OHIO PUBLIC EMPLOYEES RETIREMENT SYSTEM
277 East Town Street, Columbus, Ohio 43215

MEMORANDUM May 18, 2004

TO: Ohio Retirement Study Council
Ohio House Banking, Pensions and Securities Committee
Ohio Senate Health, Human Services and Aging Committee )

FROM: Laurie Fiori Hacking, Executive Director wu

RE: Reporting requirements under ORC Section 145.22(E)

The following document fulfills the requirements of the Ohio Public Employees Retirement
System as outlined in Ohio Revised Code Section 145.22, Section E. The section and the

System's responses follow:

(E)  The board shall have prepared annually a report giving a full accounting of the revenues
and costs relating to the provision of 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:

0)) A description of the statutory authority for the benefits provided
Attachments 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; alternative
use of HMO).

) A summary of benefits

Following is an outline of the current OPERS health care benefits:
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How 2003 Benefits Were Paid

For benefit recipients eligible for Medicare, those living outside of a network state and those
using network providers of service, the following benefits were available in 2003 (subject to
medical necessity and the reasonable and customary rate):

Most Medical Benefits 80%
Certain Preventative Benefits 100% No deductible
Inpatient Hospital Benefits 100%

In 2003, the calendar year deductible was $100 per person and $200 for a family.

The maximum out-of-pocket amount (the amount after which the plan paid at 100% for
the remainder of the calendar year) was $500 for an individual and $750 for a family.

The lifetime maximum benefit was $2,500,000 per covered person.

Benefit recipients who lived in a network state and who were not eligible for Medicare received
the following benefits if they did not use network providers of service (subject to medical
necessity and the reasonable and customary rate):

Most Medical Benefits 70%
Certain Preventative Benefits 100% No deductible
Inpatient Hospital Benefits 70%

(For elective admissions)

A calendar year deductible of $150 per individual or $300 per family applied. The maximum out
of pocket amount (after which the plan paid at 100% for the remainder of the calendar year) was
$750 for an individual and $1125 for a family. The lifetime maximum benefit was $2,500,000

regardless of network usage.

Alternate Health Care Coverage

Alternative health coverage was available to 2003 OPERS benefit recipients who resided
in certain counties in Ohio (and a few border counties in Indiana, Kentucky and
Michigan). HMO products included Kaiser Permanente, Paramount and United Health
Care. HMO products offered hospital and medical services through participating
physicians and facilities.

In general, coverage under an HMO program was more comprehensive than coverage
provided by PPO plans. OPERS benefit recipients were responsible for the cost
difference in HMO coverage if that cost was more than the cost of the OPERS health care

plan.

AultCare was offered in 2003 as an alternative preferred provider organization. It was
made available to qualifying benefit recipients who lived in Stark and surrounding

counties in Ohio.
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Medicare Reimbursement

If our benefit recipient is enrolled in OPERS health care and is not being reimbursed for his or
her Medicare B premium, he or she is eligible for OPERS reimbursement. In order to receive
this reimbursement, the benefit recipient must send a copy of his or her Medicare card, showing
enrollment in Part B. As long as the benefit recipient remains enrolled in part B coverage, the
full reimbursement is added to the recipient's monthly retirement check.

Medicare Deduction

If a benefit recipient must pay the Medicare B premium to the Social Security Administration
directly, he or she may ask OPERS to make a payment to Social Security, rather than having the
amount added to his or her pension check.

The Dental Plan

The 2003 dental plan remains unchanged by the HCPP.

2003 dental coverage is made available to all OPERS benefit recipients and their eligible
dependents regardless of whether or not they were covered by the OPERS health plan.
The dental plan is intended to help defray the costs of dental coverage, including oral
examinations, diagnostic services, and extractions, as well as crowns, bridges, and
dentures. If a recipient chooses to be covered under the dental plan, a premium payment
was deducted from each monthly benefit check. OPERS subsidizes 25% of the benefit

recipient’s cost of dental coverage.

The Vision Plan

The 2003 vision plan remains unchanged by the HCPP.

