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he State of lllinois is facing major pension challenges. In 2010, the state created Tier 2, which

resulted in lower pension benefits for employees who started January 1, 2011 or later. The

Commission on Government Forecasting and Accountability (2011) estimated this would save the
state $71 billion through FY 2045. While the establishment of a Tier 2 pension system improved lllinois’
fiscal situation, it also has raised significant concerns.

1. The most immediate challenge is that Illinois may now or in the future be out of compliance
with a federal law that requires public pension plans that do not participate in Social Securi-
ty to provide retirement benefits comparable to Social Security.

2. A second concern is that the benefits offered under the Tier 2 pension plan may make it
more difficult to attract and retain a strong public workforce.

3. Another issue is whether both Tier 1and Tier 2 pension plans should be updated to allow a
portable defined contribution system as a primary pension system, similar to what is offered
by many private sector employers and the State Universities Retirement System (SURS).

Initiatives to address the Tier 2 pension challenges would increase the state’s pension costs, which
already are high. In the FY 2025 budget, state General Funds pension contributions account for $10.1
billion, which is equivalent to 19 percent of the state’s total budget for the general funds (Governor’s Of-
fice of Management and Budget, 2024). These high funding levels are expected to continue as the state
remains on a path to achieve 90 percent funded levels for the state pension plans by 2045 as required
by state statute.

The state’s five pension plans combined had $144 billion in unfunded liabilities and a funded level of 46
percent in FY 2024 (Bae & Fast, 2024). This is the lowest funded level among the 50 states (S&P Global,
2024). Therefore, proposals to revise the Tier 2 pension plan could compound the state’s current fiscal
challenges.
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ANALYSIS OF PROPOSED TIER 2 REFORMS
This analysis addresses the status quo and the proposed Tier 2 reforms listed below:
« set the Tier 2 salary cap to the Social Security wage base;

¢ align the Tier 2 retirement eligibility (age and number years of service) and final average sal-
ary calculation to match those of Tier 1, set the salary cap to the Social Security wage base,
and revise the annual cost of living adjustment (COLA) to three percent (not compounded);
and

* establish a defined contribution plan as a primary pension benefit option for participants
in the State Employees’ Retirement System (SERS) and the Teachers’ Retirement System
(TRS).

These options are assessed based on four major goals:

(a) comply with federal law/Internal Revenue Service (IRS) pension requirements. This is an
important goal because the state currently is or in the future may be out of compliance
with IRS rules for pension plans that do not participate in Social Security.

(b) provide prudent fiscal management of state resources while assuring the sustainability of
state pension systems. Any reform must be achievable without excessive fiscal strain on the
state’s budget while also assuring that pension funding is available to pay the benefits that
have accrued.

(c) recruit and retain a strong workforce. As a type of employee compensation, pension bene-
fits should contribute to the state’s ability to attract and retain a strong workforce.

(d) provide a reasonable retirement income. As a responsible employer, lllinois should provide
its long-term employees with the ability to accumulate sufficient savings and/or promised
retirement benefits to support a reasonable standard of living in their retirement.

This policy brief provides a qualitative analysis of the status quo and the three options (see Table 1 for a
summary of the analysis). Appendix A provides additional background information and analysis.




OVERVIEW OF THE STATUS QUO AND THREE POLICY OPTIONS

Option #1: Status Quo

The state has five state pension plans, including the Teachers’ Retirement System (TRS), State Em-
ployees’ Retirement System (SERS), State Universities Retirement System (SURS), General Assembly
Retirement System (GARS), and Judges Retirement System (JRS). These plans serve both Tier 1and
Tier 2 employees. Tier 2 members, which includes employees who started January 1, 2011 or later, have
lower retirement benefits compared to Tier 1 employees. This occurs due to Tier 2 benefit reductions for
those who retire before age 677, a cap on pensionable salaries, the use of more years when calculating
the final average salary, and a lower COLA.

Federal law requires public pension plans that do not participate in Social Security to provide pension
benefits that are comparable to those provided by Social Security. The Internal Revenue Service (IRS)
Rule 91-40 provides guidance for determining if a plan’s benefits are comparable to Social Security
benefits. Most employees in SERS participate in Social Security, but employees in the other four state
pension plans generally do not participate in Social Security.

