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EXECUTIVE SUMMARY

OPERS is pleased to provide to the Ohio Retirement Study Council (ORSC) a summary of the significant
events of 2011 and a full accounting of the health care program as required by Section 145.22 of the Ohio
Revised Code. The OPERS Board of Trustees recognizes that providing access to quality health care
coverage is an important element in providing retirement security for our retirees and their dependents. As
such, the OPERS Board manages the health care program responsibly to maximize the life of the health care
trust fund.

OPERS utilizes a multi-faceted approach to managing its retiree health care program so that access to
coverage can be provided to both current and future generations of retirees. The OPERS plan for managing
the health care program involves controlling expenditures through active management, continually evaluating
plan design and maximizing revenue through investment retumns.

Events in 2011 pertaining to the OPERS retiree health care plan include the following:

® Plan design changes — In an effort to extend the solvency, or life, of the health care trust fund, the OPERS
Board evaluated plan design change options. OPERS will communicate these potential changes to
members in 2012 and ask for their feedback prior to the finalization of any changes.

® Fund size — Total health care fund assets at December 31, 2011 were $11.6 billion.

® Investment income — During 2011 the capital markets experienced a significant amount of volatility largely
due to the European debt crisis and the political debate on increasing the U.S. debt ceiling. While the
OPERS health care fund outperformed its benchmark by approximately 20 basis points, the fund retained a
-0.52 percent resulting in a loss of approximately $1 million. In 2010 the fund returned 13.53 percent.

® Patient Protection and Affordable Care Act (PPACA) — Effective January 1, 2011, OPERS was compliant
with all applicable requirements of the PPACA. Plan design enhancements required by the PPACA including
an unlimited lifetime maximum were also introduced in 2011. OPERS also participated in the Early
Retirement Reinsurance Program (ERRP), a provision of PPACA. OPERS received approximately $180
million in ERRP reimbursement. This is the third largest amount returned to any organization. These funds
will be used to fund expenses related to the cost of providing health care coverage for retirees.

® Medicare Part D — In 2011 OPERS began offering a Medicare Part D Prescription Drug Plan to Medicare-
eligible enrollees. The Medicare Part D Plan provided retirees with a number of enhancements including
Medication Therapy Management, an annual out-of-pocket maximum and a low income subsidy.

® Member cost share — In an effort to achieve a 20 percent member cost-share target for 2012, changes
were made to the non-Medicare Enhanced Plan including increasing deductibles and out-of-pocket
maximums. Value-based plan design features were also adopted including a differential copayment for
primary care physicians vs. specialists, a higher emergency room copayment for non-emergency
conditions, and additional drug coverage.

@ Provider (vendor) changes - Effective January 1, 2011, MetLife replaced Aetna as the dental plan
provider for the OPERS health care plan.

The OPERS Board of Trustees and staff are aware of the significant challenges ahead in the form of
increasing health care costs, health care reform implementation, increased longevity, reduced contributions to
the health care fund and a growing retiree population due to the retirement of baby boomers. OPERS is
committed to finding solutions to address these challenges so that we can continue to provide access to
quality health care coverage for our retirees.
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OPERS HEALTH CARE HISTORY

Prior to 1990 OPERS first offered health care coverage to its retirees in 1962. The plan was not subsidized by the
system. The retiree paid the entire premium. In 1974, OPERS first began paying premiums for retirees.

OPERS signed an agreement with Kaiser in 1975, thereby offering its first HMO. Through the years that
followed, OPERS offered as many as six alternative plans (HMOs) in a given year, further expanding
retirees’ options.

Mail order prescription services were first offered in 1981. Using National Rx as a business partner, a 90-
day supply could be obtained initially for a $1 co-pay.

In 1986, the five-year service eligibility requirement to qualify for health care coverage under OPERS was
increased to the current standard of 10 years.

1990 - 1999 In 1993, OPERS added a second plan administrator, Medical Mutual of Ohio. The plan was also switched
from a pure indemnity plan to a Preferred Provider Organization (PPO) model.

In 1999, OPERS made significant strides in its attention to preventive services and wellness. Coverage
was provided for flu and pneumonia vaccines, and several enhancements were made to coverage of
preventive services and screenings.

2000 - 2005 In 2003, the Choices Plan was introduced, effective for newly hired employees only. Choices introduced a
service-based approach to the cost of access to health care coverage upon retirement, replacing the one-
size-fits-all 10-year eligibility method. Our first comprehensive disease management program was also
introduced.

in 2004, OPERS began using formulary/non-formulary co-pays in its drug plan to help retirees better
manage their prescription medication costs and save OPERS money as well.

Dependent eligibility definitions became more restrictive in 2005. Over-the-counter medicines, non-sedating
antihistamines and other medications were eliminated from coverage.

2006 - 2010 in 2006, the emergency room co-pay was increased to $75. The hospital admission deductible was
introduced and our subsidy of dental and vision coverage was reduced by half. OPERS' partnership with
the Ohio Quitkine smoking cessation program was established.

in 2007, the Health Care Preservation Plan was implemented, establishing three groups of retirees, each
with eligibility standards based on length of service and start date. The plan added two additional plan tiers
or options for health care coverage. Retirees received a monthly healith care allowance to be applied
toward their selection of one of the three medical/prescription plan offerings and optional dental and vision
coverage.

In April 2007, the OPERS Board approved increasing the target solvency period from the 15-25 year range
previously approved to a 20-40 year range. To achieve this goal, OPERS created an updated long-range,
strategic proposal consistent with the principles of the HCPP.

