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The Ohio Retirement Study Commission was created by the Ohio Genera} Assembly in
1968 to provide continuing study of public pensions, their costs and ﬁnanc‘ing; It was conceived as
an agency to review the administration and financing of pensions, with power to recommend
improvements in benefits, financing and the investment of funds. It must study allstatutory changes
in the retirement laws proposed to the General Assembly and report to the General Assembly on their

probabie cost, actuarial implications and desirability as a matter of public policy.

The Commission is empowered to make an impartial review from time to time of the laws
governing the administration and financing of the Public Employees Retirement System, the Police

and Firemen's Disability and Pehsion Fund, the State Teachers Retirement. System, the School

cmployees Retirement System, the Highway Patrol Retirement System and the Volunteer Fire.

Fighters' Dependents Fund. It may recommend to the General Assembly any changes it considers
desirable with respect to the allowances and benefits, the sound financing of the cost of benefits, the

prudent investment 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 and their funds.

The Commission is composed of fourtéen members: three members of the House, three
members of the Senate, three members appointed by the Governor, and the five executive directors

of the state retirement systems, who are non-voting members.

The annual expenses of the Commission are borne by the five state retirement systems in the

proportion determined by the ratio of the assets of each system to the total assets of all five systems.
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MILLIMAN & ROBERTSON, INC.
Actuaries and Consuitarits
Suite 300
259 Radnor-Chester Road
Radnor, Pennsylvania 19087-5260

Telephone: 215/687-5644
Fax: 215/687-4236

August 10, 1992

Mr, Atistotle L. Hutras

Director

Ohio Retirement Study Commission
Suite 1175

88 East Broad Street

Columbus, OH 43215-3580

Re: Police & Firemen’s Disability and Pension Fund

Dear Mr. Hutras:

‘As you requested, I have reviewed the Report and Recommendations resuiting from the actuarial
review of the adequacy of the contribition rates for the Police & Firemen’s Disability and
Pension Fund ("PFDPF"). I believe that the recommendations contained therein are reasonable,
comprehensive and, if adopted, will maintain PFDPF’s actuarial soundness.

I look forward to attending the meeting of the Ohio Retirement Study Commission on
August 19th and discussing our review with you and the Commiission members at that time.

Sincerely,

R

William A, Reimert
WAR:wat

cc: Thomas Bleakney
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INTRODUCTION

This report is submitted to the Ohio General Assembly pursuant to R.C. §742.311. That section was enacted in
Am, Sub. H.B. 721 in 1986, and reads as follows:

“The Ohio retirement study commiission shall annually review the adequacy of the contribution
rates provided under sections 742.31, 742.33, and 742.34 of the Revised Code and the contribu-
tion rates recommended by the actuary of the police and firemen’s disability and pension fund
for the forthcoming year. The Ohio retirement study commission shail make recommendations to
the general assembly which it finds necessary for the proper financing of the benefits of the
police and firemen’ s disability and pension fund.”

In fulfilling this legislative mandate, the Ohio Retirement Study Comimission engaged its consulting actuary,
Milliman & Robertson, Inc., to review the adequacy of the employee and employer contribution rates to support
the current level of benefits prowdcd by the Police and Firemen’s Disability and Pension Fund (PFDPF). This
report is based on that review, which, in turn, was based solely on information provided by PFDPF’s actuary,

the Wyatt Company.
BACKGROUND

PFDPF became operanonal in 1967 with the consolidation of 454 local police and firemen’s relief and pension
funds. The law establishing PFDPF provided for an actuarial valuation of the assets and liabilities of each local
fund as of April 1, 1966. These local funds had assets of approximately $75 million and accrued liabilities of
approximately $490 million, leaving an unfunded accrited liability of over $415 million.! This unfunded liabil-
ity was frozen and charged to the respective local governments., The initial law allowed local governments to
pay off their indebtedness over 20 years; this law was later amended to extend the funding period from 20 years
to 59 years, and then to 67 years.2 Under the present 67-year schedule the frozen initial liability will be paid off-

in the year 2035.

‘The implication of this separate payment schedule for the frozen initial liability was that no additional liabiliry
was t0.be generated in the future; that is, all liabilities created since 1966 were to be treated as “current or’
riormal” costs and were to be covered by contributions over the future working lifetime of current active mem-
bers and by investment earnings on the assets. (The anticipated investment earnings are accounted for by the
interest rate assumption used to discount future benefit payments.) Under this funding method, any increase in
the cost of future benefits was to be pzud for by (1) increased contributions over the future working lifetime of
active members; or (2) investment earnings in excess of the-actuarial interest rate assumption; or (3) actuarial
gains resulting from non-investment experience being other than what was expected (e.g, shorter life expectan-
cies than assumed).

Prior to 1986 the law authorized the PFDPF board to fix the employer contribution rates for police and firemen
as.of the first of each year based on the annual actuarial valuations of the fund. The employee contribution rates

were fixed by statute.

On July 24, 1986 the legisiature enacted Am. Sub. H.B. 721 which repealed the board’s authority to fix the
employer contribution rates on the basis of the actuarial evaluation. The Act froze the policemen’s employer
contribution rate at 19.5% of payroll and the firemen’s employer contribution rate at 24% of payroll; these were
the rates certified by the board for calendar year 1986, mcludmg 3.94% of payroil for police health care costs
and 5.08% of payroll for firemen health care costs.3 This action was taken in response to employers’ concems
over the ever increasing and fluctuating rates. The Act also increased the employee contribution rate from 8.5%
to 9.5% of payroll, and required the Ohio Retirement Study Commission to report annuatly to the General
Assembly on the adequacy of the employer and employee contribution rates established under the Act.

1 PFDPF Comprehensive Annual Financial Réport (1990)
2 Am, Sub. H.B. 642 (1965); Am. H.B. 756 (1967); Am: Sub. H.B. 215 (1969)

3 See addendum on-last page of thzs Teport.



BENEFIT IMPROVEMENTS SINCE 1986

Prior to the enactment of Am. Sub. H.B. 721 in 1986, benefit. improvements were funded by increasing the
contribution rates and also by assuming greater investment earnings through changes in the actuarial interest
rate assumption,

The frozen rates of contribution established under Am. Sub, H.B. 721 significantly decreased the flexibility
previously accorded to the PFDPF board to fund any incréase in the cost of futire benefits. Any increased costs
resulting from benefit improvements could no longér be funded by increased contribution rates; such increased
costs could only be funded through investment gains or other actuarial experience gains. Should PFDPF realize
negative actuarial experience such as lower investment earnings or higher than anticipated benefit costs, PFDPF
would become steadily disfunded over the future.

