Plan 3 Vesting

Background

New Plan 3 members of TRS, SERS, and PERS are vested in the defined
benefit portion of their plan after ten years of service or after five years
of service if 12 months of that service is earned after attaining age 54.
Plan 3 members are immediately vested in the defined benefit portion of
their plan.

Committee Activity
Presentations:
July 19, 2005 - Executive Committee
August 23, 2005 - Full Committee

Proposal:
October 18, 2005 - Full Committee

Recommendation to Legislature
Reduce the required length of service for defined benefit vesting in the

PERS, SERS, and TRS Plans 3 from ten years to five years for all
members.

Staff Contact

Laura Harper, Senior Research Analyst, Legal
360.786.6145; harper.laura@leg.wa.gov




Select Committee on Pension Policy
Plan 3 Vesting

(December 16, 2005)
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Staff

Members Impacted

Current Situation

History

Reduce the required length of service for vesting
in the Defined Benefit (DB) portion of the PERS,
SERS, and TRS Plans 3 from ten years to five
years.

Laura Harper, Senior Research Analyst/Legal
(360) 786-6145

As of the most recent valuation, there were
58,101 Plan 3 members who were not vested.
Non-vested members included those who had
less than ten years of service; those who were
not vested in Plan 2 on July 1, 1996, in TRS;
September 1, 2000, in SERS; or June 1, 2003,
in PERS; and those who did not have five years
of service including 12 months after age 54. Any
of these non-vested members would be affected
by this proposal unless they leave employment
or become vested prior to the effective date of
any legislation to change the vesting period.

New Plan 3 members of TRS, SERS, and PERS
are vested in the DB portion of their plan after
ten years of service or after five years of service if
12 months of that service is earned after
attaining age 54. Plan 3 members are
immediately vested in the Defined Contribution
(DC) portion of their Plan.

SHB 1298 was introduced in the 2003 legislative
session. The bill would have shortened the DB
vesting period in the Plans 3 from ten to five
years. The bill passed the House, but was not
heard in the Senate. In 2004, similar legislation
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was introduced as SB 6247 /HB 2540. It passed
in the Senate, but died in House Appropriations.
In 2005, the SCPP recommended SB 5517 /HB
1320, which would have made the same change
to Plan 3 vesting as had been proposed in 2003
and 2004. A substitute bill passed the House
that would have lowered the vesting period from
ten to five years only for those members who are
age 45 and older. This modification made the
bill less costly, however, the substitute bill did
not receive a hearing in Senate Ways and
Means.

Policy Analysis

The Plans 3 are hybrid plans. The DB portion of these plans (the portion to
which the ten-year vesting period applies) uses a formula to determine the
monthly retirement benefit that a member will receive for life: 1% x Average
Final Compensation (AFC) x years of service credit. The defined benefit is
funded entirely by employers. When members leave employment prior to
becoming vested, they forfeit these employer contributions. On the other hand,
the DC portion of the Plans 3 is funded entirely by employees. Employees are
immediately vested in their own contributions.

When the Plans 3 were on the drawing board, one of the concerns was the
small size of the defined benefit that members would receive if they earned only
a modest amount of service credit before full retirement. Plan 2 members
receive 10 percent of AFC upon vesting (5 years x 2% per year). This 10
percent standard was used for the DB portion of the Plans 3. Setting the
vesting period in the Plans 3 to ten years guaranteed vested members 10
percent of their AFC as a minimum defined benefit (10 years x 1% per year).

In the design of the Plans 3, the long vesting period for the DB portion of the
pension was offset by the fact that Plan 3 members were immediately vested in
the DC portion of their benefit. Since the defined benefit would be such a
small portion of the total benefit during the early years of employment, and
since members were immediately vested in their employee contributions, it was
felt that those who left employment before the end of the vesting period would
not be losing such a significant amount of their total retirement benefit that the
longer vesting period would adversely affect employment behavior.
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The following table illustrates the value of the DB portion of Plan 3 for
members who entered the plan at various ages and separated from service after
five years. These examples assume an average final compensation of $30,000
and an annual inflation rate of 3.5 percent.

Future Value of Plan 3 Benefit, Adjusted for 3.5 percent Assumed Inflation
(Defined Benefit payable at 65 = 1% x $30,000 x 5 years of service)

Entry Age Age at Separation DB Benefit at 65 Future Value* % of DB

25 30 $1,500 $450 30%
35 40 $1,500 $635 42%
45 50 $1,500 $895 60%
55 60 $1,500 $1,263 84%

*Reduced for 3.5 percent assumed annual inflation from age at separation to age 65.

The table illustrates that for those who are hired at earlier ages, the future
benefit that is forfeited due to failure to vest is smaller after adjustment for
assumed inflation from age at separation to age 65. This is consistent with the
rationale behind the ten-year vesting period and the reason why the vesting
period was lowered for older employees. The higher the plan entry age, the
greater the percentage of the future benefit that would be forfeited at
separation as the result of a failure to vest.

It is unknown whether members actually analyze their own retirement benefits
at this level of detail or how much the vesting period is a factor in employment
decisions. Theoretically, shorter vesting periods support attraction of new
employees. Longer vesting periods support retention of current employees.

Another retention incentive in the Plans 3 is the provision that members who
remain in the Plans 3 for at least 20 service-credit years receive the additional
benefit of an “inflation protector.” These members receive an increase in the
DB portion of their retirement allowance of 3 percent per year, compounded for
each month from the date of separation to the date that the retirement
allowance commences.

Comparison with Washington Plans and Other States
The ten-year vesting period for the DB portion of the Plans 3 is the longest

among the plans administered by Washington State. The Plans 1 and 2, which
are all DB and not hybrid plans, have five-year vesting periods.
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The national trend in retirement plans is toward shorter vesting periods due to
the increasing mobility of the workforce and the trend toward multiple careers.
However, numerous state and municipal retirement plans still use a ten-year
vesting period. In the 2002 survey from the Public Pension Coordinating
Council covering 276 public retirement plans, a total of 96 plans had vesting
requirements of ten years or more. More than 40 of those plans were
administered by 25 states or territories in addition to Washington. In
comparison, 132 plans had vesting requirements of five years or less. The
survey results are attached.