In January 2008, OPERS began offering the Aetna Medicare Open Plan to Medicare-eligible retirees and
their covered, Medicare-eligible spouses.

in April 2008 Express Scripts, Inc. began serving as the pharmacy benefit manager (PBM) for the OPERS
health care plan.
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OPERS HEALTH CARE HISTORY (continued)

OPERS HEALTH CARE
CHRONOLOGY OF

PROGRESS

Health care coverage begins 1962
Group Rates — zero percent subsidy
1974 OPERS pays premium
OPERS begins funding health care trust
OPERS offers Kaiser HMO 1975
Eligibility increases 1986
from five to 10 years of service
1993 PPO model replaces indemnity
two health plan choices
Preventive services expand 1999
flu vaccines, physical, etc.
2000 Rx co-pay increases
OPERS consumerism model begins
Eligibility is tied to years of service 2003
OPERS introduces Disease Management
2004 OPERS introduces Incentive formulary
deductibles, co-pays and out-of-pockets
Manages prescription drug
costs below national average
OPERS introduces active management 2005 Investments contribute $900 million
of health care program to health care fund
OPERS helps create National $33 m""on in generic savings
Public Sector Health Care Roundtable
OPERS develops comprehensive ":929 Contributions change
wellness program Medicare D subsidy begins
OPERS impiements Health Care 2007 Implements weliness program
Preservation Plan Develops incentive structure and Medicare
OPERS Board of Trustees approves Health Advantage Plan strategy
Care Preservation Plan 2.0
Express Scripts becomes the 2008 OPERS introduces the
pharmacy benefit manager for the Aetna Medicare Open Plan
OPERS health care plan
OPERS releases a RFP to select a 2009 OPERS increases lifetime health care
medical coverage administrator(s) coverage maximum to $3 million
Federal health care reform legislation 2010 OPERS introduces the Humana
was signed into law Medicare Advantage Plan for
Medicare-eligible plan
participants
2011

OPERS was compliant with all applicable
requirements of the Patient Protection
and Affordable Care Act (PPACA)

OPERS participated in the Early
Retirement Reinsurance Program (ERRP)
and received approximately $180 million
in ERRP reimbursement

OPERS began offering a
Medicare Part D Prescription
Drug Plan to medicare-eligible
enrollees

OPERS adopted additional
value-based insurance plan
design features, encouraging
participants to use high valued
services
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OPERATIONAL AND FINANCIAL STRATEGIC OBJECTIVES

Securing health care coverage

OPERS has a long history of providing retirement benefits and retiree health care coverage. But, like other
payors of health care from the federal government to private industry, OPERS has experienced significant
inflationary pressures resulting in increased annual expenditures. OPERS had the foresight and discipline
with favorable financial results over the past decades to establish a $11.6 billion fund to prefund health
care. Through investments and employer contributions, the System has also exercised the same discipline
and thoughtful leadership to control spending to provide access to health care coverage for as long as
possible.

A realistic plan; commitment to solvency

In 2004, the OPERS Board and staff had the foresight to adopt the Health Care Preservation Plan (HCPP).
HCPP is a multi-faceted collaborative effort originally aimed at achieving an average of 15 to 25 years of
solvency for the health care fund. The Board charged staff to implement a multi-platform plan design by
January 1, 2007.

To help secure health care coverage for the future, OPERS has embraced a philosophy of active
management where challenges such as escalating drug costs are tackled head-on using proactive
strategies. The Board and staff have regularly reacted to marketplace developments to capitalize on cost
saving opportunities. Based on current funding levels, OPERS’ actuaries estimate that every $150 million in
savings adds an additional year of solvency. As of December 31, 2011, the savings from HCPP changes
cumulatively added approximately $2.78 billion to the OPERS health care fund.

As is shown in the chart below, the solvency of the OPERS health care fund was 11 years at the end of
2008, 2009 and 2010, meaning that if no additional contributions were made into that fund, it would be
exhausted in 11 years assuming current health care costs. Note that solvency will automatically decrease
by one each year. In order to maintain or increase solvency, savings must be achieved either through
increased revenue (investment returns), reduced expenses or plan design changes.

|Estimated Years of Solvency

35+ — ————— ——

I
80 — —
25
20 + - —

Numbar of
Years

15 _ -

' < —o
10 +— —_—

!
5
0 S i s o

2005 2006 2007 2008 2009 2010

Source: 2011 Comprehensive Annual Financial Report
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OPERATIONAL AND FINANCIAL STRATEGIC OBJECTIVES (continued)

The future of the OPERS health care plan

As guided by the Health Care Preservation Plan originally implemented in 2007, OPERS continues to
monitor industry developments, retiree population patterns and financial market factors that drive health care
decisions for the future. OPERS has realized significant progress in keeping costs increases down with this
approach.

Between 2007 - 2011 OPERS designed and implemented a much more dedicated program for wellness,
worked collaboratively with the other Ohio retirement systems during the medical RFP process, finalized the
transition to a new Pharmacy Benefit Manager (PBM) and introduced a Medicare Advantage Plan and a
Medicare Part D Prescription Plan. OPERS continued to implement numerous changes over the course of
these years with many initiatives still actively being developed and implemented in 2011.

Health Care Preservation Plan summary of current activities:

1. Member Cost Share Policy 10-20 percent (2008-2012)
Status — Medicare-eligible participants currently pay approximately 18 percent of the cost not paid by
Medicare. Non-Medicare participants pay approximately 14.7 percent of the cost. Projected plan design
changes were made with a target of reaching the 20 percent cost share target with the next few years.

2, Eligibility — spousal eligibility at 55 years of age (2011)
Status — Eliminates subsidy for spouses under the age of 55. Spouses under age 55 still have access
to coverage but are required to pay 100 percent of the cost.

3. Legislative initiatives ~ OPERS Board authority to set Medicare B reimbursement level
Status — The legislature approved allowing the OPERS Board to set the Medicare Part B reimbursement
subject to a cap of $96.40 per month unless a recipient is receiving reimbursement from another source,
in which case, the OPERS reimbursement will be reduced accordingly. The OPERS Board approved a
reimbursement rate of $96.40 for 2011.

4. Asset reallocation to improve investment return assumption (2007-2011)
Status — During 2011, the OPERS Investment Division continued implementation of the health care fund
asset reallocation. The reallocation was designed to improve the projected level of future returns and
reduce risk to better meet future health care coverage needs. Starting January 2012, a two percent
additional allocation to fixed income will be made along with a reduction in public equities.

Health Care Preservation Plan — beyond 2011

The retirement of baby boomers, longer life expectancies, increasing health care costs and the decreased
availability of employer contributions have restilted in the OPERS Board re-evaluating health care plan
changes in order to preserve the program for as long as possible. Nationally, health care expenditures
continue to increase.

These trends place OPERS' health care program in a challenging position. The OPERS $11.6 billion health
care fund is one of the nation’s best for public pension systems. Without substantive changes, projections
indicate a potential decline of the fund to zero by 2020. Maintaining the status quo is not an option. The
challenges are too far-reaching to consider simply maintaining the same plan.

With that in mind, OPERS has evaluated health care plan changes. The OPERS Board has been reviewing
key health care issues for many months, focusing on providing a health care program for career employees.
OPERS will share preliminary decisions with members and gather their feedback prior to the finalization of
changes in 2012.

