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S 150,000 Death Benefit

Description Of Issue

The retirement systems provide a $150,000 death benefit for public employees
who die as a result of a duty-related injury or illness. The benefit amount has not
changed since the benefit was first established in 1996. Stakeholders are asking
the SCPP to revisit adjusting the amount for inflation.

Actuaries expect fewer than 13 duty-deaths each year from a group of over
290,000 public employees.

This issue raises two basic policy questions. Is the current amount of the death
benefit sufficient, or should it be increased for past inflation? Should the death
benefit be protected against future inflation?

Policy Highlights

% The relative value of the death benefit has declined
27 percent due to past inflation.

% Cost of Living Adjustments (COLAS) for lump sums provide
equity across generations—not inflation protection for an
individual’s income.

« Some policy makers may prefer an insurance approach
rather than a COLA approach.

< Automatic and ad-hoc COLAs can be equally effective in
maintaining the value of benefits—with different
implications for legislative control.

« The Legislature has previously rejected automatic COLAs
for the death benefit.

« The SCPP recommended legislation on this issue in 2007
and 2008.

Policy Options For Adjusting The Duty-Death Benefit

Policy makers who feel the current death benefit should be adjusted for inflation
may consider the following options:

< Option 1: Provide A One-Time Adjustment For Past Inflation.
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0 Restores the relative value of the benefit to its original
level.

o Doesn’t prevent future loss in value due to inflation.
Option 2: Provide An Automatic CPIl-Based COLA.

o Doesn’t recover value already lost due to inflation.

Y
°o*

o Generally prevents further loss of value due to inflation.

0 Requires policy makers to give up some legislative control
over the benefit, but may reduce need to revisit in future.

Option 3: One-Time Adjustment Plus Automatic COLA.

o

S

0 Recovers past value and generally prevents future loss of
value.

0 Requires policy makers to give up some legislative control
over the benefit, but may reduce need to revisit in future.

Option 4: Increase To $175,000.

0 Recovers some value lost due to past inflation.

7
L X4

o Doesn’t prevent future loss in value due to inflation.

Committee Activity

Staff briefed the Committee on this issue in October and November. The
Committee held public hearings in November and December, and took
executive action in December recommending Option 4 to the Legislature.

Recommendation To 2009 Legislature
Increase the amount of the death benefit from $150,000 to $175,000.

Staff Contact

Darren Painter, Policy Analyst
360.786.6155
painter.darren@leg.wa.gov
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January 8, 2009 $150,000 Death Benefit Page 2 of 2 10



SELECT COMMITTEE ON PENSION POLICY

I ssue Paper

In Brief

ISSUE

The retirement systems
provide a $150,000 death
benefit for public
employees who die as a
result of a duty-related
injury or illness. The
benefit amount has not
changed since 1996.

The LEOFF 2 Board asked
the SCPP to consider
adjusting the amount of
this benefit for past
inflation and adding an
automatic COLA to
address future inflation.

The SCPP twice
recommended legislation
that would have applied
an automatic COLA to the
death benefit. The COLA
provisions did not pass the
Legislature.

MEMBER IMPACT

Actuaries expect fewer
than 13 duty-deaths each
year from a group of over
290,000 public
employees.*

*As of June 30, 2007.

Darren Painter
Policy Analyst
360.786.6155
painter.darren@leg.wa.gov
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S 150,000 Death Benefit

Current Situation

The retirement systems provide a $150,000 lump sum (or
one-time) death benefit for public employees who die as a
result of a duty-related injury or illness. The benefit amount
is set in statute and has not changed since the benefit was
first established in 1996. The benefit is not subject to federal
income tax.

The benefitis available to members of all state retrement
systems”. Determination of eligibility is made by the
Department of Labor and Industries (L&I).

The Law Enforcement Officers’ and Fire Fighters’ (LEOFF)
Plan 2 Retirement Board asked the SCPP to consider
adjusting the amount of this benefit for past inflation and
adding an automatic Cost-Of-Living-Adjustment (COLA) to
address future inflation.