The legislature enacted several major benefit improvements in PFDPF since the contribution rates were frozen.
In 1986 Am. Sub. H.B. 721 granted an annual 3% COLA for members retiring after July 24, 1986. The actu-
arial cost of this benefit change was 3.51% of payroll for police and 3.80% of payroll for firemen.*

Also, in 1986 Am. Sub. 8.B. 112 was enacted which increased monthly survivor benefits from $256 to $310 for
spouses, and from $68 to $93 for dependent children. It also provided an ad hoc post-retirement increase to
members who retired before February 28, 1984 on an annual pension of less than $13,000. The increase was
the greater of $600 per year or an amount necessary to increase the member’s aninual pension to'$4,200. The
actuarial cost of these benéfit changes amounted to 0.93% of payroll for police and 0.99% of payroll for fire-

men.’

In 1988 the legislature enacted Am. Sub. H.B. 389 which reduced normal retirement age from 52 to 48. Italso
granted an annual $360 COLA for members who retired before July 24, 1986 on an-annual pension of less than
$18,000.5 It further increased monthly survivor benefits from $310 to $410 for spouses, and $93 to $118 for
dependent children. The actuarial cost of these benefit changes totalled 6.70% of payroll for police and 5. 95%

of payroll for firemen.”

In 1989 Am. Sub. H.B. 377 was enacted which provided a $1,000 lump sum death benefit. The actuarial cost of
this benefit change was 0.08% of payroll for police and 0.09% of payroll for firemen.®

™n addition to the increased costs resulting from the benefit changes enacted by the legislature, PFDPF contin-
ued to experience double-digit increases in retiree health care costs which is financed on a pay-as-you-go basis.
Though escalating retiree health care costs are a continuing problem for each of the state pension funds, PFDPF
is particularly hard hit by the younger retirement ages of its members who are not eligible for Medicare until
age 65. The cost of providing health care coverage for Non-Medicare eligible individuals is three to four times
higher than for Medicare eligible individuals. In 1986 retiree health care costs amounted to 5.63% of payroll in
PFDPF; by 1991 such costs had increased to 7.30% of payroll.

The following table summarizes the effects of actuarial assumption changes, benefit improvements, fund expe-
rience and growth in medical costs on the PFDPF contribution rates since 1986.

4 PFDPF Acmarial Evaluation (October 23, 1987)

5 PFDPF Actuarial Evaluation (October 23, 1987)

§ The $18,000 is increased $500 each year thereafter.
7 PFDPF Actuarial Evaluation (April 24, 1990)

8 PFDPF Actuarial Evaluation (November 26, 1990)
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SUMMARY OF ACTUARIAL REVIEW

The actuarial review of the adequacy of the contribution rates for PEDPF was prepared by Milliman &
Robertson, Inc., the consulting actuary for the Oliio Retirement Study Commission, and was based solely on
various actuarial reports and analyses submitted by the Wyatt Company, the actuary employed by the PFDPF
board. That review, along with the Wyartt Company’s response, immediately follows this section of the report,

Based on its analysis, M&R concludés that in order to maintain the actiarial soundness of PFDPF there is a
need for either an increase in contributions from employers, members or the state or a reduction in the benefits
provided to members or some combination thereof. In the absence of such changes, the current employer and
member contribution rates which are frozen by statute are unlikely to be able to support the benefits currently
provided by PFDPF (including post-retirement health care benefits). This means that there is likely to be a
steady erosion of PFDPF's reserves, thereby requiring ever increasing contribution rates in the future to pay for
promised benefits.

“A&R points tO the pay-as-you-go financing of post-retirement health care benefits as a ‘fna’,rt:icuiar concern. In
1991 retiree health care costs alone were 7.3% of payroll, and are expected to increase to approximateély 20% of
payroll by 2005 unless significant reductions are made in the level of coverage provided and/or significant
contributions are required from retirees to help pay for the cost of coverage. The analysis indicates that the
principal reason for this rise in health care costs as a percent of payroll is that retirees health care costs have
been increasing at an average annual compounded rate of 15.8% while payroll has been increasing at a much
lower rate of 6.9% over the period from 1980 to 1991. ‘

The following table documents the actuariaily recommended contribution rates versus the actudl contribution
rates from 1981 to 1991.? In its 35-year forecast study the Wyatt Company states that the “Actuarially deter-
mined rates for 1987 through 1990 have exceeded the statutory rates, and this brings into question the long-term
financial stability of the Fund. This concern'is heightened by the explosive growth in medical costs, since the
statutory rates make no allowance for increases due to medical inflation. These concemns have prompted the
Board of Trustees of the Fund to accept the recommendation of the Wyatt Company that the long-term financiat
stability of the Fund be examined via a forecast study.” The actuarially determined rates for 1991 continue to

exceed the statutory rates by even wider margins.

Xear Police Eiremen
(% of active member payroll) (% of active member payroll)

Recommended Actual Recommended Actual
1981 25.73 25.73 30.85 30.85
1982 26.61 26.61 32.38 32.38
1983 28,37 28.37 33.49 33.49
198410 30.85 28,37 36.13 33.49
1985 29.46 29.46 34.02 34.02
198611 27.80 29.00 31.25 33.50
1987 31.12 29.00 34.11 33.50
198812 32.38 29.50 34.02 34.00
1989 34.49 29.50 37.82 34.00
1990 34.28 29.50. 35.60 34.00
1991 36.05 29.50 _ 36.41 34.00

% PFDPF Comprehensive Annual Financial Report: Actuarial Section {1990); actual rates from 1986 to 1991 exclude state subsidy.

10 The legislature froze the 1984 employer contribution rate at the 1983 level in Am Sub. H.B, 291 (1983).

11 The iegislature repealed the board’s authority to fix the employer contribution rate, froze the employer rate at 19.5% for potice and.
24.0% for firemen, and increased the employee rate from 8.5% 10 9.5% in Am. Sub. H.B. 721 efféctive August 1, 1986.

12 The legistature increased the employee contribution rate from 9.5% to 10.0% in Am, Sub. H. B. 389 effective October 1, 1988. 3.



The table below gives a breakdown of the actuarially recommendcd rate for pension and disability benefits and
health care benefits for this same period.!3

1981 22.84% 27.96% 2.89% 25.73% 30.85%
1982 23.76% 29.53% 2.85% 26.61% 32.38%
1983 25.22% 30.34% 3.15% 28.37% 33.49%
1984 26.12% 31.40% 4.73% 30.85% 36.13%
1985 24.55% 29.11% 4.91% 29.46% 34.02%
1986 22.17% 25.62% 5.63% 27.80% 31.25%
1987 24.92% 2791% 6.20% 31.12% 34.11%
1988 26.39% 28.03% 5.99% 32.38% 34.02%
1989 27.59% 30.92% 6.90% 34.49% 37.82%
1990 28.02% 29.34% 6.26% 34.28% 35.60%
1991 28.75% 29.11% 7.30% 36.05% 36.41%

The 35-year forecast study prepared by the Wyatt Company examines the long-term financial soundness of
PFDPF, This study covers thé 35-year-period beginning January 1, 1990 and ending December 31, 2024;
however, projected actuarial valuation results are made for the 35 years 1991 through 2025. The study includes
seven different scenarios with varying sets of assumptions regarding mortality, investment earnings, medical
expense growth and certain retiree medical cost sharing alternatives.