OPERS 2011 Health Care Report — Strategic Objectives page 7
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OPERATIONAL AND FINANCIAL STRATEGIC OBJECTIVES (continued)

Preventive services

Preventive care helps doctors and participants diagnose and treat potential health problems earlier. it
shifts the focus of health care delivery from treating disease to preventing disease. This shift will ultimately
result in lower healthcare expenses and a better quality of life for retirees. OPERS covers at 100 percent
all preventive services recommended by the U.S. Preventive Services Task Force that have received an
“A” or “B” grade from the Task Force. OPERS also covers at 100 percent one routine physical exam each
year.

Clinical quality improvement

During 2011, the Clinical Quality Improvement Committee (CQIC), which is comprised of health care
strategists and clinicians from the Health Care division, OPERS’ vendor partners, and consultants focused
its attention on the development of a Clinical Report Card. The Clinical Report Card contains key clinical,
utilization, participant satisfaction, and financial metrics OPERS will use to evaluate initiatives aimed at
improving or maintaining retiree and dependent health status, improving the quality of care provided
enrollees, and/or positively impacting the OPERS Health Care Fund. Comparing OPERS' resuilts for the
key metrics to industry benchmarks and performance targets will facilitate the CQIC's identification of
opportunities for improvement and evaluation of any/all interventions centered around OPERS' strategic
initiatives for the CQIC. The four strategic initiatives include:

® Supporting the availability of medical homes for OPERS members,
® Improving the management of and costs associated with speciaity drugs,
® Promoting generic drug utilization by members, and

® Where appropriate and feasible, encouraging any/all efforts to vertically integrate programs to address
the needs of public employees from active employment through retirement years.

OPERS 2011 Health Care Report — Strategic Objectives page 9
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OPERATIONAL AND FINANCIAL STRATEGIC OBJECTIVES (continued)

Health care policy affiliations

In 2011, OPERS began partnering with the Governor’s Office of Health Transformation. The purpose of this
collaboration is to explore ways in which public entities can work together to bring much needed changes to
physician and hospital reimbursement mechanisms and with the goal of reducing medical errors and
improving quality of care. Governor Kasich established the Governor’s Office of Health Transformation
(OHT) to carry out the immediate need to address Medicaid spending issues, plan for the long-term and
immediate administration of the Ohio Medicaid Program and to improve overall health system performance
in Ohio.

By partnering with the Governor’s Office on Health Transformation to bring about payment reform, OPERS
was the second pension system in the nation to join Catalyst for Payment Reform (CPR). CPR is an
independent organization led by health care purchasers, with active involvement of providers, health plans,
consumers and labor groups working to improve quality and reduce costs by identifying and coordinating
workable solutions to improve how we pay for health care in the U.S.

OPERS continues to participate in the Rx Ohio Collaborative (RxOC), a joint-purchasing group for four Ohio
pension systems. RxOC is an expanding initiative for Ohio employers to save on prescription drug costs at
both the institutional and consumer level. Extending its buying power to all self-insured Ohio employee
health plans, the RxOC is focused on improving value in prescription drug use by reducing the cost of
drugs while helping to improve health outcomes.

fn 2011, OPERS continued to participate in the Public Sector Health Care Roundtable. This group is a non-
partisan, grass roots coalition that has been organized to give public sector employers and plan sponsors a
voice in the critical national debate on health care policy and to insure that the concerns of the public sector
are addressed. Efforts in 2011 focused on the evaluation of the potential outcomes of the Supreme Court
decision on the Affordable Care Act, group purchasing models, how to increase generic drug utilization and
payment reform initiatives. Participating in this group allows systems to share best practices and strategize
ways to improve the health care delivery system. OPERS serves as a founding member and retains a seat
on the board of this organization.
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FINANCIAL PERFORMANCE

Funding update

Beginning in fiscal year 2006, the Government Accounting Standards Board (GASB) required retirement
systems to estimate their liability for health care similar to the manner in which pension liabilities are
estimated. However, unlike pensions, the health care coverage OPERS provides (with the exception of
Medicare B reimbursements) is not a guaranteed benefit. As of December 31, 2010, the date of the latest
actuarial valuation, OPERS has an estimated liability for future health care of $26.9 billion. OPERS is one
of a relatively few retirement systems that has systematically set aside assets to fund health care. As of
December 31, 2010, OPERS had $11.3 billion in assets as stated on a funding basis (actuarially smoothed
over a four-year period), leaving an unfunded liability of $15.6 billion. Simply put, OPERS had accumulated
41.8 percent of the assets necessary to pay these expenses. The market value of the health care assets
was $12.3 billion and was greater than the actuarial or funding value of assets of $11.3 billion. By
comparison, the health care liability as of December 31, 2009 was $31.5 billion compared to the actuarial
value of assets of $10.9 billion, leaving an unfunded liability of $20.6 billion and a funded ratio of 34.7
percent.

OPERS continues to make changes to the health care plan design. The investment losses of 2008 have
reduced the period of time that the accumulated assets will be able to provide coverage, known as the
solvency period, from 31 years as of December 31, 2007 to 11 years at December 31, 2008. The
investment gains of 2009 and 2010 have maintained this 11-year solvency period through December 31,
2010 despite the annual health care expenses. OPERS continues to proactively pursue plan design
changes to extend the solvency period of the fund while maintaining the funding priority of pension benefits.

Additions to the health care fund

Additions to the health care fund are comprised primarily of employer contributions and investment returns.
Revenues from member contributions, federal subsidies, and contract and other receipts comprise the
balance.

1. Investment Income — The Health Care portfolio experienced a loss of 0.52 percent in 2011, compared to
investment gains of 13.53 percent and 24.80 percent in 2010 and 2009, respectively.

2. Employer Contributions — Employer contributions as a percent of active member payrolls added $503.5
million to the fund in 2011 — a decrease of nearly 20 percent from the 2010 revenue of $628.7 million. Due
to the market losses of 2008, OPERS reduced the portion of the total employer contribution rate directed to
fund health care from 7.0 percent in 2008 to an average of 5.88 percent in 2009, 5.08 percent in 2010, and
4.0 percent in 2011. OPERS's funding objective, by statute, is to first meet the long-term pension benefit
obligations, and to the extent possible, fund health care coverage. Therefore, the portion of employer
contributions allocated to health care will fluctuate based on the funding status of the defined benefit
pension plans. In order to preserve the System’s future financial stability, plan design changes to both
pension and health care are under consideration. Changes to the pension plan were submitted to the
legislature in 2009. Pending legislative approval of the proposed pension changes, the portion of the
employer contribution rate allocated to health care is scheduled to decline to zero percent by 2014.

