180 Howard Street
Segal
San Francisco, CA 94105-6147

T 415.263.8200
segalco.com

Via Email

September 26, 2024

Mr. Carlos Barrios

Assistant Chief Executive Officer, Benefits

Alameda County Employees’ Retirement Association
475 14th Street, Suite 1000

Oakland, CA 94612-1916

Re: Alameda County Employees’ Retirement Association (ACERA)
Proposal to Study the Impact of Higher Monthly Medical Allowance Payments for
Members Enrolled in the Group Plans

Dear Carlos:

As requested by the Retiree Committee and your office, we have outlined in this letter the
methodology, scope and estimated fees to perform an actuarial study to estimate the impact on
the assets available to pay the Monthly Medical Allowance (MMA) if higher MMAs were to be
paid from the Supplemental Retiree Benefit Reserve (SRBR) for members enrolled in the group
and individual plans.

Background

While the Board does not establish any contribution requirements for the OPEB and non-OPEB
benefits paid from the SRBR, for the purposes of sustaining the payment of benefits for both
current and future retirees, determining the sufficiency periods to provide OPEB and non-OPEB
benefits and satisfying the financial reporting requirements, the Board has followed a general
practice of increasing the annual MMA by no greater than one-half of the expected medical
inflation assumption 2 used in the actuarial valuation.

However, due to unfavorable market conditions and after considering the sufficiency periods to
pay benefits as determined by Segal, there were several years when the Board decided to not
grant any annual increase to the MAA. As the sufficiency periods for the SRBR are currently
higher than the 15-year period referenced by the Board in its SRBR Policy, a question has been
raised with respect to the feasibility of granting annual increases to the MMA based on the full
expected medical inflation assumption used in the actuarial valuation.

' Based on our research, we understand that practice started with the December 31, 2006 valuation.
2 Whenever the medical trend assumptions are different between the non-Medicare and Medicare plans, we have used one-half of
the lesser of the two assumptions to project future MMA increases in our actuarial valuation.
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Methodology and scope of study

Methodology

We believe a study to determine the additional cost to grant an annual MMA based on the full
expected medical inflation assumption could be performed either prospectively or
retrospectively.

Under a prospective method, we would start with the assets available in the SRBR based on the
most recent valuation as of December 31, 2023, and project the sufficiency period for the OPEB
benefits by adjusting the annual MMA using the full medical inflation assumptions as if those
assumptions were to come true. We note that when using the prospective method, the results
would be very sensitive to the medical inflation assumptions applied in the analysis.

Under a retrospective method, we would study the amount of assets available as of
December 31, 2023 if the annual MMA had been adjusted with the full medical inflation
assumptions used in the historical valuations. We would not need to make any assumptions
about the actual increase in the historical medical premium costs for the available plans as
those increases have been known to ACERA. Furthermore, we would also be able to
incorporate in the study the actual regular earnings and excess earnings (above the assumed
rate) earned in the historical valuations.

As requested, we have outlined in this proposal the scope associated with using a retrospective
method for this study.

Scope

The first valuation performed by Segal for the SRBR was as of December 31, 2003. Based on
our preliminary research, there was an about 13.5% increase in the MMA amount applied in that
valuation from calendar year 2004 to calendar year 2005. However, in the next valuation as of
December 31, 2004, there was no increase in the MMA amount applied in that valuation from
calendar year 2005 to calendar year 2006.

For the study, we would estimate the balance in the SRBR as of December 31, 2023 if a fully
indexed MMA had been provided starting with calendar year 2006.

In order to streamline and to minimize the fees required to complete the study, we are proposing
the following simplifying assumptions for the Board to consider:

e To reduce the amount of data work that would be required if we work with individual retiree
records, the study would use (to the extent possible) summary schedules that have been
prepared by ACERA staff in the past to inform the Board annually of the number of retirees
enrolled in each group medical plan and the amount of subsidy the member would receive
based on their years of service. We understand that similar summary schedules have been
compiled by ACERA staff for members who chose an individual medical plan through the
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exchange and included in those schedules are the number of members who drew the
maximum annual MMA.

o Retirees age 65 and over who enrolled in the group plans and had between 10-14 years of
service would have benefited from the higher MMA under this proposal and would be included
in our study. The retirees age 65 and over who enrolled in the group plans and had 15 or
more years of service would not have benefited from the higher MMA under this proposal
because the Medicare premiums were lower than the MMA amounts they received.

Also, some retirees age 65 and over and enrolled in the medical exchange had been drawing
the maximum amount under the current program and we would include them in our study
assuming that they would draw the new maximum MMA as proposed in the study.

o For members who were younger than 65 and enrolled in the group plans, we would compare
the actual historical premiums with the higher MMA as proposed in the study. For those
retirees who were younger than 65 and enrolled in the individual plans through the medical
exchange, we would assume the members who had been drawing the maximum amount
under the current program would draw the new maximum MMA as proposed in the study.

e There would be no change in the proportion of members enrolled in the different medical
plans as observed in the historical valuations.

Fees

We anticipate that it would cost about $30,000 to $40,000 to analyze the additional drawdown
on the SRBR from January 1, 2006 to December 31, 2023. Our final invoice would be based on
the actual time charges required to complete the study. We anticipate that it would take about 6
to 8 weeks to complete the analysis once we receive approval to perform the study.

Please let us know if you have any questions.

Sincerely yours,

N + [ Fiay

Andy Yeung, ASA, MAAA, FCA, EA Mehdi Riazi, FSA, MAAA, FCA, EA
Vice President and Actuary Vice President and Actuary
ST/bbf

5914414v7/05579.001 7vr Segal




<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice





