Ohio Public Employees Retirement System

OPERS

October 18, 2019

Ms. Bethany Rhodes, Director and General Counsel
Ohio Retirement Study Council

Rhodes State Office Tower

30 East Broad Street, 2" Floor

Columbus, OH 43215

Dear Ms. Rhodes:

Enclosed is the proposed 2020 operating budget for the Ohio Public Employees Retirement
System (OPERS). The proposed operating budget of $115.0 million reflects a 0.9% increase in
expenses from the prior year’s budget. The 0.9% increase relates primarily to the anticipated
pension plan design and health care plan changes and associated costs related to internal systems
and communication and education for members and other stakeholders. Some of these items are
reflected in the $1.0 million increase in the communications expense category and the $1.0 million
increase in the computer technology expense category. Partially offsetting these increases is a
$0.6 million decrease in the investment consulting category related to research and analytics
services, which experienced cost savings from the recent implementation of a new system for
Fixed Income analytics. The remaining expense category fluctuations are less significant and
offset each other.

This budget reflects $0.6 million in savings from the elimination of seven vacant positions. The
continued reduction in staffing has been achieved as a result of technology efficiencies. The
proposed budget also includes a 3% merit-based increase awarded to employees using a
thorough evaluation process. The 3% increase accounts for a $1.8 million increase to the budget
from the prior year.

The proposed operating budget reflects funding for on-going operations and key initiatives
included in OPERS’ strategic plan. The strategic plan includes the continued implementation of
significant technology initiatives designed to position the system to handle the expected large
growth in retirees without a corresponding increase in staff. These initiatives, which began several
years ago, will enable OPERS to continue to provide quality customer service to our over one
million members and retirees, thereby continuing OPERS’ proud tradition of providing value for
the State of Ohio through the distribution of pension benefits and health care coverage.

The proposed 2020 capital budget reflects a decrease of 4.4% and includes $6.7 million of costs
to enable the internal pension system to support potential plan design changes, legacy system
migration and post migration support. Due to several information technology strategic plan
initiatives, including these system changes, the capital budget includes $5.0 million in estimated
internal labor costs associated with these capital initiatives. Capital budget for internal labor
reduces the operating budget. The proposed 2020 operating budget personnel expense category
does not include $5.0 million in personnel costs anticipated to be capitalized as part of the capital
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projects planned in 2020, compared to $4.3 million budgeted in 2019. The proposed 2020 capital
budget also includes $2.1 million for potential replacement of mainframes for both the OPERS
main building and the disaster recovery location.

Attachment 1 reflects the proposed 2020 operating budget. All key variances have already been
described.

Attached you will find budget information presented in the format approved by the ORSC for
adoption by the five Ohio public retirement systems.

e Attachment 1 is a statement of planned operating expenditures, including comparisons to the
2019 fiscal year budget for OPERS and projected expenses for 2019.

e Attachment 2 is the detailed capital budget.
e Attachment 3 is a two-year historical summary of investment costs and management fees.

e Attachment 4 is a 10-year schedule and bar graph of budgeted Retirement Board-related
meeting and travel expenses that are included in the overall organization operating budget.

e Attachment 5 shows the OPERS budgeted education, training and due diligence travel
detailed by requested divisions on a per-FTE basis.

e Attachment 6 shows statistical information about the number of members in OPERS and the
number of members per OPERS staff (FTE) providing benefits and services.

We believe this budget provides the necessary support to continue to fund the operations of a
growing and complex multi-billion dollar organization. As OPERS plans for the upcoming changes,
we are committed to running an efficient organization that continues to provide superior customer
service to our members and supports the State of Ohio.

Please feel free to contact me if I can assist with any questions or provide additional information.

Sincerely,

Karen E. Carraher
Executive Director
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