A study conducted by Segal (2023) concluded that some of the Tier 2 benefit formulas in lllinois
pension plans do not comply with the IRS rules due to the impact of the state pension salary cap. The
study indicated that individual testing may be needed to determine whether individual Tier 2 members
meet the qualifications for exemption from Social Security. The state/employers? could incur significant
costs if they had to pay Social Security taxes on these employees.

'SERS and SURS members who are subject to the Alternative (police/fire) Formula have different pension eligibility requirements.
2Some of the participants in state pension plans, such as teachers, are not state employees.
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Table 1: Goals/Policy Options

Base, Revise
COLA

(Segal, 2025) (1)

Goals
Comply with Provide Prudent Fiscal Recruit & Retain Provide a
Federal Law/IRS | Management of State (R&R) a Strong Reasonable
Policy Pension Pension Plans Workforce Retirement
Options Requirements Income
Option #1 Tier 2 benefit would be very costly if Tier 2 pension Tier 2 provides
Status Quo formulas for the state/employer had provisions may lower retirement
some state to pay Social Security hinder recruitment income and COLA
employees do taxes for some or all and retention of than Tier 1
not satisfy IRS employees who currently | employees
requirements do not participate in
(Segal, 2023) Social Security
Option #2 revised salary $6.2 billion increase in a higher cap might would increase
Set Tier 2 cap would bring | state contributions for help recruit and retirement
Salary Cap to | state into IRS TRS, SERS, and SURS retain high-income benefits for Tier 2
Social Security | compliance through FY 2045 employees high-income
Wage Base (Segal, 2023) (Segal, 2025) (1) employees
Option #3 revised salary $29.8 billion increase in would improve the Would increase
Align Tier 2 cap would bring | state contributions for ability of the state to | retirement
with Tier 1 state into IRS TRS, SERS, and SURS compete with the benefits and
Retirement compliance through FY 2045 private sector for COLA for Tier 2
Eligibility & (Segal, 2023) (Segal, 2025) (1) employees members
Final Average
Salary $6.2 billion salary cap would likely increase
Calculation, $1.1 billion FAS revision the number of
Set Salary Cap $4.4 billion revised COLA | employees who
to Social $11.3 billion revised retire prior to the
Security Wage normal retirement age age of 67

Option #4
Establish a
Defined
Contribution
(DC) Plan for
SERS and TRS

would not fix
the IRS
compliance
issue for the DB
plans

new DC plan
would need to
comply with IRS
requirements

costs or savings would
depend on the structure
of the plan

DC plan reduces the
state’s risk

would decrease the
contributions to the
defined benefit plans

may appeal to
employees who
want portable
retirement savings

would depend on
employee and
employer
contributions,
interest, and
retirement
allocations

no guaranteed
benefit levels




Public unions assert that the existing Tier 2 retirement benefits hinder the state’s ability to recruit and
retain state employees (We are One lllinois, 2024). This is consistent with some research studies that
have found that reductions in public pension plan benefits have resulted in increased employee turn-
over and difficulties in hiring new employees (Quinby et al., 2018 and Gorina and Hoang, 2020). Those
findings are based on studies that examined public pension plans throughout the nation. To our knowl-
edge, quantified estimates of the impact of Tier 2 on recruitment and retention are not available.

Option #2: Set Tier 2 Salary Cap to Social Security Wage Base

Segal (2023) found that the IRS compliance issue could be resolved by setting the Tier 2 salary cap
(which limits how much income is subject to pensions) equal to the Social Security salary cap. Initially,
the Tier 2 cap matched the Social Security cap, but the Social Security cap increases annually based
on the increase in the CPI, while the Tier 2 cap increases by 3 percent or 2 of the increase in the CPI,
whichever is less. In 2025, the difference between the caps was about $50,000.

This would increase the pension benefits for Tier 2 employees who have an income that exceeds the
Tier 2 salary cap. This might attract higher-income employees by providing them with higher retirement
benefits. However, income that exceeds the Social Security wage base would not be included as part of
the Tier 2 pension calculations.

Segal (2025) estimates that revising the Tier 2 salary cap for the TRS, SERS, and SURS plans would cost
$6.2 billion through FYE 2045.% Segal (2025) notes that this would result in a $78 million increase in the
state’s contribution to those three funds in FYE 2027, which is about a 0.7 percent increase over the
estimated baseline state contribution for that year.

