,579,831 $ 557,439,0220 $ 594,915,,118 $ 632,0888,342 $ 673,165,361
11,7880,739
122,666,891
10,047,63 7
9,336,267
10,502,,367
3,147,,690
2,7993,149
3,875,024
1,749,8555
2,465,179
646,6662,230
6899,707,276
608,565,,175
569,236,51 2
530,381,277
27,649,,442
29,6554,117
300,835,714
33,568,5668
35,178,028
$ 565,559,305 $ 602,805,0880 $ 636,214,,617 $ 676,3116,347 $ 7200,542,990

2008

2007

Fiscal Year En
nded June 30,:
Recurring beneefit payments
Service
Disability
Death
subtotal
Refund Option payments (one-ttime)
Total benefit paayments

2009 ***

2010

2011

$ 712,580,450 $ 748,158,33 0 $ 754,432,,615 $ 807,6662,216 $ 8599,915,959
13,707,1770
15,619,,011
16,4770,042
177,355,973
13,432,834
2,293,5557
34,201,,206
36,9993,685
400,173,678
2,794,068
804,252,,832
861,1225,943
9177,445,610
764,159,0557
728,807,352
29,438,,413
44,1889,405
422,773,822
28,153,7773
32,197,396
$ 761,004,748 $ 792,312,83 0 $ 833,691,,245 $ 905,3115,348 $ 9600,219,432

** From FYE 6/30/2009, deaath benefits inccludes paymen
nts to continuinng beneficiariess.

Benefit Payments
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$700
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Fisca
al Year

Comprehennsive Annual F
Financial Report 2011

130

Statistical Section

_______________________________________________________

Actuarial Valuation of Assets vs. Actuarial Pension Liabilities
Actuarial
Valuation of
Fiscal Year
Assets
2002
2003
2004
2005
2006

$

2007
2008
2009
2010
2011

Dollars in Billions
Unfunded
Actuarial
Actuarial
Accrued
Liabilities
Liabilities

9.415
9.074
8.797
8.915
9.529

$

10.590
11.381
11.400
11.345
11.943

1.795
2.878
3.474
4.071
5.132

$

5.107
5.168
6.236
7.138
8.154

Funded
Ratios

11.210
11.952
12.271
12.986
14.661

84.0%
75.9%
71.7%
68.6%
65.0%

15.697
16.549
17.636
18.483
20.097

67.5%
68.8%
64.6%
61.4%
59.4%

Actuarial Accrued Liabilities
Actuarial Valuation of Assets

Unfunded Actuarial Accrued Liabilities

$25

Billions

$20
$15
$10
$5
$0
2002
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2009

2010

2011

Actuarial Valuation of Assets as a Percent of
Actuarial Accrued Pension Liabilities

Percent

Funded Ratios

90%
80%
70%
60%
50%
40%
30%
20%
10%
0%
2002

2003

2004

2005

2006

2007

2008

__________________________________________________________________________________
Employees’ Retirement System of the State of Hawaii

__________
__________
___________
__________
__________________

Statistical SSection

131

Partticipating
g Employeers and M
Membershhip in ERS
S
Last Teen Fiscal Yeears

ERS Membersh
M
hip
As of
o March 31,:

Active

Retirred/Beneficiariies

Terminnated-Vested

Totals

2002
2003
2004
2005
2006

62,208
62,292
62,573
63,073
64,069

30,330
31,389
32,297
33,301
34,304

3,835
4,150
4,501
4,938
5,164

96,373
97,831
99,371
101,312
103,537

2007
2008
2009
2010
2011

65,251
66,589
67,912
65,890
65,310

35,324
36,260
36,999
38,441
39,689

5,554
5,847
6,016
6,895
6,649

106,129
108,696
110,927
111,226
111,648

ERS Membersh
M
hip

Members

Acctive

Retired/Beneficiariees

Terminnated-Vested

120,000
100,000
80,000
60,000
40,000
20,000
0
2002

20033

2004

200
05

2006

22007

2008

2009

20100

2011

Partticipating
g Emplo
oyers andd Activee Membeers
As of March 31
1,:

