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Introduction

The Ohio Retirement Study Council (ORSC) is pleased to submit this report on the five state
retirement systems and the fund for volunteer firefighters for the period beginning January 1,
2005 and ending December 31, 2005. This report is submitted pursuant to section 171.04(B)
of the Revised Code, which requires the ORSC to “make an annual report to the governor
and the general assembly covering its evaluation and recommendations with respect to the
operations of the state retirement systems and their funds” .

The State of Ohio has a long and successful track record regarding its five statewide
retirement systems. The oldest of these retirement systems is the State Teachers Retirement
System (STRS), which was created in 1920 for teachers in the public schools, colleges, and
universities. The Public Employees Retirement System (PERS) was created in 1935 for state
employees, with local government employees added in 1938. The School Employees
Retirement System (SERS) was created in 1937 for non-teaching employees of the various
local school boards. The Highway Patrol Retirement System (HPRS) was created in 1941 by
the withdrawal of all state troopers from PERS. The Ohio Police and Fire Pension Fund
(OP&F) was created in 1967 after the abolition of 454 local police and fire relief and pension
funds, many of which predated the Social Security System created in 1935 and many of
which were on the verge of financial insolvency. A special retirement program administered
by PERS was subsequently created in 1975 for certain law enforcement officers, including
sheriffs, deputy sheriffs, township police and various others. Today the five systems have
combined assets of approximately $143 billion and approximately 712,000 active
contributing members, 514,000 inactive members, and 345,000 beneficiaries and recipients.
The January 24, 2005 issue of Pensions and Investments included a list of the top 200 public
and private pension funds in the nation. Four of Ohio’s five public retirement systems are
listed in the top 200. PERS ranked 16™ out of all public and private; STRS ranked 17" out of
all public and private funds; OP&F ranked 115" while SERS ranked 121" among all public
and private pension funds.

Created in 1968, ORSC was one of the first permanent pension oversight commissions in the
nation. The Council was designed to develop legislative leadership in the area of retirement
pensions for public employees. It is empowered to make an impartial review of the laws
governing the administration and financing of Ohio’s five public retirement systems and to
recommend to the General Assembly any changes it may find desirable with respect to the
allowances and benefits, the sound financing of the cost of benefits, the prudent investments
of funds, and the improvement of the language, structure and organization of the laws. It
must report to the Governor and the General Assembly concerning its evaluation and
recommendations with respect to the operations of the systems. The Council is required to
study all statutory changes in the retirement laws proposed to the General Assembly and
report to the General Assembly on their probable cost, actuarial implications, and desirability
as a matter of public policy.

The Council evaluates the operations of the systems on a continuing basis. During the past
year the Council also reviewed the retirement systems' investment performance, actuarial



condition, operating budgets, and compliance with various provisions of S.B. 133 (eff. 9-15-
04). In addition, staff presented to the Council analyses of legislation and updates on
administrative rules filed by the systems. The analyses of legislation always contain staff
recommendations and staff makes recommendations regarding changes in proposed
administrative rules as needed.

All of the Council’s reports and legislative analyses can be found on the Council’s website at
www.orsc.org. In addition, the website contains links to all five retirement systems, their
laws, and various pension-related organizations. Staff is currently in the process of archiving
all legislative changes to the laws affecting the ORSC and each retirement system to make
them available on our website in 2006.

This report is a compilation of the evaluations and recommendations the Council made
throughout the year. It provides a summary of the ORSC reports completed during 2005,
pending public retirement issues, and staff recommendations. In addition, it provides a
historical record of legislative action taken by the 126™ Ohio General Assembly on bills
affecting PERS, STRS, SERS, OP&F, HPRS and the Volunteer Fire Fighters’ Dependents
Fund (VFFDF).

The report is divided into nine sections: Systems’ Investment Performance; Status of Health
Care Funds; Actuarial Reviews; Reports on Pending Pension Legislation; Reports on Enacted
Pension Legislation; Pending Pension-Related Issues; Documents Submitted by the
Retirement Systems; Subject Index of Pension Bills Introduced; and Status of Pension
Legislation.

The Systems’ Investment Performance section provides a summary of the investment
performance reviews completed by Evaluation Associates, LLC (a subsidiary of Milliman),
during 2005. The full reports can be obtained from the ORSC office or on the ORSC website:
WWW.OI'SC.Org.

The Status of the Health Care Funds provides a summary of the major changes made to the
systems’ health care benefits for 2006. The summaries of health care plan changes include an
overview of changes the systems made relative to prescription drugs, benefits, premiums,
eligibility, and plan design. In addition, it provides information regarding the amount of
employer contributions that will be allocated to healthcare during 2006.

The Actuarial Reviews section provides a summary of the actuarial review completed by the
ORSC actuary, Milliman USA, during 2005. The full reports can be obtained from the ORSC
office or on the ORSC website.

The Reports on Pending Pension Legislation section provides a detailed examination of each
pension bill the ORSC has taken a position on during the first half of the 126™ Ohio General
Assembly, including the name of the principal sponsor, a description of its contents, its fiscal
impact, and the ORSC position. These reports are intended to give the reader an awareness
and understanding of all substantive changes made to the state retirement plans; they are not
intended to serve as a substitute for the statutory laws governing these plans.
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The Reports on Enacted Pension Legislation section provides a detailed examination of each
pension bill enacted into law during the first half of the 126" Ohio General Assembly,
including the name of the principal sponsor, a description of its contents, its fiscal impact, the
ORSC position and its effective date. Like the Reports on Pending-Pension Legislation, the
reports are intended to give the reader an awareness and understanding of all substantive
changes proposed for the state retirement plans; they are not intended to serve as a substitute
for the statutory laws governing these plans.

The Pending Pension-Related Issues section provides a summary of relevant public
retirement issues and prior staff recommendations that have been made, but not acted upon
by the legislature. It includes a brief summary of the issues and whether any legislation has
been introduced this session that addresses the issue.

The Documents Submitted by the Retirement Systems section provides information on all
reports that the retirement systems are required to submit to the ORSC.

The Subject Index of Pension Bills Introduced provides a listing of legislation under subject
headings and a key word description within the subject heading. Bills that covers more than
one subject area are listed under all appropriate headings. All subject headings are listed at
the beginning of the index for quick reference.

The Status of Pension Legislation provides a record of the legislative action taken on pension
bills at each step of the legislative process from the date of introduction to the date of
enactment, including the committee assignments in each house of the Ohio General
Assembly, the date reported by the committees, the date passed by each house and the date
reported by a conference committee and/or concurred in by the other house. Also provided
are a brief description of the subject of the pension bill and the ORSC position on the bill. A
key to all abbreviations used in the Status of Pension Legislation is found on the last page.
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Section 171.04(D) of the Revised Code requires the ORSC to conduct a semiannual review
of the policies, objectives, and criteria of the systems’ investment programs. The ORSC has
hired Evaluation Associates, LLC to conduct the reviews. These reports are submitted to the
Governor and General Assembly. The following is a summary of the investment reviews
completed during 2005:

Investment Performance Review (Fourth Quarter 2004), May 11, 2005 -

This report, which was presented at the May 11, 2005 ORSC meeting, reflects the investment
performance for all five retirement systems over the ten-year period beginning January 1,
1995 and ending December 31, 2004. The findings of this report are summarized as follows:

* The six months ending 12/31/2004, the period since the last report, were positive for
the systems. All experienced positive results, ranging from 8.02% (HPRS and SERS)
to 9.21% (STRS). PERS, SERS, and STRS outperformed their respective policies for
the six-month period, while HPRS and OP&F slightly lagged their policies. STRS,
PERS, and OP&F also ranked above the median public retirement system in a broad
universe of such funds. The top-performing fund for the six months was STRS (40"
percentile). The other funds ranged from the 43" percentile (PERS) to the 77"
percentile (SERS).

* All systems have now outperformed their respective policy benchmarks for the past
three years. For the trailing five-year period, all systems outpaced their respective
policy benchmarks except for PERS, which slightly trailed its policy index by only 3
basis points.

* Long-term ten-year results have improved as a result of strong gains in 2004. All
plans have ten-year returns that are above their actuarial interest rate assumptions.

Investment Performance Review (Second Quarter 2005), December 14, 2005 -
This report, which was presented at the December 14, 2005 ORSC meeting, reflects the

investment performance for all five retirement systems over the ten-year period beginning
July 1, 1995 and ending June 30, 2005. The findings of this report are summarized as
follows:

* In the six months ending 6/30/2005, the period since the last report, the systems
experienced modest, but generally positive results. All experienced positive returns,
ranging from 0.76% (HPRS) to 2.79% (STRS). STRS and OP&F outperformed their
respective policies for the six-month period, while HPRS, PERS, and SERS lagged
their policies. STRS, SERS, and OP&F also ranked above the median public
retirement system in a broad universe of such funds. The top-performing fund for the
six months was STRS (12" percentile). The other funds ranged from the 25"
percentile (SERS) to the 87" percentile (HPRS).

* Opver the trailing three-year period, STRS, PERS, and SERS have outperformed their
respective policy benchmarks. For the trailing five-year period, all systems have now
outpaced their respective policy benchmarks.



Long-term, ten-year results have slightly weakened as a result of minimal gains
during the first two quarters of 2005. STRS, SERS, and OP&F have ten-year returns
that are above their current actuarial interest rate assumptions, while results of HPRS
and PERS did not exceed their respective interest rate assumptions.

During the six and one-half years that EAI has been reviewing the results of the
systems on behalf of the Council the asset allocation targets have tended to converge.
Current targets are very close to each other. This similarity in policy makes
comparing one system’s results to the other a more meaningful exercise.

EAI added an additional appendix at the end of the report that compares the current
and target asset allocation of each of the systems to two public fund universes, the
total universe of public funds, and the universe of public funds in excess of $1 billion.
The following observations grow out of their review of the systems’ asset allocation:

1. In general, the systems’ asset allocation targets are above the median with
respect to their allocation to equity and below the median with respect to their
allocation to fixed income.

2. During the first half of 2005, HPRS reduced its exposure to domestic equity,
fixed income and real estate to establish a 10% target allocation to alternatives
(5% in private equity and 5% in hedge funds). At present the fund is
overweight in domestic equity by 6.80% with a corresponding underweight in
real estate (5.3% vs. 12.0%). This report does not reflect changes to target
allocation and policy index as alternative investment were not funded as of
June 30, 2005.
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In 1974, the five state retirement boards were given broad discretionary authority to provide
health care coverage to retirees and their dependents. Unlike pension benefits, which
become vested upon retirement, health care benefits are not a vested right under Ohio’s
public pension laws. Therefore, the boards are authorized to change the premiums, eligibility
and level of health care benefits at any time. A 2004 ruling by the Tenth District Court of
Appeals (Ohio Association of Public School Employees, et al. v. School Employees
Retirement System Board, et al.) upheld the discretionary nature of health care benefits in a
lawsuit that had attempted to prevent the SERS Board from making changes to its health care
plan. The Ohio Supreme Court let this decision stand in May 2005 when it declined to review
the case.

Since 1974 each system has provided some level of comprehensive hospital, medical and
prescription drug coverage. In 1977, the systems were required statutorily to reimburse
benefit recipients for Medicare Part B premiums (medical). Retirees who do not qualify for
Medicare Part A (hospital) are provided equivalent coverage under the systems’ health care
plans. All employees hired on or after April 1, 1986 are required by federal law to contribute
to Medicare.

Beginning in 2006, Medicare will begin offering a prescription drug benefit known as
Medicare D. For most retirees, the prescription drug benefit provided by the systems is
superior to the benefit offered by Medicare. However, low income retirees who qualify for a
government subsidy for their Medicare prescription drug benefit may fare better under
Medicare D so they will need to determine which drug plan is better for them.

Controlling health care costs has been and continues to be a major concern for Ohio’s
retirement systems. In 2004, the total retiree health care costs paid by the retirement systems
were over $1.7 billion. By law, any health care costs borne by the retirement systems must be
financed by employer contributions only. The retirement systems’ actuaries review annually
the amount of contributions required to fund vested pension benefits. Contributions in excess
of what is needed to support those benefits can be allocated to health care. The following
charts indicate the percentage of employer contribution each system intends to allocate to
health care during 2006 and the projected solvency period for each system’s health care fund
as of October 2005.

Ohio Retirement System Percentage of Employer Contribution
Allocated to Health Care in 2006
PERS 4.50%%*
STRS 1.00%
SERS 2.30%**
OP&F 7.75%
HPRS 3.50%

*Proposed allocation as of the date of this report.
**Does not include employer health care surcharge of up to 1.5% of total active member
payroll.



Projected Solvency Period for Health Care Funds
(as of October 2005)

PERS 2022

STRS 2018

SERS 2011

OP&F 2015

HPRS 2019

Each year the retirement systems review their health care plans and make adjustments as
needed. Below is a description of the changes to each system’s health care plan effective
January 1, 2006.

PERS

The Health Care Preservation Plan (HCPP) that was adopted in 2004 calls for an increase in
employee and employer contribution rates, as well as an eventual increase in the portion of
the employer contribution that PERS will allocate to health care. As the January 1, 2007
effective date of the HCPP draws near, PERS will begin phasing-in these changes so as to
minimize their impact on public employers and their employees. The first increase in the
contribution rates becomes effective January 1, 2006. The following schedules illustrate
these increases.

Employee Contribution Rate Increases
PERS Local PERS State PERS-LE
2005 8.50% 8.50% 10.10%*
2006 9.00% 9.00%
2007 9.50% 9.50%
2008 10.00% 10.00%
*The rate contributed by PERS-LE members is set in statute.
Employer Contribution Rate Increases
PERS Local PERS State PERS-LE
2005 13.55% 13.31% 16.70%
2006 13.70% 13.54% 16.93%
2007 13.85% 13.71% 17.17%
2008 14.00% 14.00% 17.40%
2009 14.00% 14.00% 17.63%
2010 14.00% 14.00% 17.87%
2011 14.00% 14.00% 18.10%

In addition to the increase in the contribution rates, PERS made the following changes to its

health care plan for 2006.




PREMIUMS

For members of PERS’ traditional health care plan (administered by Medical Mutual of Ohio
or Aetna PPOs), monthly premiums under Medical Mutual remain unchanged, while monthly
premiums under Aetna will increase in most cases. Premiums for coverage under PERS’
alternative health plans/HMOs will increase in most cases. PERS will continue to reimburse
the full Medicare Part B monthly premium, which is $88.50 in 2006.

ELIGIBILITY
PERS made no changes to its health care eligibility requirements for 2006.
BENEFITS

Beginning January 1, 2006, PERS will no longer require prior authorization for any
medication in the proton pump inhibitor class. In addition, the system will cover Prilosec
over-the-counter with a prescription for $5 per month, while copayments for the brand name
prescription medications in the proton pump inhibitor class will increase March 1, 2006.

For more information on the HCPP or the PERS health plan in general, please visit the
system’s website at www.opers.org.

STRS
PREMIUMS

For 2006, the STRS board capped health care premium increases at 3% over the 2005 rates
for all plans. In addition, the monthly premium for benefit recipients participating in the
Health Care Assistance Program was reduced from $40 to $0.

For 2006, STRS will continue to reimburse Medicare Part B premiums on a sliding scale
from $29.90 to $52.83 based on the member’s years of service at retirement.

ELIGIBILITY
STRS made no changes to its health care eligibility requirements for 2006.
BENEFITS

The STRS board reduced copays for generic prescription drugs purchased through Caremark.
Retirees in a Medical Mutual or Aetna Plus or Basic Plan or a Paramount HMO will pay $10
rather than the current $15 per generic prescription for up to a 30-day supply purchased at
retail. Mail-service copays for generic drugs will drop from $30 to $20 for up to a 90-day
supply. In addition, the maximum annual drug benefit for Basic Plan enrollees was increased
from $2,250 to $3,100 for 2006.



For more information on the STRS health plan, please visit the system’s website at
www.strsoh.org.

SERS
PREMIUMS

For 2006, the SERS Board voted to increase monthly health care premiums substantially,
along with other plan changes, in order to extend health care coverage through 2010. For
example, an SERS retiree who retired in 1994 with 20 years of service and is not eligible for
Medicare A paid $172 per month under Aetna and Medical Mutual PPO/Indemnity in 2005.
That retiree will pay $233 per month under the same plan. Coverage for a spouse without
Medicare A under that plan will be $520 per month in 2006 as opposed to $301 in 2005.

No changes were made in the dental benefits offered to retirees, however, there were
premium increases. Monthly premiums for a benefit recipient only increased from $21.28 in
2005 to $24.11 in 2006; for a benefit recipient plus one, the premium increased from $40.34
to $45.71; and for a benefit recipient plus two or more the increase was from $61.06 to
$69.18.

The board also approved reduced monthly premiums for retirees whose total 2004 household
income minus SERS health insurance premiums and Medicare B reimbursement is at or
below the federal poverty limits. Those members’ health insurance premiums will be reduced
by 25%. In 2005, SERS benefit recipients whose 2003 income was below 125% of the 2004
federal poverty guidelines qualified for a 50% reduction in monthly health care premiums.

The amount that SERS reimburses for Medicare Part B premiums is set in statute at $45.50
per month.

ELIGIBILITY
SERS made no changes to its health care eligibility requirements for 2006.
BENEFITS

SERS made changes in out-of-network coverage under Aetna and MMO Managed Care. The
calendar year deductible for out-of-network providers will increase to $700 in 2006 and there
1s no co-insurance limit. In addition, reimbursement after the member’s deductible is met will
decrease from 65% to 10%. There are no changes in the HMO plans.

SERS increased co-pays for mail-order non-formulary and formulary prescriptions under the
Medco Health and Aultcare PPO programs effective January 1. While a 90-day supply of
generic drugs will remain at $15, brand name formulary drugs will increase to $45 and brand
name non-formulary drugs will increase to $80.

For more information on the SERS health plan, please visit the system’s website at
www.ohsers.org.



OP&F

PREMIUMS

Premium contributions for all benefit recipients will increase by 10% in 2006. This increase
is intended to add solvency to the Health Care Stabilization Fund while the Board considers
health care changes that will become effective in 2007.

On January 1, 2006, OP&F will move into the third year of its five-year phase-in of health
care subsidy level changes. This means that members retiring in 2006 will pay a higher
percentage of their health care premiums and prescription drug contributions than members
retiring in 2004 and 2005. For example, if a member retires on or after January 1, 2006, and
their age at retirement plus their years of service at retirement equals at least 63 but not more
than 77, the retiree will be responsible for paying 77.5% of the full health care premium and
prescription drug contribution for their own coverage and 85% of the full premium and
contribution for their spouse and children. In 2005 this same retiree would have paid 70% of
the full health care premium and prescription drug contribution for themselves and 80% for
their spouse and children. The percentage of the premium and contribution that a benefit
recipient pays will continue to increase until 2009 when a Level 1 retiree (age at retirement
plus years of service at retirement equal at least 63 but not more than 77) will pay 100% of
the full health care premium for themselves and for their spouses and children. The
percentage of the premium Level 2 retirees pay (age at retirement plus years of service at
retirement equal at least 78, but not more than 82) will also continue to increase from 51.25%
for a 2006 benefit recipient (46.5% in 2005) and 67.5% for their spouse and children (65% in
2005) to 62.5% for a 2009 benefit recipient and 75% for their spouses and children. Level 3
retirees (age at retirement plus years of service at retirement equal at least 83) will continue
to pay 25% of the premium for themselves and 50% for spouses and children; this will not
change under the plan.

OP&F will continue to reimburse the full Medicare Part B monthly premium, which is
$88.50 in 2006.

