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Age 102 — Opt-in / Opt-out

Background

To start retirement benefits, an eligible member must separate from service and
apply to the Department of Retirement Systems, regardless of age. Federal law
for private plans, which does not apply to the Washington State Retirement
Systems, allows distributions to begin at age 70%. For a period between 1988
and 1991 it was thought that the federal requirements applied to the state, and
legislation was enacted allowing distribution at 70% so long as the federal
requirement was in place. The state law was repealed shortly thereafter.

Legislators can choose to begin membership upon entering office, but once they
choose to participate their decision is irrevocable.

Committee Activity

Presentations:
August 17, 2004 - Executive Committee
November 9, 2004 - Full Committee

Subgroup Activity:
October 19, 2004 - Subgroup Meeting

Proposal:
November 9, 2004 - Full Committee

Recommendation to Legislature

Allow PERS, SERS, and TRS members who have reached age 70% to retire and
return to work without restriction, and allow members holding state elective
office the option at the beginning of each term of office, to continue active
membership or to retire and begin receiving their retirement allowance.

Staff Contact

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237 — baker.robert@leg.wa.gov
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Select Committee on Pension Poliy

Age 7072 and Opt-in/Opt-out

(December 21, 2004)

Subgroup Proposal

Staff

Members Impacted

Allow members of PERS, SERS, and TRS who
have attained age 70% to retire and return to
work without restriction. Such individuals
would continue to draw a salary but would cease
active membership in their plans and would no
longer accumulate service credit. The provision
would not apply to state elected officials unless
they leave elected office or are reelected after the
effective date of the act.

Also allow members of TRS Plans 2 and 3,
SERS, and PERS holding state elective office the
option, at the beginning of each term of office, to
continue active membership or to retire and
begin receiving their retirement allowance

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

This proposal would impact all PERS, SERS, and
TRS members who desire to work beyond age
70Y%, and all members of PERS, SERS, and TRS
2/3 who hold state elective office.

As of the 2003 valuation there were 502 vested
members of PERS, SERS, and TRS who were still
working at age 70%-.

At last count there were 139 state elective
officials who were plan members without other
public employment.

December 2004

1004 Interim ssues Page [ of3

0:\Reports\Interim lssues\2004\Issues\Agel0.5 - Opt-in Opt-out. wpd



Select ommittee on Pension Policy

Current Situation After separating from employment for one
month, PERS and SERS retirees may return to
work for up to 867 hours in a calendar year
before their benefit is suspended. PERS 1
retirees who separated for 3 months may return
to work for up to 1,500 hours in a calendar year
before their benefit is suspended.

After separating from employment for one
month, TRS 1 retirees may return to work for up
to 1,500 hours in a school year before their
benefit is suspended. After separating from
employment for one month, TRS 2/3 retirees
may return to work for up to 867 hours in a
school year before their benefit is suspended.

State elected official members of most
Washington State Retirement Systems and plans
must separate from service in order to retire and
begin receiving their retirement benefits,
regardless of age. TRS 1 is the exception in
permitting state elected officials who are TRS 1
members, if otherwise eligible, to begin receiving
their retirement benefit while serving in state
elective office. The LEOFF 1 Plan also allows
retired members to work for any non-LEOFF
employer without a reduction of their benefits.

History

During the 2002 Interim, the Joint Committee on Pension Policy (JCPP)
forwarded companion bills SB 5093 and HB 1209 to the 2003 legislature.
These bills would have allowed members of PERS, SERS, and TRS Plans 1, 2
and 3 who have attained age 707 and meet the vesting requirements of their
plan to apply for retirement benefits without requiring that they separate from
service. Such retirees would not be allowed to continue to make contributions
and earn service credit. The bill passed in the Senate but did not receive a
hearing in the House.

Decenber 004 1004 nerm ses Page 1013
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Select ommittee on Pension Policy

The JCPP also forwarded companion bills HB 1201 and SB 5095 to the 2003
legislature. This legislation would have allowed PERS, SERS, TRS 2/3, or
LEOFF 2 members holding state elective office the option, at the beginning of
each term of office, of continuing active membership or retiring and beginning
their retirement allowance. SB 5095 passed the Senate. HB 1201 did not
receive a hearing in the House.

Policy Analysis

The age 70% issue was originally thought to involve compliance to federal rules
mandating distribution of retirement allowances at age 70%. When it was
discovered that those rules applied to private plans, the state provisions were
repealed. This issue has now evolved from one in which older members may
receive retirement benefits without separating from employment, to a
post-retirement employment issue where members must separate from
employment before being eligible for the benefit. This would establish a new
policy in the post-retirement employment arena.

The opt-in/opt-out issue is one in which inconsistencies already exist in the
provisions of the various systems and plans. This proposal would remove
much of that inconsistency, and standardize the optional membership of
elected officials in a manner similar to existing TRS 1 provisions.

Executive Committee Recommendation

Forward the subgroup proposal to the full committee for public hearing.

Bill (Draft)

Attached

Fiscal Note (Draft)

Attached
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AN ACT Relating to allowing certain nmenbers of the teachers',
school enpl oyees', and public enployees' retirenment systens to return
to work wthout restrictions or begin receiving their retirenent
al | omance before separation from state elective office; anending RCW
41. 32. 010, 41.32.263, 41.35.030, and 41.40.023; adding a new section to
chapter 41.32 RCW adding a new section to chapter 41.35 RCW and
addi ng a new section to chapter 41.40 RCW

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. A new section is added to chapter 41.32 RCW
to read as foll ows:

A nmenber who retires on or after attainnent of age seventy and one-
half and enters enploynent with an enployer at |east one nonth after
his or her accrual date may continue to receive pension paynents while
engaged in such service wthout restriction. The retiree is no |onger
an active nenber and may not nake contributions, or receive service
credit, for future periods of enploynent while receiving his or her
retirenent allowance. This section does not apply to any nenber who is
a state elected official unless that nmenber |eaves elected office or is
reappoi nted or reelected after the effective date of this act.

Code Rev/LL: ads 1 Z-0195.2/05 2nd draft
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NEW SECTION. Sec. 2. A new section is added to chapter 41.35 RCW
to read as foll ows:

A nmenber who retires on or after attainnment of age seventy and one-
half and enters enploynent with an enployer at |east one nonth after
his or her accrual date may continue to receive pension paynents while
engaged in such service wthout restriction. The retiree is no |onger
an active nenber and may not nake contributions, or receive service
credit, for future periods of enploynent while receiving his or her
retirenent allowance. This section does not apply to any nenber who is
a state elected official unless that nmenber |eaves elected office or is
reappoi nted or reelected after the effective date of this act.

NEW SECTION. Sec. 3. A new section is added to chapter 41.40 RCW
to read as foll ows:

A nmenber who retires on or after attainnment of age seventy and one-
half and enters enploynent with an enployer at |east one nonth after
his or her accrual date may continue to receive pension paynents while
engaged in such service wthout restriction. The retiree is no |onger
an active nenber and may not nake contributions, or receive service
credit, for future periods of enploynent while receiving his or her
retirenent allowance. This section does not apply to any nenber who is
a state elected official unless that nmenber |eaves elected office or is
reappoi nted or reelected after the effective date of this act.

Sec. 4. RCW41.32.010 and 2003 ¢ 31 s 1 are each anmended to read
as follows:

As used in this chapter, unless a different neaning is plainly
requi red by the context:

(1)(a) "Accumul ated contributions” for plan 1 nenbers, neans the
sum of all regular annuity contributions and, except for the purpose of
wthdrawal at the tinme of retirement, any anmount paid under RCW
41.50.165(2) with regular interest thereon.

(b) "Accunmul ated contributions” for plan 2 nenbers, nmeans the sum
of all contributions standing to the credit of a nenber in the nenber's
i ndi vi dual account, including any anount paid under RCW 41.50. 165(2),
together with the regular interest thereon.

(2) "Actuarial equivalent" nmeans a benefit of equal value when

Code Rev/LL: ads 2 Z-0195.2/05 2nd draft
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conputed upon the basis of such nortality tables and regul ations as
shal | be adopted by the director and regul ar interest.

(3) "Annuity" neans the noneys payable per year during life by
reason of accunul ated contri butions of a nenber.

(4) "Menber reserve" neans the fund in which all of the accunul ated
contributions of nenbers are held.

(5 (a) "Beneficiary" for plan 1 nenbers, neans any person in
receipt of a retirenment allowance or other benefit provided by this
chapter.

(b) "Beneficiary" for plan 2 and plan 3 nenbers, neans any person
in receipt of a retirenent allowance or other benefit provided by this
chapter resulting from service rendered to an enployer by another
per son.

(6) "Contract" mneans any agreenent for service and conpensation
bet ween a nenber and an enpl oyer.

(7) "Creditable service" neans nenbership service plus prior
service for which credit is allowable. This subsection shall apply
only to plan 1 nenbers.

(8) "Dependent" neans receiving one-half or nore of support froma
menber .

(9) "Disability allowance" means nonthly paynments during
disability. This subsection shall apply only to plan 1 nenbers.

(10) (a) "Earnabl e conpensation"” for plan 1 nenbers, neans:

(i) Al salaries and wages paid by an enployer to an enployee
menber of the retirenment system for personal services rendered during
a fiscal year. In all cases where conpensation includes naintenance
the enpl oyer shall fix the value of that part of the conpensation not
paid in noney.

(i1) For an enployee nenber of the retirenent systemteaching in an
ext ended school year program two consecutive extended school years, as
defined by the enployer school district, may be used as the annua
period for determ ning earnable conpensation in lieu of the two fiscal
years.

(1i1) "Earnabl e conpensation” for plan 1 nenbers al so includes the
followi ng actual or inputed paynents, which are not paid for persona
servi ces:

(A) Retroactive paynents to an individual by an enployer on
reinstatenent of the enployee in a position, or paynents by an enpl oyer

Code Rev/LL: ads 3 Z-0195.2/05 2nd draft
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to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndividual would have earned during a payroll period shall be
consi dered earnabl e conpensation and the individual shall receive the
equi val ent service credit.

(B) If a leave of absence, w thout pay, is taken by a nenber for
t he purpose of serving as a nenber of the state | egislature, and such
menber has served in the legislature five or nore years, the salary
whi ch woul d have been received for the position fromwhich the | eave of
absence was taken shall be considered as conpensation earnable if the
enpl oyee's contribution thereon is paid by the enployee. In addition,
where a nenber has been a nenber of the state legislature for five or
nmore years, earnable conpensation for the nenber's two highest
conpensated consecutive years of service shall include a sum not to
exceed thirty-six hundred dollars for each of such two consecutive
years, regardless of whether or not l|egislative service was rendered
during those two years.

(iv) For nenbers enployed less than full tinme wunder witten
contract with a school district, or comunity college district, in an
i nstructional position, for which the nmenber receives service credit of
| ess than one year in all of the years used to determ ne the earnable
conpensation wused for conputing benefits due under RCW 41.32.497,
41.32.498, and 41.32.520, the nenber nmay elect to have earnable
conpensation defined as provided in RCW41. 32. 345. For the purposes of
this subsection, the term"instructional position” neans a position in
whi ch nore than seventy-five percent of the nenber's tine is spent as
a classroom instructor (including office hours), a librarian, or a
counsel or. Ear nabl e conpensation shall be so defined only for the
pur pose of the calculation of retirenent benefits and only as necessary
to insure that nenbers who receive fractional service credit under RCW
41.32.270 receive benefits proportional to those received by nenbers
who have received full-tinme service credit.

(v) "Earnabl e conpensation” does not include:

(A) Renuneration for unused sick |eave authorized under RCW
41. 04. 340, 28A. 400.210, or 28A. 310.490;

(B) Renuneration for unused annual |eave in excess of thirty days
as aut horized by RCW43.01. 044 and 43. 01. 041.

Code Rev/LL: ads 4 Z-0195.2/05 2nd draft
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(b) "Earnabl e conpensation” for plan 2 and plan 3 nenbers, neans
salaries or wages earned by a nenber during a payroll period for
personal services, including overtine paynents, and shall include wages
and sal ari es deferred under provisions established pursuant to sections
403(b), 414(h), and 457 of the United States Internal Revenue Code, but
shal | exclude |unp sum paynents for deferred annual sick |eave, unused
accunul ated vacation, unused accunul ated annual |eave, or any form of
severance pay.

"Earnabl e conpensation” for plan 2 and plan 3 nmenbers al so includes
the follow ng actual or inmputed paynents which, except in the case of
(b)(ii)(B) of this subsection, are not paid for personal services:

(1) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndividual would have earned during a payroll period shall be
consi dered earnabl e conpensation, to the extent provided above, and the
i ndi vi dual shall receive the equivalent service credit.

(i) In any year in which a nenber serves in the |legislature the
menber shall have the option of having such nenber's earnable
conpensati on be the greater of:

(A) The earnable conpensation the nenber would have received had
such nenber not served in the legislature; or

(B) Such nenber's actual earnable conpensation received for
teaching and legislative service conbined. Any additional
contributions to the retirenent system required because conpensation
earnable under (b)(ii)(A) of this subsection is greater than
conpensation earnabl e under (b)(ii)(B) of this subsection shall be paid
by the nenber for both nenber and enpl oyer contributions.

(11) "Enpl oyer"” neans the state of Washington, the school district,
or any agency of the state of Washi ngton by which the nenber is paid.

(12) "Fiscal year" neans a year which begins July 1st and ends June
30th of the foll ow ng year.

(13) "Former state fund® neans the state retirenent fund in
operation for teachers under chapter 187, Laws of 1923, as anended.

(14) "Local fund" neans any of the local retirenent funds for
teachers operated in any school district in accordance with the
provi sions of chapter 163, Laws of 1917 as anended.

Code Rev/LL: ads 5 Z-0195.2/05 2nd draft
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(15) "Menber" neans any teacher included in the nenbership of the
retirenent system Also, any other enpl oyee of the public schools who,
on July 1, 1947, had not elected to be exenpt from nmenbership and who,
prior to that date, had by an authorized payroll deduction, contributed
to the nmenber reserve.

(16) "Menbership service" neans service rendered subsequent to the
first day of eligibility of a person to nenbership in the retirenent
system PROVI DED, That where a nenber is enployed by two or nore
enpl oyers the individual shall receive no nore than one service credit
mont h during any cal endar nonth in which nmultiple service is rendered.
The provisions of this subsection shall apply only to plan 1 nenbers.

(17) "Pension" neans the noneys payable per year during life from
t he pension reserve.

(18) "Pension reserve" is a fund in which shall be accunul ated an
actuarial reserve adequate to neet present and future pension
liabilities of the systemand fromwhich all pension obligations are to
be pai d.

(19) "Prior service" nmeans service rendered prior to the first date
of eligibility to menbership in the retirement systemfor which credit
is allowable. The provisions of this subsection shall apply only to
pl an 1 nenbers.

(20) "Prior service contributions"” neans contributions nade by a
menber to secure credit for prior service. The provisions of this
subsection shall apply only to plan 1 nenbers.

(21) "Public school"” neans any institution or activity operated by
the state of Washington or any instrunmentality or political subdivision
t hereof enploying teachers, except the University of Wshington and
Washi ngton State University.

(22) "Regular contributions” nmeans the anmounts required to be
deducted fromthe conpensation of a nenber and credited to the nenber's
i ndi vidual account in the nmenber reserve. This subsection shall apply
only to plan 1 nenbers.

(23) "Regular interest” nmeans such rate as the director may
determ ne

(24)(a) "Retirenent allowance" for plan 1 nenbers, neans nonthly
paynents based on the sum of annuity and pension, or any optiona
benefits payable in lieu thereof.

Code Rev/LL: ads 6 Z-0195.2/05 2nd draft
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(b) "Retirenment allowance" for plan 2 and plan 3 nenbers, neans
monthly paynments to a retiree or beneficiary as provided in this
chapter.

(25) "Retirement systemi neans the Washington state teachers
retirenment system

(26)(a) "Service" for plan 1 nenbers neans the tine during which a
menber has been enpl oyed by an enpl oyer for conpensati on.

(i) I'f a nmenber is enployed by two or nore enpl oyers the individual
shall receive no nore than one service credit nonth during any cal endar
month in which multiple service is rendered.

(ii) As authorized by RCW 28A 400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determining eligibility to retire under RCW41. 32. 470.

(ti1) As authorized in RCWA41.32. 065, service earned in an out-of -
state retirenment systemthat covers teachers in public schools may be
applied solely for the purpose of determning eligibility to retire
under RCW 41. 32. 470.

(b) "Service" for plan 2 and plan 3 nenbers, neans periods of
enpl oynent by a nenber for one or nore enployers for which earnable
conpensation is earned subject to the follow ng conditions:

(i) A nmenber enployed in an eligible position or as a substitute
shall receive one service credit nonth for each nonth of Septenber
t hrough August of the following year if he or she earns earnable
conpensation for eight hundred ten or nore hours during that period and
is enployed during nine of those nonths, except that a nenber may not
receive credit for any period prior to the nenber's enploynent in an
eligible position except as provided in RCW 41.32.812 and
41.50. 132((+))

(ii) I'f a nmenber is enployed either in an eligible position or as
a substitute teacher for nine nonths of the twelve nonth period between
Septenber through August of the followng year but earns earnable
conpensation for less than eight hundred ten hours but for at |east six
hundred thirty hours, he or she will receive one-half of a service
credit nmonth for each nonth of the twelve nonth period((%+)).

(tit) Al other nenbers in an eligible position or as a substitute
teacher shall receive service credit as follows:

(A) A service credit nonth is earned in those cal endar nonths where
earnabl e conpensation is earned for ninety or nore hours;

Code Rev/LL: ads 7 Z-0195.2/05 2nd draft
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(B) A half-service credit nonth is earned in those cal endar nonths
where earnable conpensation is earned for at |east seventy hours but
| ess than ninety hours; and

(C© A quarter-service credit nonth is earned in those cal endar
nmont hs where earnable conpensation is earned for |ess than seventy
hour s.

(1v) Any person who is a nenber of the teachers' retirenment system
and who is elected or appointed to a state elective position my
continue to be a nenber of the retirenment system and continue to
receive a service credit nonth for each of the nonths in a state
el ective position by making the required nenber contri butions.

(v) Any nenber of the teachers' retirenment systemplan 2 or plan 3
who is elected to the state legislature has the option during a ninety-
day period at the beginning of each term of office either to resune
nenbership or to end nenbership in the retirement system and if

otherwise eligible begin their retirenent all owance. A state
| eqi sl ator who chooses to end nenbership at the beqginning of a term of
office and beqgin their retirenent allowance shall nei ther make

contributions nor earn service credit for the duration of that term
(vi) Any nenber of the teachers' retirenent systemplan 2 or plan
3 who is elected to a state elective position other than the state
| egislature has the option during a ninety-day period at the begi nni ng
of each termof office either to resune nenbership or to end nenbership
in the retirenent system and if otherwise eligible begin their

retirenent all owance. A state elected official other than a state
| eqi sl ator who chooses to end nenbership at the beqginning of a term of
office and beqgin their retirenent allowance shall nei ther make

contributions nor earn service credit for the duration of that term

(vii) When an individual is enployed by two or nore enpl oyers the
i ndividual shall only receive one nonth's service credit during any
cal endar nonth in which nmultiple service for ninety or nore hours is
render ed.

((&+))) (wviii) As authorized by RCW 28A.400.300, up to forty-five
days of sick |eave nay be creditable as service solely for the purpose
of determning eligibility to retire under RCW41. 32. 470. For purposes
of plan 2 and plan 3 "forty-five days" as used in RCW 28A. 400.300 is
equal to two service credit nonths. Use of less than forty-five days

Code Rev/LL: ads 8 Z-0195.2/05 2nd draft
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of sick leave is creditable as allowed under this subsection as
fol | ows:

(A) Less than el even days equals one-quarter service credit nonth;

(B) Eleven or nore days but less than twenty-two days equal s one-
hal f service credit nonth;

(© Twenty-two days equals one service credit nonth;

(D) More than twenty-two days but less than thirty-three days
equal s one and one-quarter service credit nonth;

(E) Thirty-three or nore days but |less than forty-five days equals
one and one-half service credit nonth.

((EH+))) (ix) As authorized in RCW41. 32. 065, service earned in an
out-of-state retirenent systemthat covers teachers in public schools
may be applied solely for the purpose of determning eligibility to
retire under RCW41. 32. 470.

((e++))) (xX) The departnent shall adopt rules inplenenting this
subsecti on.

(27) "Service credit year" neans an accunulation of nonths of
service credit which is equal to one when divided by twelve.

(28) "Service credit nonth" nmeans a full service credit nonth or an
accunul ation of partial service credit nonths that are equal to one.

(29) "Teacher"™ neans any person qualified to teach who is engaged
by a public school in an instructional, adm nistrative, or supervisory
capacity. The termincludes state, educational service district, and
school district superintendents and their assistants and all enpl oyees
certificated by the superintendent of public instruction; and in
addition thereto any full time school doctor who is enployed by a
public school and renders service of an instructional or educationa
nat ur e.

(30) "Average final conpensation” for plan 2 and plan 3 nenbers,
means the nenber's average earnable conpensation of the highest
consecutive sixty service credit nonths prior to such nmenber's
retirenment, termnation, or death. Periods constituting authorized
| eaves of absence may not be used in the cal cul ation of average final
conpensati on except under RCW41.32.810(2).

(31) "Retiree" neans any person who has begun accruing a retirenent
al l omance or other benefit provided by this chapter resulting from
service rendered to an enployer while a nenber.
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(32) "Departnent” neans the departnent of retirenment systens
created in chapter 41.50 RCW

(33) "Director” neans the director of the departnent.

(34) "State elective position" nmeans any position held by any
person el ected or appointed to statewide office or elected or appointed
as a nenber of the |egislature.

(35) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).

(36) "Substitute teacher" neans:

(a) A teacher who is hired by an enployer to work as a tenporary
teacher, except for teachers who are annual contract enployees of an
enpl oyer and are guaranteed a m ni num nunber of hours; or

(b) Teachers who either (i) work in ineligible positions for nore
t han one enployer or (ii) work in an ineligible position or positions
together with an eligible position.

(37)(a) "Eligible position" for plan 2 nmenbers from June 7, 1990,
t hrough Septenber 1, 1991, neans a position which normally requires two
or nore uninterrupted nonths of creditable service during Septenber
t hrough August of the follow ng year.

(b) "Eligible position" for plan 2 and plan 3 on and after
Septenber 1, 1991, neans a position that, as defined by the enployer,
normally requires five or nore nonths of at |east seventy hours of
ear nabl e conpensation during Septenber through August of the follow ng
year.

(c) For purposes of this chapter an enployer shall not define
"position” in such a manner that an enployee's nonthly work for that
enpl oyer is divided into nore than one position.

(d) The elected position of the superintendent of public
instruction is an eligible position.

(38) "Plan 1" neans the teachers' retirenment system plan 1
providing the benefits and funding provisions covering persons who
first becanme nenbers of the systemprior to Cctober 1, 1977.

(39) "Plan 2" neans the teachers' retirenment system plan 2
providing the benefits and funding provisions covering persons who
first becane nenbers of the system on and after COctober 1, 1977, and
prior to July 1, 1996.

(40) "Plan 3" neans the teachers' retirenent system plan 3
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providing the benefits and funding provisions covering persons who
first becone nenbers of the system on and after July 1, 1996, or who
transfer under RCW 41. 32. 817.

(41) "Index" neans, for any calendar year, that year's annual
average consuner price index, Seattle, Washington area, for urban wage
earners and clerical workers, all itens conpiled by the bureau of |abor
statistics, United States departnent of |abor.

(42) "Index A" nmeans the index for the year prior to the
determ nation of a postretirenment adjustnent.

(43) "Index B" neans the index for the year prior to index A

(44) "lIndex year" neans the earliest calendar year in which the
index is nore than sixty percent of index A

(45) "Adjustnent ratio" neans the value of index A divided by index
B

(46) "Annual increase" neans, initially, fifty-nine cents per nonth
per year of service which anmount shall be increased each July 1st by
three percent, rounded to the nearest cent.

(47) "Menber account" or "nmenber's account” for purposes of plan 3
means the sumof the contributions and earnings on behalf of the nenber
in the defined contribution portion of plan 3.

(48) "Separation fromservice or enploynent” occurs when a person
has term nated all enploynent with an enpl oyer.

(49) "Enployed" or "enployee" neans a person who is providing
services for conpensation to an enployer, unless the person is free
fromthe enployer's direction and control over the performance of work
The departnment shall adopt rules and interpret this subsection
consi stent wwth common | aw.

Sec. 5. RCW41.32.263 and 1991 ¢ 35 s 41 are each anended to read
as follows:

A nmenber of the retirenment system who is a nenber of the state
| egislature or a state official eligible for the conbi ned pensi on and
annuity provided by RCW 41.32.497((y)) or 41.32.498((—as—new—or
hereafter—arended)) shall have deductions taken fromhis or her salary
in the amobunt of seven and one-half percent of earnable conpensation
and that service credit shall be established with the retirenent system
whi | e such deductions are reported to the retirenent system unless he
or she has by reason of his or her enploynent becone a contributing
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menber of another public retirenment systemin the state of Wshi ngton.
Such elected official who has retired or otherwise termnated his or
her public school service nmay then elect to termnate his or her
menbership in the retirenent system and receive retirenent benefits
while continuing to serve as an elected official. A menber of the
retirenment system who had previous service as an el ected or appointed
official, for which he or she did not contribute to the retirenent
system nmay receive credit for such legislative service unless he or
she has received credit for that service in another state retirenent
system upon naking contributions in such anpbunts as shall be
determ ned by the ((beoard—eof—trustees)) director.

Sec. 6. RCW41.35.030 and 2003 ¢ 157 s 2 are each anended to read
as follows:

Menbership in the retirenent systemshall consist of all regularly
conpensated cl assified enpl oyees and appointive and el ective officials
of enployers, as defined in this chapter, wth the followng
exceptions:

(1) Persons in ineligible positions;

(2)(a) Persons holding elective offices or persons appointed
directly by the governor: PROVIDED, That such persons shall have the
option of applying for nenbership during such periods of enploynent:
AND PROVI DED FURTHER, That any persons holding or who have held
el ective offices or persons appointed by the governor who are nenbers
in the retirenent system and who have, prior to becom ng such nenbers,
previously held an elective office, and did not at the start of such
initial or successive terns of office exercise their option to becone
menbers, may apply for nenbership to be effective during such term or
terns of office, and shall be allowed to establish the service credit
applicable to such termor terns of office upon paynent of the enpl oyee
contributions therefor by the enployee with interest as determ ned by
the director and enployer contributions therefor by the enployer or
enpl oyee with interest as determned by the director: AND PROVI DED
FURTHER, That all contributions with interest submtted by the enpl oyee
under this subsection shall be placed in the enployee's individua
account in the enployee's savings fund and be treated as any other
contribution nade by the enployee, wth the exception that any
contributions submtted by the enployee in paynent of the enployer's
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obligation, together with the interest the director may apply to the
enpl oyer's contribution, shall not be considered part of the nenber's
annuity for any purpose except w thdrawal of contri butions;

(b) A nenber holding elective office other than state elective
office who has elected to apply for nenmbership pursuant to (a) of this
subsection and who | ater ((wshes—toebe)) is eligible for a retirenent
al l omance shall have the option of ending his or her nmenbership in the
retirement system A nmenber ((wshinrg—teo—end)) ending his or her
menber shi p under this subsection nust file on a form supplied by the
departnent a statenent indicating that the nenber agrees to irrevocably
abandon any claimfor service for future periods served as an el ected
official. A nmenber who receives nore than fifteen thousand dollars per
year in conpensation for his or her elective service, adjusted annually
for inflation by the director, is not eligible for the option provided
by this subsection (2)(b);

(c) Any nmenber of the school enployees' retirenent systemplan 2 or
plan 3 who is elected to the state legislature has the option during a
ni nety-day period at the beginning of each term of office either to
resune nenbership or to end nenbership in the retirenent systemand if

otherwise eligible begin their retirenent all owance. A state
| eqi sl ator who chooses to end nenbership at the beqginning of a term of
office and beqgin their retirenent allowance shall nei ther make

contributions nor earn service credit for the duration of that term

(d) Any nmenber of the school enployees' retirenent systemplan 2 or
plan 3 who is elected to a state elective position other than the state
|l egislature has the option during a ninety-day period at the begi nning
of each termof office either to resune nenbership or to end nenbership
in the retirenment system and if otherwise eligible begin their
retirenent all owance. A state elected official other than a state
| eqgi sl ator who chooses to end nenbership at the beginning of a term of
office and begin their retirenent allowance shall neither nake
contributions nor earn service credit for the duration of that term

(3) Retirenment system retirees: PROVI DED, That foll ow ng
reenployment in an eligible position, a retiree nmay elect to
prospectively becone a nenber of the retirenment system if otherw se
el i gi bl e;

(4) Persons enrolled in state-approved apprenticeship prograns,
aut hori zed under chapter 49.04 RCW and who are enpl oyed by enpl oyers
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to earn hours to conpl ete such apprenticeship prograns, if the enpl oyee
is a nenber of a union-sponsored retirenent plan and is making
contributions to such a retirenent plan or if the enployee is a nenber
of a Taft-Hartley retirenent plan;

(5) Persons rendering professional services to an enployer on a
fee, retainer, or contract basis or when the incone fromthese services
is less than fifty percent of the gross incone received from the
person's practice of a profession,;

(6) Substitute enpl oyees, except for the purposes of the purchase
of service credit under rcw 41.35.033. Upon the return or termnation
of the absent enployee a substitute enployee is replacing, that
substitute enployee shall no longer be ineligible wunder this
subsecti on;

(7) Enpl oyees who (a) are not citizens of the United States, (b) do
not reside in the United States, and (c) performduties outside of the
Uni ted States;

(8) Enpl oyees who (a) are not citizens of the United States, (b)
are not covered by chapter 41.48 RCW (c) are not excluded from
menber ship under this chapter or chapter 41.04 RCW (d) are residents
of this state, and (e) make an irrevocable election to be excluded from
menbership, in witing, which is submtted to the director within
thirty days after enploynent in an eligible position;

(9) Enployees who are citizens of the United States and who reside
and perform duties for an enployer outside of the United States:
PROVI DED, That unl ess ot herw se excluded under this chapter or chapter
41. 04 RCW the enpl oyee may apply for nenbership (a) within thirty days
after enploynent in an eligible position and nenbership service credit
shall be granted from the first day of nenbership service, and (b)
after this thirty-day period, but nmenbership service credit shall be
granted only if paynent is nmade for the noncredited nenbership service
under RCW 41.50.165(2), otherwi se service shall be from the date of
appl i cation.

Sec. 7. RCWA41.40.023 and 2001 ¢ 37 s 1 are each anmended to read
as follows:

Menbership in the retirenment systemshall consist of all regularly
conpensated enployees and appointive and elective officials of
enpl oyers, as defined in this chapter, with the foll ow ng excepti ons:
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(1) Persons in ineligible positions;

(2) Enployees of the legislature except the officers thereof
el ected by the nenbers of the senate and the house and |egislative
comm ttees, unless nenbership of such enpl oyees be authorized by the
said comm ttee;

(3)(a) Persons holding elective offices or persons appointed
directly by the governor: PROVIDED, That such persons shall have the
option of applying for nenbership during such periods of enploynent:
AND PROVI DED FURTHER, That any persons holding or who have held
el ective offices or persons appointed by the governor who are nenbers
in the retirenent system and who have, prior to becom ng such nenbers,
previously held an elective office, and did not at the start of such
initial or successive terns of office exercise their option to becone
menbers, may apply for nenbership to be effective during such term or
ternms of office, and shall be allowed to establish the service credit
applicable to such termor terns of office upon paynent of the enpl oyee
contributions therefor by the enployee with interest as determ ned by
the director and enployer contributions therefor by the enployer or
enpl oyee with interest as determned by the director: AND PROVI DED
FURTHER, That all contributions with interest submtted by the enpl oyee
under this subsection shall be placed in the enployee's individua
account in the enployee's savings fund and be treated as any other
contribution nade by the enployee, wth the exception that any
contributions submtted by the enployee in paynent of the enployer's
obligation, together with the interest the director may apply to the
enpl oyer's contribution, shall not be considered part of the nenber's
annuity for any purpose except w thdrawal of contri butions;

(b) A nenber holding elective office other than state elective
office who has elected to apply for nenbership pursuant to (a) of this
subsection and who | ater ((wshes—toebe)) is eligible for a retirenent
al l omance shall have the option of ending his or her nmenbership in the

retirement system A nmenber ((wshinrg—toe—end)) ending his or her
menber ship under this subsection nust file, on a formsupplied by the

departnment, a statenment indicating that the nenber agrees to
irrevocably abandon any claimfor service for future periods served as
an elected official. A nmenber who receives nore than fifteen thousand

dollars per year in conpensation for his or her elective service,
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adjusted annually for inflation by the director, is not eligible for
the option provided by this subsection (3)(b);

(c) Any nenber of the public enployees' retirenent system who is
elected to the state legislature has the option during a ninety-day
period at the beginning of each term of office either to resune
nenbership or to end nenbership in the retirenent system and if

otherwise eligible begin their retirenent all owance. A state
| eqi sl ator who chooses to end nenbership at the beqginning of a term of
office and beqin their retirenent allowance shall nei ther make

contributions nor earn service credit for the duration of that term

(d) Any nenber of the public enployees' retirenent system who is
elected to a state elective position other than the state legislature
has the option during a ninety-day period at the beginning of each term
of office either to resune nenbership or to end nenbership in the
retirenent system and if otherwise eligible begin their retirenent
allowance. A state elected official other than a state |egislator who
chooses to end nenbership at the beginning of a term of office and
begin their retirenent allowance shall neither nake contributions nor
earn service credit for the duration of that term

(4) Enpl oyees hol di ng nenbership in, or receiving pension benefits
under, any retirenent plan operated wholly or in part by an agency of
the state or political subdivision thereof, or who are by reason of
their current enploynent contributing to or otherw se establishing the
right to receive benefits from any such retirenent plan except as
fol | ows:

(a) In any case where the retirenent system has in existence an
agreenment with another retirenment systemin connection wth exchange of
service credit or an agreenent whereby nenbers can retain service
credit in nore than one system such an enployee shall be allowed
menbership rights should the agreenent so provide;

(b) An enpl oyee shall be all owed nenbership if otherw se eligible
whil e receiving survivor's benefits;

(c) An enpl oyee shall not either before or after June 7, 1984, be
excluded from nenbership or denied service credit pursuant to this
subsection solely on account of: (i) Menbership in the plan created
under chapter 2.14 RCW or (ii) enrollnment under the relief and
conpensation provisions or the pension provisions of the volunteer fire
fighters' relief and pension fund under chapter 41.24 RCW
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(d) Except as provided in RCW41.40.109, on or after July 25, 1999,
an enployee shall not be excluded from nenbership or denied service
credit pursuant to this subsection solely on account of participation
in a defined contribution pension plan qualified under section 401 of
the internal revenue code;

(e) Enpl oyees who have been reported in the retirenent system prior
to July 25, 1999, and who participated during the sane period of tinme
in a defined contribution pension plan qualified under section 401 of
the internal revenue code and operated wholly or in part by the

enpl oyer, shall not be excluded from previous retirenent system
menber shi p and service credit on account of such participation;
(5) Patient and inmate help in state charitable, penal, and

correctional institutions;

(6) "Menbers" of a state veterans' hone or state soldiers' hone;

(7) Persons enployed by an institution of higher learning or
community college, primarily as an incident to and in furtherance of
their education or training, or the education or training of a spouse;

(8) Enployees of an institution of higher l|earning or community
coll ege during the period of service necessary to establish eligibility
for menbership in the retirenent plans operated by such institutions;

(9) Persons rendering professional services to an enployer on a
fee, retainer, or contract basis or when the incone fromthese services
is less than fifty percent of the gross incone received from the
person's practice of a profession;

(10) Persons appointed after April 1, 1963, by the |iquor control
board as agency vendors;

(11) Enployees of a labor guild, association, or organization:
PROVI DED, That elective officials and enployees of a |abor quild,
associ ation, or organi zation which qualifies as an enployer within this
chapter shall have the option of applying for nenbership;

(12) Retirenent system retirees: PROVI DED, That follow ng
reenployment in an eligible position, a retiree nmay elect to
prospectively beconme a nmenber of the retirement system if otherw se
el i gi bl e;

(13) Persons enployed by or appointed or elected as an official of
a first class city that has its own retirement system PROVIDED, That
any nenber el ected or appointed to an elective office on or after April
1, 1971, shall have the option of continuing as a nenber of this system
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in lieu of becomng a nenber of the city system A nenber who el ects
to continue as a nenber of this systemshall pay the appropriate nenber
contributions and the city shall pay the enployer contributions at the
rates prescribed by this chapter. The city shall also transfer to this
system all of such nenber's accunulated contributions together wth
such further amounts as necessary to equal all enployee and enpl oyer
contributions which would have been paid into this system on account of
such service with the city and thereupon the nenber shall be granted
credit for all such service. Any city that beconmes an enployer as
defined in RCW41.40.010(4) as the result of an individual's election
under this subsection shall not be required to have all enployees
covered for retirenment under the provisions of this chapter. Nothing
in this subsection shall prohibit a city of the first class with its
own retirenent system from (a) Transferring all of its current
enpl oyees to the retirenent system established under this chapter, or
(b) allowing newly hired enpl oyees the option of continuing coverage
under the retirenent system established by this chapter.

Notw t hstanding any other provision of +this chapter, persons
transferring from enployment with a first class city of over four
hundred thousand population that has its own retirenent system to
enpl oynent with the state departnent of agriculture may elect to renain
within the retirenment system of such city and the state shall pay the
enpl oyer contributions for such persons at like rates as prescribed for
enpl oyers of other nmenbers of such system

(14) Enpl oyees who (a) are not citizens of the United States, (b)
do not reside in the United States, and (c) perform duties outside of
the United States;

(15) Enpl oyees who (a) are not citizens of the United States, (b)
are not covered by chapter 41.48 RCW (c) are not excluded from
menber shi p under this chapter or chapter 41.04 RCW (d) are residents
of this state, and (e) make an irrevocable election to be excluded from
menbership, in witing, which is submtted to the director within
thirty days after enploynent in an eligible position;

(16) Enpl oyees who are citizens of the United States and who reside
and perform duties for an enployer outside of the United States:
PROVI DED, That unl ess ot herw se excluded under this chapter or chapter
41. 04 RCW the enpl oyee may apply for nenbership (a) within thirty days
after enploynent in an eligible position and nenbership service credit
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shall be granted from the first day of nenbership service, and (b)
after this thirty-day period, but nenbership service credit shall be
granted only if paynent is nmade for the noncredited nenbership service
under RCW 41.50.165(2), otherwi se service shall be from the date of
application;

(17) The city manager or chief admnistrative officer of a city or
town, other than a retiree, who serves at the pleasure of an appointing
authority: PROVI DED, That such persons shall have the option of
applying for nenbership within thirty days from date of their
appoi nt nent to such positions. Persons serving in such positions as of
April 4, 1986, shall continue to be nenbers in the retirenent system
unl ess they notify the director in witing prior to Decenber 31, 1986,
of their desire to withdraw from nmenbership in the retirenent system
A nmenber who withdraws from nenbership in the systemunder this section
shall receive a refund of the nenber's accunul ated contri butions.

Persons serving in such positions who have not opted for nenbership
within the specified thirty days, my do so by paying the anount
requi red under RCW 41.50.165(2) for the period fromthe date of their
appoi ntnent to the date of acceptance into nenbership;

(18) Persons serving as: (a) The chief adm nistrative officer of
a public utility district as defined in RCW 54.16.100; (b) the chief
adm nistrative officer of a port district fornmed under chapter 53.04
RCW or (c) the chief admnistrative officer of a county who serves at
t he pl easure of an appointing authority: PROVIDED, That such persons
shall have the option of applying for nenbership within thirty days
fromthe date of their appointnent to such positions. Persons serving
in such positions as of July 25, 1999, shall continue to be nenbers in
the retirenment systemunless they notify the director in witing prior
to Decenber 31, 1999, of their desire to wthdraw from nenbership in
the retirenment system A nenber who withdraws from nenbership in the
system under this section shall receive a refund of the nenber's
accunul ated contributions wupon termnation of enploynent or as
otherwi se consistent with the plan's tax qualification status as
defined in internal revenue code section 401.

