Presentation to the Retired Teachers Association of Chicago
August 19,2013



CTPF FUNDAMENTALS

I Background

I Financial and Investment overview
I Brief Funding history

J Expectations

I CTPF’s Role

JdSummary




2012 CTPF FINANCIAL OVERVIEW

Net Assets Fiscal Year 2012: $9.5 billion
Funded Ratio: 53.9%
Investment returns: 8.7% (35 years)

Benefits Paid:

The Fund paid more than $1.1 billion in service
retirement, disability and survivor benefits and an
additional $69 million in health insurance premium
subsidies in 2012.




CTPF MEMBERS

The Fund currently serves about 60,537 active
and retired members:

. 30,366 active contributors who are in the
earning phase of their careers

1 25,926 retired members who have finished
service and receive a retirement benefit

] There are an additional 4,245 members who
are vested, but not yet receiving benefits




CTPF INVESTMENTS

Annual Rate of Return 1978-2012

CTPF’s Average Rate of Return over the past 35 years is 8.7%




CTPF FUNDING HISTORY

 Prior to 1995, the CTPF received revenue directly from the
City of Chicago based on an annual property tax levy. This
levy ensured a steady stream of revenue was available to
bolster investments and support pensioners.

) For many years, the State of lllinois also provided a stable and
substantial revenue source for CTPF. State contributions failed
to keep up with inflation and fell dramatically in recent years.
Example: CTPF’s 1972 state contributions totaled $27M
(S412M in today’s dollars), and reached a high of S75M in
2009, before dropping to $10.9M in 2012.




WHAT COULD HAVE HAPPENED

Funded Ratio With/Without Tax Levy

If the tax levy
had not been
diverted and
the CPS Board of
Education had
continued to make
contributions,
CTPF would be
about 70% funded
today.




THE STATE’S ROLE IN CTPF FUNDING

Lawmakers who approved the 1995 law understood
that the Fund could not survive indefinitely without
revenue. The law offered two “Safety Net” features

1 The General Assembly agreed in principle to make
a contribution to CTPF in an amount equal to 20-
30% of the State contribution to Teachers’
Retirement System of lllinois.

JWhen CTPF funding fell below 90% the Board of
Education would have to resume contributions




SAFETY NET #1: STATE FUNDING

State Funding Failed to Materialize

J InStead Of inCFeaSing dS  state of lllinois Contributions to CTPF and TRS
promised, CTPF funding
from the State of
lllinois has fallen
dramatically since
1995.

) CTPF receives less than
1 cent for every dollar
contributed to TRS.




WHAT CAN WE EXPECT

Board of Education Required Contributions 2012-2059*
Funding Schedule based on PA 96-0889 in millions of dollars

*The employer must make $48.5B in payments between 2013 and 2059




WHAT CAN WE EXPECT?



WHAT CAN WE EXPECT?

Answer F: All of the Above

Even the most pleasant sounding name can’t hide
the truth. Paying less than you owe for pensions
jeopardizes retirement security.

SB 1920, HA#2 was defeated in 2013, but we expect
a version to resurface.




WHAT CAN BE DONE

. The employer can pay its pension debt in full at
the time it’s due.

. The State of Illinois can more equitably fund
CTPF so the employer’s bill is reduced.

. Employees can increase their contributions to the
fund so the employer’s bill is reduced.

. CTPF members can accept benefit reductions so
the employer’s bill is reduced.




BENEFIT REDUCTION IMPACT

Revenue reform must precede any discussion of benefit reform. The employer must
make $48.5B in payments to the fund between 2013-2059. The following chart
illustrates the possible impact of proposed benefit reductions:

Increase employee contributions by 2%

. $2.2 5%
Impacts active members

Option 1
Delay the onset of Tier | COLA (3% compounded)

Option 2  for 5 years or age 67, whichever comes first. 2.4 5%
Impacts active members.

Cap final average salary (FAS) for pension
Option 3 calculation at Social Security maximum earnings 3.3 7%
(5110,100 in 2012). Impacts active members

Replace current 3% compounded COLA with Tier |l

0,
COLA. Impacts active and retired members. 13:5 28%

Option 4*

+ Tier Il COLA is the lesser of 3% or 1/2 of the CPI, simple interest, (not compounded).



BENEFIT REDUCTION IMPACT

Employer
payment Percentage

Benefit Reduction : :
reduction reduction

(in billions)

Tier Il COLA (Option A) replaces Tier | compounded COLA 13.8 28%
Option 5 Option A + COLA delayed for 5 years or age 67 14.2 29%
Option 6 Option A + 2% contribution increase 16.1 33%

Option A + COLA limited to a portion of
Option 7*  pension (Social Security maximum benefit 16.3 34%
amount) Impacts active and retired members.

Option 8 Option A + final average salary cap 16.6 34%

* This option limits the salary eligible for a COLA increase to the maximum Social Security benefit, currently $30,156.
Example; on a pension of $50,000, only the first $30,156 would be eligible for a Tier Il COLA increase.



BENEFIT REDUCTION IMPACT

Employer
Benefit Reduction paymgnt Percent.age
reduction reduction
(in billions)
Tier Il COLA with a cap on COLA amount (Option B) 16.6 34%
Option 10 Option B + COLA delayed for 17.0 35%
5 years or age 67
. o g
Option 11 OpFlon B + 2% contribution increase from 18.9 39%
active employees
Option 12  Option B + final average salary cap 19.0 39%
1 o)
Option 13 Option B + FAS cap + 2% employee 1.6 44%

contribution increase + delayed COLA



CTPF’s ROLE....

The lllinois legislature
determines the laws and
rules that govern our fund
and other public

pension systems.

The CTPF Board of Trustees administers the law, and
protects and secures the Fund's finances to ensure
retirement security for all members.




CTPF’s ROLE....

Honest Broker
CTPF serves as an “honest broker” or
neutral party in discussion.

Offers analysis to all parties
based on statistics and
actuarial information and studies.




CTPF’S ROLE



WHAT YOU CAN Do....

Register as a Pension Fund

Ambassador

Register at the Legislative action Center at
www.ctpf.org. You can look up legislators,
send e-mail, and track bills.

%ASSAO

Stay in Touch with E-mail
Updates and Social Media

Registered for monthly e-mail updates with the fund, visit www.ctpf.org and
“like us” on Facebook.

Get to know your elected representatives personally

Familiarize yourself with the materials on our education and advocacy web page
and share them with your elected representatives and colleagues.



http://www.ctpf.org/
http://www.ctpf.org/

SUMMARY

. Chicago’s educators fulfill their portion of the retirement promise,
contributing from every paycheck they receive.

. CTPF is a well-managed fund with a sound investment policy and
8.7% return during the past 35 years.

. Alack of BOE and State funding have led to the current fiscal situation.

. There are various solutions that have been offered, and it’s up to the
legislature and other stakeholders to come to an agreement.

. CTPF's role is to educate stakeholders and serve as an “honest broker”

in pension the pension “reform” dialogue

. Funding reform — a guaranteed revenue source for CTPF — must be
undertaken before benefit reductions can be considered.