Vision coverage is offered to all OPERS benefit recipients and their eligible dependents
regardless of whether or not they are covered by the OPERS health plan. The vision plan
coveres services provided by an ophthalmologist, optometrist, or optician for
examinations, frames, and lenses. A premium payment is deducted from each monthly
benefit check for those recipients who chose to participate. OPERS subsidizes 25% of the
benefit recipient’s cost of vision coverage.
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Eligible Dependents

Eligible dependents include the member's spouse; unmarried child(ren) under age 18, or
under age 22 if attending school (on at least a two-thirds full time basis) and dependent
on the benefit recipient's support. Also eligible are dependent children, regardless of age,
who have physical or mental handicaps, are unable to earn their living, and who became
incapacitated prior to age 18 (or 22 if attending school).

(4) A statement of the number of participants eligible for the benefits

As of December 31, 2003, there were 130,915 benefit recipients and 52,191 dependents
covered under the OPERS health care plan. There were an additional 9,474 who receive
a pension but do not have OPERS health care plan. Of this number, 6,058 did not have
enough service credit to qualify. These persons do have the option of participating in the
OPERS dental and vision plans.

(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 expenses are recorded when the
liability is incurred and revenues are recorded in the accounting period they are earned and
become measurable. Under this method, OPERS estimates health care claims which have been
incurred at year end, but which are not yet known to the Retirement System. Investment
purchases and sales are recorded as of their trade date. Investment expenses are financed
exclusively through investment income.

Plan investments are reported at fair value. Fair value is, "the amount that a plan can reasonable

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 liquidation sale." All investments, with the exception of real estate
and private equity, are valued based on closing market prices or broker quotes. The fair value of
real estate and private equity investments is based on estimated current values and independent

appraisals.

Employer contributions and investment earnings are used to fund health care expenses. Under
this method, employer contributions equal to 4 percent of covered payroll were used to fund
health care liabilities in 2003. Based upon our most recent actuarial projections, these
contributions along with investment income on allocated assets and periodic adjustments in
health care provisions are expected to be sufficient to sustain the program through approximately
2016 using an intermediate health care inflation assumption. This also assumes that OPERS
continues to earn its actuarial assumption rate of eight percent on investment assets, and 4% of
employer contributions continue to be allocated toward health care funding. Other less
optimistic assumptions show solvency extending only through 2013.
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Attachment A

§ 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 retirant or disability
benefit recipient receiving a monthly allowance or benefit on or after January 1, 1968,
who has attained the age of sixty-five 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.CA.
1395¢, as amended. This coverage shall also be made available to the spouse, widow,
or widower of such retirant or disability benefit recipient provided such spouse, widow,
or widower has attained age sixty-five 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 retirant 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: 132 v H 402 (Eff 12-14-67); 136 v H 1 (Eff 6-13-75); 137 vH 1 (Eff 8-
26-77); 139 v H 126 (Eff 6-13-81); 144 v S 346 (Eff 7-29-92); 148 v H 628. Eff 9-21-

2000.
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The board may contract for coverage on the basis of part or all of the cost of the
coverage to be paid from appropriate funds of the public employees retirement system.
The cost paid from the funds of the system shall be included in the employer’s

contribution rate provided by sections 145.48 and 145.51 of the Revised Code. The

board may by rule provide coverage to ineligible individuals if the coverage is provided
at no cost to the retirement system. The board shall not pay or reimburse the cost for

coverage under this section or section 145.325 [145.32.5] of the Revised Code for
any ineligible individual.

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 XVIII of “The Social
Security Act,” 79 Stat. 301 (1965), 42 U.S.C.A. 1395j, as amended, an amount equal to
the basic premium for such coverage, except that the board shall make no such
payment to any ineligible individual.

(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

[145.32.5] 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.

HISTORY: 128 v 308 (Eff 10-14-59); 129 v 1714(1740) (Eff 10-27-61); 131 v 170
(Eff 11-13-65); 135 v H 430 (Eff 11-20-73); 136 v H 268 (Eff 8-20-76); 137 v H 1
(Eff 8-26-77); 139 v H 126 (Eff 6-13-81); 139 v H 236 (Eff 2-2-82); 140 v H 631 (Eff
3.28-85); 141 v H 706 (Eff 12-15-86); 142 v S 124 (Eff 10-1-87); 144 v H 382 (Eff 6-
30-91); 144 v H 383 (Eff 5-4-92); 144 v S 346 (Eff 7-29-92); 145 v H 151 (Eff 2-9-
94); 146 v S 82 (Eff 3-7-97); 147 v S 67 (EAf 6-4-97); 148 v H 222 (Eff 11-2-99); 148
v H 535 (Eff 4-1-2001); 149 v S 247. Eff 10-1-2002.