The appendix provides a brief description of the different assumptions used in each scenario, and a summary
table of the projected actuarial results under each scenario. The key items of the table regarding the long-term
financial stablhty of PFDPF are the funded status, the actuarially determined contribution rate for pension and
disability benefits, the pay-as-you-go contribution rate for health care benefits, and the total contribution rate.

In general, the study concludes that the current statutory contribution rates of 19.5% for police, 24.0% for
firemen and 10% for active members, together with the statutory scheduled payment of the frozen initial liabil-
ity, should maintain the financial soundness of PFDPF for at least the next 35 years, provided retiree health
care costs are limited to a constant 6.5% of payroll. This proviso assumes that the growth in medical care costs
will incréase about 5% per year, which is the general inflation assumption used by PFDPF. As indicated above,
retiree health care costs have been increasing at an average annual compounded rate of 15.8% over the past
eleven years, and have been ¢alculated to be 7.3% of payroll on a pay-as-you-go basis in 1991.

Under more realistic assumptions regarding the growth.in medical costs which anticipate double-digit increases
for the intermediate term future that gradually decrease to slightly above the rate of general inflation, the study
concludes that the currént statutory rates would be inadequate to maintain the financial soundness of PFDPF.
M&R notes that even under the most favorable scenario which assumes significant retiree cost sharing for
dependent medical coverage, the contribution rates would have to increase dramatically over the next 35 years
to approximately 70% for police and 60% for firemen; currently, the contribution rates total 30.15% for police
and 34.75% for firemen. M&R further notes that the retiree medical cost sharing recently adopted by PFDPF is
well below the level of cost sharing assumed by the Wyatt Company in its actuarial projections under this

scenario. !4

13 PFDPF Actuarial Evaluations.
14 Effective July 1, 1992 retirees who are under age 65 and receiving an annual pension of at least $10,000 pay $10.00 per month;
retirces who altain age 65 and are receiving an annual pension of at least $10,000 pay $5.00 per month; spouses under age 65 pay

'~ $40.00 per month; and dependent children between the ages of 18 and 22 pay $50.00 per month. 6.



M&R concludes that the actuarial assumptions used by the Wyatt Company to value the cost of perision and
disability benefits in 1991 are reasonable in the dggregate, and cautions against making changes in any indi-
vidual assumption without considering changes in the other various assumptions, Changes which are consid-
ered to be appropriate to any individual assumption are likely to require offsetting changes in the other various
assumptions, hence minimizing the effect on.total costs. M&R also concludes that the dssumptions used to
project the cost of post-retirement medical benefits which anticipate double-digit increases for the intermediate
term future that gradually decrease-to slightly above the general inflation rate are also reasonable.

In its response to M&R's review, the Wyatt Company concurs with the conclusion that the statutory contribu-
tion rates are inadequate to support the benefits currently provided by PFDPF. The Wyatt Company states that
“Mr. Reimert’s conclusion regarding the future financial solvency:of the Fund is identical to that drawn from
-our Forecast Study: with current levels of pension, disability and health care benefits, and expected future
trends in health care costs, the current statutory contribution rates are inadequate.”

2






Mr. Aristotle L. Hutras
May 11, 1992

Page Two

3.

4.

the pay-as-you-go cost of post-retirement medical benefits can be reasonably expected
to increase from 7.3% of payroll as reported in the 1991 Actuarial Evaluation to
approximately 20% of payroil by 2005 unless very significant reductions are made in
the level of coverage provided and/or very significant additional contributions are
required from retired members to heip pay for the cost of coverage; and,

the current employer and. member contribution rates are unlikely to be able to support
the benefits currently provided by PFDPF (including post-retirement megical benefits).

We will discuss below our reasons for reaching these conclusions.

LIEI Ly i I.!. I * . - !
The various actuarial reports prepared by the Wyatt Company which were provided to us are:

1.

Quinquennial Evaluation - January 1, 1982 to December 31, 1986 (dated March 21,
1988).

Analysis of Post-Retirement Medical Benefits as of January 1, 1991 (dated June 13,
1991).

Thirty-five year Forecast Study.

Actuarial Evaluation to determine the Actuarial Rate Percent of Contribution as of
January 1, 1991 (dated November 20, 1991).

In addition, we also received copies of the Comprehensive Annual Financial Report for the years
ended December 31, 1989 and December 31, 1990, We were not provided copies of entry age
normal cost calculations or letters providing disclosure figures in accordance with GASB
Statement No. 5, which we requested from Waytt. ]

In order to evaluate the adequacy of the statutory rates, the Board of PFDPF requested an
Analysis of Post-Retirement Medical Benefits and a 35-year Forecast Study, both of which were
prepared by the Wyatt Company. In addition to reviewing those two studies, we have aiso
reviewed the most recent Quinquennial Evaluation of the Experience under PFDPF in order to
form an opinion regarding the degree of conservatism, if any, inherent in the currént actuarial
assumptions. '

MILLIMAN & ROBERTSON, INC.
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. ired Coptributi
The current employer and member contribution rates are established by statute. The empioyer
contribution rate for Police is 19.5%, for Firemen, 24.0% and the member contribution rate is
10.0%. In addition, there are state subsidies of approximately $5.7 million per' year to help
finance penision benefits. These are the total contributions available to support the benefits
provided by the Police & Firemen's Disability and Pension Fund of Ohio- including the cost of
providing post-retirement health insurance benefits. In the aggregate these rates total
approximately 30.15% for Police and 34.75% for Firemen.

The total contribution rates required to support PFDPF indicated in the Actuarial Evaluation of
the January 1, 1991 are 36.05% for Police and 36.41% for Firemen. On this basis the actual
contribution rates are insufficient to fund the ongoing actuarial cost of the system, including the
current year pay-as-you-go cost for the heaith insurance benefits. ‘

view

We reviewed the Quinquennial Evaluation Report in order to determine the appropriateness of
the current actuarial assumptions regarding salary growth, mortality among healthy retirees, and
termination and retirement rates among active members. We examined the currént investment
portfolio of the fund in order to determine the reasonableness of the assumed rate of investment
return. Finally, we also considered the historical information provided in the Comprehensive
Annual Financial Reports and the Actuarial Evaluation as of January 1, 1991 in order to monitor
the growth of retiree health insurance costs relative to payroll.

In discussing our analyses and conclusions regarding the actuarial assumptions, we will fifst
discuss the investment return and salary growth assumptions since they should reflect consistent
underlying economic assumptions regarding inflation, producnvuy growth, etc. We will then
move to. the mortality assumption among healthy retirees, followed by the termination and
retirement rates among active members. These three demographic assumptions have a major
effect on actuarially computed costs of retirement benefits. We will then discuss the rate of
increase in retiree health costs and payroll..

MILLIMAN & ROBERTSON, INC.

