OPERS Ohio Public Employees Retirement System

October 19, 2016

Ms. Bethany Rhodes, Director
Ohio Retirement Study Council
88 East Broad Street, Suite 1175
Columbus, OH 43215

e o
Dear Ms. Rhodes:

Enclosed is the proposed 2017 operating budget for the Ohio Public Employees Retirement
System (OPERS). The proposed operating budget of $115.6 million reflects a 4.1% increase in
expenses from the prior year’s budget. A significant portion of the proposed operating budget
increase (approximately 56.5%) relates to a shift in expenses previously included in the capital
budget or through investment credits. The other portion of the budget increase (37.9%) results
from anticipated increases in employee health care costs. The 2017 proposed operating budget
excluding these two items would approximate last year’s budget level.

The OPERS 2017 proposed operating budget includes a shift of approximately $1.3 million in
personnel expenses associated with the capitalized labor from an on-going IT capital project
from the capital budget. Accounting rules require that the costs incurred from internal staff
labor to develop an IT application be capitalized or added to the cost of the capital project. As
such, these costs have been included during the last several years as a component of the
capital budget rather than the operating budget. Since a portion of the capital project is
completed, the staff costs shift back to the operating budget.

Similarly, the proposed operating budget reflects a shift of approximately $1.3 million in
professional services expenses for investment research fees. These costs were previously
funded through commission sharing arrangements and reflected in the non-cash items of the
administrative budget.

The proposed operating budget includes anticipated increases in employee health care costs of
approximately $1.7 million. OPERS is self-insured for employee health care, with budgets based
on expected claims for the year, rather than a fully insured premium. These health care
expenses fluctuate based on actual experience for the year, especially with unpredictable
catastrophic claims. Over the past couple of years, OPERS claims expenses have increased
significantly, thus the proposed 2017 budget reflects an anticipated increase.

The proposed operating budget reflects funding for on-going operations and- key initiatives
included in OPERS’ strategic plan. The strategic plan includes the continued implementation of
the health care plan changes and the continued implementation of significant technology
initiatives designed to position the system to handle the expected large growth in retirees
without a corresponding increase in staff. These initiatives, which began several years ago, will
enable OPERS to continue to provide quality customer service to our over one million members
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and retirees, thereby continuing OPERS’ proud tradition of providing value for the State of Ohio
through the distribution of pension benefits and health care coverage.

Attachment 1 reflects the proposed 2017 operating budget. The most significant increase is in
the personnel category and reflects the combination of a salary merit increase, the shift in the
capitalized labor from the capital budget to the operating discussed previously and the increase
in expected health care expenses. The proposed budget includes a 3% merit increase (no
automatic step increase) based upon a thorough evaluation process, which represents
approximately $1.7 million of the budget. As a by-product of the investment in technology to
control staffing levels as membership increases, OPERS is reducing the staffing level by 13
positions in 2017.

OPERS' proposed capital budget is $4.4 million, an 8.0% decrease from the prior year budget of
$4.8 million. This budget includes funds for an imaging and workflow system end of life
replacement, the implementation of IT system enhancements related to health care changes,
other system upgrades, and building-related system and equipment replacements.

Attached you will find budget information presented in the new uniform format approved by the
ORSC this year for adoption by the five Ohio public retirement systems.

e Attachment 1 is a statement of planned operating expenditures, including comparisons to
the 2016 fiscal year budget for OPERS and projected expenses for 2016.

e Attachment 2 is the detailed capital budget.
e Attachment 3 is a two-year historical summary of investment costs and management fees.

o Attachment 4 is a 10-year schedule and bar graph of budgeted Retirement Board-related
meeting and travel expenses that are included in the overall organization operating budget.

e Attachment 5 shows the OPERS budgeted education, training and due diligence travel
detailed by requested divisions on a per-FTE basis.

e Attachment 6 is statistical information about the number of members in OPERS and the
number of members per OPERS staff (FTE) providing benefits and services.

In accordance with the requirements of Section 145.092 (D) (1) of the Ohio Revised Code, the
OPERS Board will not adopt the budget sooner than sixty days from the date of this
correspondence.

We believe this budget provides the necessary support to continue to fund the operations of a
growing and complex multi-billion dollar organization. As OPERS plans for the increased
number of retirees, we are committed to running an efficient organization that continues to
provide enhanced customer service to our members and supports the State of Ohio.

Please feel free to contact me if I can assist with any questions or provide additional
information.
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Sincerely,

/{m,.j 4 ( Gt lie D

Karen E. Carraher
Executive Director
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Attachment 5

Ohio Public Employees Retirement System
2017 ORSC BUDGET PRESENTATION

ministration

Staff Training and Travel

_|FY2017

Increase

{Decrease) |

% Increase
(Decrease)

JPY2017

FY2016

Decrease

Conferences & Seminars $258,909 $306,845 (347,936) (15.6) %
In-House Training $6,072 $4,988 $1,084 21.7
#FTE 105 101 4 4.0
Training Expense per FTE $2,524 $3,087 ($563) (18.2)
Increase % Increase

Decrease

Finance and Benefits

Conferences & Seminars

307,300

Conferences & Seminars $114,444 $110,937 $3,507 32 %
In-House Training $14,775 $15,575 ($800) (5:1)
#FTE 179 189 (10) (5.3)
Training Expense per FTE $722 $669 $53 7.9
Increase % Increase
FY2017 FY2016 (Decrease) Decrease)

$258,685 3 ($48, (15.8) %
In-House Training $0 -
#FTE 68 66 2 3.0
Training Expense per FTE $3,804 $4,656 ($852) (18.3)
Increase % Increase
FY2017 FY2016 Decrease) Decrease

__[FY2016 __

(ecrease)

Conferences & Seminars $184,045 $161,122 $22,923 14.2 %
In-House Training $97,400 $123,070 ($25,670) (20.9)
#FTE 156 160 4) (2.5)
Training Expense per FTE $1,804 $1,776 | $28 1.6
Increase % Increase

(Decrease) |

Conferences & Seminars $18,745 $19,140 ($395) (2.1) %
In-House Training $11,432 $10,332 $1,100 10.6
#FTE 123 128 (5) (3.9)
Training Expense per FTE $245 $230 $15 6.5
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