Persons serving in such positions who have not opted for nenbership
within the specified thirty days, may do so at a |ater date by paying
t he anmount required under RCW 41.50.165(2) for the period fromthe date
of their appointnment to the date of acceptance into nenbership;
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(19) Persons enrolled in state-approved apprenticeship prograns,
aut hori zed under chapter 49.04 RCW and who are enployed by |ocal
governnents to earn hours to conpl ete such apprenticeship prograns, if
the enployee is a nmenber of a union-sponsored retirenent plan and is
maki ng contributions to such a retirenent plan or if the enployee is a
menber of a Taft-Hartley retirenment plan;

(20) Beginning on July 22, 2001, persons enployed exclusively as
trainers or trainees in resident apprentice training prograns operated
by housing authorities authorized under chapter 35.82 RCW (a) if the
trainer or trainee is a nenber of a union-sponsored retirenent plan and
is making contributions to such a retirenent plan or (b) if the
enpl oyee is a nenber of a Taft-Hartley retirenent plan.

--- END ---
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DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 11/03/2004 Z-0195.2/2-0196.2

SUMMARY OF BILL:

This bill impacts the Public Employee’s Retirement System, School Employee’s Retirement System, and
Teachers Retirement System Plans 2 and 3 by allowing members who retire on or after age seventy and
one-half, and who fulfill the 1 month separation requirement, to return to work without restriction; upon
receipt of retirement benefits such an individual would cease active membership and no longer make
contributions nor receive service credit. Current state elected and appointed officials are exempt from this
act unless they leave elected office, or are re-elected after the effective date of the act.

The bill also allows state elective officials the option to continue or resume membership, and if otherwise
eligible, retire and receive their retirement allowance at the beginning of each term of office. A state
elected official member who chooses to end membership at the beginning of a term of office shall neither
make contributions nor earn service credit for the duration of that term.

Effective Date: 90 days after session.

CURRENT SITUATION:

After a one-month separation, PERS, SERS, and TRS 2/3 retirees may return to work for 867 hours per
calendar year or school year before their benefit is suspended. PERS 1 members may return to work after
a 3-month separation and work up to 1,500 hours per calendar year before their benefit is suspended. TRS
1 members may return to work after a one-month separation and work for up to 1,500 hours per school
year before their benefit is suspended.

State elected official members of most Washington State Retirement Systems and plans must separate
from service in order to retire and begin receipt of their retirement benefits regardless of age. While the
rules for state elected officials vary by system and plan, the Teachers’ Retirement System Plan 1 is a
notable distinction in permitting state elected officials, if otherwise eligible, to begin their retirement benefit
while serving in state elective office.

MEMBERS IMPACTED:

We estimate that potentially all active members in these systems could be affected by the age 70 1/2
portion of this bill. Active members currently over age 70 1/2 would be impacted on the effective date of the
bill. This includes 342 out of 154,550 active members in PERS, 28 out of 66,075 in TRS, and 132 out of
49,214 in SERS.
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We estimate that relatively few members in these systems could be affected by the opt in/opt out portion of
this bill, although nearly all members could potentially become elected officials. The opt in/opt out portion
of the bill would impact the current state elected officials in the systems if they are reelected following the
effective date. This includes 129 active members in PERS, 1 in TRS (not including 4 in TRS 1 who already
have the opt in/opt out provision), and 0 in SERS.

We estimate that a typical member impacted by the age 70 1/2 provision of this bill would receive a benefit
of about $11,700 per year, but would give up additional benefit accruals of about $1,000 per year. For
example, a PERS member who retired at age 74 with 19 years of service would receive an annual benefit
of $13,200; waiting one additional year to retire would result in an annual benefit of $14,400. A typical
SERS member who retired at age 74 with 12 years of service would receive an annual benefit of $4,600;
waiting one additional year to retire would result in an annual benefit of $5,200. The impact on long service
members over age 70 1/2, and not subject to the 30 year service cap, is greater than the impact on short
service members.

ASSUMPTIONS:

Our current retirement rate assumptions have all members retiring at age 70 or earlier. The members over
70 1/2 who continue working after we have assumed they will retire typically produce an actuarial
experience gain to the system. In general, the benefits earned for each year of additional service and
increases in pay after age 70 are not as valuable as the retirement benefits that could have been received
in the year. This is especially true for Plan 1 members who already have hit the 30 year maximum on
service.

To determine the cost of the age 70 1/2 provision, we started with an assumption change for the retirement
rates at age 70 and beyond. For PERS and SERS, we replaced our 100% retirement assumption at age
70 with 25% per year from age 70 to 81 and 100% at age 82. We did not change the rates before age 70.
For TRS, we did not change our 100% assumption at age 70, because the number of active TRS members
working past age 70 is not significant compared to PERS and SERS, and the oldest active TRS member is
77, compared to 87 in both PERS and SERS. So we would not expect any significant cost impact for TRS.

For PERS and SERS, we compared the costs of the plans with the new retirement assumption to the costs
using an alternative retirement assumption. We increased the 25% rate to 37.5% as an estimate of how
many more active members over age 70 1/2 would retire after the bill is effective.
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FISCAL IMPACT:

Description:

The postponed retirements after age 70 1/2 currently produce actuarial gains to the affected systems. The
age 70 1/2 portion of the bill would reduce these gains. We estimate that the reduction of these gains
represents a cost of $6.0 million in PERS 1, $11.6 million in PERS 2/3 and $1.4 million in SERS 2/3 (on a
fully projected present value basis).

The opt in/opt out provision of this bill would apply to a small group of members and the associated cost
would be insufficient to increase contribution rates in the affected systems.

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the required actuarial contribution rate
as shown below:

Increase in Contribution Rates: (Effective 9/1/2005) PERS TRS SERS
Employee 0.02% 0.00% 0.02%
Employer 0.03% 0.00% 0.03%

Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase in funding expenditures is projected to be:

Costs (in Millions): PERS TRS SERS Total
2005-2007
State:
General Fund $0.8 0.0 04 $1.2
Non-General Fund 1.3 0.0 0.0 1.3
Total State 2.1 0.0 0.4 2.5
Local Government 1.9 0.0 0.4 2.3
Total Employer 4.0 0.0 0.8 4.8
Total Employee $1.8 0.0 0.2 $2.0
2007-2009
State:
General Fund $1.0 0.0 04 $1.4
Non-General Fund 1.6 0.0 0.0 1.6
Total State 2.6 0.0 0.4 3.0
Local Government 2.3 0.0 0.4 2.7
Total Employer 4.9 0.0 0.8 5.7
Total Employee $2.0 0.0 0.2 $2.2
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Costs (in Millions):

2005-2030
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

PERS TRS SERS Total

$15.5 0.0 4.3 $19.8
25,5 0.0 0.0 255
41.0 0.0 4.3 45.3
36.3 0.0 3.8 40.1
77.3 0.0 8.1 85.4

$28.7 0.0 1.3 $30.0
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2003 actuarial valuation report of the Washington Public Employees’ Retirement
System, he Teachers’ Retirement system, and the Washington School Employees’ Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following:

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2005 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working lifetime
of the current active Plan 2/3 members.

8. The entry age normal cost increase for the bill is 0.01% for PERS Plan 2 members, 0.01% for PERS employers,
0.00% for TRS employers, and 0.00% for SERS employers. The entry age normal cost increase was used to
determine the increase in funding expenditures for future new entrants.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

«  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

«  The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year
2024.
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Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.
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Deferred Rate Increases

Background

The Pension Funding Council (PFC) Subgroup of the SCPP originally proposed a
6-year phase-in of projected employer and plan 2 member contribution rates.
Additionally, a permanent contribution rate floor would be established at the
completion of the 6-year phase-in period.

Committee Activity

Presentations:
September 7, 2004 - Executive Committee
October 19, 2004 - Executive Committee
December 7, 2004 - Executive and Full Committee

Subgroup Activity:
August 31, 2004 - Subgroup Meeting
September 21, 2004 - Subgroup Meeting

Recommendation to Legislature

Establish a schedule of employer and plan 2 member contribution rates for the
2005-07 and 2007-09 biennia. At the completion of the 4-year schedule,
establish permanent minimum contribution rates for employers and plan 2
members.

Staff Contact

Matthew M. Smith, State Actuary
(360) 753-9144 — smith.matt@leg.wa.gov


mailto:smith.matt@leg.wa.gov

Select Committee on Pension Policy

Deferred Rate Increases

(December 15, 2004)

Issue

Staff

Members Impacted

Current Situation

The Pension Funding Council (PFC) subgroup of
the SCPP proposed a 6-year phase-in of
projected employer and plan 2 member
contribution rates. Additionally, a permanent
contribution rate floor would be established at
the completion of the 6-year phase-in period.

Matt Smith, State Actuary
360-753-9144

All employers and plan 2 members of the Public
Employees Retirement System (PERS), Teachers
Retirement System (TRS) and the School
Employees’ Retirement System (SERS) would be
impacted. As of September 30, 2003, there were
146,403 plan 2 members in PERS, TRS and
SERS. Of this combined total, 117,262 are
PERS Plan 2 members.

Provisions governing the current contribution
rate setting process are codified under the
Actuarial Funding Chapter - Chapter 41.45
RCW. In summary, these provisions provide for
the systematic actuarial funding of the state
retirement systems. Biennial actuarial
valuations performed on odd-year valuation
dates are the basis for contribution rate
recommendations to the Pension Funding
Council (PFC). Contribution rates adopted by
the PFC in September of even-numbered years,
referred to as “basic rates,” are effective during

December 2004
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Select ommittee on Pension Policy

the ensuing biennium subject to revision by the
Legislature. Temporary and “supplemental
rates” are charged in addition to the basic rates
to fund the cost of benefit enhancements that
are granted by the Legislature in between the 2-
year basic rate cycles.

History

The Pension Funding Reform Act, Chapter 273, Laws of 1989, established a
systematic actuarial funding process for the state retirement systems.
Contribution rates under the initial Funding Reform Act were scheduled to
remain in place for a 6-year period. Additionally, the current funding policy
was established including the goal to fully amortize the plan 1 unfunded
liability by June 30, 2024. Prior to the Funding Reform Act, pension
contributions were subject to a discretionary appropriation by the Legislature.

Projected Contribution Rates

Projected Employer Contribution Rates*

System Current 2005-07 2007-09 2009-11
PERS 1.18% 5.73% 7.28% 8.44%

TRS 1.17% 6.74% 10.15% 12.73%
SERS 0.85% 7.56% 9.45% 10.69%

* Includes the cost of prefunding the liability for existing gain-sharing benefit provisions.

Projected Plan 2 Member Contribution Rates*

System Current 2005-07 2007-09 2009-11
PERS 1.18% 3.38% 4.27% 4.89%
TRS 0.87% 2.48% 4.01% 5.01%
SERS 0.85% 3.51% 4.68% 5.39%

* The member contribution rate in PERS and TRS Plan 1 is fixed at 6%. Plan 3 members do not
contribute to the defined benefit portion of their plan.
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Select ommittee on Pension Policy

PFC Subgroup Proposal

The PFC subgroup of the SCPP proposed a 6-year phase-in of projected
employer and plan 2 member contribution rates. Additionally, a permanent
contribution rate floor would be established at the completion of the 6-year
phase-in period.

Proposed Employer Rates Under 6-Year Phase-In

Employer Rates With Phase-In

Period PERS TRS SERS
2005-06 4.25% 5.00% 6.00%
2006-07 5.25% 6.75% 7.00%
2007-08 6.25% 8.75% 8.50%
2008-09 7.25% 10.75% 10.00%
2009-11 8.44% 12.73% 10.69%
Ultimate Rate* 9.47% 14.59% 11.71%

* The ultimate rate is the maximum projected employer contribution rate

for the 25-year period.

Employer Rates Without Phase-In

Period PERS TRS SERS
2005-06 5.73% 6.74% 7.56%
2006-07 5.73% 6.74% 7.56%
2007-08 7.28% 10.15% 9.45%
2008-09 7.28% 10.15% 9.45%
2009-11 8.44% 12.73% 10.69%
Ultimate Rate* 9.11% 14.28% 11.37%

* The ultimate rate is the maximum projected employer contribution rate

for the 25-year period.
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Proposed Plan 2 Member Rates Under 6-Year Phase-In

Plan 2 Member Rates With Phase-In

Period PERS TRS SERS
2005-06 2.75% 2.00% 2.75%
2006-07 3.25% 2.75% 3.25%
2007-08 3.75% 3.50% 4.25%
2008-09 4.25% 4.25% 5.25%
2009-11 4.89% 5.01% 5.39%
Ultimate Rate* 5.35% 5.61% 5.83%

* The ultimate rate is the maximum projected member contribution rate

for the 25-year period.

Plan 2 Member Rates Without Phase-In

Period PERS TRS SERS
2005-06 3.38% 2.48% 3.51%
2006-07 3.38% 2.48% 3.51%
2007-08 4.27% 4.01% 4.68%
2008-09 4.27% 4.01% 4.68%
2009-11 4.89% 5.01% 5.39%
Ultimate Rate* 5.18% 5.53% 5.68%

* The ultimate rate is the maximum projected member contribution rate

for the 25-year period.

Policy Analysis

The proposed phase-in of projected contribution rate increases would represent
a temporary departure from existing funding policy and would require a
statutory change to the existing funding policy defined under Chapter 41.45
RCW - Actuarial Funding of State Retirement Systems. Employer and plan 2
member contribution rates would drop below the amounts necessary to fully
fund the plans 2/3 under the aggregate funding method during the phase-in
period and then increase thereafter. Contributions to the amortize the
unfunded prior service costs in PERS 1 and TRS 1 during the phase-in period
would also drop below the amounts that would otherwise be required and
increase thereafter. The amortization date for the Plans 1, however, would
remain unchanged.
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Select ommittee on Pension Policy

This proposal is consistent with the existing policy that states that employer
contribution rates should be predictable and remain a relatively constant
proportion of future state budgets. This proposal would establish a fixed
schedule of increasing contribution rates for a 6-year period, thereby
increasing predictability, and would smooth out the impact of projected rate
increases on future state and local government budgets. The addition of a
permanent contribution rate floor at the completion of the phase-in period is
also consistent with this policy — increasing the stability and predictability of
future contribution rates.

This proposal is inconsistent with the existing policy to fund all Plan 2/3
benefits over the working lives of those members so that the cost of those
benefits are paid by the taxpayers who receive the benefit of those members’
service, and would be a first-time departure from this policy. The proposal
would effectively borrow plan assets in the short-term as a means of financing
a schedule of deferred rate increases during the phase-in period - without
permanently modifying existing funding policy. This would result in short-term
savings, followed by a long-term cost.

Estimated Fiscal Impact

Increase in Projected Funding Expenditures

Non GF-S Local Total

($ in millions) GF-S (State) = Government Employer
2005-07

PERS $ (35.8) $ (59.0) $ (84.0) $ (178.8)

TRS (66.4) 0.0 (13.6) (80.0)

SERS (18.4) 0.0 (16.3) (34.7)
Total Employer $ (120.6) $ (59.0) $ (113.9) $ (293.5)
2007-09

PERS $ (19.6) $ (324 9 (46.1) $ (98.1)

TRS (36.5) 0.0 (7.5) (44.0)

SERS (3.2) 0.0 (2.9) (6.1)
Total Employer $ (59.3) $ (32.4) $ (56.5) $ (148.2)
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Non GF-S Local Total
($ in millions) GF-S (State) = Government Employer
2009-11*
PERS $ 0.0 $ 0.0 $ 0.0 $ 0.0
TRS (4.0) 0.0 (0.8) (4.8)
SERS (0.5) 0.0 (0.4) (0.9)
Total Employer $ (4.5) $ 0.0 $ (1.2) $ (5.7)
25 Year
PERS $ 73.1 $ 120.7 $ 1719 $ 365.7
TRS 143.0 0.0 29.3 172.3
SERS 35.2 0.0 31.2 66.4
Total Employer $ 251.3 $ 120.7 $ 2324 $ 604.3

*2007-09 rate increases for TRS and SERS are effective 9/1/2007 through 8/31/2009.

The proposed schedule of future rate increases should be adjusted for
any significant divergence between actual and assumed experience -
including the cost of any future benefit enhancements.

The estimated fiscal impact is based on the proposed schedule of rate increases
presented in this paper. Costs were developed using the same membership
data, methods, assets and assumptions as those used in preparing the
September 30, 2002 actuarial valuation report and using preliminary
contribution rates from the 2003 actuarial valuation. The cost of adding a
permanent contribution rate floor is not reflected.

The proposed schedule of future rate increases was developed under an
actuarial projection of assets and liabilities. The emerging costs of the affected
systems will vary from what is displayed in this paper to the extent that actual
experience differs from that projected under the current actuarial assumptions.

This proposal assumes a fixed schedule of increasing contribution rates and a
permanent contribution rate floor at the completion of the phase-in period.
However a current Legislature cannot obligate a future Legislature for
contribution rate increases that would impact a future biennial budget. The
proposed schedule of future contribution rate increases, if approved by the
2005 Legislature, could be amended by a future Legislature. If the minimum
funding requirements set forth in the schedule were not honored by future
Legislatures, the costs in the tables above could be understated.
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Revised Proposal (Amended)

The PFC subgroup directed the State Actuary to revise the original proposal to
address the following concerns:

* the increases in the ultimate employer and member contribution rates
caused by deferring contribution rate increases beyond the phase-in period;
and

* the insufficient deferral of rate increases during the first year of the schedule
for local government employers under PERS.

The revised proposal eliminates the increases in the ultimate employer and
member rates by not deferring rate increases beyond the 4-year phase-in
period. In other words, on a present value basis, the deferral of rate increases
during the first biennium is offset by rate increases during the second
biennium (for both employers and plan 2 members).

Additionally, the revised proposal provides a significant deferral of contribution
rate increases for PERS employers and Plan 2 members during the first year of
the proposed schedule. However, this significant deferral in year one is
followed by significant increases during the third and fourth year of the
schedule.

The revised proposal was amended for a .01% correction to the SERS employer
contribution rate for 2008-09 and the plan 2 member rates for 2008-09 were
adjusted to ensure that the present value of member contributions is equal
under the “with” and “without” phase-in schedules.

Proposed Employer Rates Under 4-Year Phase-In

Employer Rates With Phase-In

Period PERS TRS SERS
2005-06 2.50% 5.46% 4.70%
2006-07 5.50% 7.21% 7.45%
2007-08 8.25% 9.57% 10.01%
2008-09 9.96% 11.62% 12.04%
2009-11 8.44% 12.73% 10.69%
Ultimate Rate* 9.11% 14.28% 11.37%

* The ultimate rate is the maximum projected employer contribution rate

for the 25-year period.
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Employer Rates Without Phase-In

Period PERS TRS SERS
2005-06 5.73% 6.74% 7.56%
2006-07 5.73% 6.74% 7.56%
2007-08 7.28% 10.15% 9.45%
2008-09 7.28% 10.15% 9.45%
2009-11 8.44% 12.73% 10.69%
Ultimate Rate* 9.11% 14.28% 11.37%

* The ultimate rate is the maximum projected employer contribution rate

for the 25-year period.

Proposed Plan 2 Member Rates Under 4-Year Phase-In

Plan 2 Member Rates With Phase-In

Period PERS TRS SERS
2005-06 1.75% 1.75% 2.25%
2006-07 3.25% 2.75% 3.50%
2007-08 4.75% 3.75% 4.75%
2008-09 5.80% 4.91% 6.34%
2009-11 4.89% 5.01% 5.38%
Ultimate Rate* 5.18% 5.53% 5.68%

* The ultimate rate is the maximum projected member contribution rate

for the 25-year period.

Plan 2 Member Rates Without Phase-In

Period PERS TRS SERS
2005-06 3.38% 2.48% 3.51%
2006-07 3.38% 2.48% 3.51%
2007-08 4.27% 4.01% 4.68%
2008-09 4.27% 4.01% 4.68%
2009-11 4.89% 5.01% 5.38%
Ultimate Rate* 5.18% 5.53% 5.68%

* The ultimate rate is the maximum projected member contribution rate

for the 25-year period.
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Estimated Fiscal Impact - Revised Proposal

Increase in Projected Funding Expenditures

Non GF-S Local Total

($ in millions) GF-S (State) Government Employer
2005-07

PERS $ (559 $ (92.3) $ (131.5) $ (279.7)

TRS (29.4) 0.0 (6.0) (35.4)

SERS (23.5) 0.0 (20.8) (44.3)
Total Employer $ (108.8) $ (92.3) $ (158.3) $ (359.4)
2007-09

PERS $ 686 $ 1132 $ 161.3 $ 343.1

TRS 27.6 0.0 5.7 33.3

SERS 24.3 0.0 21.5 45.8
Total Employer $ 1205 $ 113.2 $ 188.5 $ 422.2
2009-11*

PERS $ 0.0 $ 0.0 $ 0.0 $ 0.0

TRS 11.5 0.0 2.3 13.8

SERS 4.9 0.0 4.3 9.2
Total Employer $ 164 $ 0.0 $ 6.6 $ 23.0
25 Year

PERS $ 12.7 $ 209 $ 29.8 $ 63.4

TRS 9.8 0.0 2.0 11.8

SERS 5.6 0.0 5.0 10.6
Total Employer $ 28.1 $ 209 $ 36.8 $ 85.8

*2007-09 rate increases for TRS and SERS are effective 9/ 1/2007 through 8/31/20009.
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Contribution Rate Floor

The PFC subgroup recommended the adoption of a permanent contribution
rate floor at the completion of any phase-in period. The following proposed
contribution rate floor is consistent with, and could serve as an alternative to,
the recommendation provided under the previous committee issue paper
“Contribution Rate Setting - July 2, 2004.” The minimum Plan 2 /3 normal
cost rate would apply equally to both employers and Plan 2 employees, and
once the Plan 1 UAAL is completely amortized, the Plan 2/3 normal cost would
become the minimum contribution rate for employers as well.

Minimum Contribution Rates after June 30, 2009

System Plan 2/3 Plan 1 Total
Normal UAAL Employer
Cost
PERS 4.00% 2.75% 6.75%
TRS 5.00% S5.75% 10.75%
SERS 4.25% 2.75%* 7.00%

* Contribution to the PERS 1 unfunded liability.

Executive Committee Recommendation

Staff was directed to prepare bill language for the November Executive
Committee meeting and to prepare additional fiscal analysis for the December
meeting.

Coordination with Other SCPP Proposals

This proposal was developed independent of the gain-sharing trade-off
proposals from the Purchasing Power/Gain-Sharing subgroup. The deferred
rate increases under the proposed schedule include gain-sharing costs for the
employer. This schedule, and estimated fiscal impact, would require an
amendment to exclude employer rate increases due to gain-sharing should
another piece of legislation repeal or reduce future gain-sharing benefits.

December 2004 004 Interm s Page 10 of 12
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Select ommittee on Pension Policy

Bill (Draft) - Amended

Attached. The revised proposal was amended for a .01% correction to the
SERS employer contribution rate for 2008-09 and the plan 2 member rates for
2008-09 were adjusted to ensure that the present value of member
contributions is equal under the “with” and “without” phase-in schedules.

Additional Fiscal Analysis

The proposed contribution rate schedule departs from the normal biennial
rate-setting process by requiring four annual increases in rates. The rates are
lower in the first two years than required by the 2003 actuarial valuation and
higher in the second two years than required by the projected 2005 actuarial
valuation. In other words, the proposal would effectively “borrow” plan assets
in the 2005-07 biennium and repay the “borrowed” assets with 8% annual
interest during the 2007-09 biennium.

This proposal can be thought of as generating a “short-term debt” to the
pension system that would be repaid over the following biennium. The original
proposal with a 6-year phase-in would not completely repay the debt over the
phase-in period and, as a result, would create a “long-term debt” to the pension
system. The payment of the long-term debt is reflected in the increase in the
ultimate contribution rates for the affected systems.

Both schedules, whether they generate a short- or long-term debt, will be
sensitive to experience that deviates from what is assumed over the phase-in
period. Most significant will be the plan’s investment performance relative to
the 8% assumption. We reviewed this sensitivity and determined it was minor.
This is due in large part to the 13.73% preliminary investment rate of return
for the plan year ending 9/30/2004 (source: WSIB) and the current asset
smoothing method. The preliminary investment gain for the plan year ending
9/30/2004 is not reflected in the proposed schedule and, therefore, will be
available to offset a significant portion of any investment loss that may occur
during the plan year ending 9/30/2005. Furthermore, the current asset
smoothing method dampens the short-term volatility of contribution rates. The
results of the 9/30/2005 actuarial valuation will be the basis for the 2007-09
contribution rate recommendations and the basis for any adjustment to the
rates in this proposed schedule if necessary.

December 2004 004 Interm s Page 1 of 11
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Select ommittee on Pension Policy

It should also be noted that the proposed schedule of rate increases during the
2007-09 biennium, if approved by the 2005 Legislature, could be amended by a
future Legislature. If the minimum funding requirements set forth in the
schedule were not honored by future legislatures, the costs represented in this
paper could be understated. For example, if the contribution savings during
the 2005-07 biennium were not completely recouped with interest during the
following biennium, and if they resulted in a permanent reduction of 2005-07
contributions, the short-term debt would effectively be restructured into a long-
term debt that would increase the overall costs to the retirement system.

Fiscal Note (Draft)

A fiscal note on the revised proposal (amended) is attached.
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AN ACT Relating to contribution rates for the public enployees'
retirement system the teachers' retirement system the school
enpl oyees' retirenment system and the public safety enployees’
retirement system adding new sections to <chapter 41.45 RCW
decodi fying RCW41. 45.054; providing effective dates; and declaring an
emer gency.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. A new section is added to chapter 41.45 RCW
to read as foll ows:

The basic enployer and state contribution rates and required pl an
2 nmenber contribution rates are changed to reflect the 2003 actuari al
val uation and actuarial projections of the 2005 actuarial valuation
both of which incorporate the 2002 actuari al experience study conducted
by the office of the state actuary for 1995-2000. This contribution
rate schedule departs from the normal biennial process for setting
contribution rates by requiring four annual increases in rates. The
rates are lower in the first two years than required by the 2003
actuarial valuation and higher in the second two years than required by
the projected 2005 actuarial valuation. Upon conpletion of the 2005

Code Rev/LL: ads 1 Z-0208. 2/ 05 2nd draft
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actuarial valuation, the pension funding council and the state actuary
shall review the appropriateness of the contribution rates for 2007-
2008 and 2008-2009 and by Septenber 30, 2006, the pension funding
council shall recommend to the legislature any adjustnents as my be
needed due to material changes in benefits or actuarial assunptions,
nmet hods, or experience. This contribution rate schedule also requires
a departure from the allocation fornmula for contributions in RCW
41. 45. 050.

(1) Beginning July 1, 2005, the follow ng enployer contribution

rate shall be charged: 2.50 percent for the public enployees
retirement system of which .50 percent shall be allocated to the
unfunded actuarial accrued I|iability for the public enployees’

retirement system plan 1.

(2) Begi nni ng  Sept enber 1, 2005, the following enployer
contribution rates shall be charged:

(a) 4.70 percent for the school enployees' retirenment system of
whi ch .50 percent shall be allocated to the unfunded actuarial accrued
liability for the public enployees' retirenent systemplan 1; and

(b) 5.46 percent for the teachers' retirenent system of which 2.25
percent shall be allocated to the unfunded actuarial accrued liability
for the teachers' retirenent system plan 1.

(3) Beginning July 1, 2005, the follow ng nenber contribution rate
shal | be charged: 1.75 percent for the public enployees' retirenent
system pl an 2.

(4) Beginning Septenber 1, 2005, the foll ow ng nmenber contribution
rates shall be charged:

(a) 2.25 percent for the school enployees' retirenent system pl an
2; and

(b) 1.75 percent for the teachers' retirenment system plan 2.

(5) The contribution rates in subsections (1) through (4) of this
section shall be collected through June 30, 2006, for the public
enpl oyees' retirenment system and August 31, 2006, for the school
enpl oyees' retirenent systemand the teachers' retirenent system

(6) Beginning July 1, 2006, the follow ng enployer contribution

rate shall be charged: 5.50 percent for the public enployees
retirement system of which 2.00 percent shall be allocated to the
unfunded actuarial accrued Iliability for the public enployees’

retirement system plan 1.

Code Rev/LL: ads 2 Z-0208. 2/ 05 2nd draft
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(7) Begi nning  Sept enber 1, 2006, the following enployer
contribution rates shall be charged:

(a) 7.45 percent for the school enployees' retirenent system of
whi ch 2.00 percent shall be allocated to the unfunded actuarial accrued
liability for the public enpl oyees' retirenent systemplan 1; and

(b) 7.21 percent for the teachers' retirenment system of which 3.00
percent shall be allocated to the unfunded actuarial accrued liability
for the teachers' retirenent system plan 1.

(8) Beginning July 1, 2006, the follow ng nenber contribution rate
shal | be charged: 3.25 percent for the public enployees' retirenent
system pl an 2.

(9) Beginning Septenber 1, 2006, the foll ow ng nmenber contribution
rates shall be charged:

(a) 3.50 percent for the school enployees' retirenent system pl an
2; and

(b) 2.75 percent for the teachers' retirenment system plan 2.

(10) The contribution rates in subsections (6) through (9) of this
section shall be collected through June 30, 2007, for the public
enpl oyees' retirenment system and August 31, 2007, for the school
enpl oyees' retirenent systemand the teachers' retirenent system

(11) Beginning July 1, 2007, the follow ng enployer contribution

rate shall be charged: 8.25 percent for the public enployees
retirement system of which 3.25 percent shall be allocated to the
unfunded actuari al accrued liability of the public enployees’

retirement system plan 1.

(12) Begi nning Septenber 1, 2007, the following enployer
contribution rates shall be charged:

(a) 10.01 percent for the school enployees' retirenent system of
whi ch 3.25 percent shall be allocated to the unfunded actuarial accrued
l[iability of the public enployees' retirenent systemplan 1; and

(b) 9.57 percent for the teachers' retirenment system of which 4.45
percent shall be allocated to the unfunded actuarial accrued liability
of the teachers' retirenent system plan 1.

(13) Beginning July 1, 2007, the foll ow ng nmenber contribution rate
shall be charged: 4.75 percent for the public enployees' retirenent
system pl an 2.

(14) Begi nning Septenber 1, 2007, the follow ng nenber contribution
rates shall be charged:

Code Rev/LL: ads 3 Z-0208. 2/ 05 2nd draft
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(a) 4.75 percent for the school enployees' retirenent system pl an
2; and

(b) 3.75 percent for the teachers' retirenment system plan 2.

(15) The contribution rates in subsections (11) through (14) of
this section shall be collected through June 30, 2008, for the public
enpl oyees' retirement system and August 31, 2008, for the school
enpl oyees' retirenent systemand the teachers' retirenent system

(16) Beginning July 1, 2008, the follow ng enployer contribution

rate shall be charged: 9.96 percent for the public enployees
retirement system of which 4.07 percent shall be allocated to the
unfunded actuari al accrued liability of the public enployees’

retirement systemplan 1

(17) Begi nning Septenber 1, 2008, the following enployer
contribution rates shall be charged:

(a) 12.04 percent for the school enployees' retirenent system of
whi ch 4.07 percent shall be allocated to the unfunded actuarial accrued
liability of the public enployees' retirenment systemplan 1; and

(b) 11.62 percent for the teachers' retirenment system of which
5.48 percent shall be allocated to the unfunded actuarial accrued
liability of the teachers' retirenment system plan 1.

(18) Beginning July 1, 2008, the foll ow ng nmenber contribution rate
shal | be charged: 5.80 percent for the public enployees' retirenent
system pl an 2.

(19) Begi nning Septenber 1, 2008, the follow ng nenber contribution
rates shall be charged:

(a) 6.34 percent for the school enployees' retirenent system pl an
2; and

(b) 4.91 percent for the teachers' retirenment system plan 2.

(20) The contribution rates in subsections (16) through (19) of
this section shall be collected through June 30, 2009, for the public
enpl oyees' retirenment system and August 31, 2009, for the school
enpl oyees' retirenent systemand the teachers' retirenent system

NEW SECTION. Sec. 2. A new section is added to chapter 41.45 RCW
to read as foll ows:

Beginning July 1, 2009, for the public enployees' retirenment system
and the public safety enployees' retirenent system and Septenber 1,
2009, for the school enployees' retirenent system and the teachers'

Code Rev/LL: ads 4 Z-0208. 2/ 05 2nd draft
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retirement system mninmum basic enpl oyer and state contribution rates
and mnimumrequired plan 2 nenber contribution rates are established.
In establishing these mninum rates, it is the intent of the
|l egislature to pronpote contribution rate stability over tine. The
basi ¢ enpl oyer and state contribution rates and required plan 2 nmenber
contribution rates as recommended by the pension funding council and
adopted by the legislature may exceed, but shall not drop bel ow, these
mnimumrates. Upon conpletion of each biennial actuarial valuation

the pension funding council and the state actuary shall review the
appropriateness of the mninum contribution rates and the pension
funding council shall recomrend to the |egislature any adjustnents as
may be needed due to material changes in benefits or actuarial
assunptions, nethods, or experience.

(1) Beginning July 1, 2009, the following mninm enployer
contribution rate shall be charged: 4.00 percent for the public
enpl oyees' retirenent system

(2) Beginning Septenber 1, 2009, the follow ng mninmm enployer
contribution rates shall be charged:

(a) 4.25 percent for the school enployees' retirenent system and

(b) 5.00 percent for the teachers' retirenment system

(3) Beginning July 1, 2009, the following mninmm nenber
contribution rate shall be charged: 4.00 percent for the public
enpl oyees' retirenent system plan 2.

(4) Beginning Septenber 1, 2009, the following mninmm nenber
contribution rates shall be charged:

(a) 4.25 percent for the school enployees' retirenent system pl an
2; and

(b) 5.00 percent for the teachers' retirenment system plan 2.

(5) Beginning July 1, 2009, an additional mnimm2.75 percent is
added to the m ni mum enpl oyer contribution rate of 4.00 percent for the
public enpl oyees' retirenent systemuntil the actuarial value of assets
equals one hundred twenty-five percent of the actuarial accrued
liability for the public enployees' retirenent system plan 1 or June
30, 2024, whichever cones first.

(6) Beginning July 1, 2009, an additional mnimm2.75 percent is
added to the basic enployer contribution rate for the public safety
enpl oyees' retirenent system until the actuarial value of public
enpl oyees' retirenment system plan 1 assets equals one hundred

Code Rev/LL: ads 5 Z-0208. 2/ 05 2nd draft
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twenty-five percent of the actuarial accrued liability for the public
enpl oyees' retirenment systemplan 1 or June 30, 2024, whichever cones
first.

(7) Beginning Septenber 1, 2009, an additional mninmum 2.75 percent
is added to the m ni mum enpl oyer contribution rate of 4.25 percent for
the school enployees' retirenent system until the actuarial value of
public enpl oyees' retirenent system plan 1 assets equals one hundred
twenty-five percent of the actuarial accrued liability for the public
enpl oyees' retirenment systemplan 1 or June 30, 2024, whichever cones
first.

(8) Beginning Septenber 1, 2009, an additional 5.75 percent is
added to the m ni mum enpl oyer contribution rate of 5.00 percent for the
teachers' retirenment systemuntil the actuarial value of assets equals
one hundred twenty-five percent of the actuarial accrued liability for
the teachers' retirenment system plan 1 or June 30, 2024, whichever
conmes first.

NEW SECTION. Sec. 3. RCW 41.45.054 is decodified, effective
Septenber 1, 2005.

NEW SECTION. Sec. 4. Section 1 of this act is necessary for the
i mredi ate preservation of the public peace, health, or safety, or
support of the state governnent and its existing public institutions,
and takes effect July 1, 2005.

NEW SECTION. Sec. 5. Section 2 of this act takes effect July 1,
2009.

~-- END ---
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FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 11/24/2004  Z-0208.2/ Z-0209.2

SUMMARY OF BILL:

This bill impacts the Public Employees’ Retirement System (PERS), Teachers’ Retirement System (TRS),
School Employees’ Retirement System (SERS), and Public Safety Employees’ Retirement System
(PSERS) by establishing required basic employer and state contribution rates and required Plan 2 member
contribution rates. Section 1 of the bill establishes a four-year schedule for contribution rates that departs
from the normal biennial process for setting rates. The schedule requires four annual increases in rates,
and departs from the usual formula for allocating contributions among the plans. For PERS and SERS, the
rates are lower in the first two years than required by the 2003 actuarial valuation and are higher in the
second two years than required by the projected 2005 actuarial valuation. For TRS, the rates are lower in
the first year of each biennium and higher in the second year. The schedule thus allows for a gradual
phase-in of required increases in contribution rates.

Section 2 of the bill establishes minimum basic employer and state contribution rates and required Plan 2
member contribution rates to promote rate stability over time. These minimum rates function as a “floor”
beneath which contribution rates are not intended to drop.

The pension funding council is required to review the appropriateness of these rates and recommend to the
legislature any adjustments as may be needed due to material changes in benefits or actuarial
assumptions, methods or experience.

Effective Date: Section 1 of the bill is effective July 1, 2005. Section 2 of the bill is effective July 1, 2009.
CURRENT SITUATION:

The required employer contribution rates without the four-year phase-in are:

Period PERS TRS SERS
2005-06 5.73% 6.74% 7.56%
2006-07 5.73% 6.74% 7.56%
2007-08 7.28% 10.15% 9.45%
2008-09 7.28% 10.15% 9.45%

Includes the cost of future gain-sharing benefits

1 O:\Fiscal Notes\2005\Z-Drafts\Z-0208.2.wpd



The required Plan 2.member contribution rates without the four-year phase-in are:

Period PERS TRS SERS
2005-06 3.38% 2.48% 3.51%
2006-07 3.38% 2.48% 3.51%
2007-08 4.27% 4.01% 4.68%
2008-09 4.27% 4.01% 4.68%

There is currently no contribution rate floor in effect for PERS, TRS, SERS or PSERS.

On September 24, 2004, the Pension Funding Council adopted the “without phase-in" contribution rates for
2005-07 effective July 1, 2005 only if affirmatively approved in advance by the Legislature.

MEMBERS IMPACTED:

We estimate that all active Plan 2 members of PERS, TRS, and SERS would be affected by this bill. This
includes 117,262 out of 154,550 active members for PERS, 7,637 out of 66,075 for TRS, and 27,710 out of
49,214 for SERS.

We estimate that for a typical member impacted by this bill, there would be no increase in benefits, but
there would be a deferral of contributions. The member contributions would be significantly lower in the
first year and significantly higher in the fourth year. The member contributions in the first year would be
lower by 0.73% to 1.63% of pay. The member contributions in years two and three would range from being
lower by 0.26% of pay to being higher by 0.48% of pay. The member contributions in the fourth year would
be higher by 0.90% to 1.66% of pay.

ASSUMPTIONS:

The actuarial present value of future contributions under the proposed schedule is equal to the present
value of future contributions under the “without phase-in” schedule. This equivalency is based on an 8%
assumed rate of return and the economic and demographic assumptions disclosed in the 2002 Actuarial
Valuation Report.

FISCAL IMPACT:

Description:

While the actuarial present value of the change in rates in zero, there is a future value cost on a cash flow
basis. The cost shown is the interest on the deferred contributions at the assumed rate of return of 8%.

The estimated fiscal impact does not include cost associated with the contribution rate floor established at

July 1, 2009 since the floor rates would not impact contribution rates in the long run. The short-term
increase in rates during years in which the floor applies would be offset by lower rates in subsequent years.
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The contribution rate floor could result in long-term savings to the extent that investment earnings from the
“extra” contributions due to the floor are used to reduce future contribution requirements. There would be a
cost to establishing a floor if the extra contributions are used to fund future benefit improvements in lieu of
reducing future contribution requirements.

We considered but did not include any cost impact associated with the timing of extra contributions due to
the floor or when the extra contributions would be invested relative to investment market cycles.

Actuarial Determinations:

The bill would not change the present value of benefits payable under the Systems. The bill will impact the
contribution rates effective for the four years beginning on July 1, 2005 for PERS and the fours years
beginning on September 1, 2005 for TRS and SERS as shown below:

System: PERS TRS SERS
Increase (Decrease) in Contribution Rates:
2005 - 2006 Employee (1.63%) (0.73%) (1.26%)
2005 - 2006 Employer State (3.23%) (1.28%) (2.86%)
2006 - 2007 Employee (0.13%) 0.27% (0.01%)
2006 - 2007 Employer State (0.23%) 0.47% (0.11%)
2007 - 2008 Employee 0.48% (0.26%) 0.07%
2007 - 2008 Employer State 0.97% (0.58%) 0.56%
2008 - 2009 Employee 1.53% 0.90% 1.66%
2008 - 2009 Employer State 2.68% 1.47% 2.59%
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Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase (decrease) in funding expenditures is
projected to be:

Costs (in Millions): PERS TRS SERS Total
2005-2007
State:
General Fund ($54.3)  ($30.0)  ($23.6) ($107.9)
Non-General Fund ($89.6) $0.0 $0.0  ($89.6)
Total State ($1439)  ($30.0)  ($23.6) ($197.5)
Local Government ($127.7) ($6.1)  ($20.9) ($154.7)
Total Employer ($271.6)  ($36.1)  ($44.5) ($352.2)
Total Employee (895.3) ($2.2) ($5.8) ($103.3)
2007-2009
State:
General Fund $66.6 $28.2 $244  $119.2
Non-General Fund $110.0 $0.0 $0.0  $110.0
Total State $176.6 $28.2 $24.4  $229.2
Local Government $156.6 $5.8 $216  $184.0
Total Employer $333.2 $34.0 $46.0  $413.2
Total Employee $117.2 $2.2 $5.9  $125.3
2005-2030
State:
General Fund $12.3 $10.0 $5.7 $28.0
Non-General Fund $20.3 $0.0 $0.0 $20.3
Total State $32.6 $10.0 $5.7 $48.3
Local Government $28.9 $2.0 $5.0 $35.9
Total Employer $61.5 $12.0 $10.7 $84.2
Total Employee $21.8 $0.7 $1.5 $24.0

State Actuary’s Comments:
The proposed schedule of deferred rate increases includes the cost of future gain-sharing benefits for the

employer. This schedule and fiscal note would require amendment to exclude employer rate increases due
to gain-sharing should another piece of Legislation repeal or reduce future gain-sharing benefits.
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2003 actuarial valuation report of the Public Employee’s Retirement System,
Teachers Retirement System and School Employee’s Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following:

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2005 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working lifetime
of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Actuarial accrued liability: Computed differently under different funding methods, the actuarial accrued liability
generally represents the portion of the present value of fully projected benefits attributable to service credit that has
been earned (or accrued) as of the valuation date.

Unfunded Actuarial Accrued Liability (UAAL): The excess, if any, of the actuarial accrued liability over the

actuarial value of assets. In other words, the present value of benefits earned to date that are not covered by plan
assets.
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Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.

6 O:\Fiscal Notes\2005\Z-Drafts\Z-0208.2.wpd



Interruptive Military Service

Background

The federal Uniformed Services Employment and Re-employment Rights Act
(USERRA) provides for the restoration of retirement benefits for those whose
public employment has been interrupted by military service. A veteran must be
re-employed to trigger USERRA rights. Thus, USERRA does not address the
retirement benefits that would have accrued to members who die while in active
service or those who are unable to be re-employed due to a total disability.

Committee Activity

Presentations:
September 7, 2004 - Executive Committee
October 19, 2004 - Full Committee
November 9, 2004 - Executive Committee
December 7, 2004 - Full Committee

Proposal:
December 7, 2004 - Full Committee

Recommendation to Legislature

Allow the survivors of a member who dies while performing interruptive military
service to pay the contributions that the member would have paid but for the
military service, and allow the member's service credit to accrue to the date of
death. Similarly, allow a member who becomes totally disabled while performing
interruptive military service to pay the contributions the member would have

paid but for the military service, and receive service credit up to the date of
disability.

Staff Contact

Laura Harper, Senior Research Analyst/Legal
360-586-7616 — harper.laura@leg.wa.gov


mailto:harper.laura@leg.wa.gov

Select Committee on Pension Policy
Interruptive Military

Service Credit
(November 16, 2004)

Issue The issue before the Select Committee on
Pension Policy is whether to expand
opportunities for members of the Washington
State Retirement Systems to acquire service
credit for periods of interruptive military service.

Staff Laura Harper, Senior Research Analyst/Legal
360-586-7616

Members Impacted All members of Washington’s retirement systems
may avail themselves of some form of military
service credit. “Interruptive” military service
credit is available to those who interrupt public
employment to serve in the uniformed military
branches of the United States. This type of
service is governed by the federal Uniformed
Services Employment and Re-employment
Rights Act (USERRA). The act is described in
more detail under the heading “Current
Situation.”

Current Situation

Interruptive military service is governed by federal law. At a minimum, public
employers must provide the protections specified in the Uniformed Services
Employment and Re-employment Rights Act (USERRA). USERRA was signed
into law in 1994, with amendments made in 1996, 1998 and 2000. This law
provides for the re-employment of individuals who leave employment to serve in
the uniformed military branches. Included in USERRA’s re-employment rights
is the right to restoration of retirement plan benefits.
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For employers, the fundamental requirement of USERRA as it relates to
retirement plan benefits is to provide for recovery of the benefits that a re-
employed participant did not receive due to qualifying military service. The
employee must be treated for vesting and benefit accrual purposes as if he or
she had remained continuously employed. Employers do not have to begin
making up pension contributions until after the veteran returns to civilian
employment with the same employer. Employers may fund makeup
contributions over a period of three times the military service period, not to
exceed five years. A rehired veteran is not entitled to missed allocations for any
lost earnings on makeup contributions.

Generally, under USERRA, rehired veterans have up to three times the period
of service - not to exceed five years - to make up missed employee
contributions. The amount of makeup contributions is subject to the limits
that would have applied during the military service period. No interest is
charged on the contributions, because rehired veterans can only be charged
the amount they would have been permitted or required to contribute had they
remained continuously employed throughout the period of military service.
The Washington State Retirement Systems allow a five-year payback period for
employee contributions, regardless of the period of military service. Under
USERRA there are exceptions to this general rule that may allow for a longer
payback period.

The following hypothetical example illustrates how a member who is called into
active duty may obtain service credit for interruptive military service. Consider
a member of the Washington State Patrol Retirement System (WSPRS) who was
hired July 1, 1999 and was called into active service from July 1, 2003 through
June 30, 2004 after completing four years of service with WSPRS. This
member's salary was $40,000 when he left employment and he was required to
make an employee contribution of 2% of salary during the period of active
service. There was no required employer contribution. Assuming that the
member is re-employed upon his return from active duty (according to the
terms and conditions set forth in USERRA), the member has five years (more
generous than USERRA’s three years) to pay back the contributions he would
have paid had he remained continuously employed. Therefore his total
payment obligation is:

2% x $40,000 x 1 year = $800
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Assuming repayment, the member is treated as if he had been continuously
employed and his service credit had continued to accrue while away on active
duty. The member's vesting date (based on a five-year vesting period for this
plan) will be July 1, 2004. Note: the member's payback will vary from plan to
plan, as member contribution rates differ throughout the Washington State
Retirement Systems. Also, several of the Plans 1 (PERS 1, LEOFF 1 and
Washington State Patrol “Plan 1") allow interruptive military service credit at no
cost to the member if certain statutory conditions are met. See RCW
41.40.170, 41.46.190, 43.43.130(5) and 43.43.260(3)(a).

USERRA pre-empts state retirement policy in that all public employers must
meet the minimum requirements of this federal law. However, states have the
discretion to go beyond USERRA and grant benefits for the period of
interruptive service that are more generous than those available under the act.
The goal of USERRA is to treat employees who are called to active duty as if
they had been continuously employed. Employers who choose to go beyond
USERRA may reward active duty by paying all or part of the contributions that
the member would have paid during the period of active duty. They may also
provide all or part of the member's salary during the period of active service.

Options to Address Limitations of USERRA

1. Death in Service

While USERRA provides for the restoration of retirement benefits upon
re-employment of a member whose public employment was interrupted
by military service, it does not address the retirement benefits that would
have accrued to members who die while in active service or those who
are unable to be re-employed due to a disability. Thus, for example, if a
PERS 2 member would have reached ten years of service during the
period of interruptive military service and dies in action, but had only
nine years of service credit prior to leaving for active duty, the surviving
spouse would be limited to a refund (based on nine years of service
credit) and would not be able to receive a survivor benefit in the nature of
a pension payment (based on ten years of service credit). This could be
remedied by allowing the surviving spouse to pay the contributions that
the member would have paid but for the military service, and allowing
the service credit to accrue to the date of death.
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2. Total Disability in Service

Similarly, if the same member whose public employment was interrupted
by military service becomes totally incapacitated for continued
employment, that member’s disability allowance would based upon
service credit up to the date he/she left employment for military service
instead of to the date of disability. Allowing the disabled member to pay
the member contributions and restore service credit up to the date of
disability would be consistent with the federal policy of treating the
veteran for vesting and benefit accrual purposes as if he/she had been
continuously employed.

3. Employer Payments During Military Leave

Several Washington public employers (e.g. Pierce, Grant and King
counties) have decided to voluntarily supplement the salary of members
on military leave. Currently, such income cannot be reported to the
Department of Retirement Systems (DRS). Also, federal law is currently
unclear as to the status of such income under IRS rules, and federal
legislation is pending to address this issue. Thus, at the present time,
none of these members can continue to accrue service credit while on
active duty. They are, however, relieved of paying employee
contributions during the period of military leave. As provided in
USERRA, such members must wait until re-employment and pay back
the member contributions they would have made had they been
continuously employed so that service credit can be awarded. For
vesting and accrual purposes, such members will still be treated as if
they had been continuously employed.

Allowing employers to report these voluntary payments to DRS would
enable some members to continue to accrue service credit during periods
of interruptive military service for as long as their pension contributions
are being paid. In some instances, this approach could result in service
credit being awarded for a period of military service that does not result
in an honorable discharge. It could also allow for benefit accruals even
when the member, for whatever reason, does not return to the retirement
system. Thus some members who never would have qualified for
interruptive military service credit at all may be awarded service credit
under this kind of provision. While such service credit could later be
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forfeited, DRS reportedly does not have a mechanism for tracking those
who do not return from service and who are dishonorably discharged. In
addition, OSA staff has been advised that DRS has no mechanism to
forfeit service credit when contributions have already been paid.

The above-described options have been explored by the LEOFF 2 Board as
possible legislative options for 2005, although no action has been taken by the
Board as of the date of this report.

Executive Committee Recommendation

On September 7, 2005 the Executive Committee recommended that new
legislation be presented to the full SCPP that would address the limitations of
USERRA. These limitations have to do with the fact that under USERRA a
veteran must be re-employed to trigger USERRA rights; and those who die or
become totally disabled while in service are not able to reinstate service credit
under USERRA because they are not re-employed. The Executive Committee
also suggested that the SCPP consider amendments to existing law that would
allow members whose public employment is interrupted by serving in the
military and whose employers are voluntarily paying salary during military
leave to accrue service credit while serving in the uniformed services. This
would be accomplished by allowing such pay to be reported to the Department
of Retirement Systems (DRS) for pension purposes, and allowing the accrual of
corresponding service credit if the member and employer continue to pay the
required pension contributions during the period of interruptive service.

A bill draft was prepared for the October 19, 2004 SCPP meeting and the full
committee heard an updated report on this issue. The bill draft included three
elements: one related to death in service, one related to total disability in
service, and one related to voluntary employer payments during service. No
action was taken by the full committee at that time. The Executive Committee,
however, requested that the Department of Retirement Systems submit a
memo to the full committee documenting its administrative and policy
concerns with the third element of the bill draft, and that staff work with DRS
to revise the draft legislation.

A second bill draft was presented to the Executive Committee on November 9,
2004. This draft included the death and disability elements, but deleted the
employer pay element. The Executive Committee recommended that this
second version of the bill be forwarded to the full committee.
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Bill Draft

The proposed bill draft is attached. The draft addresses service credit for those
who are not re-employed due to death or total disability while serving in the
uniformed services. As in the prior draft, where interruptive military service
credit is already available to members at no cost, the draft continues the no-
cost policy for survivors of deceased veterans and members who become totally
disabled. LEOFF 1 is not included in the draft because members of that plan
already receive free interruptive military service credit and there is no re-
employment requirement.

Fiscal Note (Draft)

A draft fiscal note is attached.

Administrative Impacts

The Department of Retirement Systems provided written documentation of its
concerns with the original (first) draft of the proposed legislation in its letter to
the Chair and Vice Chair dated October 28, 2004. A copy of the letter is
attached.

1. For complete information about USERRA, see the USERRA Advisor,
http:/ /www.dol.gov/elaws /userra.htm.
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STATE OF WASHINGTON
DEPARTMENT OF RETIREMENT SYSTEMS

PO Box 48380 « Olympia WA 98504-8380 » (360) 664-7000 ¢ Toll Free 1-800-547-6657

October 28, 2004

RECEIVED
The Honorable Karen Fraser, Chair : ' -
The Honorable Steve Conway, Vice-Chair | 0CT 2 8 2004
Select Committee on Pension Policy , Office of
Post Office Box 40914 ' . The State Actuary

Olympia, Washington 98504-0914
Dear Senator Fraser and Representative Conway:
Subject: Purchase of Interruptive Military Service Credit

At the October 19, 2004 Select Committee on Pension Policy (SCPP) meeting, the Department
of Retirement Systems (DRS) was asked to provide input on the proposal to allow the purchase
of retirement service credit for service men and women on interruptive military leave. DRS
supports the death and disability provisions of the proposal, but has concerns about the third
provision which would allow employers to report as earnable compensation any offset salary
being paid to the employee.

Current Federal and State law on interruptive military service is consistent in two areas:
e It requires that service be designated as honorable.
e It requires the employee to return to covered service if he or she is able.

The death and disability proposals also require the military service to be deemed as honorable. If
however, employers are allowed to report a salary offset to DRS (the third provision), a situation
exists where the member may earn partial or total service credit for periods where the nature of
the military service could be dishonorable, and where a return to employment is not required or
does not occur. This creates an inequity in the treatment of those members not receiving the pay
offset who must serve honorably and return to covered employment in order to purchase their

~ missing service.

As I mentioned at the October 19™ meeting, the current process for purchasing service for
interruptive leave is both easy and efficient. With an average cost of approximately $1,700 for
nine months of service credit, a member can initiate the purchase with a simple phone call and
can take up to five years to pay with no interest. Members may pay in installments or with a
lump sum at anytime during the five years. This same process would be utilized to implement
the death and disability proposals. While reporting an offset salary creates no additional cost by
itself, there would be increased administrative cost if DRS is required to begin tracking offset
pay and related service credit.



Senator Karen Fraser
Representative Steve Conway
October 28, 2004

Page 2 ’

As noted above, the death and disability proposals are in alignment with Federal and State law
and the existing policy and process for purchasing interruptive military service. However,
allowing service to be earned due to reporting offset pay goes beyond the current policy and
creates inequity in the treatment of members. Based on this information I encourage the removal

of the; reporting of offset salary from the proposal.

Please contact me at 664-7312 if you would like to discuss this issue.

Sincerely,

John F. Charles
Director
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AN ACT Relating to interruptive mlitary service credit wthin the
public enployees' retirenent system the school enployees' retirenent
system the teachers' retirenent system the | aw enforcenent officers
and fire fighters' retirenent system plan 2, the Wshington state
patrol retirement system and the public safety enployees' retirenent
system anending RCW 41.40.170, 41.40.710, 41.40.805, 41.35.470,
41. 35. 650, 41.32.260, 41.32.810, 41.32.865, 41.26.520, 43.43.260, and
41.37.260; and providing an effective date.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCWA41.40.170 and 2002 ¢ 27 s 2 are each anmended to read
as follows:

(1) A nmenber who has served or shall serve on active federal
service in the mlitary or naval forces of the United States and who
| eft or shall |eave an enployer to enter such service shall be deened
to be on mlitary |eave of absence if he or she has resunmed or shal
resune enploynment as an enployee within one year from termnation
t her eof .

(2) If he or she has applied or shall apply for reinstatenment of
enpl oyment, within one year fromtermnation of the mlitary service,

Code Rev/LL: ads 1 Z-0177. 1/ 05
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and is refused enpl oynent for reasons beyond his or her control, he or
she shall, wupon resunption of service within ten years have such
service credited to himor her.

(3) I'n any event, after conpleting twenty-five years of creditable
service, any nenber may have service in the arned forces credited to
hi m or her as a nenber whether or not he or she left the enploy of an
enpl oyer to enter the arnmed service: PROVI DED, That in no instance,
described in this section, shall mlitary service in excess of five
years be credited: AND PROVI DED FURTHER, That in each instance the
menber nmust restore all wthdrawn accunulated contributions, which
restoration nust be conpleted within five years of nenbership service
followng the first resunption of enploynent or conplete twenty-five
years of creditable service: AND PROVIDED FURTHER, That this section
will not apply to any individual, not a veteran within the neaning of
RCW 41. 04. 005.

(4) The surviving spouse or eligible child or children of a nenber
who left the enploy of an enployer to enter the uniforned services of
the United States and died while serving in the uniforned services nay,

on behalf of the deceased nenber, apply for retirenment system service
credit under this subsection up to the date of the nenber's death in
the uniforned services. The departnent shall establish the deceased
nenber's service credit if the surviving spouse or eligible child or
chil dren:

(a) Provides to the director proof of the nenber's death while
serving in the uniforned services; and

(b) Provides to the director proof of the nenber's honorable
service in the uniforned services prior to the date of death.

(5) A nmenber who leaves the enploy of an enployer to enter the
uniformed services of the United States and becones totally
i ncapacitated for continued enploynent by an enployer while serving in
the unifornmed services is entitled to retirenent systemservice credit
under this subsection up to the date of discharge from the uniforned
services if:

(a) The nenber obtains a determnation fromthe director that he or
she is totally incapacitated for continued enpl oynent due to conditions
or events that occurred while serving in the uniforned services; and

(b) The nenber provides to the director proof of honorable
di scharge fromthe uniforned services.
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Sec. 2. RCW 41.40.710 and 2000 c 247 s 1106 are each amended to
read as foll ows:

(1) A nmenber who is on a paid |leave of absence authorized by a
menber's enpl oyer shall continue to receive service credit as provided
for under the provisions of RCW41.40.610 through 41.40. 740.

(2) A nenber who receives conpensation froman enployer while on an
aut hori zed | eave of absence to serve as an elected official of a |abor
or gani zati on, and whose enployer is reinbursed by the [abor
organi zation for the conpensation paid to the nenber during the period
of absence, may al so be considered to be on a paid | eave of absence.
This subsection shall only apply if the nenber's |eave of absence is
aut hori zed by a collective bargaining agreenent that provides that the
menber retains seniority rights with the enployer during the period of
| eave. The conpensation earnable reported for a nmenber who establishes
service credit under this subsection may not be greater than the salary
paid to the highest paid job class covered by the collective bargaini ng
agr eement .

(3) Except as specified in subsection (4) of this section, a nenber
shall be eligible to receive a maximum of two years service credit
during a nenber's entire working career for those periods when a nenber
is on an unpaid |eave of absence authorized by an enployer. Such
credit may be obtained only if:

(a) The nenber mnakes both the plan 2 enployer and nenber
contributions plus interest as determned by the departnent for the
period of the authorized |eave of absence within five years of
resunption of service or prior to retirenment whichever conmes sooner; or

(b) I'f not within five years of resunption of service but prior to
retirement, pay the amount required under RCW 41.50. 165(2).

The contributions required under (a) of this subsection shall be
based on the average of the nenber's conpensati on earnable at both the
time the authorized |eave of absence was granted and the tinme the
menber resumed enpl oynent.

(4) A nmenber who |eaves the enploy of an enployer to enter the
((armwed—Forees)) uniforned services of the United States shall be
entitled to retirenent system service credit for up to five years of
mlitary service. This subsection shall be admnistered in a manner
consistent with the requirenents of the federal uniforned services
enpl oynent and reenpl oynent rights act.
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(a) The nmenber qualifies for service credit under this subsection
if:

(i) Wthin ninety days of the nenber's honorabl e discharge fromthe
uni formed services of the United States ((arred—forees)), the nenber
applies for reenploynent with the enployer who enployed the nenber
imediately prior to the nenber entering the ((Unted—States—arwed
foerees)) uniforned services; and

(ii1) The menber makes the enpl oyee contributions required under RCW
41.45. 061 and 41.45.067 within five years of resunption of service or
prior to retirenment, whichever cones sooner; or

(tit) Prior to retirement and not wthin ninety days of the
menber' s honorabl e di scharge or five years of resunption of service the
menber pays the anmount required under RCW 41.50. 165(2).

(b) Upon receipt of menber contributions under (a)(ii), (d)(iii),
or (e)(iii) of this subsection, the departnent shall establish the
menber's service «credit and shall bill the enployer for its
contribution required under RCW 41. 45. 060, 41.45.061, and 41.45.067 for
the period of mlitary service, plus interest as determned by the
depart nent.

(c) The contributions required under (a)(ii), (d)(iii), or (e)(iii)
of this subsection shall be based on the conpensation the nenber woul d
have earned if not on leave, or if that cannot be estimated wth
reasonabl e certainty, the conpensation reported for the nenber in the
year prior to when the nenber went on mlitary |eave.

(d) The surviving spouse or eligible child or children of a nenber
who left the enploy of an enployer to enter the unifornmed services of
the United States and died while serving in the uniforned services nay,
on behalf of the deceased nenber, apply for retirenent system service
credit under this subsection up to the date of the nenber's death in
the uniforned services. The departnent shall establish the deceased
nenber's service credit if the surviving spouse or eligible child or
chil dren:

(i) Provides to the director proof of the nenber's death while
serving in the unifornmed services;

(ii) Provides to the director proof of the nenber's honorable
service in the uniforned services prior to the date of death; and

(iii) Pays the enpl oyee contributions required under chapter 41.45

Code Rev/LL: ads 4 Z-0177.1/05
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RCWw thin five years of the date of death or prior to the distribution
of any benefit, whichever cones first.

(e) A nenber who leaves the enploy of an enployer to enter the
uniformed services of the United States and becones totally
incapacitated for continued enploynent by an enployer while serving in
the unifornmed services is entitled to retirenent system service credit
under this subsection up to the date of discharge from the uniforned
services if:

(i) The nenber obtains a determnation fromthe director that he or
she is totally incapacitated for continued enploynent due to conditions
or events that occurred while serving in the unifornmed services;

(ii) The nenber provides to the director proof of honorable
di scharge fromthe uniforned services; and

(iii) The nenber pays the enployee contributions required under
chapter 41.45 RCWw thin five years of the director's determ nati on of
total disability or prior to the distribution of any benefit, whichever
cones first.

Sec. 3. RCW 41.40.805 and 2000 c 247 s 306 are each anended to
read as foll ows:

(1) A nmenber who is on a paid |leave of absence authorized by a
menber's enpl oyer shall continue to receive service credit.

(2) A nenber who receives conpensation froman enployer while on an
aut hori zed | eave of absence to serve as an elected official of a |abor
or gani zati on, and whose enployer is reinbursed by the [abor
organi zation for the conpensation paid to the nenber during the period
of absence, may al so be considered to be on a paid | eave of absence.
This subsection shall only apply if the nenber's |eave of absence is
aut hori zed by a collective bargaining agreenent that provides that the
menber retains seniority rights with the enployer during the period of
| eave. The earnabl e conpensation reported for a nmenber who establishes
service credit under this subsection may not be greater than the salary
paid to the highest paid job class covered by the collective bargai ni ng
agreement .

(3) Except as specified in subsection (4) of this section, a nenber
shall be eligible to receive a maximum of two years service credit
during a nenber's entire working career for those periods when a nenber
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is on an unpaid |eave of absence authorized by an enployer. Such
credit may be obtained only if:

(a) The nmenber makes the contribution on behalf of the enployer
plus interest, as determ ned by the departnent; and

(b) The nmenber nmakes the enpl oyee contribution, plus interest, as
determ ned by the departnent, to the defined contribution portion.

The contributions required shall be based on the average of the
menber' s earnabl e conpensation at both the tinme the authorized | eave of
absence was granted and the tine the nenber resuned enpl oynent.

(4) A nmenber who |eaves the enploy of an enployer to enter the
((armred—Forees)) uniforned services of the United States shall be
entitled to retirenent system service credit for up to five years of
mlitary service if wthin ninety days of the nenber's honorable
di scharge from the uniforned services of the United States ((arred
forees)), the nenber applies for reenploynent with the enployer who
enpl oyed the nenber imediately prior to the nenber entering the
((YArted—States—arred—Forees)) uniforned services. Thi s subsection
shall be adm nistered in a manner consistent with the requirenments of
the federal uniformed services enploynent and reenpl oynent rights act.

The departnment shall establish the nmenber's service credit and

shall bill the enployer for its contribution required under RCW
41.45.060 and 41.45.067 for the period of mlitary service, plus
interest as determined by the departnent. Service credit under this

subsection may be obtained only if the nenber nakes the enployee
contribution to the defined contribution portion as determ ned by the
depart nent.

The contributions required shall be based on the conpensation the
menber would have earned if not on leave, or if that cannot be
estimated with reasonable certainty, the conpensation reported for the
menber in the year prior to when the nenber went on mlitary | eave.

(a) The surviving spouse or eligible child or children of a nenber
who |left the enploy of an enployer to enter the uniforned services of
the United States and died while serving in the uniforned services nay,
on behalf of the deceased nenber, apply for retirenent system service
credit under this subsection up to the date of the nenber's death in
the uniforned services. The departnent shall establish the deceased
nenber's service credit if the surviving spouse or eligible child or
chil dren:

Code Rev/LL: ads 6 Z-0177.1/05
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(i) Provides to the director proof of the nenber's death while
serving in the uniforned services;

(ii) Provides to the director proof of the nenber's honorable
service in the uniforned services prior to the date of death; and

(iii) Pays the enployee contributions required under this
subsection within five years of the date of death or prior to the
distribution of any benefit, whichever cones first.

(b) A nmenber who leaves the enploy of an enployer to enter the
uniformed services of the United States and becones totally
i ncapacitated for continued enploynent by an enployer while serving in
the unifornmed services is entitled to retirenent systemservice credit
under this subsection up to the date of discharge from the uniforned
services if:

(i) The nenber obtains a determnation fromthe director that he or
she is totally incapacitated for continued enpl oynent due to conditions
or events that occurred while serving in the unifornmed services;

(ii) The nenber provides to the director proof of honorable
di scharge fromthe uniforned services; and

(iii) The nenber pays the enployee contributions required under
this subsection within five years of the director's determ nation of
total disability or prior to the distribution of any benefit, whichever
cones first.

Sec. 4. RCW 41.35.470 and 1998 c 341 s 108 are each anended to
read as foll ows:

(1) A nmenber who is on a paid |eave of absence authorized by a
menber's enpl oyer shall continue to receive service credit as provided
for under the provisions of RCW41. 35.400 through 41. 35. 599.

(2) A nenber who receives conpensation froman enployer while on an
aut hori zed | eave of absence to serve as an elected official of a |abor
or gani zati on, and whose enployer is reinbursed by the [abor
organi zation for the conpensation paid to the nenber during the period
of absence, may al so be considered to be on a paid | eave of absence.
This subsection shall only apply if the nenber's | eave of absence is
aut hori zed by a collective bargaining agreenent that provides that the
menber retains seniority rights with the enployer during the period of
| eave. The conpensation earnable reported for a nmenber who establishes

Code Rev/LL: ads 7 Z-0177. 1/ 05



©O© 00 N O Ol WDN P

W W W W W W W WPNDNDNDNDNMNDNMNDNDNNMNMNMNMNMNNMNNMNPPRPPRPPRPPRPERPEPRPPRPRPPREPE
N o oA WNEFE OO 0o NP WDNPE OO oo N Ok W DN e o

service credit under this subsection may not be greater than the salary
paid to the highest paid job class covered by the collective bargaining
agr eement .

(3) Except as specified in subsection (4) of this section, a nenber
shall be eligible to receive a maximum of two years service credit
during a nenber's entire working career for those periods when a nenber
is on an unpaid |eave of absence authorized by an enployer. Such
credit may be obtained only if:

(a) The nenber mnekes both the plan 2 enployer and nenber
contributions plus interest as determned by the departnment for the
period of the authorized |eave of absence within five years of
resunption of service or prior to retirenment whichever conmes sooner; or

(b) I'f not within five years of resunption of service but prior to
retirement, pay the amount required under RCW 41.50. 165(2).

The contributions required under (a) of this subsection shall be
based on the average of the nenber's conpensati on earnable at both the
time the authorized |eave of absence was granted and the tine the
menber resuned enpl oynent.

(4) A nmenber who |eaves the enploy of an enployer to enter the
((armred—Forees)) uniforned services of the United States shall be
entitled to retirenent system service credit for up to five years of
mlitary service. This subsection shall be admnistered in a manner
consistent with the requirenents of the federal uniforned services
enpl oynent and reenpl oynent rights act.

(a) The nmenber qualifies for service credit under this subsection
if:

(i) Wthin ninety days of the nenber's honorabl e di scharge fromthe
uni formed services of the United States ((arred—forees)), the nenber
applies for reenploynent with the enployer who enployed the nenber
imediately prior to the nenber entering the ((Unted—States—arred
foerees)) uniforned services; and

(i1) The menber makes the enpl oyee contri butions required under RCW
41.35.430 within five years of resunption of service or prior to
retirement, whichever conmes sooner; or

(tit) Prior to retirement and not wthin ninety days of the
menber' s honorabl e di scharge or five years of resunption of service the
menber pays the anmount required under RCW 41.50. 165(2).
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(b) Upon receipt of menber contributions under (a)(ii), (d)(iii),
or (e)(iii) of this subsection, the departnent shall establish the
menber's service «credit and shall bill the enployer for its
contribution required under RCW 41.35.430 for the period of mlitary
service, plus interest as determ ned by the departnent.

(c) The contributions required under (a)(ii), (d)(iii), or (e)(iii)

of this subsection shall be based on the conpensation the nenber woul d
have earned if not on leave, or if that cannot be estimated wth
reasonabl e certainty, the conpensation reported for the nenber in the
year prior to when the nenber went on mlitary | eave.

(d) The surviving spouse or eligible child or children of a nenber

who left the enploy of an enployer to enter the uniforned services of
the United States and died while serving in the unifornmed services nay,

on behalf of the deceased nenber, apply for retirenment system service
credit under this subsection up to the date of the nenber's death in
the uniforned services. The departnent shall establish the deceased
nenber's service credit if the surviving spouse or eligible child or
chi l dren:

(i) Provides to the director proof of the nenber's death while
serving in the uniforned services;

(ii) Provides to the director proof of the nenber's honorable
service in the uniforned services prior to the date of death; and

(iii) Pays the enpl oyee contributions required under chapter 41.45

RCWw thin five yvears of the date of death or prior to the distribution

of any benefit, whichever cones first.

(e) A nmenber who leaves the enploy of an enployer to enter the
uniformed services of the United States and becones totally
i ncapacitated for continued enploynent by an enployer while serving in

the uniforned services is entitled to retirenent system service credit

under this subsection up to the date of discharge from the uniforned
services if:
(i) The nenber obtains a determ nation fromthe director that he or

she is totally incapacitated for conti nued enpl oynent due to conditions

or events that occurred while serving in the unifornmed services;

(ii) The nenber provides to the director proof of honorable
di scharge fromthe uniforned services; and

(iii) The nenber pays the enployee contributions required under
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chapter 41.45 RCWwi thin five years of the director's determ nati on of
total disability or prior to the distribution of any benefit, whichever
cones first.

Sec. 5. RCW 41.35.650 and 1998 c 341 s 206 are each anended to
read as foll ows:

(1) A nmenber who is on a paid |leave of absence authorized by a
menber's enpl oyer shall continue to receive service credit.

(2) A nenber who receives conpensation froman enployer while on an
aut hori zed | eave of absence to serve as an elected official of a |abor
or gani zati on, and whose enployer is reinbursed by the [|abor
organi zation for the conpensation paid to the nenber during the period
of absence, may al so be considered to be on a paid | eave of absence.
This subsection shall only apply if the nenber's |eave of absence is
aut horized by a collective bargaining agreenent that provides that the
menber retains seniority rights with the enployer during the period of
| eave. The earnabl e conpensation reported for a nmenber who establishes
service credit under this subsection may not be greater than the salary
paid to the highest paid job class covered by the collective bargaini ng
agr eement .

(3) Except as specified in subsection (4) of this section, a nenber
shall be eligible to receive a maximum of two years service credit
during a nenber's entire working career for those periods when a nenber
is on an unpaid |eave of absence authorized by an enployer. Such
credit may be obtained only if:

(a) The nmenber makes the contribution on behalf of the enployer
plus interest, as determ ned by the departnent; and

(b) The nenber nakes the enpl oyee contribution, plus interest, as
determ ned by the departnent, to the defined contribution portion.

The contributions required shall be based on the average of the
menber' s earnabl e conpensation at both the tinme the authorized | eave of
absence was granted and the tine the nenber resuned enpl oynent.

(4) A nmenber who |eaves the enploy of an enployer to enter the
((armed—Forees)) uniforned services of the United States shall be
entitled to retirenent system service credit for up to five years of
mlitary service if wthin ninety days of the nenber's honorable
di scharge from the uniforned services of the United States ((arred
forees)), the nenber applies for reenploynent with the enployer who
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enpl oyed the nenber imediately prior to the nenber entering the
((YArted—States—arred—Forees)) uniforned services. Thi s subsection
shall be adm nistered in a manner consistent with the requirenents of
the federal uniformed services enploynent and reenpl oynent rights act.

The departnment shall establish the nenber's service credit and
shall bill the enployer for its contribution required under RCW
41.35.720 for the period of mlitary service, plus interest as
determ ned by the departnent. Service credit under this subsection may
be obtained only if the nenber nakes the enpl oyee contribution to the
defined contribution portion as determ ned by the departnent.

The contributions required shall be based on the conpensation the
menber would have earned if not on leave, or if that cannot be
estimated with reasonable certainty, the conpensation reported for the
menber in the year prior to when the nenber went on mlitary | eave.

(a) The surviving spouse or eligible child or children of a nenber
who |left the enploy of an enployer to enter the uniforned services of
the United States and died while serving in the uniforned services nay,
on behalf of the deceased nenber, apply for retirenent system service
credit under this subsection up to the date of the nenber's death in
the uniforned services. The departnent shall establish the deceased
nenber's service credit if the surviving spouse or eligible child or
chil dren:

(i) Provides to the director proof of the nenber's death while
serving in the uniforned services;

(ii) Provides to the director proof of the nenber's honorable
service in the uniforned services prior to the date of death; and

(iii) Pays the enployee contributions required under this
subsection within five years of the date of death or prior to the
distribution of any benefit, whichever cones first.

(b) A nmenber who leaves the enploy of an enployer to enter the
uniformed services of the United States and becones totally
i ncapacitated for continued enploynent by an enployer while serving in
the unifornmed services is entitled to retirenent systemservice credit
under this subsection up to the date of discharge from the uniforned
services if:

(i) The nenber obtains a determnation fromthe director that he or
she is totally incapacitated for continued enpl oynent due to conditions
or events that occurred while serving in the unifornmed services;
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(ii) The nenber provides to the director proof of honorable
di scharge fromthe uniforned services; and

(iii) The nenber pays the enployee contributions required under
this subsection within five years of the director's determ nation of
total disability or prior to the distribution of any benefit, whichever
cones first.

Sec. 6. RCWA41.32.260 and 1992 ¢ 212 s 8 are each anended to read
as follows:

Any menber whose public school service is interrupted by active
service to the United States as a nenber of its ((wHtary—naval—oer
atF—serviee)) uniforned services, or to the state of Washi ngton, as a
menber of the |egislature, may upon becom ng reenployed in the public
schools, receive credit for that service upon presenting satisfactory
proof, and contributing to the nmenber reserve, either in a |lunp sum or
install nents, anounts determ ned by the director. Except that no
mlitary service credit in excess of five years shall be established or
reestablished after July 1, 1961, unless the service was actually
rendered during tinme of war. This section shall be admnistered in a
manner consistent with the requirenents of the federal uniforned
services enploynent and reenploynent rights act.

(1) The surviving spouse or eligible child or children of a nenber
who |left the enploy of an enployer to enter the uniforned services of
the United States and died while serving in the uniforned services nay,
on behalf of the deceased nenber, apply for retirenent system service
credit under this subsection up to the date of the nenber's death in
the uniforned services. The departnent shall establish the deceased
nenber's service credit if the surviving spouse or eligible child or
chil dren:

(a) Provides to the director proof of the nenber's death while
serving in the uniforned services;

(b) Provides to the director proof of the nenber's honorable
service in the uniforned services prior to the date of death; and

(c) Pays the enployee contributions required under chapter 41.45
RCWw thin five years of the date of death or prior to the distribution
of any benefit, whichever cones first.

(2) A nmenber who leaves the enploy of an enployer to enter the
uniformed services of the United States and becones totally
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i ncapacitated for continued enploynent by an enployer while serving in
the unifornmed services is entitled to retirenent systemservice credit
under this subsection up to the date of discharge from the uniforned
services if:

(a) The nenber obtains a determnation fromthe director that he or
she is totally incapacitated for continued enploynent due to conditions
or events that occurred while serving in the unifornmed services;

(b) The nenber provides to the director proof of honorable
di scharge fromthe uniforned services; and

(c) The nenber pays the enployee contributions required under
chapter 41.45 RCWw thin five years of the director's determ nati on of
total disability or prior to the distribution of any benefit, whichever
cones first.

Sec. 7. RCW41.32.810 and 1996 c 61 s 2 are each anended to read
as follows:

(1) A nmenber who is on a paid |eave of absence authorized by a
menber's enpl oyer shall continue to receive service credit as provided
for under the provisions of RCW41.32.755 through 41. 32. 825.

(2) A nenber who receives conpensation froman enployer while on an
aut hori zed | eave of absence to serve as an elected official of a |abor
or gani zati on, and whose enployer is reinbursed by the [|abor
organi zation for the conpensation paid to the nenber during the period
of absence, may al so be considered to be on a paid | eave of absence.
This subsection shall only apply if the nenber's |eave of absence is
aut hori zed by a collective bargaining agreenent that provides that the
menber retains seniority rights with the enployer during the period of
| eave. The earnabl e conpensation reported for a nmenber who establishes
service credit under this subsection may not be greater than the salary
paid to the highest paid job class covered by the collective bargai ni ng
agr eement .

(3) Except as specified in subsection (6) of this section, a nenber
shall be eligible to receive a maximum of two years service credit
during a nenber's entire working career for those periods when a nenber
is on an unpaid |eave of absence authorized by an enployer. Such
credit may be obtained only if the nenber makes both the enpl oyer and
menber contributions plus interest as determ ned by the departnent for
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the period of the authorized |eave of absence within five years of
resunption of service or prior to retirenent whi chever cones sooner.

(4) If a nenber fails to neet the time limtations of subsection
(3) of this section, the nenber may receive a maxi num of two years of
service credit during a nenber's working career for those periods when
a menber is on unpaid | eave of absence authorized by an enployer. This
may be done by paying the amount required under RCW 41.50. 165(2) prior
to retirenent.

(5 For the purpose of subsection (3) of this section, the
contribution shall not include the contribution for the unfunded
suppl enmental present value as required by RCW 41.32.775. The
contributions required shall be based on the average of the nenber's
ear nabl e conpensation at both the tinme the authorized | eave of absence
was granted and the tine the nenber resuned enpl oynent.

(6) A nmenber who |eaves the enploy of an enployer to enter the
((armed—Forees)) uniforned services of the United States shall be
entitled to retirenent system service credit for up to five years of
mlitary service. This subsection shall be admnistered in a manner
consistent with the requirenents of the federal uniforned services
enpl oynent and reenpl oynent rights act.

(a) The nmenber qualifies for service credit under this subsection
if:

(i) Wthin ninety days of the nenber's honorabl e di scharge fromthe
uni formed services of the United States ((arred—forees)), the nenber
applies for reenploynent with the enployer who enployed the nenber
imediately prior to the nenber entering the ((Unted—States—arwed
foerees)) uniforned services; and

(i1) The menber makes the enpl oyee contributions required under RCW
41.32.775 within five years of resunption of service or prior to
retirement, whichever conmes sooner; or

(tit) Prior to retirement and not wthin ninety days of the
menber' s honorabl e di scharge or five years of resunption of service the
menber pays the anmount required under RCW 41.50. 165(2).

(b) Upon receipt of menber contributions under (a)(ii), (d)(iii),
or (e)(iii) of this subsection, the departnent shall establish the
menber's service credit and shall bill the enployer for its
contribution required under RCW 41.32.775 for the period of mlitary
service, plus interest as determ ned by the departnent.
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(c) The contributions required under (a)(ii), (d)(iii), or (e)(iii)

of this subsection shall be based on the conpensation the nenber woul d
have earned if not on leave, or if that cannot be estimated wth
reasonabl e certainty, the conpensation reported for the nenber in the
year prior to when the nenber went on mlitary | eave.