ELIGIBILITY
OP&F made no changes to its health care eligibility requirements for 2006.
BENEFITS

There were a handful of benefit changes to the OP&F health care plan for 2006. For example,
members of OP&F’s Option 3 Kaiser HMO plan will pay a $10 co-pay for treatment from a
specialist rather than $0. Members of Option 1 Kaiser Medicare HMO will see the co-pays
for their office visits increased from $15 to $25, while their emergency room co-pays will
decrease from $100 to $50 in 2006.

For more information on the OP&F health care plan, please visit the system’s website at
www.pfdpf.org.



HPRS

PREMIUMS

Monthly premiums for dental coverage will increase for spouses and children effective
January 1, 2006; HPRS will continue to pay the full premium to cover retirees. HPRS will
continue to reimburse the full Medicare Part B monthly premium, which is $88.50 for 2006.
ELIGIBILITY

HPRS made no changes to its health care eligibility requirements for 2006.

BENEFITS

HPRS made no benefit changes to its health care plan for 2006.

For more information on the HPRS health care plan, please visit the system’s website at
www.ohprs.org.
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Supplemental Contributions from Higher Education Employers (June 28, 2005) — This
report was completed by the ORSC’s actuary, Milliman, pursuant to R.C. §171.07. Its

purpose was to determine whether any adjustments to the employer supplemental
contribution rate required under R.C.§§3305. 06(D) and 3305.061 are necessary. The review
was limited to STRS because the supplemental contribution rates payable to PERS and SERS
had previously been reduced to 0.0%. Milliman concluded that, based on the STRS members
who elected to join an ARP, the current supplemental contribution rate of 3.50% is
appropriate.

Adequacy of OP&F Contribution Rates (January, 9, 2006) — This report was completed
by the ORSC’s actuary, Milliman, pursuant to R.C. §742.311 and was based on the results of
the January 1, 2005 Actuarial Valuation of OP&F dated December 14, 2005. Milliman found
that OP&F’s current statutory contribution rates are not adequate to support both:

1. the statutorily mandated benefits within the 30 year limitation on the funding period
in R.C. §742.16; and

2. the discretionary health insurance benefits provided by the Board to retirees and their
dependents and beneficiaries pursuant to R.C. §742.45.

Based on their review, Milliman made the following recommendations:

® That OP&F either:
(A) Continue current discretionary health care and mandated pension, survivor,
and Medicare B reimbursements. Under this alternative the statutory employer
and/or contribution rates to OP&F would need to be increased; state subsidies
would need to be provided to OP&F; and/or the pension, survivor and/or
Medicare B premium reimbursement benefits mandated by statute would need to
be reduced.

or

(B) Continue current level of contribution rates. Under this alternative the OP&F
board would need to significantly reduce or eliminate the discretionary health
insurance benefit currently provided to retirees and their beneficiaries.

® That the contribution rates for police officers and firefighters be equalized.

® That the current actuarial assumption regarding the life expectancy of retirees and
beneficiaries be reviewed by the OP&F actuary and Board prior to the preparation of
the 2006 actuarial valuation rather than waiting for the next regularly scheduled
review of the assumptions in 2007.

That the 2006 and subsequent OP&F actuarial valuation reports include the actuarial
cost of providing Medicare Part B premium reimbursements that are mandated by
statute.

12
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H.B. 62 — Rep. Blessing

H.B. 62 would permit magistrates to purchase an additional 35% service credit based on their
full-time service as a magistrate in the Public Employees Retirement System (PERS).

Currently only PERS members who are elected officials and those who have been appointed
by the Governor with the advice and consent of the Senate to serve full-time as a member of
a board, commission, or other public body may purchase the additional 35% service credit.

Staff Comments - The bill would permit magistrates who are members of PERS to purchase
up to 35% of their full-time service as a magistrate at any time prior to retirement. The cost
to purchase this credit is an amount computed by multiplying the employee contribution rate
in effect at the time of purchase by the member’s earnable salary for the period of service
upon which the purchased credit is based and the number of years to be purchased. This
amount is paid into the employees’ savings fund. The member must also pay a matching
amount into the employers’ accumulation fund.

The purchase of the 35% additional service credit in PERS is considered “nonqualified
service,” or “air time,” for purposes of the Taxpayer Relief Act of 1997. Members who first
establish membership on or after January 1, 2002 are subject to the following two limitations
established pursuant to the Taxpayer Relief Act of 1997: (1) the purchase of 35% additional
elective service is limited to those members who have at least five years of service credit in
PERS and (2) the purchase of 35% additional service is limited to a maximum of five years.

As defined in the bill, "magistrate” includes individuals appointed to serve as a mayor's court
magistrate under R.C. §1905.05, a magistrate of a small claims division of a municipal or
county court under R.C. §1925.01, a Title IV-D child support enforcement case magistrate
under R.C. §3125.60, a magistrate under Civil Rule 53, a magistrate of a court other than a
mayor’s court under Criminal Rule 19, juvenile court magistrates under Juvenile Rule 40, a
municipal court magistrate under Superintendence Rule 19, and a traffic magistrate under
Traffic Rule 17.

The primary rationale for allowing elected officials who joined PERS to purchase an
additional 35% of their elective service was to enable them to satisfy the vesting
requirements for retirement (H.B. 590 - eff. 10/14/63). This provision was amended in S.B.
138 (eff. 7/20/88) to include individuals appointed by the Governor with the advice and
consent of the Senate to serve full time on boards, commissions and other public bodies.
When these purchases were first allowed, PERS law provided only for a defined benefit plan
designed to provide benefits for long-term public employees. In 2000, PERS was authorized
to develop a defined contribution plan in conjunction with the defined benefit plan to provide
greater portability and options for employees, particularly short-term employees (H.B. 628 -
eff. 9-21-00). Beginning January 1, 2003 PERS began offering members a defined
contribution member-directed plan and a combined plan with defined benefit and defined
contribution components in addition to the traditional defined benefit plan. Unlike the
defined benefit plan and the combined plan, the member-directed defined contribution plan
offers members the opportunity to become partially vested and eligible to receive a portion of
the employer contributions in addition to employee contributions and investment earnings
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before attaining five years of service. A member is 20% vested after one year of
participation, 40% vested after two years of participation, 60% vested after three years of
participation, 80% vested after four years of participation, and 100% vested after five years
of participation. PERS members, including magistrates, with fewer than five years of
contributing service as of January 1, 2003 and new members hired after January 1, 2003 are
eligible to select the defined contribution plans.

H.B. 62 would expand the original provision to individuals appointed by the various courts as
full-time magistrates, and could set a precedent for other individuals appointed by local
government to seek further expansion of this provision. Given the fact that the member pays,
on average, only 25% of the actuarial liability resulting from the purchase of this additional
service credit, the fiscal impact upon PERS could become significant if the provision were
expanded to include similarly-situated individuals. The bill also has an impact on the
system’s health care program. To the extent it would allow magistrates to retire earlier than
they would have without the benefit of the additional purchased service, there would be
additional health insurance costs as well because the members would be eligible for health
care coverage for a longer period of time. Furthermore, the additional 35% service credit can
be used to determine eligibility for PERS-provided health care.

The Council last reviewed this issue in 1999 as part of S.B. 118. At that time, staff raised
these issues and recommended against allowing magistrates to purchase 35% additional
service credit. The Council agreed unanimously with this recommendation.

Fiscal Impact - According to the PERS actuary, Gabriel, Roeder, Smith & Company,
complete data upon which to base a detailed cost measurement was not available. Based
upon information received from the Ohio Magistrates Association, if all eligible service is
purchased, the effect on the Local Government funding period would be less than one-half
year. As of December 31, 2003, the funding period for the Local Government Division of
PERS was 27 years.

ORSC Position - At the May 11, 2005 meeting of the Ohio Retirement Study Council, the
ORSC voted to recommend that the 126th General Assembly disapprove H.B. 62.

H.B. 62 is pending in the House Retirement and Pensions subcommittee.
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Sub H.B. 71 would allow a member of the Ohio Public Employees Retirement System
(OPERS), the State Teachers Retirement System (STRS), the School Employees Retirement
System (SERS), and the Highway Patrol Retirement System (HPRS) to purchase service
credit for active duty in the Ohio National Guard or armed forces reserves that consists of
assembly for drill and instruction; training at encampments, maneuvers, outdoor target
practice, or other exercises; and any training or duty in this state ordered by the governor.

Current law does not allow this type of active duty training to be purchased in PERS, STRS,
SERS, or HPRS. Only the Ohio Police and Fire Pension Fund (OP&F) allows this type of
service to be purchased.

Staff Comments - The bill would include active duty in the armed forces reserves or Ohio
National Guard for drill and instruction; training at encampments, maneuvers, outdoor target
practice, or other exercises; and any training or duty in Ohio ordered by the governor as a
type of military service credit that a member could purchase. Members of PERS, STRS,
SERS, and HPRS may purchase up to five years of service in the armed forces. Armed forces
is defined as the army, navy, air force, marine corps, coast guard, auxiliary corps as
established by congress, Red Cross nurse serving with the army, navy air force, or hospital
service of the United States, army nurse corps, navy nurse corps, full-time service with the
American Red Cross in a combat zone, and such other service as may be designated by
Congress. It also would allow them to purchase a portion of a year of service rather than a
full year of service.

As introduced, the bill would have required the member to pay at least 75% of the additional
actuarial liability. This raised the public policy issue of whether a member's purchase of
service credit should be subsidized by the retirement system. When a member pays less than
the full cost of the additional liability created by the purchase, an unfunded liability is
created. This unfunded liability must be paid for out of employer contributions. Since 1989
the General Assembly has consistently been requiring members to pay more of the actuarial
liability created by their purchase of service credit. In 1989, the law was amended to require
STRS members who purchase service credit earned after July 1, 1989 to pay at least 50% of
the additional actuarial liability created by the purchase (H.B. 293, eff. 9/15/89). In 1991,
members of PERS, STRS, and SERS were first permitted to purchase credit for school board
service provided they paid the entire additional liability resulting from the purchase (H.B.
382, eff. 6/30/91). In 1992, members of PERS, STRS, and SERS who purchase service credit
for which they had previously exempted themselves were required to pay the entire cost of
that credit (H.B. 383, eff. 5/4/92). Also in 1992, the law was amended to require members of
OP&F who purchase credit for time they were laid off to pay the full cost of the additional
liability created by the purchase (H.B. 197, eff. 10/11/94). Beginning in 1994, OP&F
members who purchase out-of-state or federal service are required to pay the entire
additional liability created by the purchase (H.B. 197, eff. 10/11/94). The most recent change
that required members to pay more of the additional liability for purchases occurred in 2000.
At that time, the law was changed to require members of PERS to pay at least 50% of the
actuarial cost for military service credit (H.B. 186, eff. 3-17-00).

16



Sub. H.B. 71 — Rep. J. Stewart

The substitute version of the bill, however, requires the member to pay 100% of the resulting
additional actuarial liability. This change is consistent with recent legislative changes that
have required members to pay more of the additional actuarial liability resulting from the
purchase of service credit and with the ORSC recommendation for the introduced version of
H.B. 71.

The substitute bill provides that the amount of credit eligible to be purchased is calculated by
dividing the number of days actually served by 365. It also states that members may not
purchase service credit for any period of military duty during which the member was
contributing to the retirement system. (As introduced, the bill was unclear as to how much
credit would be granted and whether a member could purchase more than one year of service
credit during any twelve-month period.) These provisions are consistent with the ORSC
recommendation for the introduced version of H.B. 71.

We note that the substitute bill contains a drafting error that needs to be corrected. PERS law
currently allows members to purchase service for active duty in the armed forces reserves
and the Ohio National Guard. The substitute bill would still allow this active duty service to
be purchased, however, it does not indicate what the purchase price is. It appears this type of
service was inadvertently removed from the section specifying the purchase price, which is
currently at least 50% of the additional liability.

Fiscal Impact — The PERS actuary, Gabriel, Roeder, Smith & Company, reviewed the
introduced version of H.B. 71 and found that there is no data upon which to make a detailed
measurement of the financial effect of H.B. 71. However, based on a sensitivity test, the
actuary concluded that the long term cost of H.B. 71 would be less than 0.05% of covered
payroll and would not change the amortization period for unfunded actuarial accrued
liabilities. In addition, the actuary noted that if the cost to purchase the service is set at 100%
of the resulting additional liability, there would be no measurable financial effect on the
system. The actuary also recommended clarifying the definition of inactive duty in order to
limit the potential financial effect.

Pursuant to a request from the sponsor of the bill, the STRS SERS, and HPRS completed
actuarial cost statements assuming they were amended into the bill. OP&F did not complete
an actuarial analysis because their law already allows members to purchase service credit for
inactive duty training in the armed forces reserves and the Ohio National Guard. According
to the STRS actuary, Mellon, there is no data upon which to make a detailed measurement of
the financial effect of H.B. 71 if STRS were included in the bill. Based on the assumptions
used by Mellon, the funding period would increase from 42.2 years to 42.4 years. Mellon
also completed the actuarial analysis for SERS and found that, regardless of the data used to
calculate the cost of the bill, the overall impact on SERS most likely would be minimal given
the magnitude of SERS' total liabilities and unfunded actuarial accrued liabilities and the fact
that SERS would subsidize only 25% of the additional cost. According to HPRS' actuary,
Gabriel, Roeder, Smith & Company, there is no data upon which to make a detailed
measurement of the financial effect of H.B. 71. However, they conducted a sensitivity test
and the actuary concluded that the long term cost of H.B. 71 would be less than 0.05% of
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covered payroll and would change the amortization period for unfunded actuarial accrued
liabilities by less than one year. Again, they recommended clarifying the definition of
inactive duty in order to limit the potential financial effect.

Sub. H.B. 71 should have no actuarial impact on the system because it requires the member
to pay the full cost of the actuarial liability resulting from the purchase of service.

ORSC Position - At the April 13, 2005 meeting of the Ohio Retirement Study Council, the

ORSC voted to recommend that the 126th General Assembly approve H.B. 71 upon the
adoption of the following amendments:

That the proposed changes under the bill be made to the comparable laws governing
STRS, SERS, and HPRS. This amendment was adopted by the House Financial
Institutions, Real Estate and Securities Committee.

That the bill be amended to allow for the purchase of inactive duty training rather
than inactive duty and that the laws governing OP&F and HPRS interrupted and non
interrupted military credit be made consistent with respect to inactive duty training.
The House Financial Institutions, Real Estate and Securities Committee adopted an
amendment that allowed for the purchase of active duty training.

That the bill be amended to clarify how much credit a member can purchase for each
day of inactive duty training and that a member purchasing service for inactive duty
training may not receive more than one year of service credit for any twelve month
period. This amendment was adopted by the House Financial Institutions, Real Estate
and Securities Committee.

That the bill be amended to require the member to pay the full cost of the additional
actuarial liability created by the purchase of the inactive duty service credit. This
amendment was adopted by the House Financial Institutions, Real Estate and
Securities Committee.

Sub. H.B. 71 was reported out of the House Financial Institutions, Real Estate, and Securities
Committee on June 21, 2005.
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H.B. 120 would increase the annual cost of living allowance (COLA) from $360 to $600 for
individuals who retired from the Ohio Police and Fire Pension Fund (OP&F) prior to July 24,
1986 on the basis of a disability or service.

Staff Comments - Members who retired prior to July 24, 1986 were permitted to include
various types of “terminal pay” (e.g., lump sum payments for accrued, but unused sick leave)
in the calculation of their average annual salary. Members who retire on or after July 24,
1986 are prohibited from including “terminal pay” in the calculation of their average annual
salary, but are granted an annual 3% COLA. Certain active members with at least fifteen
years of service as of January 1, 1989 were given a choice between retiring with “terminal
pay” or the annual 3% COLA. Those members electing the “terminal pay” option forgo any
future COLA’s.

OP&F members who retired prior to July 24, 1986 were first granted an annual COLA of
$360 in 1988 (H.B. 389; eff. 9-9-88). At that time, the COLA was limited to those retirees
receiving an annual benefit of less than $18,000. The $18,000 annual benefit cap was
increased by $500 each year. This pension cap was eliminated completely in 2000 (H.B. 275;
eff. 3-17-2000). Therefore, all OP&F members who retired prior to July 24, 1986 currently
receive an annual COLA of $360 (or its actuarial equivalent for members who chose an
optional plan of payment) regardless of their income. The Consumer Price Index has risen
57.7% since the annual $360 COLA was first granted in 1988. If the $360 COLA had kept
pace with inflation, it would now equal $567.72. This bill would increase the annual COLA
to $600 or its actuarial equivalent.

The ORSC actuary, Milliman, completed an actuarial review of the contribution rates for all
five retirement systems in 2003, with an update in 2004. That review found that despite the
rebound of the financial markets in 2003 the funding period for OP&F remained infinite,
meaning that the unfunded actuarial accrued liability for mandated pension benefits in OP&F
could not be amortized over any time period within the current funding structure. If the
infinite funding period were allowed to persist, OP&F would become gradually disfunded.
The review further found that if OP&F were to continue to allocate the current 7.75% of
payroll to discretionary retiree health care benefits, one or more of the following actions
would need to occur for OP&F to achieve the maximum 30-year funding period required
under current Ohio law:

. The statutory employer and/or member contribution rate limitations will need to be
increased;

. The benefits mandated by statute will need to be reduced;

. Additional state subsidies will need to be provided to OP&F;

. The 30-year limit on the funding period required by law will need to be extended.
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According to the most recent actuarial valuation for OP&F, dated January 1, 2004, the
funding period for unfunded accrued liabilities remains infinity.

Fiscal Impact - According to the OP&F actuary, Mellon, H.B. 120 would increase OP&F’s
unfunded accrued liability by $37 million and would decrease the funded ratio by 0.3%.
Thus, had this change been effective January 1, 2004, the unfunded accrued liability would
have increased from $1,461,275,000 to $1,498,275,000 and the funded ratio would have
decreased from 86.5% to 86.2%. It would also increase the funding period for the unfunded
accrued liability.

Because the current funding period as of January 1, 2004 is infinity, the actuary could not
quantify the impact on that basis. However, if the actuary assumed the current funded
position is such that the current amortization period is 30 years, the $37 million would
increase the funding period by 3.5 years.

ORSC Position - At the September 14, 2005 meeting of the Ohio Retirement Study Council,
the ORSC voted to recommend that the 126th General Assembly disapprove H.B. 120 based
on the current financial condition of the fund.