Attachment C

Statement of Plan Net Assets

Health Care

2003

2002

2001

2000

1999

1998

Assets

Cash and Short Term Investment $417,214,283 $185,571,147 $152,283,582 $299,551,036 $193,621,934 $471,335,326

Receivables:

Employers’ $71,464,614 $46,467,195 $26,975,696 $20,915,187 $27,145,428 $29,510,057

Retirement Incentive Plan 5,124,584 $18,188,956 $6,775,267 $3,721,569 $2,777,067 $2,964,960

Investment Sales Proceeds 11,534,818 $39,388,483 $14,246,185 $26,467,886 $117,162 $86,793,714

Accrued Interest and Dividends 29,499,116 $27,438,280 $29,271,211 $46,815,613 $46,415,084 $52,727,381
Total Recelvables $117,623,132 $131,482,914 $77,268,359 $97,920,255 $76,454,741 $171,996,112

_Jinvestments, at fair value:
Bonds

$1,440,534,173 $1,147,148,273 $1,271,358,373 $2,134,491,585 $2,162,313,014 $2,795,959,387
Mortgage & Mortgage Backed 823,734,334 $734,293,155 $757,309,894 $1,493,537,925 $1,429,145,862 $1,413,860,311
Stocks 5,112,470,625 $4,129,397,805 $4,750,774,185 $3,850,714,985 $3,911,196,263 $3,805,758,533
Real Estate 644,858,238 $866,566,452 $967,004,493 $1,046,691,262 $1,118,361,190 $930,135,999
Venture Capital 57,113,048 $48,181,864 $12,933,389 $16,733,040 $18,111,104 $8,565,060
International Securities 2,305,480,202 $1,776,052,122 $2,002,672,885 $2,045,814,900 $2,287,215,780 $477,774,232
Collateral on Loaned Securities $1,135,569,244
Total Investments ﬂo.uma.awm.ano $8,701,639,671 $9,762,053,219 ﬂo.mmq.wau.mm.\ $10,926,343,213 $10,667,612,768
Collateral on Loaned Securities $960,517,368 $435,303,084 $593,251,558 $799,148,208 $865,608,588
Fixed Assets:
Land $1,473,754 $697,663 $691,687 $717,831 $724,575 $723,204
Building and Building Improvements $40,554,734 $17,702,101 $12,387,633 $6,016,564 $3,868,237 $3,657,787
Furniture, Fixtures, and Equipment $16,603,845 $8,335,682 $7,067,342 $5,357,308 $4,428,341 $3,784,916
$58,632,333 $26,735,446 $20,146,662 $12,091,703 $9,021,153 $8,165,907
Accumutated Depreciation (810,444,551) ($4,668,983) ($3,946,684) ($3,644,071) ($3,384,156) ($3,014,820)
Total Fixed Assats $48,187,782 $22,066,463 $16,199,978 $8,447,632 $6,636,097 $5,161,087
“Iu_.mvm_amxumsmmm and Other 50 $22,941,138 $19,931,824 8,677,709 $15,985,801 $14,580,242
TOTAL ASSETS ui.m»ﬂwuuh 85 $9,499,004,417 $10,620,988,520 $11,811,728,537 $12,083,551,274 $11,230,675,533
Liabllities:
Undistributed Deposits $0 $1,026,008 $6,313,108 $477,657 $251,682 $110,336
Medical Benefits Payable $114,581,249 $95,374,085 $72,859,185 $41,684,800 $53,846,033 $46,398,790
Investment Commitments Payable $38,150,816 $79,530,542 $10,355,578 $4,259,704 $36,238,584
Accrued Administrative Expenses $680,303 $1,488,612 $1,825,007 $728,799 $631,714 $528,321
Obligations Under Securities Lending $960,517,368 $435,303,084 $593,251,558 $799,148,208 $865,608,588 $1,135,559,244
TOTAL LIABILITIES ﬂ.:u.wnw.h..\ua $612,722,331 $684,604,526 $846,299,168 $920,338,017 $1,218,835,275
Net assets held in trust for pension and
post-employment health care benefits $10,813,803,449 $8,886,282,086 $9,936,383,994 $10.,965,429,369 $11,163,213,257 $10,0114,840,228