(d) The surviving spouse or eligible child or children of a nenber

who left the enploy of an enployer to enter the uniforned services of
the United States and died while serving in the unifornmed services nay,

on behalf of the deceased nenber, apply for retirenment system service
credit under this subsection up to the date of the nenber's death in
the uniforned services. The departnent shall establish the deceased
nenber's service credit if the surviving spouse or eligible child or
chil dren:

(i) Provides to the director proof of the nmenber's death while
serving in the uniforned services;

(ii) Provides to the director proof of the nenber's honorable
service in the uniforned services prior to the date of death; and

(iii) Pays the enpl oyee contributions required under chapter 41.45

RCWw thin five yvears of the date of death or prior to the distribution

of any benefit, whichever cones first.

(e) A nmenber who leaves the enploy of an enployer to enter the
uniformed services of the United States and becones totally
i ncapacitated for continued enploynent by an enpl oyer while serving in

the uniforned services is entitled to retirenent system service credit

under this subsection up to the date of discharge from the uniforned
services if:
(i) The nenber obtains a determ nation fromthe director that he or

she is totally incapacitated for conti nued enpl oynent due to conditions

or events that occurred while serving in the unifornmed services;

(ii) The nenber provides to the director proof of honorable
di scharge fromthe uniforned services; and

(iii) The nenber pays the enployee contributions required under
chapter 41.45 RCWw thin five years of the director's determ nati on of

total disability or prior to the distribution of any benefit, whichever

cones first.

Sec. 8. RCW 41. 32.865 and 1996 ¢ 61 s 3 are each anended to read
as foll ows:
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(1) A nmenber who is on a paid |leave of absence authorized by a
menber's enpl oyer shall continue to receive service credit.

(2) A nenber who receives conpensation froman enployer while on an
aut hori zed | eave of absence to serve as an elected official of a |abor
or gani zati on, and whose enployer is reinbursed by the [|abor
organi zation for the conpensation paid to the nenber during the period
of absence, may al so be considered to be on a paid |eave of absence.
This subsection shall only apply if the nenber's |eave of absence is
aut horized by a collective bargaining agreenent that provides that the
menber retains seniority rights with the enployer during the period of
| eave. The earnabl e conpensation reported for a nmenber who establishes
service credit under this subsection may not be greater than the salary
paid to the highest paid job class covered by the collective bargai ni ng
agr eement .

(3) Except as specified in subsection (4) of this section, a nenber
shall be eligible to receive a maximum of two years service credit
during a nenber's entire working career for those periods when a nenber
is on an unpaid |eave of absence authorized by an enployer. Such
credit may be obtained only if:

(a) The nmenber makes the contribution on behalf of the enployer
plus interest, as determ ned by the departnent; and

(b) The nmenber nmakes the enpl oyee contribution, plus interest, as
determ ned by the departnent, to the defined contribution portion.

The contributions required shall be based on the average of the
menber' s earnabl e conpensation at both the tinme the authorized | eave of
absence was granted and the tine the nenber resuned enpl oynent.

(4) A nmenber who |eaves the enploy of an enployer to enter the
((armed—Forees)) uniforned services of the United States shall be
entitled to retirenent system service credit for up to five years of
mlitary service if wthin ninety days of the nenber's honorable
di scharge from the uniforned services of the United States ((arred
forees)), the nenber applies for reenploynent with the enployer who
enpl oyed the nenber imediately prior to the nenber entering the
((YArted—States—arred—Forees)) uniforned services. Thi s subsection
shall be adm nistered in a manner consistent with the requirenments of
the federal uniformed services enploynent and reenpl oynent rights act.

The departnment shall establish the nenber's service credit and
shall bill the enployer for its contribution required under chapter
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239, Laws of 1995 for the period of mlitary service, plus interest as
determ ned by the departnment. Service credit under this subsection nmay
be obtained only if the nenber nakes the enpl oyee contribution to the
defined contribution portion as determ ned by the departnent.

The contributions required shall be based on the conpensation the
menber would have earned if not on leave, or if that cannot be
estimated with reasonable certainty, the conpensation reported for the
menber in the year prior to when the nenber went on mlitary | eave.

(a) The surviving spouse or eligible child or children of a nenber
who left the enploy of an enployer to enter the unifornmed services of
the United States and died while serving in the uniforned services nay,

on behalf of the deceased nenber, apply for retirenment system service
credit under this subsection up to the date of the nenber's death in
the uniforned services. The departnent shall establish the deceased
nenber's service credit if the surviving spouse or eligible child or
chi l dren:

(i) Provides to the director proof of the nenber's death while
serving in the uniforned services;

(ii) Provides to the director proof of the nenber's honorable
service in the uniforned services prior to the date of death; and

(iii) Pays the enployee contributions required under this
subsection within five years of the date of death or prior to the
distribution of any benefit, whichever cones first.

(b) A nmenber who leaves the enploy of an enployer to enter the
uniformed services of the United States and becones totally
i ncapacitated for continued enploynent by an enpl oyer while serving in
the unifornmed services is entitled to retirenent system service credit
under this subsection up to the date of discharge from the uniforned
services if:

(i) The nenber obtains a determnation fromthe director that he or
she is totally incapacitated for continued enpl oynent due to conditions
or events that occurred while serving in the unifornmed services;

(ii) The nenber provides to the director proof of honorable
di scharge fromthe uniforned services; and

(iii) The nenber pays the enployee contributions required under
this subsection within five years of the director's determ nation of
total disability or prior to the distribution of any benefit, whichever
cones first.
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Sec. 9. RCWA41.26.520 and 2002 ¢ 28 s 1 are each anmended to read
as follows:

(1) A nmenber who is on a paid |eave of absence authorized by a
menber's enpl oyer shall continue to receive service credit as provided
for under the provisions of RCW41.26.410 through 41. 26. 550.

(2) A nenber who receives conpensation froman enployer while on an
aut hori zed | eave of absence to serve as an elected official of a |abor
or gani zati on, and whose enployer is reinbursed by the [abor
organi zation for the conpensation paid to the nenber during the period
of absence, may al so be considered to be on a paid |eave of absence.
This subsection shall only apply if the nenber's |eave of absence is
aut hori zed by a collective bargaining agreenent that provides that the
menber retains seniority rights with the enployer during the period of
| eave. The basic salary reported for a nenber who establishes service
credit under this subsection nmay not be greater than the salary paid to
the highest paid job class covered by the collective bargaining
agr eement .

(3) Except as specified in subsection (7) of this section, a nenber
shall be eligible to receive a maximum of two years service credit
during a nenber's entire working career for those periods when a nenber
is on an unpaid |eave of absence authorized by an enployer. Such
credit may be obtained only if the nenber makes the enpl oyer, nenber,
and state contributions plus interest as determ ned by the departnent
for the period of the authorized | eave of absence within five years of
resunption of service or prior to retirenent whi chever conmes sooner.

(4) A law enforcenent nenber may be authorized by an enployer to
work part time and to go on a part-tinme |eave of absence. During a
part-tinme |eave of absence a nenber is prohibited from any other
enpl oynent with their enployer. A nenber is eligible to receive credit
for any portion of service credit not earned during a nonth of part-
tinme | eave of absence if the nenber nakes the enployer, nenber, and
state contributions, plus interest, as determ ned by the departnent for
the period of the authorized | eave within five years of resunption of
full-tinme service or prior to retirement whichever cones sooner. Any
service credit purchased for a part-tinme | eave of absence is included
in the two-year maxi num provided in subsection (3) of this section.

(5 If a nenber fails to neet the tine [imtations of subsection
(3) or (4) of this section, the nenber may receive a maxi mum of two
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years of service credit during a nenber's working career for those
peri ods when a nenber is on unpaid | eave of absence authorized by an
enpl oyer. This may be done by paying the anount required under RCW
41.50.165(2) prior to retirenent.

(6) For the purpose of subsection (3) or (4) of this section the
contribution shall not include the contribution for the unfunded
suppl enental present value as required by RCW41.45. 060, 41.45.061, and
41.45.067. The contributions required shall be based on the average of
the nenber's basic salary at both the tinme the authorized |eave of
absence was granted and the tine the nenber resuned enpl oynent.

(7) A nmenber who |eaves the enploy of an enployer to enter the
((armed—Forees)) uniforned services of the United States shall be
entitled to retirenent system service credit for up to five years of
mlitary service. This subsection shall be admnistered in a manner
consistent with the requirenents of the federal uniforned services
enpl oynent and reenpl oynent rights act.

(a) The nmenber qualifies for service credit under this subsection
if:

(i) Wthin ninety days of the nenber's honorabl e di scharge fromthe
uni formed services of the United States ((arred—forees)), the nenber
applies for reenploynent with the enployer who enployed the nenber
imediately prior to the nenber entering the ((Unted—States—arwed
foerees)) uniforned services; and

(i1) The menber makes the enpl oyee contributions required under RCW
41. 45. 060, 41.45.061, and 41.45.067 within five years of resunption of
service or prior to retirenent, whichever conmes sooner; or

(tit) Prior to retirement and not wthin ninety days of the
menber' s honorabl e di scharge or five years of resunption of service the
menber pays the anmount required under RCW 41.50. 165(2).

(b) Upon receipt of menber contributions under (a)(ii), (d)(iii),
or (e)(iii) of this subsection, the departnent shall establish the
menber's service credit and shall bill the enployer and the state for
their respective contributions required under RCW 41.26.450 for the
period of mlitary service, plus interest as determned by the
depart nent.

(c) The contributions required under (a)(ii), (d)(iii), or (e)(iii)
of this subsection shall be based on the conpensation the nenber woul d
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have earned if not on leave, or if that cannot be estimated wth
reasonabl e certainty, the conpensation reported for the nenber in the
year prior to when the nenber went on mlitary | eave.

(d) The surviving spouse or eligible child or children of a nenber

who left the enploy of an enployer to enter the uniforned services of
the United States and died while serving in the unifornmed services nay,

on behalf of the deceased nenber, apply for retirenment system service
credit under this subsection up to the date of the nmenber's death in
the uniforned services. The departnent shall establish the deceased
nenber's service credit if the surviving spouse or eligible child or
chil dren:

(i) Provides to the director proof of the nenber's death while
serving in the uniforned services;

(ii) Provides to the director proof of the nenber's honorable
service in the uniforned services prior to the date of death; and

(iii) Pays the enpl oyee contributions required under chapter 41.45

RCWw thin five yvears of the date of death or prior to the distribution

of any benefit, whichever cones first.

(e) A nmenber who leaves the enploy of an enployer to enter the
uniformed services of the United States and becones totally
i ncapacitated for continued enploynent by an enployer while serving in

the uniforned services is entitled to retirenent system service credit

under this subsection up to the date of discharge from the uniforned
services if:
(i) The nenber obtains a determ nation fromthe director that he or

she is totally incapacitated for conti nued enpl oynent due to conditions

or events that occurred while serving in the unifornmed services;

(ii) The nenber provides to the director proof of honorable
di scharge fromthe uniforned services; and

(iii) The nenber pays the enployee contributions required under
chapter 41.45 RCWw thin five years of the director's determ nati on of

total disability or prior to the distribution of any benefit, whichever

cones first.

(8 A nenber receiving benefits under Title 51 RCW who is not
recei ving benefits under this chapter shall be deened to be on unpaid,
aut hori zed | eave of absence.
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Sec. 10. RCW43.43.260 and 2002 ¢ 27 s 3 are each anended to read
as follows:

Upon retirenent fromservice as provided in RCW43. 43. 250, a nenber
shall be granted a retirenent allowance which shall consist of:

(1) A prior service allowance which shall be equal to two percent
of the nenber's average final salary nultiplied by the nunber of years
of prior service rendered by the nmenber.

(2) A current service allowance which shall be equal to two percent
of the nmenber's average final salary nultiplied by the nunber of years
of service rendered while a nenber of the retirenment system

(3)(a) Any nenber comm ssioned prior to January 1, 2003, wth
twenty-five years service in the Washington state patrol may have the
menber's service in the ((arwedtforees)) uniforned services credited as
a nmenber whether or not the individual Ileft the enploy of the
Washi ngton state patrol to enter such ((armed—Forees)) uniforned

servi ces: PROVI DED, That in no instance shall mlitary service in
excess of five years be credited: AND PROVI DED FURTHER, That in each
I nst ance, a nenber must restore al | W t hdr awn accunul at ed

contributions, which restoration nmust be conpleted on the date of the
menber's retirenment, or as provided under RCW 43.43. 130, whichever
occurs first: AND PROVI DED FURTHER, That this section shall not apply
to any individual, not a veteran within the neaning of RCW41. 06. 150.
(b) A nmenber who | eaves the Washington state patrol to enter the
((armred—Forees)) uniforned services of the United States shall be
entitled to retirenent system service credit for up to five years of

mlitary service. This subsection shall be admnistered in a manner
consistent with the requirenents of the federal uniforned services
enpl oynent and reenpl oynent rights act.

(i) The menber qualifies for service credit under this subsection
if:

(A) Wthin ninety days of the nenber's honorabl e di scharge fromthe
uni formed services of the United States ((arred—forees)), the nenber
applies for reenploynent with the enployer who enployed the nenber
imediately prior to the nenber entering the ((Unted—States—arwed
foerees)) uniforned services; and

(B) The nmenber makes the enpl oyee contributions required under RCW
41. 45. 0631 and 41.45.067 wthin five years of resunption of service or
prior to retirenment, whichever cones sooner; or
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(© Prior toretirement and not within ninety days of the nenber's
honor abl e di scharge or five years of resunption of service the nenber
pays the anount required under RCW41.50. 165(2).

(ii1) Upon receipt of nmenber contributions under (b)(i)(B)_
B V)(E, and (b)(v)(C of this subsection, the departnent shal
establish the nenber's service credit and shall bill the enployer for
its contribution required under RCW 41.45.060 for the period of
mlitary service, plus interest as determ ned by the departnent.

(ii1) The contributions required under (b)(i)(B), (b)(iv)(C, and

b) (V) (Q of this subsection shall be based on the conpensation the
menber would have earned if not on leave, or if that cannot be
estimated with reasonabl e certainty, the conpensation reported for the
menber in the year prior to when the nenber went on mlitary |eave.

(iv) The surviving spouse or eligible child or children of a nenber
who |left the enploy of an enployer to enter the uniforned services of
the United States and died while serving in the uniforned services nay,
on behalf of the deceased nenber, apply for retirenent system service
credit under this subsection up to the date of the nenber's death in
the uniforned services. The departnent shall establish the deceased
nenber's service credit if the surviving spouse or eligible child or
chil dren:

(A) Provides to the director proof of the nenber's death while
serving in the uniforned services;

(B) Provides to the director proof of the nenber's honorable
service in the uniforned services prior to the date of death; and

(Q If the nenber was conmi ssioned on or after January 1, 2003,
pays the enployee contributions required under chapter 41.45 RCWw thin
five years of the date of death or prior to the distribution of any
benefit, whichever cones first.

(v) A nmenber who leaves the enploy of an enployer to enter the
uniformed services of the United States and becones totally
i ncapacitated for continued enploynent by an enployer while serving in
the unifornmed services is entitled to retirenent systemservice credit
under this subsection up to the date of discharge from the uniforned
services if:

(A) The nenber obtains a determnation fromthe director that he or
she is totally incapacitated for continued enploynent due to conditions
or events that occurred while serving in the unifornmed services;
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(B) The nenber provides to the director proof of honorable
di scharge fromthe uniforned services; and

(Q If the nenber was conm ssioned on or after January 1, 2003, the
nenber pays the enpl oyee contributions required under chapter 41.45 RCW
within five years of the director's determ nation of total disability
or prior to the distribution of any benefit, whichever cones first.

(4 In no event shall the total retirenent benefits from
subsections (1), (2), and (3) of this section, of any nenber exceed
seventy-five percent of the nenber's average final salary.

(5 Beginning July 1, 2001, and every year thereafter, the
department shall determne the followng information for each retired
menber or beneficiary whose retirenent allowance has been in effect for
at | east one year:

(a) The original dollar anount of the retirenent all owance;

(b) The index for the cal endar year prior to the effective date of
the retirenent allowance, to be known as "index A";

(c) The index for the <calendar year prior to the date of
determ nation, to be known as "index B"; and

(d) The ratio obtained when index B is divided by index A

The value of the ratio obtained shall be the annual adjustnent to
the original retirenment all owance and shall be applied beginning with
the July paynent. 1In no event, however, shall the annual adjustnent:

(i) Produce a retirenment all owance which is |ower than the original
retirenment all owance;

(11) Exceed three percent in the initial annual adjustnent; or

(ti1) Differ from the previous year's annual adjustnment by nore
than three percent.

For the purposes of this section, "index" neans, for any cal endar
year, that year's average consuner price index for the Seattl e-Tacona-
Brenmerton Washi ngton area for urban wage earners and clerical workers,
all items, conpiled by the bureau of |abor statistics, United States
departnent of | abor.

The provisions of this section shall apply to all nmenbers presently
retired and to all nenbers who shall retire in the future.

Sec. 11. RCW 41.37.260 and 2004 ¢ 242 s 32 are each anended to
read as foll ows:
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(1) A nmenber who is on a paid |leave of absence authorized by a
menber's enpl oyer shall continue to receive service credit as provided
for under RCW41.37.190 through 41.37.290.

(2) A nenber who receives conpensation froman enployer while on an
aut hori zed | eave of absence to serve as an elected official of a |abor
or gani zati on, and whose enployer is reinbursed by the [|abor
organi zation for the conpensation paid to the nenber during the period
of absence, may al so be considered to be on a paid |eave of absence.
This subsection shall only apply if the nenber's |eave of absence is
aut horized by a collective bargaining agreenent that provides that the
menber retains seniority rights with the enployer during the period of
| eave. The conpensation earnable reported for a nmenber who establishes
service credit under this subsection may not be greater than the salary
paid to the highest paid job class covered by the collective bargai ni ng
agr eement .

(3) Except as specified in subsection (4) of this section, a nenber
shall be eligible to receive a maximum of two years service credit
during a nenber's entire working career for those periods when a nenber
is on an unpaid |eave of absence authorized by an enployer. Thi s
credit may be obtained only if:

(a) The nenber nakes both the enployer and nenber contributions
plus interest as determned by the departnment for the period of the
aut hori zed | eave of absence within five years of resunption of service
or prior to retirenent whichever cones sooner; or

(b) If not within five years of resunption of service but prior to
retirement, pay the anmount required under RCW 41.50. 165(2).

The contributions required under (a) of this subsection shall be
based on the average of the nenber's conpensati on earnable at both the
time the authorized |eave of absence was granted and the tine the
menber resumed enpl oynent.

(4) A nmenber who |eaves the enploy of an enployer to enter the
((arwed—Forees)) uniforned services of the United States shall be
entitled to retirenent system service credit for up to five years of
mlitary service. This subsection shall be admnistered in a manner
consistent with the requirenents of the federal uniforned services
enpl oynent and reenpl oynent rights act.

(a) The nmenber qualifies for service credit under this subsection
if:
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(i) Wthin ninety days of the nenber's honorabl e discharge fromthe
uni formed services of the United States ((arred—forees)), the nenber
applies for reenploynent with the enployer who enployed the nenber
imediately prior to the nenber entering the ((Unted—States—arwed
foerees)) uniforned services; and

(ii1) The menber makes the enpl oyee contributions required under RCW
41.37.220 within five years of resunption of service or prior to
retirement, whichever conmes sooner; or

(tit) Prior to retirement and not wthin ninety days of the
menber' s honorabl e di scharge or five years of resunption of service the
menber pays the anmount required under RCW 41.50. 165(2).

(b) Upon receipt of menber contributions under (a)(ii), (d)(iii),
or (e)(iii) of this subsection, the departnent shall establish the
menber's service credit and shall bill the enployer for its
contribution required under RCW 41.37.220 for the period of mlitary
service, plus interest as determ ned by the departnent.

(c) The contributions required under (a)(ii), (d)(iii), or (e)(iii)
of this subsection shall be based on the conpensation the nenber woul d
have earned if not on leave, or if that cannot be estimated wth
reasonabl e certainty, the conpensation reported for the nenber in the
year prior to when the nenber went on mlitary | eave.

(d) The surviving spouse or eligible child or children of a nenber
who |left the enploy of an enployer to enter the uniforned services of
the United States and died while serving in the uniforned services nay,
on behalf of the deceased nenber, apply for retirenent system service
credit under this subsection up to the date of the nenber's death in
the uniforned services. The departnent shall establish the deceased
nenber's service credit if the surviving spouse or eligible child or
chil dren:

(i) Provides to the director proof of the nmenber's death while
serving in the uniforned services;

(ii) Provides to the director proof of the nenber's honorable
service in the uniforned services prior to the date of death; and

(iii) Pays the enpl oyee contributions required under chapter 41.45
RCWw thin five years of the date of death or prior to the distribution
of any benefit, whichever cones first.

(e) A nmenber who leaves the enploy of an enployer to enter the
uniformed services of the United States and becones totally
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i ncapacitated for continued enploynent by an enployer while serving in
the unifornmed services is entitled to retirenent systemservice credit
under this subsection up to the date of discharge from the uniforned
services if:

(i) The nenber obtains a determnation fromthe director that he or
she is totally incapacitated for continued enploynent due to conditions
or events that occurred while serving in the unifornmed services;

(ii) The nenber provides to the director proof of honorable
di scharge fromthe uniforned services; and

(iii) The nenber pays the enployee contributions required under
chapter 41.45 RCWw thin five years of the director's determ nati on of
total disability or prior to the distribution of any benefit, whichever
cones first.

NEW SECTI ON.  Sec. 12. Section 11 of this act takes effect July 1,
2006.

~-- END ---
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DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 1116/04 | 2-0177.1/2-0227 1

SUMMARY OF BILL:

This bill impacts the Public Employees’ Retirement System, the School Employees’ Retirement System, the
Teachers’ Retirement System, the Law Enforcement Officers’ and Firefighters’ Retirement System Plan 2,
the Washington State Patrol Retirement System, and the Public Safety Employees’ Retirement System by
authorizing interruptive military service credit for employees who cannot return to public employment due to
death or total disability while serving in the uniformed services. Service credit could be purchased by a
disabled member or survivor(s) of a deceased member for interruptive military service credit up to the date
of death or disability.

Effective Date: 90 days after session.

CURRENT SITUATION:

Interruptive military service is governed by the Uniformed Services Employment and Re-employment
Rights Act (USERRA). At a minimum, public employers must provide the protections specified in the act.
State law can provide for benefits that are more generous than those under USERRA, as long as the
minimum requirements of the federal law are fully satisfied.

USERRA provides for the re-employment of individuals who leave employment to serve in the uniformed
services of the United States. Included in USERRA’s re-employment rights is the right to restoration of
retirement plan benefits, and to that end, USERRA provides for reinstatement of retirement service credit
after re-employment. USERRA does not, however, address the retirement benefits that would have
accrued to members who are never re-employed because they died while in active service or became
totally incapacitated for continued service with their employer.

MEMBERS IMPACTED:

We estimate that each year, 0 to 6 members out of the total members of all the systems would be affected
by this bill.

We estimate that for a typical member impacted by this bill, the increase in benefits would be in the $40 to
$50 per month range.

FISCAL IMPACT:

The cost of this bill is insufficient to increase contribution rates in any of the affected systems.
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LEOFF { Benefit (ap

Background

When first founded, LEOFF 1 had no benefit cap. With the passage of Chapter
120, laws of 1974, members’ benefits were capped at 60% of final average salary.
Those hired into LEOFF 1 positions on or after February 19, 1974 -- the effective
date of the act -- are subject to the 60% cap; those hired prior to that date are
not.

Of the total 8,054 LEOFF 1 retirees, 2,344 became members prior to February
19, 1974. Of those, 659 had a benefit that was greater than 60% of their final
average salary.

As of the 2003 valuation the LEOFF 1 plan has 991 active members and 8,054
retirees. Of the remaining active members, 507 are subject to the 60% benefit
cap.

Committee Activity

Presentation:
December 7, 2004 - Executive Committee

Recommendation to Legislature
None.
Staff Contact

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237 — baker.robert@leg.wa.gov


mailto:baker.robert@leg.wa.gov

Select Committee on Pension Poliy

LEOFF 1 Benefit Cap

(December 21, 2004)

Proposal

Staff

Members Impacted

Current Situation

Remove the 60% cap on final average salary
(FAS) used in calculating the retirement benefits
of Law Enforcement Officer’s and Fire Fighter’s
Plan 1 members.

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

As of the 2003 valuation the LEOFF 1 plan has
991 active members and 8,054 retirees. Of the
remaining active members, 507 are subject to
the 60% benefit cap.

When first founded, LEOFF 1 had no benefit
cap. With the passage of Chapter 120, laws of
1974, members’ benefits were capped at 60% of
final average salary. Those hired into LEOFF 1
positions on or after February 19, 1974 -- the
effective date of the act -- are subject to the 60%
cap; those hired prior to that date are not.

Of the total 8,054 LEOFF 1 retirees, 2,344
became members prior to February 19, 1974. Of
those, 659 had a benefit that was greater than
60% of their final average salary.

The Public Employees’ Retirement System
(PERS) Plan 1 and the Teachers’ Retirement
System (TRS) Plan 1 both have provisions
capping retirement benefits at 60% of average
final compensation (AFC).

December 2004
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Select ommittee on Pension Policy

The Plans 2/3, including LEOFF 2, have no
benefit cap, but they are age-based plans as
opposed to service-based plans. The School
Employees’ Retirement System (SERS), PERS
and TRS 2/3 require members to be age 65 in
order to receive an unreduced defined benefit.
LEOFF 2 requires members to be age 53 to
receive an unreduced benefit compared to age
50 in LEOFF 1.

History

Two bills were introduced during the last legislative session related to the 60%
cap in LEOFF 1. HB 2416 proposed raising the limit to 70% of FAS, and HB
2914 proposed eliminating the cap entirely; both bills received a hearing but
neither moved from committee.

Policy Analysis

One of the general policies found in the funding chapter (RCW 41.45) is “Fund,
to the extent feasible, benefit increases for all plan members over the working
lives of those members so that the cost of those benefits are paid by the
taxpayers who receive the benefit of those members’ service.” The average age
of remaining active LEOFF 1 members is 54 years, and their average member
service is 29.3 years. For a plan that wasn’t fully funded, there would be scant
time to contribute to a benefit increase for an active membership that is
already, on average, retirement eligible. Because LEOFF 1 is in surplus status
at this time, any benefit increase would draw on that surplus.

Another policy issue to consider is the inconsistent treatment of members
within the same plan. While the provisional differences in LEOFF 1 and LEOFF
2 are typical of closed and open plans, it is rare, however, for such differences
to be present within the same Washington State retirement plan.

The other policy concern would be leapfrogging. One of the common criticisms
of the Plan 1 design is the 30-year cap or 60% cap; member’s benefits are
maximized at 30 years of service (2% x 30 years of service = 60% of AFC). Were

December 2004 1004 Inteim lsue Page 1 0f 3
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Select ommittee on Pension Policy

the cap raised or eliminated in the LEOFF 1 plan, members of the Public
Employee’s Retirement System Plan 1 (PERS 1) and Teachers Retirement
System Plan 1 (TRS 1) may request a similar benefit increase which would have
a much higher cost.

Stakeholder Input

Richard Warbrouck

Retired Fire Fighters of Washington

See attached correspondence

Philip A. Talmadge

Talmadge Law Group PLLC

See attached correspondence

Executive Committee Recommendation

None.

Bill (Draft)

Bill Attached

Fiscal Note (Draft)

Fiscal note attached
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Retired Firefighters of Washington
RECEIVED
15310 163rd Ct. SE
Renton, WA 98058-8122 -
425-226-3793 NOV 3 2004
rffow @attbi.com Office of
The State Actuary
Richard Warbrouck Bob Burich

President Secretary

November 2, 2004

The Honorable Senator Karen Fraser
Chair, Select Committee on Pension Policy
PO Box 40422

Olympia, WA 98504-0422

The Honorable Representative Steve Conway
Vice Chair, Select Committee on Pension Policy
PO Box 40600

Olympia, WA 98504-0600

Mr. Matt Smith, State Actuary
Office of the State Actuary
PO Box 40814

Olympia, WA 98504-0914

Dear Senator Fraser, Representative Conway and Mr. Smith,

I want to thank you for your consideration of the LEOFF 1 issues that were on the Select
Committee on Pension Policy October 18, 2004 meeting agenda.

We are opposed to the request to remove the 60% CAP on LEOFF 1 service pensions.
We testified in opposition of HB 2914 and HB 2416 when these bills were being
considered by the House Appropriation Committee during the 2004 Legislative Session.
It would be inappropriate to remove the CAP unless the full contributions as delineated in
the statute are restored. This would include retroactive contributions as well.

We see this as a selfish request from a small group who are now benefiting from the
contribution holiday and earning additional service credit without making a contribution.
These same members have received a 6% increase in their take home pay for the last four
years while earning service credit of 2% per year or 8% pension. Six percent of an
annual salary of $80,000 equals $4,800 per year or $19,200.00 for the four-year period.
Eliminating the CAP would extend this existing inequity even further.

We feel it would be inappropriate for the Legislature to grant an additional benefit to a
small group after the majority of the members in the plan have retired and especially



when it’s being reported by the Actuary that the Fund could have an un-funded liability
in 2011.

We also feel that there are some existing inequities as addressed in the letter to the
Committee from Senator Morton that should be corrected before creating new benefits.

We have not taken a position on the problem outlined by Senator Morton at this time but
we are very sympathetic to the women in this situation, especially when this problem was
resolved for a select small group of women in ESB 6380.

Sincerely,

Richard C. Warbrouck



TALMADGE LAW GROUP PLLC
18010 SOUTHCENTER PARKWAY
TUKWILA, WASHINGTON 98188
(206) 574-6661 (206) 575-1397 FAX

November 5, 2004

Senator Karen Fraser

Select Committee on Pension Policy
PO Box 40422

Olympia, WA 98504-~0422

Re: LEOFF Plan 1 Benefit Cap
Dear Senator Fraser:

I am writing to you on behalf of the Retired Firefighters of
Washington (RFFOW). RFFOW is aware that the Executive Committee of
the Select Committee on Pension Policy has placed an item regarding a
LEOFF Plan 1 Benefit Cap on its agenda for November 9, 2004. RFFOW
opposes lifting the benefit cap for LEOFF Plan 1 retirees, particularly given
the contribution holiday employers and members have enjoyed since June
30, 2000.

As the Committee knows, there have been a number of previous
efforts to address the present 60% cap on service retirement benefit for
LEOFF Plan 1 law enforcement officers and firefighters. HB 2416 (2004)
proposed to increase that cap from 60% to 70%. HB 2914 (2004)
proposed to delete the cap entirely. RFFOW believes various legislators will
offer legislation to alter the cap in the 2005 session of the Legislature.

The most glaring flaw in such proposals is their significant impact
on the funding of LEOFF Plan 1. The Committee has been briefed by the
State Actuary’s office on whether a surplus or deficit exists in LEOFF Plan
1. To some extent, this calculation depends on whether the value of the
LEOFF Plan 1 assets are determined on the basis of market or actuarial
value. As the briefing from the Office of State Actuary on May 12, 2004
indicated, as of September 30, 2002, there was a $278 million deficit in
LEOFF Plan 1 funds if the funds are valued on the basis of their market
value. If the funds are valued on the basis of their actuarial value, the
Actuary concluded that there could be a surplus of as much as $757
million as of September 30, 2002. However, even under the rosier
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actuarial value of the LEOFF Plan 1 funds, the Actuary concluded that the
surplus will disappear and employer/member contributions must resume
for the 2011-2013 biennium. The Actuary has recently opined that the
LEOFF Plan 1 system may be a deficit position as early as 2008.

Given this uncertainty about the value of the LEOFF Plan 1 funds, the
absence of employer/member contributions since June 30, 2000, and the
impact of removal of the benefit cap, the enactment of legislation removing
the cap for the LEOFF Plan 1 retirement benefits is extremely unwise.

RFFOW also believes that the removal of the benefit cap does not
constitute good public policy. The LEOFF Plan 1 members who are likely to
gain from the removal of the 60% cap on service pensions are probably
serving in administrative positions. These individuals have had the benefit
of the contribution holiday since June 30, 2000, a substantial financial
benefit as they have not been required to contribute 6% of present salary
annually to LEOFF Plan 1 since that date. Moreover, many of these
individuals are receiving compensation for administrative work, as
opposed to active police or fire work. Administrators tend to receive
higher pay so that the removal of the cap will cost the system more.

The removal of the cap will offer a tempting target for abuse.
Individuals could return to duty from disability status to substantially
increase their pension. In Tacoma, an assistant chief of police returned to
duty after 10 years of receiving disability payments. This individual
worked a single day and then retired on a service pension. He gained two
percent for each of the ten years he was on disability, and retired, not at
the assistant chief’s salary when he became disabled, but at the current
assistant chief’s salary.

In summary, RFFOW asks the Committee to carefully assess any
proposed legislation to alter the cap on service retirements under LEOFF
Plan 1. At a minimum, the Committee should receive the latest
information from the Office of State Actuary regarding the present
surplus/deficit in LEOFF Plan 1. The Committee should also have the best
estimate from the Actuary regarding the fiscal impact of any alteration of
the cap for service retirement benefits under LEOFF Plan 1.

RFFOW will continue to oppose legislation altering the service
retirement benefit cap so long as the contribution holiday persists, and
other more pressing needs for reform in the LEOFF Plan 1 benefit structure
remain.
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If REFOW can provide any additional information to the Committee
regarding these matters, please do not hesitate to contact Richard C.
Warbrouck or me.

Very truly yours,

Philip A. Talmadge
PAT:gab
cc: Richard C. Warbrouck

Executive Committee members
Matt Smith
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AN ACT Relating to renoving the cap on retirenment benefits of
menbers of the | aw enforcenent officers' and fire fighters' retirenent
system plan 1; and anmendi ng RCW 41. 26. 100.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCW41.26.100 and 1991 ¢ 343 s 16 are each anended to read
as follows:

A menber wupon retirenent for service shall receive a nonthly
retirenment allowance conputed according to his or her conpleted
creditabl e service credit years of service as follows: Five years but
under ten years, one-twelfth of one percent of his or her final average
salary for each nonth of service; ten years but under twenty years,
one-twelfth of one and one-half percent of his or her final average
salary for each nonth of service; and twenty years and over one-twelfth
of two percent of his or her final average salary for each nonth of
servi ce: PROVI DED, That the recipient of a retirenent allowance who
shall return to service as a |law enforcenent officer or fire fighter
shal | be considered to have termnated his or her retirenent status and
he or she shall imediately becone a nenber of the retirenent system
with the status of nenbership he or she had as of the date of

Code Rev/LL:rmh 1 Z-0184.1/05
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retirement. Retirenent benefits shall be suspended during the period
of his or her return to service and he or she shall nake contributions
and receive service credit. Such a nenber shall have the right to

again retire at any tinme and his or her retirenment all owance shall be
reconputed, and paid, based upon additional service rendered and any
change in final average sal ary((—PROADBEDFURFHER—That—he—freti+renrent
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DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 11/22/04  Z-0183.1/Z-0184.1

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officers’ and Fire Fighters’ Retirement System Plan 1 (LEOFF 1) by
removing the provision that limits the retirement allowance for those who became members on or after
February 19, 1974 to 60% of their final average salary.

Effective Date: 90 days after session

CURRENT SITUATION:

Currently, the maximum retirement allowance for a member of LEOFF 1 who became a member on or after
February 19, 1974 is 60% of their final average salary. Those who became members before February 19,
1974 have no such limit on their retirement allowance.

MEMBERS IMPACTED:

We estimate that 529 active members hired on or after 2/19/1974 out of the total 991 active members of
this plan could be affected by this bill. Additional members could be affected if they returned to work and
earn over 30 years of service.

Each year of additional service credit beyond 30 years would result in an increase of about $120 in monthly
pension payments per person (based on a current annual salary of $71,924).

ASSUMPTIONS:

We assumed that half of the future disabled retirees with at least 34 years of service will elect the proposed
service retirement benefit (68% of pay before-tax) in lieu of the 50% of the pay tax-free disability benefit
(maximum of 60% with 2 eligible dependents). We also assumed that this proposed benefit change would
alter future service retirement behavior in the plan. We subtracted 0.01 from the retirement rates from age
50 to 54, and subtracted 0.02 from the rates from age 55 to 59. The impact of the disability and retirement
assumption change is reflected in the cost of this proposal.

1 O:\Fiscal Notes\2005\Z-Drafts\Z-0183.1.wpd



FISCAL IMPACT:
Description:

There is no immediate fiscal impact while the plan remains in a surplus or fully funded position. The current
plan is projected to remain fully funded because the market value of assets exceeds the liabilities by $39
million (at 9/30/2003). This proposal would reduce the surplus, but as long as a surplus remains on a
market value basis, we would not project the plan to emerge from full funding under current long-term
assumptions. However, if the plan experiences short-term actuarial losses, the plan would be more likely to
emerge from full funding as a result of the proposed benefit increase. Also, if the plan does come out of full
funding, the plan would be projected to resume funding earlier and at a higher rate.

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System and the required actuarial contribution rate as shown below:

Law Enforcement Officers’ and Police and Fire Fighters Retirement System:

(Dollars in Millions) Current Increase Total
Actuarial Present Value of Projected Benefits $4,342 $23 $4,365
(The Value of the Total Commitment to all Current Members)
Unfunded Actuarial Accrued Liability ($462) $23 ($439)
(The Portion of the Plan 1 Liability that is Amortized at 2024)
Unfunded Liability (PBO) ($521) $16 ($505)

(The Value of the Total Commitment to all Current Members
Attributable to Past Service)

Increase in Contribution Rates: (Effective 9/1/2005)
Employee 0.00%
Employer State 0.00%

Fiscal Budget Determinations:

There is no projected increase in funding expenditures.

State Actuary’s Comments:

We have projected that the cost of this bill would draw down a portion of the plan’s current surplus, but
would not increase the plan’s future funding requirements. This projection reflects the future recognition of
prior asset gains and losses not yet fully recognized under the asset smoothing method and reflects the

cost of this proposed plan change. The plan’s actual funded status will vary depending on the plan’s actual
experience and could easily be different than projected over the short-term.

2 O:\Fiscal Notes\2005\Z-Drafts\Z-0183.1.wpd



STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2003 actuarial valuation report of the Law Enforcement Officers’ and Fire Fighters’
Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following:

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2005 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working lifetime
of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

«  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

«  The UAAL is paid for by employers as a percent of the salaries of all Plan 1, 2 and 3 members until the year
2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.

3 O:\Fiscal Notes\2005\Z-Drafts\Z-0183.1.wpd



LEOFF { Disability Boards

Background

Each city with a population of 20,000 or more has a LEOFF 1 disability board
comprised of:

* 2 members of the city legislative body

* 1 active or retired fire fighter

* 1 active or retired law enforcement officer
* 1 member from the public at large.

Each county has a LEOFF 1 disability board for those members not covered by a
city disability board. Each county disability board is comprised of:

* 1 member of the county legislative body

* 1 member of a city or town legislative body (under 20,000 population)
* 1 active or retired fire fighter

* 1 active or retired law enforcement officer

* 1 member from the public at large.

Current law requires LEOFF members of county disability boards to reside in the
county.

The LEOFF 1 plan has been closed since 1977. The number of members will
continue to decline resulting in the eventual consolidation and elimination of
disability boards.

Committee Activity

Presentation:
November 9, 2004 - Executive Committee

Proposal:
November 9, 2004 - Executive Committee

Recommendation to Legislature

Remove the residency qualifications of active or retired LEOFF members eligible
to serve on county disability boards and the LEOFF 1 members who are eligible
to vote for those board members. And, if there are either no LEOFF 1 fire
fighters or law enforcement officers qualified to vote in disability board elections,
allow the remaining eligible law enforcement officers or fire fighters to elect a
second board member.

Staff Contact

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237 — baker.robert@wleg.wa.gov


mailto:baker.robert@leg.wa.gov

Select Committee on Pension Policy

LEOFF 1 Disability Boards

(October 27, 2004)

Proposal

Staff

Members Impacted

Current Situation

December 2004

Clarify the qualifications of active or retired
LEOFF members eligible to serve on county
disability boards and the LEOFF 1 members who
are eligible to vote for those board members.
And if there are either no LEOFF 1 fire fighters
or law enforcement officers qualified to vote, the
remaining eligible law enforcement officers or
fire fighters will elect a second board member.

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

As of the 2003 valuation, there were 991 active
members, 6,870 retirees, and 1,184 survivors in
LEOFF 1.

Each city with a population of 20,000 or more
has a LEOFF 1 disability board comprised of:

. 2 members of the city legislative body

. 1 active or retired fire fighter

. 1 active or retired law enforcement officer
. 1 member from the public at large.