10.
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Before discussing our analyses of the actuarial assumptions, it may be well to review in general
terms -the effect of the various items of actuarial assumptions on the valuation. An actuarial
valuation invoives a projection of the salaries and service of present members of the system and
a determination of the value of the expected benefits payable to them. Thus, if many members
die or terminate before becoming eligible for benefits, required contributions to the fund will
‘be smaller than if the members experience lower mortality or turnover. Similarly, a high
investment yield will mean greater investment income so that there is a corresponding reduction
in required contribuitions. :

Because of the interplay of. the various elements of actuarial assumptions.it is not adequate to
review only one of the assumptions but rather the overall effect must be evaiuated. This
interplay is well illustrated by recent trends in investment income and salary progresswn
Probably most systems have eamed investment income in the last few years well in excess of
the actuarial interest assumption. Thus, contributions would seem to be overstated because the
interest assumption was too low. But many systems have also seen salaries inicrease faster than
the assumed trend in salary progression. Thus, contributions were understated because benefits
receivable at retirement were underestimated. As a consequence, the overstatement of the
contribution due to- a low assumed interest rate' was offset by the understatement of the
contribution due to a low assumed salary progression.

The overall reasonableness and consistency of the various actuarial assumptions must therefore
be the primary consideration in our review.

With respect to assumed rates of future investment returns, we reviewed the information
regarding the distribution of investments as of December, 1989 and 1990 from the
Comprehensive Annual Financial Réports and the Actuarial Evaluation as of January 1, 1991,
Ideally, the investment return assumption should reflect the long-term investment strategy and
asset -allocation targets for the Fund’s investment managers. We relied on the allocation of
investments as of December, 1989 and December, 1990 as being representative of the likely
relative allocations among the various asset-classes in the future. Based on this data, it appears
that a long-term real rate of return on plan assets above the rate of inflation might be expectt_ad
to approximate 4% assuming that approximately 55% of the fund’s assets are invested in
government and corporate bonds, 33% in stocks and venture capital, 7% in real estate and 5%
in short-term investments. This assumption would be generaily consistent with actual historical
returns during the period 1926 through 1991, as well as reasonable estimates regarding the

MILLIMAN & ROBERTSON, INC.

11.
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future. The Actuarial Evaluation indicates that the current investment return assumption is 8-
1/4% and that the assumed rate of inflation is 5% which implies an assumed real rate of return
of approximately 3-1/4%. If we were to continue to use the 5% inflation assumption, which
seems reasonable, this would imply that there is perhaps 3/4 of 1% of conservatism in the
current assumed investment return rate; i.e., the investment return assumptions could be
increased to 9% (5% inflation plus 4% real returns).

With respect to salary growth, the current actuarial assumption is 5-3/4% which is divided into
two components:

1. Promotional increase of 3/4 of 1% per year; and,
2. Inflationary increases of 5% per year,

We had two sources of information available to us to guage the appropriateness of this
assumption.- First of all, the Comprehensive Annual Financial Reports indicated average-salary
levels among covered members for the period 1979 through 1990. Those figures indicated that
the annual rate of increase in average earnings was approximately 6% over that 11-year period.
During. the same time, the Consumer Price’ Index increased by approximately 5.8%. This
indicates that during this recent 11-year period, average earnings increased approximately 2/10
of 1% per year faster than the rate of inflation. (It is worth noting that the rate of increase in
average salaries should measure only the inflationary component of salary increases because the
average salary in any given year should reflect approximately the same distribution of active
members among various ranks. and job levels, This serves to "hide" the effect of promotional
increases.)

Additional historical data regarding rates .of salary increase were summarized in the
Quinquennial Evaluation covering the period 1967 through 1986. These rates track individual

‘members over successive 5-year periods and hence allow the measurement of both inflationary:

and promotional increases. This data indicates that the average rate of annual increase over that
20-year period was approximately 8.70% which can be compared with the rate of annual
increase in the Consumer Price Index over the same period of approximately 6.25%. ‘Thus, it
appears that the total rates of salary increase over that 20-year period have been aimost 2-1/2%
higher per year than the rate of inflation when the effect of prometional increases is included.
Thus it appears that the salary increase rate may be understated. Based on the limited data
available to us, we are reluctant to propose specific changes in the salary growth assumption,

but it appears reasonable to preliminarily assume that the -salary growth assumption may be

understated by about the same amount as the rate of investment returns, or approximately 3/4
of 1%.

MILLIMAN & ROBERTSON, INC.
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Assuming that both the investment return and salary growth assumptions are understated by
similar amounts will simplify the additional analysis required to review the adequacy of the
current contribution rates. This is because the assumed rate of salary growth is offset by the
assumed rate of investment returns in the calculation of actuarial values during the period of time
that a member is actively employed. For this reason many people talk about the spread between.
the, investment return assumption and the salary growth rate as being more important than the
actual level of the investment return or the salary growth assumption. For" purposes of moving
forward with our analysis we will assume that the assumed spread between the current
investment return assumption and the current salary growth assumption is reasonable.

With respect to retiree mortality, the most recent Quinquennial Evaluation indicates that the
current mortality assumption did a fairly good job of replicating actual experience during the
period 1982 through 1986. The évaluation also indicates that PFDPF has been seeing a pattern
of continuing improvements in mortality among retirees which serve to lengthen the life
expectancies of retired members. This is a comimon phenomenon with the vast majority of
retirement systems due to the contiriuing improvement in life expectancy. Thus, it is reasonable
to expect that the current mortality assumption for healthy retirees is probably already marginal
if not inadequate assuming that mortality has continued to improve since the 1982-86 study
period. Moreover, most actuanes anticipate that life expectancies will continue to increase in
the future.

The Wyatt Company estimated the effect of possible improvements in the life expectancy of
retired members in their 35-year Forecast Study by estimating future mortality improvements
via the age setback technique under which they set back the mortality table for heaithy retirees
by 3 years and 5 years. A similar resuit can be obtained by using an interest rate approximately
3/4 of 1% lower than the actual assumed investment returns after retirement. This again has the
very convenient result of offsetting our estimate of the extent to which the investment return

assumption -could be increased. Thus, our overall appraisal of the appropriateness of the

investment return, salary growth and post-retirement mortality assumptions is that they, in
combination, are reasonably representative of expected future experience under PFDPF.

With respect to termination and retirement rates among active members, we believe that the

current assumptions are reasonably related to experience during the period 1982 through 1986
and have no reason to suggest that a modification is appropriate.

