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Executive Director’s Message: Recognition of Tier 2 Problems

The decade-long
effort to fix the
Tier 2 benefit
structure finally
may be bearing
some fruit.

In December,
Gov. JB Pritzker
signed a new law
that consolidates
the investment functions of 649 local
police and firefighter pension sys-
tems into two statewide authorities.
This move doesn’t affect TRS at all.

Executive Director
Dick Ingram

But quietly tucked away in the
legislation was a provision that tries
to address problems with Tier 2 for
members in those police and fire
systems. TRS identified similar issues
with Tier 2 for our members nine
years ago.

TRS began enrolling new Tier 2
members on Jan. 1, 2011. At that time,
the creation of Tier 2 was billed by

its sponsors as a long-term solution
to the financial problems facing TRS
and lllinois’ other public pension
systems.

The Tier 2 law reduced state govern-
ment’s pension costs by cutting
benefits for members hired in 2011
and beyond. This reduction in ben-
efits meant that Tier 2 members not
only would pay the entire cost of
their pensions, their excess contribu-
tions would subsidize the state’s

underfunding of the pensions owed
to Tier 1 members.

Tier 2 quickly lost its luster.

“Over the last nine years,
TRS has taken every
opportunity to talk about
the need to fix Tier 2.

No fiscal analysis was done on

the Tier 2 legislation before it

was enacted. A few months after
launching Tier 2, the TRS actuaries
identified some significant long-term
problems with the design of the new
benefit structure — problems that
were not immediate but would mani-
fest themselves down the road and
require state officials to fix them.
We reported to our members and
state officials that:

e Inthe future, some Tier 2
members might be forced to
enroll in Social Security while
still teaching because the law
limited the amount of their
TRS benefits. Because of those
limits, some members’ projected
future pensions would fail to
meet the minimum benefit level
of Social Security, the so-called
“safe harbor” provision. Placing
TRS members in Social Security
would increase costs for both

TRS members and local school
districts.

e Tier 2 created an immediate
financial inequity for its members
because they’re subsidizing Tier 1
pensions. Like Tier 1 members, a
Tier 2 member contributes 9 per-
cent of her/his salary to TRS. But
the Tier 2 benefit only costs a lit-
tle more than 7 percent of salary,
which means the extra contribu-
tion that a Tier 2 member pays
reduces the unfunded amount
the state owes to support Tier
1 benefits. Tier 2 members will
never get that money back as a
retirement benefit.

e Tier 2 retirement benefits were
substantially smaller than Tier 1
benefits, which could impact the
future hiring and retention of
teachers.

Nonetheless, the reaction to these
warnings followed a well-established
pattern for dealing with public pen-
sion issues: “There’s no immediate
concern, so let’s put it off.”

Director’s M €ssage continued on page 2
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Executive Director’s Message continued from page 1

Over the last nine years, TRS has taken every opportu-
nity to talk about the need to fix Tier 2. We recognized
that Tier 2 membership would grow quickly and com-
pound the problems we identified.

In 2011, TRS welcomed 1,983 members to Tier 2 — or
1.2 percent of our active members. At the end of fiscal
year 2019, the number of Tier 2 members in TRS had
risen to 47,188, or 28.9 percent of the system’s active
members.

Up until this year, there’s been no action on Tier 2. But
the governor’s signature on the local pension system
consolidation bill also enacts some Tier 2 fixes for
these systems.

e The ‘“safe harbor” problem was partially addressed
by equalizing the existing limits of Tier 2 pensions
with the Social Security minimums.

e The Tier 2 benefit was increased. A change was made
to the statutory formula for calculating a member’s
initial pension upon retirement that increases the
amount of that first-year pension.

While it’s disappointing that these Tier 2 fixes are limited
in scope and don’t affect our members, the good news

is that finally — after nearly 10 years - state officials are
recognizing the problems Tier 2 created and are taking
some first steps to make things right.

The changes enacted in December, unfortunately, do

not address the major problem of the financial inequity
faced by all Tier 2 members. Fixing the inequity at TRS
would likely cost billions of dollars because the solution
is to eliminate the Tier 1 subsidy. You either lower the
Tier 2 payroll contribution or raise Tier 2 benefits. In both
instances, eliminating the subsidy would increase costs
for state government.