Each county has a LEOFF 1 disability board for
those members not covered by a city disability
board. Each county disability board is
comprised of:

1 member of the county legislative body

. 1 member of a city or town legislative body
(under 20,000 population.)

. 1 active or retired fire fighter

. 1 active or retired law enforcement officer

1 member from the public at large.
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Select ommittee on Pension Policy

History

Companion bills HB 3114 and SB 6355 were introduced in the 2004 legislative
session. The bills would have clarified the qualifications of the active or retired
LEOFF members eligible to serve on the county disability board and the LEOFF
1 members eligible to vote for those board members. The bills also provided
that if there were either no LEOFF 1 fire fighters or law enforcement officers
eligible to vote, the remaining eligible law enforcement officers or fire fighters
would elect a second board member. Neither bill was forwarded from its
respective fiscal committee.

Policy Analysis

Each LEOFF 1 disability board is required to have two LEOFF members - they
do not have to be LEOFF 1 members. This legislation does not establish any
new policies in regards to that membership but merely fine-tunes the disability
board membership provisions in light of the declining number of eligible LEOFF
1 voting members.

Executive Committee Recommendation

Forward the bill to the full committee for consideration.

Bill (Draft)

Attached

Fiscal Note (Draft)

Attached

December 004 1004 nterim lsues Page 1071
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AN ACT Relating to city and county disability boards; anmendi ng RCW
41. 26. 110; and decl aring an energency.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCWA41.26.110 and 2003 ¢ 30 s 3 are each anmended to read
as follows:

(1) Al clainms for disability shall be acted upon and either
approved or disapproved by either type of disability board authorized
to be created in this section.

(a) Each city having a popul ation of twenty thousand or nore shal
establish a disability board having jurisdiction over all nenbers
enpl oyed by those cities and conposed of the followng five nenbers:
Two nenbers of the city legislative body to be appointed by the mayor;
one active or retired fire fighter enployed by or retired fromthe city
to be elected by the fire fighters enployed by or retired fromthe city
who are subject to the jurisdiction of the board; one active or retired
| aw enforcenent officer enployed by or retired from the city to be
el ected by the | aw enforcenent officers enployed by or retired fromthe
city who are subject to the jurisdiction of the board; and one nenber
fromthe public at large who resides within the city to be appoi nted by

Code Rev/LL:rmh 1 Z-0199. 1/ 05
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the other four nenbers designated in this subsection. Only those
active or retired fire fighters and | aw enforcenment officers who are
subject to the jurisdiction of the board have the right to el ect under
this section. Al fire fighters and | aw enforcenent officers enpl oyed
by or retired fromthe city are eligible for election. Each of the
el ected nenbers shall serve a two year term The nmenbers appointed
pursuant to this subsection shall serve for two year terns: PROVI DED
That cities of the first class only, shall retain existing firemen's
pension boards established pursuant to RCW 41.16.020 and existing
boards of trustees of the relief and pension fund of the police
departnent as established pursuant to RCW41. 20. 010 whi ch such boards
shall have authority to act upon and approve or di sapprove clains for
disability by fire fighters or law enforcenent officers as provided
under the Washington |aw enforcenent officers' and fire fighters'
retirement system act.

(b) Each <county shall establish a disability board having
jurisdiction over all nenbers ((+restdinrg+n—the—ecounty)) enployed by or
retired froman enployer within the county and not enployed by a city
in which a disability board is established. The county disability
board so created shall be conposed of five nenbers to be chosen as
fol | ows: One nenber of the legislative body of the county to be
appoi nted by the county |egislative body; one nenber of a city or town
| egi sl ative body |located within the county which does not contain a
city disability board established pursuant to subsection (1)(a) of this
section to be chosen by a nmpjority of the mayors of such cities and
towns within the county which does not contain a city disability board;
one active fire fighter or retired fire fighter enployed by or retired
froman enployer within the county to be elected by the fire fighters
enpl oyed or retired ((+n)) froman enployer within the county who are
not enployed by or retired froma city in which a disability board is
established and who are subject to the jurisdiction of ((the)) that
board; one | aw enforcenment officer or retired |l aw enforcenent officer
enpl oyed by or retired froman enployer within the county to be el ected
by the | aw enforcenment officers enployed in or retired froman enpl oyer
within the county who are not enployed by or retired froma city in
which a disability board is established and who are subject to the
jurisdiction of ((+he)) that board; and one nenber fromthe public at
| arge who resides within the county but does not reside within a city

Code Rev/LL:rmh 2 Z-0199. 1/ 05
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in which a city disability board is established, to be appointed by the
ot her four nenbers designated in this subsection. However, in counties
with a population less than sixty thousand, the nenber of the
di sability board appointed by a majority of the mayors of the cities
and towns within the county that do not contain a city disability board
must be a resident of one of the cities and towns but need not be a
menber of a city or town |egislative body. Only those active or
retired fire fighters and | aw enforcenent officers who are subject to
the jurisdiction of the board have the right to elect under this
section. Al fire fighters and | aw enforcenent officers enployed by or
retired froman enployer within the county who are not enployed by or
retired froma city in which a disability board is established are
eligible for election. Al menbers appointed or elected pursuant to

this subsection shall serve for two year terns. |If there are no fire
fighters under the jurisdiction of the board eligible to vote, a second
eligible enployee representative shall be elected by the |aw

enforcenent officers eligible to vote. If there are no | aw enforcenent
officers under the jurisdiction of the board eligible to vote, a second
eligible representative shall be elected by the fire fighters eligible
to vote.

(2) The nenbers of both the county and city disability boards shal
not receive conpensation for their service upon the boards but the
menbers shall be reinbursed by their respective county or city for al
expenses incidental to such service as to the anount authorized by | aw

(3) The disability boards authorized for establishment by this
section shall performall functions, exercise all powers, and nake al
such determ nations as specified in this chapter

NEW SECTION. Sec. 2. This act is necessary for the immediate
preservation of the public peace, health, or safety, or support of the
state governnent and its existing public institutions, and takes effect
i mredi atel y.

~-- END ---
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DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 10/27/04  Z-0198.1/ Z-0199.1

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officers’ and Firefighters’ Retirement System (LEOFF) Plan 1. The
bill addresses jurisdiction, disability board membership and eligibility to vote for member representatives on
the board. The proposed legislation provides that the jurisdiction of the county disability boards applies to
all members employed by or retired from an employer within the county and not employed by a city in which
a disability board is established. It also clarifies that to serve on the county disability board, a fire fighter or
law enforcement officer must be employed by or retired from an employer within the county and not be
employed by or retired from a city in which a disability board is established. Those voting for employee
representatives on the county disability board must be employed by or retired from an employer within the
county and not employed by or retired from a city in which a disability board is established. Finally, the bill
addresses the election of the firefighter and law enforcement officer positions on the board and adds the
following new provisions: a) if there are no firefighters eligible to vote, a second eligible member
representative shall be elected by the law enforcement officers eligible to vote, and b) if there are no law
enforcement officers eligible to vote, a second member representative shall be elected by the fire fighters
eligible to vote.

Effective Date: Immediately upon passage.

CURRENT SITUATION:

Currently the county disability board’s jurisdiction extends to “all members residing in the county” and not
employed by a city in which a disability board is established. The provision that the members be employed
by or retired from an employer within the county is not included in the current law. To serve on the
disability board, the current law requires mere residence in the county for the firefighter and police officer
representatives, whereas the proposed law requires that the employee representatives be “employed by or
retired from an employer within the county”, and that they not be “employed by or retired from a city in
which a disability board is established.”

The current law allows all fire fighters and law enforcement officers employed or retired from the county
who are not employed by or retired from a city in which a disability board is established and who are
subject to the jurisdiction of the board to vote for member representation on the boards. The proposed law
adds the requirement that the voting member be employed by or retired from an employer within the county
who are not employed by or retired from a city in which a disability board is established and who are
subject to the jurisdiction of “that” board.

FISCAL IMPACT:

None.

1 O:\Fiscal Notes\2005\Z-Drafts\Z-0198.1.wpd



LEOFF 1 Ex-spouse Survivor Benefits

Background

Benefits to many ex-spouses of LEOFF 1 members may cease after the member’s
death.

Under the most recent legislation, ex-spouses of LEOFF 1 members may qualify
for survivor benefits if they divorced prior to the member’s separation from
service and entered into a court order or court approved property settlement
after July 1, 2003. In such an instance, the ex-spouse may be awarded a
portion of the member’s benefit and survivor benefit if that benefit is so
designated in the order or settlement.

Earlier provisions in LEOFF 1 required ex-spouses to meet stringent criteria to
be eligible for survivor benefits. Prior to 1980, ex-spouses could only qualify if
they had been married to the member for 30 years, 20 of which were before the
member retired. More recently, an ex-spouse could qualify for survivor benefits
if the member had 30 years of service and they had been married at least 25
years. Outside of those narrow parameters, the benefit for a spouse who
divorced and entered into a property settlement prior to July 1, 2003 will cease
upon the death of the member.

Committee Activity

Presentations:
November 9, 2004 - Executive Committee
December 7, 2004 - Full Committee

Proposal:
December 7, 2004 - Full Committee

Recommendation to Legislature

Allow all ex-spouses of LEOFF 1 members, who have been provided benefits
under any court approved property settlement agreement incident to the divorce
of the member and ex-spouse, to continue receiving those benefits after the
death of the member. And allow those ex-spouses whose benefit was suspended
upon the death of the member to resume their benefit.

Staff Contact

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237 — baker.robert@leg.wa.gov


mailto:baker.robert@leg.wa.gov

Select Committee on Pension Policy

LEOFF 1 Ex-spouse

Survivor Benefits

(November 22, 2004)

Proposal

Staff

Members Impacted

Current Situation

Allow all ex-spouses of Law Enforcement
Officer’s and Fire Fighter’s Retirement System
Plan 1 (LEOFF 1) members, who have been
provided benefits under any court approved
property settlement agreement incident to the
divorce of the member and ex-spouse, to
continue receiving those benefits after the death
of the member. And allow those ex-spouses
whose benefit was suspended upon the death of
the member to resume their benefit.

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

As of the 2003 valuation, there were 991 active
members, 6,870 retirees, and 1,184 survivors in
LEOFF 1. Ex-spouses who may be pre-deceased
or have been pre-deceased by members would be
impacted; there are an estimated 250 ex-
spouses who may be impacted by such change
to survivor eligibility provisions.

Benefits to many ex-spouses of LEOFF 1
members may cease after the member’s death.

Under the most recent legislation, ex-spouses of
LEOFF 1 members may qualify for survivor
benefits if they divorced prior to the member’s
separation from service and entered into a court

December 2004
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Select ommittee on Pension Policy

order or court approved property settlement
after July 1, 2003. In such an instance, the ex-
spouse may be awarded a portion of the
member’s benefit and survivor benefit if that
benefit is so designated in the order or
settlement.

Earlier provisions in LEOFF 1 required ex-
spouses to meet stringent criteria to be eligible
for survivor benefits. Prior to 1980, ex-spouses
could only qualify if they had been married to
the member for 30 years, 20 of which were
before the member retired. More recently, an ex-
spouse could qualify for survivor benefits if the
member had 30 years of service and they had
been married at least 25 years. Outside of those
narrow parameters, the benefit for a spouse who
divorced and entered into a property settlement
prior to July 1, 2003 will cease upon the death
of the member.

Policy Analysis

The recent expansion of benefits in LEOFF 1 allowing ex-spouses to receive
survivor benefits established new policy in this area. Earlier retroactive
remedies for ex-spouse survivor benefits were narrowly constructed, and
benefitted very few individuals. As a result, earlier policies and statutes that
govern the benefits of members who divorced and entered into a property
settlement before July 1, 2003 are in conflict with the more current policy.
Adding to the complexity of the issue is the difficulty of retroactively modifying
court-approved property settlements, particularly after the death of one of the
principals.

A retroactive benefit issue, such as this, also has funding policy implications.
One of the general policies found in the funding chapter (RCW 41.45) is “Fund,
to the extent feasible, benefit increases for all plan members over the working
lives of those members so that the cost of those benefits are paid by the
taxpayers who receive the benefit of those members’ service.” This policy is
based on the concept of inter-generational equity. The average age of
remaining active LEOFF 1 members is 54 years, and their average member
service is 29.3 years. For a plan that wasn’t fully funded, there would be scant
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time for members who are already retirement eligible to contribute to a
retroactive benefit increase. Because LEOFF 1 is in surplus status at this time,
any benefit increase would draw on that surplus.

Stakeholder Input

Senator Bob Morton

7™ Legislative District

See attached correspondence

Philip A. Talmadge

Talmadge Law Group PLLC

See attached correspondence

Executive Committee Recommendation

At the November meeting, the Executive Committee of the Select Committee on
Pension Policy recommended forwarding the LEOFF 1 ex-spouse survivor
benefits issue to the full committee for consideration.

Bill Draft

See attachment

Fiscal Note

See attachment
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RECEIVED

Olympia Office: MAY 2 1 2004
115D Irv Newhouse Building )
. Office of
oy Box dokor Washington State Senate e S Aduary
ympia, - istric ice:

Phone: (360) 786-7612 3278 Pierre Lake Road
FAX: (360) 786-1999 Senator Bob Morton Kettle Falls, WA 99141
E-mail: morton_bo@leg.wa.gov 7th Legislative District Phone: (509) 684-5132

May 19, 2004

Dear Members of the Select Committee on Pension Policy:

During this past session, I was contacted by a former constituent, Sandra White, who is in dire
financial circumstances because of the application of a survivor benefit statute. I would like to
request that the Select Committee on Pension Policy ("SCPP") consider legislation that would
remedy Ms. White's unfortunate plight.

Enclosed is Ms. White's correspondence, and following is a summary of her issue in the hope that
the SCPP will find this useful in its consideration of this matter:

Issue

Ms. White was married to a LEOFF 1 member for 41 years. They divorced in 2000, some four years
after he retired. The court order entitled her to half of his retirement benefit. Mr. White died one
month after the divorce, thereby terminating Ms. White's retirement allowance. As a homemaker
for all the years of their marriage, Ms. White has little money now.

2002 Iegislative Change: Survivor Benefit for Ex-Spouses of LEOFF 1 Members

In the 2002 session, the legislature passed ESB 6380 which, among other things, granted a survivor
benefit to ex-spouses of LEOFF 1 members, provided certain criteria were met.

The criteria included: (a) the member must have had 30 years of service, (b) the parties must have
been married at least 25 years, and (c) the parties must have entered into a court-approved property
settlement agreement awarding a portion of the member's benefits to the ex-spouse after June 13,
2002.

Under the bill as passed, Ms. White did not qualify for a survivor benefit. Her husband had 29 years
& 10 months of service, not 30 years. And the court order entitling her to half of his retirement was
entered in 2000, not after June 13, 2002.

Committees: Natural Resources, Energy & Water, Chair  Parks, Fish & Wildlife » Land Use & Planning



Options to Solve Ms, White's Situation

There are several ways in which Ms. White's situation could be remedied and a survivor benefit
could be obtained. Most notably, SB 6380 as it passed the Senate in 2002 would have solved Ms.
White's problem, as it did not have the thirty year member requirement nor the time restriction on
when the court order was entered into. Had that version not been subsequently amended, Ms. White
would be receiving benefits now. I would ask the committee to consider this, or another alternative,
as a solution to Ms. White's problem.

Thank you for your consideration.
Cordially yours,

pr

BOB MORTON
State Senator

Enclosure

cc: Matthew Smith /



TALMADGE LAW GROUP PLLC
18010 SOUTHCENTER PARKWAY
TURKWILA, WASHINGTON 98188
(206) 574-6661 (206) 575-1397 FAX

November 5, 2004

Senator Karen Fraser

Select Committee on Pension Policy
PO Box 40422

Olympia, WA 98504-0422

Re: LEOFF Plan 1 Survivor Benefits
Dear Senator Fraser:

[ am writing to you on behalf of the Retired Firefighters of
Washington (RFFOW) regarding LEOFF Plan 1 survivor benefits, a topic
that is on the agenda of the Executive Committee of the Select Committee
on Pension Policy on November 9, 2004.

By way of background, the issue of how to fairly treat the ex-spouses
of LEOFF Plan 1 members with respect to benefits has been a difficult one.
For a service retirement under LEOFF Plan 1, a member received benefits
until his or her death. The law allowed a survivorship benefit. RCW
41.26.160. However, the ex-spouse of the LEOFF Plan 1 member did not
qualify for that benefit.

The Washington Supreme Court in Arnold v. Dep’f of Retirement
Systems, 128 Wn.2d 765, 912 P.2d 463 (1996), indicated that the
Legislature’s decision in RCW 41.26.160 to exclude ex-spouses of LEOFF
members as beneficiaries of the LEOFF survivor benefit was constitutional.
Moreover, the Court determined that statutory pension benefits could not
be divided by a dissolution decree because the LEOFF Plan 1 benefits were
personal to the firefighter or law enforcement officer and were not subject
to community property law. The Court indicated, however, that a
dissolution decree could address the concerns of a spouse not receiving the
statutory benefits by a disproportionate award of other property,
community and separate.

In 1999, the Legislature amended RCW 41.26.160 to differentiate
between survivor benefits based on injuries or death incurred in the line of
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duty and benefits occasioned by injuries or death not incurred in the line
of duty. However, the Legislature did not address the question of the
authority of the Department of Retirement Systems to split the benefit
stream and allocate pension benefits between a firefighter and police
officer and his or her spouse during the LEOFF Plan 1 member’s lifetime in
the dissolution decree. The Legislature also did not address the ex-spouse
survivorship benefit issue.

These issues were finally addressed by the 2002 Legislature. The
Legislature enacted ESB 6380 to permit the Department of Retirement
Systems to separately pay retirement benefits to a LEOFF Plan 1 member
and the member’s divorced spouse pursuant to a dissolution decree. RCW
41.26.460.

The Legislature also redefined survivorship benefits for the former
spouses of LEOFF Plan 1 members. RCW 41.26.162(2) indicated that
former spouse of LEOFF Plan 1 member who divorced the member before
the member retired, may qualify for the survivorship benefit of RCW
41.26.160 if a court order is entered in the dissolution after July 1, 2003.
RCW 41.26.162(3) indicated that an ex-spouse of a LEOFF Plan 1 member
with at least 30 years of service, who was married to the member for at
least 25 years, and entered into a court-ordered property division after
June 13, 2002, may also qualify for survivorship benefits.

The Legislature’s treatment of eligibility of ex-spouses for
survivorship benefits in RCW 41.26.162 creates serious inequities. The
Committee received a May 19, 2004 letter from Senator Bob Morton (see
attached) regarding one of his former constituents who was denied the
LEOFF Plan 1 survivorship benefits because her husband, a LEOFF Plan 1
member, had 29 years and 10 months of service instead of 30 years, and
the court order granting her a portion of his retirement benefit was
entered in 2000 rather than after June 13, 2002.

RFFOW believe that eligibility standards of RCW 41.26.162(3)
should be amended. This is a matter of simple equity for the former
spouses of LEOFF Plan 1 members. These ex-spouses, mainly women, are
severely financially impacted by their inability to receive benefits under
LEOFF Plan 1. Many of the women so affected did not, and do not work,
outside of the home. They do not have their own Social Security benefits.
Moreover, most firefighters and law enforcement officers do not have
Social Security benefits, and survivorship benefits under the Social Security
Act are therefore not available to these women.
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RFFOW would support legislation to broaden the eligibility of former
spouses of LEOFF Plan 1 members for benefits under RCW 41.26.162(3).

Thank you for your attention to this very important issue. RFFOW
hopes that the Committee will recommend changes in the eligibility
standard for RCW 41.26.162(3) so that the ex-spouses of LEOFF Plan 1
members will be treated more fairly than is true under present law.

Very truly yours,

Philip A. Talmadge
PAT:gab
Attachment
cc:  Richard C. Warbrouck

Executive Committee Members
Matt Smith
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AN ACT Relating to survivor benefits for ex spouses in the |aw
enforcenent officers' and fire fighters' retirenent system plan 1; and
anendi ng RCW 41. 26. 160, 41.26.161, and 41. 26. 162.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCWA41.26.160 and 2002 ¢ 158 s 1 are each anended to read
as follows:

(1) In the event of the duty connected death of any nenber who is
in active service, or who has vested under the provisions of RCW
41.26.090 with twenty or nore service credit years of service, or who
is on duty connected disability leave or retired for duty connected
di sability, the surviving spouse shall becone entitled, subject to RCW
41.26.162((2-)), to receive a nonthly allowance equal to fifty percent
of the final average salary at the date of death if active, or the
anmount of retirenent allowance the vested nenber woul d have received at
age fifty, or the anmpbunt of the retirenent allowance such retired
menber was receiving at the tine of death if retired for duty connected
di sability. The amount of this allowance will be increased five
percent of final average salary for each child as defined in RCW
41.26.030(7), subject to a maxi mum conbi ned al |l owance of sixty percent

Code Rev/LL: seg 1 Z-0236. 1/ 05
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of final average salary: PROVIDED, That if the child or children is or
are in the care of a legal guardian, paynent of the increase
attributable to each child will be nade to the child's | egal guardian
or, in the absence of a legal guardian and if the nenber has created a
trust for the benefit of the child or children, paynent of the increase
attributable to each child will be made to the trust.

(2) If at the tinme of the duty connected death of a vested nenber
wth twenty or nore service credit years of service as provided in
subsection (1) of this section or a nenber retired for duty connected
di sability, the surviving spouse has not been lawfully married to such
menber for one year prior to retirenent or separation fromservice if
a vested nenber, the surviving spouse shall not be eligible to receive
the benefits under this section: PROVIDED, That if a nenber dies as a
result of a disability incurred in the line of duty, then if he or she
was married at the tinme he or she was disabled, the surviving spouse
shall be eligible to receive the benefits under this section.

(3) If there be no surviving spouse eligible to receive benefits at
the tinme of such nenber's duty connected death, then the child or
children of such nenber shall receive a nonthly allowance equal to
thirty percent of final average salary for one child and an additi onal
ten percent for each additional child subject to a maxi num conbi ned
paynment, under this subsection, of sixty percent of final average
salary. Wen there cease to be any eligible children as defined in RCW
41. 26.030(7), there shall be paid to the |l egal heirs of the nenber the
excess, if any, of accunulated contributions of the nenber at the tine
of death over all paynents nade to survivors on his or her behal f under

this chapter: PROVI DED, That paynents wunder this subsection to
children shall be prorated equally anong the children, if nore than
one. If the nmenber has created a trust for the benefit of the child or

children, the paynent shall be made to the trust.

(4) In the event that there is no surviving spouse eligible to
receive benefits under this section, and that there be no child or
children eligible to receive benefits under this section, then the
accunul ated contributions shall be paid to the estate of the nenber.

(5) If a surviving spouse receiving benefits under this section
remarries after June 13, 2002, the surviving spouse shall continue to
receive the benefits under this section.

Code Rev/LL: seg 2 Z-0236. 1/ 05
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(6) If a surviving spouse receiving benefits under the provisions
of this section thereafter dies and there are children as defined in
RCW 41. 26.030(7), paynent to the spouse shall cease and the child or
children shall receive the benefits as provided in subsection (3) of
this section.

(7) The payment provided by this section shall becone due the day
following the date of death and paynents shall be retroactive to that
dat e.

Sec. 2. RCWA41.26.161 and 2002 ¢ 158 s 2 are each anended to read
as follows:

(1) In the event of the nonduty connected death of any nenber who
is in active service, or who has vested under the provisions of RCW
41.26.090 with twenty or nore service credit years of service, or who
is on disability leave or retired, whether for nonduty connected
disability or service, the surviving spouse shall becone entitled,
subject to RCW41. 26.162((2)), to receive a nonthly all owance equa
to fifty percent of the final average salary at the date of death if
active, or the amount of retirenment allowance the vested nenber would
have received at age fifty, or the amount of the retirenent all owance
such retired nmenber was receiving at the tinme of death if retired for
service or nonduty connected disability. The anount of this all owance
wll be increased five percent of final average salary for each child
as defined in RCW41. 26.030(7), subject to a maxi mum conbi ned al | owance
of sixty percent of final average salary: PROVIDED, That if the child
or children is or are in the care of a |l egal guardi an, paynent of the
increase attributable to each child will be made to the child' s | ega
guardian or, in the absence of a legal guardian and if the nenber has
created a trust for the benefit of the child or children, paynent of
the increase attributable to each child will be made to the trust.

(2) If at the tinme of the death of a vested nenber with twenty or
nmore service credit years of service as provided in subsection (1) of
this section or a nenber retired for service or disability, the
survi ving spouse has not been lawfully married to such nenber for one
year prior to retirenment or separation fromservice if a vested nenber
the surviving spouse shall not be eligible to receive the benefits
under this section.

Code Rev/LL: seg 3 Z-0236. 1/ 05
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(3) If there be no surviving spouse eligible to receive benefits at
the time of such nenber's death, then the child or children of such
menber shall receive a nonthly allowance equal to thirty percent of
final average salary for one child and an additional ten percent for
each additional child subject to a nmaxi num conbi ned paynent, under this
subsection, of sixty percent of final average salary. Wen there cease
to be any eligible children as defined in RCW41. 26.030(7), there shal
be paid to the legal heirs of the nenber the excess, if any, of
accunul ated contributions of the nenber at the tine of death over al
paynments nade to survivors on his or her behalf under this chapter
PROVI DED, That paynents under this subsection to children shall be
prorated equally anong the children, if nore than one. |If the nenber
has created a trust for the benefit of the child or children, the
paynment shall be nmade to the trust.

(4) In the event that there is no surviving spouse eligible to
receive benefits under this section, and that there be no child or
children eligible to receive benefits under this section, then the
accunul ated contributions shall be paid to the estate of said nenber.

(5) If a surviving spouse receiving benefits under this section
remarries after June 13, 2002, the surviving spouse shall continue to
receive the benefits under this section.

(6) If a surviving spouse receiving benefits under the provisions
of this section thereafter dies and there are children as defined in
RCW 41. 26.030(7), paynent to the spouse shall cease and the child or
children shall receive the benefits as provided in subsection (3) of
this section.

(7) The payment provided by this section shall becone due the day
following the date of death and paynents shall be retroactive to that
dat e.

Sec. 3. RCWA41.26.162 and 2002 ¢ 158 s 3 are each anended to read
as follows:

(1))((2r)) An ex spouse of a law enforcenent officers' and fire
fighters' retirenment systemretiree shall qualify as surviving spouse
under RCW41.26.160 or 41.26.161 if the ex spouse( (=

+))) has been provided benefits under any currently effective
court decree of dissolution or |egal separation or in any court order

Code Rev/LL: seg 4 Z-0236. 1/ 05
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or court-approved property settlenment agreenent incident to any court
decree of dissolution or |egal separation ((enteredafterthe rerber—s

A
Ci Co\Y

]
[

=)). Such an
ex spouse shall continue to receive ((that)) the court-awarded portion
of the nmenber's benefit after the nenber's death as if the nenber was
still alive.

Code Rev/LL: seg 5 Z-0236. 1/ 05



0 N O O A WDN PP

(2) An ex spouse whose benefit resunes as a result of this act
shall receive an initial paynent equivalent to that portion of the
nmenber's benefit received prior to its suspension. The benefit wll
not be adjusted under RCW 41.26.240 for the period the allowance was
suspended.

(3) This act shall not result in the paynent of benefits for the
period during which benefits were suspended.

(4) This section shall apply retroactively.

~-- END ---
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DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 11/30/2004 Z-0236.1/2-0247.1

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officer’s and Fire Fighter's Retirement System Plan 1 (LEOFF 1) by
allowing all ex-spouses of LEOFF 1 members, who have been provided benefits under any court approved
property settlement agreement incident to the divorce of the member and ex-spouse, to continue receiving
those benefits after the death of the member. The bill will also allow those ex-spouses whose benefit was

suspended upon a member’s death to resume their benefit.

Effective Date: 90 days after session

CURRENT SITUATION:
Benefits to many ex-spouses of LEOFF 1 members cease after the member’s death.

Under the most recent legislation, ex-spouses of LEOFF 1 members may qualify for survivor benefits if they
divorced prior to the member’s separation from service and entered into a court order or court approved
property settlement after July 1, 2003. In such an instance, the ex-spouse may be awarded a portion of the
member’s benefit and survivor benefit if that benefit is so designated in the order or settlement.

Earlier provisions in LEOFF 1 required ex-spouses to meet stringent criteria to be eligible for survivor
benefits. Prior to 1980, ex-spouses could only qualify if they had been married to the member for 30 years,
20 of which were before the member retired. More recently, an ex-spouse could qualify for survivor
benefits if the member had 30 years of service and they had been married at least 25 years. Outside of
those narrow parameters, the benefit for a spouse who divorced and entered into a property settlement
prior to July 1, 2003 will cease upon the death of the member.

MEMBERS IMPACTED:

We estimate that 221 ex-spouses of members in a system with a total of 9,059 members would be affected
by this bill. This includes 16 ex-spouses whose payments have already been stopped, and 205 ex-spouses
whose benefits could potentially stop while they are still alive if the member dies first.

We estimate that for a typical ex-spouse of a member impacted by this bill whose benefits have already
ben stopped, the increase in benefits would be an immediate life annuity of about $800 per month. For a
typical ex-spouse of a member impacted by this bill whose benefits have could potentially stop in the future,
the increase in benefits would be a continuation of a benefit of about $1,040 per month for the life of the ex-
spouse following the death of the member.

1 O:\Fiscal Notes\2005\Z-Drafts\Z-0236.1.wpd



ASSUMPTIONS:

We relied on data from DRS regarding the ex-spouses who would be impacted by this bill, and the amount
of their benefits. For the 10 ex-spouses with missing split amounts, we assumed that the ex-spouse would
receive 50% of the member’s benefit. For the ex-spouses whose benefits were already stopped, we
assumed that the same amount that was stopped would be restarted as a life annuity, with no retroactive
payments and no retroactive adjustments for COLAs. For the ex-spouses whose benefits could be stopped
in the future, the value of the ex-spouse benefit was based on the difference between the member selecting
ajoint and 100% survivor benefit and the member selecting a life annuity, using the member’s age at the
valuation date. We used separate mortality table for healthy and disabled members, and used a healthy
mortality table for ex-spouses. We did not factor in any possible difference in mortality rates based on
marital status.

FISCAL IMPACT:
Description:

There is no immediate fiscal impact while the plan remains in a surplus or fully funded position. The current
plan is projected to remain fully funded because the market value of assets exceeds the liabilities by $39
million (at 9/30/2003). This proposal would reduce the surplus, but as long as a surplus remains on a
market value basis, we would not project the plan to emerge from full funding under current long-term
assumptions. However, if the plan experiences short-term actuarial losses, the plan would be more likely to
emerge from full funding as a result of the proposed benefit increase. Also, if the plan does come out of full
funding, the plan would be projected to resume funding earlier and at a higher rate.

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System and the required actuarial contribution rate as shown below:

Law Enforcement Officers’ and Police and Fire Fighters Retirement System:

(Dollars in Millions) Current Increase Total

Actuarial Present Value of Projected Benefits $4,342 $9 $4,351
(The Value of the Total Commitment to all Current Members)

Unfunded Actuarial Accrued Liability ($462) $9 ($453)
(The Portion of the Plan 1 Liability that is Amortized at 2024)

Unfunded Liability (PBO) ($521) $9 ($512)

(The Value of the Total Commitment to all Current Members
Attributable to Past Service)

Increase in Contribution Rates: (Effective 9/1/2005)
Employee 0.00%
Employer State 0.00%
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Fiscal Budget Determinations:

There is no projected increase in funding expenditures.

State Actuary’s Comments:

We have projected that the cost of this bill would draw down a portion of the plan’s current surplus, but
would not increase the plan’s future funding requirements. This projection reflects the future recognition of
prior asset gains and losses not yet fully recognized under the asset smoothing method and reflects the

cost of this proposed plan change. The plan’s actual funded status will vary depending on the plan’s actual
experience and could easily be different than projected over the short-term.
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2003 actuarial valuation report of the Law Enforcement Officers’ and Fire Fighters’
Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following:

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2005 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working lifetime
of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

«  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

«  The UAAL is paid for by employers as a percent of the salaries of all Plan 1, 2 and 3 members until the year
2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.
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EOFF 1 Survivor Benefits

Background

LEOFF 1 members who marry after retirement may designate their new spouse
as a beneficiary during a one-year window that begins one year after the date of
marriage. To make such a designation, there may not be a qualified ex-spouse
receiving a portion of the member’s retirement benefit under a court approved
property settlement. To receive this benefit the member’s allowance is
actuarially reduced.

Committee Activity

Presentation:
December 7, 2004 - Full Committee Hearing

Proposal:
December 7, 2004 - Full Committee

Recommendation to Legislature

Allow a LEOFF 1 member to designate a spouse from a post-retirement marriage
as a beneficiary even if there is a qualified ex-spouse receiving a portion of the
member’s retirement benefit under a court approved property settlement.

Staff Contact

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237 — baker.robert@wleg.wa.gov


mailto:baker.robert@leg.wa.gov

Select Committee on Pension Poliy

LEOFF 1 Survivor Benefits

(October 27, 2004)

Proposal

Staff

Members Impacted

Current Situation

History

Allow a LEOFF 1 member to designate a spouse
from a post-retirement marriage as a beneficiary
even if there is a qualified ex-spouse receiving a
portion of the member’s retirement benefit under
a court approved property settlement.

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

As of the 2003 valuation, there were 991 active
members, 6,870 retirees, and 1,184 survivors in
LEOFF 1.

Members who marry after retirement may
designate their new spouse as a beneficiary
during a one-year window that begins one year
after the date of marriage. To make such a
designation, there may not be a qualified ex-
spouse receiving a portion of the member’s
retirement benefit under a court approved
property settlement. To receive this benefit the
member’s allowance is actuarially reduced.

HB 3173 was introduced in the 2004 legislative session. It would have allowed
a spouse from a post-retirement marriage to receive survivor benefits even
though there was a qualified ex-spouse already receiving benefits. The bill did

not receive a hearing.

December 2004

1004 Interim Issues Page [ of 1

0:\Reports\Interim lssues\2004\Issues\LEOFF { Survivor Benefit.wpd



Select ommittee on Pension Policy

Policy Analysis

Implicit retirement policies outlined by the former Joint Committee on Pension
Policy state that “Pension benefits should meet the needs of employees,
retirees, and employers within available resources,” and “Retirees should have
more flexibility in determining the form and timing of their benefit.” The
provisions allowing ex-spouses and spouses from post-retirement marriages to
receive survivor benefits are based on these policies. Any expansion of
eligibility for multiple survivors to receive fractional benefits would be in
keeping with these policies.

Executive Committee Recommendation

Forward the bill to the full committee for consideration.

Bill (Draft)

Attached

Fiscal Note (Draft)

Attached

December 004 1004 nterim lsues Page 1071
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AN ACT Relating to choosing a reduced retirenent allowance under
the law enforcenent officers' and fire fighters' retirenent system
pl an 1; amendi ng RCW 41. 26. 164; and decl ari ng an energency.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCWA41.26.164 and 2002 ¢ 158 s 4 are each anended to read
as follows:

(1) No later than July 1, ((20663)) 2005, the departnent shall adopt
rules to allow a nenber who neets the criteria set forth in subsection
(2) of this section to choose an actuarially equival ent benefit that
pays the nenber a reduced retirenent allowance and upon death, such
portion of the nmenber's reduced retirenent allowance as the departnent
by rul e designates shall be continued throughout the life of a spouse
ineligible for survivor benefits under RCW41. 26. 160 or 41.26. 161.

(2) To choose an actuarially equivalent benefit according to
subsection (1) of this section, a nenber shall:

(a) Have a portion of the retirement allowance payable to the
retiree that is not subject to periodic paynents pursuant to a property
di vision obligation as provided for in RCW41.50.670; and

(h) ((Haveno—gual-tH-ed—ex——spovse—wnder ROW 41261621 )——and

Code Rev/LL: npbs 1 Z-0200. 2/ 05 2nd draft
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{¢y)) Choose an actuarially reduced benefit during a one-year
peri od beginning one year after the date of nmarriage to the survivor
benefit-ineligible spouse.

(3) A nmenber who married a spouse ineligible for survivor benefits
under RCW 41.26.160 or 41.26.161 prior to the effective date of the
rul es adopted under this section and satisfies ((the—eenditions—etf))
subsection (2)(a) ((anrd—-b)y)) of this section has one year to designate
their spouse as a survivor beneficiary follow ng the adoption of the
rul es.

(4) No benefit provided to a child survivor beneficiary under RCW
41.26. 160 or 41.26.161 is affected or reduced by the nenber's selection
of the actuarially reduced spousal survivor benefit provided by this
section.

(5 (a) Any nenber who chose to receive a reduced retirenent
al | omance under subsection (1) of this section is entitled to receive
a retirenent allowance adjusted in accordance with (b) of this
subsection if:

(i) The retiree's survivor spouse designated in subsection (1) of
this section predeceases the retiree; and

(1i) The retiree provides to the department proper proof of the
desi gnat ed beneficiary's death.

(b) The retirenment allowance payable to the retiree from the
beginning of the nonth followng the date of the ((berettetaries
fbenefietary—s})) beneficiary's death shall be increased by the
fol | ow ng:

(i) One hundred percent nultiplied by the result of (b)(ii) of this
subsection converted to a percent;

(1i) Subtract one fromthe reciprocal of the appropriate joint and
survi vor option factor.

NEW SECTION. Sec. 2. This act is necessary for the immediate
preservation of the public peace, health, or safety, or support of the
state governnent and its existing public institutions, and takes effect
i mredi atel y.

~-- END ---

Code Rev/LL: npbs 2 Z-0200. 2/ 05 2nd draft



DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 12/22/04  Z-0200.2/Z-0201.2

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officers’ and Fire Fighters’ Retirement System Plan 1. It amends
the plan provision relating to survivor benefits under RCW 41.26.164, which provides an optional reduced
retirement allowance with survivor benefits to spouses that are ineligible for survivor benefits under other
plan provisions. The bill changes one of the criteria for allowing a member to choose this retirement option.
Under this legislation, the member could select the option as long as there is some portion of his or her
retirement benefit that is not subject to a property division pursuant to a domestic relations order.

Currently, any division would defeat the member’s ability to select this option.

Effective Date: Immediately upon passage.

CURRENT SITUATION:

Currently a member desiring to choose this option shall “have the retirement allowance payable to the
retiree not subject to periodic payments pursuant to a property division obligation as provided for in RCW
41.50.670.” This language is broad enough to suggest that the presence of any such division would defeat

the member’s ability to choose this option. With the new language, the member could choose this option
so long as there is a portion of the retirement allowance that is not subject to division.

MEMBERS IMPACTED:

This bill would impact LEOFF 1 members who have or will have a domestic relations order that applies to
their benefit. We estimate that this bill could potentially affect all members of the LEOFF 1 system.

ASSUMPTIONS:

We assume that the value of the reduced benefit under this option will be actuarially equivalent to the
unreduced benefit.

FISCAL IMPACT:

None.

1 O:\Fiscal Notes\2005\Z-Drafts\Z-0200.2.wpd



Part-Time Education Staff Associates (ESAs)

Background

Current TRS 1 statutes allow less-than-full-time members who spend more than
75% of their time as classroom instructors, librarians or counselors to annualize
their salaries upon retirement so as to receive proportionate retirement benefits.
School counselors are certified ESAs and are the only category of ESAs allowed
to annualize their salaries in the same manner as teachers and librarians. Other
categories of ESAs include Psychologists, Social Workers, Nurses, Physical
Therapists, Occupational Therapists and Speech Language Pathologists or
Audiologists. None of these latter categories are currently allowed to annualize
their salaries in order to receive proportionate retirement benefits for
less-than-full-time service.

Committee Activity

Presentations:
June 15, 2004 - Executive Committee
November 9, 2004 - Full Committee

Proposal:
November 9, 2004 - Full Committee

Recommendation to Legislature

Permit all part-time ESAs in TRS 1 to annualize their salaries in order to receive
proportionate retirement benefits for less-than-full-time service.

Staff Contact

Laura Harper, Senior Research Analyst/Legal
360-586-7616 — harper.laura@leg.wa.gov


mailto:harper.laura@leg.wa.gov

Select Committee on Pension Policy

Part-time Educational

Staff Associates

(October 26, 2004)

Issue

Staff

Members Impacted

Current Situation

Allow Certified Educational Staff Associates
(ESAs) in the Teachers Retirement System (TRS)
Plan 1 to annualize their salaries when
calculating their average final compensation so
they may receive proportionate retirement
benefits.