In addition, the market volatility of 2008 resulted in many employers denying or deferring pay raises in both
2009 and 2010, implementing furlough days, and reducing the number of employees. The market recovery
of 2009 and 2010 began to reverse these trends in 2011, however the number of actively contributing
members continues to decline. Actively contributing members declined by 2.12 percent in 2011, 2.33 percent
in 2010, and 2.35 percent in 2009.
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FINANCIAL PERFORMANCE (continued)

Members who were eligible to retire on January 1, 2007 with at least 10 years of service (Group 1)
receive an allowance equal to 100 percent of the cost of health care coverage under the enhanced
plan. Members hired prior to January 1, 2003 but eligible to retire after January 1, 2007 (Group 2),
receive allowances ranging from 50 percent to 100 percent, while members hired after January 1, 2003
{Group 3) receive allowances ranging from 25 percent to 100 percent. The allowances for Groups 2
and 3 increase with each year of service, up to the maximum of 100 percent with 30 years of service.
Prior to 2011 the majority of retirees participating in the health care plan represented Group 1 members
who were provided allowances covering the majority of their health care premium. However by 2011,
13.5 percent of the retirees in the health care plan were Group 2 and 3 members receiving lower
allowances and required to pay a portion of their health care premiums. In addition, effective in 2011
OPERS ceased subsidizing health care coverage for retiree spouses under the age of 55. These
spouses may continue to participate in the health care program, but must pay 100 percent of the
premium cost. The plan design changes increased member contribution revenues for health care by
$36.7 million in 2011 compared to 2010 revenues.

4. Contract and Other Receipts — Contract and other receipts include vendor rebates, performance
guarantees, gain sharing agreements and funds received from other retirement systems.

|Six-Year History of Additions to the Health Care Fund

$4,000,000,000

$3,000,000,000

$2,000,000,000 -+ -
$1,000,000,000 - ——-- = E

2006 2007 2008 2010* 2011

$(1,000,000,000) - =

$(2,000,000,000) - =

$(3,000,000,000) - -

$(4,000,000,000) s i -

= (Members' Contributions = Employers’' Contributions ® Contracts & Other Receipts
Federal Subsidies** @ Other Income, Net H Net Income (Loss) from Investing Activity
2006 2007 2008 2009 2010* 2011

Members' Contributions $ 71718,182 [ § 79,198959 | § 82695255 | § 9437054318 111638313 | § 148,370,246
Employers’ Contributions $ 638312985 |% 695967837 |8 891561073 [$ 740,817891[8 628685237 |5 503458216
Contracts & Other Receipts $ 93,724.104 | 8 45534017 {8 66.343542 | § 58,649547 | § 83,572,868 [ § 89,087,996
Federal Subsidies** 3 58,987,181 ( 8 59075120 | § 63,310,194 | & 69132772 [ & 142,658,293 | § 192,118,407
Other income, Net $ 1306783 | 8 70498 | & 614,989 | § 65403118 7,163,609 [ § 10,915,043
Net income (Loss) from Investing Activity | % 1.471.059831]|8 858614433 | § (3.400,647,342)| § 2,356,564.863 | $ 1.511.164964 | § (78.923.627),

Source: 2011 Comprehensive Annual Financial Report

* 2010 restated for reclassification of Early Retirement Reinsurance Program to Federal Subsidies and the reclassification of the Pending Medical Claims adjustment
from Health Care Benefits to Other Income. Pending Medical Claims consists of the annual adjustment made to the Incurred But Not Reported liability included in
Medical Benefits Payable.

**Includes: Medicare Part D Reimbursements effective in 2006. Early Retiree Reinsurance Program effective in 2010. Medicare qualified prescription drug plan
(PDP) effective in 2011.

Notes: Members' Contributions reflect retiree cost share of premium.

Beginning in 2007, OPERS began recording estimated accruals for vendor performance guarantees, rebates, Medicare Part D, and ORS receipts.
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FINANCIAL PERFORMANCE (continued)

The PDP is also a Medicare drug plan but is structured as a direct subsidy. OPERS receives a fixed
amount per member based on the member’s risk score, regardless of the member’s actual claims
experience. Members participate in either the Medicare Part D reimbursement program or the PDP
program, but not both. In 2011 the PDP subsidies totaled $81.8 million for a combined Medicare total
reimbursement of $82.6 million.

6. Other Income, Net — Other income includes miscellaneous income and significant adjustments to
prior years’ expense accruals. Historically, at the end of each year OPERS estimates the value of
claims incurred but not yet reported (IBNR), and records an expense necessary to adjust the medical
accounts payable liability for the value of these claims. Payment of these delayed claims may lag
several years beyond the incurred date. Accordingly, the accrual is estimated based on an average of
the historical claims experience for the preceding four years. Participation in the Medicare Advantage
program is mandatory when a retiree and their spouse reach age 65, and as a premium based
program, OPERS does not bear the risk of unreported claims. As the retiree population ages and
moves to the Medicare Advantage program, the IBNR reserve also decreases with a corresponding
charge to other income for the write-off of prior years’ expense. The liability account is gradually being
reduced over a four year period commensurate with the claims lag history. The amounts included in
other income for 2011 and 2010 for the reversal or prior years’ accruals are $10.7 million and $6.6
million respectively.

Health care expenses

The expenses displayed in the graph on the following page reflect the cost of health care expenses for
retirees, their spouses and their dependents, exclusive of OPERS operating expenses. The increase in
health care expenses reflects the expanding retiree population and the nation-wide trend in health care
inflation that continues to be well in excess of general inflation. However through a combination of plan
design changes, cost-sharing changes and extensive cost containment efforts, OPERS’ 2011 health
care expenses rose only 0.5 percent over the 2010 expenses. The Health Care Preservation Plan
adopted by the Board of Trustees in 2004 became effective in 2007. As noted previously, the goal of
HCPP was to extend the period of time the health care assets were expected to last (the plan solvency
years).