szz'ovs’Li0'0LS

L52'e12'e9l 118

69¢'62¥'596'049

$66'c8£'0€6'6$

980°282'988'8$

6vv'c08'c18°019

¥VIA 40 GN3 ‘JONVIvE

910'z6e'ez)'9%

82Z'0v8'110'018

L62'€12'E01L'118

69E'62¥'596'04$

¥66'€8€'9€6'6$

980'z82'088'8$

(paiBisas se) JeaA Jo Bujuuibeg ‘eouejeg
‘sjijeuaq sieo yyesy yuewdolduwaisod
pue uojsued Joj ysnij uj pjay sjasse JaN

ziz'evy'ess' s | 620'clE'ISL'1S  |(888'ceL'2619) (sLe'sv0'620'1$)  |(806°101'050'1$) | £9€'125'226'L$ asealou| JoN

Ly9'sie'Trys 202'95¢€'525% 8¥0'58'195% 862'€19'969% 86Z'v20'08.% £L0'69¥'016$ SNOILONG3A TVLOL
¥86'81L'L 85€'L6L'L ¥52'8.8'L 881'680'¢ oy’ 290"t 186'629'2 sasuadx3 sAlRNSIUILPY
suolNGUIU0Y j0 spunyay
£99'965'0pP$ 6V€'665'€25% $62'909'665$ 0L1'y8P'€69% 258'900'92.8 260'692'206$ sjyeuag
:suojisnpag

658'€92'0€€'28 | 962'622'929'L$ 094'10L'€9E$ (220'2Lp'2EES) (019'220'022%) 9t¥'0L6'2£8°Z$ SNOLLIOAY V.10l
192'200'166'L$ ] 600'022'¥82'1S  [(280'991'68%) (228'525'€9.$) (806's90'cy8s) 610'980'862'2$ 8UI0oU| JusLLISBAU| JON
(81+'869'1) (rLv'195'92) (sos'cgL'L¢) {ri1'16e'sh) (voe'zov's) (650'c09) sasuadx3 Juauysanu| $so

611'10.'266'1$ | €8v'1€9'Z1E'S  |(145'296°1G8) (€12'v22'81L8) (v09'€09'6£8$) #£1'699'852'28

068'9.9'2 650'290'62 $6£'82€'L€ LL0'€6Z' LY $E8'Y0L L 109'229 awoouy jeN Bujpuan sejunoag
¥12'86€'95 £8P'2LV' 1L 120'869'28 8£6'668'L€1 L.Y'289'SY £09'89p'€9 Jou ‘ewoou) Bupesado sieis3 |eey
(0os6'01€'681) £S'S5'601 jeuijeuIay|
Ziv'zee'sy 9v8'09¢'69 0v2'695'06 890'866°'0€ 1 £8t'125'69 $95'166'88 SpuapiAl]
£00'Z18'052 SPL'eYS'vse 050'v8¢'v82 L02'762'19¢8 €9l'9/2'sEL L1§'8€2'201 Jsasaju| puog
099'1€2'€6G'1$ | 0GE£'08€'888S (zgz'g16'0vS$) (Lys'vzi'oee'ts) |(165'Lp8'2683) 96¢'Lp2'888'L$ sjusLuniisuy| jo enjep Jie4 ul uopeaiddy JaN
-awodu| juaunseau)

860'192'62€$ 12L'65P'26E8 ve'198'75vS 0SL'€01'LEV$ 862'8€0'€.5% 19¢'v06'6.5$ SNOLLNGIYLNOD TV10L
860'19/'6/€$ L21'65¥'Z6E% T2'198'25vS 0S.'€0L'LEYS 862'8€£0'€.6$ 19€'v06'625$ ,Ss1afojdw3
Sl1aqualpl
lsuopnquuen
:suopIppy

8661 6661 0002 L00Z 2002 £00Z
alen yyesH

S18SSY 19N uel4 Ul sabueun 1N siuswalele

AuatitioPNy