Results of the Wisconsin Legislative Councils' 2002 Comparative Study of
Major Public Employee Retirement Systems are also attached. According to
this report, in 2002 a total of 60 out of 85 plans required five years or less of
service to vest, with an increase of six plans in this category since the 2000
report. The number of plans in 2002 that required ten years of service to vest
decreased by five plans from the 2000 report and by 20 plans from the 1990
report.

Options

The proposal to lower the vesting period for the DB portion of the Plans 3 from
ten to five years has been considered and rejected during the last three
legislative sessions. With that in mind, the Committee may wish to consider
alternative approaches to the issue. One possibility is that the proposal was
rejected due to cost.

An option for lowering the cost was explored in the development of last
session's substitute bill, which proposed a five-year vesting in the higher age
bracket (i.e. those 45 and over) when the vesting period is more likely to affect
employment behavior. Currently five-year vesting is available in the Plans 3 if
12 months of a member’s service is earned after attaining age 54. That age
could certainly be lowered to a threshold age of 50 or 45. These options were
priced in November 2004 and the results are attached in the document entitled

Plan 3 Vesting Supplemental Summary.

If the SCPP wishes to pursue the issue of Plan 3 vesting, it might be useful to
study the probability of member termination at various ages as well as the
value of the DB component of the Plans 3 at various ages in order to better
assess whether any changes to the vesting period might affect employment
behavior.
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If the Committee determines that the cost of changing the vesting period is
prohibitive at this time, another option would be to encourage additional
member education. There may be a perception that the longer vesting period
for the DB portion of the Plans 3 is a detriment to those who might select Plan
3. However, through additional member education, more new hires may be
able to better evaluate the financial implications of the vesting period and
better understand the tradeoffs in the design of the Plans 3.

Stakeholder Input

Letters requesting that Plan 3 vesting be considered by the SCPP during the
2004 and/or 2005 interim are attached.

Executive Committee and SCPP Recommendations

At its July 19, 2005, meeting the Executive Committee considered whether to
bring this issue back before the full committee. At that time it was decided
that the full SCPP should consider the issue at its August 23, 2005, meeting.
The full committee was briefed on August 23, 2005, and staff was directed to
prepare a new bill draft for introduction in the 2006 legislative session. The
bill was approved by the full committee on October 18, 2005.

Draft Bill (Attached)

Draft Fiscal Note (Attached)

It should be noted that if passed, the cost of this Plan 3 benefit enhancement
would be shared equally among Plan 2/3 employers and Plan 2 employees.
This cost-sharing approach is defined under state law in the actuarial funding

chapter, Chapter 41.45 RCW.

Stakeholder Input (Attached)
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Active Members and Vesting Requirements by Plan

Source: Public Pension Coordinating Councll Survey 2002 (2000-2001 data)

D# PLAN NAME Members
0376G  Woest Virginia Teacher's Defined Contribution Plan 19,000
0020A  PARK EMPLOYEES & RET. BOARD EMPLOYEES ANNUITY AND BENEFIT FUND OF CHICAGO 3,639
0247A  OAKLAND POLICE & FIRE RETIREMENT FUND - 164
0283A  City Pension Fund for FireBighters and Police Officars in the City of Pembroke Plnss . 384
0314C  BISMARCK FIREFIGHTERS RELIEF ASSOCIATION 62
0376D  West Virginia State Police Retirement PlanDD(Trooper Plan B) ’ 323
04978  Macon Watsr Authority Employee Penslon Plan : 205
0872A  New York City Penslon Fund — Subchapter 2 11,477
0022A  Dukes County Contributory Retiremant Plan 932
0083A  OKLAHOMA TEACHERS' RETIREMENT SYSTEM 83,024
0006C  RETIREMENT SYSTEMS OF ALABAMA TEACHERS' PLAN . 126,558
0010A  TEACHERS'RETIREMENT SYSTEM OF LA - REGULAR EMPLOYEES 87,631
0010B  TEACHERS' RET. SYSTEM OF LA - SCHOOL FOOD SERVICE PLAN B 2,115
0010C  TEACHERS' RET. SYSTEM OF LA - SCHOOL FOOD SERVICE PLAN A 1,087
0038A 'RETIREMENT SYSTEM FOR SWORN POLICE PERSONNEL 107
0015A  CONNECTICUT TEACHERS' RETIREMENT SYSTEM 46,500
0016A  PLYMOUTH GOUNTY RETIREMENT ASSOCIATION : 9,008
0017A  MIAMIFIRE FIGHTERS' AND POLICE OFFICERS' RETIREMENT TRUST 1,687
0024A  STERLING HEIGHTS POLICE AND FIRE RETIREMENT PLAN 261
00848  EMPLOYEES' RETIREMENT SYSTEM OF GEORGIA - PUBLIC SCHOOL . 32,8684
0084C  EMPLOYEES'RETIREMENT SYSTEM OF GEORGIA - JUDICIAL 418
0004A  TEXAS MUNICIPAL RETIREMENT SYSTEM 86,203
0005A  RETIREMENT SYSTEMS OF ALABAMA EMPLOYEES : 75,734
0084A  EMPLOYEES' RETIREMENT SYSTEM OF GEORGIA - GENERAL 72,178
0067A  TEACHERS' PENSION AND ANNUITY FUND OF NEW JERSEY 134,189
0068A  POLICE AND FIREMEN'S RETIREMENT SYSTEM OF NEW JERSEY 42430
0089A  PUBLIC EMPLOYEES' RETIREMENT SYSTEM OF NEW JERSEY " 277441
0148E  LOS ANGELES COUNTY EMPLOYEES' RET. ASSOC., PLAN E: GENERAL 31,088
0071A  LOUISIANA STATE EMPLOYEES' RETIREMENT SYSTEM 69,680
0087A  NEW HAMPSHIRE RETIREMENT SYSTEM - GENERAL PLAN/EMPLOYEES 20,262
0087C  NEW HAMPSHIRE RETIREMENT SYSTEM - POLICE PLAN 3.254
0087D  NEW HAMPSHIRE RETIREMENT SYSTEM - FIREFIGHTERS PLAN 1,269
01204  CITY OF BOCA RATON GENERAL EMPLOYEES' TRUST 628
0131A  MWRD RETIREMENT FUND . 2,084
0148A  TEACHERS RETIREMENT SYSTEM OF GEORGIA 191,908
0154B  NORTH DAKOTA HIGHWAY PATROL RETIREMENT PLAN 122
01568  WICHITA POLICE AND FIRE RETIREMENT SYSTEM o 9903
0161A  INDIANA STATE TEACHERS' RETIREMENT PLAN . 77,870
0163A . CHICOPEE RETIREMENT SYSTEM 1,140
. 0168A  FLORIDA RETIREMENT SYSTEM 567,823
0181A  MICHIGAN PUBLIC SCHOOL EMPLOYEES' RETIREMENT SYSTEM 312,699
0182A  MICHIGAN STATE POLICE RETIREMENT SYSTEM 2,210
0185A  MICHIGAN STATE EMPLOYEES' RETIREMENT SYSTEM 47778
0193A  KANSAS PUBLIC EMPLOYEES RETIREMENT PLAN ) 142,870
0223A  CITY OF ALPENA - GENERAL 48
0224A LA COUNTY METRO TRANSIT AUTHORITY - UTU RIP . 3,944
02248 LA COUNTY METRO TRANSIT AUTHORITY - MAINTENANGE EMPLOYEES 2,023
0224C LA COUNTY METRO TRANSIT AUTHORITY - TCU RIP . 897
0226A  CITY OF MANISTEE EMPLOYEES RETIREMENT SYSTEM 62
0255A  OKLAHOMA POLICE PENSION AND RETIREMENT PLAN ' 8778
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0293A
03144
03148