Option #3: Align Tier 2 with Tier 1 Retirement Eligibility Criteria and Calculation of Final Average
Salary, Set Salary Cap to the Social Security Wage Base Cap, and Revise the COLA

This option includes setting the Tier 2 salary cap to the Social Security wage base cap (as discussed in
Option #2); setting the Tier 2 retirement age, years of service requirements, and the number of years
used to calculate the average final salary to be the same as Tier 1; and revising the COLA to 3 percent
non-compounded (instead of the current COLA, which is 3 percent or %2 of the CPI, whichever is lower).
These revisions would facilitate compliance with the IRS standards, improve the pension benefits and
COLA for Tier 2 employees, and likely result in an increase in workers retiring prior to the age of 67.

Research studies have found that state pension plans with more generous pension benefits are better
able to compete with the private sector in recruiting and retaining employees (Munnell et al, 2014b;
Quinby & Sanzenbacher, 2020). However, some researchers have questioned the effectiveness of pen-
sion plans as a means to recruit or retain employees (Koedel & Xiang, 2016, Fitzpatrick, 2015). Another
study refuted the findings of one of those researchers, concluding that it is difficult to isolate how much
public employees value pensions relative to salaries (Ni et. al, 2022). Researchers also have noted that
pension changes can have different effects on employees, depending on where the employees are at in
their careers (Asch et. al, 2022).

In assessing whether Option #3 would provide for a “reasonable” retirement income, it is helpful to ex-
amine how the revisions in Option #3 compare to provisions in pension plans in other states. Although
that type of analysis is beyond the scope of this policy brief, Appendix A provides an abbreviated com-
parison of how the existing TRS Tier 1 and Tier 2 provisions compare to provisions in teacher retirement
plans in five other states that do not participate in Social Security. In brief, Option #3 generally would
result in age and years of service requirements for normal retirement that are comparable to the other

It is not clear whether this estimate includes increasing the salary cap for all SERS employees or just for SERS employees who are not participating in
Social Security.



state plans; would use a comparable number of years to calculate the final average salary (four years
compared to the three or five years used in most of the other plans); and would implement a COLA
that is generally higher than the COLA used in most of the other state plans. The Option #3 salary cap
would be lower than the salary caps used in most of the other state teacher retirement plans that are
included in the sample. (See Appendix A for a more detailed discussion.)

The main challenge associated with Option #3 is that the estimated cost would be about $29.8 billion
through FYE 2045 (Segal, 2025). Segal (2025) estimates this would result in a $1.13 billion increase in
the state’s contribution to the TRS, SERS, and SURS funds in FYE 2027, which is about a 9.7 percent in-
crease over the estimated FYE 2027 baseline contribution. As previously indicated, the state already is
incurring large pension contributions (about 19 percent of the state general funds), which are projected
to continue through FY 2045. Bond rating companies and others have expressed concerns about the
fiscal impact of proposed major revisions to Tier 2 (Fitch Ratings, 2024).

Option #4: Establish a Defined Contribution Plan for SERS and TRS

Another option is for the state to establish a defined contribution plan for SERS and TRS. Currently,
SERS and TRS each offer a defined benefits plan, in which employees and employers make contribu-
tions, the funds are invested, and the resulting funds are used by the state to make lifetime monthly
payments to retirees based on a pre-established benefit formula. With a defined contribution plan,
employees and employers still make contributions, but the funds are earmarked for particular employ-
ees. The investments are typically directed by the employee and are available to fund the employee’s
pension benefits when the employee retires. There are no guaranteed pension benefit levels. Instead the
benefits are based on the funds that have accrued.

This plan could be modeled based on the Retirement Savings Plan (RSP), which is a defined contribu-
tion plan offered by SURS. Employees have the option of participating in the SURS defined benefits
plan or the RSP as their primary pension plan. The TRS and SERS defined contribution plan could be
set up similarly, with both existing employees and new employees having the choice of either the de-
fined benefit plan or the defined contribution plan as their primary pension plan.® The new plan would
need to satisfy IRS requirements.

This option could decrease the state’s risk from volatile in-
vestments since there is no guaranteed benefit level. How-
ever, it also would decrease employee contributions to the
defined benefit plans, depending on how many employees
decide to switch to the defined contribution plan. This could
present fiscal challenges for the defined benefit plans since
a portion of the Tier 2 employee contributions are contribut-
ing to the payment of unfunded pension liabilities from prior
years.