2002

200
03

2004

2005

20006

2007

2008

20
009

2010

2011

State of Hawaiii
City & County of Honlulu
- Board of Water Supply
Hawaii County
y
Kauai County
Maui County
Total

48,242
8,323
589
2,056
1,042
1,956
62,208

48,4
445
8,2
223
5
568
028
2,0
1,0
034
1,9
994
62,2
292

48,704
8,158
554
2,081
1,051
2,025
62,573

49,203
8,101
568
2,097
1,067
2,037
63,073

49,,973
8,,167
560
2,,223
1,,088
2,,055
64,,066

50,756
8,363
556
2,315
1,109
2,152
65,251

51,719
8,512
526
2,459
1,125
2,248
66,589

52
2,704
8
8,640
554
2
2,527
1
1,160
2
2,327
67
7,912

50,789
8,519
526
2,501
1,129
2,426
65,890

50,268
8,485
516
2,459
1,158
2,424
65,310
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Benefit Payments by Retirement Type and Option
As of March 31, 2011
Retired Contributory Members
Number of
Recipients

Monthly Benefit

$

1
401
801
1,201
1,601
2,001
2,401
2,801
3,201
3,601
4,001

-

400
800
1,200
1,600
2,000
2,400
2,800
3,200
3,600
4,000

Type of Retirement *

Retirement Option

1

2

3

4

5

1,681
2,667
2,639
2,549
2,526
2,520
2,483
2,126
1,608
1,157
2,645

1,365
2,199
2,209
2,271
2,321
2,399
2,362
2,055
1,554
1,123
2,577

30
113
62
26
17
4
5
1
-

16
48
88
70
46
20
20
8
6
4
1

1
11
13
9
7
6
4
4
1
4

269
296
267
173
135
91
92
58
48
29
63

358
298
284
235
195
169
203
208
163
182
378

383
207
166
124
98
72
65
54
46
41
80

204
163
155
124
142
86
108
82
70
66
190

69
60
60
57
46
38
43
44
46
41
138

252
893
1,049
1,118
1,100
1,047
1,041
1,095
942
630
1,536

415
1,042
921
888
939
1,102
1,019
640
341
197
323

24,601

22,435

258

327

60

1,521

2,673

1,336

1,390

642

10,703

7,827

-

Max

Opt. 1

Opt. 2

Opt. 3

Opt. 4

Opt. 5

Other

4
4
3
6
6
4
3
30

Retired Hybrid Members
Number of
Recipients

Monthly Benefit

$

1
401
801
1,201
1,601
2,001
2,401
2,801
3,201
3,601
4,001

-

400
800
1,200
1,600
2,000
2,400
2,800
3,200
3,600
4,000

Type of Retirement *
1

2

149
420
367
296
243
267
217
190
130
92
244

133
347
302
254
227
259
213
186
130
91
242

35
39
20
12
5
1
2
1

2,615

2,384

115

3

1
6
6
1
-

Retirement Option
4

5

11
28
10
4
1
2
3
2

5
9
10
12
2
1

73
171
144
90
92
99
87
63
59
28
90

15
40
20
20
8
17
12
14
15
8
12

31
110
90
90
59
63
47
37
15
19
43

21
58
52
43
37
45
38
44
24
25
60

5
17
32
28
37
32
24
18
12
8
30

4
24
29
25
10
11
9
14
5
4
9

-

39

996

181

604

447

243

144

-

1
1

14

63

-

Max

Opt. 1

Opt. 2

Opt. 3

Opt. 4

Opt. 5

Other

Retired Noncontributory Members
Number of
Recipients

Monthly Benefit

$

1
401
801
1,201
1,601
2,001
2,401
2,801
3,201
3,601
4,001

-

400
800
1,200
1,600
2,000
2,400
2,800
3,200
3,600
4,000

Type of Retirement *

Retirement Option

1

2

3

4

5

1,637
2,917
1,889
1,282
1,018
1,244
1,103
610
341
193
239

1,073
2,241
1,553
1,127
939
1,189
1,074
595
329
186
234

118
291
135
68
24
14
4
3
-

58
46
31
4
1
1
-

131
72
22
5
2
4
2
3
1
1

257
267
148
78
52
36
25
10
9
6
4

12,473

10,540

657

141

243

892

* Type of Retirement
1 – Normal retirement for age & service
2 – Ordinary disability retirement
3 – Occupational disability retirement
4 – Survivor payment – death in service
5 – Survivor payment – normal or disability retirement