0337A
0372A
03reB
0372Cc

0381A
03818

0413A

01838

0019A

KANSAS CITY (MO) FIREFIGHTERS' PENSION SYSTEM

GITY OF MILFORD - BENEFIT PLAN |

CITY OF BISMARK CITY PENSION PLAN

CITY OF BISMARK POLICE PENSION PLAN

LYNN HAVEN POLICE PENSION PLAN

LYNN HAVEN GENERAL EMPLOYEE PENSION PLAN

A.8.G GENERAL EMPLOYEES PLAN

EMPLOYEES RETIREMENT SYSTEM OF RHODE ISLAND

MUNICIPAL EMPLOYEES RETIREMENT SYSTEM

STATE POLICE RETIREMENT BENEFITS TRUST

CITY QF ALAMEDA POLICE AND FIRE RETIREMENT PLAN 1079 (CLOSED TO NEW MEMBERS)
CITY OF ALAMEDA POLICE & FIRE PLAN 1082 (CLOSED TO NEW MEMBERS)
TOWN OF AVON POLICE RETIREMENT PLAN

ROSEVILLE CITY EMPLOYEE'S RETIREMENT PLAN

CITY OF CADILLAG POLICEMEN AND FIREMENT RETIREMENT SYSTEM
CITY OF BIRMINGHAM (M1) EMPLOYEES RETIREMENT SYSTEM

STATE POLICE RETIREMENT SYSTEM OF NEW JERSEY

PRISON OFFICERS' PENSION FUND OF NEW JERSEY

CITY OF WHEELING EMPLOYEES' RETIREMENT AND BENEFIT FUND
LONG BEACH TRANSIT PENSION PLAN - SALARIED EMPLOYEES
VIRGIN ISLANDS GOVERNMENT EMPLOYEES' RETIREMENT PLAN
ARKANSAS TEACHERS® RETIREMENT SYSTEM
CALIFORNIA PUBLIC EMPLOYEES' RETIREMENY SYSTEM *
PENNSYLVANIA STATE EMPLOYES' RETIREMENT SYSTEM
NEBRASKA PERS STATE PATROL RETIREMENT PLAN

WYOMING PAID FIREMEN'S PLAN

MONTANA VOLUNTEER FIREFIGHTERS COMPENSATION ACT
Springfield Polioe & Fire Retirement System

City of Kingaford Police and Flremen Retirement System

Washington Teachers' Retiremant System ~Plan 3

Holyoke Contributory Retirement System
C"YOFMIAMIBEAOHFIRE&POL!CESUPPLEMENTALPLANGWYPENSIONHJND
Macon Water Authority Empioyes Pension Pian

STATE COLLEGE BGROUGH - POLICE PLAN

KANSAS POLICE AND FIRE RETIREMENT SYSTEM

. FUINT EMPLOYEES RETIREMENT SYSTEM - MEDIGAL CENTER

WASHINGTON JUDICIAL RETIREMENT SYSTEM

POLICE RETIREMENT SYSTEM OF KANSAS GITY, MISSOURI

Waest Virginia Judges Retirement Systam (JRS)

Stata of Michigan Defined Contribution Retirement Plan

Stats of Michigan Defined Contribution Ratirement Plan

THE POLICEMEN'S ANNUITY AND BENEFIT FUND OF CHICAGO

OHIO STATE HIGHWAY PATROL RETIREMENT PLAN )