Some employees and prospective employees may be at-
tracted to a defined contribution plan due to its portability
and potential for a shorter vesting period. However, with

a defined contribution plan, employees face the risk of
poor-performing investments, inflation that decreases the
value of their assets, and the possibility of outliving their \
assets (Munnell et. al, 2014a). :

4Employees also have an option for a lump-sum payment.
TRS currently has a supplemental defined contribution plan, but Option #4 would be different in that a defined contribution plan would be offered as
an employee’s primary pension benefit rather than as a supplement.



APPENDIX A

BACKGROUND INFORMATION AND ADDITIONAL ANALYSIS RELATED TO THE OPTIONS

Option #1: Status Quo

Background

Collectively, the State of lllinois’s five pension plans have about 850,000 participants (State of lllinois,
2024). The employees in Tier 1 and Tier 2 make the same employee contributions as a percentage of
salary, but the Tier 2 employees are subject to different retirement provisions. The major differences for
employees who participate in one of the state’s three largest pension plans (SERS, SURS, and TRS) are
described below. This information, as well as other information about the state pension plans, can be
found in the /llinois Pension Code (lllinois General Assembly, n.d.) and on the websites of the respective
pension plans.

¢ The retirement eligibility age and number of years of service are higher for Tier 2 members
than for Tier 1 members (see Table A1).

e Tier 1and Tier 2 plans both allow for early retirement with reduced benefits. Tier 2 partic-
ipants can retire at age 62 with 10 years of service subject to a benefit reduction of ¥ of 1
percent for each month under age 67 at retirement. Tier 1 participants can retire at age 55
with a benefit reduction of %2 of 1 percent for each month under age 60.* The number of
years of service required for the latter varies from 8 to 25 years, depending on the plan.

e The calculation of the final average salary for Tier 2 is based on the highest eight years of
the last 10 years, while the calculation for Tier 1is based on the highest four years.

e The COLA for Tier 2 is 3% or ¥, of the CPI, whichever is lower, non-compounded. The COLA
for Tier 1is 3% compounded.

e Tier 2 participants are subject to a maximum pensionable salary amount set by the state,
which was equal to the Social Security salary cap in 2011 and increases annually by 3% or
» of the CPI, whichever is less. Tier 1 participants are subject to a much higher salary cap,
based on IRS rules for defined contribution plans.

Analysis

The retiree benefit levels are based on the formula listed below. The benefit factor for Tier 1 and Tier 2 is
2.2 for individuals who do not participate in Social Security and 1.67 for those who participate in Social
Security. Participants who are eligible for the SURS or SERS alternative (police/fire) formula are subject
to different benefit factors.

. adjustment
# years ] benefit for early
SERETE = of service 2 average 2 factor retirement,
salary If any

Employees in the SURS police/fire and the SERS Alternative Formula are subject to different pension provisions.



Table A1 Comparison of Tier 1 and Tier 2 Age and Service Eligibility for Full Pension Annuities
Tier1 Tier 2

TRS age 62 with 5 years; age 60 with 10 years; age 67 with 10 years
age 55 with 35 years; Rule of 85 for TRS
members who are employees of the
State of Illinois

SERS

regular formula age 60 with 8 years; any age with 35 years; age 67 with 10 years
Rule of 85

alternative (police & fire) age 50 with 25 years; age 55 with 20 years age 60 with 20 years;

formula age 55 with 20 years

for certain positions

SURS

traditional/portable age 62 with 5 years; age 60 with 8 years; age 67 with 10 years

defined benefit plan any age with 30 years

alternative (police/fire) age 50 with 25 years; age 55 with 20 years age 60 with 20 years

formula

For individuals who retire at age 67 with at least
10 years of service, the difference between Tier
1and Tier 2 will be due to the calculation of the
final average salary and the salary cap, if applica-
ble. For employees who retire before the age of
67, the benefits also are impacted by reductions
in the employment benefits. For example, a Tier
1 employee who retires at the age of 62 with 20
years of service and a final average salary equal
to $70,000, would receive a benefit of $30,800.
If the retiree were in Tier 2, the benefits would

be much lower ($21,560) due to a 6% reduction ‘~‘~‘.mt‘.‘t.‘.:‘.:»::‘ :
in benefits per year for each year under the age =
of 67 at the time of retirement. The COLA for the XLL‘NOXS

person in Tier 2 also would be less. 4 y . \



Option 2: Set Tier 2 Salary Cap to Social Security Wage Base

Background

Nationwide, about 27 percent of state and local government employees participate in pension plans
that do not participate in Social Security (Congressional Research Service, 2024). These plans are
referred to as “replacement plans.” The IRS has established safe harbor requirements for replacement
plans with the expectation that the plans will offer benefits that are comparable or better than those
offered through Social Security.