Max

Opt. A

Opt. B

Opt. C

Other

645
1,483
969
627
501
724
731
396
209
117
152

305
482
359
257
191
222
180
113
76
36
47

484
746
451
333
254
189
113
79
43
31
32

74
140
92
62
72
108
79
22
13
9
8

129
66
18
3
1
-

6,554

2,268

2,755

679

217

Note: Refer to Plan Summary in the Introductory Section
for descriptions of the types of retirements and benefit
options selected by the members.
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Average Monthly Service Pensions
by Years of Credited Service
Years of Credited Service
As of March 31,

0-9

10-14

15-19

20-24

25-29

30-34

35+

All

2002

Average Monthly Benefit
Number of Active Retirants

$241
1,366

$467
3,443

$800
3,098

$1,140
3,459

$1,837
6,970

$2,200
6,592

$2,380 $1,523
2,669 27,597

2003

Average Monthly Benefit
Number of Active Retirants

$241
1,298

$449
3,535

$788
3,166

$1,125
3,581

$1,837
7,127

$2,216
7,037

$2,384 $1,533
2,802 28,546

2004

Average Monthly Benefit
Number of Active Retirants

$246
1,238

$463
3,635

$804
3,207

$1,156
3,654

$1,892
7,180

$2,298
7,439

$2,494 $1,597
2,917 29,270

2005

Average Monthly Benefit
Number of Active Retirants

$255
1,193

$473
3,738

$823
3,244

$1,187
3,715

$1,951
7,233

$2,386
7,806

$2,599 $1,663
3,091 30,020

2006

Average Monthly Benefit
Number of Active Retirants

$261
1,149

$489
3,790

$843
3,330

$1,210
3,813

$2,007
7,346

$2,446
8,083

$2,679 $1,719
3,313 30,824

2007

Average Monthly Benefit
Number of Active Retirants

$272
1,126

$504
3,907

$865
3,393

$1,240
3,918

$2,064
7,470

$2,509
8,315

$2,765 $1,773
3,536 31,665

2008

Average Monthly Benefit
Number of Active Retirants

$291
1,137

$518
3,981

$882
3,481

$1,266
4,034

$2,119
7,560

$2,574
8,511

$2,853 $1,824
3,737 32,441

2009

Average Monthly Benefit
Number of Active Retirants

$368
1,184

$548
3,987

$925
3,555

$1,319
4,173

$2,218
7,570

$2,672
8,615

$2,997 $1,906
3,859 32,943

2010

Average Monthly Benefit
Number of Active Retirants

$336
1,143

$563
4,062

$948
3,719

$1,356
4,373

$2,289
7,775

$2,750
8,926

$3,097 $1,975
4,268 34,266

2011

Average Monthly Benefit
Number of Active Retirants

$364
1,221

$583
4,106

$984
3,843

$1,397
4,526

$2,374
7,920

$2,849
9,176

$3,261 $2,059
4,567 35,359
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Retirees and Beneficiaries
(Recurring Benefit Payments)
Tabulated by Fiscal Year that Payments Started as of March 31, 2011

Valuation
Year
1944
1955
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983

Number
1
1
1
3
2
3
4
2
2
6
4
13
8
10
17
20
21
56
68
59
90
126
175
203
246
300
397
445
518