*Also state, school district, and higher education employees who are
not members of a state retirement system; paid from the state
general fund.

History
History Of The $150,000 Death Benefit

The $150,000 death benefit was first established in the
LEOFF and the Washington State Patrol Retrement System
(WSPRS) in 1996. The benefit was subsequently extended
to various other groups of public employees over a period
of several years. See Appendix A for a legislative history of
the benefit.

Fifty-four $150,000 death benefits have been paid out since
the benefit was first established—the majority being paid
for LEOFF members (see Figure 1).
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Bills that would have
automatically increased
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$150,000 death benefit
for inflation were
introduced in the past
three legislative
sessions.
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Figure 1

Number of $150,000 Death Benefits Paid*
System Benefits Paid
LEOFF 32
PERS 14
VFF 2
TRS 1
SERS 1
WSPRS 1
Unknown
(paid from general fund) 3
Total 54

*As of 9/25/2008. Length of reporting period varies
among systems.

SCPP Has Recommended Death Benefit Bills

The SCPP studied this issue in coordination with the LEOFF 2
Board in 2006 and 2007. The Committee recommended
legislation in the 2007 and 2008 Sessions that would have
applied an automatic COLA to the death benefit. The
COLA provisions did not pass the Legislature. See below for
more details concerning the SCPP legislation.

The Legislature Has Rejected Death Benefit COLAS

Bills with provisions that would have automatically
increased the amount of the $150,000 death benefit for
inflation were introduced in the past three legislative
sessions. None of the bills passed the Legislature with the
COLA provisions intact.

2006 Session

HB 2933/SB 6724 dealt with the death benefit for LEOFF

Plan 2. The bill expanded eligibility and provided an
automatic COLA on the benefit amount. The proposed
COLA would have annually increased the amount of the
death benefit based on cumulative changes in the
Consumer Price Index for Wage Earners and Clerical
Workers for Seattle-Tacoma-Bremerton (CPI-W, STB), up to a

$150,000 Death Benefit Page 2 of 18

12



SEL
Issue Paper

Many death benefits are
provided for members.

January 7, 2009

ECT COMMITTEE ON PENSION POLICY 2008 INTERIM

[SSUES
JANUARY 12, 2009

maximum of 3 percent per year. This is the same increase
provided for pensions in the Plans 2/3 retirement systems.
The COLA was removed before the bill passed the
Legislature.

2007 Session

HB 1266/SB 5177, an SCPP bill, made similar changes to the
death benefit as the 2006 bill except it applied to all plans.
The COLA was removed from the House bill in the
Appropriations Committee, but was retained in the Senate
version of the bill that passed Ways and Means. The House
version of the bill, without the COLA, ultimately passed the
Legislature.

2008 Session

HB 3026/SB 6664, another SCPP bill, contained the same
COLA provisions as introduced in the earlier legislation. The
bill was heard in the Senate Ways and Means Committee
and received no hearing in the House.

Comparisons
Other Death Benefits Provided

The $150,000 death benefit is one of many death benefits
that are provided for members®. Others include:

+ Survivor and death benefits from the
retirement plan.

% L&l death benefits.
% Social Security survivor benefits.

+ Federal public safety officer’s death
benefits.

X/
°

Reimbursement of premiums paid to the
Health Care Authority.

A detailed list of the various death benefits provided is
contained in Appendix B. Among these, the most
significant other lump sum death benefit provided is the
federal Public Safety Officers’ Benefits Death Benefit. This
benefit ($315,746 in 2008) is payable to survivors of law
enforcement officers, fire fighters, and other public safety
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personnel who die in the line of duty. The benefitis
annually adjusted for inflation.

*Employer provided life insurance is beyond the scope of this paper
and is not considered among the death benefits provided.

Death Benefits In Comparative Systems

Most of Washington’s comparative systems provide survivor
annuities similar to those in Washington’s retirement
systems. The annuities are generally based on the
member’s earned benefit or some percentage of the
member’s salary.