As of 2023, about 95 percent of the SERS active participants participated in Social Security; howev-
er, TRS and most SURS participants do not participate in Social Security (State of lllinois, 2024). This
means that those employees and the state/employer do not pay Social Security taxes on the employ-
ees’ income and employees do not earn service credit toward future Social Security benefits.

Analysis

The IRS has established three testing levels, referred to as the safe harbor provisions, to determine
whether a governmental pension plan qualifies as a replacement plan. The first level refers to whether a
specific replacement plan has the same provisions as Social Security. If the plan has different provisions,
then the second level of testing is used to determine if a plan’s provisions result in comparable results
to Social Security. If a plan does not satisfy either of the first two tests, a third level of testing can be
conducted based on the retirement benefits of individual participants in the plan (Segal, 2023).

A study conducted by Segal (2023), which was commissioned by the Commission on Government
Forecasting and Accountability (CGFA), concluded that the Tier 2 general benefits for TRS, SERS, and
SURS and Tier 2 benefit formula for SURS Police and Fire employees with less than 20 years of ser-
vice do not satisfy the safe harbor requirements, primarily due to the Tier 2 state salary cap. The Segal
report states that individual testing may be required for employees in categories that did not satisfy the
safe harbor provisions.

More analysis is needed to better understand this option. Does the state need to test individual em-
ployee’s benefits? Would the employees whose benefits fail to meet the threshold be addressed on an
individual basis or would there be broader adjustments? Should the salary cap be increased for all SERS
employees or only for those who do not participate in Social Security? Are there other more cost-effec-
tive options to achieve compliance with the IRS requirements? Under what conditions, if any, could the
IRS require an lllinois state pension plan to participate in the Social Security system?

I mznunm
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Option 3: Align Tier 2 with Tier 1 Retirement Eligibility & Final Average Salary Calculation, Set Salary
Cap to Social Security Wage Base, Revise COLA

Background

Policy option #3 includes changes to multiple aspects of the existing Tier 2 pension provisions. Other
options also could be considered that could include either a subset of the changes included in option
#3 or revised figures for various components.

Analysis

To obtain a better understanding of the proposed changes in Option #3, a sample analysis was con-
ducted that compared the lllinois TRS Tier 1 and Tier 2 provisions’ to state teacher retirement plans
in five other states (California, Ohio, Massachusetts, Missouri, and Texas). These plans were selected
because they are the five most populous states that have state teacher pension plans that are not
participating in Social Security. Overall, about a dozen states have teacher pension plans in which the
members do not participate in Social Security.

As shown in Table A2, the age and number of years of service requirements for normal retirement for
TRS Tier 1 members is in line with the requirements in most of the other states. Most of the state plans
in the sample have normal retirement requirements of age 60, 62, or 65 with five years of service. Tier 1
has a requirement of age 62 with five years. The eligibility requirement for TRS Tier 2 is higher, with an
age of 67 and 10 years of service. This is similar to the Massachusetts plan, which has a requirement of
age 65 and 10 years to receive the same benefit factor (2.2) that is used in Tier 1 and Tier 2.

Table A2 Comparison of Illinois TRS Plan to Teacher Retirement Plans in Other States
Eligibility Criteriafor Normal Retirement or Early Retirement with Benefit Reductions

ILllinois Illinois California Massachusetts Ohio Texas Missouri
(2% at62 plan)
normal age 55 with age 67 with age 62 benefit age 65 and age 65 with age 60 with
retirement 35 years 10 years with 5 years factors 5years 5years 5years
vary by
age 60 with age and # any age with age 62 if meet any age
10 years years 34 years Rule of 80 and with 30
(2.2 atage 65 5years years
age 62 with and 10 years)
5years Rule of 80
(age and
years >= 80)
early retirement age 55 age 62 age 55 age 60 with age 60 with age 55 with age 55 with
with benefit with 20 with 10 years with 5 years 10 years 5years 5years 5 years
reductions years
any age with any age with under 55 age
29 years 30 years with 25 years
any age with
Rule of 80 and
5years

Source: State pension plan reports and websites.