HCPP inciuded significant changes to the health care plan design by linking the amount of health care
subsidy to years of service, and allowed for variables in deductibles and cost containment efforts. Cost
containment efforts included participation in federally subsidized programs such as the Medicare Part D
reimbursements, the Medicare prescription drug plan program, Early Retirement Reinsurance Program,
and the Medicare Advantage program. In addition, wellness programs were initiated that provide
retirees with financial incentives for healthy lifestyles and participation in programs such as smoking
cessation. In the five years since the plan effective date, health care expenses have risen an average
of 5.6 percent, well below the national average of approximately 8.4 percent for the same period. At the
same time, the number of retirees and eligible dependents and beneficiaries has steadily increased by
2.1 percent in 2008, 2.1 percent in 2009, 2.2 percent in 2010, and 2.7 percent in 2011.

OPERS 2011 Health Care Report — Financial Performance page 16



80UBULIONA [EDUBULY — Woday 8ie ylesH L10Z SH3dO

/| obed

‘gousLadxe swie el uj sebueyo uo paseq Jesk 0} JeaA woy sejeniony Alpgey siyl “ejgeded

syysuag [201pejA Ui papnjout ANjiqe) pauodey JON Ing peLnouj suy 0} epew jusunsnipe [enuue sy} JO SISISUCD swielD [eslpspy Buipued ewoou|
18I0 0} sysueg aled iles wody Jusuisnipe suie) jeaipeyy Buipued jo uoneoyisse[oes Jo) pelejse) sesusdxs alesd YyesH JuswAo|dwe-1S0g 0L0Z e
2002 °} Asenuer pasuswiuod (YiNM) JUNOOdY [EOIPBKY S8IHeY,.

‘(uoisIA pue fejue( 10) SUORNQUILCD JBQLIBW SBAIB0BI SHIJO) UOISIA PUE [EUSQ ‘SSBU|IOAN Yuswabeuryy eseesiq ‘[eoIpsyy sepnjaul,

Hoday |epueuly jenuuy eAIsusyeidwo?) L0z :89Jnog

¥18'020°CL $ | 896'28421 $ | S65EE0'EL $ | £¥6'965'EL $ [ 2L¥'962'0) $ | 126268'0L $ §65UedXT SANCISIUIIPY
SOF'68Y'EL g | ESt'ECTEL $ | G08'2¥9'6 $ | 628°6L0°C $ | S2¥'020'E $]- $ +YWH 01 Juatukeg eaueroy
0E0'¥0% 0ES $ | ees'¥s0'ezs $ | 6LF'pL9'v6F $ | £60°650°LFF $ | S6P'SOP'LEY $ | 0ezovlL'ser $ brug uopduasald
298'665'226 $ | 29¥'€0G 026 ¢ | 820°198'4A28 g | 01L6'SEL'L28 S ISLPLLERL $ | ¥29'Ior’LLL $ «BJID8IN
182'220'601 $ | €41°042°401L $ | £08'¥S8°50L $ | 2EE'vEGE0L $ | E46'G1L'66 $ | $81°892'26 $ g Jed aJedmap
1102 wa010Z 6002 8002 2002 9002
SISUSAXT IAWISIUIWPY - o YWY 03 JUIWA v = 3nag vopds. B RPN E BRNdIBPNE
»»40T0T 600T

8007 £00T 900Z
. . - ]
i - - 000°000°0STS
- 600'000'00€$
+ 000’000°05¥$
| - + 000°000°009%
A A4l ) — — 000°000°052$
. 000°000°006%
1 000°000°050'T$
LRI — 000°000°00Z' 15

000°000°0S€'T$

TIO0T

adA] Ag sasuadx3 ai1e) YijeaH Jo AJOISIH Jeaj Xis

000°000°005'T$

000000°059'1$

'sieah a1y} jsed ay) Jo yoes 10} sesuadxa
2Jed yjeay [enuue |ejo} ay) jo Jusoiad | uey) sss) asuidwod Ing ‘sojydesbowap saquisw Buibueys ayy ypm
8sil 0} anunuco sesuadxa asay) "yg3A syl ybnosy) pied swiepo pue ueld abelanod (|ars] Jomo)) dISeq oy}

109|8 Oym s38INB1 JO} S)UNOIDE. [BOIPBLL 3Rl 0} sjuswAed jo pasudwoo aie sesuadxa aied yyesy Jayio

Juaoiad / 40 sasusdxa Jaylo pue sjuswasinquial g Yed aiedipsiy pue jusasad g Ajejewixoidde
1e sBnup uonduosaid Aq pamojjo} ‘iejo} auy) Jo Juaoied g6 Ajlsjewnxoidde Buibesoae sasuadxe [eaipaw YiIm
‘suonnqusip Jejiis 1988 600Z Pue 0L0Z 10} sasuadxe aled Yjesy JO umopyesid J|BI3A0 ay] '0L0Z pue

6002 Wiog Joj yusosad g | Ajsjewixoidde 0} sasuadxe asay) uj SaSEaIOUl SU) PN YDIYM ‘SJUSLUSSINGUIIS)
asay) uo deo e ysiigejse o) pseog au) spuuead Ajsaloays abueyd siy] ‘pPIoysaIl) 9Seq B sAoqe
Sjuswiasinquuial g Wed aJedIpsi JO anjeA 8y} aulwLs)sp o) pieog ay) Jwuad gO0Z Ul SAI0BYS sweoaq jey)
sabueyo aanesibe uolpw ¢°1$ Aq peseasou; suswesINquial g Hed aiedipaiy paiinbal Ajuojnels ‘sjeas
010Z 8U} JaAo 1|0z Ul Jusdtad g°0 Jo uoljiw g'y$ Aq 8sos s)s00 Brup uonduosseid pue Jusdsed Z'( JO uoK|iw
1'2$ Aq pesessou; sesuedxe [eIIPSIN "010Z Ui UOK[IW §'G/$ JO 8SE8IoUl Ue 0} paiedwiod |LOg Ul uoljiw

2'.$ Aq pesealou| sasuadxa 9say “swnjwaid g Hed SIe0ipaiAl 0} S98INSI O} SJUSWASSINGLUIS SE [|3M SB
‘s}s00 Bnip uonduosaid pue ‘UcisiA ‘lejusp ‘jeolpai Jo pasudwiod sie sasuadxa aled yyeay jo Auofew ay |

(Penujucy) IDNYINHOIYId TVIONVYNIA



FUTURE CHALLENGES AND OPPORTUNITIES

Challenges and opportunities
While the challenges remain significant, OPERS has taken steps to meet each challenge including:

e Pension legislation — Assuming proposed pension legislation is approved, OPERS will redesign the
health care program. Those changes will likely modify both the eligibility criteria and the funding for
coverage of members. If the Ohio legislature does not approve the proposed pension legislation in 2012,
OPERS will cease funding health care beginning in 2014 and will adopt more drastic reductions, likely
eliminating the nonstatutory required coverage elements.

