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State pension reform continues to be a significant fiscal and policy issue in Illinois.  Over the last three 

years, several bills were introduced in the Illinois General Assembly seeking to reduce pension benefits for 

retirees and current employees and reduce the state’s unfunded liability.  Due to the lack of adequate 

funding Illinois’ state pensions are the worst funded systems in the country.  This reality, coupled with the 

state’s general fiscal challenges, led the General Assembly to review dozens of proposals to reduce 

benefits, increase the school district contribution to TRS, and impose new legislative language to ensure 

that the state will make adequate payments in the future. 

 

We hope this primer will provide school board members with background information about the 

Teachers’ Retirement System and pension benefits for TRS employees.  We welcome your feedback on 

this document and your thoughts about the state’s approach to pension reform.  We are available to 

answer questions about the pension proposals receiving attention in Springfield and discuss how they 

may impact your district.  You can reach ED-RED Executive Director Erika Lindley at erika@ed-red.org. 

 

There are several important considerations in the pension reform discussion: 

 

 The $94 billion unfunded liability places incredible pressure on the state budget.  For several budget 

cycles in a row, the state’s annual pension payment exceeded the state’s natural revenue growth.  

 

 The proposed shift of the normal cost of benefits from the state to local districts coincides with 

several years of reduced state support for K-12 education (over $900 million lost in the last four 

years).  Due to revenue challenges in local districts, we’ve advised that if the shift becomes a reality, 

the legislature should allow districts to levy for new TRS pension costs (just as you are able to do now 

for Social Security and IMRF).  This suggestion has been met with heavy opposition from suburban 

legislators due to the corresponding increase in property taxes – and the likely response from voters. 

 

 There are multiple legal opinions on the constitutionality of changing benefits for retirees or 

individuals currently in the pension systems.  Some believe benefits cannot be altered or “diminished” 

in any way.  Others argue that yet-unearned benefits are fair game for change (for example, since the 

cost of living adjustment doesn’t start until after you retire, the COLA rate for current employees 

could be reduced within the confines of the Illinois Constitution).  There is agreement in one area – 

any change in benefits for retirees or current employees will be challenged in court and the 

constitutionality of pension changes will be determined by the members of the Illinois Supreme Court.   
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What is up with Tier 1 and Tier 2? 

District employees hired before January 1, 2011 are in Tier 1.  In response to the state’s pension liability, 

pressure from rating agencies, and the view that state pension benefits were overly generous, the 

General Assembly passed a law in 2010 changing the benefit structure for new hires.  Employees hired 

after January 1, 2011 and new to TRS are in Tier 2.  If a Tier 1 employee leaves employment in one school 

district and begins employment in a new school district, they remain a Tier 1 employee. 

 

The benefit package for Tier 2 employees is less than Tier 1.  Tier 2 employees have a higher retirement 

age, lower cost of living adjustment (COLA), and a “cap” on the pensionable salary (aka a limitation on the 

salary amount that counts toward the pension calculation).  Keep reading for more information about 

these provisions and check out the chart highlighting major differences between Tier 1 and Tier 2. 

 

How is TRS funded? 

 Employees pay 9.4% of their creditable earnings to TRS.  Creditable earnings include salary, stipends 

for additional instruction and supervision duties, summer school, bonuses, and several other 

compensation areas.  Districts may negotiate with their teachers to pay all, some, or none of the 9.4% 

employee contribution.  

 

 School districts pay 0.58% of creditable earnings for their TRS-eligible staff to the pension system.  

 

 TRS invests funds on behalf of system members.  Interest from these investments also help pay for 

the cost of pension benefits.  The assumed annual rate of return is 8%.  The 20 year investment return 

in June 2012 was 7.7%, down from 9% in 2011.  Read more about TRS' most recent investment year 

and about TRS investment programs. 