HOUSTON FIREFIGHTERS' RELIEF AND RETIREMENT FUND

JUDICIAL RETIREMENT BENEFITS TRUST

CLAIR T. SINGERMAN EMPLOYEE RETIREMENT SYSTEM

FIRE AND PQLICE PENSION FUND, SAN ANTONIO

TEXAS COUNTY AND DISTRICT RETIREMENT PLAN

COLORADO COUNTY OFFCIALS & EMPLOYEES RET. ASSOC. PLANS
MN STATE RETIREMENT SYSTEM GENERAL EMPLOYEES' PLAN

MN STATE RETIREMENT SYSTEM STATE TROOPERS® RETIREMENT PLAN
MN STATE RETIREMENT SYSTEM GORRECTIONAL EMPLOYEES' PLAN
MN PUBLIC EMPLOYEES' RETIREMENT ASSOC. - COORDENATED PLAN
MN PUBLIC EMPLOYEES' RETIREMENT ASSOC. ~ POLICE & FIRE PLAN
Employees’ Retirement System of Monigomery Gounty (DC Plan)Retirement 8avings Plan
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BURLINGTON EMPLOYEES' RET. SYSTEM FOR POLICE AND FIRE
BURLINGTON EMPLOYEES' RET. SYSTEM FOR GENERAL EMPLOYEES
NORTH DAKOTA TEAGHERS' FUND FOR RETIREMENT

SOUTH DAKOTA RETIREMENT SYSTEM

PERS OF MISBISSIPPI GENERAL PLAN

WYOMING PUBLIC EMPLOYEES' SYSTEM '

UTAH FIREFIGHTER'S RETIREMENT SYSTEM .
UTAH PUBLIC EMPLOYEES' CONTRIBUTORY RETIREMENT SYSTEM

EMPLOYEES' RETIREMENT SYSTEM OF TEXAS

Wast Virginia Public Safety Death, Disability and Retiremant PianGO(Trooper Plan A)
MENDOCINO COUNTY ERA

JUDGES' RETIREMENT SYSTEM | (JRS 1)

- Waest Virginia Teacher’s Retirement Systam (TRS)
- West Virginia Public Employees Retirement System (PERS)

PA PUBLIC SCHOOL EMPLOYEES' RETIREMENT SYSTEM
MNSTATEREHREENTSYSTEMNDGEB‘REHRBMENTPLAN
KENTUCKY COUNTY EMPLOYEES' RETIREMENT SYSTEM - NON HAZARDOUS
KENTUGCKY EMPLOYEES' RETIRMENT SYSTEM - HAZARDOUS
MMGWWENTEMPMS'RENREMENTPLAN

PERS OF NEVADA GENERAL EMPLOYEES' PLAN

' PERSOFMVIDAPOWEMPLOYEBS‘PUN

SOUTH CAROLINA RETIREMENT SYSTEM - GENERAL PLAN
SOUTH CAROLINA RETIREMENT SYSTEM - POLICE GFFICERS' PLAN

STATE COLLEGE BOROUGH - GENERAL PLAN
PORTLAND FIRE AND.POLICE DISABILITY AND RETIREMENT FUND
PERS OF IDAHO - GENERAL MEMBERS

PERS OF IDARO - POLICE/FIRE MEMBERS

MONTANA FIREFIGHTERS UNIFIED RETIREMENT SYSTEM

West \irginia Deputy Shrif's Retirement System (DSRS)

TACOMA EMPLOYEES' RETIREMENT SYSTEM

Defined Benafit Pian for Gty Emplaysss

FT. LAUDERDALE GENERAL EMPLOYEES RETIREMENT SYSTEM
TEACHER RETIREMENT SYSTEM OF TEXAS

LONG BEACH TRANSIT PENSION PLAN - GONTRACT EMPLOYEES
CALIFORNIA STATE TEACHERS' RETIREMENT SYSTEM DEFINED BENEFIT PLAN
TUCSON SUPPLEMENYTAL RETIREMENT SYSTEM

PUBLIC SCHQOL TEACHERS' PENSION & RETIREMENT FUND OF CHIGAGO
VIRGINIA RETIREMENT SYSTEM -

PUBLIC EMPLOYEES' mmASSGCIATﬂN QF COLORADO
FAIRFAX COUNTY UNIFORMED RETIREMENT SYSTEM

PAIRFAX COUNTY SUPPLEMENTAL RETIREMENT SYSTEM

PAIRFAX COUNTY POLICE OFFICERS' RETIREMENT SYSTEM

NEW YORK STATE TEACHERS' RETIREMBNT GYSTEM

MISSOURI STATE EMPLOYEES' RETIREMENT PLAN
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0174D
0174E
0174F
0174G
O177A
0154A
01648
0195A
01958
© 0195C
01850
018SE

0195F

0208A
0221A

0231A

MISSQURI STATE EMPLOYEES’ PLAN 2000

ST LOUIS COUNTY LIBRARY DISTRICT EMPLOYEES' PENSION PLAN
OREGON PUBLIC EMPLOYEES RETIREMENT SYSTEM

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOC. PLAN A GENERAL

PERS OF 1DAHO - FIREFIGHTERS RETIREMENT FUND (CLOSED PLAN)

NORTH DAKOTA PUBLIC EMPLOYEES® RETIREMENT SYSTEM - GENERAL
FORT WORTH EMPLOYEES' RETIREMENT FUND )
WASHINGTON PUBLIC EMPLOYEES' RETIREMENT SYSTEM - PLAN |
WASHINGTON PUBLIC EMPLOYEES' RETIREMENT SYSTEM - PLAN I
WASHINGTON TEACHERS' RETIREMENT SYSTEM - PLAN |
WASHINGTON TEACHERS' RETIREMENT SYSTEM - PLAN Il
WASHINGTON LAW ENFORCEMENT AND FIRE FIGHTERS' PLAN |
WASHINGTON LAW ENFORCEMENT AND FIRE FIGNTERS' PLAN I}
WASHINGTON STATE PATROL RETIREMENT SYSTEM

PUBLIC SCHOOL RETIREMENT SYSTEM OF THE CITY OF ST. LOUIS
CONTRA COSTA COUNTY EMPLOYEES' RETIREMENT PLAN - GENERAL
CONTRA COSTA COUNTY RETIREMENY SYSTEM « POLICE AND FIRE
MONTANA PUBLIC EMPLOYEES' RETIREMENT SYSTEM

MONTANA GAME WARDENS AND PEACE OFFICERS RETIREMENT SYSTEM

" MONTANA JUDGES RETIREMENT SYSTEM

MONTANA HIGHWAY PATROL OFFICERS RETIREMENT SYSTEM
'MONTANA SHERIFFS RETIREMENT SYSTEM

MONTANA MUNICIPAL POLICE OFFICERS RETIREMENT SYSTEM
NEW YORK STATE & LOCAL EMPLOYEES' RET. SYSTEM - GENERAL
NEW YORK STATE & LOCAL POLICE AND FIRE RETIREMENT SYSTEM
MARIN COUNTY EMPLOYEES' RETIREMENT ASSOCIATION

EAST BAY MUNICIPAL UTILITY DISTRICT .