H.B. 120 is pending in the House Retirement and Pensions Subcommittee.
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H.B. 272 would make the following changes to the Public Employees Retirement System
(PERS):

* Increases the minimum monthly threshold to earn full-time service credit from
$250 to $450 per month (145.01; 145.016);

* Requires employers to remit employer contributions on a monthly rather than
quarterly basis(145.483; 145.51; 145.52; 145.53);

* Authorizes the PERS board to establish a voluntary medical account for
participants in the defined benefit(DB) plan, the combined plan or the defined
contribution(DC) plan; to determine the percentage of the premium cost to be
paid by spouses for Medicare Part A (hospital) equivalent benefits (currently
fixed by statute at 50%); to require reemployed retirees and their sponsored
dependents to utilize their public or private employer’s health insurance
coverage as primary (currently only PERS employers); and to adopt rules
governing the coordination of benefits between PERS-provided health
insurance coverage and other available health care coverage (145.01, 145.294,
145.325, 145.38, 145.58, 145,583, 145.83);

* Credits earnings rather than interest on voluntary deposits made to the existing
additional annuity program; permits contributors to select among the existing
optional plans of payment currently available at retirement subject to the same
spousal consent requirements; and permits contributors to select a separate
beneficiary for such deposits (145.23, 145.294, 145.43, 145.62, 145.63,
145.64, 145.65, 145.471, 145.472);

* Defines “law enforcement officer” and “public safety officer” for purposes of
determining, upon employment, mandatory employee contributions and
eligibility for normal retirement under the existing benefit structure of the
PERS law enforcement (PERS-LE) division; authorizes the PERS board to set
the employee contribution rate for law enforcement officers who are eligible
for normal retirement at age 48 with 25 years of service (currently fixed by
statute at 10.1%) 1.1% higher than the rate established for public safety
officers who are eligible for normal retirement at age 52 with 25 years of
service (currently set by the board at 9.0%); and requires participants in the
DC plan who commence employment as a law enforcement or public safety
officer to cease participation in the DC plan and contribute to the appropriate
DB plan on all positions covered by PERS (145.01, 145.193, 145.194, 145.33,
145.35, 145.49);

* Includes service purchased or transferred from the Cincinnati Retirement
System for purposes of calculating the employer matching amount under
existing law upon a refund of accumulated contributions for members with at
least five years of service (145.401);
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* Makes various changes among the several existing funds established within
PERS to conform to current accounting requirements and administration
(145.23, 145.384, 145.43, 145.54); and

* Makes various changes to the governing statutes of the DC and combined
plans to correct certain oversights in the enabling legislation authorizing the
creation of such plans and to make them consistent with the governing
documents of these plans (145.19,145.191, 145.193, 145.20, 145.23, 145.35,
145.38, 145.384, 145.813, 145.814, 145.82, 145.83, 145.92, 145.97)

Details and comments of the above changes follow.

Minimum Monthly Threshold for Full-Time Service - Current law provides that for each
month a member’s earnable salary equals or exceeds $250, the member receives one (1)
month of service credit. For each month the member’s earnable salary is less than $250, the
member receives a prorated amount of service credit determined by dividing the member’s
earnable salary for the month by $250, except if the member’s annual earnable salary is less
than $600, the member’s credit shall not be reduced below 20% for a calendar year of
employment in which the member worked each month. Under current law, a member
earning a minimum $250 per month, or $3,000 per year, receives one year of service credit
for purposes of qualifying for pension and retiree health care benefits.

The current minimum monthly threshold of $250 per month was adopted in H.B. 232 in
1985. Since then, the consumer price index for urban wage earners and clerical workers
(CPI-W) has increased 72.6% through December 31, 2004. In today’s terms, the equivalent
amount would be $431.48 per month.

With the current minimum monthly threshold, part-time public employees have achieved
eligibility for both pension (service, disability, survivor) and health care benefits at an
accelerated rate over the years which poses a significant concern with respect to funding
these benefits, especially health care costs which, as a percent of payroll, are
disproportionate to earnings. Moreover, the minimum monthly threshold exacerbates the
actuarial funding problems related to spiking “final average salary” whereby a member can
work part-time for twenty-seven years and take a full-time job with higher salary for three
years prior to retirement, leaving the retirement system with an actuarial unfunded liability
on the pension side of the equation and an inequitable funding problem on the health care
side of the equation vis-a-vis the member who works full-time and contributes on a full-time
salary for 30 years.

The bill would increase the minimum monthly threshold from the current $250 to $450 for
calendar year 2007. If the member’s earnable salary for calendar year 2007 is less than
$1,080, the member’s credit shall not be less than 20% for a calendar year of employment in
which the member worked each month. For each calendar year after 2007, these amounts
would be indexed by the average wage index developed by the Social Security
Administration for purposes of calculating Social Security benefits, rounded up to the next
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dollar. Service credit would be prorated for members earning below the minimum thresholds,
as indexed, as under existing law.

Remittance of Employer Contributions -Current law requires employers to remit employer
contributions to PERS on a quarterly basis, though the overwhelming majority of employers
are currently remitting contributions on a monthly basis. Ninety (90) days after a quarterly
period, any amounts that remain unpaid are subject to a five (5) percent penalty assessment
and interest at a rate set by the board.

The bill would require all employers to remit employer contributions to PERS on a monthly
basis. Such contributions must be received by PERS within thirty (30) days after the last day
of the calendar month in which related member contributions are withheld. Unless the PERS
board adopts a rule establishing a lesser interest rate and penalty for delinquent contributions,
the statutory maximum interest rate and penalty shall be as follows:

* Interest, compounded annually and charged monthly, for each day after the due date
equal to six (6) percent per annum on the past due amount and any penalties assessed;

e If at least eleven (11) but not more than thirty (30) days past due, a penalty equal to
one (1) percent of the past due amount;

* If at least thirty-one (31) but not more than sixty (60) days past due, an additional
penalty equal to one and one-half (1.5) percent of the past due amount;

e If sixty-one (61) or more days past due, an additional penalty equal to two and one-
half (2.5) percent of the past due amount.

The bill would permit the PERS board to adopt rules to lessen the maximum statutory
interest rates and penalties on past due amounts, and to lengthen the period of time or enter
into agreements with employers to comply with the statutory requirements.

These changes are intended to afford PERS the opportunity to earn additional investment
income on these contributions, which income funds up to 80 percent of the benefits provided
by PERS and enables contribution rates to remain relatively stable over the years.

In order to mitigate any budgetary concerns on the part of employers who currently remit
contributions on a quarterly basis, the bill would provide for a transitional period for those
contributions due for the fourth quarter of this year; namely, October 2005, November 2005
and December 2005. The employer contributions due for October 2005 would be payable no
later than December 31, 2006; the employer contributions for November 2005, December 31,
2007; the employer contributions for December 2005, December 31, 2008. Interest and
penalties for failing to pay the amounts when due would be subject to the interest and
penalties established under the bill. Given the current status of this bill in the legislative
process, the dates for the transitional relief afforded under this bill would need to be
modified.
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The bill would also provide for a transfer from the DB Plan to the DC plan, as a credit, those
employer contributions due for the months of October, November and December 2005 under
the DC plan to satisfy the transitional liability previously described which would be paid
from the employer contributions for the month of February 2006. The amount transferred
shall be added to the transitional liability of such employers and paid back to the DB plan in
accordance with the schedule outlined above.

PERS Health Care - Current law provides that PERS shall provide Medicare Part A
(hospital) equivalent coverage to spouses of benefit recipients who do not otherwise qualify,
and shall pay 50% of the premium cost for such coverage. The bill would authorize the
PERS board to establish the percentage of the premium cost to be paid by the spouse for
Medicare Part A equivalent coverage, which is consistent with the general authority of the
PERS board to determine the cost to be paid by covered individuals under its retiree health
care program.

Current law provides that PERS retirants who are employed by PERS employers shall
receive primary health insurance coverage through their employer if the employer provides
coverage to other employees performing comparable work. In such cases, PERS-provided
health insurance becomes secondary. The bill would extend these provisions to require
PERS retirants, recipients of disability or survivor benefits, or sponsored dependents of the
same, to receive primary health insurance coverage through their employer, public or private,
if such coverage is available." The bill would also require the above individuals to make an
annual report to the PERS board or an entity designated by the board stating whether primary
health insurance coverage is available to the individual through the individual’s employer.
The report shall include any information requested by the board or entity. It is recommended
that similar provisions be adopted in STRS and SERS.

Current law requires the PERS board to establish by rule requirements for the coordination of
PERS-provided health insurance coverage with any similar coverage made available to the
same individual by the other four state retirement systems. The bill would expand this
requirement to apply to situations in which PERS-covered individuals are not employed but
have coverage available from a source other than through employment. The bill provides
that the board rules shall specify all of the following:

* In the case of an individual receiving an age and service, disability or survivor
benefit, PERS-provided health insurance shall be primary if the other available
coverage requires coordination with PERS-provided health insurance and is provided
to the individual as the spouse or dependent of another person.

* PERS-provided health insurance shall be secondary if any of the following apply:

'“Sponsored dependent” means a spouse, dependent child, or as the public employees
retirement board considers appropriate, another dependent of an eligible individual.
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-The other available coverage does not require coordination with PERS-provided
coverage;

- In the case of an individual receiving an age and service, disability or survivor
benefit, the other available coverage requires coordination with PERS-provided
coverage, is not provided as a spouse or dependent of another person, and has been in
effect for a longer time than coverage under PERS;

- In the case of a sponsored dependent, the other available coverage requires
coordination with PERS-provided coverage and either is not provided as the spouse
or dependent of another person or is provided as the spouse or dependent of another
person but has been in effect for a longer time than the coverage under PERS.

The bill would require the benefit recipient and each sponsored dependent to make an annual
report to the PERS board or an entity designated by the board stating whether the person has
other available coverage. The annual report shall include any information requested by the
board or entity.

The bill would provide that the board rules may establish additional limitations on the
coverage available to benefit recipients, reemployed retirants and sponsored dependents and
provide exceptions to such requirements.

Current law provides that the DC plan may include a program under which the participant is
required to accumulate a portion of the amount contributed by the employer for the purpose
of providing funds to the participant for the payment of health, medical, hospital, surgical,
dental or vision care expenses, including insurance premiums, deductibles, or copayments.
The program may be a voluntary employees’ beneficiary association, a medical savings
account, or similar type program. The existing DC plan incorporates such program for its
participants.

The bill would extend this provision to participants of the DB plan, the combined plan and
the DC plan. It would allow such participants or their employers to make additional deposits,
on a voluntary basis, for the purposes of providing funds for the payment of the previously
described expenses. Such additional, voluntary deposits could be made through payroll
deduction. It would authorize the PERS board to enter into agreements with insurance
companies or other entities authorized to conduct business in Ohio to implement the
program. It would also authorize the board to adopt rules to establish and administer the
program.

Given the escalating cost of health care coverage and greater cost sharing with covered
individuals, this change is intended to provide members an opportunity to save the necessary
funds to meet their future health care needs upon retirement. [t is recommended that the
other state retirement boards be given similar authority to establish such programs for their
memberships.
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Additional Annuity Program - Current law provides that members in the DB plan may
make voluntary deposits in the additional annuity program established under PERS. Such
deposits are credited with annual fixed interest at a rate determined by the board. The DB
member may elect, at the time of retirement, either an annuity having a reserve equal to the
amount on deposit or a refund of such amounts, with interest. Such deposits shall be
refunded in the event of death prior to retirement or withdrawal of accumulated contributions
or upon application of the member prior to retirement in accordance with existing law.

The bill would allow contributors in the DB plan (currently members) and reemployed
retirants to make voluntary deposits to the additional annuity program. Under the bill, such
deposits may be made through payroll deduction, and shall accrue earnings beginning on the
first day following deposit as opposed to annual fixed interest beginning on the first day of
the calendar year next following the deposit under existing law. According to PERS, the
funds will be invested in the Ohio PERS Stable Value Fund.

The bill would provide for either an annuity having a reserve equal to the amount deposited
or a refund of the amount deposited, together with earnings, as under existing law, except
that if the annuity amount would be less than $25 per month, the contributor shall receive a
refund.

Deposits shall be refunded under the following circumstances, as applicable:
*  On withdrawal of the member’s accumulated contributions;
*  On the death of the contributor prior to retirement;

* On application of the contributor prior to attaining eligibility for age and service
retirement under the DB plan;

* On application of the reemployed retirant prior to attaining eligibility for the money
purchase benefit;

* On application of the contributor who has attained eligibility for age and service
retirement under the DB plan or the money purchase benefit and who is not married;
and

* On application of the contributor who has attained eligibility for age and service
retirement under the DB plan or the money purchase benefit and is married, provided

spousal consent is obtained or the spousal consent requirement is waived by the
board.

The bill would allow contributors to select one of the optional plans of payment currently
available upon service retirement under PERS for payment of their additional annuity
deposits subject to the same spousal consent requirements under existing law for married
contributors. The effective date of the additional annuity payment shall be the same as the
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effective date of the contributor’s age and service retirement benefit or, if the contributor is a
reemployed retirant, the same as the effective date of the retirant’s money purchase benefit
under existing law.

The bill would also allow contributors to designate a separate beneficiary for payment of
their additional annuity deposits apart from any other benefits or amounts payable under
PERS subject to the same provisions governing all other beneficiaries under existing law. [t
is recommended that the election of a joint and survivor annuity plan under the additional
annuity program be made no later than one year after the date of marriage or remarriage for
any marriage or remarriage by a contributor that occurs on or after the effective date of the
bill. This change is consistent with changes recently enacted in H.B. 10 (eff- 6/6/05).

PERS Law Enforcement Program - Current law provides that law enforcement officers
whose primary duties were to preserve the peace, protect life and property and enforce the
laws of their jurisdiction are eligible for normal retirement at age 48 with 25 years of service
under PERS-LE.” These law enforcement officers are required to contribute 10.1% of pay,
which is fixed by statute.

Law enforcement officers whose primary duties were other than to preserve the peace,
protect life and property and enforce the laws of their jurisdiction and Hamilton county
municipal court bailiffs are eligible for normal retirement at age 52 with 25 years of service
under PERS-LE, though they may retire as early as age 48 with 25 years of service on a
reduced benefit. These law enforcement officers and bailiffs are required to contribute 9% of
pay, which is set by the PERS board.

The bill would define “PERS law enforcement officer” and “PERS public safety officer” so
as to determine, upon employment rather than at retirement, the applicable benefit and
contribution required under the PERS-LE program. Under the bill, “PERS law enforcement
officers” are defined as those law enforcement officers footnoted below whose primary
duties are to preserve the peace, protect life and property and enforce the laws of this state as
determined by their employer. “PERS public safety officers” are defined as Hamilton county
municipal court bailiffs and those law enforcement officers footnoted below whose primary
duties are other than to preserve the peace, protect life and property and enforce the laws of
this state as determined by their employer.

*“Law enforcement officer” means a sheriff, deputy sheriff, township police officer,
drug agent, department of public safety enforcement agent, natural resources law
enforcement staff officer, park officer, forest officer, preserve officer, wildlife officer, state
watercraft officer, park district police officer, conservancy district officer, veterans’ home
police officer, special police officer for a mental health institution, special police officer for
an institution for the mentally retarded and developmentally disabled, state university law
enforcement officer, municipal police officer, house sergeant at arms, assistant house
sergeant at arms, regional transit authority police officer, municipal public safety director, or
state highway patrol police officer.
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The bill would also authorize the PERS board to establish the employee contribution rate for
“PERS law enforcement officers,” which is currently fixed by statute at 10.1%. Under the
bill, the employee contribution rate for “PERS law enforcement officers” would be 1.1% of
pay higher than the rate established by the PERS board for “PERS public safety officers,”
which was the amount actuarially determined to be necessary to fund the cost of the age 48
normal retirement provision adopted in H.B. 416 (eff. 1/1/01) for these law enforcement
officers. Current law authorizes the PERS board to establish the employee contribution rates
of all other employees covered by PERS, up to a maximum 10% of pay. This proposed
change under the bill would be consistent with such authority.’

The bill would also provide that a member participating in a DC plan shall cease making
contributions to the DC plan at the time of commencing employment as a PERS law
enforcement officer or public safety officer, and shall contribute only to the DB plan on all
employment subject to PERS coverage. The member may elect to have contributions in the
DC plan deposited and credited to the DB plan in accordance with existing law. This
provision recognizes that PERS law enforcement and public safety officers are ineligible to
participate in a DC plan under existing law.

Cincinnati Retirement System Credit - The bill would allow service credit that was
purchased or transferred from the Cincinnati Retirement System to be used for purposes of
calculating the employer matching amount under existing law upon a refund of accumulated
contributions for members with at least five years of service. Current law provides that the
employer match shall be 33% of the member’s eligible contributions for members with at
least five but less than ten years of service and 67% for members with ten or more years of
service. This proposed change is generally consistent with the allowable use of service credit
earned under one of the other Ohio state pension funds for purposes of calculating the
employer matching amount.

Accounting Provisions - The bill would make various changes among the several existing
funds established within PERS to conform to current accounting requirements and
administration of benefit programs. The bill would delete the requirement that contributors
be assessed a fee (not exceeding $3.00 per contributor) to pay the expenses of PERS if the
amount in the income fund is inadequate to pay the expenses. Under the bill, in the event of
a deficiency in the income fund, the expenses would be paid from the employers’
accumulation fund.

The PERS board has indicated that the employee contribution rates under the regular
PERS program will increase from the current 8.5% to the maximum 10% of pay phased in
over the next three years.
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The bill would amend the current requirement that PERS transfer to the income fund
amounts payable to a member (or the member’s beneficiaries) who can not be located and
have not claimed the amounts payable for five years. Under the bill, PERS would be given
the option to retain such amounts in the employees’ savings fund or transfer them to the
income fund.

The bill would clarify that delinquent contributions paid by employers shall be credited to the
employers’ accumulation fund for DB participants and the defined contribution fund for DC
participants. The bill would also allow amounts paid by employers under the DC plan to be
credited to the employers’ accumulation fund and would allow benefits under the DC plan to
be paid out of the annuity and pension reserve fund if reserves have been transferred to such
fund for that purpose. The bill would further provide that expenses for the administration of
the DC plan may be paid from the defined contribution fund.

Defined Contribution Plan - The bill would make various changes to the governing statutes
of the DC and combined plans to correct certain oversights in the enabling legislation
authorizing the creation of such plans and to make them consistent with the governing
documents of these plans. Under the bill, members who select a DC plan are permitted
(rather than required) to transfer their accumulated contributions in the DB plan to the new
plan. The bill would also restore the original language enacted in H.B.628 (eff. 9/21/2000)
and subsequently modified in S.B. 247 (eff. 10/1/2002) governing the amount to be
transferred on behalf of members who select a DC plan. The bill would further clarify for
members eligible to change their retirement plan selection the amount available to purchase
credit in the new plan for contributing service under the member’s prior plan. The bill would
delete two statutory references relative to reemployment, which are inapplicable to the DC
and combined plan.

Fiscal Impact - According to the PERS actuary, Gabriel, Roeder, Smith & Company, H.B.
272 encompasses a broad range of plan changes, some of which would have a small upward
effect on PERS’ costs and others, which would have a small downward effect. It is the
opinion of the actuaries that the combined effect of all proposed changes would be a
reduction in the aggregate funding period of approximately one and one-half (1.5) years.

ORSC Position — At its meeting of October 12, 2005, the Ohio Retirement Study Council
voted to recommend that the 126" Ohio General Assembly approve H.B. 272 upon the
adoption of the following amendments:

* That similar provisions requiring reemployed retirees and their sponsored
dependents to utilize their public or private employer’s health insurance coverage as
primary be adopted in STRS and SERS; (lines 2284-2316)

* That the other four state retirement systems be granted authority to establish
voluntary programs for the accumulation of funds for the purpose of providing funds
to the participants for the payment of health, medical, hospital, surgical, dental or
vision care expenses, including insurance premiums, deductibles, or co-payments;

29



H.B. 272 — Rep. Schneider

o (lines 2398-2416)

* That the election of a joint and survivor annuity plan under the additional annuity
program be made no later than one year after the date of the marriage or remarriage
for any marriage or remarriage by a contributor that occurs on or after the effective
date of the bill. (line 2528)

H.B. 272 is pending in the House Financial Institutions, Real Estate, and Securities
Committee.
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H.B. 320 would make the following changes to the laws governing the School Employees
Retirement System (SERS):

. Changes the eligibility requirements to be nominated for election as an employee
member of the SERS board (R.C. §3309.07);

. Establishes a statutory procedure for payment of benefits in the case of a beneficiary
who is deceased or can not be located (R.C. §§3309.44, 3309.50);

. Revises the service credit provisions governing leaves-of-absence (R.C. §3309.474);
o Revises the health care provisions (R.C. §3309.69); and

. Makes the board’s authority to establish a defined contribution plan(s) for its
members permissive rather than mandatory (R.C. §3309.81).