MILLIMAN & ROBERTSON, INC.
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Finally, with respect to the rate of increase in retiree heaith costs and payroll, it is possible to
estimate the average growth rate in retirge health costs and payroll over the period 1980 through
1991 based on data in the Comprehensive Annual Financial Reports. This analysis indicates that
retiree health costs have been increasing at an average annual compounded rate of 15.8% while
payroll has been increasing-at a much lower rate of 6.9%. Moreover, the disparity between the
rate of increase in healthcare costs in 1991 was even greater than the difference over the last 11
years in that retiree heaith costs increased 14.6% while payroll only grew 3.4% (for a difference
of over 11%!). Thus we see no reason to believe that the healthcare costs will remain stable as
a percentage of payroll in the near term future at either the 6.5% of payroll rate assumed in
several of the 35-year forecasts or at the 7.3% rate indicated applicable for 1991 i . the Actuarial

Evaluation,
nclusion

Based on this analysis, we believe that the actuarial assumptions utilized to project the cost of
benefits other than the retiree health insurance benefits in the 1991 Actuarial Evaluation are
reasonable-in the aggregate, But we believe that the cost of retiree health insurance benefits is
likely to grow significantly in the future when expressed as a percentage of payroil.

The Wyatt Company prepared projections summarized on pages 35 through 40 of the 35-year
Forecast ‘Study which are based on assumptions regarding the growth in medical care costs
which we believe are reasondble in that they anticipate high double-digit rates of increase in
health insurance costs for the intermediate térm future with respect to retirees under age 65
which gradually grade down to health cost increase rates slightly above the rate of inflation. The
most favorable of these three projections (Table E(6) on page 39 and 40 of the 35-year Forecast
Study), which anticipates significant contributions for dependents coverage, indicates that
contribution rates for Police and Firemen will have to increase dramatically over the next 35
years to approximately 70% and 60% of payroll, respecﬁvely (As indicated earlier, these rates
are currently 30.15% and 34.75%, respectively.) It is worth noting that the contributions
adopted by PFDPF effective July 1, 1992 are well below the level of retiree contributions
assumed in the projections summanzed in Table E(6).

On the basis of our understanding of the various analyses and reports prepared by the Wyat
Company and our appraisal of the reasonableness of the various scenarios analyzed in the 35-
year forecast, we believe that there is aneed for either significant increases in the contribution
rates from employers, members or the state or significant reductions in the benefits provided to
the members (or some combination of these) in order to maintain the actuarial soundness of the
Police & Firemen'’s Disability and Pension Fund of Ohio. In the absence of such changes,
PFDPF is likely, in our opinion, to be steadily disfunded over the future.

MILLIMAN & ROBERTSON, INC.
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We would welcome the opportunity to review our analyses and conclusions with you and the
memibers of the Commission or other interested parties at your convenience.

Respectfully submitted,
MILLIMAN & ROBERTSON, INC. o

’_——:‘—;gﬂ&

William A. Reimert, F.5.A.
Consulting Actuary & Principal

WAR:wat
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T SGANIZATION SURVEYS

April 24, 1992

Mr. Henry E. Helling, III

‘Executive Director
The Police and Firemen's Disability

and Pension Fund of Ohio
230 East Town Street
Columbus, Ohio 43215-4650

Re: Milliman & Robertson Report to Ohio Retirement Study Commission

Dear Henry:

We have reviewed the April 16, 1992 letter from William Reimert to

Mr., Aristotle Hutras, which letter is a prelimindry draft of the Milliman &
Robertson report to the Ohio Retirement Study Commission (ORSC). The report
has two functions: (1) to assess the reasonability of the actuarial
assumptions used by Wyatt and (2) to comment upon the projected financial
solvency of the PFDPF, Neither of these aspects of the report holds
surprises: the assumptions are found to be reasonable and the outlook for the
Fund in general mirrors that presented in ouxr Forecast Study.

Mr. Reimert's conclusion regarding the future financial solvency of the Fund
is identical te that drawn from our Forecast Study: with the current levels
of pension, disability and health care benefits, and expected future trends in
health care costs, the current statutory contribution rates are inadequate.
This observation is presented in Section F, Item 6(b), {page 45) of the

Forecast Study.

Mr. Reimert's report, however, unlike our Forecast Study, emphasizes only the
negatives, andimakes no positive observations: we showed that if health care
costs could he limited toc 6.5% of payroll annually, then the financial
integrity of the Fund could be maintained by the current contribution rates.
Mr. Reimert (page 7) writes: "we see no reascen to believe that the health care
costs will remain stable as a percentage of payrcll in the near term future at
either the 6.5% payroll rate... or the 7.3% rate indicated... for 1991.... .°"
We prefer to encourage the Board to continue to aggressively monitor tha cost
and keep exploring ways to reduce costs. In other words, a cntagoriqal denial
up front of the likelihood of a successful program to maintain the 6.5% level
is we think, at this time at least overly pessimistic.

16.




Mr. Henry E. Helling, ITI -2 - April 24, 1992

While Mr. Reimert agrees with our projéction that the pdy-as-you-go health
care cost can be expected to grow to 20% of payroll by the year 2005 (see
Table E(4), page 35, of the Forecast Study), he provides only a narrow
analysis of the implications this holds for the Fund. Specifically, his
solution calls for "very significant reductions... in the level of cnveragg
provided and/or very significant additiorial contributions... from retired

members."

We think that this type of immediate drastic action is not the only viable
approach, nor does the absence of such major changes necessarily spell
finaneial insolvency for the Fund. It is impoftant to adopt a long-term
perspective racher than a quick fix, and to analyze other factors which will
have a bearing on the Fund's financial position.

For example, our Forecast Study (Table E(7), page 41) shows the dramatic
effect improved investment performance can have on the financial scability of
the Fund. In fact, we already expect to see such an effect in the 1992
evaluation, based on the high rerurn realized in 1991. This possibility; was
not at all discussed by Mr. Reimert. Also, the possibility of national heaith

care reform was not mentioned.

Moving on, in analyzing the actuarial assumptions used for pension and
digability benefits, Mr. Reimert focusea on the rates of investment return and
salary growth, mortality among healthy rectirees, and termination and
reatirement rates for active members. In the aggregate these assumptions are

found to be reascmnable.

Mr. Reimert concludes that both the 8.23% investment return and 5.75% salary
increase assumptions are understated by approximately .75%, but also points
out that the spread between the rates is more critical than the rates
themselves. It should be noted that the analysis of the investment return
makes no mention of the fact that book value assets are used for the actuarial

evaluations, not market value.

The mortality assumption for healthy retirees and the termination and
retirement rates among active members are found to accurately reflect
experience for the 1982-1986 quinguennial period. But the mortality
assumption is considered likely to be inadequate for the futire, This agrees
with our Forecast Study, in which we present the effeets of improvements in
retiree mortality, Of course, all mortality, retirement and terminacion
assumptions will be re-evaluated this year in the 1987-1991 quinquennial

atudy.

with ragard to the assumptions used to analyze retiree health care costs, the
double-digit rates of increase presented in our Analysis of Post-Retirement
Medical Benefits and utilized in our Forecast Study are deemed to ba
appropriate expectations of future trends. Again, projected health care costs
will be re-evaluated this year, including an analysis of the effect of
recently adopted member contributions and other cost-containment measures,

%ﬂCOMPANY
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Mr. Henry E. Helling, III -3 - April 24, 1992

In summary, the Milliman & Robertson reporr to the ORSC supports the actuarial
assumptions. used for both our annual evaluactions of the Fund and our analysis
of retiree medical beénefits. In addition, the results of our Forecasat Study,
especially the need to control retiree health care costs, are considered by
Mr. Reimert to be an accurate assessment of ths Fund's position. But, we can
not agree with Mr. Reimerc's totally negative position. We (and the Board)
kniow there is a problem and at least for the near term recommend continuing

efforts to monitor and control health care costs.