Laura Harper, Senior Research Analyst/Legal
(360) 586-7616

This proposal impacts part-time ESAs in Plan 1
of the Teachers’ Retirement System (TRS). We
estimate that there are 30 part-time ESAs out of
11,175 members in TRS 1.

Current TRS 1 statutes allow less-than-full-time
members who spend more than seventy-five
percent of their time as classroom instructors,
librarians, or counselors to annualize their
salaries upon retirement so as to receive
proportionate retirement benefits. School
Counselors are Certified ESAs, and are the only
category of ESAs allowed to annualize their
salaries in the same manner as teachers and
librarians. Other categories of ESAs include
Psychologists, Social Workers, Nurses, Physical
Therapists, Occupational Therapists and Speech
Language Pathologists or Audiologists. None of
these latter categories are currently allowed to
annualize their salaries in order to receive
proportionate retirement benefits for less-than-
full-time service.

December 2004
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Select ommittee on Pension Policy

Example

Under current law an ESA who is not a counselor and who works half-time for
30 years receives half the retirement benefit of a counselor despite making the
same salary and contributions.

Full-Time Half-Time Half-Time

ESA Counselor Nurse
Salary $50,000 $25,000 $25,000
Annual Contributions $3,000 $1,500 $1,500
Retirement Benefit $30,000 $15,000 $7,500

History

This proposal was introduced to the Joint Committee on Pension Policy by
correspondence from the Chair of the Professional Educator Standards Board
dated October 29, 2002. The Joint Committee deferred consideration of this
matter until 2003. At the end of 2003, the Select Committee on Pension Policy
voted to recommend legislation for the 2004 session. SB 6250/HB 2542
passed in the House but stalled in Senate Rules.

Policy Analysis

There are seven Educational Staff Associate (ESA) positions employed by school
districts: School Counselor, Psychologist, Social Worker, Nurse, Physical
Therapist, Occupational Therapist, and Speech Language Pathologist or
Audiologist. As in the case of teachers, those engaged in these activities must
be certified.

According to the Superintendent of Public Instruction, the educational
standards and certification course for these positions may be more rigorous
than that of teachers. Counselors, psychologists, social workers and speech
language pathologists/audiologists all require a Master’s degree plus passage
of a state-approved 30-hour certification course. Occupational therapists,
physical therapists, and nurses require a Bachelor’s degree plus the same 30-
hour certification course.

December 2004 1004 Interim Issues
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The Legislative Evaluation and Accountability Program (LEAP) quantifies the
education and training requirements for these positions in what is called a mix
factor. A position with a mix factor of 1 requires a Bachelor’s degree and no
experience. In the latest School District Personnel Summary Profiles for the
2002-2003 school year, the mix factors for ESAs averaged 1.67 while the mix
factor for teachers averaged 1.58.

There appears to be no particular reason why Counselors can annualize their
salary in the same manner as teachers and librarians while other ESAs cannot.
The proposal before the SCPP is to bring consistency to the treatment of part-

time ESAs by allowing all of them to annualize their salaries so as to receive
proportionate retirement benefits.

Stakeholder Input

See attachment from the Professional Educator Standards Board dated October
29, 2002.

Options
Only one option is proposed: to allow all currently excluded part-time ESAs in

TRS 1 to annualize their salaries for determining their average final
compensation and thus receive proportionate retirement benefits.

Bill Draft

A proposed bill draft is attached.

Fiscal Note (Draft)

A draft fiscal note on the proposed bill is attached.

December 004 1004 nterim lsues Puge3 o3
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STATE OF WASHINGTON
PROFESSIONAL EDUCATOR STANDARDS BOARD

Olel Capitod Building. PO. Box 47236 ¢ Olyrpia, WA 98504-7236 ¢ (360) 725-6275 & 1 1360} 580-4518
wiposh.wa.gov .

October 29, 2002

The Honorable Don Carison

Washington Statc Scnator

Chair, Joint Committce on Pension Policy
P. O. Box 40449

Otympia, WA 98504-0449

Dcar Senator Carlson:

Accordx ng to RCW 41.32.010, public school district or community collcge employees in an
instructional position cmployed less than full-time and participating in the Teachers’ Retircment
Systcm (TRS) may clect to have eamable compensation defined as the compensation the
member would have reccived in the samc position if employed on a regular full-time basis for

, the same contract period. This is for the purpose of calculating retirement benefits to ensure that
members who reccive fractional service credit under RCW 41.32.270 receive benefits
proportional to those reccived by membcers who have received full-time service credit. The
RCW defines “instructional position”, however, as a position in which morc than seventy-five
percent of the member’s time is spent as a classroom instructor, (including office hours), a
librarian, or a school counselor. ESAs typically spend morc than 75% of their day in direct
contact with students, just not as “classroom instructors™ as required by the current statute.

The Professional Educator Standards Board adviscs state policymakers on issues affecting
certificd Washington cducators, including certificd educational staff associates (ESAs).

Through our work we've become keenly aware of the crucial role all ESAs play in supporting
student learning. In addition to the role of school counselors referenced in RCW 41.32, certified
ESAs also include school psychologists, social workers, spcech and language pathologists,
audiologists, schoo! nurses, school occupational therapists, and school physical therapists.

Morc than cver, children arrive at school doors with complex needs that arc real barricrs to
{fcarning. By addressing the physical, emotional, social and educational needs of the whole child,
ESAs make it possiblc for learning to occur. We, along with the Washington Education
Association, encourage the Joint Committee on Pension Policy to consider recommending to the
fegistaturc a change in current RCW that rccogmzes the contribution of these ESAs and expands
the definition of members eligible for this provision to include all ESAs. We roughly estimate
this provision would affect at the most 600 certified Educational Staff Associatcs, but recognize
that the Office of the State Actuary is better positioned to deternyine the truc fiscal impact of this

policy change.

&
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The Honorable Don Carlson
October 30, 2002
Pagc 2

We realize, and apologize, that this is quite late in the legislative interim process. We appreciate
the workload the JCPP has taken upon itself this interim, and hope that you can f{ind time to
address this onc small additional issue.

Sim,udy

W’ ) [;//z/(é(c .
(4 4‘{7 f@ /

Carolyn l{ dley
Chair

cc: Members of the Joint Committee on Perision Policy
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AN ACT Relating to allowng nenbers of the teachers' retirenent
system plan 1 who are enployed less than full time as psychol ogi sts,
soci al workers, nurses, physical therapists, occupational therapists,
or speech | anguage pathologists or audiologists to annualize their
salaries when calculating their average final conpensation; and
amendi ng RCW 41. 32. 010.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCWA41.32.010 and 2003 ¢ 31 s 1 are each anmended to read
as follows:

As used in this chapter, unless a different neaning is plainly
requi red by the context:

(1)(a) "Accumul ated contributions” for plan 1 nmenbers, neans the
sum of all regular annuity contributions and, except for the purpose of
wthdrawal at the tinme of retirenment, any anount paid under RCW
41.50.165(2) with regular interest thereon.

(b) "Accumul ated contributions” for plan 2 nenbers, neans the sum
of all contributions standing to the credit of a nenber in the nenber's
i ndi vi dual account, including any anount paid under RCW 41.50. 165(2),
together with the regular interest thereon.

Code Rev/LL: npbs 1 Z-0178. 1/ 05
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(2) "Actuarial equivalent" nmeans a benefit of equal value when
conputed upon the basis of such nortality tables and regul ations as
shal | be adopted by the director and regul ar interest.

(3) "Annuity" neans the noneys payable per year during life by
reason of accunul ated contri butions of a nenber.

(4) "Menber reserve" neans the fund in which all of the accunul ated
contributions of nenbers are held.

(5 (a) "Beneficiary" for plan 1 nenbers, neans any person in
receipt of a retirenment allowance or other benefit provided by this
chapter.

(b) "Beneficiary" for plan 2 and plan 3 nenbers, neans any person
in receipt of a retirenent allowance or other benefit provided by this
chapter resulting from service rendered to an enployer by another
per son.

(6) "Contract" mneans any agreenent for service and conpensation
bet ween a nenber and an enpl oyer.

(7) "Creditable service" neans nenbership service plus prior
service for which credit is allowable. This subsection shall apply
only to plan 1 nenbers.

(8) "Dependent" neans receiving one-half or nore of support froma
menber .

(9) "Disability allowance" means nonthly paynments during
disability. This subsection shall apply only to plan 1 nenbers.

(10)(a) "Earnabl e conpensation” for plan 1 nenbers, neans:

(i) Al salaries and wages paid by an enployer to an enployee
menber of the retirenment system for personal services rendered during
a fiscal year. In all cases where conpensation includes naintenance
the enpl oyer shall fix the value of that part of the conpensation not
paid in noney.

(i1) For an enployee nenber of the retirenent systemteaching in an
ext ended school year program two consecutive extended school years, as
defined by the enployer school district, may be used as the annua
period for determ ning earnable conpensation in lieu of the two fiscal
years.

(1i1) "Earnabl e conpensation” for plan 1 nenbers al so includes the
followi ng actual or inputed paynents, which are not paid for persona
servi ces:

Code Rev/LL: nos 2 Z-0178. 1/ 05
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(A) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndi vidual would have earned during a payroll period shall be
consi dered earnabl e conpensation and the individual shall receive the
equi val ent service credit.

(B) If a leave of absence, w thout pay, is taken by a nenber for
t he purpose of serving as a nenber of the state | egislature, and such
menber has served in the legislature five or nore years, the salary
whi ch woul d have been received for the position fromwhich the | eave of
absence was taken shall be considered as conpensation earnable if the
enpl oyee's contribution thereon is paid by the enployee. In addition,
where a nenber has been a nenber of the state legislature for five or
nore years, earnable conpensation for the nenber's two highest
conpensated consecutive years of service shall include a sum not to
exceed thirty-six hundred dollars for each of such two consecutive
years, regardless of whether or not l|egislative service was rendered
during those two years.

(tv) For menbers enployed less than full time under witten
contract with a school district, or comunity college district, in an
i nstructional position, for which the nenber receives service credit of
| ess than one year in all of the years used to determ ne the earnable
conpensation used for conputing benefits due under RCW 41.32.497,
41.32.498, and 41.32.520, the nenber nmay elect to have earnable
conpensation defined as provided in RCW41. 32. 345. For the purposes of
this subsection, the term"instructional position” neans a position in
whi ch nore than seventy-five percent of the nenber's tine is spent as
a classroom instructor (including office hours), a Ilibrarian, a
psychologist, a social worker, a nurse, a physical therapist, an
occupational therapist, a speech |anguage pathologist or audi ol ogist,
or a counselor. Earnable conpensation shall be so defined only for the
pur pose of the calculation of retirenent benefits and only as necessary
to insure that nenbers who receive fractional service credit under RCW
41.32.270 receive benefits proportional to those received by nenbers
who have received full-tinme service credit.

(v) "Earnabl e conpensation"” does not include:

Code Rev/LL: npbs 3 Z-0178. 1/ 05
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(A) Remuneration for wunused sick |eave authorized under RCW
41. 04. 340, 28A. 400.210, or 28A. 310.490;

(B) Renmuneration for unused annual |eave in excess of thirty days
as aut horized by RCW43.01. 044 and 43. 01. 041.

(b) "Earnable conpensation” for plan 2 and plan 3 nenbers, neans
salaries or wages earned by a nenber during a payroll period for
personal services, including overtine paynents, and shall include wages
and sal ari es deferred under provisions established pursuant to sections
403(b), 414(h), and 457 of the United States Internal Revenue Code, but
shal | exclude | unp sum paynents for deferred annual sick |eave, unused
accunul ated vacation, unused accunul ated annual |eave, or any form of
severance pay.

"Earnabl e conpensation” for plan 2 and plan 3 nmenbers al so includes
the foll owi ng actual or inputed paynents which, except in the case of
(b)(ii)(B) of this subsection, are not paid for personal services:

(1) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndividual would have earned during a payroll period shall be
consi dered earnabl e conpensation, to the extent provided above, and the
i ndi vi dual shall receive the equivalent service credit.

(1i) In any year in which a nenber serves in the |legislature the
menber shall have the option of having such nenber's earnable
conpensati on be the greater of:

(A) The earnable conpensation the nenber would have received had
such nenber not served in the legislature; or

(B) Such nenber's actual earnable conpensation received for
teaching and legislative service conbined. Any additional
contributions to the retirenent system required because conpensation
earnable under (b)(ii)(A) of this subsection is greater than
conpensati on earnabl e under (b)(ii)(B) of this subsection shall be paid
by the nenber for both nenber and enpl oyer contributions.

(11) "Enpl oyer" neans the state of Washington, the school district,
or any agency of the state of Washi ngton by which the nenber is paid.

(12) "Fiscal year" neans a year which begins July 1st and ends June
30th of the follow ng year.

Code Rev/LL: npbs 4 Z-0178. 1/ 05
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(13) "Former state fund® neans the state retirenent fund in
operation for teachers under chapter 187, Laws of 1923, as anended.

(14) "Local fund" neans any of the local retirenent funds for
teachers operated in any school district in accordance with the
provi sions of chapter 163, Laws of 1917 as anended.

(15) "Menber" neans any teacher included in the nenbership of the
retirenent system Also, any other enpl oyee of the public schools who,
on July 1, 1947, had not elected to be exenpt from nenbershi p and who,
prior to that date, had by an authorized payroll deduction, contributed
to the nmenber reserve.

(16) "Menbership service" nmeans service rendered subsequent to the
first day of eligibility of a person to nenbership in the retirenent
system PROVI DED, That where a nenber is enployed by two or nore
enpl oyers the individual shall receive no nore than one service credit
nmont h during any cal endar nonth in which nmultiple service is rendered.
The provisions of this subsection shall apply only to plan 1 nenbers.

(17) "Pension" neans the noneys payable per year during life from
t he pension reserve.

(18) "Pension reserve" is a fund in which shall be accunul ated an
actuarial reserve adequate to neet present and future pension
liabilities of the systemand fromwhich all pension obligations are to
be pai d.

(19) "Prior service" nmeans service rendered prior to the first date
of eligibility to menbership in the retirement systemfor which credit
is allowable. The provisions of this subsection shall apply only to
pl an 1 nenbers.

(20) "Prior service contributions" neans contributions nade by a
menber to secure credit for prior service. The provisions of this
subsection shall apply only to plan 1 nenbers.

(21) "Public school"” nmeans any institution or activity operated by
the state of Washington or any instrunmentality or political subdivision
t hereof enploying teachers, except the University of Wshington and
Washi ngton State University.

(22) "Regular contributions” means the anmounts required to be
deducted fromthe conpensation of a nenber and credited to the nenber's
i ndi vidual account in the nmenber reserve. This subsection shall apply
only to plan 1 nenbers.

Code Rev/LL: nos 5 Z-0178. 1/ 05
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(23) "Reqgular interest” neans such rate as the director may
det erm ne.

(24)(a) "Retirenent allowance" for plan 1 nenbers, neans nonthly
paynents based on the sum of annuity and pension, or any optional
benefits payable in lieu thereof.

(b) "Retirenment allowance" for plan 2 and plan 3 nenbers, neans
monthly paynments to a retiree or beneficiary as provided in this
chapter.

(25) "Retirement systemi neans the Washington state teachers’
retirement system

(26)(a) "Service" for plan 1 nenbers neans the tine during which a
menber has been enpl oyed by an enpl oyer for conpensation.

(1) I'f a menber is enployed by two or nore enpl oyers the individual
shal |l receive no nore than one service credit nonth during any cal endar
month in which multiple service is rendered.

(1i1) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determning eligibility to retire under RCW 41. 32. 470.

(ti1) As authorized in RCWA41.32. 065, service earned in an out-of -
state retirenent systemthat covers teachers in public schools my be
applied solely for the purpose of determning eligibility to retire
under RCW 41. 32. 470.

(b) "Service" for plan 2 and plan 3 nenbers, neans periods of
enpl oynent by a nenber for one or nore enployers for which earnable
conpensation is earned subject to the follow ng conditions:

(i) A nmenber enployed in an eligible position or as a substitute
shall receive one service credit nonth for each nonth of Septenber
t hrough August of the following year if he or she earns earnable
conpensation for eight hundred ten or nore hours during that period and
is enployed during nine of those nonths, except that a nmenber may not
receive credit for any period prior to the nenber's enploynent in an
eligible position except as provided in RCW41. 32. 812 and 41. 50. 132;

(ii) I'f a nmenber is enployed either in an eligible position or as
a substitute teacher for nine nonths of the twelve nonth period between
Septenber through August of the followng year but earns earnable
conpensation for less than eight hundred ten hours but for at |east six
hundred thirty hours, he or she will receive one-half of a service
credit nmonth for each nonth of the twelve nonth period;
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(tit) Al other nenbers in an eligible position or as a substitute
teacher shall receive service credit as foll ows:

(A) A service credit nonth is earned in those cal endar nonths where
earnabl e conpensation is earned for ninety or nore hours;

(B) A half-service credit nonth is earned in those cal endar nonths
where earnable conpensation is earned for at |east seventy hours but
| ess than ninety hours; and

(© A quarter-service credit nonth is earned in those cal endar
nmont hs where earnable conpensation is earned for |ess than seventy
hour s.

(1v) Any person who is a nenber of the teachers' retirenment system
and who is elected or appointed to a state elective position my
continue to be a nenber of the retirenment system and continue to
receive a service credit nonth for each of the nmonths in a state
el ective position by maki ng the required nenber contributions.

(v) Wen an individual is enployed by two or nore enployers the
i ndi vidual shall only receive one nonth's service credit during any
cal endar nonth in which multiple service for ninety or nore hours is
render ed.

(vi) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determning eligibility to retire under RCW41. 32.470. For purposes of
plan 2 and plan 3 "forty-five days" as used in RCW 28A.400. 300 is equal
to two service credit nonths. Use of |ess than forty-five days of sick
| eave is creditable as allowed under this subsection as foll ows:

(A) Less than el even days equals one-quarter service credit nonth;

(B) Eleven or nore days but less than twenty-two days equal s one-
hal f service credit nonth;

(© Twenty-two days equals one service credit nonth;

(D) More than twenty-two days but less than thirty-three days
equal s one and one-quarter service credit nonth;

(E) Thirty-three or nore days but less than forty-five days equal s
one and one-half service credit nonth.

(vii) As authorized in RCWA41.32.065, service earned in an out-of -
state retirenment systemthat covers teachers in public schools may be
applied solely for the purpose of determning eligibility to retire
under RCW 41. 32. 470.
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(viii) The departnment shall adopt rules inplenmenting this
subsecti on.

(27) "Service credit year" neans an accunmulation of nonths of
service credit which is equal to one when divided by twel ve.

(28) "Service credit nonth" nmeans a full service credit nonth or an
accunul ation of partial service credit nonths that are equal to one.

(29) "Teacher"™ neans any person qualified to teach who is engaged
by a public school in an instructional, adm nistrative, or supervisory
capacity. The termincludes state, educational service district, and
school district superintendents and their assistants and all enpl oyees
certificated by the superintendent of public instruction; and in
addition thereto any full time school doctor who is enployed by a
public school and renders service of an instructional or educationa
nat ur e.

(30) "Average final conpensation” for plan 2 and plan 3 nenbers,
means the nenber's average earnable conpensation of the highest
consecutive sixty service credit nonths prior to such nmenber's
retirenment, termnation, or death. Periods constituting authorized
| eaves of absence may not be used in the cal cul ation of average final
conpensati on except under RCW41.32.810(2).

(31) "Retiree" neans any person who has begun accruing a retirenent
al l omance or other benefit provided by this chapter resulting from
service rendered to an enployer while a nenber.

(32) "Departnent" neans the departnent of retirenent systens
created in chapter 41.50 RCW

(33) "Director” neans the director of the departnent.

(34) "State elective position" nmeans any position held by any
person el ected or appointed to statewide office or el ected or appointed
as a menber of the |egislature.

(35) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).

(36) "Substitute teacher" neans:

(a) A teacher who is hired by an enployer to work as a tenporary
teacher, except for teachers who are annual contract enployees of an
enpl oyer and are guaranteed a m ni mrum nunber of hours; or

(b) Teachers who either (i) work in ineligible positions for nore
t han one enployer or (ii) work in an ineligible position or positions
together with an eligible position.

Code Rev/LL: npbs 8 Z-0178. 1/ 05
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(37)(a) "Eligible position" for plan 2 nmenbers from June 7, 1990,
t hrough Septenber 1, 1991, neans a position which normally requires two
or nore uninterrupted nonths of creditable service during Septenber
t hrough August of the follow ng year.

(b) "Eligible position" for plan 2 and plan 3 on and after
Septenber 1, 1991, neans a position that, as defined by the enployer,
normally requires five or nore nonths of at |east seventy hours of
ear nabl e conpensation during Septenber through August of the foll ow ng
year.

(c) For purposes of this chapter an enployer shall not define
"position” in such a manner that an enployee's nonthly work for that
enpl oyer is divided into nore than one position.

(d) The elected position of the superintendent of public
instruction is an eligible position.

(38) "Plan 1" neans the teachers' retirenment system plan 1
providing the benefits and funding provisions covering persons who
first becanme nenbers of the systemprior to Cctober 1, 1977.

(39) "Plan 2" neans the teachers' retirenment system plan 2
providing the benefits and funding provisions covering persons who
first becane nenbers of the system on and after COctober 1, 1977, and
prior to July 1, 1996.

(40) "Plan 3" neans the teachers' retirenent system plan 3
providing the benefits and funding provisions covering persons who
first becone nenbers of the system on and after July 1, 1996, or who
transfer under RCW 41. 32. 817.

(41) "Index" neans, for any calendar year, that year's annual
average consuner price index, Seattle, Washington area, for urban wage
earners and clerical workers, all itens conpiled by the bureau of |abor
statistics, United States departnent of |abor.

(42) "Index A" neans the index for the year prior to the
determ nation of a postretirenent adjustnent.

(43) "I ndex B" nmeans the index for the year prior to index A

(44) "Index year" neans the earliest calendar year in which the
index is nore than sixty percent of index A

(45) "Adjustnent ratio" neans the value of index A divided by index
B

(46) "Annual increase" neans, initially, fifty-nine cents per nonth
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per year of service which anmount shall be increased each July 1st by
three percent, rounded to the nearest cent.

(47) "Menber account” or "nmenber's account” for purposes of plan 3
means the sumof the contributions and earnings on behalf of the nenber
in the defined contribution portion of plan 3.

(48) "Separation from service or enploynent” occurs when a person
has term nated all enploynent with an enpl oyer.

(49) "Enployed" or "enployee" neans a person who is providing
services for conpensation to an enployer, unless the person is free
fromthe enployer's direction and control over the performance of work.
The departnment shall adopt rules and interpret this subsection
consistent wth common | aw.

~-- END ---
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DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 10/27/04  Z-0178.1/Z-0179.1

SUMMARY OF BILL:

This bill impacts the Teachers’ Retirement System (TRS) Plan 1 by allowing Certified Educational Staff
Associates (ESAs) to annualize their salaries when calculating their average final compensation so they
may receive proportionate retirement benefits.

Effective Date: 90 days after session

CURRENT SITUATION:

Current TRS 1 statutes allow less-than-full-time members who spend more than seventy-five percent of
their time as classroom instructors, librarians or counselors to annualize their salaries upon retirement so
as to receive proportionate retirement benefits. School counselors are Certified ESAs, and are the only
category of ESAs allowed to annualize their salaries in the same manner as teachers and librarians. Other
categories of ESAs (not allowed to annualize their salaries) include Psychologists, Social Workers, Nurses,
Physical Therapists and Speech Language Pathologists or Audiologists.

MEMBERS IMPACTED:

We estimate that 30 TRS 1 active members out of the total 11,175 active members of this system would be
affected by this bill because they are in the category of ESA that would be added and they earned less than
a full year of service in the most recent year.

We estimate that for a typical member impacted by this bill, the increase in benefits would be to double
their benefit (based on annualizing their pay using their service credit - the actual annualizing could be
different). These 30 members currently have 14.0 years of service and estimated average final
compensation of $31,133 and a benefit of $8,717 before this change. After this change their estimated
average final compensation would be $50,261 and their current benefit would increase to $14,073.

ASSUMPTIONS:

In absence of individual member data we assumed that the member's pay would increase in proportion to
their fractional service credit. In other words, a member who currently receives half a year of service credit
would have their average final compensation doubled for this purpose. The average valuation years of
service for the group was 0.62, so their average compensation would increase by 1/0.62, or 61.29%.
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FISCAL IMPACT:
Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System and the required actuarial contribution rate as shown below:

Teachers Retirement System Plan 1

(Dollars in Millions) Current Increase Total
Actuarial Present Value of Projected Benefits $10,767 $1.9 $10,769
(The Value of the Total Commitment to all Current Members)
Unfunded Actuarial Accrued Liability $1,416 $1.9 $1,418
(The Portion of the Plan 1 Liability that is Amortized at 2024)
Unfunded Liability (PBO) $1,121 $1.5 $1,123

(The Value of the Total Commitment to all Current Members
Attributable to Past Service)

Increase in Contribution Rates:
Employee N/A
Employer State 0.0037%

Fiscal Budget Determinations:

None. The estimated increase in the required employer contribution rate is less than .005% and therefore
will not round up to the minimum increase of .01%.
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2003 actuarial valuation report of the Teachers’ Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following: None.

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2005 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working lifetime
of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

+  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

«  The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year
2024,

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.
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Plan { (OLA / Gain-sharing

Background

Currently, gain sharing in PERS 1 and TRS 1 occurs on even-numbered years.
An extraordinary investment gain occurs when the average rate of return on
assets for the previous 4-year period exceeds 10%. When this gain occurs, one-
half of the gain for PERS 1 and TRS 1 is used to fund a permanent increase in
the PERS 1 and TRS 1 Uniform COLA for current and future retirees.

PERS 1 and TRS 1 members with 25 years of service who have been retired 20
years are eligible for the $1,000 alternative minimum benefit. The benefit has no
automatic escalator and will effectively cease in 2010 when the original minimum
benefit will provide a benefit greater than $1,000 for a retiree with 25 years of
service.

The current Uniform COLA provisions require PERS 1 and TRS 1 members to be
retired one year and to be at least age 66 on July 1st to be eligible for the COLA.

Committee Activity

Presentation:
December 7, 2004 - Full Committee

Subgroup Activity:
September 7, 2004 - Subgroup Meeting
October 19, 2004 - Subgroup Meeting
November 9, 2004 - Subgroup Meeting

Proposal:
December 7, 2004 - Full Committee

Recommendation to Legislature

Repeal plan 1 gain-sharing and use approximately one-half of the long-term
estimated cost to fund the following benefit improvements in PERS 1 and TRS 1:

* Enhance the annual increase amount by 20 cents, raising the July 1, 2005
amount from $1.25 to $1.45.

* Establish a $1,000 alternative minimum benefit for members with 20 years of
service who have been retired 25 years.

» Establish a 3% annual escalator for both $1,000 alternative minimum benefit
provisions (existing and proposed).

* Amend Uniform COLA eligibility to include all PERS 1 and TRS 1 retirees who
have been retired one year and will have attained age 66 by December 31st of
the calendar year in which the increase is given.

Staff Contact

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237 — baker.robert@leg.wa.gov


mailto:baker.robert@leg.wa.gov

Select Committee on Pension Policy
Plan 1 COLA / Gain-sharing

Purchasing Power Subgroup Proposal
(December 1, 2004)

Proposal Repeal plan 1 gain-sharing and use
approximately one-half of the long-term
estimated cost to fund the following benefit
improvements in PERS 1 and TRS 1:

Enhance the annual increase amount by
20 cents, raising the July 1, 2005 amount
from $1.25 to $1.45.

Establish a $1,000 alternative minimum
benefit for members with 20 years of
service who have been retired 25 years.

Establish a 3% annual escalator for both
$1,000 alternative minimum benefit
provisions (existing and proposed).

Amend Uniform COLA eligibility to include
all PERS 1 and TRS 1 retirees who have
been retired one year and will have
attained age 66 by December 31° of the
calendar year in which the increase is
given.

This is an expansion and combination of several
options presented during the “Purchasing Power
Benefit Options” presentation to the SCPP on
August 17, 2004.

Staff Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

December 2004

1004 Interim Issues

Page 1 of 6
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Select ommittee on Pension Policy

Members Impacted

Current Situation

December 2004

As of the 2003 valuation, there were 19,740
active and 54,372 retired PERS 1 members; and
11,175 active and 33,855 retired TRS 1
members.

The 20 cent COLA and the repeal of Plan 1 gain-
sharing will impact all 77,254 members of PERS
1 and all 46,677 members of TRS 1. The new
eligibility requirements for the $1,000 minimum
will impact 694 PERS 1 members and 461 TRS 1
members, and indexing the $1,000 will impact
an additional 391 PERS 1 members and 338
TRS 1 members. The age 66 COLA will impact
half the members in PERS 1 and TRS 1 under
age 65.

For a typical member impacted by this bill, the
uncertain and irregular adjustment to the
Annual Increase Amount provided by gain-
sharing is exchanged for a definitely
determinable increase. Instead of providing
adjustments to the Annual Increase Amount
with gain-sharing, the Annual Increase Amount
would be increased by 20 cents. A retiree with
25 years of service would get an increase of $5
per month.

The Annual Increase Amount is multiplied by
each retirees’ months of service to determine the
annual Uniform increase retirees receive when
they are COLA eligible. The most recent Annual
Increase Amount was $1.21. The Annual
Increase Amount increases each year by at least
3 percent. Gain-sharing is also used to boost
the Annual Increase Amount; 38 cents of the
current amount is a result of gain-sharing. The
Annual Increase Amount is scheduled to
increase to $1.25 on July 1, 2005.

1004 Interim Issues Page 10f 6
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Select ommittee on Pension Policy

The current $1,000 alternative minimum benefit
was established in 2004. Members with 25
years of service who have been retired 20 years
are eligible for this benefit. The benefit has no
automatic escalator and, as a result, will
effectively cease in 2010 when the original
minimum benefit, which increases each year by
the Annual Increase Amount, will produce a
benefit greater than $1,000 for a retired member
with 25 years of service.

The current Uniform COLA provisions require
PERS 1 and TRS 1 members to have been retired
one year and to be at least age 66 on July 1* to
be eligible for the adjustment paid on July 1°.

Currently, gain sharing in PERS 1 and TRS 1
occurs on even-numbered years. An
extraordinary investment gain occurs when the
average rate of return on assets for the previous
4-year period exceeds 10%. When this gain
occurs, one-half of the gain for PERS 1 and TRS
1 is used to fund a permanent increase in the
PERS 1 and TRS 1 Uniform COLA for current
and future retirees.

History

The Uniform COLA was established under Chapter 345 laws of 1995.

PERS 1 and TRS 1 gain-sharing was established under Chapter 340 laws of
1998.

The current $1,000 alternative minimum benefit in PERS 1 and TRS 1 was
established under Chapter 84 laws of 2004.

Benefit adequacy, particularly in regards to PERS 1 and TRS 1 inflation
protection, was studied by the SCPP in the 2004 interim.

December 1004 1004 Interim Issues
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Select ommittee on Pension Policy

Bills to amend the Uniform COLA age eligibility requirements were introduced
in the 2000, 2001, 2003, and 2004 legislative sessions. The most recent bills,
HB 2539 and SB 6248, did not move from their respective fiscal committees.

Policy Analysis

The policy implications within this trade-off proposal deal with contractual
rights of benefits whose statutory basis includes the “non-contractual right”
clause, the nature of the benefits being traded, and the value of a certain
benefit compared to an uncertain benefit. An informal advice request from the
Attorney General’s Office on these subjects resulted in the following:

1. There isn’t a clear answer whether gain-sharing is a vested, contractual
right. It might not be a vested, contractual right because of the
reservation clause.

2. If the court believes gain-sharing is a vested, contractual right, it is more
likely than not that a court would find that the right has not been
substantially impaired because members and beneficiaries were “put on
notice” that the legislature may amend or repeal gain-sharing in the
future (via the reservation clause).

3. With regard to comparable benefits, if gain-sharing were repealed and
replaced by another benefit, courts favor comparable benefits which are
similar to the old benefit.

4. Under the context of gain-sharing, it is reasonable to adjust the value of
an uncertain and unpredictable benefit when determining the value of a
comparable replacement which has little or no uncertainty.

COLA for COLA

This advice frames the proposal by maintaining any benefit trade-off should
remain within the retiree COLA /purchasing power arena. Since gain-sharing
is used to boost the annual increase amount for calculating retirees’ uniform
COLA, any alternative benefit(s) should then be so related. Enhancing the
uniform increase amount, expanding the qualification requirements to receive

December 2004 1004 Inteim lsue Page 4 of 6
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Select ommittee on Pension Policy

minimum benefits, indexing those alternative minimum benefits by 3% per
year, and lowering the age eligibility requirements for receipt of the Uniform
COLA are all related to the protection of retirees’ purchasing power, and would
thus appear to be appropriate trade-off alternatives.

Certainty for Uncertainty

In addition, by placing a higher value on certainty, an alternate benefit may be
less costly. Gain-sharing is a benefit that can be given a long-term expected
value, but because of the variability of investment markets, it cannot be given a
specific value in the near-term with a high degree of certainty. As a result, for
those desiring a benefit with near-term certainty, part of the value of a long-
term uncertain benefit may be traded to acquire that certainty.

The Purchasing Power Subgroup proposed to enhance select PERS 1 and TRS 1
COLA provisions by a total amount approximately half the long-term cost of
Gain-sharing, thus giving greater value to a certain benefit and lesser value to
an uncertain benefit. This can be illustrated in the following contribution rate
accounting of the Purchasing Power Subgroup proposal.

Plan 1 Gain-Sharing Trade-off
% of Pay for Employers

PERS 1 TRS 1

Long-term Expected Gain-sharing Cost 0.40% 0.84%
1. 20¢ Increase in Annual Amount 0.18% 0.37%
2. Age 66 COLA Eligibility Changes 0.03% 0.04%
3. $1,000 Minimum Expanded and Indexed at 3% 0.01% 0.01%

Total of Three Proposals 0.22% 0.42%

As seen in the above tabulation, were gain-sharing to be pre-funded, employer
contributions in PERS 1 and TRS 1 would increase 0.40% and 0.84%
respectively. However, even if it were pre-funded, retired members would not
receive a benefit from gain-sharing in 2005 as distributions occur in even
numbered years.

Stakeholder Input
Ed Gonion

Washington State School Retirees Association
See attached correspondence

December 1004 1004 Interim Issues
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Bill Draft

See attachment

Fiscal Note

See attachment

December 2004 1004 Interim ssues
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Washington State
School Retirees Association

4726 Pacific Ave. SE Lacey, WA 98503-1216 . PHONE (360) 413-5496

MEMORANDUM
November 24, 2004
RECEIVED
TO: Senator Karen Fraser
Chair, Select Committee on Pension Policy NOV 2 9 2004
Office of
Committee Members ‘ The State Actuary

FROM: Ed Gonion W/

Executive Director, Washington State School Retirees’ Association
SUBJECT: Gain Sharing and Contribution Rate Deferral

Gain Sharing:

WSSRA is strongly opposed to the elimination of the Gain Sharing component of Washington’s Retirement
System. Plan 1 retirees depend on Gain Sharing to augment the Uniform Plan 1 COLA, and Plan 3 members
depend on Gain Sharing to augment their Defined Contribution account.

Plan 1 and Plan 3 retirees/members only receive 50% of the extra ordinary gains when and if they occur. The
pension system retains 50%.

WSSRA could support a REPLACEMENT of Plan 1 Gain Sharing only if the following package of benefits were
enacted into law prior to eliminating Gain Sharing:

¢ Increasing the Annual Increase amount of the Uniform Plan 1 COLA by $0.25.

* Adjusting eligibility for the Uniform Plan 1 COLA so that all retirees would begin receiving the COLA in
July of the calendar year they turn age 66 rather than just those who have a birthday that falls between
January and June. (Those who’s birthday occurs between July and December must wait almost to age 67 to
receive the age 66 COLA.) )

* Increasing the $1,000 “Minimum Benefit” enacted during the 2004 Session (SHB 2538) by 3% each year.

With respect to Plan 3 Gain Sharing, WSSRA believes that it is essential that any package of replacément benefits
serve the interests of both current and future retirees.

Contribution Rate Deferral:

Plan 1 employees have continued to pay 6% of their salary into pension funds while the contribution rates paid by
state and local government have been reduced over the last several years. Additionally, during the 2003-2005
Biennium, State and local governments have enjoyed a “contribution holiday” from payments to the Plan 1
unfunded liability to spend funds earmarked for pensions on other non-pension priorities. The employer
contribution rate is not fair or adequate and creates unnecessary financial risk for the state retirement system and
the retirees who depend upon it. '

WSSRA is opposed to state and local government’s continuing to under-fund the respective pension plans, It is
essential that the rates be set at levels recommended by the State Actuary and endorsed earlier this Interim by the
Select Committee on Pension Policy.

cc: Matt Smith, State Actuary
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AN ACT Relating to the annual increase anount, alternate m ninmum
benefits, and age eligibility requirenents for receipt of the uniform
increase in the public enployees' retirenent system plan 1 and the
teachers' retirenent systemplan 1; anmendi ng RCW41.32. 010, 41.32. 4851,
41. 32. 489, 41.40.010, 41.40.010, 41.40.197, and 41.40.1984; repealing
RCW 41. 31. 010, 41.31.020, and 41.31.030; providing an effective date;
provi ding an expiration date; and declaring an emergency.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCWA41.32.010 and 2003 ¢ 31 s 1 are each anended to read
as follows:

As used in this chapter, unless a different neaning is plainly
requi red by the context:

(1)(a) "Accumul ated contributions” for plan 1 nmenbers, neans the
sum of all regular annuity contributions and, except for the purpose of
wthdrawal at the tinme of retirenment, any anount paid under RCW
41.50.165(2) with regular interest thereon.

(b) "Accumul ated contributions” for plan 2 nenbers, neans the sum
of all contributions standing to the credit of a nenber in the nenber's
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i ndi vi dual account, including any anmount paid under RCW 41.50. 165(2),
together with the regular interest thereon.

(2) "Actuarial equivalent" nmeans a benefit of equal value when
conputed upon the basis of such nortality tables and regul ations as
shal | be adopted by the director and regul ar interest.

(3) "Annuity" neans the noneys payable per year during life by
reason of accunul ated contri butions of a nenber.

(4) "Menber reserve" neans the fund in which all of the accunul ated
contributions of nenbers are held.

(5 (a) "Beneficiary" for plan 1 nenbers, neans any person in
receipt of a retirenment allowance or other benefit provided by this
chapter.

(b) "Beneficiary" for plan 2 and plan 3 nenbers, neans any person
in receipt of a retirenent allowance or other benefit provided by this
chapter resulting from service rendered to an enployer by another
per son.

(6) "Contract" mneans any agreenent for service and conpensation
bet ween a nenber and an enpl oyer.

(7) "Creditable service" neans nenbership service plus prior
service for which credit is allowable. This subsection shall apply
only to plan 1 nenbers.

(8) "Dependent" neans receiving one-half or nore of support froma
menber .

(9) "Disability allowance" means nonthly paynments during
disability. This subsection shall apply only to plan 1 nenbers.

(10)(a) "Earnabl e conpensation” for plan 1 nenbers, neans:

(i) Al salaries and wages paid by an enployer to an enployee
menber of the retirenment system for personal services rendered during
a fiscal year. In all cases where conpensation includes naintenance
the enpl oyer shall fix the value of that part of the conpensation not
paid in noney.

(i1) For an enployee nenber of the retirenent systemteaching in an
ext ended school year program two consecutive extended school years, as
defined by the enployer school district, may be used as the annua
period for determ ning earnable conpensation in lieu of the two fiscal
years.

(1i1) "Earnabl e conpensation” for plan 1 nenbers also includes the
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followi ng actual or inputed paynents, which are not paid for persona
servi ces:

(A) Retroactive paynents to an individual by an enployer on
reinstatenent of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndi vidual would have earned during a payroll period shall be
consi dered earnabl e conpensation and the individual shall receive the
equi val ent service credit.

(B) If a leave of absence, w thout pay, is taken by a nenber for
t he purpose of serving as a nenber of the state | egislature, and such
menber has served in the legislature five or nore years, the salary
whi ch woul d have been received for the position fromwhich the | eave of
absence was taken shall be considered as conpensation earnable if the
enpl oyee's contribution thereon is paid by the enployee. In addition,
where a nenber has been a nenber of the state legislature for five or
nore years, earnable conpensation for the nenber's two highest
conpensated consecutive years of service shall include a sum not to
exceed thirty-six hundred dollars for each of such two consecutive
years, regardless of whether or not l|egislative service was rendered
during those two years.