LA COUNTY METRO TRANSIT AUTH. - NON-CONTRACT EMPLOYEE RIP
AURORA GENERAL EMPLOYEES REVIREMENT FLAN .
NEBRASKA DERINED CONTRIBUTION PLANS - STATE EMPLOYEES
NEBRASKA DEFRNED CONTRIBUTION PLANS - COUNTY EMPLOYEES
STATE UNIVERSITIES RETIREMENT SYSTEM OF ILLINOIS

STATE UNIVERSITIES RETIREMENT SYSTEM OF ILLINOIS (DC PLAN)
CITY OF ST. LOUIS EMPLOYEE RETIREMENT PLAN
CALIFORNIA JUDGES RETEREMENT FUND (i)

MILWAUKEE COUNYY EMPLOYEES' RETIREMENT PLAN

ALASKA PUBLIC EMPLOYEES' RETIREMENT SYSTEM

LOS ANGELES CITY EMPLOYEES' RETIREMENT SYSTEM

8AN JOAQUIN COUNTY EMPLOYEES' RETIREMENT ASSOCIATION
CITY OF GERMANTOWN EMPLOYEE RETIREMENT PLAN

DENVER EMPLOYEES RETIREMENT PLAN

Denver Public Schoais Retiremsnt System

PERA OF NEW MEXICO

STATE EMPLOYEES RETIREMENT SYSTEM OF MARYLAND

Kem County Emplayees' Retirement Assocation

CITY OF ENGLEWOOD NON-EMERGENCY PENSION PLAN

CITY OF ENGLEWOOD POLICE PENSION PLAN

CITY OF ENGLEWOQD FIREFIGHTER'S PENSION PLAN

TOWN OF AVON PUBLIC WORKS RETIREMENT PLAN

TOWN OF AVON NON-ORGANIZED RETIREMENT PLAN

TOWN OF AVON BOARD OF EDUCATION RETIREMENT PLAN

Town of Avon 401(s) I.L.Empioysay’ Plan

CWVILIAN EMPLOYEES' RETIREMENT 8YSTEM OF THE POLICE DEPARTMENT OF K.C., MO.
MONTANA TEACHERS' RETIREMENT SYSTEM

JUDIGIAL RETWREMENT SYSTEM OF NEW JERSEY

EMPLOYEES' RBT!REMEN‘I‘ SYSTEM OF TULBA COUNTY, OKLAHOMA
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01460
0146F
0146G
01488
0146C
0063A
0034A
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0007C
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CITY OF ARNOLD (MO) POLICE PENSION PLAN '
SAN BERNARDINO COUNTY EMPLOYEES RETIREMENT ASSOGIATION

. Employees’ Retirement Systam of Montgomsry County

Town of Suffield Penelon Plan

LOSANGELES COUNTY EMPLOYEES' RET. ASSOC., PLAN D: GENERAL
LOSANGELESOOUNTYE!PLQYEES‘ RET. ASSOC., PLAN A SAFETY
LOS ANGELES COUNTY EMPLOYEES' RET. ASSOC., PLAN B SAFETY
LOSANGE.ESOOUNTYWPLOYEES‘RET.ASSOC..PLANB:GENERAL

- LOS ANGELES COUNTY EMPLOYEES' RET. ASSOC., PLAN C: GENERAL

TEACHERS' RETIREMENT SYSTEMS OF ILLINOIS
ARKANEAS LOCAL POLICE & FIRE RETIREMENT SYSTEM

Cty of St Petarsburg Employse Retirement System

VIA METROPOLITAN TRANSIT RETIREMENT PLAN

MN STATE RETIREMENT SYSTEM LEGISLATORS' RETIREMENT PLAN
WYOMING WARDEN AND PATROL RETIREMENT PLAN

UTAH JUDGES' RETIREMENT SYSTEM

fowa Juditial Retirement Fund

ILLINOIS JUDGES' RETIREMENT SYSTEM

PERS OF OHIO - STATE AND LOCAL DIVISION

PERS OF OHIO - LAW ENFORCEMENT DiVISION

WICHITA EMPLOYEES® RETIREMENT PLAN

Wichita Employees’ Retirement System Plan 3

LANSING BOARD OF WATER AND LIGHT EMPLOYEES'DEFINED BENEFIT PLAN
LANSING BOARD OF WATER AND LIGHT DEFINED CONTRIBUTION PENSION PLANS
Clty of St Pstersburg Firefighiters Retirement System

Clty of St Petershurg Police Officars Retirmant System

SHELBY COUNTY RETIREMENT SYSTEM

ILLINOIS STATE EMPLOYEES' RETIREMENT SYSTEM

KALAMAZOQ COUNTY EMPLOYEES' RETIREMENT PLAN

MN STATE RET. SYSTEM ELECTIVE OFFICERS' RET. PLAN

EMPLOYEES' RETIREMENT SYSTEM OF GEORGIA - LEGISLATIVE .

ILLINOIS MUNICIPAL RETIREMENT FUND

OKLAHOMA PUBLIC EMPLOYEES RETIREMENT SYSTEM

WAYNE COUNTY EMPLOYEES' RETIREMENT SYSTEM

MICHIGAN JUDGES RETIREMENT SYSTEM

ILLINOIS GENERAL ASSEMBLY RETIREMENT SYSTEM

GOGEBIC COUNTY EMPLOYEES RETIREMENT PLAN

ALASKA TEACHERS' RETIREMENT SYSTEM .