I will be available to discuss any questions you may have on this topie at

your convenience. Please give me a call if the neéd arises,

Sincerely yours,

L @ i
R S L. D e

Wayne E. Dydo, F.S5.A.

WED:dld

ce: Mr. Thomas R. Saverns

m;%fl COMPANY
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RECOMMENDATIONS

Since 1983 the legislature has sought some resolution to the funding/benefit cost problems of PFDPF. In 1984
the Ohio Retirement Study Commission’s study “Costs and Funding of Police and Firefighter Pensions in Ohio”
made several recommendations.addressing these problems. Some of the recommendations have been adopted.
Included among the recommendations of this report are those recommendations that have not been adopted.
Also inciuded are certain recommendations made in the Ohio Retirement Study Commission’s final report on
“The Costs and Funding of Health Care Benéfits Provided by the Ohio Retirement Systems,” which was sub-
mitted to the legislature-in 1991.

Recqmmendation No. 1 - That no future legislation creating additional liabjlities to PFDPF be enacted unless a
fiscal note, prepared by an actuary, be provided to the Ohio Retirement Study Commission.13

Rationale - Retirement benefits are very costly. They create long-term obligations 20 to 30 years in the. future.
The legislature has a duty and an obligation to know their costs.

Recommendation No. 2 -That the legislature refrain from the adoption of ad hoc post-retirement increases that
are not funded by state appropriations,16

Rationale - Ad hoc post-retirement increases credte immediate, unfunded liabilities. Ad hoc increases become
due immediately because they are applied to a population of individuals already retired. They are unfunded.
because no contributions have been made by the retired individuals to fund the increased cost of these pension
supplements.

In contrast, benefit improvements that are applied to future retirees have less of an immediate fiscal impact on
the pension fund. They can be funded by contributions over the future working lifetime of current active mem-

bers.

Recommendation No. 3 - That the legislature offset Workers” Compensation benefits against PFDPF disability
benefits. 17

Rationale - The purpose of the disability program is to provide replacement income for members unable to earn
an income due to a disabling condition. The Workers’ Compensation program has a similar purpose. One of
the basic differgnces is that Workers” Compensation requires that the disabling condition have resulted from
employment in order to qualify for benefits. Under the pcnsion pragram the condition may have béen caused
from any activity. The important consideration is that employers are providing two sources of income for the
same injury in those cases in which the disabling condition is work-related.

Recommendation No. 4 - That the state increase its annual subsidy, known as the “state contribution,” from
$1.2 million to $4.8 million, indexed to the average percentage change in the Consurer Price Index.18

Rationale - The “state contribution” of $1.2 million was the total amount that had been distributed to the 454
local police and firemen relief and. pension funds in existence prior to their consolidation into PFDPF. This
contribution was continued and paid into PFDPF, It has-remained unchanged since the consolidation in 1967.
The value of $1.2 million based upon the 1967 dollar is equivalent to $4.8 million today. The purpose of the
indexing feature is to. maintain the value of the state contribution.

;2 "Costs and Funding of Police and Firefighter Pensions in Ohio, " Ohio Retirement Study Commission (1984).
Ibid. .
17 Ibig,
18 Ibid,
r— 19'




lecommendation No. 5 - That PFDPF’s assets reserved for pension and disability benefits be segregated from:
ssets available for health care benefits by creating a separate heaith care fund, and that health care costs be-
imited to 6.5% of payroil.1? —

tationale - The rising cost of health care is a major threat to the long-term financial stability of PFDPF. The
rimary legal and financial obligation of the fund is to provide pension benefits. These benefits are mandated
y statute, and become vested upon retirement. The law grants the board discretionary authority fo provide
ealth care benefits, permitting the board to change the level of coverage and the costs paid by retired members

t any time.

tising health care costs are likely to cause a steady erosion of PFDPF’s pension reserves, thereby requiring ever
acreasing contribution rates in the future to pay for the level of pension bencfits promised by the legislature.

legregating PFDPF’s assets eliminates the possibility of gradually disfunding pension benefits by annually
sing pension reserves to pay for health care costs. It also requires the board to institute additiorial cost sharing/
ost containment measures in order to provide health care benefits within available resources.

'FDPF, along with other state pension funds, has-aiready begun moving towards the establishment of a man-
ged.care plan in lieu of the traditional "fee for service” plan in the hope of saving millions of dollars in heaith
are costs, especially for retirees under age 65 who use many medical services but are not covered by Medicare.
“his new. plan will incorporate negotiated payment levels and utilization conwrols - the two key components of
ealth care costs - and will reduce the impact of continued cost shifting from providers to plans that have not
egotiated price discounts. Retirees may also-be asked to pay a greater share of their health care costs depend-
ig on the cost of the new plan and the systems’ financing ability, and whether the covered individual receives

nedical services within or outside of the provider network.

tecommendation No. 6 - That the reimbursement of monthly Medicare Part B premiums be capped. 20

tationale - When PFDPF began reimbursing retired members for the Medicare Part B premium in 1977, the
mount of the premium was $7.20 per month. The costin 1992 is $31.80, a growth of over 340%. The Medi-
are Part B premium is scheduled to increase to $36.60 in 1993, $41.10 in 1994 and $46.10 in 1995, an increase

f 45% in just three years. PFDPF has no control over such increases.
“apping 'the reimbursement rate reduces the impact of future premium increases on PFDPF’s health care costs:

tecommendation No. 7 - That the deductible arid out-of-pocket maximum be indexed to the previous year’si
ercentage increase in health care costs.?! .

tationale - Flat dollar deductibles and out-of-pocket maximums lose their intended effects over time due to the
igh annual growth rates of medical expenses, and become an ineffective means of containing health care costs.
"he current annual out-of-pocket maximum of $500 for single coverage and $750 for family coverage has
emaihed unchanged since the adoption of the PFDPF health care plan in 1974. Had the $500 limit been in-
exed. to the general inflation rate, it would have increased to $1,300 in 1990; indexed to the medical inflation

ate, it would have exceeded $2,700.

9 “The Costs and Funding of Health Care Benefits Provided by the Ohio Retirement Systems,” Oliio Retirement Study Commission
(1991) '

0 tbid.
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Because the out-of-pocket maximum hiis been frozen while health care costs have been rising, PFDPF has
continued to absorb an ever increasing percentage of total costs. Inits 35-year forecast study, the Wyatt Com-
pany calculated that in 1990 pre-65 retirees picked up approximately 9% of the cost of the plan through the
deductible and co-insurance requirements. By the yéar 2025, the Wyatt Company estimated that pre-65 retirees
will pay for less than 2% of the cost of the plan if the out-of-pocket maximum remains at'its current level.