(tv) For menbers enployed less than full time under witten
contract with a school district, or comunity college district, in an
i nstructional position, for which the nenber receives service credit of
| ess than one year in all of the years used to determ ne the earnable
conpensation used for conputing benefits due under RCW 41.32.497,
41.32.498, and 41.32.520, the nenber nmay elect to have earnable
conpensation defined as provided in RCW41. 32. 345. For the purposes of
this subsection, the term"instructional position” neans a position in
whi ch nore than seventy-five percent of the nenber's tine is spent as
a classroom instructor (including office hours), a librarian, or a
counsel or. Ear nabl e conpensation shall be so defined only for the
pur pose of the calculation of retirenent benefits and only as necessary
to insure that nenbers who receive fractional service credit under RCW
41.32.270 receive benefits proportional to those received by nenbers
who have received full-tinme service credit.

(v) "Earnabl e conpensation"” does not include:
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(A) Remuneration for wunused sick |eave authorized under RCW
41. 04. 340, 28A. 400.210, or 28A. 310.490;

(B) Renmuneration for unused annual |eave in excess of thirty days
as aut horized by RCW43.01. 044 and 43. 01. 041.

(b) "Earnable conpensation” for plan 2 and plan 3 nenbers, neans
salaries or wages earned by a nenber during a payroll period for
personal services, including overtine paynents, and shall include wages
and sal ari es deferred under provisions established pursuant to sections
403(b), 414(h), and 457 of the United States Internal Revenue Code, but
shal | exclude | unp sum paynents for deferred annual sick |eave, unused
accunul ated vacation, unused accunul ated annual |eave, or any form of
severance pay.

"Earnabl e conpensation” for plan 2 and plan 3 nmenbers al so includes
the foll owi ng actual or inputed paynents which, except in the case of
(b)(ii)(B) of this subsection, are not paid for personal services:

(1) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndividual would have earned during a payroll period shall be
consi dered earnabl e conpensation, to the extent provided above, and the
i ndi vi dual shall receive the equivalent service credit.

(1i) In any year in which a nenber serves in the |legislature the
menber shall have the option of having such nenber's earnable
conpensati on be the greater of:

(A) The earnable conpensation the nenber would have received had
such nenber not served in the legislature; or

(B) Such nenber's actual earnable conpensation received for
teaching and legislative service conbined. Any additional
contributions to the retirenent system required because conpensation
earnable under (b)(ii)(A) of this subsection is greater than
conpensati on earnabl e under (b)(ii)(B) of this subsection shall be paid
by the nenber for both nenber and enpl oyer contributions.

(11) "Enpl oyer" neans the state of Washington, the school district,
or any agency of the state of Washi ngton by which the nenber is paid.

(12) "Fiscal year" neans a year which begins July 1st and ends June
30th of the follow ng year.
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(13) "Former state fund® neans the state retirenent fund in
operation for teachers under chapter 187, Laws of 1923, as anended.

(14) "Local fund" neans any of the local retirenent funds for
teachers operated in any school district in accordance with the
provi sions of chapter 163, Laws of 1917 as anended.

(15) "Menber" neans any teacher included in the nenbership of the
retirenent system Also, any other enpl oyee of the public schools who,
on July 1, 1947, had not elected to be exenpt from nenbershi p and who,
prior to that date, had by an authorized payroll deduction, contributed
to the nmenber reserve.

(16) "Menbership service" nmeans service rendered subsequent to the
first day of eligibility of a person to nenbership in the retirenent
system PROVI DED, That where a nenber is enployed by two or nore
enpl oyers the individual shall receive no nore than one service credit
nmont h during any cal endar nonth in which nmultiple service is rendered.
The provisions of this subsection shall apply only to plan 1 nenbers.

(17) "Pension" neans the noneys payable per year during life from
t he pension reserve.

(18) "Pension reserve" is a fund in which shall be accunul ated an
actuarial reserve adequate to neet present and future pension
liabilities of the systemand fromwhich all pension obligations are to
be pai d.

(19) "Prior service" nmeans service rendered prior to the first date
of eligibility to menbership in the retirement systemfor which credit
is allowable. The provisions of this subsection shall apply only to
pl an 1 nenbers.

(20) "Prior service contributions" neans contributions nade by a
menber to secure credit for prior service. The provisions of this
subsection shall apply only to plan 1 nenbers.

(21) "Public school"” nmeans any institution or activity operated by
the state of Washington or any instrunmentality or political subdivision
t hereof enploying teachers, except the University of Wshington and
Washi ngton State University.

(22) "Regular contributions” means the anmounts required to be
deducted fromthe conpensation of a nenber and credited to the nenber's
i ndi vidual account in the nmenber reserve. This subsection shall apply
only to plan 1 nenbers.
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(23) "Reqgular interest” neans such rate as the director may
det erm ne.

(24)(a) "Retirenent allowance" for plan 1 nenbers, neans nonthly
paynents based on the sum of annuity and pension, or any optional
benefits payable in lieu thereof.

(b) "Retirenment allowance" for plan 2 and plan 3 nenbers, neans
monthly paynments to a retiree or beneficiary as provided in this
chapter.

(25) "Retirement systemi neans the Washington state teachers’
retirement system

(26)(a) "Service" for plan 1 nenbers neans the tine during which a
menber has been enpl oyed by an enpl oyer for conpensation.

(1) I'f a menber is enployed by two or nore enpl oyers the individual
shal |l receive no nore than one service credit nonth during any cal endar
month in which multiple service is rendered.

(1i1) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determning eligibility to retire under RCW 41. 32. 470.

(ti1) As authorized in RCWA41.32. 065, service earned in an out-of -
state retirenent systemthat covers teachers in public schools my be
applied solely for the purpose of determning eligibility to retire
under RCW 41. 32. 470.

(b) "Service" for plan 2 and plan 3 nenbers, neans periods of
enpl oynent by a nenber for one or nore enployers for which earnable
conpensation is earned subject to the follow ng conditions:

(i) A nmenber enployed in an eligible position or as a substitute
shall receive one service credit nonth for each nonth of Septenber
t hrough August of the following year if he or she earns earnable
conpensation for eight hundred ten or nore hours during that period and
is enployed during nine of those nonths, except that a nmenber may not
receive credit for any period prior to the nenber's enploynent in an
eligible position except as provided in RCW41. 32. 812 and 41. 50. 132;

(ii) I'f a nmenber is enployed either in an eligible position or as
a substitute teacher for nine nonths of the twelve nonth period between
Septenber through August of the followng year but earns earnable
conpensation for less than eight hundred ten hours but for at |east six
hundred thirty hours, he or she will receive one-half of a service
credit nmonth for each nonth of the twelve nonth period;
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(tit) Al other nenbers in an eligible position or as a substitute
teacher shall receive service credit as foll ows:

(A) A service credit nonth is earned in those cal endar nonths where
earnabl e conpensation is earned for ninety or nore hours;

(B) A half-service credit nonth is earned in those cal endar nonths
where earnable conpensation is earned for at |east seventy hours but
| ess than ninety hours; and

(© A quarter-service credit nonth is earned in those cal endar
nmont hs where earnable conpensation is earned for |ess than seventy
hour s.

(1v) Any person who is a nenber of the teachers' retirenment system
and who is elected or appointed to a state elective position my
continue to be a nenber of the retirenment system and continue to
receive a service credit nonth for each of the nmonths in a state
el ective position by maki ng the required nenber contributions.

(v) Wen an individual is enployed by two or nore enployers the
i ndi vidual shall only receive one nonth's service credit during any
cal endar nonth in which multiple service for ninety or nore hours is
render ed.

(vi) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determning eligibility to retire under RCW41. 32.470. For purposes of
plan 2 and plan 3 "forty-five days" as used in RCW 28A.400. 300 is equal
to two service credit nonths. Use of |ess than forty-five days of sick
| eave is creditable as allowed under this subsection as foll ows:

(A) Less than el even days equals one-quarter service credit nonth;

(B) Eleven or nore days but less than twenty-two days equal s one-
hal f service credit nonth;

(© Twenty-two days equals one service credit nonth;

(D) More than twenty-two days but less than thirty-three days
equal s one and one-quarter service credit nonth;

(E) Thirty-three or nore days but less than forty-five days equal s
one and one-half service credit nonth.

(vii) As authorized in RCWA41.32.065, service earned in an out-of -
state retirenment systemthat covers teachers in public schools may be
applied solely for the purpose of determning eligibility to retire
under RCW 41. 32. 470.
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(viii) The departnment shall adopt rules inplenmenting this
subsecti on.

(27) "Service credit year" neans an accunmulation of nonths of
service credit which is equal to one when divided by twel ve.

(28) "Service credit nonth" nmeans a full service credit nonth or an
accunul ation of partial service credit nonths that are equal to one.

(29) "Teacher"™ neans any person qualified to teach who is engaged
by a public school in an instructional, adm nistrative, or supervisory
capacity. The termincludes state, educational service district, and
school district superintendents and their assistants and all enpl oyees
certificated by the superintendent of public instruction; and in
addition thereto any full time school doctor who is enployed by a
public school and renders service of an instructional or educationa
nat ur e.

(30) "Average final conpensation” for plan 2 and plan 3 nenbers,
means the nenber's average earnable conpensation of the highest
consecutive sixty service credit nonths prior to such nmenber's
retirenment, termnation, or death. Periods constituting authorized
| eaves of absence may not be used in the cal cul ation of average final
conpensati on except under RCW41.32.810(2).

(31) "Retiree" neans any person who has begun accruing a retirenent
al l omance or other benefit provided by this chapter resulting from
service rendered to an enployer while a nenber.

(32) "Departnent" neans the departnent of retirenent systens
created in chapter 41.50 RCW

(33) "Director” neans the director of the departnent.

(34) "State elective position" nmeans any position held by any
person el ected or appointed to statewide office or el ected or appointed
as a menber of the |egislature.

(35) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).

(36) "Substitute teacher" neans:

(a) A teacher who is hired by an enployer to work as a tenporary
teacher, except for teachers who are annual contract enployees of an
enpl oyer and are guaranteed a m ni mrum nunber of hours; or

(b) Teachers who either (i) work in ineligible positions for nore
t han one enployer or (ii) work in an ineligible position or positions
together with an eligible position.
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(37)(a) "Eligible position" for plan 2 nmenbers from June 7, 1990,
t hrough Septenber 1, 1991, neans a position which normally requires two
or nore uninterrupted nonths of creditable service during Septenber
t hrough August of the follow ng year.

(b) "Eligible position" for plan 2 and plan 3 on and after
Septenber 1, 1991, neans a position that, as defined by the enployer,
normally requires five or nore nonths of at |east seventy hours of
ear nabl e conpensation during Septenber through August of the foll ow ng
year.

(c) For purposes of this chapter an enployer shall not define
"position” in such a manner that an enployee's nonthly work for that
enpl oyer is divided into nore than one position.

(d) The elected position of the superintendent of public
instruction is an eligible position.

(38) "Plan 1" neans the teachers' retirenment system plan 1
providing the benefits and funding provisions covering persons who
first becanme nenbers of the systemprior to Cctober 1, 1977.

(39) "Plan 2" neans the teachers' retirenment system plan 2
providing the benefits and funding provisions covering persons who
first becane nenbers of the system on and after COctober 1, 1977, and
prior to July 1, 1996.

(40) "Plan 3" neans the teachers' retirenent system plan 3
providing the benefits and funding provisions covering persons who
first becone nenbers of the system on and after July 1, 1996, or who
transfer under RCW 41. 32. 817.

(41) "Index" neans, for any calendar year, that year's annual
average consuner price index, Seattle, Washington area, for urban wage
earners and clerical workers, all itens conpiled by the bureau of |abor
statistics, United States departnent of |abor.

(42) "Index A" neans the index for the year prior to the
determ nation of a postretirenent adjustnent.

(43) "I ndex B" nmeans the index for the year prior to index A

(44) "Index year" neans the earliest calendar year in which the
index is nore than sixty percent of index A

(45) "Adjustnent ratio" neans the value of index A divided by index
B

(46) "Annual increase" neans((;—+nartHaby—FHFty-—nine)) one doll ar
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and forty-five cents per nonth per year of service which anmount shal
be increased each July 1st by three percent, rounded to the nearest
cent .

(47) "Menber account” or "nmenber's account” for purposes of plan 3
means the sumof the contributions and earnings on behalf of the nenber
in the defined contribution portion of plan 3.

(48) "Separation fromservice or enploynent” occurs when a person
has term nated all enploynent with an enpl oyer.

(49) "Enployed" or "enployee" neans a person who is providing
services for conpensation to an enployer, unless the person is free
fromthe enployer's direction and control over the performance of work.
The departnment shall adopt rules and interpret this subsection
consistent with conmon | aw.

Sec. 2. RCWA41.32.4851 and 2004 ¢ 85 s 1 are each anended to read
as follows:

(1) No one who becones a beneficiary after June 30, 1995, shal
receive a nonthly retirenment all owance of |ess than twenty-four dollars
and twenty-two cents tines the nunber of years of service creditable to
t he person whose service is the basis of such retirenent all owance.

(2) If the retirenment allowance payable was adjusted at the tine
benefit paynents to the beneficiary commenced, the m ninum all owance
provided in this section shall be adjusted in a manner consistent with
t hat adj ust nent.

(3) Beginning July 1, 1996, the mnimm benefit set forth in
subsection (1) of this section shall be adjusted annually by the annual
i ncrease.

(4) Those receiving a tenporary disability benefit wunder RCW
41.32.540 shall not be eligible for the benefit provided by this
section.

(5 Beginning July 1, 2004, the mnimm benefit set forth in
subsection (1) of this section, prior to adjustnents set forth in
subsection (2) of this section, for a beneficiary with at |east twenty-
five years of service and who has been retired at |east twenty years
shall be one thousand dollars per nont h((—Frermnmum-benrefit—+nthis

w waw C - way i

subseetton—{3)—ofthis—seet+on)) which shall be increased each July 1st

by three percent, rounded to the nearest cent.
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(6) Beginning July 1, 2005, the mninmum benefit set forth in
subsection (1) of this section, prior to adjustnents set forth in
subsection (2) of this section, for a beneficiary with at |east twenty
years of service and who has been retired at |least twenty-five years
shall be one thousand dollars per nonth which shall be increased each
July 1st by three percent, rounded to the nearest cent.

Sec. 3. RCWA41.32.489 and 1995 ¢ 345 s 2 are each anended to read
as follows:

(1) Beginning July 1, 1995, and annually thereafter, the retirenent
al | onance of a person neeting the requirenments of this section shall be
i ncreased by the annual increase anount.

(2) The followng persons shall be eligible for the benefit
provi ded in subsection (1) of this section:

(a) A beneficiary who has received a retirenent allowance for at
| east one year by July 1st in the calendar year in which the annua
increase is given and has attained at |east age sixty-six by ((3uby
ist)) Decenber 31st in the cal endar year in which the annual increase
is given; or

(b) A beneficiary whose retirenent allowance is |ower than the
m ni mum benefit provided under RCW 41. 32. 4851.

(3) The followi ng persons shall also be eligible for the benefit
provided in subsection (1) of this section:

(a) A beneficiary receiving the m ni num benefit on June 30, 1995,
under RCW 41. 32. 485; or

(b) A recipient of a survivor benefit on June 30, 1995, which has
been increased by RCW41. 32. 575.

(4) If otherwise eligible, those receiving an annual adjustnent
under RCW 41.32.530(1)(d) shall be eligible for the annual increase
adjustnment in addition to the benefit that would have been received
absent this section.

(5) Those receiving a tenporary disability benefit wunder RCW
41.32.540 shall not be eligible for the benefit provided by this
section.

(6) The legislature reserves the right to amend or repeal this
section in the future and no nenber or beneficiary has a contractua
right to receive this postretirenent adjustnment not granted prior to
that tine.
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Sec. 4. RCW41.40.010 and 2003 ¢ 412 s 4 are each anended to read
as follows:

As used in this chapter, unless a different neaning is plainly
requi red by the context:

(1) "Retirenent systent neans the public enployees' retirenent
system provided for in this chapter.

(2) "Departnent" neans the departnent of retirenment systens created
in chapter 41.50 RCW

(3) "State treasurer” neans the treasurer of the state of
Washi ngt on.

(4)(a) "Enployer™ for plan 1 nenbers, neans every branch,
departnent, agency, comm ssion, board, and office of the state, any
political subdivision or association of political subdivisions of the
state admtted into the retirement system and legal entities
aut hori zed by RCW 35.63. 070 and 36. 70. 060 or chapter 39.34 RCW and the
termshall also include any | abor guild, association, or organization
the nenbership of a | ocal |odge or division of which is conprised of at
| east forty percent enployees of an enployer (other than such |abor
gui l d, association, or organization) wthin this chapter. The term may
al so include any city of the first class that has its own retirenent
system

(b) "Enployer" for plan 2 and plan 3 nenbers, neans every branch,
departnent, agency, conm ssion, board, and office of the state, and any
political subdivision and nunicipal corporation of the state admtted
into the retirenment system including public agencies created pursuant
to RCW 35.63.070, 36.70.060, and 39.34.030; except that after August
31, 2000, school districts and educational service districts wll no
| onger be enployers for the public enployees' retirenment system plan 2.

(5) "Menber" means any enpl oyee included in the nenbership of the
retirement system as provided for in RCW 41.40.023. RCW 41. 26. 045
does not prohibit a person otherwise eligible for nenbership in the
retirenment system from establishing such nmenbership effective when he
or she first entered an eligible position.

(6) "Original nmenber” of this retirenment system neans:

(a) Any person who becane a nenber of the systemprior to April 1,
1949;

(b) Any person who becones a nenber through the adm ssion of an
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enployer into the retirenent system on and after April 1, 1949, and
prior to April 1, 1951,

(c) Any person who first beconmes a nenber by securing enpl oynent
with an enployer prior to April 1, 1951, provided the nenber has
rendered at | east one or nore years of service to any enployer prior to
Cct ober 1, 1947,

(d) Any person who first beconmes a nenber through the adm ssion of
an enployer into the retirenment system on or after April 1, 1951,
provi ded, such person has been in the regular enploy of the enployer
for at |least six nonths of the twelve-nonth period preceding the said
adm ssi on date;

(e) Any nmenber who has restored all contributions that nay have
been withdrawn as provided by RCW 41.40.150 and who on the effective
date of the individual's retirenent becones entitled to be credited
with ten years or nore of nenbership service except that the provisions
relating to the m ni num anount of retirenment allowance for the nenber
upon retirenment at age seventy as found in RCW41.40.190(4) shall not
apply to the nenber;

(f) Any nenber who has been a contributor under the systemfor two
or nore years and who has restored all contributions that nmay have been
wi t hdrawn as provided by RCW41.40. 150 and who on the effective date of
the individual's retirenent has rendered five or nore years of service
for the state or any political subdivision prior to the tine of the
adm ssion of the enployer into the system except that the provisions
relating to the m ni num anount of retirenent allowance for the nenber
upon retirement at age seventy as found in RCW41.40.190(4) shall not
apply to the nenber.

(7) "New menber"” nmeans a person who becones a nenber on or after
April 1, 1949, except as otherwi se provided in this section.

(8)(a) "Conpensation earnable"” for plan 1 nenbers, means sal aries
or wages earned during a payroll period for personal services and where
the conpensation is not all paid in noney, nmaintenance conpensation
shall be included upon the basis of the schedul es established by the
menber's enpl oyer.

(1) "Conpensation earnable” for plan 1 nmenbers also includes the
followi ng actual or inputed paynents, which are not paid for persona
servi ces:
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(A) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equivalent of the salary or wage which the
i ndi vidual would have earned during a payroll period shall be
consi dered conpensation earnable and the individual shall receive the
equi val ent service credit;

(B) If a leave of absence is taken by an individual for the purpose
of serving in the state |legislature, the salary which woul d have been
received for the position from which the |eave of absence was taken
shall be considered as conpensation earnable if the enployee's
contribution is paid by the enployee and the enployer's contribution is
paid by the enpl oyer or enpl oyee;

(C Assault pay only as authorized by RCW27.04.100, 72.01.045, and
72.09. 240;

(D) Conmpensation that a nenber would have received but for a
disability occurring in the line of duty only as authorized by RCW
41. 40. 038;

(E) Conpensation that a nenber receives due to participation in the
| eave sharing program only as authorized by RCW 41.04.650 through
41.04.670; and

(F) Conpensation that a nenber receives for being in standby
st at us. For the purposes of this section, a nenber is in standby
status when not being paid for tine actually worked and the enpl oyer
requires the nenber to be prepared to report imediately for work, if
the need arises, although the need nay not ari se.

(11) "Conpensation earnable" does not include:

(A) Remuneration for wunused sick |eave authorized under RCW
41. 04. 340, 28A. 400.210, or 28A. 310.490;

(B) Renuneration for unused annual |eave in excess of thirty days
as aut horized by RCW43.01. 044 and 43. 01. 041.

(b) "Conmpensation earnable" for plan 2 and plan 3 nenbers, neans
salaries or wages earned by a nenber during a payroll period for
personal services, including overtine paynents, and shall include wages
and sal ari es deferred under provisions established pursuant to sections
403(b), 414(h), and 457 of the United States Internal Revenue Code, but
shal | excl ude nonnoney nai ntenance conpensati on and | unp sum or ot her
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paynents for deferred annual sick |eave, unused accunul ated vacati on,
unused accunul at ed annual |eave, or any form of severance pay.

"Conpensation earnable"” for plan 2 and plan 3 nenbers al so incl udes
the following actual or inputed paynents, which are not paid for
personal services:

(1) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equivalent of the salary or wage which the
i ndividual would have earned during a payroll period shall be
consi dered conpensation earnable to the extent provided above, and the
i ndi vidual shall receive the equivalent service credit;

(i1) I'n any year in which a nmenber serves in the |egislature, the
menber shall have the option of having such nenber's conpensation
earnabl e be the greater of:

(A) The conpensation earnable the nenber would have received had
such nmenber not served in the |legislature; or

(B) Such nenber's actual conpensation earnable received for
nonl egi sl ati ve public enploynent and | egi sl ative service conbi ned. Any
additional contributions to the retirenent system required because
conpensati on earnable under (b)(ii)(A) of this subsection is greater
t han conpensation earnable under (b)(ii)(B) of this subsection shall be
paid by the nenber for both nenber and enpl oyer contributions;

(iii) Assault pay only as authorized by RCW 27.04.100, 72.01. 045,
and 72.09. 240;

(1v) Compensation that a nenber would have received but for a
disability occurring in the line of duty only as authorized by RCW
41. 40. 038;

(v) Conpensation that a nenber receives due to participation in the
| eave sharing program only as authorized by RCW 41.04.650 through
41.04.670; and

(vi) Conpensation that a mnenber receives for being in standby
st at us. For the purposes of this section, a nenber is in standby
status when not being paid for tine actually worked and the enpl oyer
requires the nenber to be prepared to report imediately for work, if
the need arises, although the need nay not ari se.

(9)(a) "Service" for plan 1 nenbers, except as provided in RCW
41.40. 088, neans periods of enploynent in an eligible position or
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positions for one or nore enployers rendered to any enpl oyer for which
conpensation is paid, and includes time spent in office as an el ected
or appointed official of an enployer. Conpensation earnable earned in
full time work for seventy hours or nore in any given calendar nonth
shall constitute one service credit nonth except as provided in RCW
41. 40.088. Conpensation earnable earned for |ess than seventy hours in
any cal endar nonth shall constitute one-quarter service credit nonth of

service except as provided in RCW 41.40.088. Only service credit

nmont hs and one-quarter service credit nonths shall be counted in the
conputation of any retirenent allowance or other benefit provided for

in this chapter. Any fraction of a year of service shall be taken into
account in the conputation of such retirenment allowance or benefits.

Time spent in standby status, whether conpensated or not, is not

servi ce.

(i) Service by a state enployee officially assigned by the state on
a tenporary basis to assist another public agency, shall be consi dered
as service as a state enpl oyee: PROVI DED, That service to any other
public agency shall not be considered service as a state enployee if
such service has been used to establish benefits in any other public
retirenment system

(1i) An individual shall receive no nore than a total of twelve
service credit nonths of service during any cal endar year. If an
individual is enployed in an eligible position by one or nore enpl oyers
the individual shall receive no nore than one service credit nonth
during any cal endar nonth in which nmultiple service for seventy or nore
hours i s rendered.

(iii1) A school district enployee may count up to forty-five days of
sick | eave as creditable service solely for the purpose of determning
eligibility to retire under RCW 41.40.180 as authorized by RCW
28A. 400. 300. For purposes of plan 1 "forty-five days" as used in RCW
28A.400. 300 is equal to two service credit nonths. Use of l|ess than
forty-five days of sick leave is creditable as allowed under this
subsection as foll ows:

(A) Less than twenty-two days equals one-quarter service credit
nmont h;

(B) Twenty-two days equals one service credit nonth;

(C Mre than twenty-two days but |less than forty-five days equal s
one and one-quarter service credit nonth.
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(b) "Service" for plan 2 and plan 3 nenbers, neans periods of
enpl oynment by a nenber in an eligible position or positions for one or
nmore enpl oyers for which conpensation earnable is paid. Conpensation
earnable earned for ninety or nore hours in any cal endar nonth shal
constitute one service credit nonth except as provided in RCW
41. 40.088. Conpensation earnable earned for at |east seventy hours but
| ess than ninety hours in any cal endar nonth shall constitute one-half
service credit nonth of service. Conpensation earnable earned for |ess
t han seventy hours in any cal endar nonth shall constitute one-quarter
service credit nonth of service. Tine spent in standby status, whether
conpensated or not, is not service.

Any fraction of a year of service shall be taken into account in
the conmputation of such retirenment all owance or benefits.

(1) Service in any state elective position shall be deened to be
full time service, except that persons serving in state elective
positions who are nenbers of the Wshington school enployees’
retirement system teachers' retirenment system or |aw enforcenent
officers' and fire fighters' retirenment systemat the tine of election
or appointnment to such position may elect to continue nenbership in the
Washi ngt on school enployees' retirenent system teachers' retirenent
system or |law enforcenent officers’ and fire fighters' retirenent
system

(i1) A menber shall receive a total of not nore than twel ve service
credit nonths of service for such calendar year. |If an individual is
enployed in an eligible position by one or nore enployers the
i ndi vi dual shall receive no nore than one service credit nonth during
any cal endar nonth in which nmultiple service for ninety or nore hours
i s rendered.

(ti1) Up to forty-five days of sick leave may be creditable as
service solely for the purpose of determning eligibility to retire
under RCW 41.40.180 as authorized by RCW 28A. 400. 300. For purposes of
plan 2 and plan 3 "forty-five days" as used in RCW 28A.400. 300 is equa
to two service credit nonths. Use of |ess than forty-five days of sick
| eave is creditable as allowed under this subsection as foll ows:

(A) Less than el even days equals one-quarter service credit nonth;

(B) Eleven or nore days but less than twenty-two days equal s one-
hal f service credit nonth;

(C© Twenty-two days equals one service credit nonth;
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(D) Mre than twenty-two days but less than thirty-three days
equal s one and one-quarter service credit nonth;

(E) Thirty-three or nore days but less than forty-five days equals
one and one-half service credit nonth.

(10) "Service credit year" neans an accumulation of nonths of
service credit which is equal to one when divided by twel ve.

(11) "Service credit nonth" means a nonth or an accumul ation of
nmont hs of service credit which is equal to one.

(12) "Prior service" neans all service of an original nenber
rendered to any enployer prior to Cctober 1, 1947.

(13) "Menbership service" neans:

(a) Al service rendered, as a nenber, after COctober 1, 1947,

(b) Al service after Cctober 1, 1947, to any enployer prior to the
time of its adm ssion into the retirenent system for which nenber and
enpl oyer contributions, plus interest as required by RCW 41.50. 125,
have been paid under RCW 41.40. 056 or 41.40. 057,

(c) Service not to exceed six consecutive nonths of probationary
service rendered after April 1, 1949, and prior to becom ng a nenber,
in the case of any nenber, upon paynent in full by such nenber of the
total amount of the enployer's contribution to the retirenment fund
whi ch would have been required under the law in effect when such
probationary service was rendered if the nmenber had been a nenber
during such period, except that the amunt of the enployer's
contribution shall be calculated by the director based on the first
nmont h' s conpensati on earnabl e as a nenber;

(d) Service not to exceed six consecutive nonths of probationary
service, rendered after Cctober 1, 1947, and before April 1, 1949, and
prior to becoming a nenber, in the case of any nenber, upon paynent in
full by such nenber of five percent of such nenber's salary during said
period of probationary service, except that the amunt of the
enpl oyer's contribution shall be calculated by the director based on
the first nonth's conpensati on earnable as a nmenber.

(14)(a) "Beneficiary" for plan 1 nenbers, neans any person in
recei pt of a retirenent all owance, pension or other benefit provided by
this chapter.

(b) "Beneficiary" for plan 2 and plan 3 nenbers, neans any person
in receipt of a retirenent allowance or other benefit provided by this
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chapter resulting from service rendered to an enployer by another
per son.

(15) "Regular interest” nmeans such rate as the director may
determ ne

(16) "Accunul ated contributions” neans the sumof all contributions
standing to the credit of a nmenber in the nenber's individual account,
i ncluding any anmount paid under RCW 41.50.165(2), together with the
regul ar interest thereon.

(17)(a) "Average final conpensation” for plan 1 nenbers, neans the
annual average of the greatest conpensation earnable by a nenber during
any consecutive two year period of service credit nonths for which
service credit is allowed; or if the nenber has |l ess than tw years of
service credit nonths then the annual average conpensation earnable
during the total years of service for which service credit is allowed.

(b) "Average final conpensation"” for plan 2 and plan 3 nenbers
means the nenber's average conpensation earnable of the highest
consecutive sixty nonths of service credit nonths prior to such
menber's retirenent, termnation, or death. Periods constituting
aut hori zed | eaves of absence may not be used in the calculation of
average final conpensation except under RCW41.40.710(2).

(18) "Final conpensation” neans the annual rate of conpensation
earnable by a nenber at the tine of term nation of enploynent.

(19) "Annuity" means paynents for |ife derived from accumul ated
contributions of a nenber. Al'l annuities shall be paid in nonthly
i nstall nents.

(20) "Pension" neans paynents for life derived fromcontributions
made by the enployer. Al pensions shall be paid in nonthly
i nstall nents.

(21) "Retirenent allowance" neans the sum of the annuity and the
pensi on.

(22) "Enployee" or "enployed" neans a person who is providing
services for conpensation to an enployer, unless the person is free
fromthe enployer's direction and control over the performance of work.
The departnment shall adopt rules and interpret this subsection
consistent with conmmon | aw.

(23) "Actuarial equivalent" neans a benefit of equal value when
conputed upon the basis of such nortality and other tables as nmay be
adopted by the director.
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(24) "Retirenment" neans wthdrawal from active service with a
retirement allowance as provided by this chapter.

(25) "Eligible position" neans:

(a) Any position that, as defined by the enployer, normally
requires five or nore nonths of service a year for which regular
conpensation for at |east seventy hours is earned by the occupant
t her eof . For purposes of this chapter an enployer shall not define
"position” in such a manner that an enployee's nonthly work for that
enpl oyer is divided into nore than one position;

(b) Any position occupied by an elected official or person
appointed directly by the governor, or appointed by the chief justice
of the suprenme court under RCW 2.04.240(2) or 2.06.150(2), for which
conpensation i s paid.

(26) "Ineligible position" mnmeans any position which does not
conform with the requirenents set forth in subsection (25) of this
section.

(27) "Leave of absence" neans the period of tinme a nenber is
aut horized by the enployer to be absent from service wthout being
separated from nmenbershi p.

(28) "Totally incapacitated for duty" neans total inability to
performthe duties of a nenber's enploynent or office or any ot her work
for which the nenber is qualified by training or experience.

(29) "Retiree" neans any person who has begun accruing a retirenent
al l omance or other benefit provided by this chapter resulting from
service rendered to an enployer while a nenber.

(30) "Director"” neans the director of the departnent.

(31) "State elective position" nmeans any position held by any
person el ected or appointed to statewide office or elected or appointed
as a nmenber of the |egislature.

(32) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).

(33) "Plan 1" neans the public enployees' retirenent system plan
1 providing the benefits and funding provisions covering persons who
first becanme nenbers of the systemprior to Cctober 1, 1977.

(34) "Plan 2" neans the public enployees' retirenent system plan
2 providing the benefits and funding provisions covering persons who
first becane nenbers of the system on and after COctober 1, 1977, and
are not included in plan 3.
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35
36
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(35) "Plan 3" neans the public enployees' retirenent system plan
3 providing the benefits and fundi ng provisions covering persons who:

(a) First beconme a nenber on or after:

(i) March 1, 2002, and are enployed by a state agency or institute
of hi gher education and who did not choose to enter plan 2; or

(1i) Septenmber 1, 2002, and are enployed by other than a state
agency or institute of higher education and who did not choose to enter

plan 2; or

(b) Transferred to plan 3 under RCW 41. 40. 795.

(36) "Index" neans, for any calendar year, that year's annual
average consuner price index, Seattle, Washington area, for urban wage
earners and clerical workers, all itens, conpiled by the bureau of
| abor statistics, United States departnment of | abor.

(37) "Index A" mnmeans the index for the year prior to the

determ nation of a postretirenent adjustnent.

(38) "Index B" nmeans the index for the year prior to index A

(39) "Index year" neans the earliest calendar year in which the
index is nore than sixty percent of index A

(40) "Adjustnent ratio" neans the value of index A divided by index
B

(41) "Annual increase" neans((—+nAtaty—FHfty-—ninre)) one dollar
and forty-five cents per nonth per year of service which anmount shal
be increased each July 1st by three percent, rounded to the nearest
cent .

(42) "Separation from service" occurs when a person has term nated
all enploynment with an enpl oyer. Separation from service or enpl oynent
does not occur, and if claimed by an enployer or enployee may be a
violation of RCW 41.40.055, when an enployee and enployer have a
witten or oral agreenent to resune enploynent with the sane enpl oyer
follow ng term nation

(43) "Menber account” or "nmenber's account” for purposes of plan 3
means the sumof the contributions and earnings on behalf of the nenber
in the defined contribution portion of plan 3.

Sec. 5. RCW41.40.010 and 2004 c 242 s 53 are each anended to read
as follows:

As used in this chapter, unless a different neaning is plainly
requi red by the context:
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(1) "Retirenent systent nmeans the public enployees' retirenent
system provided for in this chapter.

(2) "Departnent” neans the departnent of retirenment systens created
in chapter 41.50 RCW

(3) "State treasurer” neans the treasurer of the state of
Washi ngt on.

(4)(a) "Enployer™ for plan 1 nenbers, neans every branch,
departnent, agency, comm ssion, board, and office of the state, any
political subdivision or association of political subdivisions of the
state admtted into the retirement system and legal entities
aut hori zed by RCW 35.63. 070 and 36. 70. 060 or chapter 39.34 RCW and the
termshall also include any | abor guild, association, or organization
t he nenbership of a | ocal |odge or division of which is conprised of at
| east forty percent enployees of an enployer (other than such |abor
gui l d, association, or organization) wthin this chapter. The term may
al so include any city of the first class that has its own retirenent
system

(b) "Enployer" for plan 2 and plan 3 nenbers, neans every branch,
depart nent, agency, conm ssion, board, and office of the state, and any
political subdivision and nunicipal corporation of the state admtted
into the retirenment system including public agencies created pursuant
to RCW 35.63.070, 36.70.060, and 39.34.030; except that after August
31, 2000, school districts and educational service districts wll no
| onger be enployers for the public enployees' retirenment system plan 2.

(5) "Menber" means any enpl oyee included in the nenbership of the
retirement system as provided for in RCW 41.40.023. RCW 41. 26. 045
does not prohibit a person otherwise eligible for nmenbership in the
retirenment system from establishing such nmenbership effective when he
or she first entered an eligible position.

(6) "Original nmenber” of this retirenment system neans:

(a) Any person who becane a nenber of the systemprior to April 1,
1949;

(b) Any person who becones a nenber through the adm ssion of an
enpl oyer into the retirenent system on and after April 1, 1949, and
prior to April 1, 1951,

(c) Any person who first becomes a nenber by securing enploynment
with an enployer prior to April 1, 1951, provided the nenber has
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rendered at | east one or nore years of service to any enployer prior to
Cctober 1, 1947,

(d) Any person who first beconmes a nenber through the adm ssion of
an enployer into the retirenent system on or after April 1, 1951,
provi ded, such person has been in the regular enploy of the enployer
for at |least six nonths of the twelve-nonth period preceding the said
adm ssi on date;

(e) Any nmenber who has restored all contributions that nay have
been withdrawn as provided by RCW 41.40.150 and who on the effective
date of the individual's retirenent becones entitled to be credited
with ten years or nore of nenbership service except that the provisions
relating to the m ni num anount of retirenment allowance for the nmenber
upon retirenment at age seventy as found in RCW41.40.190(4) shall not
apply to the nenber;

(f) Any nenber who has been a contributor under the systemfor two
or nore years and who has restored all contributions that nmay have been
wi t hdrawn as provided by RCW41.40. 150 and who on the effective date of
the individual's retirenent has rendered five or nore years of service
for the state or any political subdivision prior to the tinme of the
adm ssion of the enployer into the system except that the provisions
relating to the m ni num anount of retirenment allowance for the nenber
upon retirenment at age seventy as found in RCW41.40.190(4) shall not
apply to the nenber.

(7) "New menber" nmeans a person who becones a nenber on or after
April 1, 1949, except as otherw se provided in this section.

(8)(a) "Conpensation earnable"” for plan 1 nenbers, nmeans sal aries
or wages earned during a payroll period for personal services and where
the conpensation is not all paid in noney, maintenance conpensation
shall be included upon the basis of the schedul es established by the
menber' s enpl oyer.

(1) "Conpensation earnable” for plan 1 nmenbers also includes the
followi ng actual or inputed paynents, which are not paid for persona
servi ces:

(A) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equivalent of the salary or wage which the
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i ndividual would have earned during a payroll period shall be
consi dered conpensation earnable and the individual shall receive the
equi val ent service credit;

(B) If a leave of absence is taken by an individual for the purpose
of serving in the state |legislature, the salary which would have been
received for the position from which the | eave of absence was taken
shall be considered as conpensation earnable if the enployee's
contribution is paid by the enployee and the enployer's contribution is
paid by the enpl oyer or enpl oyee;

(C Assault pay only as authorized by RCW27.04.100, 72.01.045, and
72.09. 240;

(D) Conmpensation that a nenber would have received but for a
disability occurring in the line of duty only as authorized by RCW
41. 40. 038;

(E) Conpensation that a nenber receives due to participation in the
| eave sharing program only as authorized by RCW 41.04.650 through
41.04.670; and

(F) Conpensation that a nenber receives for being in standby
st at us. For the purposes of this section, a nenber is in standby
status when not being paid for tinme actually worked and the enpl oyer
requires the nenber to be prepared to report imediately for work, if
the need arises, although the need nay not ari se.

(11) "Conpensation earnable" does not include:

(A) Remuneration for wunused sick |eave authorized under RCW
41. 04. 340, 28A. 400.210, or 28A. 310.490;

(B) Renmuneration for unused annual |eave in excess of thirty days
as aut horized by RCW43.01. 044 and 43. 01. 041.

(b) "Compensation earnable" for plan 2 and plan 3 nenbers, neans
salaries or wages earned by a nenber during a payroll period for
personal services, including overtine paynents, and shall include wages
and sal ari es deferred under provisions established pursuant to sections
403(b), 414(h), and 457 of the United States Internal Revenue Code, but
shal | excl ude nonnoney nai ntenance conpensati on and | unp sum or ot her
paynments for deferred annual sick |eave, unused accunul ated vacati on,
unused accumnul at ed annual |eave, or any form of severance pay.