® OPERS baby boomer population retiring — The retiree population is expected to double in less than 20
years, which will require multiple approaches and increased demand for health care education and
communications. The OPERS Strategic Plan provides direction to help us prepare for a population of
covered lives projected to reach 400,000 by 2030. in 2011, there are 40,749 OPERS members eligible to
retire within the next year and an additional 5,227 becoming eligible in 2012.

® Increased life expectancy — The average life expectancy has been steadily increasing in the U.S.
Overall life expectancy now stands at an estimated 78.2 years, an increase of 4.5 years since 1980. The
percentage of the U.S. population age 65 and over will increase dramatically in the next years. Increased
life expectancy and baby boomers retiring means that OPERS is providing heaith care coverage to more
people with the same or fewer dollars.

® Promoting a culture of wellness and disease prevention — The high prevalence of preventable
chronic conditions among OPERS plan participants supports the continued need for wellness efforts
aimed at preventing the onset of chronic conditions such as diabetes and heart disease.

® Aligning active employee and retiree health and weliness efforts — Recognizing that current active
employees are future OPERS retirees, significant opportunity exists to promote the health of current
active employees by aligning OPERS’ wellness initiatives with those undertaken by Ohio’s public
employers.

® Federal health care reform — The PPACA decision currently rests with the Supreme Court of the United
States. The Court has heard oral arguments regarding the issues set for review, including the
constitutionality of the individual mandate, and is expected to hand down its decision by the end of June
2012. OPERS will continue to monitor this issue closely.

@ Ongoing health care inflation management — Advances in medical technology continue to contribute to
OPERS' health care cost trends. In particular, the management of specialty drugs continues to be a
challenge as new specialty drugs enter the market and providers seek ways to preserve revenue
sources.

® Investment returns — With events, such as the continuing European debt crisis, upcoming general
election, and potential return of the debt ceiling debate, the market volatility seen in 2011 could possibly
continue in the near future. The Board’s revised plan, being considered during 2012, takes this into
consideration with the proposed solutions.
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STATUTORY REQUIREMENTS

The following information fulfills the requirements of the Ohio Public Employees Retirement
System as outlined in Ohio Revised Code Section 145.22(E). The requirements and the System's
responses follow:

The Board shall have prepared annually a report giving a full accounting of the revenues and costs relating
to the provision of health benefits under Sections 145.325 and 145.58 of the Revised Code. The report
shall be made as of December 31, 1997 and the thirty-first day of December of each year thereafter. The
report shall include the following:

1. A description of the statutory authority for the benefits provided

Appendix A and B are copies of ORC Sec. 145.325 (Medicare benefits for members of Ohio Public
Employees Retirement System), and ORC Sec. 145.58 (Group Hospitalization coverage; ineligible
individuals; service credit; alternate use of HMO).

2. A summary of coverage
The following is an outline of the current OPERS health care coverage:

The 2011 OPERS Health Care Plan for non-Medicare participants

The 2011 OPERS health care plan, Medical Mutual, utilized a Preferred Provider Organization (PPO) for
our non-Medicare benefit recipients. PPO networks are based on a partnership between doctors, hospitals,
health plan administrators and participants. Doctors and medical facilities that belong to the PPO network
agree to perform services at discounted rates. Therefore, through plan design and education, OPERS
encouraged the use of these providers. While participants were able to choose any provider and still
receive coverage, they received a higher level of reimbursement if they chose network providers of service.
All states in the U.S. were within the PPO network. Participants living outside of the U.S. were able to
choose any provider of services (regardless of Medicare status) without a decrease in coverage.

The Humana Medicare Advantage Plan

The Humana Medicare Advantage Plan continued to be offered to Medicare-eligible participants in 2011. A
Medicare Advantage Plan is a plan offered by an insurer that contracts with Medicare to provide plan
participants with all Medicare Part A and Part B benefits. To be eligible, participants must have both
Medicare Part A and Part B and must continue to pay Part B premiums.

A Medicare Advantage Plan simplifies the combination of Medicare and the OPERS heaith care plan. A
Medicare Advantage Plan allows participants to carry only one ID card because all medical claims go
directly to Humana for processing.

Humana offers plan participants care management programs not always available with other
administrators, including: access to the Silver Sneakers program, personal health programs and wellness
coaching, disease management programs, case management (help with home health care and equipment),
and transition of care services.
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STATUTORY REQUIREMENTS (confinued)

The Dental Plan

During 2011, voluntary dental coverage was made available to all OPERS retirees and their eligible
dependents regardiess of his or her participation in the OPERS health care plan. The dental plan,
administered by MeiLife effective January 1, 2011, was intended to help defray the costs of dental care,
including oral examinations, diagnostic services, and extractions, as well as crowns, bridges, and dentures.
If a retiree chose to be covered under the dental plan, a premium payment was deducted from each
monthly benefit check. OPERS does not subsidize this plan.

The Vision Plan

Voluntary vision coverage was offered to all OPERS retirees and their eligible dependents regardless of his
or her participation in the OPERS health care plan. The vision plan, administered by Aetna, covered
services provided by an ophthalmologist, optometrist, or optician for examinations, frames, and lenses. A
premium payment was deducted from each monthly benefit check for those recipients who chose to
participate. OPERS does not subsidize this plan.

The Long-Term Care Plan

The voluntary long term care plan, administered by Prudential, is a program in which any OPERS retiree,
his or her spouse, adult children, parents and parents-in-law are able to apply for protection from the
expense of long- term care. OPERS does not subsidize this plan.

This plan is designed to cover those long term care expenses not covered by the basic hospital/medical
coverage (e.g. custodial care), including Medicare. Its intent is to provide daily cash benefits when the
insured is no longer able to independently perform the activities of daily living.