Details and comments of these changes follow.

Board Elections - The bill would reduce from 500 to 250 the minimum number of signatures
required for an employee member to be nominated for election to the SERS board. It would
also reduce from ten to five the number of counties in which at least 20 signatures must be
obtained. The nomination requirements for the retirant member would remain the same
under the bill; i.e., a minimum 150 signatures with at least ten signatures from at least five
counties.

For comparative purposes, PERS and STRS laws require a minimum 500 signatures with at
least 20 signatures from at least ten counties for employee members to be nominated for
election to their respective boards. OP&F law requires a minimum 100 signatures with at
least 20 signatures from at least five counties.

The above changes would effectively make it less difficult for individual members to be
nominated for election to the SERS board, especially those individuals who are not otherwise
endorsed by large statewide employer or employee organizations.

Beneficiary Procedures - The bill would establish a statutory procedure for SERS to follow
in cases where the member’s beneficiary is deceased or can not be located. The bill provides
that if the beneficiary is deceased or can not be located within 180 days of the retirement
system being notified of the member’s death, that beneficiary shall cease to qualify for any
benefit and the statutory succession established under existing SERS laws shall determine the
beneficiary for purposes of qualifying for any benefits payable. In the case of distributing the
deceased member’s accumulated contributions or any remaining accumulated contributions
not otherwise paid to the member, the order of precedence is generally as follows: (1) the
member’s surviving spouse; (2) the member’s children share and share alike; (3) the
member’s parents share and share alike; and (4) the member’s estate. In the case of
distributing the lump sum $1,000 death benefit, the order of precedence is as follows: (1) the
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member’s designated beneficiary; (2) the member’s surviving spouse; (3) the member’s
children share and share alike; (4) the member’s parents share and share alike; (5) the person
responsible for burial expenses; and (6) the member’s estate.

The above changes are generally consistent with current PERS and STRS laws, which
provide for the statutory succession of beneficiaries when a beneficiary is deceased or can
not be located within 90 days. The purpose of the above changes is to allow SERS to settle
the deceased member’s account within a reasonable period of time.

Service Credit for Leaves-of-Absence - The bill would relocate the SERS provisions
governing approved leaves-of-absence from the employee contribution section of law to a
new section of law. Under existing law, a member who is prevented from making
contributions to SERS on account of an approved leave-of-absence may, upon returning to
contributing service, have deductions made from other payrolls during the year to make up
the missed employee contributions for the period of the leave-of-absence. The bill would
amend existing law to limit the purchase of credit to no more than two years for each period
of leave, with a total maximum limit of the lesser of five years or the member’s total
accumulated years of Ohio service credit. The bill would also require the member to pay for
each year of service both the employee and employer contributions that would have been
made had the member remained employed in the position held when the leave began, plus
annual compound interest on that amount at a rate determined by the board from the first day
of the year following the date the leave began to the date of payment. Under the bill, a leave
period begins on the first day the approved leave-of-absence commences and ends on the
earlier of the date the approved leave terminates or the date the member returns to
contributing service.

It is recommended that this section of the bill be amended further to clarify that the member
may not purchase more than two years of service credit for each period of leave.

Health Care Provisions - The bill would relocate the SERS law governing the provision of
Medicare Part A (hospital) equivalent benefits from a separate section of law to the general
section of law governing the provision of retiree health care benefits.

By way of background, Medicare was established under the Social Security Amendments of
1965 and consisted of two components: Part A (hospital insurance coverage) and Part B
(medical insurance coverage for physician fees and other outpatient services). Medicare Part
A (hospital) was made compulsory; Part B (medical), voluntary. Medicare became
operational in 1966. Generally, individuals who are age 65 and eligible for Social Security
qualify for Medicare Part A (hospital), including their spouses. All individuals, regardless of
whether they are eligible for Social Security, may elect Medicare Part B (medical).

In response, the Ohio General Assembly enacted legislation in 1967 requiring PERS, STRS
and SERS to make available coverage substantially equivalent to Medicare Part A (hospital)
to Ohio’” public employees who were age 65 and ineligible for Social Security, including
their spouses. This requirement became effective January 1, 1968. The underlying rationale
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for this legislation was that since Ohio’s public employees are required to contribute to
PERS, STRS and SERS in lieu of Social Security, many career public employees would not
qualify for Social Security and consequently Medicare Part A (hospital). It was, therefore,
incumbent upon the state pension funds to provide Medicare Part A (hospital) equivalent
coverage for these individuals and their spouses.

The Consolidated Omnibus Budget Reconciliation Act of 1985 provided for mandatory
Medicare coverage for state and local government employees hired on or after April 1, 1986.
Going forward, these employees will qualify for Medicare Part A (hospital) coverage,
regardless of whether they otherwise qualify for Social Security through other covered
employment. However, career public employees in Ohio hired prior to April 1, 1986 will
continue to depend on PERS, STRS and SERS for Medicare Part A equivalent coverage
though their numbers will continue to decline each year through mortality.

The bill would make two substantive changes to the existing Medicare Part A equivalent
authority. First, it would eliminate the minimum 25% subsidy for Medicare Part A
equivalent coverage and allow the SERS board to determine the costs to be paid by covered
individuals which is consistent with the board’s current authority to fix the amount of
premiums paid by benefit recipients for retiree health care benefits. Second, it would make
the provision of Medicare Part A equivalent coverage permissive rather than mandatory for
the spouse or surviving spouse of benefit recipients who do not otherwise qualify. [f is
recommended that the provision of Medicare Part A equivalent coverage remain mandatory
for such spouses, which is consistent with PERS and STRS laws governing Medicare Part A
equivalent benefits given the history and underlying rationale for this mandate as described
above.

The bill would eliminate the definition of “ineligible individual” established by statute for
purposes of participating in the SERS retiree health care programs, and allow the SERS
board to establish eligibility criteria and other requirements for participation in such
programs which is consistent with the laws governing the STRS, OP&F and HPRS retiree
health care programs. This change is intended to provide the SERS board the same
discretionary authority as currently granted to the STRS, OP&F and HPRS boards to make
appropriate changes in retiree health care eligibility as circumstances warrant in a timely
manner without the need to seek legislation each time a change is required.

The bill would also provide that any individual who fails to pay any required premium for
SERS retiree health care coverage or otherwise receives any such coverage or payment to
which the individual is not entitled shall repay any amount due to SERS. SERS is authorized
to withhold the amount due from any benefit otherwise due to the individual or the
individual’s beneficiary or collect the amount in any other manner provided by law, which is
consistent with the laws governing the recovery of overpayment of all other benefits
provided by SERS.

All other changes to the law governing SERS retiree health care coverage simply clarify and
reinforce the discretionary authority granted to the retirement boards since the enabling
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legislation authorizing the Ohio retirement systems to subsidize such coverage effective
January 1, 1974 in offering, structuring and financing retiree health care benefits, including
the authority to modify or terminate such coverage at any time.

Defined Contribution Plans - The bill would make the current SERS board’s authority to
establish a defined contribution plan(s) permissive rather than mandatory. This current
mandate was adopted in S.B. 270 (eff. 4/1/2001) for SERS based upon one of the
recommendations included in the Joint Legislative Committee to Study Ohio’s Public
Retirement Plan’s final report that “an alternative defined contribution plan be established, in
conjunction with the existing defined benefit plan, in the three non-uniformed employee
systems to provide greater portability and options for employees.” (December 11, 1996) No
legislative time line was provided, however. Similar mandates were adopted for STRS in
S.B. 190 (eff. 7/13/2000) and for PERS in H.B. 628 (eff. 9/21/2000). The STRS alternative
defined contribution and hybrid plans became operational on July 1, 2001. The PERS
alternative defined contribution and hybrid plans became operational on January 1, 2003.

According to SERS staff, the SERS board commissioned The Segal Company to statistically
verify member interest and identify the costs of implementing a defined contribution plan in
2002. Segal surveyed 10,000 SERS members who had less than five years of service and
would be eligible for the DC plan. They found that 1% of new SERS members were
interested in a DC option based solely on their own investments and 89% of new members
preferred a guaranteed retirement. Segal found that the least expensive method of developing
and implementing a DC option would be to completely outsource the development and
maintenance of the option. According to Segal this would require about $1 million in start-
up costs and $1.3 million annually to operate. In February 2003, the SERS board decided
that it was not in the best interest of its members to develop a DC option; however, the board
requested that staff revisit the studies at a later time, and in the interim, request a language
change making the current statute permissive rather than mandatory.

Since the SERS member survey was conducted in 2002 during the worst financial market
since the Great Depression, the results of that survey may be skewed. Also, it is not the
prerogative for the board to decide whether to comply with a legislative mandate established
in early 2001, even though no legislative time line was provided. It is recommended that the
proposed change be deferred until a more up-to-date member survey is conducted by SERS,
in consultation with the ORSC, no later than one year after the effective date of the bill.

Financial Impact - According to the SERS actuary, H.B. 320 would have no negative
actuarial impact upon SERS.

ORSC Position — At its meeting of October 12, 2005, the Ohio Retirement Study Council

voted to recommend that the 126th Ohio General Assembly approve H.B. 320 upon the
adoption of the following amendments:
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. That the newly-established leave-of-absence service credit provision be amended
further to clarify that the member may not purchase more than two years of service
credit for each period of leave;

. That the provision of Medicare Part A equivalent coverage remain mandatory for
spouses and surviving spouses of benefit recipients who do not qualify for Medicare
Part A which is consistent with PERS and STRS laws governing Medicare Part A
equivalent benefits given the history and underlying rationale for this mandate; and

. That the proposed change to the legislative mandate requiring SERS to establish a
DC plan for its members be deferred until a more up-to-date member survey is
conducted by SERS, in consultation with the ORSC, no later than one year after the
effective date of the bill.

H.B. 320 is pending in the House Financial Institutions, Real Estate and Securities
Committee.
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House Concurrent Resolution 20 urges Congress to reject any legislation that would require
Ohio’s public employees to participate in Social Security.

Staff Comments - Social Security is projected to become insolvent by the year 2041, at
which time it will be able to provide only 74% of the benefits payable. While the various
proposed reforms have differed widely, one common thread among various proposals over
the years provides for mandatory Social Security coverage for all new state and local
government employees currently not covered.

The Social Security Administration estimates that approximately 5 million state and local
government employees occupy positions not covered by Social Security. Seven states -
California, Colorado, Illinois, Louisiana, Massachusetts, Ohio, and Texas - account for 71%
of the noncovered employees. Based on a survey conducted by the Public Pension
Coordinating Council, teachers, along with police and firefighters, are more likely than other
employees to occupy noncovered positions.

Unlike the Social Security System, Ohio’s public retirement systems are not in need of
federal reform. These systems are well funded. Congress should follow the example of
Ohio’s public retirement systems in its consideration of effective Social Security reform.

Ohio’s public retirement systems provide comprehensive, secure benefits through
effective management and oversight: The Ohio General Assembly has a long and
successful track record regarding its five statewide public employee retirement systems. With
over $143 billion in combined assets as of January 1, 2005, Ohio’s public retirement systems
provide comprehensive retirement, disability, survivor and health care coverage to over 1.5
million state and local government employees, teachers, school employees, police and
firefighters, and state troopers. Ohio’s public retirement systems are actuarially funded to
meet their long-term pension obligations, well-managed by their respective boards, and
effectively monitored by the legislature through the ORSC - one of the first permanent, bi-
partisan and independent pension oversight commissions in the nation.

Ohio’s public retirement systems are funded on an actuarially sound basis: Unlike
Social Security, which essentially has been financed on a pay-as-you-go basis, Ohio’s public
retirement systems are funded on an actuarially sound basis. Simply put, the laws governing
these systems require public employers and employees to contribute the money to cover the
IOU’s being earned this year. As a consequence, reserves are accumulated and invested by
the systems to pay future benefits that have been promised to members and their families.
Investment income constitutes the primary source of revenue for all five systems, funding up
to 75% of benefit costs. Under this funding method, contributions are expected to remain
relatively stable from generation to generation of Ohio taxpayers; whereas significant
increases in Social Security taxes will be required in the future to maintain current benefit
levels due to the demographic shift occurring in the United States with fewer people working
and paying into Social Security and more people retiring and receiving benefits from Social
Security.
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Mandatory social security would impose significant tax increases on Ohio’s public
employers and employees and would likely cause significant reduction or elimination in
benefits, including retiree health care: Ohio’s public employees are required to contribute
to the retirement systems, ranging from 8.5% to 10.1% of pay. Unlike Social Security taxes,
these contributions are generally tax-deferred. Therefore, the after-tax income of Ohio’s
public employees would be reduced by any shift from pre-tax retirement contributions to
after-tax Social Security contributions. Public employers are also required to contribute to the
retirement systems, ranging from 13.31% to 25.50% of payroll. Mandatory Social Security
coverage would impose an additional 6.2% of pay, up to $90,000 in 2005, on the employee
as well as 6.2% on the employer, for a total of 12.4%. A 2005 study on the cost impact of
mandating Social Security for state and local governments completed by the Segal Company
found that mandatory Social Security coverage would cost Ohio nearly $4.4 billion in
employee and employer Social Security taxes during the first five years. Both the Segal
report and recent testimony by the Government Accountability Office (GAO) before the
House Subcommittee on Social Security point out that pension costs would increase or
existing benefits would need to be reduced in order to finance the increased costs associated
with mandatory coverage.

Social security provides no comparable benefits for public safety officers: Ohio’s public
retirement systems are tailored to meet the direct needs of its public employers and
employees. This is especially true in the case of Ohio’s law enforcement and public safety
officers who are provided early retirement and expansive disability and survivor coverage
due to the physical demands and hazardous conditions of their employment. Social Security
makes no distinction among occupations and, therefore, provides no comparable coverage.

Mandatory social security would create significant costs with little, if any, benefits:
Mandating Social Security coverage for state and local government employees is flawed
public policy. It would cause great harm to the long-term financial soundness of Ohio’s
public retirement systems, which predate Social Security, and cause these systems to break
promises made to their members with little, if any, material help towards addressing the basic
funding problems that have plagued Social Security for decades. A GAO report issued in
August 1998 indicates that mandatory Social Security coverage for state and local
government employees would add only two years to the solvency of the Social Security
System. In 2005, the GAO again acknowledged that mandatory coverage would represent
only a small gain for Social Security solvency. In short, mandatory Social Security coverage
for state and local government employees is simply another unfunded federal mandate at the
expense of well funded state and local retirement systems, such as Ohio’s, which provide
financial security for millions of public employees and their families.

Social security windfall and offset provisions eliminate unjust enrichment: Contrary to
popular belief, Ohio’s public employees are not “gaming” the Social Security System.
Congress enacted the government pension offset provision in 1977 and the windfall
elimination provision in 1983. These provisions eliminated the possibility of state and local
government employees collecting windfalls, or in some cases anything at all, from Social
Security even though they and/or their spouses had contributed to Social Security. The
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government pension offset affects spouses of government workers. This provision offsets the
amount a spouse or widow(er) receives from Social Security by two-thirds of the amount of
the government pension. The windfall elimination provision, on the other hand, reduces a
worker’s social security benefit if he or she receives a government benefit as well as Social
Security.

Voluntary participation should continue for states: Ohio’s public retirement systems are
well-established and well-respected throughout the nation. The two largest systems, the
Public Employees Retirement System (1933) and the State Teachers Retirement System
(1920), predate Social Security as do many local police and fire pension funds prior to their
consolidation into the statewide Ohio Police and Fire Pension Fund in 1967. Consequently,
Ohio’s public retirement systems have historically provided substantial retirement, disability,
survivor and health care coverage to members and their families.

When the Social Security Act was adopted by Congress in 1935, state and local government
employees were excluded from coverage. During the 1950’s, Congress enacted several
pieces of legislation making state and local government employees eligible for Social
Security coverage for the first time, provided the state entered into a voluntary agreement
with the Social Security Administration. History has shown that the principal reasons why
various states entered into these agreements were that no retirement coverage previously
existed, the retirement system was financially unsound, or the retirement benefits were totally
inadequate. States had the option to terminate these agreements up until 1983 when
Congress, in the face of several states seeking to withdraw from Social Security, unilaterally
decided to make these pre-1983 agreements permanent as part of an effort to save Social
Security from impending financial insolvency. In 1990 Congress continued its pursuit by
mandating Social Security coverage for state and local government employees not covered
by a public employee retirement system. Many states, including Ohio, responded by
amending their plans to mandate coverage for all part-time and seasonal employees who had
previously elected to exempt themselves from coverage.

Proposals that seek mandatory Social Security coverage for state and local government
employees simply continue this historic and expedient pattern of generating additional
revenues for Social Security in the short-term without recognizing the concurrent creation of
additional long-term liabilities to Social Security and without addressing the inherent
problems with pay-as-you-go financing of these liabilities. Social Security’s history shows
that the short-term gains resulting from adding more participants to Social Security have
failed to solve the long-term funding problems resulting from pay-as-you-go financing of
these future liabilities. Moreover, these proposals ignore the negative impact upon the
financial stability of public employee retirement systems and the financial security of public
employees and their families.

ORSC Position — At its meeting of October 12, 2005, the Ohio Retirement Study Council
voted to recommend that the 126th General Assembly approve H.C.R. 20.

H.C.R. 20 is pending in the House Finance and Appropriations Committee.

38



S.B. 21 — Sen. Hottinger

S.B. 21 would conform the laws of the Public Employees Retirement System (PERS), the
State Teachers Retirement System (STRS), the School Employees Retirement System
(SERS) and the Highway Patrol Retirement System (HPRS) with the current law of the Ohio
Police and Fire Pension Fund (OP&F) with respect to the election of a joint and survivor
annuity plan following marriage or remarriage.

Specifically, the bill would make the following two changes in PERS, STRS, SERS and
HPRS:

1. The election of a joint and survivor annuity plan must be made no later than one year
after the date of the marriage or remarriage for any marriage or remarriage by a retired
member that occurs on or after the effective date of the bill. Presently, a retired member may
make such election at any time prior to the member’s death.

2. The election shall become effective upon receipt of the board approved application form,
though any change in the benefit amount shall commence on the first day of the month
following receipt of the application. Under present law, the election becomes effective on
the first day of the month following receipt of the application form by the board.

Am. Sub. H.B. 648 (eff. 9/16/98) made similar changes to OP&F law with respect to the
election of a joint and survivor annuity plan following marriage or remarriage by retired
police officers and firefighters.

Staff Comments - The proposed changes to the governing statutes of PERS, STRS, SERS
and HPRS under these bills are modeled after those made to the governing statute of OP&F
in 1998, and are intended to serve two important purposes. First, by limiting the time period
for the election of a joint and survivor annuity plan in the case of post-retirement marriages
to no more than one year after the date of marriage, the bills would mitigate the creation of
additional liabilities resulting from adverse selection by the member against the retirement
systems as permitted under existing law. For example, a member who is receiving a single
life annuity (payable for the life of the member only) and subsequently marries has a
financial incentive to delay making an election as long as possible to a joint and survivor
annuity plan (payable for the life of the member and the member’s spouse) due to the
actuarial reduction required in the member’s benefit. Therefore, the member may attempt “to
game” the retirement systems by making an election to a joint and survivor annuity just prior
to the member’s death.

