STATE TEACHERS
RETIREMENT SYSTEM
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Sept. 3, 2009
275 East Broad Street
Mr. Aristotle L. Hutras, Director :;’L”;“:;“Zosg 432153771
Ohio Retirement Study Council www.strsoh.org
88 E. Broad St., Suite 1175
Columbus, OH 43215-3506
Dear Aris: RETIREMENT BOARD CHAIR
MARK H. MEUSER
Since early this year, the State Teachers Retirement Board has been examining T A D VICE CHALR
possible changes to strengthen the financial condition of the retirement system. EXECUTIVE DIRECTOR
On Sept. 1, 2009, the Retirement Board unanimously approved a plan that calls MICHAEL J. NEHF

for the following changes:

Increase in Contributions
— Increase member contributions by 0.5% per year beginning July 1, 2011, to a
total of 2.5% on July 1,2015.
— Increase employer contributions by 0.5% per year beginning July 1, 2016, to
a total of 2.5% on July 1, 2020.
Currently, STRS Ohio members pay 10% of their salary to STRS Ohio and
employers pay 14% of total teacher payroll in lieu of paying into Social Security.
This plan component increases member and employer contributions by a total of
5% by July 1,2020. The member increase would be phased in at 0.5% per year,
beginning July 1,2011, until 2.5% is reached on July 1,2015. The employer
increase would be delayed for five years, when it would then be phased in at 0.5%
per year, beginning July 1,2016, until 2.5% is reached on July 1, 2020.
Ultimately, STRS Ohio members would contribute 12.5% and employers would
contribute 16.5%. This phased approach allows time for the economy to improve
and also helps employers with budgeting. '

Increase in Final Average Salary (FAS) Years
— FAS calculation to be based on five highest years of earnings beginning
Aug.1,2015.

Change in Eligibility for Retirement

— lIncrease years of service required for retirement, beginning Aug. 1, 2015.
The recommended change increases the number of years required to be eligible
for retirement. Beginning Aug. 1,2015, members can retire at any age with 35
years of service; at age 60 with 30 years of service; or at age 65 with five years of
service. (Members may retire earlier with an actuarially reduced benefit at age 55
with 30 years or at age 60 with five years.) Members who meet age and service
eligibility for service retirement as of July 1, 2015, under the existing rule retain

their eligibility.

Change in Benefit Formula

— New formula would be 2.2% per year for the first 30 years of service; 2.5%
per year thereafter, beginning Aug. 1, 2015.

The 35-year enhanced benefit is no longer needed to encourage teachers to work

longer and is eliminated. Those who have 30 years of service; who are age 55



with 25 years of service; or who are age 60 with five years of service as of July 1,
2015, receive the greater of:

(a) The benefit as of July 1, 2015, under the current formula; or

(b) The benefit upon retirement under the new formula.
In short, members who are eligible for service retirement will receive no less of a
base pension benefit than they could have received on July 1,2015.

Reduction in Cost-of-Living Adjustment (COLA)
— Beginning July 1, 2011, current retirees would receive an annual 2% COLA;
members retiring ajter July 1, 2011, would receive a 1.5% COLA each year.
Currently, the COLA is 3%. Without a change in the COLA, a viable Defined
Benefit Plan cannot be sustained.

Additional details about these plan components are provided in the attached
report, which we will present to the ORSC on Sept. 9.

STRS Ohio staff projects that the implementation of these changes would reduce
accrued pension liabilities by $8.99 billion and would bring the pension fund to a
33 4-year funding period from its current status of infinity. Further, the current
1% employer contribution to the health care fund continues.

We look forward to presenting this plan to the ORSC. Further, we look forward
to continuing our work with our constituent groups as discussions continue with
the other Ohio systems, the ORSC and other members of the Legislature.

Sincerely,

-

Michael J. Nehf
Executive Director
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