 

 The state makes an annual payment to the pension systems.  Due to insufficient state payments in the 

past, the annual contribution includes revenue to cover the cost of paying for benefits and “make up” 

payments to compensate for past underfunding.  The state’s contribution to the five state systems in 

Fiscal Year 2013 was $5.2 billion.  Out of that amount, the payment for TRS was $2.7 billion.  To 

illustrate the impact of the state’s insufficient payments, only 1/3 of the payment pays for the normal 

cost of benefits; 2/3 of the payment is back pay to the systems for insufficient funding.  The state’s 

payment is scheduled to increase by $1 billion in next year. 

 

There has been great debate about the true cost of the state’s underfunding of the state pension systems.  

It is clear that the overwhelming factor in creating the unfunded liability is the state’s decades-long 

tradition of underfunding the pension systems.  Other factors include inadequate investment returns, 

benefit increases, and changes in actuarial assumptions.  The Commission on Government Forecast and 

Accountability (COGFA) is the legislature’s research arm and provides regular updates on the state’s fiscal 

health.  Check out slide 34 of COGFA’s December 2011 presentation to the ED-RED membership for a 

chart on the weight of these factors in creating the unfunded liability. 

 

http://trs.illinois.gov/subsections/legislative/SB1946.htm#ezguide
http://trs.illinois.gov/subsections/press/2012/Oct25_2012.pdf
http://trs.illinois.gov/subsections/investments/investments.htm
https://docs.google.com/viewer?a=v&pid=sites&srcid=ZWQtcmVkLm9yZ3xlZC1yZWR8Z3g6MmQyYjliNTc0MGY2YTcyNQ
https://docs.google.com/viewer?a=v&pid=sites&srcid=ZWQtcmVkLm9yZ3xlZC1yZWR8Z3g6MmQyYjliNTc0MGY2YTcyNQ


What is the Cost of Living Adjustment (COLA)? 

The COLAs is a tool to ensure that benefits keep pace with inflation; basically, the idea is that the pension 

benefit should have the same purchasing power year after year.  For Tier 1, the COLA rate is 3% and 

“compounds” in each year of retirement.  Here’s an illustration of the impact of a compounded COLA: for 

an employee retiring on a pension of $100,000, their first COLA adjustment will be $3,000 meaning that 

TRS will pay out $103,000.  In year two, the 3% adjustment will be based on $103,000 instead of the initial 

pension of $100,000.   

 

For Tier 2 employees, the COLA is tied to the annual increase in the Consumer Price Index (CPI).  Tier 2 

pensioners will receive the lesser of 3% or half of the CPI inflationary rate each year, not compounded. 

 

Additional information on the COLA can be found in the TRS Employer Guide. 

 

What is the Normal Cost? 

The “normal cost” of pension benefits is the percentage of payroll required to pay for the future pension 

benefits of existing employees.  The normal cost fluctuates based on investment returns, assumptions 

used by TRS to calculate future benefits (including average retirement age, average salary increase, 

average life expectancy, etc.) and legislative changes to the pension system.  TRS estimates that the 

normal cost of benefits will be 19.86% of TRS creditable earnings in Fiscal Year 2014.  After subtracting the 

9.4% employee contribution and 1% liability for federally-funded employees, the remaining portion of the 

normal cost is 9.46% of TRS creditable earnings.  These numbers reflect action taken by the TRS Board on 

September 21, 2012 to change their actuarial assumptions.  Check out the press release for background 

on the TRS decision. 

 

Several pension reform proposals include shifting the normal cost to school districts, state universities, 

and community colleges.  The rationale for this change from the proponents’ point of view is that districts 

have the authority to set salaries, and since an employee’s pension payout is partially based on the final 

average salary, districts should have some “skin in the game” in paying for pension benefits.   Under all of 

the scenarios considered this year, the state would maintain control of setting the rules governing state 

pension plans, including the retirement age, employee contribution rate, cost of living adjustment, and 

the multiplier and percentage of salary used to determine how much an annuitant will receive from the 

pension system.  