3. A summary of the eligibility requirements for health care coverage

Following are the eligibility requirements for the OPERS health care plan. These requirements were
in effect during 2011:

Age and Service Retirement

When applying for age and service retirement, a benefit recipient must have 10 years of Ohio service credit
to qualify for the OPERS health care plan. These 10 years may not include out-of-state or certain military
service purchased after January 29, 1981; service credit granted under a retirement incentive plan; or
exempt service purchased after May 4, 1992,

Disability Retirement
If a person is receiving a disability benefit from OPERS, health care coverage is provided even if he or she
has less than 10 years of service credit.
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STATUTORY REQUIREMENTS (continued

4. A statement of the number of participants eligible for the benefits

As of December 31, 2011, there were 173,969 OPERS retirees eligible to participate in the OPERS health
care plan.

5. A description of the accounting, asset valuation, and funding method used to provide the benefits

OPERS utilizes an accrual basis of accounting under which deductions are recorded when the liability is
incurred and additions are recorded in the accounting period they are eamed and become measurable.
Under this method, OPERS estimates health care claims which have been incurred at year end, but which
have not yet been reported to the Retirement System as of fiscal year end. Health care reimbursements are
recognized when they become measurable and due OPERS based on contractual requirements. Therefore,
health care reimbursements contain estimates based on information received from health care vendors and
other sources. Investment purchases and sales are recorded as of their trade date. Investment expenses
are financed through investment income.

Plan investments are reported at fair value. Fair value is the amount that a plan can reasonably expect to
receive for an investment in a current sale between a willing buyer and a willing seller that is, other than in a
forced or liquidation sale. All investments, with the exception of private equity, are valued based on closing
market prices or broker quotes. The fair value of private equities are based on management's valuation of
estimates and assumptions from information and representations provided by the respective general
partners, in the absence of readily ascertainable market values.

Member and employer contributions and investment earnings are used to fund heaith care expenses.
Employer contributions equal to 4 percent of covered payroll were credited to the heaith care fund for the
period of January 1, 2011 through December 31, 2011. Revenues from member contributions (amounts paid
by retirees towards the cost of OPERS-provided health care for the retiree, their spouse and dependents),
federal subsidies, contract and other receipts, and other miscellaneous income comprise the balance of
health care additions. The market losses of 2008 and the subsequent reduction in the employer contribution
rate used to fund health care reduced the solvency years of the health care fund from 31 years as of
December 31, 2007, to 11 years as of December 31, 2008, 2009 and 2010.

OPERS 2011 Health Care Report — Statutory Requirements page 23



sjuswauinbey Aiojnjels — podey eted yijeeH 110z SYIJO

'z ebed

‘1402 Ul syusidiosl Jeusq sy 0} swinuaid g Ued siedipajy ul uoljiw o1 $ Alejewixoidde pred Sy3ILO
"8p0D pesinsY Ay 10 8G°GHL UONDSS JO (D) LoISIAG Jepun pied Junowe ay) JO JusWaleIS Y 0L
‘spodas asay) 1oaye sabueyo juediyubls oN

"UOISIAIP
siu} Jepun pauinbas podal ayy jo Ayjiqesedwos ay) osye jey; sebueyo jueoyubis Aue Jo uonduosep y ‘6

. 8JBD UlEdH - sjessy JeN ue|d ul sebuey jo sjusweielg, ‘g xipuaddy aes ases|d

'sjyauaq o uoisiaoid ayy 4oy

pajesojje suonnquiuod JaAojdwa |enuue pue ‘paunoul sasuadxs SARNSIUILIPE ‘S)HBUS( JO 1SOD |BNUUE
3y} ‘syyauaq oY) Jo} s|qejieAR SIBSSE JaU BUj JO 9JNPaYds B ‘Sieak [BOSY SAIINOSSUOD XIS ISe| 8y} Jo4 ‘g
.'91BQ Uj|EdH - sjessy 1eN uejd i sabuey) jo sjuswa)elg, ‘g xipuaddy a9s ases|d

"Jeal eosy ay) Jo Aep ise| sy} 4o se ‘sjuedioed o papirosd

slyauaq pue ‘sasuadxs SABASIUILIPE ‘SWOOU| JUSUNSAAUI JaU ‘SUOHNGIIU0D Jakojdws pue juedioed
Buipnious ‘sjysuaq Jo uoisiroid ayj Joj S|qe(IBAR S}aSSE Jau 8y} ul sabueyd Aue Jo Juswelelsy 2

".91BD YyeaH - sjassy 19N Aleonpid Jo sjuswsalelg, ‘0 xipuaddy ass asesid

1eak |eosy
ay} jo Aep jse| 8y} JO SE Sjyauaq aY) Jo uolsIA0Id By} IO} B|qE|IBAR SIOSSE Jau SY) JO JUSWSBIS Y g

(peNunt07) SININIUINDIY AMOLNIVLS



APPENDIX A

Sec. 145.325. Medicare equivalent benefits.

A) Except as otherwise provided in division (B) of this section, the board of the public employees
retirement system shall make available to each retiree or disability benefit recipient receiving a monthly
allowance or benefit on or after January 1, 1968, who has attained the age of 65 years, and who is not
eligible to receive hospital insurance benefits under the federal old age, survivors, and disability insurance
program, hospital insurance coverage substantially equivalent to the federal hospital insurance benefits,
Social Security Amendments of 1965, 79 Stat. 291, 42 U.S.C.A. 1395¢, as amended. This coverage shall
also be made available to the spouse, widow, or widower of such retiree or disability benefit recipient
provided such spouse, widow, or widower has attained age 65 and is not eligible to receive hospital
insurance benefits under the federal old age, survivors, and disability insurance program. The widow or
widower of a retiree or disability benefit recipient shall be eligible for such coverage only if he or she is the
recipient of a monthly allowance or benefit from this system. One-half of the cost of the premium for the
spouse shall be paid from the appropriate funds of the public employees retirement system and one-half by
the recipient of the allowance or benefit.

The cost of such coverage, paid from the funds of the system, shall be included in the employer’s rate
provided by section 145.48 of the Revised Code. The retirement board is authorized to make all necessary
rules pursuant to the purpose and intent of this section, and shall contract for such coverage as provided in
section 145.58 of the Revised Code.

B) The board need not make the hospital insurance coverage described in division (A) of this section
available to any person for whom it is prohibited by section 145.58 of the Revised Code from paying or
reimbursing the premium cost of such insurance. HISTORY: HB 402, Eff. 12/14/67; HB 1, Eff. 6/13/75; HB
1, Eff. 8/26/77; HB 126, Eff. 6/13/81; SB 346, Eff. 7/29/92; HB 628, 9/21/00).
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APPENDIX B (continued)

The board may provide for self insurance of risk, or level of risk as set forth in the contract with the
companies, corporations, or agencies, and may provide through the self insurance method specific
benefits as authorized by rules of the board.