Second, by making the election of a joint and survivor annuity plan effective upon receipt of
the application form by the retirement systems (rather than upon the first day of the month
following such receipt), the bills would allow the retirement boards to give effect to the
member’s intention in the event the member were to die between the retirement system’s
receipt of the election and the first payment thereunder. There have been instances in the past
where members have made an election to change from a single life annuity to a joint and
survivor annuity but have died between receipt of the election by the retirement systems and
the first payment thereunder, thereby preventing the retirement boards under existing law
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from giving effect to the member’s election and paying a joint and survivor annuity to the
member’s spouse.

Fiscal Impact - According to the PERS Actuary Gabriel, Roeder, Smith & Co., S.B. 21
would not have a measurable financial effect on PERS.

ORSC Position - The ORSC voted at its February 16, 2005 meeting to recommend that the
Ohio General Assembly approve S.B. 21.

S.B. 21 is pending in the Senate Health, Human Services and Aging Committee.
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Am. S.B. 206 provides for the establishment of a deferred retirement option plan (DROP)
under the Highway Patrol Retirement System (HPRS), similar to the current DROP
established under the Ohio Police and Fire Pension Fund (OP&F) pursuant to S.B. 134 (eff.
7/23/02)." Details of the proposed DROP follow.

The bill would require the HPRS board to establish and administer a DROP. In establishing
and administering the DROP, the board may do all things necessary to meet the federal tax
qualification requirements applicable to governmental plans under section 401(a) of the
Internal Revenue Code. The board shall adopt rules to implement the DROP, and shall
specify the initial implementation date of the DROP. The rules may also specify a period
during which members may rescind their election to participate in the DROP.

Participation in the DROP would be limited to members who are eligible for normal service
retirement (i.e., age 48 with 25 years of service or age 52 with 20 years of service) and who
are younger than age 58. These members may elect to participate in the DROP by
completing and submitting an election form provided by HPRS. The member’s election shall
become effective on the day the member files the form with HPRS. At the time of making
such election, the member shall also select a plan of payment for monthly retirement benefits
under existing law (i.e., single life annuity, joint and survivor annuity, guaranteed period
annuity) which, except as otherwise provided under existing law, shall be irrevocable upon
receipt by HPRS.

Under the bill, a member electing to participate in the DROP must agree to terminate
employment not later than the earlier of the member’s sixtieth (60™) birthday (the mandatory
retirement age under existing law) or the date that is eight years after the effective date of the
member’s election. If the member refuses or neglects to terminate employment in
accordance with this agreement, the HPRS board shall deem the member’s employment
terminated.

While participating in the DROP, the member shall not earn any additional service credit in
HPRS, shall not be eligible to purchase any service credit under HPRS, and shall not be
eligible for any health care benefits under HPRS (including the member’s spouse and
dependents). For purposes of board elections, the member shall be eligible to vote for the
retirant member of the HPRS board. The member shall continue to make the same
contributions as under existing law (10%); the state shall continue to make the same

* Generally, participation in a DROP is limited to members who are otherwise eligible for
normal service retirement. The member continues to be employed for some defined period
during which the member’s monthly service retirement benefit is credited to the member’s
DROP account, along with annual compound interest at some specified rate. Upon
termination of employment, the member receives a lump sum distribution of the member’s
DROP account or some alternative distribution thereof, and begins receiving a monthly
service retirement benefit based upon the member’s final average salary and service credit
calculated at the time the member elects participation in the DROP.

41



Am. S.B. 206 — Sen. Coughlin

contribution under existing law (25.5%). The member’s DROP account shall accrue the
following amounts:

* The member’s monthly retirement benefit calculated on the member’s service credit
and final average salary as of the last day of the employer’s payroll period
immediately prior to the effective date of the member’s election to participate in the
DROP and in accordance with the member’s plan of payment selection;

* Any annual three percent (3%) cost-of-living allowances (COLAs) granted by HPRS
under existing law;

* The member’s contributions made while participating in the DROP;

* Annual compound interest on the above amounts at a rate set by the HPRS board.
(All employer contributions made on behalf of DROP participants shall be retained by HPRS
and credited to the employers’ accumulation fund as part of the overall funding of the
retirement system.)

The member’s participation in the DROP shall terminate upon the earliest of the following
occurrences:

* Termination of employment;

* Last day of the eight-year period;

* The member’s sixtieth (60"™) birthday (current mandatory retirement age in HPRS);
* Acceptance of a disability retirement benefit;

* Death.

The bill requires that a DROP participant who terminates employment shall notify HPRS of
the termination on a form provided by the retirement system, and shall not be eligible to
make another election to participate in the DROP. With respect to a member who was
younger than age 52 on the effective date of the DROP election, if the member terminates
employment on or after the first day of the fourth year, the member shall be entitled to the
entire accrued benefit in the member’s DROP account, including annual compound interest.
If the member terminates employment prior to the first day of the fourth year after the
effective date of the DROP election, the member shall forfeit all interest on the accrued
benefit in the member’s DROP account. With respect to a member who was age 52 or older
on the effective date of the DROP election, if the member terminates employment on or after
the first day of the third year, the member shall be entitled to the entire accrued benefit in the
member’s DROP account, including annual compound interest. If the member terminates
employment prior to the first day of the third year, the member shall forfeit all interest on the
accrued benefit in the member’s DROP account..
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Distributions of the accrued benefit in the member’s DROP account shall not commence
prior to the first day of the fourth year after the effective date of the DROP election for
members who were younger than age 52 when they elected to participate in the DROP; for
members who were age 52 or older when they elected to participate in the DROP, the
accrued benefit in the member’s DROP account shall not commence prior to the first day of
the third year after the effective date of the DROP election. The member shall select one of
the distribution options provided under section 401(a) of the Internal Revenue Code
applicable to governmental plans.

The member’s monthly retirement benefit calculated on years of service and final average
salary prior to participation in the DROP and in accordance with the plan of payment
selected by the member shall commence on the first day following the member’s last day of
employment.

Under the bill, should the DROP participant qualify for an on-duty disability retirement
benefit, the member shall elect to receive one of the following:

* the on-duty disability retirement benefit provided under existing HPRS law.
(Acceptance of this benefit results in the forfeiture of the member’s accrued benefit in
the DROP account, the granting of service credit for the period of DROP
participation, and the calculation of the member’s disability retirement benefit as
though the member had not participated in the DROP); or

* the member’s accrued benefit in the DROP account, plus a service retirement benefit
calculated on the member’s years of service and final average salary prior to the
member’s DROP election and in accordance with the member’s plan of payment
selection.

Should the DROP participant qualify for an off-duty disability retirement benefit, the
member shall be entitled to the member’s accrued benefit in the DROP account, plus a
service retirement benefit calculated on the member’s years of service and final average
salary prior to the member’s DROP election and in accordance with the member’s plan of
payment selection.

Should the member die while participating in the DROP, the accrued benefit in the member’s
DROP account shall be paid in a lump sum to the surviving spouse, or if none, the member’s
designated beneficiary, or if none, the member’s estate. In addition, the surviving spouse,
dependent children and dependent parents (if not surviving spouse or dependent children)
shall remain eligible for monthly survivor benefits under existing HPRS law, except that the
pension amount used to calculate the surviving spouse’s benefit shall be based upon the
deceased member’s years of service and final average salary prior to the DROP election. The
$5,000 lump sum death benefit under existing law would also remain payable upon the death
of a DROP participant. Should the member die in the line of duty, the surviving spouse,
dependent children and dependent parents of the deceased member shall qualify for monthly
survivor benefits payable under the Ohio Public Safety Officers Death Benefit Fund.
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The bill would require an actuarial investigation of the DROP at least once every five years
to determine whether the DROP, as established or modified, has a negative financial impact
upon HPRS and, if so, make recommendations to eliminate any negative financial impact. If
the actuarial investigation indicates that the DROP has a negative financial impact, the HPRS
board shall modify the plan. The rights and obligations of members who have already
elected to participate in the DROP shall not be altered by any board action. Also, the
employer contributions to HPRS shall not be increased to offset any negative financial
impact of the DROP upon HPRS. The actuarial investigation of the DROP may be included
as part of the five-year actuarial investigation of the retirement system required under
existing law. If not included, the actuarial investigation of the DROP shall be submitted to
the ORSC and the standing committees of the house of representatives and senate with
primary responsibility for retirement legislation not later than the first day of November
following the last fiscal year of the period the investigation covers.

The bill would amend the disability statutes of HPRS to make them consistent with the
current mandatory retirement age of 60 in HPRS (formerly age 55). Under the bill, members
on disability retirement who have not attained age 60 rather than 55 under the current statutes
would be subject to the annual medical reexamination and annual statement of earnings
requirements, unless waived by the board.

Staff Comments — DROPs have gained widespread recognition in the public sector. DROPs
were first introduced in Louisiana in the early 1980°s and spread rapidly throughout the
South among municipal police and firefighter pension funds. In more recent years, DROPs
have become popular in all parts of the country and among all branches of government
service.

As part of the report of the Joint Legislative Committee to Study Ohio’s Public Retirement
Plans dated December 11, 1996, one of the recommendations included therein, but not acted
upon by the legislature, was to increase the normal retirement age in both the uniform and
non-uniform employee retirement systems. This recommendation was made in response to
continual improvements in life expectancies experienced among the memberships of all five
retirement systems in Ohio which directly increase each retirement system’s benefit costs,
including post-retirement health care costs. Since then, the legislature has enacted S.B. 190
(eff. 7/13/00) upon the favorable recommendation of the ORSC which, among other things,
provides a financial incentive for teachers to work beyond normal service retirement (30
years at any age); i.e., STRS members who remain teaching for 35 years receive an annual
retirement allowance of 88.5% of their final average salary as opposed to 66% after 30 years.
The legislature has also enacted S.B. 134 (eff. 7/23/02) upon the favorable recommendation
of the ORSC which offered a similar financial incentive for police and firefighters to work
beyond normal service retirement (age 48 with 25 years of service) by providing them an
opportunity to receive a lump sum distribution not otherwise available upon retirement
through the establishment of a DROP. These incentives are designed to help not only
employers retain experienced workers and smooth the transition of such workers and their
replacements, but also the retirement systems save on post-retirement health care costs.
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The DROP proposed under Am. S.B. 206 for state troopers is generally consistent with that
established under S.B. 134 for police and firefighters. The concept of a DROP is also
generally consistent with the objective of the above-referenced recommendation included in
the final report of the Joint Legislative Committee to get members to work beyond current
normal service retirement eligibility.

One of the public policy issues raised by Am. S.B. 206 is whether the PERS, STRS and
SERS boards, like the OP&F and HPRS boards, should be granted similar authority to
establish DROPs for their respective memberships. Based upon the experience in other states,
there will likely be considerable interest from other groups of public employees, for example,
PERS law enforcement officers whose benefit structure is comparable to OP&F and HRPS in
terms of early retirement ages, to have the opportunity to participate in a DROP. The
legislature should consider whether the PERS, STRS and SERS boards and their respective
memberships would be similarly well-served by encouraging members to work beyond
normal retirement through the establishment of a DROP.

Throughout the bill, DROP participants are generally treated the same as retirants. For
example, for purposes of board elections, they are eligible to vote for the retirant member of
the board. Like all other retirants, they are ineligible to purchase service credit. In line 664
of the bill, the term “benefit recipient” which is neither defined under existing law nor used
in any other section of HPRS law is used to categorize DROP participants for purposes of
rules adopted by the HPRS board. [t is recommended that the term “benefit recipient” be
deleted and the term “retirant” be inserted in lieu thereof.

Fiscal Impact — According to the HPRS actuary, Am. S.B. 206 establishing a DROP is
designed to be actuarially cost neutral to HPRS. The bill further provides a safeguard by
requiring a separate actuarial investigation of the DROP to be conducted at least once every
five years to determine whether the DROP has any negative financial impact upon HPRS and
requiring the HPRS board to make any necessary modifications to the DROP, including
termination, to eliminate any negative financial impact.

ORSC Position — At the November 16, 2005 meeting of the Ohio Retirement Study Council,
the Council voted to recommend that the 126™ Ohio General Assembly approve S.B. 206
upon the adoption of the following amendment:

* That the term “benefit recipient” in line 664 which is neither defined under existing
law nor used in any other section of HPRS law be deleted and the term “retirant”
which is defined under existing law be inserted in lieu thereof. This amendment was
adopted in the Senate Health, Human Services and Aging Committee.

Am. S.B. 206 is pending in the House Financial Institutions, Real Estate and Securities
Committee.
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Am. H.B. 10 — Rep. Schneider

Am. H.B. 10 conforms the laws of the Public Employees Retirement System (PERS), the
State Teachers Retirement System (STRS), the School Employees Retirement System
(SERS) and the Highway Patrol Retirement System (HPRS) with the current law of the Ohio
Police and Fire Pension Fund (OP&F) with respect to the election of a joint and survivor
annuity plan following marriage or remarriage.

Specifically, the bill makes the following two changes in PERS, STRS, SERS and HPRS:

1. The election of a joint and survivor annuity plan must be made no later than one
vear after the date of the marriage or remarriage for any marriage or remarriage by a retired
member that occurs on or after the effective date of the bill. Presently, a retired member may
make such election at any time prior to the member’s death.

2. The election shall become effective upon receipt of the board approved
application form, though any change in the benefit amount shall commence on the first day
of the month following receipt of the application. Under present law, the election becomes
effective on the first day of the month following receipt of the application form by the board.

Am. Sub. H.B. 648 (eff. 9/16/98) made similar changes to OP&F law with respect to
the election of a joint and survivor annuity plan following marriage or remarriage by retired
police officers and firefighters.

The bill also corrects language in Sub. S.B. 133 (eff. 9/15/04) from last session. Am. H.B. 10
extends the initial term of office for the additional retiree member appointed by the Governor
pursuant to Sub. S.B. 133 to June 30, 2005. Without this change, the board member's term
would have ended when the SERS board election was held in March. The same change was
made with regard to the vacancy on the SERS board.

Staff Comments - The proposed changes to the governing statutes of PERS, STRS, SERS
and HPRS under Am. H.B. 10 are modeled after those made to the governing statute of
OP&F in 1998, and are intended to serve two important purposes. First, by limiting the time
period for the election of a joint and survivor annuity plan in the case of post-retirement
marriages to no more than one year after the date of marriage, the bill would mitigate the
creation of additional liabilities resulting from adverse selection by the member against the
retirement systems as permitted under existing law. For example, a member who is receiving
a single life annuity (payable for the life of the member only) and subsequently marries has a
financial incentive to delay making an election as long as possible to a joint and survivor
annuity plan (payable for the life of the member and the member’s spouse) due to the
actuarial reduction required in the member’s benefit. Therefore, the member may attempt “to
game” the retirement systems by making an election to a joint and survivor annuity just prior
to the member’s death.

Second, by making the election of a joint and survivor annuity plan effective upon receipt of
the application form by the retirement systems (rather than upon the first day of the month
following such receipt), the bill would allow the retirement boards to give effect to the
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member’s intention in the event the member were to die between the retirement system’s
receipt of the election and the first payment thereunder. There have been instances in the past
where members have made an election to change from a single life annuity to a joint and
survivor annuity but have died between receipt of the election by the retirement systems and
the first payment thereunder, thereby preventing the retirement boards under existing law
from giving effect to the member’s election and paying a joint and survivor annuity to the
member’s spouse.

H.B. 10 is similar to H.B. 455, which was introduced last session. Although it was not
enacted, the ORSC voted at its May 12, 2004 meeting to recommend that the Ohio General
Assembly approve H.B. 455.

Fiscal Impact - According to the PERS Actuary Gabriel, Roeder, Smith & Co., H.B. 10
would have no measurable financial effect on PERS.

ORSC Position - The ORSC voted at its February 16, 2005 meeting to recommend that the
Ohio General Assembly approve H.B. 10.

Effective Date - March 7, 2005 (Emergency)
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Sub. H.B. 25 — Rep. Wagner

Sub. H.B. 25 generally allows a state officer or employee to participate in an immunity
determination proceeding. This analysis describes only those provisions of the bill that relate
to the Ohio public retirement systems.

The bill provides that when an active or retired employee member is elected to fill a vacant
seat on the board of one of the retirement systems, that member holds office until the first
day of the new term that follows the next board election that occurs not less than ninety days
after the successor member’s election. Under prior law, the successor member held office
only until the date of the board election, which created a gap in representation for that
particular seat.

Sub. H.B. 25 also extends the term of the retiree members who were added to the PERS,
STRS, SERS, and HPRS boards in S.B. 133 (eff. 9-15-04). S.B. 133 gave the Governor the
authority to appoint the initial additional retiree member. Section 5 of S.B. 133 provided that
the initial additional retiree member would hold office until the next board election that
occurred not less than ninety days after the member’s appointment. This bill provides that the
appointed retiree member hold office until the first day of the new term rather than the date
of the next board election.

Fiscal Analysis — Sub. H.B. 25 would have no fiscal effect on the retirement systems.

ORSC Position — The Council took no position on the bill.

Effective Date — August 4, 2005
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Am. Sub. H.B. 66 generally makes operating appropriations for the biennium beginning July
1, 2005 and ending June 30, 2007 and provides authorization and conditions for the operation
of state programs. This analysis is limited to those provisions of the bill that pertain to the
Public Employees Retirement System (PERS) and the Ohio Police & Fire Pension Fund
(OP&F).

The bill would make the following appropriations to OP&F:

Appropriation Item Fiscal Year 06 Fiscal Year 07

GRF 090-524 $25,000 $20,000
Police and Fire Disability
Pension Fund

This state subsidy is authorized by R.C. §742.374 and funds the ad hoc increase enacted in
H.B. 284 (109th General Assembly - 1971). Persons who were receiving a pension prior to
July 1, 1968 were eligible for an additional monthly payment of two dollars for each year
between their effective date of retirement and December 31, 1971.

Appropriation Item Fiscal Year 06 Fiscal Year 07
GRF 090-534 $180,000 $150,000
Police and Fire Ad Hoc Cost
of Living

This state subsidy is authorized by R.C. §742.3712 and funds the ad hoc increase first
granted in H.B. 204 (113th General Assembly - 1979) and later codified in H.B. 638 (114th
General Assembly - 1981). Persons who were receiving an age and service or disability
pension prior to July 1, 1974 were eligible for a supplemental payment of five percent of the
first 5,000 dollars of their annual pension. Persons receiving a survivor benefit prior to July
1, 1981 were also eligible for a supplemental payment of five percent of the first 5,000
dollars of their annual benefit.

Appropriation Item Fiscal Year 06 Fiscal Year 07
GRF 090-554 $1,100,000 $1,000,000
Police and Fire Survivor
Benefits

This state subsidy is authorized by R.C. §742.361 and funds the survivor benefit increases
enacted in H.B. 215 (108th General Assembly - 1970), S.B. 48 (110th General Assembly -
1974) and H.B. 268 (111th General Assembly - 1976). This state subsidy was limited by
H.B. 694 (114th General Assembly - 1981) to persons who first received survivor benefits
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prior to July 1, 1981. For survivors first receiving benefits on or after July 1, 1981, OP&F is
required to make payment from its own resources.

Appropriation Item Fiscal Year 06 Fiscal Year 07

090-575 $20,000,000 $20,000,000
Police and Fire
Death Benefits

This state subsidy is authorized by R.C. §742.62 and funds benefits payable under the Ohio
Public Safety Officers Death Benefit Fund to the surviving spouses and dependent children
of law enforcement officers and fire fighters who die in the line of duty or from injuries
sustained in the line of duty. OP&F administers the Death Benefit Fund; the State of Ohio
funds the benefits payable thereunder.