At TRS we’re going to watch carefully how the Tier 2
fixes for police and firefighters work out, both admin-
istratively and financially. These changes to state law
could be expanded in the future to cover other Tier 2
members - including teachers.

Sincerely,

D

Dick Ingram
TRS Executive Director

TRS Board of Trustees Will Expand to 15 Members by July 2020

The size of the TRS Board of Trustees will expand from
13 members to 15 in 2020 under a new state law signed in
December by Gov. JB Pritzker.

The expansion of the TRS Board was approved during
the General Assembly’s autumn veto session as part of
the new law that consolidates the investment functions
of 649 local police and firefighter pension systems into
two statewide entities.

To comply with the new law, TRS will hold a special elec
tion in spring 2020 to fill a new active teacher trustee
seat for an initial three-year term beginning on

July 15, 2020. Before the law change, the next trustee
election would be in 2021.

The other new seat created by the law will be filled by a
gubernatorial appointment who is not a TRS member.
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Trustees continued from page 2

The new statute also makes a change to the TRS board
president. For more than 80 years, the state super-
intendent of education by law has served as the TRS
board president. Under the new law, the governor

will appoint the TRS board president from among the
sitting trustees. The current state superintendent,

Dr. Carmen Ayala, will continue to serve as “ex officio”
member of the board.

The law expanding the board also contains an unprec
edented twist for TRS board elections. Beginning

During the upcoming special election, all trustee can-
didates will be required to indicate in their nominating
petitions the statewide teacher organizations to which
they have belonged during the prior five years. The
statutory language is such that if the candidate with the
highest number of votes belongs to the same state-
wide teacher organization as four of the serving active
teacher trustees, the candidate with the highest votes
from another statewide teacher organization must be
declared elected to the fifth seat.

July 15, 2020, no more than four of the five active teacher The last time the TRS Board of Trustees was altered by a

trustees can belong to the same “statewide teacher
organization.” For example, if four of the five elected
active teacher trustees are members of the lllinois
Education Association, the fifth must belong to another
organization, such as the lllinois Federation of Teachers.

change in state law occurred in 2009 when the number
of seats was increased from 11 to 13. In 1939, when TRS
was created, the board was composed of five members.

New Trustees Appointed to the TRS Board This Past Summer

Over the summer Gov. JB Pritzker appointed three
new members to the TRS Board of Trustees, bringing
the total number of board members to 13. The gov-
ernor increased the size of the board to 15 members
in December when he signed a new law that changed
the make-up of the board.

Under state law, the TRS Board of Trustees is com-
posed of seven trustees elected by TRS members

— five by actives and two by annuitants - as well as
seven trustees appointed by the governor. The 15th
member by statute is the state superintendent of
education. All appointed members require confir-
mation by the Illinois Senate and cannot be TRS
members. TRS members elect trustees to staggered
four-year terms.

The following TRS trustees were recently appointed:

¢ Norma Bellcoff of Edwardsville was appointed
to the board in June 2019. She is vice president,
business development/trust officer, at TheBANK
in Edwardsville. She also chairs the Southwestern
lllinois College Foundation.

e Matthew Hunt of Frankfort was appointed to the
board in June 2019. He is a vice president of Hunt
Insurance Group in Palos Heights.

e David Miller of Lynwood was appointed to the
board in August 2019. A dentist with offices in
Dolton and Chicago, he was a member of the lllinois
House of Representatives from the 29th District
between 2001 and 2011.

Norma Bellcoff
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Energy Star Certification Affirms TRS Green Strategies Commitment

The main TRS office in Springfield has earned an In the last five years, the annual energy cost of the

Energy Star certification from the U.S. Environmental TRS Springfield office fell by more than $67,000 from

Protection Agency for significantly reducing energy use  $197,057 to $129,605. Total annual energy use dropped

over the course of the last year. by more than 3 million kBtu from 7.2 million kBtu to 4.2
million kBtu.

Energy Star certified buildings and manufacturing plants
are verified to perform in the top 25 percent of buildings
nationwide, based on weather-normalized source energy
use. These standards take into account occupancy, hours
of operation and other metrics. Energy Star is the only
energy efficiency certification in the country that is
based on actual, verified energy performance.

Achieving an Energy Star certification has been a goal
of the TRS Operations Department for the last year.
In that time, the team has implemented changes in
the building’s systems designed not only to improve
energy efficiency and enhance staff comfort, but to
save money.