(C) The board shall, beginning the month following receipt of satisfactory evidence of the payment for
coverage, pay monthly to each recipient of service retirement, or a disability or survivor benefit under the
public employees retirement system who is eligible for medical insurance coverage under part B of Title
XVII of “The Social Security Act,” 79 Stat. 301 (1965), 42 U.S.C.A. 1395j, as amended, an amount
determined by the board for such coverage that is not less than $96.40, except that the board shall make
no such payment to any ineligible individual or pay an amount that exceeds the amount paid by the
recipient for the coverage.

At the request of the board, the recipient shall certify to the retirement system the amount paid by the
recipient for coverage described in this division.

(D) The board shall establish by rule requirements for the coordination of any coverage, payment, or
benefit provided under this section or section 145.325 of the Revised Code with any similar coverage,
payment, or benefit made available to the same individual by the Ohio Police and Fire Pension Fund,
State Teachers Retirement System, School Employees Retirement System, or State Highway Patrol
Retirement System.

(E) The board shall make all other necessary rules pursuant to the purpose and intent of this section.

(ENACTED: SB 256, Eff. 10/14/59; HB 957, Eff. 10/27/61; HB 225, Eff. 11/13/65; HB 430, Eff. 11/20/73;
HB 268, Eff. 8/20/76; HB 1, Eff. 8/26/77; HB 126, Eff. 6/13/81; HB 236, Eff. 2/2/82; HB 631, Eff. 3/28/85;
HB 706, Eff. 12/16/86; SB 124, Eff. 10/1/87; HB 382, Eff. 6/30/91; HB 383, Eff. 5/4/92; SB 346, Efi.
7/29/92; HB 151, Eff. 2/9/94; SB 82, Eff. 3/6/97; SB 67, Eff. 6/4/97; HB 222, Eff. 11/2/99; HB 535, Eff.
4/1/01; SB 247, Eff. 10/1/02; SB267, Eff. 3/24/09)
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APPENDIX D - STATEMENT OF CHANGES IN PLAN NET ASSETS

Members' Contributions $148.370,246 $111,638,313 $94,370.543 $82.695,255 $79.198.959 $71,718.182
Employers’ Contributions 503.458,216 628.685.237 740,817,891 891.561.073 695,967.837 £38,312.995
Contract and Other Receipts 89,087,996 83.572.968 58,649,547 66.343.542 45534 017 93.724,104
Federal Subsidies 192,118.407 142.668,293 69,132.772 63.310.194 59,075,120 58.987 181
Other Income, Net 10.915.043 7.163.609 654.031 614,989 70,498 1,306,783
Total Non-Investment Income 843,949,908 $973,718,320 963,624,784 |  1,104,525,053 879,846,431 764,049,245
Income/ (Loss} from Investing Activities:
Net Appreciation / (Depreciation) in Fair Value (401.560,941)] 1,240,024,373 | 2,081.098.064 | (3.734.049.668) 479,748.239 1.048.846.038
Bond Intarest 202,859.266 137.927 458 152.358.418 182.944,355 211,556.481 179.769.220
Dividends 134.235,895 134,809.505 134,487,014 139,099.121 160.715.579 106,148,349
Intemational Income / (Loss) {92,053) 48,675 52,944 552,901 9.981 143.649.645
Other Investment Income / (Loss) 3.671.640 3.778.346 661,628 147.998 13.229.442 2,829,179
Extemnal Asset Management Fees (13.648.040) (10.904,604) (7.709.148) {8.674.498) (10.481,258) {10.797.650
Net Investment Income / (Loss) (74.534.233)] 1.505.683.753 | 2.360,946.920 | (3.419.979.791) 854.768.464 1,470,444.781
From Securities Lending Activity:
Security Lending Income - 14,236,338 2.336.740 103.004,243 120.699.574 94.382,644
Security Lending Expenses - {4.259.969) (562.862) {79.967.808) (113.044.477) (89,727.122)
Net Securities Lending Income - 9.976.369 1.773,878 23.036 435 7.655.097 4,655,522
Unrealized Loss - (2,396,132}
Net income/{Loss] from Securities Lending - 9,976,369 {622,254} 23,036,435 7,655,097 4,655,522
Less" Investment Administrative Expenses (4.389,394) {4,495,158) (3.771.803) {3.703.986) (3.809.128) {4,040,472)
Net Income / {Loss) from Investing Activity (78,923,627){ 1,511,164,964 | 2,356,554,863 | (3,400,647,342) 858,614,433 1,471,059,831
TOTAL ADDITIONS 865,026,281 | 2,484,883,284 | 3,320,179,647 | {2,296,122.289) 1,738,460,864 2,235,109,076
Deductions:
Health Care Benefits 1575561678 | 1.567.551611| 1.488.032,855( 1.377,146.173 1,282.776,044 1,231.870.038
Administrative Expenses 13.076.814 12.782.968 13,033,595 13.596.843 10,796.417 10,892,971
TOTAL DEDUCTIONS 1,588,638,392 | 1,580,334,579 | 1,501,066,450 | 1,390,743,116 1,293,572,461 1,242,763,009
Net Increase/ (Decrease) (723.612.111} 904,548,705 | 1.819.113.197 | (3.686.865.405} 444 888.403 992,346.067
Net Assets Held in Trust for Pension and
Paost-employment Health Care Benefits
Balance, Beginning of Year 12.319.743.979 | 11415185274 | 9.596.082.077 | 13.282.947.482 | 12.838,059.079  11.845,713.012
BALANCE, END OF YEAR $11,596,131,868 | $12,319,743,979 | $11,415,195,274 | $9,596,082,077 | $13,282,347,482 | $12,838,059,079

Source: 2011 Comprehensive Annual Financial Report

*2010 restated for reclassification of Early Retirement Reinsurance Program to Federal Subsidies and the reclassification of the Pending Medical Claims adjustment
from Health Care Benefits to Other Income. Pending Medical Claims consists of the annual adjustment made to the Incurred But Not Reported liability included in
Medical Benefits Payable. This liability fluctuates from year to year based on changes in the claims experience.
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