Monthly
Average
Benefit

Total
Annual
Benefits
$

377
4,498
9,886
24,902
10,324
23,543
5,009
6,719
21,111
37,485
42,310
89,629
80,628
96,609
155,333
188,669
168,056
669,635
807,795
671,661
1,167,163
1,790,262
2,521,203
3,084,908
3,698,414
4,685,472
5,928,713
6,960,283
8,922,711

$

Valuation
Year

31
375
824
692
430
654
104
280
880
521
881
575
840
805
761
786
667
996
990
949
1,081
1,184
1,201
1,266
1,253
1,302
1,244
1,303
1,435

1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

Total

Number
570
644
728
1,110
648
811
881
1,006
943
958
1,016
1,904
1,853
754
768
1,099
1,340
1,556
1,299
1,694
1,666
1,741
1,730
1,853
1,859
1,737
2,478
2,242

39,689

Monthly
Average
Benefit

Total
Annual
Benefits
$

9,806,951
11,832,580
14,343,852
22,992,185
11,203,796
15,499,252
18,768,040
21,884,173
22,121,475
24,396,337
25,389,655
56,846,253
52,899,104
16,058,226
16,130,509
25,243,020
32,557,152
37,294,786
31,571,638
45,000,386
41,117,317
43,507,196
41,456,534
43,498,813
42,074,562
39,138,190
66,336,896
60,152,671

$

1,434
1,531
1,642
1,726
1,441
1,593
1,775
1,813
1,955
2,122
2,082
2,488
2,379
1,775
1,750
1,914
2,025
1,997
2,025
2,214
2,057
2,082
1,997
1,956
1,886
1,878
2,231
2,236

$ 930,994,857

$

1,955
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Total Beenefits Paayable
(Recurring Benefit Payyments)
Tabulateed by Attain
ned Ages of Benefit
B
Reciipients as off March 31, 22011
Servicce
Retirem
ment
Annual
A
No.
Benefits
B

Attained
Ages
Under 20
20-24
25-29
30-34
35-39
40-44
45-49
50-54
55-59
60-64
65-69
70-74
75-79
80-84
85-89
90-94
95-99
100 & over

-

-

14,875
2,622,666
11,494,560
1
65,576,888
6
17
76,129,968
20
04,499,338
14
48,500,321
12
20,010,877
83,483,943
8
43,611,009
4
14,275,650
1
2,768,217
476,894

2
18
71
161
287
349
253
145
79
72
53
17
5
-

35,359

$ 87
73,465,206

1,512

$

Survivorrs and
Beneficciaries
Annual
Benefits
No.
B

9,829
188,386
792,964
1,821,287
3,460,915
4,317,884
2,721,708
1,609,045
862,033
810,729
539,189
177,270
44,734
-

56
14
23
32
55
80
105
146
225
325
384
343
321
384
207
97
18
3

$ 17,355,973
1

2,818

-

1
62
238
1,956
5,876
7,894
6,004
5,273
4,190
2,597
1,006
222
40

$

No.

Tottal
Annual
Benefits

121,623
103,843
248,397
299,502
650,203
892,142
1,228,811
1,602,396
3,162,313
5,337,684
6,158,867
5,699,989
4,840,761
6,037,486
2,530,653
1,099,056
143,507
16,445

56
14
23
32
57
99
238
545
2,468
6,550
8,531
6,492
5,673
4,646
2,857
1,120
245
43

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

$ 40,173,678

39,689

$

121,623
103,843
248,397
299,502
660,032
1,095,403
4,644,441
14,918,243
72,200,116
1185,785,536
2213,379,913
1155,809,355
1125,713,671
90,332,158
46,680,851
15,551,976
2,956,458
493,339

$ 9930,994,857

Aveerage Benefiits
Service

Disability

Survivor

$50,000
$45,000
$40,000
$35,000

Benefits

Total

Disabiility
Retirem
ment
Annual
No.
Benefits
B

$30,000
$25,000
$20,000
$15,000
$10,000
$5,000
$0
< 40
4

40-44

45-49
9

50-54

55-59

60-64

65-69

70-74

75-79

80-84

85-89

90-94

> 95
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