"Conpensation earnable"” for plan 2 and plan 3 nenbers al so i ncl udes
the following actual or inputed paynents, which are not paid for
personal services:
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(1) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equivalent of the salary or wage which the
i ndi vidual would have earned during a payroll period shall be
consi dered conpensation earnable to the extent provided above, and the
i ndi vi dual shall receive the equivalent service credit;

(i) I'n any year in which a nmenber serves in the |egislature, the
menber shall have the option of having such nenber's conpensation
earnabl e be the greater of:

(A) The conpensation earnable the nenber would have received had
such nmenber not served in the legislature; or

(B) Such nenmber's actual conpensation earnable received for
nonl egi sl ative public enploynent and | egi sl ative service conbi ned. Any
additional contributions to the retirenent system required because
conpensati on earnable under (b)(ii)(A) of this subsection is greater
t han conpensation earnable under (b)(ii)(B) of this subsection shall be
paid by the nenber for both nenber and enpl oyer contributions;

(iii) Assault pay only as authorized by RCW 27.04.100, 72.01. 045,
and 72.09. 240;

(1v) Compensation that a nenber would have received but for a
disability occurring in the line of duty only as authorized by RCW
41. 40. 038;

(v) Conpensation that a nenber receives due to participation in the
| eave sharing program only as authorized by RCW 41.04.650 through
41.04.670; and

(vi) Conpensation that a nenber receives for being in standby
st at us. For the purposes of this section, a nenber is in standby
status when not being paid for tine actually worked and the enpl oyer
requires the nenber to be prepared to report imediately for work, if
the need arises, although the need nay not ari se.

(9)(a) "Service" for plan 1 nenbers, except as provided in RCW
41.40. 088, neans periods of enploynent in an eligible position or
positions for one or nore enployers rendered to any enpl oyer for which
conpensation is paid, and includes tinme spent in office as an el ected
or appointed official of an enployer. Conpensation earnable earned in
full time work for seventy hours or nore in any given cal endar nonth
shall constitute one service credit nonth except as provided in RCW
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41. 40. 088. Conpensation earnable earned for | ess than seventy hours in
any cal endar nonth shall constitute one-quarter service credit nonth of
service except as provided in RCW 41.40.088. Only service credit
nmont hs and one-quarter service credit nonths shall be counted in the
conputation of any retirenent allowance or other benefit provided for
in this chapter. Any fraction of a year of service shall be taken into
account in the conmputation of such retirenment allowance or benefits.
Time spent in standby status, whether conpensated or not, is not
servi ce.

(i) Service by a state enployee officially assigned by the state on
a tenporary basis to assist another public agency, shall be consi dered
as service as a state enpl oyee: PROVI DED, That service to any other
public agency shall not be considered service as a state enployee if
such service has been used to establish benefits in any other public
retirenment system

(1i) An individual shall receive no nore than a total of twelve
service credit nonths of service during any cal endar year. [f an
individual is enployed in an eligible position by one or nore enpl oyers
the individual shall receive no nore than one service credit nonth
during any cal endar nonth in which nmultiple service for seventy or nore
hours i s rendered.

(iii1) A school district enployee may count up to forty-five days of
sick | eave as creditable service solely for the purpose of determning
eligibility to retire under RCW 41.40.180 as authorized by RCW
28A. 400. 300. For purposes of plan 1 "forty-five days" as used in RCW
28A. 400.300 is equal to two service credit nonths. Use of l|ess than
forty-five days of sick leave is creditable as allowed under this
subsection as foll ows:

(A) Less than twenty-two days equals one-quarter service credit
nmont h;

(B) Twenty-two days equals one service credit nonth;

(C Mre than twenty-two days but |less than forty-five days equal s
one and one-quarter service credit nonth.

(b) "Service" for plan 2 and plan 3 nenbers, neans periods of
enpl oynent by a nenber in an eligible position or positions for one or
nmore enpl oyers for which conpensation earnable is paid. Conpensation
earnabl e earned for ninety or nore hours in any cal endar nonth shal
constitute one service credit nonth except as provided in RCW
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41. 40.088. Conpensation earnable earned for at |east seventy hours but
| ess than ninety hours in any cal endar nonth shall constitute one-half
service credit nonth of service. Conpensation earnable earned for |ess
t han seventy hours in any cal endar nonth shall constitute one-quarter
service credit nonth of service. Tine spent in standby status, whether
conpensated or not, is not service.

Any fraction of a year of service shall be taken into account in
the conputation of such retirenment allowance or benefits.

(1) Service in any state elective position shall be deened to be
full time service, except that persons serving in state elective
positions who are nenbers of the Wshington school enployees’
retirenent system t eachers’ retirenent system public safety
enpl oyees' retirenment system or |aw enforcenent officers' and fire
fighters' retirenment systemat the time of election or appointnment to
such position may elect to continue nenbership in the Washi ngton schoo
enpl oyees' retirenent system teachers' retirenment system public
safety enpl oyees' retirenent system or |aw enforcenent officers' and
fire fighters' retirenent system

(i1) A menber shall receive a total of not nore than twel ve service
credit nonths of service for such calendar year. |If an individual is
enployed in an eligible position by one or nore enployers the
i ndi vi dual shall receive no nore than one service credit nonth during
any cal endar nonth in which nmultiple service for ninety or nore hours
i s rendered.

(tit) Up to forty-five days of sick leave may be creditable as
service solely for the purpose of determning eligibility to retire
under RCW 41.40.180 as authorized by RCW 28A. 400. 300. For purposes of
plan 2 and plan 3 "forty-five days" as used in RCW 28A.400. 300 is equa
to two service credit nonths. Use of |ess than forty-five days of sick
| eave is creditable as allowed under this subsection as foll ows:

(A) Less than el even days equals one-quarter service credit nonth;

(B) Eleven or nore days but less than twenty-two days equal s one-
hal f service credit nonth;

(© Twenty-two days equals one service credit nonth;

(D) More than twenty-two days but less than thirty-three days
equal s one and one-quarter service credit nonth;

(E) Thirty-three or nore days but less than forty-five days equals
one and one-half service credit nonth.
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(10) "Service credit year" neans an accunmulation of nonths of
service credit which is equal to one when divided by twelve.

(11) "Service credit nonth" means a nonth or an accumul ation of
nmont hs of service credit which is equal to one.

(12) "Prior service" neans all service of an original nenber
rendered to any enployer prior to Cctober 1, 1947.

(13) "Menbership service" neans:

(a) Al service rendered, as a nenber, after COctober 1, 1947,

(b) Al service after Cctober 1, 1947, to any enployer prior to the
time of its adm ssion into the retirenent system for which nenber and
enpl oyer contributions, plus interest as required by RCW 41.50. 125,
have been paid under RCW 41.40. 056 or 41.40. 057,

(c) Service not to exceed six consecutive nonths of probationary
service rendered after April 1, 1949, and prior to becom ng a nenber,
in the case of any nenber, upon paynent in full by such nenber of the
total amount of the enployer's contribution to the retirenment fund
whi ch would have been required under the law in effect when such
probationary service was rendered if the menber had been a nenber
during such period, except that the amunt of the enployer's
contribution shall be calculated by the director based on the first
nmont h' s conpensati on earnabl e as a nenber;

(d) Service not to exceed six consecutive nonths of probationary
service, rendered after Cctober 1, 1947, and before April 1, 1949, and
prior to becoming a nenber, in the case of any nenber, upon paynent in
full by such nenber of five percent of such nenber's salary during said
period of probationary service, except that the amunt of the
enpl oyer's contribution shall be calculated by the director based on
the first nonth's conpensati on earnable as a nenber.

(14)(a) "Beneficiary" for plan 1 nenbers, neans any person in
recei pt of a retirenent allowance, pension or other benefit provided by
this chapter.

(b) "Beneficiary" for plan 2 and plan 3 nenbers, neans any person
inreceipt of a retirenent allowance or other benefit provided by this
chapter resulting from service rendered to an enployer by another
per son.

(15) "Regular interest” nmeans such rate as the director may
det erm ne
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(16) "Accunul ated contributions” neans the sumof all contributions
standing to the credit of a nmenber in the nenber's individual account,
i ncluding any anmount paid under RCW 41.50.165(2), together with the
regul ar interest thereon.

(17)(a) "Average final conpensation” for plan 1 nenbers, neans the
annual average of the greatest conpensation earnable by a nenber during
any consecutive two year period of service credit nonths for which
service credit is allowed; or if the nenber has |l ess than tw years of
service credit nonths then the annual average conpensation earnable
during the total years of service for which service credit is allowed.

(b) "Average final conpensation"” for plan 2 and plan 3 nenbers
means the nenber's average conpensation earnable of the highest
consecutive sixty nonths of service credit nonths prior to such
menber's retirenent, termnation, or death. Periods constituting
aut hori zed | eaves of absence may not be used in the calculation of
average final conpensation except under RCW41.40.710(2).

(18) "Final conpensation” neans the annual rate of conpensation
earnable by a nenber at the tine of term nation of enploynent.

(19) "Annuity" means paynents for |ife derived from accumul ated
contributions of a nenber. Al'l annuities shall be paid in nonthly
i nstall nents.

(20) "Pension" neans paynents for life derived fromcontributions
made by the enployer. Al  pensions shall be paid in nonthly
i nstal |l nents.

(21) "Retirenent allowance" nmeans the sum of the annuity and the
pensi on.

(22) "Enployee" or "enployed" neans a person who is providing
services for conpensation to an enployer, unless the person is free
fromthe enployer's direction and control over the performance of work.
The departnment shall adopt rules and interpret this subsection
consistent with conmon | aw.

(23) "Actuarial equivalent" neans a benefit of equal value when
conputed upon the basis of such nortality and other tables as may be
adopted by the director.

(24) "Retirenent" neans wthdrawal from active service with a
retirenment allowance as provided by this chapter.

(25) "Eligible position" neans:
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(a) Any position that, as defined by the enployer, normally
requires five or nore nonths of service a year for which regular
conpensation for at |east seventy hours is earned by the occupant
t her eof . For purposes of this chapter an enployer shall not define
"position” in such a manner that an enployee's nonthly work for that
enpl oyer is divided into nore than one position;

(b) Any position occupied by an elected official or person
appointed directly by the governor, or appointed by the chief justice
of the suprene court under RCW 2.04.240(2) or 2.06.150(2), for which
conpensation i s paid.

(26) "lIneligible position" mneans any position which does not
conform with the requirenents set forth in subsection (25) of this
section.

(27) "Leave of absence" neans the period of tinme a nenber is
aut horized by the enployer to be absent from service w thout being
separated from nmenbershi p.

(28) "Totally incapacitated for duty" neans total inability to
performthe duties of a nenber's enploynent or office or any ot her work
for which the nenber is qualified by training or experience.

(29) "Retiree" neans any person who has begun accruing a retirenent
al l omance or other benefit provided by this chapter resulting from
service rendered to an enployer while a nenber.

(30) "Director"” neans the director of the departnent.

(31) "State elective position" nmeans any position held by any
person el ected or appointed to statewide office or elected or appointed
as a nmenber of the |egislature.

(32) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).

(33) "Plan 1" neans the public enployees' retirenent system plan
1 providing the benefits and funding provisions covering persons who
first becanme nenbers of the systemprior to Cctober 1, 1977.

(34) "Plan 2" neans the public enployees' retirenent system plan
2 providing the benefits and funding provisions covering persons who
first becane nenbers of the system on and after October 1, 1977, and
are not included in plan 3.

(35) "Plan 3" neans the public enployees' retirenent system plan
3 providing the benefits and fundi ng provisions covering persons who:

(a) First beconme a nenber on or after:
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32
33
34
35
36
37

(i) March 1, 2002, and are enployed by a state agency or institute
of higher education and who did not choose to enter plan 2; or

(1i) Septenber 1, 2002, and are enployed by other than a state
agency or institute of higher education and who did not choose to enter

plan 2; or

(b) Transferred to plan 3 under RCW 41. 40. 795.

(36) "Index" neans, for any calendar year, that year's annual
average consuner price index, Seattle, Washington area, for urban wage
earners and clerical workers, all itens, conpiled by the bureau of
| abor statistics, United States departnment of | abor.

(37) "Index A" mnmeans the index for the year prior to the

determ nation of a postretirenent adjustnent.

(38) "Index B" nmeans the index for the year prior to index A

(39) "Index year" neans the earliest calendar year in which the
index is nore than sixty percent of index A

(40) "Adjustnent ratio" neans the value of index A divided by index
B

(41) "Annual increase" neans((—+nataty—FHfty-—nine)) one dollar
and forty-five cents per nonth per year of service which anmount shal
be increased each July 1st by three percent, rounded to the nearest
cent .

(42) "Separation from service" occurs when a person has term nated
all enploynment with an enployer. Separation from service or enpl oynent
does not occur, and if claimed by an enployer or enployee may be a
violation of RCW 41.40.055, when an enployee and enployer have a
witten or oral agreenent to resune enploynent with the sane enpl oyer
follow ng term nation

(43) "Menber account” or "nmenber's account” for purposes of plan 3
means the sumof the contributions and earnings on behalf of the nenber
in the defined contribution portion of plan 3.

Sec. 6. RCWA41.40.197 and 1995 ¢ 345 s 5 are each anended to read
as follows:

(1) Beginning July 1, 1995, and annually thereafter, the retirenent
al | onance of a person neeting the requirenments of this section shall be
i ncreased by the annual increase anount.

(2) The followng persons shall be eligible for the benefit
provi ded in subsection (1) of this section:
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(a) A beneficiary who has received a retirenent allowance for at
| east one year by July 1st in the calendar year in which the annua
increase is given and has attained at |east age sixty-six by ((3uhy
ist)) Decenber 31st in the cal endar year in which the annual increase
is given; or

(b) A beneficiary whose retirenent allowance is |ower than the
m ni mum benefit provided under RCW 41. 40. 1984.

(3) The followi ng persons shall also be eligible for the benefit
provi ded in subsection (1) of this section:

(a) A beneficiary receiving the m ni num benefit on June 30, 1995,
under RCW 41. 40. 198; or

(b) A recipient of a survivor benefit on June 30, 1995, which has
been increased by RCW 41. 40. 325.

(4) If otherwise eligible, those receiving an annual adjustnent
under RCW 41.40.188(1)(c) shall be eligible for the annual increase
adjustnment in addition to the benefit that would have been received
absent this section.

(5) Those receiving a benefit under RCW 41.40.220(1), or a survivor
of a disabled nenmber under RCW 41.44.170(5) shall be eligible for the
benefit provided by this section.

(6) The legislature reserves the right to amend or repeal this
section in the future and no nenber or beneficiary has a contractua
right to receive this postretirenent adjustnment not granted prior to
that tine.

Sec. 7. RCWA41.40.1984 and 2004 ¢ 85 s 2 are each anended to read
as follows:

(1) Except as provided in subsections (4) and (5) of this section,
no one who becones a beneficiary after June 30, 1995, shall receive a
monthly retirenent allowance of |ess than twenty-four dollars and
twenty-two cents tinmes the nunber of years of service creditable to the
person whose service is the basis of such retirenment all owance.

(2) Where the retirenent all owance payabl e was adjusted at the tine
benefit paynents to the beneficiary commenced, the m ninmum all owance
provided in this section shall be adjusted in a manner consistent with
t hat adj ust nent.

(3) Beginning July 1, 1996, the mninmm benefit set forth in
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subsection (1) of this section shall be adjusted annually by the annual
I ncrease.

(4) Those receiving a benefit under RCW 41.40.220(1) or under RCW
41.44.170 (3) and (5) shall not be eligible for the benefit provided by
this section.

(5 For persons who served as elected officials and whose
accunul at ed enpl oyee contri butions and credited interest was | ess than
seven hundred fifty dollars at the tinme of retirenment, the m ninum
benefit under subsection (1) of this section shall be ten dollars per
nmont h per each year of creditable service.

(6) Beginning July 1, 2004, the mnimm benefit set forth in
subsection (1) of this section, prior to adjustnents set forth in
subsection (2) of this section, for a beneficiary with at |east twenty-
five years of service and who has been retired at |east twenty years
shall be one thousand dol |l ars per nont h((—Frermnmum-benrefit—+nthis

w waw C - way Ci

subseetton—{3)—ofthis—seet+on)) which shall be increased each July 1st

by three percent, rounded to the nearest cent.

(7) Beginning July 1, 2005, the mninmum benefit set forth in
subsection (1) of this section, prior to adjustnents set forth in
subsection (2) of this section, for a beneficiary with at |east twenty
years of service and who has been retired at |least twenty-five years
shall be one thousand dollars per nonth which shall be increased each
July 1st by three percent, rounded to the nearest cent.

NEW SECTION. Sec. 8. The following acts or parts of acts are each
r epeal ed:

(1) RCW 41.31.010 (Annual pension increases--Ilncreased by gain-
sharing increase anount) and 1998 c¢ 340 s 1,

(2) RCW 41.31.020 (Gain-sharing increase anount calculated) and
1998 ¢ 340 s 2; and

(3) RCW41.31.030 (Contractual right to increase not granted) and
1998 ¢ 340 s 3.

NEW SECTION. Sec. 9. Sections 1 through 4 and 6 through 8 of this
act are necessary for the immedi ate preservation of the public peace,
health, or safety, or support of the state governnent and its existing
public institutions, and take effect inmmediately.
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1 NEW SECTION. Sec. 10. Section 4 of this act expires July 1, 2006.

2 NEW SECTION. Sec. 11. Section 5 of this act takes effect July 1,
3  2006.

~-- END ---
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FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 12/01/2004 Z-0235.1/Z-0246.1

SUMMARY OF BILL:

This bill impacts the Public Employee’s Retirement System plan 1 (PERS 1) and the Teachers Retirement
System plan 1 (TRS 1) by:

+ Enhancing the annual increase amount by 20 cents. This would raise the July 1, 2005 amount
from $1.25 to $1.45.

«  Establishing a $1,000 alternative minimum benefit for members with 20 years of service who have
been retired 25 years.

«  Establishing a 3% annual escalator for both $1,000 alternative minimum benefit provisions.

+  Amending Uniform COLA eligibility requirements to include all retirees who have been retired one
year and will have attained age 66 by December 31st of the calendar year in which the increase is
given.

* Repealing plan 1 gain-sharing.

Effective Date: Immediately upon passage

CURRENT SITUATION:

The Annual Increase Amount is multiplied by each retirees’ months of service to determine the annual
uniform increase retirees receive when they are COLA eligible. The most recent Annual Increase Amount
was $1.21. The Annual Increase Amount increases each year by at least 3 percent. Gain-sharing is also
used to boost the Annual Increase Amount; 38 cents of the current amount is a result of gain-sharing. The
Annual Increase Amount is scheduled to increase to $1.25 on July 1, 2005.

The current $1,000 alternative minimum benefit was established in 2004. PERS 1 and TRS 1 members
with 25 years of service who have been retired 20 years are eligible for this benefit. The benefit has no
automatic escalator and, as a result, will effectively cease in 2010 when the original minimum benefit, which
increases each year by the Annual Increase Amount, will produce a benefit greater than $1,000 for a retired
member with 25 years of service.

The current Uniform COLA provisions require PERS 1 and TRS 1 members to have been retired one year
and to be at least age 66 on July 1st to be eligible for the adjustment paid on July 1st.

Gain sharing in PERS 1 and TRS 1 occurs on even-numbered years. An extraordinary investment
gainoccurs when the average rate of return on assets for the previous 4-year period exceeds 10%. When
this gain occurs, one-half of the gain for PERS 1 and TRS 1 is used to fund a permanent increase in the
PERS 1 and TRS 1 Uniform COLA for current and future retirees.

MEMBERS IMPACTED:
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The 20 cent COLA and the repeal of Plan 1 gain sharing will impact all 77,254 members of PERS 1 and all
46,677 members of TRS 1. The new eligibility requirements for the $1,000 minimum will impact 694 PERS
1 members and 461 TRS 1 members, and indexing the $1,000 will impact an additional 391 PERS 1
members and 338 TRS 1 members. The age 66 COLA will impact half the members in PERS 1 and TRS 1
under age 65.

TRS Plan 1 Under Age 65 Total
Receiving a Benefit 11,776 33,855
Actives 10,996 11,175
Terminated & Vested 1,619 1,647

PERS Plan 1 Under Age 65 Total
Receiving a Benefit 13,029 54,372
Actives 19,029 19,740
Terminated & Vested 3,034 3,142

For a typical member impacted by this bill, the uncertain and irregular adjustment to the Annual Increase
Amount provided by gain sharing is exchanged for a definitely determinable increase. Instead of providing
adjustments to the Annual Increase Amount with gain sharing, the Annual Increase Amount would be
permanently increased by 20 cents. A retiree with 25 years of service would get an increase of $5 per
month.

ASSUMPTIONS:

We assumed that employer contribution rates would decrease after the proposed repeal of Plan 1 gain
sharing because we started with rates that included the cost of future gain-sharing benefits. The cost
impact was developed using the same logic as used for the valuation (rates were determined assuming a
delayed effective date).

FISCAL IMPACT:

Description:

The decrease in contribution rates from the proposed repeal of future gain sharing is partially offset by the
increase due to the proposed benefit improvements.

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable

under the System and the required actuarial contribution rate as shown below:

(Dollars in Millions) Current Increase Total
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Actuarial Present Value of Projected Benefits ~ PERS 1 $13,219 $(237) $12,982
(The Value of the Total Commitment to all Current TRS 1 10,767 (219) 10,548
Members)

Unfunded Actuarial Accrued Liability PERS 1 $2,620 $(237) $2,383
(The Portion of the Plan 1 Liability that is Amortized at TRS 1 1,416 (219) 1,197
2024)

Unfunded Liability (PBO) PERS 1 $2,204 $(202) $2,002
(The Value of the Total Commitment to all Current TRS 1 1,121 (195) 926
Members Attributable to Past Service)

Increase in Contribution Rates: PERS 1 TRS 1
Employee 0.00% 0.00%

Employer State:
(Effective 7/1/2005): (0.40%) (0.84%)
Repeal Gain Sharing
(Effective 9/1/2005):
$0.20 Uniform COLA Increase 0.18% 0.37%
$1000 Minimum Benefit Enhancement 0.01% 0.01%
Age 66 Uniform COLA Improvement 0.03% 0.04%
Total Benefit Improvements 0.22% 0.42%
Net Employer State: (0.18%) (0.42%)
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Fiscal Budget Determinations (Repeal Gain Sharing only):

As a result of the lower required contribution rates, the decrease in funding expenditures is projected to be:

Costs (in Millions):

2005-2007
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2007-2009
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2005-2030
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

PERS TRS SERS __ Total
$(129)  $(57.8)  $(65)  $(77.2)
212 0.0 0.0 212
$(34.1)  $(57.8)  §$(6.5)  $(98.)
$(303)  $(11.8)  $(57)  $(47.8)
§(64.4)  $(69.6) $(12.2)  $(146.2)
$0.0 $00  $0.0 $0.0
$(144)  $(64.3)  $(72)  $(85.9)
23.8 0.0 0.0 23.8
$(38.2)  $(643)  $(7.2)  $(109.7)
$(33.9)  $(132)  $(64)  $(535)
§(72.1)  $(775) $(136)  $(163.2)
$0.0 $00  $0.0 $0.0
$(207.1)  $(898.6) $(103.9) $(1,209.6)
341.8 0.0 00  (3418)
$(548.9)  $(898.6) $(103.9) $(1,551.4)
$(486.8)  $(184.0) §(92.1)  $(762.9)

§(1,035.7)  $(1,082.6) $(196.0) $(2,314.3)
$0.0 $00  $0.0 $0.0
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Fiscal Budget Determinations (Benefit improvements only):

As a result of the higher required contribution rates, the increase in funding expenditures is projected to be:

Costs (in Millions):

2005-2007
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2007-2009
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2005-2030
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

PERS TRS SERS Total
$6.5 $28.9 $3.3 $38.7
10.7 0.0 0.0 10.7

$17.2 $28.9 $3.3 $49.4
$15.3 $5.9 $2.9 $24.1
$32.5 $34.8 $6.2 $73.5
$0.0 $0.0 $0.0 $0.0
$7.9 $32.2 $4.0 $44.1
131 0.0 0.0 131
$21.0 $32.2 $4.0 $57.2
$18.6 $6.6 $3.5 $28.7
$39.6 $38.8 $7.5 $85.9
$0.0 $0.0 $0.0 $0.0
$113.3  $4492 $56.9 $619.4
187.0 0.0 0.0 187.0
$300.3  $449.2 $56.9 $806.4
$266.4 $92.0 $50.4 $408.8
$566.7  $5412  $107.3  $1,2152
$0.0 $0.0 $0.0 $0.0
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Fiscal Budget Determinations (All Changes):

As a result of the lower required contribution rates, the decrease in funding expenditures is projected to be:

Costs (in Millions): PERS TRS SERS Total
2005-2007
State:
General Fund $(6.4)  $(28.9) $(3.2) $(38.5)
Non-General Fund 10.5 0.0 0.0 10.5
Total State $(16.9)  $(28.9) $(3.2) $(49.0)
Local Government $(15.0) $(5.9) $(2.8) $(23.7)
Total Employer $(31.9)  $(34.8) $(6.0) $(72.7)
Total Employee $0.0 $0.0 $0.0 $0.0
2007-2009
State:
General Fund $6.5  $(32.1) $(3.2) $(41.8)
Non-General Fund 10.7 0.0 0.0 10.7
Total State $(17.2)  $§(32.1) $(3.2) $(52.5)
Local Government $(15.3) $(6.6) $(2.9) $(24.8)
Total Employer $(32.5)  $(38.7) $(6.1) $(77.3)
Total Employee $0.0 $0.0 $0.0 $0.0
2005-2030
State:
General Fund $(93.8) $(449.4)  §(47.0)  $(590.2)
Non-General Fund 154.8 0.0 0.0 154.8
Total State $(248.6) $(449.4)  $(47.0)  $(745.0)
Local Government $(220.4)  $(92.0)  $(41.7) $(354.1)
Total Employer $(469.0) $(541.4)  $(88.7) $(1,099.1)
Total Employee $0.0 $0.0 $0.0 $0.0
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally
accepted actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those
used in preparing the September 30, 2003 actuarial valuation report of the Public Employees
Retirement System and the Teachers’ Retirement System, except for the cost of the $1,000 minimum
benefit, which was based on data from the September 30, 2002 actuarial valuation report.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from
those presented in the valuation report or this fiscal note to the extent that actual experience differs
from that projected by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in
the actuarial valuation report include the following:

4. The analysis of this bill does not consider any other proposed changes to the system. The combined
effect of several changes to the system could exceed the sum of each proposed change considered
individually.

5. This fiscal note is intended for use only during the 2005 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and
amortizes the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the
UAAL in Plan 1. The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average
working lifetime of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various

times, determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e.

interest rate, rate of salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into

account such items as the effect of advancement in age as well as past and anticipated future

compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents
the portion of the cost of projected benefits allocated to the current plan year.
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Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

+ The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining

cost is called the UAAL.
« The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the

year 2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits
attributable to service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the
Valuation Assets. This is the portion of all benefits earned to date that are not covered by plan assets.
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Plan 3 Gain-Sharing

Background

In the Plans 3, active, retired and term-vested members receive gain-sharing
distributions as lump sum dollar amounts deposited directly into their defined
contribution accounts. The increases are contingent on the occurrence of
extraordinary gains, which occur whenever the compound average of investment
returns on pension fund assets exceeds 10% for the previous four state fiscal
years. Since the implementation of gain-sharing in 1998 there have been two
gain-sharing distributions.

Committee Activity

Subgroup Activity:
November 9, 2004 - Subgroup meeting
November 11, 2004 - Subgroup meeting
December 1, 2004 - Subgroup meeting

Presentation and Proposal:
December 7, 2004 - Executive Committee
December 7, 2004 - Full Committee

Recommendation to Legislature

Amend and replace Plan 3 gain-sharing, and remove the annual window for Plan
3 contribution rate changes, replacing them with the following:

1. A modified "rule of 90" for the Plans 2/3 that would allow all vested members
with a minimum age of 60 to qualify for retirement if any combination of age
and service equals 90, and with unreduced retirement benefits for prospective
service credit;

2. Plan 2/3 choice for new members of TRS and SERS (using the same terms as
currently exist for PERS); and

3. an annual employer contribution into the existing Plan 3 member accounts in
SERS.

Staff Contact

Laura Harper, Senior Research Analyst/Legal
360-586-7616 — harper.laura@leg.wa.gov


mailto:harper.laura@leg.wa.gov

Select Committee on Pension Policy
Plan 3 Gain-Sharing

(December 6, 2004)

Issue The issue before the SCPP is whether to
recommend legislation that would amend and
replace Plan 3 gain-sharing, and remove the
annual window for Plan 3 member contribution
rate changes, replacing them with the following:

J a modified “rule of 90" for vested members
of the Plans 2/3 with prospective
unreduced retirement benefits and a
minimum age of 60;

. Plan 2/3 choice for new members of TRS
and SERS (using the same terms as
currently exist for PERS); and

. an annual employer contribution into the
existing Plan 3 member accounts in SERS.

Staff Laura Harper, Senior Research Analyst/Legal
360-586-7616

Subgroup Recommendation

At its meeting on November 9, 2004, the Purchasing Power/Gain-Sharing
subgroup of the SCPP instructed the OSA staff to develop a proposal that
would be brought to the December SCPP meeting. The proposal would involve
a “tradeoff” of certain benefits that would replace Plan 3 gain-sharing benefits.
Suggested components for the Plan 3 tradeoff included a rule of 90, five-year
vesting for the Plans 3 and direct deposits into plan 3 member accounts. The
target cost for the tradeoff package was to approximate half of the forecasted
cost of future gain-sharing. No consensus was reached in the subgroup and
staff was not given specific direction as to the elements of the tradeoff package.

December 2004 R004 e ks Page [ of Il
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Several draft proposals were outlined by staff for consideration by the
subgroup. Staff provided a handout describing the draft proposals on
November 11, 2004, and after additional feedback from several subgroup
members, staff refined the package to include the three elements described
above: modified rule of 90, Plan 2/3 choice and SERS 3 contributions.

On December 1, 2004, several subgroup members (Fromhold, Charles and
Parr) met to consider the evaluation of two elements of the tradeoff package by
tax counsel for DRS (Plan 2/3 choice and SERS 3 contributions). As the result
of that meeting, it was determined that further negotiations were necessary
among the affected member groups before a final proposal could come before
the SCPP. On the afternoon of December 1, 2004, the OSA was given direction
by Representative Fromhold (for the subgroup) to add a repeal of the annual
member contribution rate flexibility in the Plans 3 in order to avoid problems
with the IRS around the issue of Plan 2/3 choice.

The Executive Committee has not yet heard this proposal. This agenda item is
to be considered by the Executive Committee prior to the full SCPP meeting on
December 7, 2004.

Members Impacted

This proposal would impact the active, retired and terminated and vested
(“term-vested”) members of the TRS, SERS and PERS Plans 2/3. As of
September 30, 2003, there were 277,618 members among these three
categories (all systems combined). For detailed information regarding members
impacted, see the draft fiscal note which is provided as a handout for the
December 7, 2004 meeting.

Current Situation
Retirement Eligibility

Currently, with respect to normal retirement, Plan 2/3 members of TRS, SERS
and PERS are eligible to retire with unreduced benefits when they are vested
and reach age 65. The vesting period for the Plans 2 is five years. The vesting
period for the defined benefit component of the Plans 3 is ten years, or 5 years
if 12 months of service were accrued after attaining age 54. (Plan 3 members
are immediately vested in the defined contribution portion of their benefit.)

December 2004 R004 e ks Page 2 of I
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Plan 2/3 Choice

Currently, of the three systems, PERS is the only one that has Plan 2/3 choice.
New PERS employees have a period of ninety days to make an irrevocable
choice to become a member of Plan 2 or Plan 3. At the end of ninety days, if a
member has not made a choice to become a member of Plan 2, he or she
automatically becomes a member of Plan 3. In TRS and SERS, new employees
automatically become members of Plan 3, and the Plans 2 are closed to new
hires.

Plan 3 Gain-Sharing

Gain-sharing is a mechanism that increases benefits. The increases are not
automatic, but are contingent on the occurrence of “extraordinary investment
gains.” Extraordinary gains occur when the compound average of investment
returns on pension fund assets exceeds 10% for the previous four state fiscal
years. When this occurs, a calculation is performed to determine a dollar
amount that will be distributed to eligible members. Gain-sharing calculations
are currently made once each biennium with potential distributions occurring
in January of even-numbered years. In the Plans 3 of PERS, SERS and TRS,
active, retired and term-vested members receive distributions as lump sum
dollar amounts deposited directly into their defined contribution accounts
based on years of service credit. There have been two gain-sharing
distributions since the inception of gain-sharing: one in 1998 and one in 2000.

Plan 3 Member Rate Flexibility

A current provision in the defined contribution portion of the hybrid Plans 3
allows members to change their contribution rate option annually by notifying
their employer in writing during the month of January. This contribution rate
flexibility has been implemented for TRS but has never been implemented for
PERS and SERS because of its questionable status with the IRS. DRS has
asked for IRS approval of this provision, but review has been pending for 2.5
years and no answer has been given.
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0:\Reports\Interim lssues\2004\Issues\Plan 3 Gain-sharingTradeoff.wpd



Select ommittee on Pension Policy

Proposal
Modified Rule of 90 for Retirement Eligibility

With respect to retirement eligibility, the proposal would institute a modified
“rule of 90" for vested members that uses an age 60 minimum, and that has
unreduced benefits for prospective service only in TRS 2/3, SERS 2/3 and
PERS 2/3. This modified rule of 90 means that a vested member who is at
least 60 years old can retire when the sum of the member’s age and the
member’s service credit years totals ninety or more. “Unreduced retirement for
prospective service only” means that service credit accrued prior to the effective
date of the bill, i.e. July 1, 2007, would be subject to any required reductions
for early retirement. The portion of the benefit that is based on service credit
accrued after July 1, 2007 would be unreduced. An example of the modified
rule of 90 follows:

Example, Modified Rule of 90

Consider a Plan 2 member who is 60 years old and who earned the first
half of his or her 30 years of service credit before July 1, 2007 and the
second half of their service credit years after July 1, 2007. The member
meets the minimum requirements for the rule of 90 because the member
is vested, is at least 60 years old, and the sum of the member’s age and
the member’s service credit years (60+30) equals 90.

Because the rule of 90 provides unreduced retirement benefits on a
prospective basis only, then one-half of the member’s benefit is
unreduced (for the fifteen service credit years earned after July 1, 2007),
and one-half is subject to the required reductions for early retirement
(the fifteen service credit years earned before July 1, 2007). Generally,
the applicable benefit reduction for retiring 5 years earlier than the Plan
2 normal retirement age of 65 with at least 30 years of service is 3% per
year as provided in the alternate early retirement provisions of the Plans
2. This means that the member’s benefit would be reduced by 15% (3%
x 5 years) for retiring at age 60. Under the modified rule of 90, only one-
half of the benefit would be subject to that reduction (i.e. that half that
was earned prior to the effective date of the rule of 90). One-half of 15%
is 7.5%, so the total reduction of the benefit would be 7.5%.
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Assuming an monthly retirement benefit of $1,000 (before reductions),
the member that retires at age 60 without rule of 90 is subject to a 15%
reduction, giving the member a monthly benefit of $850. With the
modified rule of 90, the member’s benefit is reduced by 7.5% (which is
one-half of 15%), giving the member a monthly benefit of $925. For
those hired after July 1, 2007, there will be no benefit reductions for
retiring under the rule of 90.

Summary of Example - Modified Rule of 90:
Percent Reduction Monthly Benefit

Benefit Before Reductions 0 % $1,000
Benefit Without Rule of 90 15% $ 850
Benefit With Rule of 90 7.5% $ 925

Plan 2/3 Choice

As another element of the tradeoff proposal, Plan 2/3 choice would be added
for TRS and SERS members hired on or after July 1, 2007 (using the same
structure for choice as is currently in PERS). New hires would have a ninety-
day window to make an irrevocable choice to become a member of Plan 2 or 3.
At the end of ninety days, if the member has not made a choice to become a
member of Plan 2, he or she would automatically become a member of Plan 3.

Tax counsel for DRS has expressed concern over multiple elections (or choices)
by members in the Plans 2/3, as the IRS does not allow a high degree of choice
or member flexibility in 401(a) plans. Washington’s Plans 3 fall within this
category, as they are 401(a) defined benefit plans with a defined contribution
component. DRS was advised of possible problems with the provision allowing
annual member contribution rate flexibility if the Plan 2/3 choice provision was
added for all plans.

Plan 3 Member Rate Flexibility

After considering the tax advice, and in order to retain the Plan 2/3 choice
element within the tradeoff proposal, the subgroup recommended removing the
provision for annual member contribution rate flexibility in the Plans 3. This
latter provision, found in RCW 41.34.040(4), allows members to change their
contribution rate option annually by notifying their employer in writing during
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the month of January. It should be noted that annual contribution rate
flexibility has never been implemented for PERS and SERS because of its
questionable status with the IRS.

Plan 3 Gain-Sharing

As the final element of the tradeoff, this proposal would eliminates Plan 3 gain-
sharing for TRS and PERS, and retain an amended version of Plan 3 gain-
sharing for existing SERS members. The SERS 3 provision was included
because SERS 3 members get the least benefit of the three systems from a Rule
of 90, and the provision would help provide more balance in the gain-sharing
trade-off for all plan 3 members. Existing SERS 3 members (not new hires)
would receive a uniform annual contribution of $10 to their defined
contribution accounts that is increased by three percent (3%) per year rounded
to the nearest cent, which is then multiplied by service credit years. Thus, the
benefit increases for each additional year of service credit earned by the
member.

Example, SERS 3 Contribution

Regarding the $10 SERS 3 contribution, the $10 would increase at
3% per year and the contribution amount would increase for each
additional year of service. The typical SERS 3 member would
receive a benefit with a present value of $2,200. A SERS 3
member with 11 years of service would receive an employer
contribution of $110 the first year, and if the member remained
employed by SERS, the member would receive $124 the second
year and $544 the twentieth year.

The $10 per service credit year amount would continue to be deposited into
each eligible SERS 3 member’s defined contribution account for life, or until
termination of employment if the member is not vested. Because this element
of the tradeoff proposal applies to a closed group of existing employees (those
hired prior to the effective date of the legislation), its cost will taper off in the
future and eventually go away.
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Policy Analysis
Modified Rule of 90 for Retirement Eligibility

A rule of 90 would move toward a more career-based retirement benefit for the
Plans 2/3 in that younger workers would be rewarded for long-term public
service by receiving an unreduced retirement benefit prior to the time at which
they would normally be expected to leave the workforce. The cost of a life-time
benefit for such individuals would be higher because the benefit would be paid
over a longer period of time. Members who enter the workforce at age 40 and
above would not benefit from the rule of 90 as there would be no combination
of age and service that could result in a full retirement benefit earlier than age
65, the current normal retirement age for the Plans 2/3.

By making the rule apply prospectively only, the cost of this benefit is
somewhat reduced. (Compare to the draft fiscal note for the “full” rule of 90,
which is also part of the materials for the December 9, 2004 meeting.) Also,
the minimum age of 60 lowers the cost of a rule of 90 and creates less
departure from the age-based designs of the Plans 2/3. Finally, applying the
rule of 90 prospectively avoids having new plan members pay for the past
service of existing members, thus promoting inter-generational equity in
funding the benefit.

For additional policy analysis, see the Age 65 Retirement Options report dated
October 12, 2004 and the Age 65 Retirement Report dated September 1, 2004.

Plan 2/3 Choice

This element of the proposal would bring consistency for new hires in PERS,
TRS and SERS. Currently, only those hired into a PERS position have Plan
2/3 choice. Generally, it is the legislature’s policy and intent to provide similar
benefits within the retirement systems of the state wherever possible. See RCW
41.50.005(1). However, if the intended policy is to move toward a plan 3 hybrid
pension model (defined benefit plus defined contribution) for all new hires, this
element of the proposal would conflict with that policy.

Plan 3 Member Rate Flexibility
As mentioned above, the subgroup was informed of advice from tax counsel to

DRS expressing concern over multiple elections (or opportunities for choice) in
the Plans 2/3. DRS was advised of possible problems with annual member
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contribution rate flexibility if the Plan 2/3 choice provision was added for all
plans. It was also noted that contribution rate flexibility already has
questionable tax status. The subgroup recommended elimination of
contribution rate flexibility in the Plans 3 in order to avoid IRS problems. Plan
2/3 choice for new hires, on the other hand, is the type of benefit that has been
approved in many other 401(a) plans, and is not viewed as problematic for the
IRS in its own right.

Removal of contribution rate flexibility will not only eliminate IRS uncertainty,
but it will also contribute to consistency among the plans, as this provision has
been implemented in TRS but not in PERS or SERS. On the other hand, if the
IRS approves member contribution rate flexibility for all the Plans 3, this
element of the proposal would remove a significant benefit from the Plans 3.

Plan 3 Gain-Sharing

This final element of the proposal is the most complex from a policy
perspective, and has implications for the entire tradeoff package. The proposal
would eliminate Plan 3 gain-sharing for members of PERS and TRS, and would
amend gain-sharing for SERS to provide a definite annual contribution into the
Plan 3 member accounts. The entire benefit package identified in this propos