The Energy Star certification is displayed on the TRS Springfield entrance.

TRS Receives Awards for Financial Reporting and Plan Administration

Certificate of Achievement for Excellence in Financial Reporting
The Government Finance Officers Association of the United States and Canada
(GFOA) awarded a Certificate of Achievement for Excellence in Financial
Reporting to TRS for its Comprehensive Annual Financial Report for the fiscal

year ended June 30, 2018. This was the 30th consecutive year that the System
has achieved this prestigious award. In order to be awarded a Certificate of
Achievement, a government or government entity must publish an easily read-
able and efficiently organized Comprehensive Annual Financial Report. This report
must satisfy both generally accepted accounting principles and applicable legal
requirements. A Certificate of Achievement is valid for a period of one year only.
We believe that our current Comprehensive Annual Financial Report continues to
meet the Certificate of Achievement Program’s requirements, and we are sub-
mitting it to the GFOA to determine its eligibility for another certificate.

B¢ . . A .
Pusi Persion Comanaing Concl Public Pension Coordinating Council (PPCC)
Recogniion Ausgd o Adinisction Recognition Award for Administration

e B TRS received the Recognition Award for Administration in 2019 in recognition of
e o e e meeting professional standards for plan administration as set forth in the Public
Pension Standards of the PPCC. The award is presented by the PPCC, a confed-
eration of the National Association of State Retirement Administrators (NASRA),
the National Conference on Public Employee Retirement Systems (NCPERS) and
the National Council on Teacher Retirement (NCTR).
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Early 2020 Important Tax Reminder for TRS Retirees

Expect arrival of 1099-R
If you received a TRS benefit in 2019, the Office of the

Comptroller will mail an IRS Form 1099-R to you by

Jan. 31, 2020. This form will report your income received
from TRS during 2019.

The amount shown in Box 5 on the 1099-R form represents
the non-taxable portion of TRS retirement benefits paid to

If you do not receive a 1099-R form by Feb. 15, 2020 or
you need a duplicate copy sent to you, please log in to
the secure Member Account Access area on the TRS
website. Annually after Feb. 15, you may request a dupli-
cate 1099-R online for a prior year. A duplicate is mailed
by the Illinois Comptroller’s Office and it will take up to
10 business days for you to receive.

you for the year (see graphic below) and is the difference

between Boxes 1and 2a. Box 5 does not represent the
amount of your TRIP premiums for 2019. Box 9B will only
have a value if 2019 was the first year that you received a

benefit from TRS.

If you have not yet set up your online member account,
please watch this video to learn how: https://www.trsil.
org/videos/accessing-your-trs-member-account-online.
Your Member ID is required to set up an account.

[ ] CORRECTED (if checked)

PAYER’S name, street address, city or town, state or province,
country, ZIP or foreign postal code, and phone no.

OMB No. 1545-0119 Distributions From
Pensions, Annuities,
Retirement or
Profit-Sharing Plans,
IRAs, Insurance

Contracts, etc.

1 Gross distribution

: 2019

2a Taxable amount

Form 1099-R
b gPaxable amount Total Copy B
nojgetermined ] distribution || Report this
PAYER'S TIN RECIPIENT’S TIN V pital gain (included | 4 Federalincometax | income on your
in box 2a) withheld federal tax
return. If this
form shows

S £

federal income

RECIPIENT’S name

N

5 Employee contributions/
Designated Roth
contributions or
insurance premiums

6 Net unrealized
appreciation in
employer’s securities

4 Box 5

tax withheld in
box 4, attach
this copy to

$ your return.
Street address (including apt. n@.) 7 Distribution ISFI{EIIXDI/ 8 Other
code(s) SIMPLE This information is
& o| being furnished to
City or town, state or province, country, and ZIP or foreign postal code|9a Your percentage of total |9b  Total employee contributions the IRS.
distribution %|$ { BOX 9 b
10 Amount allocable to IRR 11 1styear of FATCAfiling |12 State tax withheld 13 State/Payer’s state no. |14 State distribution
within 6 years desig. Roth contrip,| ~ requirement $ S
$ s $
Account number (see instructions) Date of 15 Local tax withheld 16 Name of locality 17 Local distribution
payment $ $
$ $

Form 1099-R

www.irs.gov/Form1099R

Department of the Treasury -

Internal Revenue Service
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Updated TRS Benefits Reports Online for Active and Inactive Members

In late November, active and inactive members were i
emailed that their 2019 TRS Benefits Reports were avail-
able for viewing online on the TRS website.