H.B. 66 also repeals the annual state subsidy of $1.2 million under R.C. §742.36, known as
the “state contribution” to OP&F. This subsidy had been made annually to the 454 local
police and fire pension funds in existence prior to their consolidation into OP&F. The annual
contribution was continued and paid into OP&F and had remained unchanged since the
consolidation in 1967.

An amendment adopted by the House Finance & Appropriations Committee to H.B. 66
would make municipal public safety directors eligible for the PERS Law Enforcement
(PERS-LE) program. “Municipal public safety director” is defined to mean any person who
serves full-time as the public safety director of a municipal corporation with the duty of
directing the activities of the municipal corporation’s police department and fire department.
Currently, they are members of the regular PERS program. The amendment further provides
that not later than 90 days after the effective date of the bill, each municipal public safety
director who is a current member of PERS shall indicate on a form supplied by the retirement
system whether to receive benefits under the regular PERS program or the PERS-LE
program.

H.B. 66 also gives each retirement board the authority to retain independent legal counsel to
advise and represent the board if there is an allegation that the entire board has breached its
fiduciary duty.

Staff Comments - State subsidies for various ad hoc increases granted to retirees and
survivors before 1982 were eliminated in H.B. 94 (124th General Assembly - 2001) for
PERS, STRS, SERS and HPRS but were continued for OP&F. Prior to enactment, however,
an actuarial evaluation was prepared by Milliman USA, the ORSC consulting actuary, to
determine the effect of eliminating the state subsidies upon the retirement systems’ funded
status, funding periods, and ability to finance retiree health insurance. That evaluation
generally determined that the state subsidies for PERS, STRS, SERS and HPRS could be
eliminated without causing these systems to violate the maximum 30-year funding period
established under current Ohio law or jeopardize their ability to continue to provide retiree
health insurance. That same evaluation determined that the subsidies for OP&F should
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continue to be made, stating that “it is unlikely that OP&F will be able to afford to give up
the state subsidies for many years.” (The state subsidies to fund the ad hoc increases in
OP&F will continue to decline each year as the number of retirees and survivors receiving
these increases continues to decline due to mortality.)

At the request of the ORSC, a subsequent actuarial review of the contribution rates for all
five retirement systems was prepared by Milliman USA in 2003 and updated in 2004. That
review found that despite the rebound of the financial markets in 2003 the funding period for
OP&F remained infinite, meaning that the unfunded actuarial accrued liability for mandated
pension benefits in OP&F could not be amortized over any time period within the current
funding structure. If the infinite funding period were allowed to persist, OP&F would
become gradually disfunded. If OP&F were to continue to allocate the current 7.75% of
payroll to discretionary retiree health care benefits, one or more of the following actions
would need to occur for OP&F to achieve the maximum 30-year funding period required
under current Ohio law:

. The statutory employer and/or member contribution rate limitations will need to be
increased;

o The benefits mandated by statute will need to be reduced;

o Additional state subsidies will need to be provided to OP&F;

. The 30-year limit on the funding period required by law will need to be extended.

Therefore, we would recommend that the annual subsidy of $1.2 million to OP&F be
reinstated.

The amendment adopted by the House Finance & Appropriations Committee to allow
municipal public safety directors to participate in the PERS-LE program raises a number of
significant issues. Municipal public safety directors are not employed in a position that
requires Ohio peace officer training certification, one of the criteria used to determine
eligibility for the PERS-LE program. Eliminating this criteria that has been historically
applied to the PERS-LE program could set a costly precedent by opening up the door for
numerous other groups of employees seeking participation in the PERS-LE program due to
its higher benefit formula and earlier retirement age. Under the PERS-LE program, members
are eligible to retire as early as age 48 with 25 years of law enforcement service (or age 52
with 25 years of service if member’s primary duties are other than to preserve the peace,
protect life and property, and enforce the laws in their jurisdiciton). Normal retirement age
in the regular PERS program is age 65 with at least 5 years of service or any age with at least
30 years of service. The benefit formula under the PERS-LE program is 2.5% of the
member’s final average salary for the first 25 years of service, plus 2.1% for each year of
service over 25. The benefit formula under the regular PERS program is 2.2% of the
member’s final average salary for the first 30 years of service, plus 2.5% for each year of
service over 30.
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Also, no actuarial cost statement has been prepared on this amendment. Allowing current
municipal public safety directors to transfer from the regular PERS program to the PERS-LE
program would create additional unfunded actuarial liabilities to the PERS-LE program due
to the higher benefit formula and earlier retirement age than the regular PERS program, as
noted above, as no provision is made for the transferring member to cover such liabilities.
While PERS on a combined basis (PERS state division, PERS local division, PERS-LE
division) has a funding period of 29 years as of the actuarial valuation of December 31, 2003,
it is important to note that the PERS-LE division to which the additional unfunded actuarial
liabilities would accrue has a funding period of over 40 years. Beyond the higher cost of
mandated benefits under the PERS-LE program due to the earlier retirement age and longer
payout period, the normal retirement age of 48 (or 52) exposes the retirement system to
significant health care costs as the primary insurer for up to 17 (or 13) years before Medicare
becomes the primary insurer, generally age 65, and the retirement system becomes the
secondary insurer.

Given the significance of these public policy and actuarial issues, we would recommend that
the provisions of the bill making municipal public safety directors eligible for the PERS-LE
program be removed.

Fiscal Impact - According to the OP&F actuary Mellon, the elimination of the annual $1.2
million state subsidy would increase the unfunded accrued liability of OP&F by $14.5
million and reduce the funded ratio of OP&F by 0.1%. It would also increase the funding
period for the unfunded accrued liability which, as of January 1, 2004, is infinity and
therefore defies any further meaningful quantification. Thus, had the proposed change been
in effect as of January 1, 2004, the unfunded actuarial liability would have increased from
$1,461,275,000 to $1,475,775,000 and the funded ratio would have decreased from 86.5% to
86.4%.

The ORSC actuary Milliman USA believes that the above actuarial estimates are reasonable.

No actuarial cost statement has been prepared on the amendment adopted by the House
Finance & Appropriations Committee making municipal public safety directors eligible for
the PERS-LE program.

ORSC Position - At the April 13, 2005 meeting of the Ohio Retirement Study Council, the
ORSC voted to recommend that the 126th Ohio General Assembly reinstate the annual state
subsidy of $1.2 million to OP&F and remove the provisions of the bill making municipal
public safety directors eligible for the PERS-LE program. Neither of these recommendations
were incorporated into the bill.

Effective Date - June 30, 2005 (Emergency); the provisions affecting municipal public
safety directors and the boards’ ability to retain independent counsel are effective September
29, 2005.
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Sub. H.B. 246 — Rep. Oelslager

Sub. H.B. 246 generally creates a statutory form that could be used to create a power of
attorney. This analysis describes only those provisions of the bill that relate to the Ohio
public retirement systems.

This bill provides that a member of any of Ohio’s five public retirement systems who uses
the statutory power of attorney form must expressly authorize the following actions in order
for the attorney-in-fact to have those powers:

* Termination of membership by withdrawing the member’s employee contributions in
order for the attorney-in-fact to have that power;

* Selection of a benefit payment option other than a joint and survivor annuity for
married members, a single life annuity for single members, or a partial lump sum
option.

Further, a member of the Public Employees Retirement System who is eligible to participate
in a defined contribution plan offered by the system must provide express authorization in
order for the attorney-in-fact to elect the defined contribution plan for the member.

Staff Comments — As introduced, the bill did not require express authority to make any
decisions regarding a public employee’s retirement benefit. There was concern that if a
member of one of the public retirement systems used the statutory form provided for in the
bill, the power of attorney would unintentionally allow a member’s attorney-in-fact to make
certain irrevocable decisions for the member. Specifically, the statutory power of attorney
form would have allowed the attorney-in-fact to take a refund of the member’s contributions
or select a benefit payment option that is not in the member’s best interest. Therefore, it was
recommended that an amendment be adopted to require express authority for those types of
decisions.

Fiscal Impact - This bill has no fiscal impact on the retirement systems.

ORSC Position - At the October 12, 2005 meeting of the Ohio Retirement Study Council,
the Council voted to recommend that the 126" General Assembly approve the adoption of an
amendment that would require an attorney-in-fact to have express authority in order to take a
refund of the member’s contributions or select a benefit payment option other than a joint
and survivor annuity for married members, a single life annuity for single members, or a
partial lump sum option.

Effective Date — March 29, 2006
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The ORSC staff keeps legislators abreast of relevant public retirement issues and of prior
recommendations that have been made but not acted upon by the legislature. The legislature
dealt with some of these issues in 2005, however, there remain a number of issues and
recommendations that continue to warrant legislative consideration. What follows is a brief
summary of each issue and of action taken by the legislature, if any, in 2005. Further
background and detail is available through the ORSC website www.orsc.org.

Actuarial Funding of Pension Benefits - There are generally three sources of revenue for
the Ohio retirement systems to fund, on an actuarial basis, their defined benefit pension
benefits: (1) employee contributions; (2) employer contributions; and (3) investment
earnings. The legislature guarantees the defined benefit pension benefits that are paid to
participants and determines the maximum contribution rates. Investment earnings are
typically the largest source of revenue for the Ohio retirement systems, funding up to 75
percent of the benefits paid.

The last semi-annual investment review required by law and presented at the ORSC meeting
on December 14, 2005 indicates that three of the five systems (STRS, SERS, and OP&F)
have ten-year returns that are above their current actuarial interest rate assumptions, while
two of the systems (HPRS and PERS) did not exceed their respective interest rate
assumptions.

For funding purposes, the Ohio retirement systems smooth asset values and investment
returns generally over four years in order to keep contribution rates and funded ratios
relatively stable. The losses experienced during the recent market downturn will have an
adverse impact over the next several years, having a dampening effect on any future gains
that might occur, since these losses have not been fully recognized in the systems’ actuarial
value of assets and funded ratios. Moreover, the losses are likely to put upward pressure on
the systems’ contribution rates and/or funding periods for paying off unfunded liabilities.

Pursuant to S.B. 82 (eff. 12-6-1996), each retirement system whose funding period exceeds
30 years in any given year is required to submit to the ORSC and the standing committees of
the house and senate with primary responsibility for pension legislation a plan approved by
the retirement board that reduces the funding period to no more than 30 years, along with any
progress made by the board in meeting the 30-year funding period. The following table
summarizes the funding period and funded ratio of each retirement system as reported in its
last actuarial valuation:

Retirement System Funding Period Funded Ratio
PERS 24 years 87.6%
STRS 55.5 years 74.0 %
SERS 30 years 74.3%
OP&F Infinite 80.9 %
HPRS 34 years 77.6 %

The actuarial reports prepared by Milliman USA for the ORSC in 2003 and updated in 2004
generally concluded that in the case of OP&F and STRS one or more of the following actions
would need to occur to achieve compliance with the 30-year funding requirement:
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contribution limits increased; mandated pension benefits reduced; state subsidies provided;
and/or contributions reallocated from discretionary health care benefits to mandated pension
benefits. Since then, the latest actuarial valuations for OP&F and STRS indicate that no
progress has been made by either retirement system in meeting the 30-year funding period.

In the case of OP&F, the actuarial valuation report as of 1/1/05 indicates that, based upon the
current allocation of statutory contribution rates between mandated pension benefits and
discretionary health insurance benefits, the unfunded actuarial accrued liability has an infinite
funding period as previously reported in each of the two prior valuation reports; that is, the
unfunded actuarial accrued liability for mandated pension benefits is expected to grow
indefinitely into the future, gradually disfunding the retirement system. The unfunded
actuarial accrued liability in OP&F grew from $1.46 billion to $2.21 billion while the funded
ratio dropped from 86.5% to 80.9%. Accordingly, in its review of the adequacy of the
current contribution rates in OP&F, Milliman USA concludes that the current rates are not
adequate to support both the mandated pension benefits within the maximum 30-year
funding period and the discretionary health insurance benefits provided by OP&F to retirees,
beneficiaries and their dependents. One or more of the following actions will need to occur:
statutory contribution rates must be increased between 5 and 5.5% of payroll; state subsidies
must be provided to OP&F; mandated pension benefits must be reduced; and/or discretionary
health care benefits must be reduced significantly or eliminated. Milliman USA further finds
that an infinite funding period in OP&F should be deemed to be an unacceptable situation
and that the cost of bringing the funding period into compliance with the maximum 30-year
funding limit will continue to grow the longer corrective action is delayed.

In the case of STRS, the actuarial valuation report as of 7/1/05 indicates that the unfunded
actuarial accrued liability increased from $17.6 billion to $20.1 billion while the funded ratio
decreased from 75.9% to 74.0%. The funding period also increased by 13.3 years from 42.2
to 55.5 years. Similar actions as indicated above by Milliman USA would need to occur in
STRS to achieve compliance with the 30-year funding requirement.

In the case of HPRS, the actuarial valuation report as of December 31, 2004 indicates that the
unfunded actuarial accrued liability increased from $156.8 million to $164.6 million while
the funded ratio decreased from 77.7% to 77.6%. The funding period also increased by two
years from 32 years to 34 years, despite an increase in the employer contribution rate by one
percent from 24.5% to 25.5% (eff. 7/1/05) and an increase in the mandatory retirement age
by five years from age 55 to age 60 (eff. 9/14/04). According to the HPRS actuary, either a
small contribution increase (less than 1%) or the passage of time in the near future will bring
the funding period in HPRS to the 30-year target.

As shown above, PERS and SERS are at or below the maximum 30-year funding period. In
the case of SERS, the unfunded actuarial accrued liability increased from $2.6 billion to $3.1
billion and the funded ratio decreased from 77% to 74.3%. In order to maintain a 30-year
funding period, the board reallocated just over 1% of employer contributions from
discretionary health care benefits to mandated pension benefits. In the case of PERS, the
unfunded actuarial accrued liability decreased from $8.0 billion to $7.2 billion while the
funded ratio increased from 85.3% to 87.6%. The funding period also decreased from 29
years to 24 years, taking into account the scheduled increases in the employee and employer
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contribution rates to be phased in over three years to the maximums permitted under statute
(10% maximum - employee contribution rate; 14% maximum - state and local government
employer contribution rate: 18.1% maximum - law enforcement employer contribution rate).
Moreover, proposed benefit changes included in H.B. 272 are estimated to reduce further the
funding period by 1.5 years.

The actuarial reports prepared by Milliman USA in February 2004 indicate that the odds are
against STRS and OP&F in achieving compliance with the 30-year funding requirement with
the passage of time. Therefore, taking a “wait and see” approach toward the problem by
leaving it to chance to resolve itself would appear to be potentially very costly in the long run
with the gradual disfunding of these retirement systems.

Numerous options have been presented or come up in discussion with respect to the actuarial
reports prepared by Milliman USA as well as the reports prepared by STRS and OP&F for
the ORSC on reducing the funding period to no more than 30 years. Included among these
options are the following: increasing the retirement age and/or service requirements;
increasing the employee contribution limits; increasing the employer contribution limits;
requiring members to pay 100% of the actuarial liability created by some or all service credit
purchases; limiting the COLA to the lesser of 3% or the actual percentage change in the CPI-
W; capping the reimbursement for Medicare Part B premiums; making the retirement
systems’ health care coverage secondary for reemployed retirants; and
reducing/discontinuing the employer contribution allocation to discretionary health care
benefits. The following table shows the current contribution rates for each retirement system
and the maximum rates permitted by current statute:

Retirement System Current Contribution Rate | Maximum Rate by Statute
PERS

state - employee 9% 10%
state - employer 13.54% 14%
local - employee 9% 10%
local - employer 13.70% 14%
law enforcement - employee | 10.10% 10.10%
law enforcement - employer | 16.93% 18.10%
public safety - employee 9% 10%
public safety - employer 16.93% 18.10%
STRS

employee 10% 10%
employer 14% 14%
SERS

employee 10% 10%
employer 14% 14%
OP&F

police - employee 10% 10%
police - employer 19.50% 19.50%
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fire - employee 10% 10%
fire - employer 24% 24%
HPRS

employee 10% 10%
employer 25.50% 30%

These options would require legislation or a change in board policy. Failure to implement a
viable plan that will reduce the funding period to no more than 30 years, as certified by the
retirement system’s actuary, could be potentially very costly in the long run with the gradual
disfunding of these retirement systems.

Cost and Funding of Retiree Health Care Benefits - Faced with double-digit increases for
the foreseeable future, particularly in the area of prescription drugs, all of the retirement
systems face significant challenges of controlling costs while maintaining meaningful
coverage. Contributing factors to the double-digit increases include: the advent of “baby
boomer” retirements, improved life expectancy of retirees, higher drug utilization, advances
in medical technology, direct consumer advertising, and the general declining ratio of active
members to retirees. The significant investment losses experienced from March 2000 to
March 2003 by all investors have also exacerbated the health care funding problem since the
retirement systems must first fund guaranteed pension benefits, which will likely require a
reduction in or elimination of the amount currently allocated to discretionary retiree health
care benefits, given the current caps on contribution rates. The early retirement ages for many
public employees create a significant cost for each retirement system’s health care program.

Joint Legislative Committee to Study Ohio’s Public Retirement Plans - In 1995, the

Joint Legislative Committee to Study Ohio’s Public Retirement Plans (JLC) was created to
complete a comprehensive review of the laws and operations of all five retirement systems.
It consisted of six senators and six representatives (including members of the ORSC), and
was supported by the ORSC staff. The JLC reviewed each system, concentrating on the
following major areas: disability statutes, procedures, and experience; cost and funding of
retiree health care benefits; retirement eligibility and benefit provisions; investment authority
and performance; and the level of contributions in relation to the level of benefits provided.
In 1996, JLC issued a report in which ORSC staff made a number of recommendations.
Many, but not all, of the recommendations have been acted upon by the legislature. The
following recommendations were made by staff as part of the report, but have not been
implemented:

. “That the normal retirement age be increased in the uniformed employee systems
from 48 to 52 with a four-year phase-in and that benefits be reduced prior to normal
retirement age.”

. “That the normal retirement age of 65 in the non-uniformed employee systems be
increased in tandem with Social Security and that the 30-year service requirement be
increased at the same rate and that benefits be reduced prior to normal retirement age or
service.”
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. “That the statutory reduction rates for early retirement be repealed and that reduction
rates for early retirement be determined on an actuarial basis in all five systems.”

. “That disproportionate increases in salary prior to retirement be limited to a
maximum percentage for purposes of determining final average salary in PERS, SERS,
PFDPF and HPRS unless such increase results from employment with another employer or
promotion to a position previously held by another employee.” (H.B. 180 (eff. 10-29-91)
established a percentage limit in STRS.)

. “That the statutory authority to grant an annual lump sum supplemental benefit check
(i.e., 13th check) be repealed in STRS and that ad hoc post-retirement increases be enacted
on an as-needed basis by the legislature.”

. “That non-law enforcement service credit be excluded for purposes of determining
eligibility for service retirement under PFDPFE.” (H.B. 648 (eff. 9-16-98) requires members
who establish membership in OP&F on or after 9-16-98 to pay the difference between both
the employee and employer contributions that were made and the employee and employer
contributions that would have been made had the member rendered the service in OP&F,
plus annual compound interest thereon. Members who do not pay the difference receive pro-
rated credit for their non-law enforcement service.)

. “That Medicare Part B reimbursements be capped in PERS, PFDPF (OP&F) and
HPRS.” H.B. 648 (eff. 9-16-98) established a minimum reimbursement rate of $29.90 per
month as well as a maximum monthly reimbursement rate as determined by the STRS board,
not to exceed 90% of the Medicare Part B monthly premium in STRS; S.B. 270 (eff. 4-9-01)
established the monthly reimbursement rate at $45.50 in SERS. The Medicare Part B
premium for 2006 is $88.50 per month.)

