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140 East Town Street / Columbus, Ohio 43215-5164 / Tel. (614) 228-2975 / www.op-f.org

November 5, 2003

Mr. Aristotle Hutras

Ohio Retirement Study Council
88 East Board Street, Suite 1175
Columbus, OH 43215

Dear Was a/(/‘/

The enclosed summary represents the 30-year funding solvency discussion that is
currently being reviewed by the Ohio Retirement Study Council. OP&F is proud to
reiterate our solvency and that in fact stronger than when measured in 1997.

As you review this summary and then analysis ORSC report please, as usual, contact
either this office or our Legislative Agent Darryl Dever (614-221-6566).

Thank you.
Sincerely,

William J. Estabrook
Executive Director



Key Points Concerning OP&F Actuarial Evaluation

Actuaries found, as they did for virtually every pension fund in the country, that
substantial slippage occurred in terms of the time required for the Ohio Police &
Fire Pension Fund (OP&F) to be considered fully funded. This change is
attributable virtually entirely to stock market conditions, which affect the value of
pension fund portfolios at any given point in time.

This conclusion is supported by OP&F’s actuary, John J. Garrett, ASA, MAAA,
Vice President of The Segal Company, who said “absent the deepest and longest
bear market in the post-depression era, the Fund would otherwise be well
positioned to satisfy a 30-year funding period as of January 1, 2003 as required by
Ohio law. It is also supported by William A. Reimert of Milliman USA who stated
in a June 2002 letter that “OP&F will have a funding period of slightly more than
30 years as of January 2007,” noting however that “there is no margin for benefit
increases or adverse actuarial or investment experience between now and that
date.”

It is important to note that the 30-year funding requirement in state law is not an
absolute, but rather it is a trigger point. When the funding period for any one of
Ohio’s five state retirement systems exceeds the 30-year requirement, the fund is
required by law to put in place a plan to bring it to the 30 year requirement.

The increasing trend in health care costs compounded by the general stock market
decline that has caused the funding period to rise is also what is behind the need
faced by Ohio pension funds this year to alter their health care plans in order to
reduce the cost of these plans to the funds.

OP&F has been extremely well managed over the years and continues to be well
managed. In the 2002 annual valuation, OP&F had a funding period of 28 years, a
full two years lower than the 30 years required by statute.

The change in funding period does not effect OP&F’s solvency, or its ability to
meets its current obligations, as evidenced by Garrett’s, November 2003 letter to
OP&F. Garrett concludes that “the investment losses attributable to the general
market decline from March 2000 to March 2003 has had a significant impact on the
valuation assets, however the plan is in a more solvent position than measured in
1997.”

“Due to the size of the problem, it is not possible to satisfy the requirements of
ORC Section 742.16 (in the short term) through adjustments which can be
mandated by the Board of Trustees,” Garrett said. One solution for OP&F to meet
statutory requirements would be a substantial raise in rates to Ohio’s public
employers. Garrett noted, however, that raising rates takes an act of the legislature
and is not an action OP&F’s Board of Trustees is authorized to make.



Actuaries have quoted analysts and others as observing that the market downturn
has created these conditions is short-term. Garrett noted that “The shear size of the
investment loss will take significant future gains to offset, and additional
contributions may be required to re-establish an acceptable period of funding in the
long-term.”

However, the extent of the contributions required will depend on how the market
rebounds, which is a process that has already begun. Therefore, raising rates would
create serious long-term pressures on local governments in response to a short-term
problem. Because the deficiency comes from extraordinarily poor market
conditions, a major increase in rates would be overkill.

Garrett explains, “The valuation assets to date show that the Fund is currently
experiencing very positive investment gains. In the current fiscal year, through
September 30, 2003, the investment performance of the Fund has produced an
excess return, above the assumed investment return, of over $400 million dollars.”

Garrett noted that “Historically, the five-years following each of the eight bear
markets since 1930, the S&P 500 averaged a cumulative return just over 100%.
These historical returns, while not guaranteed but if realized, will have a dramatic
effect on the funding status of OP&F as well as mitigate the severity of any plan
put in place today.”

Accordingly, it is the recommendation for the time being of OP&F’s actuary to
keep a close watch on the fund over the next several years to determine how market
conditions impact the situation. “The extent of the financial market’s recovery over
the next three to five years will be a key factor in determining the long-term
financial condition of the Fund,” Garrett said.
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