Reports are only sent to members who are not yet
collecting a benefit. Retirees do not receive TRS
Benefits Reports. The report summarizes the fol-
lowing information about a member’s TRS account:
service credit, refundable contributions, beneficiary
refund, beneficiaries, sick leave service, and 2.2 upgrade
information.

If you are an active or inactive member who has not
provided your email address to TRS and you received this
newsletter by mail, please visit https://www.trsil.org.
Select “Member Login” on the home page to begin cre-
ating your online account. You will need your Member ID.
If you do not know it, call us at 877-927-5877 (877-9-ASK-
TRS). You will be able to view your TRS Benefits Report
after signing in.

Additionally, please enter your email address under the
contact information in the secure area so you will receive

future emails from us. If you see an error on your reported service record

or salaries, contact your employer (school district)
Recent payments and changes in outstanding bal- without delay to correct the problem. This informa-
ances will not be reflected on your report, but will tion is reported by your employer on your behalf to
be shown in your online account. If you need to TRS. It may be more difficult to correct an error if
change your beneficiaries, complete a Member you wait until retirement.

Information and Beneficiary Designation (MIBD) form:
https://www.trsil.org/MIBD form. Please print outand  Please call us if you believe your report has an error

mail the form to us and we will update your file. (other than salary or service credit), if you need an
additional copy or if you have any questions about

A new MIBD form replaces any former version on file the content.

with TRS.
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Two Accelerated Pension Payment Programs Offered to Eligible TRS Members

The state’s Tier 1 Accelerated Annual Increase (AAI)
Program has been up and operating for more than a
year and participation has been slow to materialize.

As of early December, 604 members out of approxi-
mately 3,755 who retired during 2019 agreed to
accelerated payments in return for reductions in the
automatic annual increase to their remaining pensions.
The payouts to these members totaled $80 million. The
average payment was $135,800.

Under the AAI Program, Tier 1 members accepting the
accelerated payment will renounce their rights to the
current Tier 1 annual benefit increase of 3 percent com-
pounded; accept a new annual increase of 1.5 percent,
not compounded; and receive a lump-sum that equals
70 percent of the difference between the estimated

lifetime value of the old and new annual increases. The
new 1.5 percent increase would take effect at age 67
while the 3 percent increase takes effect after age 61.

The AAI Program is one of two accelerated benefit pro-
grams created last year by the legislative and executive
branches. The second, a true “buyout” program called
the Accelerated Pension Benefit (APB) Program began
in September for inactive TRS members. As required by
the law, TRS notified 14,598 inactive members in both
Tier 1and Tier 2 about their eligibility for the program.
Through early December, 422 chose the buyout. These
members were paid $50.1 million. The average buyout
payment was $115,000.

The APB amount equals 60 percent of the present value
of the member’s anticipated pension benefits. In return,
the member gives up any future rights to a reoccurring
TRS benefit when they get older. To be eligible, an inac-
tive Tier 1 member must have at least five years of TRS
service and an inactive Tier 2 member must have at least
10 years of service.

Originally, the two programs were scheduled to expire
at the end of the 2020-2021 school year. But last spring
state officials extended the life of the programs until the
end of the 2023-2024 school year.

Are You One of 81,000 Members Who Haven’t Applied For Your ERO Refund?

Three years ago, the TRS Early
Retirement Option (ERO) that allowed
members between the ages of 55 and
60 to retire from active service and
avoid the automatic reduction in their
initial annuities was repealed. TRS
began offering eligible members a
refund of the 0.4 percent salary con-
tributions they paid to help fund the
program in late 2016.

If members did not participate in the
ERO, they were able to get refunds
of their accumulated 0.4 percent
contributions.

By the end of the first year, about
99,000 claims were processed for
$201 million. About 81,000 members
still haven’t applied, leaving $44 mil-
lion unclaimed. To date, 58 percent of
113,940 eligible members have claimed
their cash, more than $233 million.

To apply for your refund, visit Member
Account Access, https://member.trsil.
org/subsections/secureaccountaccess/
security/signin.aspx, and login. Once
logged in, select “Available Refunds”
on the left side navigation area to
begin the ERO Refund process.
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