The age requirement for early retirement with reduced benefits for TRS Tier 1 also is the same or lower
than for the other state plans, but the required number of years of service is higher. TRS Tier 1 has an
age requirement of 55 with 20 years, while the other plans have an age requirement of 55 or 60 with
five years of service (except Massachusetts, which requires 10 years). The TRS Tier 2 requirements for
early retirement with reduced benefits is higher at age 62 with 10 years.

Another important component of a pension plan is the benefit factor, which is multiplied by the num-
ber of years of service and the final average salary to get the annual annuity the retiree will receive. As
shown in Table A3, the benefit factor can vary depending on the member’s age at the time of retire-
ment and the number of years of service. (When applicable, the benefit factors have been adjusted to
reflect reductions in retirement benefits for early retirement.) This table shows the annual annuity a
retiree would receive expressed as a percent of their final average salary. For example, under TRS Tier 1,
a member who retires at age 60 with 10 years of service would receive a retirement annuity equal to 22
percent of their final average salary.

Table A3 Comparison of lllinois TRS Plans to Other Teacher Retirement Plans
Figures Show Retirement Annuities as a Percent of Final Average Salary

Illinois Illinois California Massachusetts  Ohio Texas Missou
TRSTierl TRSTier2 CalSTRS MTRS Tier 2 STRS TRSTier 5 PSRS
(2% at 62)
Age 60
benefit factor 2.20% * 1.760% 1.45% eligible eligible 2.50%
#years reduced reduced
5 e e 8.8% e benefits at benefits at 12.5%
10 22.0% * 17.6% 14.5% age 60 and age 55 and 25.0%
20 44.0% 2 35.2% 29.0% 5 years 5 years 50.0%
(specific #s (specific #s
not available) not available)
Age 62
benefit factor 2.2% 1.5% 2.0% 1.75% eligible eligible 2.50%
#years reduced reduced
5 11.0% * 10.0% * benefits at benefits at 12.5%
10 22.0% 15.4% 20.0% 17.5% age 60 and age55 and 25.0%
20 44.0% 30.8% 40.0% 35.0% 5 years 5 years 50.0%
(specific #s (specific #s
not available) not available)
Age 65
benefit factor 2.20% 1.94% 2.40% 2.20% 2.20% 2.30% 2.50%
#years
5 11.0% o 12.0% e 11.0% 11.5% 12.5%
10 22.0% 19.4% 24.0% 22.0% 22.0% 23.0% 25.0%
20 44.0% 38.7% 48.0% 44.0% 44.0% 46.0% 50.0%
Age 67
benefit factor 2.20% 2.20% 2.40% 2.50% 2.20% 2.30% 2.50%
#years
5 11.0% * 12.0% * 11.0% 11.5% 12.5%
10 22.0% 22.0% 24.0% 25.0% 22.0% 23.0% 25.0%
20 44.0% 44.0% 48.0% 50.0% 44.0% 46.0% 50.0%

Note: “*” not eligible for retirement annuity
Source: State pension plan reports and websites.



The main takeaways from Table A3 are as follows:

e The Tier 1 retirement annuities for members who retire at age 60 (with 10 or 20 years of
service) or 62 are higher than the benefits in California and Massachusetts, but lower than
the benefits in Missouri.

* At age 65, the Tier 1 benefits are the same as in Massachusetts and Ohio for 10 and 20 years
of service, but lower than the other three states.

« At age 67 with 10 or 20 years of service, the Tier 1 benefit levels are the same as the levels in
Ohio, but less than the levels in the other four states.

e The TRS Tier 2 benefits are lower than the benefits in the other five state plans for ages 60
(no pension annuities under Tier 2), 62, and 65. At age 67, Tier 2 does not provide a retire-
ment annuity for members with five years of service (same as Massachusetts). For service
equal to 10 or 20 years, the Tier 2 retirement annuities are the same as in Ohio but lower
than the annuities in the other four state plans.

Other aspects of the state teacher retirement plans are shown in Table A4.