. “That the five systems have prepared a study to determine the feasibility of pooling
active members and retirees for purposes of health care coverage and submit their findings
and recommendations to the standing committees of both houses of the Ohio General
Assembly with primary responsibility for retirement and health care legislation and ORSC no
later than December 31, 1996.”

Also, in testimony before the JLC in 1996, the Auditor of State recommended “that the
legislature should require uniform reporting from all five systems. The Ohio Retirement
Study Commission should prescribe the report format.” The rationale is to enable legislators,
board members and the public to make meaningful comparisons of the systems since many
public policy issues involve all five systems. S.B. 133 (eff. 9-15-04) included a provision that
would require the ORSC to establish a uniform reporting format for the five systems. As part
of the fiduciary audits currently being conducted for STRS and OP&F, one of the
requirements is for the consulting firm to identify items critical for the ORSC to review on a
regular basis as part of its oversight duties and to develop a reporting format for those items
so that meaningful comparison of all five systems can be made.

Defined Contribution Plan for SERS Members - Another staff recommendation included
in the JLC final report was “that an alternative defined contribution plan be established, in
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conjunction with the existing defined benefit plan, in the three non-uniformed employee
systems to provide greater portability and options for employees.” Alternative defined
contribution (DC) plans have been established in STRS pursuant to S.B. 190 (eff. 7-13-00)
and in PERS pursuant to H.B. 628 (eff. 9-21-00). No alternative DC plan has been
established in SERS, though S.B. 270 (eff. 4-9 01) requires the SERS board to establish such
plan.

According to SERS staff, the SERS board commissioned The Segal Company to statistically
verify member interest and identify the costs of implementing a defined contribution plan in
2002. Segal surveyed 10,000 SERS members who had less than five years of service and
would be eligible for the DC plan. They found that 1% of new SERS members were
interested in a DC option based solely on their own investments and 89% of new members
preferred a guaranteed retirement. Segal completely outsourced the development and
maintenance of the option. According to Segal this would require about $1 million in start-
up costs and $1.3 million annually to operate. In February 2003, the SERS board decided
that it was not in the best interest of its members to develop a DC option; however, the board
requested that staff revisit the studies at a later time, and in the interim, request a language
change making the current statute permissive rather than mandatory. H.B. 320, introduced
this session, would make the current SERS board’s authority to establish a defined
contribution plan(s) permissive rather than mandatory. However, staff recommended, and the
Council agreed, that the proposed change be deferred until a more up-to-date member survey
is conducted by SERS, in consultation with the ORSC, no later than one year after the
effective date of the bill

Contributing Service Credit in PERS - H.B. 232 (eff. 2-16-84) increased the minimum
amount of earnable salary required per month from $150 to $250 to receive one month’s
credit in PERS. A PERS member who earns $250 per month for twelve consecutive months
($3.,000) is granted one year of service credit. This raises the public policy issue of whether
the minimum monthly salary amount used to determine service credit in PERS should be
increased and indexed to annual wage inflation. H.B. 272, introduced this session, would
increase the minimum monthly threshold required to earn full-time service credit from $250
to $450 per month

Surviving Spouses of PERS-LE Members - Another issue is certain disparities in the law
concerning surviving spouses of active members in PERS-LE, OP&F, and HPRS. Under
existing law, active members of OP&F and HPRS are eligible for survivor coverage
immediately upon employment, whereas active members of PERS-LE become eligible for
survivor coverage upon completion of 18 months of contributing service. Moreover,
surviving spouses of active members of OP&F and HPRS are eligible for survivor coverage
at any age, whereas surviving spouses of active members of PERS-LE are not eligible to
receive benefits until they are 62 years old unless they have dependent children, the member
had ten years of service, or the spouse is adjudged mentally or physically incompetent. A
change in the law to correct these disparities should be considered. An amendment that has
been proposed for H.B. 272 would make the surviving spouse of a PERS-LE member
immediately eligible for monthly survivor benefits upon the death of a PERS law
enforcement officer or public safety officer.
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Election of New Optional Plan upon Remarriage - H.B. 648 (eff. 9-16-98) amended
OP&F law regarding the election and effective date of a joint and survivor annuity option

upon remarriage. Under the bill, OP&F retirees who remarry may elect a new optional plan
of payment, provided they make such election no later than one year following remarriage.
Moreover, the new plan shall become effective upon the date the election is made. In
contrast, the comparable laws of the other state retirement systems allow retirees to elect a
new optional plan of payment at any time following remarriage; the effective date of the new
plan is the first day of the month following the date the election is made. The objectives of
the changes made under H.B. 648 were two-fold: (1) To limit adverse selection against the
retirement system; and (2) To give effect to the retiree’s intention should the retiree die
subsequent to having made an election but prior to the first day of the month following such
election. Similar changes should be considered in the other four retirement systems.

H.B. 10 and S.B. 21, introduced this session, deal with this issue. They would require the
election of a joint and survivor annuity plan to be made no later than one year after the date
of the marriage or remarriage for any marriage or remarriage by a retired member that occurs
on or after the effective date of the bill and would have provided that the election becomes
effective upon receipt of the board approved application form, though any change in the
benefit amount shall commence on the first day of the month following receipt of the
application. H.B. 10 was enacted by the legislature and became effective on March 7, 2005.

Deferred Retirement Option Plans (DROP) - Popular throughout the country, these plans

are intended to encourage members to continue working beyond normal retirement and are
often designed to be cost-neutral to the retirement system. Generally, participation in DROP
plans is limited to members who are eligible for normal service retirement. The member
continues to be employed for some defined period, such as three to eight years, during which
period the member’s monthly service retirement benefit is credited to the member’s DROP
account, along with annual compound interest at some specified rate. Upon termination of
employment, the member receives a lump sum distribution of the member’s DROP account
or some alternative distribution thereof, and begins receiving a monthly service retirement
benefit based on the member’s final average salary and service credit calculated at the time
the member elects participation in the DROP. S.B. 134 (eff. 7-23-02) granted the OP&F
board the authority to establish a DROP for its members. In its analysis of the bill, the ORSC
staff raised the public policy issue of whether the other four retirement boards should be
granted similar authority to establish DROP plans for their respective memberships. S.B. 206
was introduced this year and would establish a DROP for members of HPRS.

Medical Savings Accounts - S.B. 247 (eff. 10-1-02) authorizes the PERS board to establish
medical savings accounts or a similar type of program for the purpose of providing funds to
the member for payment of health insurance expenses. This raises a public policy issue of
whether the other four retirement boards should be granted similar authority to establish such
accounts or programs for their members for the payment of health insurance expenses. H.B.
340 was introduced this session and would allow the HPRS board to establish medical
savings accounts for its members, while H.B. 272 would authorize the PERS board to
establish a voluntary medical account for participants in the defined benefit plan, the
combined plan, or the defined contribution plan. An amendment proposed for H.B. 272
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would authorize the OP&F, STRS, SERS, and HPRS boards to establish medical savings
accounts.

“Bad Boy” Provisions - Currently, Ohio public pension laws permit the withholding of
retirement benefits as restitution to the governmental unit for theft in public office and to the
victim of certain sex offenses committed in the context of public employment. There
continues to be legislative interest to expand these “bad boy” provisions to include other
offenses. H.B. 37, introduced this year, would permit the withholding of retirement benefits
to satisfy a judgment or order against the benefit recipient that results from the commission
of a felony if the member was incarcerated.

University of Akron Non-Teaching Employees - With the single exception of the
University of Akron, all non-teaching employees of Ohio’s state universities are members of
PERS. Employees of the University of Akron are currently members of SERS. In the
interest of maintaining parity in retirement benefits, there continues to be some legislative
interest to transfer these employees from SERS to PERS. The ORSC actuary provided
several options to address the actuarial impact upon both retirement systems of such a
transfer in its report Transfer of University of Akron Active Members from SERS to PERS
dated March 11, 2002. Based upon that report, the ORSC staff recommended “the transfer of
the University of Akron non-teaching employees from SERS to the PERS state division in
order to provide uniform benefits and representation for all non-teaching employees at state
universities, provided:

1. PERS receives from SERS an amount equal to the member’s actuarial accrued
liability to the extent funded by SERS under the third option described above which would
minimize any actuarial loss to PERS and have no actuarial gain or loss to SERS;

2. PERS serves as a pass-through or conduit for health care contributions received
from the University of Akron (A PERS employer after enactment) to pay SERS for the net
cost of providing health care benefits to University of Akron retirees still remaining in SERS
until the last University of Akron retiree ceases to be covered under the SERS health care
plan. This is consistent with the current pay-as-you-go financing of retiree health care
benefits in all five retirement systems, and would hold SERS harmless as well as avoid any
windfall to PERS on account of the proposed transfer; and

3. The current differential in the contribution rates under SERS and PERS, including
the employer health care surcharge, remains payable by the University of Akron and its non
teaching employees for 25 years (the current funding period under SERS), with the excess in
contributions used to provide a supplemental contribution to SERS. This is consistent
employees who elect the alternative defined contribution plan, and would mitigate any
adverse impact upon the SERS health care plan and would eliminate any perceived financial
incentive for potential groups of employers and employees to “shop” among the state
retirement systems for benefits. In the alternative, the University of Akron makes a lump
sum payment to SERS that is the actuarial equivalent of the above supplemental contribution
payable over 25 years as determined by the SERS actuary and reviewed by the ORSC.”

The ORSC did not take any action upon the staff recommendation.
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Reemployment Provisions - There continues to be legislative interest in the reemployment
provisions of the Ohio retirement systems that allow members who have been retired for at
least two months to return to public employment while continuing to receive their pension.
H.B. 84 (eff. 7 31-01) requires elected officials who retire and are reelected or appointed to
the same office from which they retired to notify the board of elections or appointing
authority of their retirement in order to continue receiving their pension. H.B. 95 (eff. 6-30-
03) includes language that requires a hearing before certain retirants can be reemployed and
changes the deadline for elected officials to file notice of intent to retire and run for
reelection to the same office. H.B. 230, which was introduced this year, would eliminate the
benefit forfeiture imposed on public retirement system retirants who return to public
employment before the end of the two-month waiting period in order to fill a staffing need
caused by an employee being called to active duty.

Health Care for Reemployed Retirees - H.B. 151 (eff. 2-9-94) requires PERS reemployed
retirants to receive primary health insurance coverage through the retirant’s public employer
if the employer provides coverage to other employees performing comparable work. PERS
health care coverage becomes secondary. Effective January 1, 2004 both the OP&F and
HPRS boards amended their health care policies relative to reemployed retirees. In OP&F,
reemployed retirees who are eligible for health care coverage through their employer must
pay the full premium cost should they choose to enroll in the OP&F health care plan. In
HPRS, reemployed retirees who are not eligible for Medicare must receive their primary
health care coverage through their employer, if available; the HPRS health care coverage
becomes secondary. This raises a public policy issue of whether similar requirements should
be adopted in the other state retirement systems with respect to reemployed retirants.
Moreover, it raises a public policy issue of whether such requirements should include
reemployment with a private employer that provides health insurance coverage as well. An
amendment proposed for H.B. 272 would require that a retirant or dependent who has access
to health care coverage through a public or private employer or a source other than an
employer or STRS is not eligible for primary coverage under the STRS health care plan.

Annual 3% COLA - In its analysis of H.B. 157 (eff. 2-1-02) which provides for an annual
3% COLA in all five retirement systems, regardless of the actual percentage change in the
CPI-W, the ORSC staff recommended against the COLA changes under the bill and
suggested that “any additional resources of these retirement systems be allocated to the
provision of discretionary retiree health care benefits that are neither taxable nor subject to
the Social Security offset and/or the provision of ad hoc increases, such as a “purchasing
parity” adjustment of some target ratio of either 75% or 85%, to retirees whose benefits have
been eroded the most by inflation over the years.” The ORSC rejected the staff
recommendation and recommended instead that the legislature approve H.B. 157. Between
1992 and 2004, the CPI-W has increased by less than 3% in 12 of those years. (CPI-W
information for 2005 was not available as of the date of this report.)

Workers’ Compensation Offset - In its Analysis of Police and Firemen’s Disability and
Pension Fund Disability Plan, Procedures and Experience, November 8, 1996, William M.
Mercer recommended that the legislature “consider offsetting the disability retirement benefit
by any periodic benefit being received by the disabled member through workers’
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compensation.” A subsequent study prepared by the ORSC actuary Milliman & Robertson
pursuant to a legislative mandate concluded that “Based on the data collected in this study,
M&R believes it is feasible for the State of Ohio to coordinate public retirement systems
disability benefits and workers’ compensation benefits. We clearly recognize that the
decision to do so rests with the Ohio General Assembly. If such a decision is made, we
recommend that the benefit coordination be structured as follows:

1. Offsets should affect the following benefits:
a. Periodic Wage Replacement Benefits;
b. Lump Sum payments to close workers’ compensation cases;
c. Cost of living adjustments.

2. Offset should not affect lump sum scheduled benefits.

3. Maximum income from combined disability and workers’ compensation benefits
should be set at 100% of final average salary.

4. If offsets are introduced in Ohio, they should be made applicable to all 5 public
retirement systems at the same time.”

(Report to the Ohio Retirement Study Council: Feasibility Study on Disability and Workers’
Compensation Coordination, Milliman & Robertson, November 23, 1999)

Board Governance/Fiduciary Audits - During the summer of 2003, a number of concerns
regarding the administration and operations of the retirement systems were raised at the
ORSC meetings. In response to these concerns, the House and Senate each introduced
omnibus pension reforms bills that generally seek to improve accountability, oversight and
professional standards with respect to the governance of the five retirement systems. (See
S.B. 133 under section entitled Reports on Enacted Pension Legislation). The ORSC also
voted to have fiduciary performance audits of STRS and OP&F completed. The audits will
cover the following areas, which include a review of all administrative costs:

A. Investment Issues

. Current Investment Policies

. Portfolio Risk

. Investment Performance

. Investment Management Structure and Costs

. Use of External Consultants

. Asset Allocation

. Brokerage Practices

. Due Diligence Procedures/Selection of Investment Service Providers
. Statutory Provisions and Administrative Rules
10. Conflicts of Interest

11. Custodial Structure
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12. Internal Controls and Risk Management
13. Investment Accounting

B. Management Issues
1. Board Governance, Policies, and Oversight
2. Efficiency and Effectiveness of Organizational Structure and Resources
3. Ability to Attract and Retain Employees
4. Monitoring of Investments and Reporting
5. Reporting to the ORSC

The ORSC contracted with Independent Fiduciary Services, Inc. to complete the audits of
both STRS and OP&F. Findings and recommendations of the audits for legislative
consideration, some of which may be applicable to the other retirement systems, will
reported to the Council upon completion.

Review of Adequacy of the Contribution Rates - Current law requires the ORSC to
conduct an annual review of the police and fire contribution rates and make
recommendations to the legislature that it finds necessary for the proper financing of OP&F
benefits. In 2003 the Council voted to have Milliman review the adequacy of the contribution
rates for PERS, STRS, SERS, and HPRS. The legislature should consider amending the law
to require the ORSC to conduct similar actuarial reviews of the adequacy of the contribution
rates for the other four retirement systems as well.

Mandatory Social Security - The State of Ohio has a long and successful record of
opposing mandatory Social Security coverage for its public employees. This issue continues
to resurface in the context of various Social Security reform proposals as a means of
generating additional revenues which are estimated to extend the solvency of Social Security
by a mere two years. H.C. R. 20 was introduced this session and urges Congress to reject any
legislation that would require Ohio’s public employees to participate in Social Security. The
ORSC voted to recommend that the General Assembly approve this resolution.

Disability Experience Reports - H.B. 648 (eff. 9-16-98) required each retirement system
annually to prepare reports on the disability retirement experience of each employer covered
by each system. The reports are submitted to the Governor, the ORSC, and the chair of the
standing committees and subcommittees in the Senate and the House of Representatives with
primary responsibility for retirement legislation. This reporting requirement is scheduled to
sunset in 2005. An amendment proposed for H.B. 272 would eliminate the sunset provision.

Submission of Annual Actuarial Valuation - Each system is required to submit annually an
actuarial valuation to the ORSC and the standing committee of the House of Representatives
and Senate with primary responsibility for retirement legislation. The due date for each
system is different: PERS must submit theirs by September 1, OP&F must submit theirs by
November 1, STRS must submit theirs by January 1, SERS must submit theirs by May 1, and
HPRS must submit theirs by July 1 following the year for which the valuation was made.
This raises the issue of whether the due date should be the same for PERS, OP&F, and
HPRS, all of whom operate on the calendar year and whether the due date should be the same
for STRS and SERS, both of whom are on fiscal years beginning July 1 and ending June 30.
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DOCUMENTS SUBMITTED BY THE RETIREMENT
SYSTEMS

FIRST HALF OF THE 126™ GENERAL ASSEMBLY

JANUARY 1, 2005 - DECEMBER 31, 2005
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The retirement systems are required by statute to submit various documents to the ORSC to
assist the Council in its evaluation of the systems. The following is a listing of each report the
retirement systems are required to submit to the ORSC along with a brief summary of the
contents of the report. Copies of the reports can be obtained at the ORSC office.

Annual Actuarial Valuation - (R.C. §§145.22(A), 742.14(A), 3307.51(A), 3309.21(A),
5505.12(A)) This annual report is an actuarial valuation of the pension assets, liabilities, and
funding requirements of the retirement systems. The report must include (1) a summary of
the benefit provisions evaluated; (2) a summary of the census data and financial information
used in the valuation; (3) a description of the actuarial assumptions, actuarial cost method,
and asset valuation method used in the valuation, including a statement of the assumed rate
of payroll growth and assumed rate of growth or decline in the number of members
contributing to the retirement system; (4) a summary of findings that includes a statement of
the actuarial accrued pension liabilities and unfunded actuarial accrued pension liabilities; a
schedule showing the effect of any changes in the benefit provisions, actuarial assumptions,
or cost methods since the last annual actuarial valuation; and (6) a statement of whether
contributions to the retirement system are expected to be sufficient to satisfy the funding
objectives established by the board.

The actuarial valuation must be submitted annually to the ORSC and the standing
committees of the House of Representatives and Senate with primary responsibility for
retirement legislation. PERS must submit theirs by September 1, OP&F must submit theirs
by November 1, STRS must submit theirs by January 1, SERS must submit theirs by May 1,
and HPRS must submit theirs by July 1 following the year for which the valuation was made.

Annual Report on Health Care - (R.C. §§145.22(E), 742.14(E), 3307.51(E), 3309.21(E),
5505.12(E)) This report provides a full accounting of the revenues and costs relating to
health care benefits. The report must include (1) a description of the statutory authority for
the benefits provided; (2) a summary of the benefits; (3) a summary of the eligibility
requirements for the benefits; (4) a statement of the number of participants eligible for the
benefits; (5) a description of the accounting, asset valuation, and funding method used to
provide the benefits; (6) a statement of the net assets available for the provision of the
benefits as of the last day of the fiscal year; (7) a statement of any changes in the net assets
available for the provision of benefits, including participant and employer contributions, net
investment income, administrative expenses, and benefits provided to participants, as of the
last day of the fiscal year; (8) for the last six consecutive fiscal years, a schedule of the net
assets available for the benefits, the annual cost of benefits, administrative expenses incurred,
and annual employer contributions allocated for the provision of benefits; (9) a description of
any significant changes that affect the comparability of the report required under this
division; and (10) a statement of the amount paid for Medicare Part B reimbursement.