Recommendation No. 8 - That the PFDPF board charge retired members a premium for a/l dependents covered
under the health care plan, and that the premium charges for pre-65 retirees reflect the increased health care
costs associated with the normal retirement age of 48 established under Am. Sub. H.B. 389 in 1988.

Rationale - There is an increasing recognition among the state pension funds and other private employer health
care plans that retirees need to share in the-cost of health care. Requlnng contributions from retirees achieves
the following objectives: '

* Provides an additional source of rgvenué to help finance rising health care costs while avoiding abrupt
and severe long-term changes to the health care plan.

* Spreads the cost sharing over a greater population than simply those who utilize health care services.
« Promotes intergenerational equity between current and future retirees.
« Encourages retirees to act as reasonable and informed consumers of health care services.

* Provides a potential incentive for covered individuals who are employed to enroil in their employer’s
health care plan.

The retiree premiium cost sharing recently adopted by the PFDPF board effective July 1, 1992 exempts spouses
over age 65 and dependent children under age 18 from health'care contributions. One-of the recommendations
adopted by this Commission regarding premium cost sharing is that spouses and dependénts should bear a
greater proportion of the premium costs than retirees. Varying the premium costs between retirees and depen-
dents recognizes that with limited available resources the primary obligation of PFDPF is to the individual
retiree.

Another recommendation adopted by this Commission is that pre-65 retirees should bear a greater proportion of
the premium costs than post-65 retirees who are generally eligible for Medicare. Varying the premium cost
according to Medicare eligibility recognizes that the plan cost for Non-Medicare eligible persons is three to four
times higher than for Medicare eligible persons.

The normal retirement age of 48 established by Am. Sub. H.B. 389 in 1988 exposes the PFDPF health care plan
to significant medical costs for up to 17 years before Medicare becomes the primary insurer. The premiums
charged to individuals who retire at earlier ages should reflect this increased cost to PFDPF. Segregating the
assets available for health care benefits, together with capping health care costs at 6.5% of payroll, will likely
require greater contributions from pre-65 retirees than the current monthly premium charge of $10.

Recommiendation No; 9 - That the statutory payment schedule for the employers’ frozen initial 1iability.bc.
accelerated to provide seed money for PEDPF’s health care fund in an amount equal to six months’ medical
claims and expenses.

Rationale - The employers’ frozen initial liability provides a source of income that is owed to PFDPF asa
result of the consolidation of 454 focal police and firemen relief and pension funds. Initially, employers were
given 20 years to pay off their respective indebtedness to the fund; this was later extended to 59 years and then

to 67 ycars to accommodatc thc finanmal COncerns of cmployers 21




The creation of a separate health care fund wnhm PPDPF requxres some seed money to meet unexpccted rev-
enue shortfalls on a short-term basis and to give the board sufficient time to anticipate changes and to make any
necessary modifications to the health care plan in a responsible and orderly manner. Accelerating the payment
of the employers’ frozen initial liability provides a means of satisfying this requirement.

Recommendation No. 10 - That the employee contribution rate be increased from 10% to 11% of payroll.

Rationale - The employee contribution rates for police and firemen are among the lowest of the state pension
funds when expressed as a percent of the total employee and employer contribution rate.

The employee rates as a percent of total rates for each of the state pension funds are as follows:

_ Emplovee Rate

PERS Law Enforcement 25.00% 36.00%

" HPRS 35.:03% 30.00%
PFDPF Police 29.50% 33.90%
Firemen 34.00% 29.40%

PERS State 21.81% 39.00%
Local 22.05% 38.50%

STRS 23.25% 39.80%
SERS | . 23.00% 39.10%

If police and firemen paid a rate comparable to that of state workers, teachers and school employees, they would
pay at a minimum 11.50% and 13.25%, respectively.

Recommendation No. 11 - That the legislative freeze on the employer contribution rates be lifted upon the
adoption of all of the foregoing recommiendations.

Rationale - Freezing contribution rates by statute is basically unsound because it assumes that benefit costs are
fixed and certain. They are not. They fluctuate due to differences between actuarial assumptions and actual
experience, benefit changes, assumption changes and variations in post-retirement medical expenses.

The employer contribution rates have been fixed by statute at the 1986 level. Since 1986 PFDPF has experi-
enced an increase in benefit costs of 11.22% of payroll for police and 10.83% of payroil for firemen due to
several benefit improvements enacted by the legislature. It has also experienced an increase in health care costs
of 1.67% of payroll as retiree health care costs continued to rise fister than payroli. '

While favorable actuarial experience and changes in actuarial assumptions have covered some of these in-
creased-costs, a deficit still remains. This deficit financing means a steady buiid-up of unfunded liabilities, and
has long-term ramifications to future generations of taxpayers who will be required to pay for promised benefits
when they become due through ever increasing contribution rates.

CONCLUSION
Ohio law provides that the primary legal and financial obligation of PFDPF is to provide pension benefits.

These benefits are defined by-statute and become vested upon retirement. It is thus incumbent upon PFDPF to
accumulate and maintain the necessary pension reserves to pay for these vested benefits when they become due.
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Ohio law also grants the PFDPF board discretionary authority to provide health care benefits to retired members
and their dependents. These benefits are neither defined by statute nor vested upon retirement, thereby
permitting the board to change the level of medical coverage and the; costs paid by retired members at any time.

This report documents that with the current levels of pension, disability and health care benefits, together with
expected future growth in medical costs, the statutory contribution rates are inadequate to maintain the actuarial
soundness of PFDPF, and that without either an increase in contributions or a reduction in benefits or some
combination thereof there is likely to be a steady erosion of PFDPF’s pension reserves, thereby requiring ever
increasing contribution rates in the future to pay for the level of pension benefits mandated by statute.

The recommendations included herein are designed to maintain the actuarial soundness of PFDPF. Their
primary-objective is to secure the proper funding of future pension benefits: The recommendations suggest that
the legislature, employers, members and plan administrators share in the responsibility of ensuring the long-
term financial solvency of PFDPF, and not shirk that responsibility to future generations.

ORSC ACTION

At ifs meetirig of August 19, 1992 the Ohio Retirement Study Commission voted to accept the report and to
submit it to the Ohio General Assembly as required by section 742.311 of the Ohio Revised Code.