Table A4 Comparison of Illinois TRS Pension Plans to Teacher Retirement Pension Plans in Other States

Ilinois

Ilinois California Massachusetts Ohio Texas Missouri
(2% at62)
employee
contribution as 9% 9% 10.21% 9%+ 2%on 14 8.25% 14.50%
% of salary in FY24-25  earnings > $30K in 24-25 in 24-25
-varies by year? no no yes no no yes yes
#yearsin
calculation of 4 8 3 5 5] 5 3
FAS
COLA 3% lesser of 2% legislature 2%butcan legislature determined
3%or1/2 decides be revised by decides by inflation (2)
inflation 3% orinflation; the system (1) <2%->no COLA
whicheveris less, 2-6%in 24-25 2-4.99% -> 2% COLA
only applies to 1%in 2024 5% ormore-> 5% COLA
first$13,000
is COLA
compounded? yes no no no no no no
pensionable () $125,774 $182,266 (3) (3) (3) (3)
income cap in 24-25 in 24-25

(1) Only provided to retirees who have been retired for five or more years.

(2) Inflation amounts accumulate until COLA is provided; then resets.

(3) States use the IRS 401(a)(17) annual compensation limit for defined contribution plans, which is $350,000 in 2025.
Massachusetts uses 64 percent of the IRS limit.

Source: State pension plan reports and websites.



Key points are summarized below.

« The Tier 1and Tier 2 employee contributions for pensions as a percent of salaries (9%) are
lower than the contributions in four of the five other states. In 2024-25, Texas had a contri-
bution rate equal to 8.25% of salaries, while the other states had contributions ranging from
9 percent plus 2 percent on earnings greater than $30,000 to 14.5 percent. In three of the
five plans in other states, the employee contribution rates are set on an annual basis accord-
ing to an actuarial analysis.

e For the number of years used in the calculation of the final average salary, Tier 1, which uses
four years, falls in between the two states that use three years and the three states that use
five years. Tier 2 uses eight years, which is higher than the number of years used in other
states.

* A comparison of the COLASs is more difficult because the structure of the COLASs varies. In
two of the five states, there is not a mandatory COLA. Instead the legislature sets the COLA
on an annual basis. In Massachusetts, the COLA only applies to the first $13,000 and in Ohio,
the system can change the COLA. Based on the information available, it appears that the
Tier 1 COLA is the only guaranteed COLA that is compounded.

* The pensionable salary cap for Tier 2 is lower than the salary caps in the other states. Tier

1 and three other states in the sample use the IRS 401(a)(17) limit for defined contribution
plans, which is $350,000 in 2025. Massachusetts uses 64 percent of the IRS limit.

Option 4: Establish a Defined Contribution Plan for SERS & TRS Members

Background

Currently, SURS is the only state plan in lllinois that offers a defined contribution plan as a primary
retirement plan. During the period 2018-2023, 18 percent of the new SURS Tier 2 members elected to
participate in the RSP program. This included 27 percent of the new academic members and 16 percent
of the new non-academic members. The RSP election rate expressed as a percent of payroll is higher
(29 percent) than the rate based on the number of participants. This is due to higher RSP election rates
among new higher paid SURS members. For SURS employees with salaries greater than or equal to
$100,000, the RSP election rates were 63 percent during the period 2018-2020 (Gabriel, Roeder, Smith,
and Company, 2024).

The lllinois General Assembly passed legislation in 2017 that authorized a Tier 3 pension plan. Tier 3 was
to be a hybrid pension plan, in which employees would have both a defined benefit plan and a defined
contribution plan. However, as of 2024, the Tier 3 plan has not been implemented due to concerns
about conflicts with the Internal Revenue Code (State of lllinois, 2024).

According to the National Association of State Retirement Administrators (2024), four states (Alaska,
Michigan, North Dakota, and Oklahoma) require new employees to enroll in a defined contribution plan
for their primary retirement benefits. Six additional states (Colorado, Florida, Indiana, Montana, Ohio,
and South Carolina) provide an option for employees to participate in a defined contribution plan as
their primary retirement benefit. Other states offer defined contribution plans as part of a hybrid plan
or as a supplemental retirement savings plan.



Analysis

Policy option #4 would require additional analysis and discussion. This would need to address issues
such as the structure of the plan (e.g., employer and employee contributions, investment options) and
how the plan would be implemented (e.g., whether it would be required or optional for new employees,
provisions for allowing existing employees to switch to this plan). It would be useful to examine the ex-
periences of the SURS defined contribution plan and concerns that have arisen in regard to the lllinois
Tier 3 plan. It also would be helpful to conduct research on the experiences of other states that have a
defined contribution plan that is either mandated or optional as a primary pension system.
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