CITY OF GRAND RAPIDS GENERAL EMPLOYEES' RETIREMENT SYSTEM

ELK COUNTY EMPLOYEES' RETIREMENT PLAN

VILLAGE OF MOUNT PROSPECT-POLICE .
MONTANA PUBLIC EMPLOYEES' RETIREMENT DEFERRED COMPENSATION
NEW HAMPSHIRE RETIREMENT SYSTEM - TEACHERS' PLAN

NEBRASKA PERS SCHOOL PLAN .
CONSOLIDATED POLICE & FIREMEN'S PENSION FUND OF NEW JERSEY (CPFPF)
WISCONSIN RETIREMENT SYSTEM

CALIFORNIA STATE TEACHERS' RETIREMENT SYSTEM CASH BALANCE PROGRAM
MISSOURI ADMINISTRATIVE LAW JUDGES' REFIREMENT PLAN

MISSOUR) REGULAR JUDGES' RETIREMENT PLAN :

VILLAGE OF BOLINGBROQK POLICE PENSION PLAN

Clty of St Patersburg

WYOMING VOLUNTEER FIREMEN'S PLAN

Gharlotie Firefighters’ Ratirement Plan

Miaml Shores General Employees Retirement Plan

31,300

7,389
1,018

1,17¢

7,048
14,114
34,718

288,185
8,662
2

378

167

100
2,118

8 YEARS OF SERVICE
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§ YEARS OF SERVICE
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§ YEARS OF SERVICE AND 10 YEARS OF MEMBERSHIP

& YEARS OF BERVICE AND 10 YEARS OF MEMBERSHIP

5 YEARS OF GERVICE AND 10 YEARS OF MEMBERSHIP

§ YEARS OF SERVIGE, 10 YEARS OF MEMBERSHIP

8 YEARS OF SERVIGE, 10 YEARS OF MEMBERSHIP

§ YEARS OF SERVICE; ALSO SINGLE-SUM BENEFIT PAYABLE AT 65 I <5 YEARS
6 YRS ‘
By .

5 yrs of service :

0% VESTED AT 6 YEARS, GRADED TO 100% AT 10 YEARS OF SERVICE

6 YEARS

6 YEARS

6 YEARS OF SERVICE

6 yaars of sarvice

6 YEARS OF SERVICE (AGE 62); 10 YEARS OF SERVICE (AGE 60); 2 YEARS OF SERVICE (AG

60 CONTRIBUTING MONTHS
60 CONTRIBUTING MONTHS
7 YEARS OF SERVICE

7 years of service

7 YEARS OF SERVICE

'7 YEARS OF SERVICE

7 years of service

7 yoars of service

71/2 YEARS OF SERVICE

8 YEARS

8 YEARS

8 YEARS

8 YEARS

8 YEARS

8 YEARS

8 YEARS

8 YEARS

8 YEARS (AGE 56); 4 YEARS (AGE 62)

8 YEARS OF SERVICE

8 YEARS OF SERVICE

8 YEARS OF SERVICE -

8 YEARS OF SERVIGE '

8 YEARS OF SERVICE : ) :
ACCOUNT BALANCES ARE FULLY VESTED AT TIME OF DEPOSIT
AGE 60 W/ ANY YEARS

AGE 65 WITH 8 YEARS CREDITED SERVICE:; AGE 65 REGARDLESS OF SERVICE
CLOSED PLAN, NO ACTIVE MEMBERS

IMMEDIATE VESTING

IMMEDIATE VESTING

IMMEDIATE VESTING

IMMEDIATE VESTING

IMMEDIATE VESTING

IMMEDIATE VESTING

Immediate vesting

MUST BE VOLUNTEER UNTIL AGE 60




Falrfax County Watar Authority Retiremant Plan
Spokane Employees’ Retirement Plan

Number of pians with vasting requiremants of 10 or mote years
Active membars of pians with vesting requiremsnts of 10'or more years

Numbar of plans with vesting requirements ¢f less than 10 vears
Active members of plans with vesting requirements of less than 10 years

Number of plane with vesting requirernents of 5 years or less
Active members of plans with vesting requirements of 5 years or less

* About 50,000 members in Tier 2

.
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3,662,640

172
5,088,342
132
4,908,400
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AN ACT Relating to vesting after five years of service in the
defined benefit portion of the public enployees' retirenment system the
school enployees' retirenent system and the teachers' retirenent
system plan 3; and anendi ng RCW 41. 32. 875, 41.35.680, and 41. 40. 820.

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

Sec. 1. RCW 41.32.875 and 2000 c 247 s 903 are each anended to
read as foll ows:

(1) NORMAL RETI REMENT. Any nmenber who is at | east age sixty-five
and who has( (=

(a))) conpleted ((ten)) five service credit years((:—er

i | e . ' i ncludi | .

i I : o 1w : ;

£€))) or conpleted five service credit years by July 1, 1996, under
plan 2 and who transferred to plan 3 under RCW41. 32.817((%))
shall be eligible to retire and to receive a retirenent allowance
conputed according to the provisions of RCW41. 32. 840.

(2) EARLY RETI REMENT. Any nmenber who has attained at |east age
fifty-five and has conpleted at |east ten years of service shall be
eligible to retire and to receive a retirenent allowance conputed

Code Rev/LL:rmh 1 Z-0836. 1/ 06
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according to the provisions of RCW 41.32.840, except that a nenber
retiring pursuant to this subsection shall have the retirenent
al | owance actuarially reduced to reflect the difference in the nunber
of years between age at retirenment and the attainment of age sixty-
five.

(3) ALTERNATE EARLY RETI REMENT. Any nmenber who has conpl eted at
| east thirty service credit years and has attained age fifty-five shal
be eligible to retire and to receive a retirenment allowance conputed
according to the provisions of RCW 41.32.840, except that a nenber
retiring pursuant to this subsection shall have the retirenent
al | owmance reduced by three percent per year to reflect the difference
in the nunber of years between age at retirenent and the attai nnment of
age sixty-five.