Glenn Kacic - Contact Person
(614) 228-1346
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APPENDIX
Scenario Assumptions

Scenario No. 1 - Assumes assets earn 8.25% each year except for stocks, which earn 14.9% for 1990 through
1993, medical costs remain at a constant 6.5% of payroll, which allows for an increase of about 5% per year,
and no mortality improvements occur. (See Appendix Table. 1)

Scenario No. 2 - Same assumptions as first scenario except increased life expectancy of 2.5 years for service
retirees and 1 year for disabled retirees. (See Appendix Table 2)

Scenario No. 3 - Same assumptions as first scendrio except increased life expectancy of 4 years for service
retirees and 2 years for disabled retirees. (See Appendix Table 3)

Scenario No. 4 - Saine assuriptions as first scenario except medical costs for pre-65 retirees increase at 14.4%
in 1991 and gradually decrease to an ultimate level of 5.5%. Medical costs for post-65 retirees increase at 6.0%
in 1991, rise to 9.6% in 1993, and then gradually decrease to 5.5%. (See Appendix Tabie 4)

Scenario No. 5 - Same assumptions as fourth scenario except medical costs are calculatéd assuming the de-
ductible and out-of-pocket maximum are indexed to the previous year’s percentage rise in health care costs.
(See Appendix Table 5)

Scenario No. 6 - Same assumptions as fourth scenario except medical costs are calculated assuming certain
percentages of medical costs are paid for by future retirees according to the following table: (See Appendix
Table 6)

Service (48 & 25 YOS) 0% 50% 50%
Service (62 & 15 YOS) 0% 50% 50%
Disability (20 YOS) 0% 60% 60%
Disability (15 - 19 YOS) 0% 0% 70%
Disability (0 - 14 YOS) 0% 75% 75%
| Deferred (20 YOS) 50% 60% 60%
Deferred (15 - 19 YOS) 50% 70% 70%

Scenario No. 7 - Same as fourth scenario except assets earn 10.25%. (See Appendix Table 7)
Summary of Tables

Appendix Table 1 - If, over the 35-year forecast period, no mortality improvements occur, annual medical
costs are limited to 6.5% of payroll, and assets earn 8.25% each year {except stock portfolio achieves an annual
rate of return of 14.9% from 1990 through 1993), then the actuarially determined contribution rates are pro-
jected to decrease gradually from 34.28% in 1990 to 25.90% in 2025 for police, and from 35.60% to 12.97%
over the same period for firemeri. The statutory rates are presently 29.50% for police and 34.00% for firemen,

The funded status of PFDPF is also projected to improve from just over 50% in 1990 to 72.28% in 2025 for
police and 90.59% for firemen. On a combined basis, PFDPF will be approximately 81% funded, meaning that
81% of the present value of future pension and disability benefits will be covered by assets in the year 2025.
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Appendix Table 2 - If the life expectancies for future service and disability retirees improve by 2.5 years and
ind | year, respectively, then the actuarially determined contribution rates dre projected to remain between 33%
1nd 36% over the 35-year period for police, and to decrease gradually to just under 22% for firemen in 2025,
“Jnder this scenario, the funded status of PFDPF will continue to improve to 61.57% for police and 80.08% for
remen by the the year 2025. On a combined basis, PFDPF will be approximately 70% funded.

Appendix Tablé 3 - If the life expectancies for future service and disability retirees improve by 4-years and 2
years, respectively, then the actuarially determined contribution rate for police will remain at approximately
36% for the first 15 years, and then steadily increase to 41.26% in the year 2025. The actuarial rate:for firemen
will continue to decrease, albeit at a much slower rate, to 27.54% by‘2025.

The furided status of PFDPF will continue to improve, again at a much slower rate, o approximately 64% by
the year 2025,

Appendix Table 4 - If the-expected trend in health care costs occurs, PFDPF is projected to become financially
insolvent during the year 2024; that is, PFDPF will have negative assets of $834.6 million as'of January 1,
2025. Under this scenatio, the actuarially determined contribution rates will increase rapidly over'the 35-year
period to aver 100% of payroll for police, and 88.49% of payroll for firemen in the year 2025.

Health care costs alone are projected to increase from the actual rate of 7.3% of payroll in 1991 to nearly 20%
of payroll by the year 2005, and to over 22% of payroll by the year 2011 and thereafter.

Appendix Table 5 - If the deductible and out-of-pocket maximum is indexed to the previous year’s nise in
health.care costs, this, in and of itself, will not significantly affect the long-term financial soundness of PFDPF.
Actuarial contribution rates are still projected to rise rapidly over the 35-year period to approximately 98% for
police and 85% for firemen. PFDPF will continue to become. steadily disfunded by the year 2025, resulting in
total assets of $309.6 million as of January 1, 2025. While cash outlays for health care costs would be lower,
the health care contribution rate as a percent of payroll is still projected to reach 21% for much of the 35-year

period.

Appernidix Table 6 - If future retirees are charged a centain percentage of their dependents’ health care premi-
ums, the health care contribution rate as a percent of payroll is projected to peak at nearly 16% in about 20 years
and gradually decline to around 14% by the year 2025 (as opposed to 22% without the retiree premiurn charge).
The total actuarial contribution rates are still projected to increase over the 35-year period, albeit at a somewhat
slower rate, to 70.53% for police and 59.60% for firemen. Also, PFDPF is still projected to become steadily
disfunded over the 35-year period, again at.a slower rate; the overall funded status of PFDPF will be around

28% by the year 2025, and decreasing.

Appendix Table 7 - If assets earn an additional 2% each year qver the 35-year period, the overall funded status
of PFDPF is projected to improve to approximately 73%. However, the actuarial contribution rate for police
will steadily increase to 49.89% by the year 2025, which-is s1gmﬁcantly higher than the current statutory rate of
29.5%. For firemen, the actuarial rate will peak at 36.62% in 2007 and gradually decline to 31.35% in 2025

which is less than the current statutory rate of 34%.

25.
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Thepd()Ilce
Fll‘e menS pisability and pension Fund

230 East Town Street / Columbus. Ohio 43215 / (614) 228-2975

L. PAUL ROSS. Executive Secretary

-

TO: MUNICIPAL FISCAL OFFICERS AND TOWNSHIP CLERKS

RE: CERTIFICATION OF EMPLOYER'S RATE FOR 1986

This will certify that beginning January 1, 1986 the "Employer's
Contribution Rate" for municipalities or townships employing full-
time police officers and fire fighters shall be as follows:

POLICE Employer's Contribution Rate: 19.50% of earnings
FIREMEN Employer's Contribution Rate: 24.00% of earnings

Pursuant to Sections 742.33 and 742.34, R.C., these rates of employer
contribution have been set by the Police and Firemen's Disability and
Pension Board on the basis of an evaluation made by the Fund actuary.

The actudary recommended a total rate per cent for future service funding
(exclusive of State of Ohio appropriations which find the increases in
benefits enacted by the 108th and 109th General Assemblies) of 29.17%

of payroll for police and 33.67% of payroll for fire fighters. The
employer's rates, herewith certified, are derived as follows:

Police Firemen
Gross Rate: 29.17% 33.67%
Less Member's Statutory Rate: (8.50) (8.50)
Less State Contribution: (1.17) (1.17)
EMPLOYER'S RATES: ‘1.5.5CG% 24,00%

The new rates take effect with the =zirst payroll period in 1986.
Very truly yours,

z%,_uc”

L. Paul Ross
Executive Secretary

July 1985