 

In these “cost shift bills,” the shift of the normal cost from the state to local school districts would happen 

gradually over many years, ranging from 1% of the normal cost added to the district liability until the 

entire normal cost is the district responsibility (this would take 10 years under the current scenario) or as 

slow as 0.5% of the liability each year (this would take 19 years under the current scenario).  Some of the 

proposals include an increase in the employee contribution and reduction of pension benefits, which 

would lower the normal cost and reduce the amount paid by districts.  The state would continue to make 

annual payments to compensate for accumulated debt due to underfunding. 

 

http://trs.illinois.gov/subsections/employers/pubs/employerguide/EmployerGuide_print.pdf
http://trs.illinois.gov/subsections/press/2012/Sept21_12.pdf
http://trs.illinois.gov/subsections/press/2012/Sept21_12.pdf


When do TRS employees qualify for pension benefits? 

Calculating an employee’s pension is not as easy as it seems!  Here is a basic rundown of the calculation 

for Tier 1 and Tier 2 employees.  More detail can be found in the TRS Employer Guide. 

 

For Tier 1 employees, the retirement age/service credit requirements are based on a sliding scale: 

 Employees can retire at age 55 with full benefits if they have 35 years of service credit (the multiplier 

for calculating their benefit is described below).   

 Employees can retire at age 55 with at least 20 years of service credit, but their payout will be 

reduced by 6% for every year the employee is under  60. 

 Employees can retire at 60 with 10 years of service credit.  These employees will have a relatively low 

benefit level based on the multiplier described below. 

 Note that the vast majority of TRS employees do not receive Social Security upon retirement and 

districts do not pay into Social Security for their TRS employees.  For TRS members who have 

substantial service credit in Social Security from other employment (think career changers) they are 

eligible for reduced Social Security benefits through the federal Windfall Elimination Provision. 

 

Retirement benefits are capped for Tier 1 employees.  The maximum benefit is 75% of the final average 

salary.  The final average salary is calculated by using the best four consecutive years out of the last ten 

years of employment.  The benefit for most members is based on a multiplier formula: 2.2% multiplied by 

the employee’s final average salary multiplied by the number of years of creditable service.   

 

The rules are a little different for Tier 2 employees.  Essentially, the retirement age for Tier 2 employees is 

seven years higher than Tier 1 employees (62/67 instead of 55/60).  Additionally, retirement benefits are 

capped for Tier 2 employees in one of two ways:  

 The maximum benefit an employee can receive is 75% of the final average salary (which is calculated 

by using the best eight consecutive years out of the last ten years of employment – different that Tier 

1), multiplied by 2.2% and the number of years of creditable service. 

 In determining a final average salary, the employee’s salary cannot exceed a limit that is set in statute 

($106,800) – but – this number increases each year by ½ of the Social Security Wage Base (another 

inflationary measure determined by the federal government).  Taking the ½ SSWB inflation rate into 

account, the current limit is around $110,000. 

 

Additional resources 

 Teachers’ Retirement System of Illinois 

 TRS Glossary of Terms 

 Illinois State Statute – TRS section of the Pension Code 
 

** 
ED-RED is a membership based advocacy organization that supports suburban public school districts in 

understanding state education policy and aiding school administrators and school board members 
facilitate communication with their state legislators on pending legislation.   

Learn more about our organization at www.ed-red.org 

http://trs.illinois.gov/subsections/employers/pubs/employerguide/EmployerGuide_print.pdf
http://www.ssa.gov/pubs/10045.html
http://www.ssa.gov/oact/cola/cbb.html
http://trs.illinois.gov/
http://trs.illinois.gov/subsections/members/glossary/glossary.htm
http://www.ilga.gov/legislation/ilcs/ilcs4.asp?DocName=004000050HArt%2E+16&ActID=638&ChapterID=9&SeqStart=181000000&SeqEnd=193300000
http://www.ed-red.org/