Sec. 2. RCW 41.35.680 and 2000 c 247 s 906 are each anended to
read as foll ows:

(1) NORMAL RETI REMENT. Any nmenber who is at | east age sixty-five
and who has((+

(a))) conpleted ((ten)) five service credit years((:—er

i I e . ' i ncludi | .

i I : o 1w : ;

{€y)) or conpleted five service credit years by Septenber 1, 2000,
under the public enployees' retirenent system plan 2 and who
transferred to plan 3 under RCW 41. 35.510((+))
shall be eligible to retire and to receive a retirenent allowance
conputed according to the provisions of RCW41. 35. 620.

(2) EARLY RETI REMENT. Any nmenber who has attained at |east age
fifty-five and has conpleted at |east ten years of service shall be
eligible to retire and to receive a retirenent allowance conputed
according to the provisions of RCW 41.35.620, except that a nenber
retiring pursuant to this subsection shall have the retirenent
al | owance actuarially reduced to reflect the difference in the nunber
of years between age at retirenent and the attainment of age sixty-
five.

(3) ALTERNATE EARLY RETI REMENT. Any nmenber who has conpl eted at
| east thirty service credit years and has attained age fifty-five shal
be eligible to retire and to receive a retirenment allowance conputed
according to the provisions of RCW 41.35.620, except that a nenber

Code Rev/LL:rmh 2 Z-0836. 1/ 06
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retiring pursuant to this subsection shall have the retirenent
al | owmance reduced by three percent per year to reflect the difference
in the nunber of years between age at retirenent and the attai nnment of
age sixty-five.

Sec. 3. RCW 41.40.820 and 2000 c 247 s 309 are each anended to
read as foll ows:

(1) NORMAL RETI REMENT. Any nmenber who is at | east age sixty-five
and who has((+

(a))) conpleted ((ten)) five service credit years((:—er

" I e . ' i ncludi | .

i I : .. 1w : ;

{€y)) or conpleted five service credit years by the transfer
paynment date specified in RCW 41.40.795, under the public enployees'
retirement system plan 2 and who transferred to plan 3 under RCW
41.40.795((+))
shall be eligible to retire and to receive a retirenent allowance
conputed according to the provisions of RCW41.40. 790.

(2) EARLY RETI REMENT. Any nmenber who has attained at |east age
fifty-five and has conpleted at |east ten years of service shall be
eligible to retire and to receive a retirenent allowance conputed
according to the provisions of RCW 41.40.790, except that a nenber
retiring pursuant to this subsection shall have the retirenent
al | owmance actuarially reduced to reflect the difference in the nunber
of years between age at retirenent and the attai nment of age sixty-
five.

(3) ALTERNATE EARLY RETI REMENT. Any nmenber who has conpleted at
| east thirty service credit years and has attained age fifty-five shal
be eligible to retire and to receive a retirenment allowance conputed
according to the provisions of RCW 41.40.790, except that a nenber
retiring pursuant to this subsection shall have the retirenent
al | owmance reduced by three percent per year to reflect the difference
in the nunber of years between age at retirenent and the attai nment of
age sixty-five.

--- END ---

Code Rev/LL:rmh 3 Z-0836. 1/ 06



DRAFT FISCAL NOTE

REQUEST NO.
RESPONDING AGENCY. CODE: DATE. BILL NUMBER:
Office of the State Actuary 035 10/6/05 Z-0784.1/Z-0836.1

SUMMARY OF BILL:

This bill impacts the Teachers Retirement System (TRS), School Employee’s Retirement System (SERS),
and Public Employee’s Retirement System (PERS) Plans 3 by lowering the vesting period for the defined
benefit portion of these plans from ten years to five.

Effective Date: 90 days after session.

CURRENT SITUATION:

New Plan 3 members of TRS, SERS, and PERS are vested in the defined benefit portion of their Plan after
ten years of service, or after five years of service if 12 months of that service is earned after attaining age
54. Plan 3 members are immediately vested in the defined contribution side of their Plan. Those who
transferred from Plan 2 to Plan 3 were automatically vested if they had five years of service in Plan 2 as of
July 1, 1996, September 1, 2000, and June 1, 2003, for TRS, SERS and PERS respectively.

MEMBERS IMPACTED:

The counts of active vested and non-vested members are shown below. Not included in these counts are
terminated non-vested members who would add to the total should they become re-employed. As of the
most recent valuation, 58,101 out of 98,587 Plan 3 members had less than ten years of service or were not
vested based on service in Plan 2, or did not have five years of service including 12 months after age 54.
Any of these non-vested members would be affected by this bill if they were to leave public employment
with between five to ten years of service and before they earned 12 months of service after age 54.

System/ Plan Vested Non-Vested

PERS 3 9,447 10,408
TRS 3 19,979 29,323
SERS 3 11,060 18,370

1 O:\Reports\interim Issues\2005\Issues\8. Plan 3 Vesting Z-0784.1 Fiscal Note.wpd



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:

(Dollars in Millions)

Actuarial Present Value of Projected Benefits PERS 2/3
(The Value of the Total Commitment to all Current TRS 2/3
Members) SERS 2/3

Unfunded Actuarial Accrued Liability
(The Portion of the Plan 1 Liability that is Amortized at
2024)

Unfunded Liability (PBO) PERS 2/3
(The Value of the Total Commitment to all Current TRS 2/3
Members Attributable to Past Service) SERS 2/3

Increase in Contribution Rates:
(Effective 9/1/06)

Current Members
Employee
Employer State

New Entrants*
Employee
Employer State

Current Increase Total
$ 15280 $ 5 $ 15,285
$ 5256 $ 11 $ 5,267
$ 2126 $ 7 % 2133
N/A N/A N/A
$ (2927) $ 2 $ (2925)
$ (1427) $ 6 $ (1,421)
$ (439) $ 4 3 (435)
PERS TRS SERS
0.01% 0.03% 0.05%
0.01% 0.03% 0.05%
0.04% N/A N/A
0.04% 0.06% 0.18%

*Rate change applied to future new entrant payroll and used for fiscal budget determinations only. A single supplemental rate
increase, equal to the increase for current members, would apply initially for all members or employers.