The report on health care must be submitted annually to the ORSC and the standing
committees of the House of Representatives and Senate with primary responsibility for
retirement legislation. PERS, OP&F, and HPRS must submit theirs by June 30, whereas
STRS and SERS must submit theirs by December 31, following the year for which the report
was made.
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Quinquennial Evaluation - (R.C. §§145.22(B), 742.14(C), 3307.51(B), 3309.21(B),
5505.12(B)) This report must be completed at least once every five years. It is an actuarial
investigation of the mortality, service, and other experience of the members, retirants,
contributors, and beneficiaries of the system to update the actuarial assumptions used in the
actuarial valuation. The report must include (1) a summary of relevant decrement and
economic assumption experience observed over the period of the investigation; (2)
recommended changes in actuarial assumptions to be used in subsequent actuarial
valuations; (3) a measurement of the financial effect of the recommended changes in
actuarial assumptions.

The quinquennial evaluation must be submitted to the ORSC and the standing committees of
the House of Representatives and Senate with primary responsibility for retirement
legislation. PERS, OP&F and HPRS must submit theirs by November 1, STRS and SERS
must submit theirs by May 1 following the last fiscal year of the period the report covers.

PERS is scheduled to submit its next quinquennial evaluation covering the years 2001-2005
by November 1, 2006. STRS' evaluation covering the years 2003-2008 is due by May 1,
2009. SERS' evaluation covering the years 2001-2005 is due May 1, 2006. OP&F's next
evaluation is due by November 1, 2007 and will cover the years 2002-2006. HPRS'
evaluation is due November 1, 2005 and will cover the years 2000-2004.

Annual Report on Disability Experience - (R.C. §§145.351, 742.381, 3307.513, 3309.391,
5505.181) The report details the preceding fiscal year of the disability retirement experience
of each employer. The report must specify the total number of disability applications
submitted, the status of each application as of the last day of the fiscal year, total applications
granted or denied, and the percentage of disability benefit recipients to the total number of
the employer's employees who are members of the public employees retirement system.

The report on the disability experience must be submitted to the Governor, the ORSC, and
the chairpersons of the standing committees and subcommittees of the Senate and House of
Representatives with primary responsibility for retirement legislation. This report was first
required to be submitted in 2000 and annually for the succeeding five years. PERS, OP&F,
and HPRS must submit theirs by March 1, STRS and SERS must submit theirs by September
1. This reporting requirement expires in 2005, however, a proposed amendment to H.B. 272
would eliminate the sunset provision.

30-Year Funding Period - (R.C. §§145.221, 742.16, 3307.512, 3309.211, 5505.121) This
report is required if the system's funding period exceeds thirty years. The report must include
the number of years needed to amortize the unfunded actuarial accrued pension liability as
determined by the annual actuarial valuation and a plan approved by the board that indicates
how the board will reduce the amortization period of unfunded actuarial accrued liability to
not more than thirty years. The report submitted by OP&F must also include whether the
board has made any progress toward meeting the 30-year amortization period.

The report on the thirty-year funding period must be submitted to the ORSC and the standing
committees of the House of Representatives and Senate with primary responsibility for
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retirement legislation not later than ninety days after the retirement system board receives the
actuarial valuation in which the funding period exceeds thirty years.

In 2005, the funding period at STRS, OP&F, and HPRS exceeded the statutory maximum of
thirty years. STRS submitted its report to the Council at the April 13, 2005 ORSC meeting.

Actuarial Analysis of Legislation - (R.C. §§145.22(D), 742.14(D), 3307.51(D),
3309.21(D), 5505.12(D)) These reports are required when any introduced legislation is
expected to have a measurable financial impact on the retirement system. The actuarial
analysis must include (1) a summary of the statutory changes that are being evaluated; (2) a
description of or reference to the actuarial assumptions and actuarial cost method used in the
report; (3) a description of the participant group or groups included in the report; (4) a
statement of the financial impact of the legislation, including the resulting increase, if any, in
the employer normal cost percentage; the increase, if any, in actuarial accrued liabilities; and
the per cent of payroll that would be required to amortize the increase in actuarial accrued
liabilities as a level per cent of covered payroll for all active members over a period not to
exceed thirty years; (5) a statement of whether the scheduled contributions to the system after
the proposed change is enacted are expected to be sufficient to satisfy the funding objectives
established by the board.

The actuarial analysis must be submitted to the ORSC, the Legislative Service Commission,
and the standing committees of the House of Representatives and Senate with primary
responsibility for retirement legislation within sixty days from the date of introduction of the
legislation.

Budgets — (R.C. §§145.092, 742.102, 3307.041, 3309.041, 5505.062) Each retirement
system is required to submit to the ORSC its proposed operating budget, along with the
administrative budget for the board, for the next immediate fiscal year at least sixty days
before adoption of the budget.

STRS and SERS operate on fiscal years beginning July 1 and ending June 30. They presented
their proposed operating budgets for fiscal year 2006 at the April 13, 2005 ORSC meeting.
STRS updated the Council on the budget that the board actually adopted at the October 12,
2005 ORSC meeting; while SERS updated the Council at the December 14, 2005 meeting.

PERS, OP&F, and HPRS submitted their budgets for calendar year 2006 at the October 12,
2005 ORSC meeting.

Rules - The systems are required to submit to the ORSC a copy of the full text, rule

summary, and fiscal analysis of each rule they file with the Joint Committee on Agency Rule
Review pursuant to R.C. §111.15.
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SUBJECT INDEX OF PENSION BILLS INTRODUCED
FIRST HALF OF THE 126™ GENERAL ASSEMBLY

JANUARY 1, 2005 - DECEMBER 31, 2005

The Subject Index of Pension Bills Introduced provides a listing of pension bills under
subject heading an a key word description within the main heading. Bills that cover more
than one subject are listed under all appropriate headings.

The pension systems affected by the bill are also indicated. “All systems” means the Public
Employees Retirement System (PERS), the State Teachers Retirement System (STRS), the
School Employees Retirement System (SERS), the Ohio Police and Fire Pension Fund
(OP&F), and the Highway Patrol Retirement System (HPRS). “VFFDF” and “DBF”
respectively refer to the Volunteer Fire Fighters’ Dependents Fund and the Ohio Public
Safety Officers Death Benefit Fund.

The main subject headings are listed at the beginning of the index for quick reference. The
bills that were enacted are marked with an asterisk.
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Additional Annuity Program

Age and Service

Appropriations

Benefit Options

Boards

Contributions

Cost-of-Living

Deduction

Deferred Retirement Option
Plan (DROP)

Subject Headings

Defined Contribution Plan
Funds

Health Care

Investments

Membership

ORSC

Power of Attorney
Reemployment

Salary

Service Credit
Social Security
Taxation
Technical

Changes
Travel

Additional Annuity Program
Credit earnings — PERS — HB 272

Age and Service

Minimum monthly salary — PERS — HB 272
Payment of benefits, statutory procedure — SERS — HB 320
Public safety officials — PERS —HB 270; HB 272; HB 286

Appropriations

Subsidies eliminated — OP&F — HB 66*

Benefit Options

Election upon marriage — ALL SYSTEMS - HB 10*; SB 21

Boards

Eligibility requirements - SERS — HB 320

Extension of term — SERS — HB 10*; ALL SYSTEMS - HB 25*

Independent legal counsel — ALL SYSTEMS — HB 66*

Submit Medicaid recipient information — ALL SYSTEMS SB 90; SB91

Contributions

Employer contribution rate — PERS-LE — HB 272
Employer contributions, remittance of — PERS HB 272
Leave of absence — SERS — HB 320

Refund of — PERS- HB 272

Cost-of-Living

Increase for certain retirees — OP&F — HB 120

Deduction

Pension garnishment for felony — ALL SYSTEMS - HB 37

Deferred Retirement Option Plan (DROP)
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Authorized — HPRS — SB 206

Defined Contribution Plan

Corrections — PERS — HB 272

Law enforcement/public safety officers — PERS — HB 272
Optional — SERS — HB 320

Funds
Accounting requirements — PERS — HB 272

Health Care

Coordination of benefits — PERS — HB 272

Ineligible individual — SERS — HB 320

Health care savings accounts — HPRS — HB 340; PERS — HB 272
Medicare A premiums — PERS — HB 272; SERS — HB 320
Reemployed retirees — PERS — HB 272

Investments

Divestiture in Sudan — ALL SYSTEMS - HCR 19; SCR 17

Global investment performance standards — ALL SYSTEMS — HB 354
Terrorism — ALL SYSTEMS — SB 9*

Membership

Corrections officers — PERS-LE HB 270

Municipal park rangers — PERS-LE — HB 286

Municipal public safety directors — PERS-LE — HB 66*
Public safety officials — PERS — HB 270; HB 272; HB 286
Township police cadets — PERS-LE — HB 286

ORSC
BWC investments oversight — SB 151

Power of Attorney
Statutory form — HB 246*

Reemployment

Eliminate waiting period for certain reemployed retirees — PERS, STRS, SERS, OP&F — HB
230

Salary

Limit on Certain Executives - ALL SYSTEMS - HB 175

Service Credit
Magistrates purchase additional 35% - PERS — HB 62
Purchase of certain active military service — PERS, STRS, SERS, HPRS — HB 71

Social Security
Oppose mandatory coverage — HCR 20
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Taxation
Exempt up to $10,000 of retirement benefits — HB 88; SB 30

Technical Changes
Reference to director of elections board HB 3

Travel
Prohibitions on — HB 176
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ORIO RETIREMENT STUDY COUNCIL

STATUS OF PENSION LEGISLATION

126TH GENERAL ASSEMBLY

JANUARY 1, 2005 - DECEMBER 31, 2006
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HOUSE BILLS

HSE |INTRO Actuarial Subject, Sponsor, and System Cont |ORSC Hse Testimony - Reported Out - Floor INTRO Sen Testimony - Reported Out - Floor Conf Con- |[Eff Date
BILL Received Pers Pos Cmte Vote SEN Cmte Vote Cmte | curren
ce
3 01-24- Revises Ohio’s election laws Bl N EE 05-17-05 Amend; Fl Vo: Y-70 N=29 05-18- | 05-24-05 |06-14-05----06-15-05-----12-06-05----- Re-
05 DeWine - PERS Hughes 05 RUL 12-07-05----12-13-05 Amend; FI fused
01-25-05 Harris Vo: Y=21 N=11 12-14-
05
10 01-24- | PERS:02-11-05 |Regarding election by married or GK A FRS 01-25-05----01-26-05 FI Vo: Y=96 01-27- HHA 02-16-05----02-23-05----03-01-05 03-02- | 03-07-
05 remarried retirant 02-16- | Widener | N=0 05 Coughlin | Amend; FI Vo: Y=32 N=0 05 2005
Schneider - All Systems 05 01-25-05 01-27-05 (E)
25 01-26- Makes changes to the boards N JUuD 02-10-05----03-02-05----03-03-05 04-07- JCV 04-19-05----04-26-05 Amend; Fl Vo: 04-27- | 08-04-
05 Wagner - All Systems Willamow | Sub----04-06-05 FI Vo: Y=96 N=0 05 |Goodman | Y=28 N=4 05 2005
ski 04-12-05
37 02-03- Permits attachment of retirement AE FRS 02-17-05 to Subcmte----
05 account Widener
Hartnett 02-10-05
62 02-15- 04-08-05 /Allows magistrates to purchase AE D FRS 03-10-05 to Subcmte----
05 additional service credit 05-11- | Widener
Blessing - PERS 05 02-15-05
66 02-15- | OP&F: 03-09-05 [Biennial Budget - Removes state GK AA FA 02-16-05----03-17-05----04-06-05---- 04-13- FFI 04-19-05----04-20-05----04-21-05---- 06-21- Re- 06-30-
05 subsidies from OP&F, moves 04-13- | Calvert 04-05-05----04-07-05----04-08-05 05 Carey 04-26-05----04-27-05----04-28-05---- 05 fused 2005
municipal public safety directors 05 02-15-05 | Sub----04-09-05----04-10-05 Amend- 04-19-05 | 05-03-05----05-04-05----05-05-05---- 06-07- (E)
to PERS-LE ---04-12-05 Amend; FI Vo: Y=54 05-10-05----05-11-05----05-17-05---- 05
Calvert - OP&F, PERS N=45 05-18-05----05-19-05----05-20-05----
05-23-05----05-24-05 Sub----05-25-
05----05-26-05----05-31-05 Amend--
--06-01-05 Amend; FI Vo: Y=19
N=13
71 02-17- 03-11-05 Purchase credit for inactive duty AE AA FRS 03-03-05----03-10-05----04-21-05----
05 in Ohio National Guard or 04-13- | Widener | 04-28-05----06-16-05 Amend----06-
reserves 05 02-22-05 | 21-05Sub----
J. Stewart - PERS
88 02-23- Exempts $10,000 in state, federal, Bl N WM 04-21-05----
05 military retirement benefits from Kilbane
income tax 03-02-05
Willamowski
120 03-10- 05-05-05 Increases COLA for certain AE D FRS 04-21-05 to Subcmte----
05 retirees 09-14- | Widener
T. Patton - OP&F 05 03-15-05
175 04-06- Limits salary and benefits to SG
05 certain executives Buehrer
McGregor - All Systems 04-20-05
176 04-06- Regulates travel for executive SG
05 staff Buehrer
McGregor - All Systems 04-20-05
230 05-03- 06-07-05 Makes changes to the FA 05-17-05----
05 reemployment provisions Calvert
Ujvagi- PERS, STRS, 05-05-05
SERS, OP&F
246 05-05- Creates a statutory form that can Bl JuD 06-21-05FI Vo:Y=99 N=0 06-21- JCV 09-14-05----10-05-05----10-26-05 11-16- | 03-29-
05 be used to create a power of Willamow 05 Goodman | Amend----11-15-05 Fl Vo: Y=32 05 2006
attorney ski 06-22-05 | N=0
Oelslager 05-11-05
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HOUSE BILLS

HSE | INTRO Actuarial Subject, Sponsor, and System Cont |ORSC Hse Testimony - Reported Out - Floor INTRO Sen Testimony - Reported Out - Floor Conf Con- [Eff Date
BILL Received Pers Pos Cmte Vote SEN Cmte Vote Cmte | curren
ce
270 05-18- Creates special provisions for AE FRS 01-12-06----
05 public safety officials Widener
Willamowski - PERS 05-26-05
272 | 05-19- 08-23-05 Makes changes to the laws GK A FRS 06-16-05----11-17-05----
05 governing PERS 10-12- | Widener
Schneider - PERS 05 05-26-05
286 06-01- 06-21-05 Includes municipal park rangers AE FRS 01-12-06----
05 and township police cadets as Widener
members of PERS-LE 06-07-05
Willamowski - PERS
320 08-02- Makes changes to the laws GK AA FRS 10-13-05----11-17-05----
05 governing SERS 10-12- | Widner
Schneider - SERS 05 |09-15.-05
340 | 09-13- /Authorizes HPRS to establish FRS 10-13-05----11-17-05----
05 health care savings accounts Widner
Schneider - HPRS 10-06-05
354 09-27- Requires the systems to report on SG
05 investments using the global Buehrer
investment performance 10-06-05
standards
T. Patton - ALL SYSTEMS
. 4 4
AAARLL LS ARSI ARLL A AARARLLs
HCR | 06-07- Encourages Ohio companies and SG 06-14-05----11-01-05----
19 05 institutions to divest of interests Buehrer
in companies that conduct 06-07-05
business in Sudan
White
HCR | 09-15- Memorializes Congress to reject AE A FA 10-24-05----
20 05 mandatory Social Security 10-12- | Calvert
coverage for Ohio’s public 05 09-15-05

employees
Schneider
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SENATE BILLS

business in Sudan
Jacobson

SEN |INTRO Actuarial Subject, Sponsor, and System Cont | ORSC Sen Testimony - Reported Out - Floor INTRO Hse Testimony - Reported Out - Floor Conf |Concur Eff
BILL Received Pers Pos Cmte Vote HSE Cmte Vote Cmte | rence Date
9 01-24- Revises terrorism laws JCR 03-09-05 FI Vo: Y=32 N=0 03-10- TPH 04-20-05----05-04-05----05-18-05---- 12-14-
05 Jacobson - All Systems Jordan 05 Reinhard |05-25-05----06-15-05 Sub; Amend--- 05
03-16-05 |-11-15-05 Amend - 12-14-05
09-13-05 |Amend; Fl Vo: Y=69 N=23
21 01-26- | PERS:02-11-05 |Regarding election by married or GK A HHA
05 remarried retirant 02-16- |Coughlin
Hottinger - PERS, 05 01-27-05
STRS, SERS, HPRS
30 01-26- Exempts $10,000 in state, federal, BI N WME
05 military retirement benefits from Amstutz
income tax 01-27-05
Coughlin
90 03-08- Creates the Department of Health Bl N FFI
05 Care Administration Carey
Miller - All Systems 03-09-05
91 03-08- Creates the Department of Health Bl N FFI
05 Care Administration Carey
Miller - All Systems 03-09-05
151 05-26- Requires ORSC oversight of BWC ICL
05 investments Hottinger
Dann - ORSC 05-31-05
206 | 10-18- Establishes deferred retirement GK AA HHA 10-26-05----11-01-05----11-16-05 12-08- FRS 01-12-06----
05 option plan (DROP) 11-16- |Coughlin |Amend----12-06-05 FI Vo: Y=33 N=0 05 Widener
Coughlin - HPRS 05 10-19-05 12-13-05
SCR | 06-01- Encourages Ohio companies and FFI 10-25-05----10-26-05 FI Vo: Y=31 10-27- SG
17 05 institutions to divest of interests Carey N=0 05 Buehrer
in companies that conduct 06-07-05 11-15-05
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LGR
PUE

SG
TPH

HOUSE COMMITTEES

Agriculture & Natural Resources

Civil & commercial Law

Commerce & Labor

Criminal Justice

Economic Development & Environment

Education

Alternative Education Subcommittee

Elections & Ethics

Finance & Appropriations

Agriculture & Development Subcommittee

Higher Education Subcommittee

Human Services Subcommittee

Primary & Secondary Education
Subcommittee

Transportation & Justice Subcommittee

Financial Institutions, Real Estate & Securities

Retirement & Pensions Subcommittee

Health

Aging Subcommittee

Children's Health Care & Family Services
Subcommittee

Insurance

Judiciary

Juvenile & Family Law

Local & Municipal Government & Urban
Revitalization

Public Utilities and Energy

Rules & Reference

State Government

Transportation, Public Safety & Homeland
Security

Ways & Means

SENATE COMMITTEES

AG Agriculture

ED Education

ENE Energy & Public Utilities

ENR Environment & Natural Resources
FFI Finance & Financial Institutions
HHA Health, Human Services, & Aging
HT Highways & Transportation

ICL Insurance, Commerce & Labor
JCV  Judiciary - Civil Justice

JCR  Judiciary - Criminal Justice

REF Reference

RUL Rules
SLV  State & Local Government & Veterans
Affairs

WME Ways & Means & Economic Development
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LEGISLATIVE ACTION
A Amended
S Substitute
P Postponed Indefinitely
R Rereferred
\Y% Vetoed
E Emergency
CR Concurrence Refused

ORSC POSITION

A Approved

D Disapproved

AA Approved with Amendment
AD Action Deferred

N No Action Necessary

ORSC CONTACT PERSON
GK Glenn Kacic

AE Anne Erkman
BI  Bill of Interest