O:\Reports\interim Issues\2005\Issues\8. Plan 3 Vesting Z-0784.1 Fiscal Note.wpd



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
2006-2007
State:
General Fund $0.2 $0.9 $0.4 $1.5
Non-General Fund $0.4 $0.0 $0.0 $0.4
Total State $0.6 $0.9 $0.4 $1.9
Local Government $0.5 $0.5 $0.6 $1.6
Total Employer $1.1 $1.4 $1.0 $3.5
Total Employee $0.7 $0.1 $0.2 $1.0
2007-2009
State:
General Fund $0.6 $2.1 $1.1 $3.8
Non-General Fund $1.1 $0.0 $0.0 $1.1
Total State $1.7 $2.1 $1.1 $4.9
Local Government $1.5 $1.1 $1.7 $4.3
Total Employer $3.2 $3.2 $2.8 $9.2
Total Employee $1.9 $0.2 $0.4 $2.5
2006-2031
State:
General Fund $24.0 $70.7 $489  $1436
Non-General Fund $46.4 $0.0 $0.0 $46.4
Total State $70.4 $70.7 $48.9 $190.0
Local Government $63.8 $35.2 $73.7 %1727
Total Employer $134.2  $1059  $1226  $362.7
Total Employee $70.3 $15 $3.0 $74.8

State Actuary’s Comments:

This bill does not modify the employee/employer level of cost sharing as defined in the actuarial funding
chapter — Chapter 41.45 RCW. As a result, the cost of this Plan 3 benefit enhancement is shared equally
among Plan 2/3 employers and Plan 2 employees.

3 O:\Reports\interim Issues\2005\Issues\8. Plan 3 Vesting Z-0784.1 Fiscal Note.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 Teacher's Retirement System,
School Employees’ Retirement System, and Public Employees’ Retirement System. Fiscal Budget
Determinations were based on preliminary 2004 data.

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 draft fiscal note is intended for use only during the 2006 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. Entry age normal cost rate increases are used to determine the increase in funding expenditures for
future new entrants. Aggregate rate increases are used to calculate the increase in funding
expenditures for current plan members. Rate increases are based on rates that exclude the cost of
future gain-sharing benefits.

GLOSSARY OF ACTUARIAL TERMS:

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.

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.)

4 O:\Reports\interim Issues\2005\Issues\8. Plan 3 Vesting Z-0784.1 Fiscal Note.wpd



Aggregate Funding Method: The Aggregate Funding Method is a standard actuarial funding method.
The annual cost of benefits under the Aggregate Method is equal to the normal cost. The method does not
produce an unfunded liability. The normal cost is determined for the entire group rather than an individual
basis.

Entry Age Normal Cost Method (EANC): The EANC method is a standard actuarial funding method.
The annual cost of benefits under EANC is comprised of two components:

« Normal cost; plus
«  Amortization of the unfunded liability

The normal cost is determined on an individual basis, from a member’s age at plan entry, and is designed
to be a level percentage of pay throughout a member’s career.

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.

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).

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.

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.

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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WPEA

Washington Public Employees Association, UFCW Local 365

OLYMPIA HEADQUARTERS EASTERN REGIONAL OFFICE NORTHWEST REGIONAL OFFICE
140 Perclval Street NW N. 4407 Division Street, Suite 514 18820 Aurora Avenue N., Suite 204
P.O. Box 7159, Olympia, WA 928507 Spokane, WA 99207 Shoreline, WA 98133
{360) 943-112% 1-800-544-WPEA {509) 483-0383 1-877-734-WPEA {206} 542-2690 1-877-901-WPEA
Fax: {360) 3572-7627 wpea@wpea.org Fax: {509) 483-0264 wpeaeast@wpea.org Fax: [{206) 542-1735 luis@wpea.org
May 23, 2005
TO: Senator Karen Fraser, Chair
Members of the Select Committee on Pension Policy
State Actuary Staff
FROM: Lynn Maier, Governmental Relations Directogg"k/

SUBJECT: Requested Interim Sfudy Issues

As you develop a potential interim work plan, | respectfully request that you consider issues
important to WPEA outlined below. :

Of most significance is the directive given to the SCPP via passage of HB 1044 to study options
regarding the liability associated with future gain-sharing distributions given the legislature’s choice
to suspend gain-sharing for the 2005-07 biennium.

As you may recall, WPEA joined a host of other employee organizations in strong support of the
package recommended to the legislature by the SCPP providing for a modified Rule of 90 in Plans 2
and 3 and modest improvements in Plan 1 in lieu of gain-sharing. We remain steadfast in our
support of the original package and in our desire to achieve a viable trade-off for the loss of gain-
sharing. And, we urge Committee members to revisit this issue with vigor with the intent of
developing a comparable set of recommendations to the 2006 legislature. We also urge the SCPP
to revisit the issue of 5-year vesting in Plan 3.

In addition to the above, we would appreciate SCPP consideration this interim of the following
issues: :
* Inclusion of DNR Natural Resource Investigators, DNR Forest Crew Supervisors and Deputy
State Fire Marshals in.the Public Safety Employees Retirement System (PSERS)

* Military service credit in PERS 2 and 3 comparable with PERS 1
(WPEA initiated HB 1522/SB 5521)

« Plan 2 access to state health plans at age 55 with at least 10 years of service on separation
from employment (WPEA initiated HB 1520/SB 5520) :

Regarding our request for additions to PSERS, we believe that the duties of the job classes :
enumerated meet the intent of the enabling legislation regarding physical risk and public protection
of lives and property. PSERS goes into effect in July 2006, thus it is imperative that attention be
given to our request to ensure consideration in the next legislative session.

Thank you for your consideration of these issues. | look forward to working with you during the
interim.

WWW.WPEA.ORG
R
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