Five of Washington’s comparative systems also provide
some type of lump sum death benefit (see Figure 2). The
three systems (California, Idaho, and lowa) that provide
fixed-dollar lump sum benefits similar to Washington do not
automatically increase the benefit amount for inflation.
Three systems (Colorado, Idaho, and Wisconsin) provide a
lump sum based on the member’s contributions. Since
contributions are based on salaries, and salaries grow with
inflation, contribution-based lump sums effectively have
built-in inflation adjustments. One system (California)
provides a lump sum that is “periodically adjusted.” Idaho
and lowa provide an enhanced return of contributions and
a special duty-related lump sum death benefit for public
safety employees.

Figure 2
Lump Sum Death Benefits in Comparative Systems*
System Benefit Amount COLA

California CALSTRS $24,652 Periodically adjusted.

200% Return Of
Colorado PERA Contributions plus interest None.

(ROC).

200% ROC. Also $100,000
Idaho PERSI for police and firefighters None.

killed in line of duty.

100% ROC plus additional
amount based on salary and

lowa IPERS service. Also $100,000 for None.
public safety officer killed in
line of duty.
Wisconsin WRS 200% ROC. None.
*Source: Member handbooks published on system administrator’'s web sites as of
10/08/2008.
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The way policy makers
respond will likely depend
upon three key factors.

The value of the death
benefit has declined
27 percent since 1996.
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Policy Analysis
This Issue Raises Two Basic Policy Questions

The issue of whether or not to adjust the $150,000 death
benefit for inflation raises two basic policy questions:

 Is the current amount of the death
benefit sufficient, or should it be
increased for past inflation?

% Should the death benefit be
protected against future inflation?

The way policy makers respond to these questions will likely
depend upon three key factors:

s How they choose to apply policy on
inflation protection to the death
benefit.

s How they view the purpose of the
death benefit.

+ How much control they wish to keep
over the death benefit.

The rest of this paper will explore these and other factors
that policy makers may consider in addressing this issue.

Inflation Erodes The Relative Value Of The Death Benefit

Inflation erodes the relative value of a fixed dollar amount
over time. The $150,000 death benefit was first established
in 1996. The cumulative effect of inflation since then has
eroded 27 percent” of the relative value of the benefit. Put
another way, the amount of the death benefit would need
to be increased to $205,000 to provide the same level of
purchasing power that it did in1996. Absent any
adjustment, inflation will continue to erode the value of the
death benefit in the future.

*Based on the Consumer Price Index for Urban Wage Earners and
Clerical Workers for Seattle-Tacoma-Bremerton (CPI-W, STB), all ltems.

The State’s Policy On Inflation Protection For Pensions

State policy on protecting retirement benefits from inflation
can be found in existing policy statements and further
inferred from plan design. The SCPP has adopted as a
stated goal “. .. toincrease and maintain the purchasing
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power of retiree benefits in the Plans 1 of PERS and TRS. . . .”
The Plans 2/3 of the state’s retirement systems, the most
recently created tiers, provide an annual COLA on
retirement pensions. The Plans 2/3 COLA is based on
inflation as measured by changes in a Consumer Price
Index (CPI). The inclusion of this COLA in the Plans 2/3
design indicates a clear desire to protect retirement
pensions from the effects of inflation.

These policies around inflation protection were designed to
apply to ongoing pension benefits and not necessarily one-
time lump sum benefits. Policy makers may wish to
consider to what extent, if any, inflation protection policies
apply to non-pension benefits like the $150,000 death
benefit.

COLAs For Pensions And Lump Sums Have Different Policy
Implications

Why would the nature of the benefit matter when
considering inflation protection policies? COLAs for
ongoing pensions have different policy implications than
COLAs for one-time lump sum benefits. One provides
inflation protection, while the other provides equity across
generations.

Providing a COLA for a pension or other annuity-type
benefit provides inflation protection for an individual’s
income. The COLA helps maintain the relative value of the
pension payments over time by offsetting the effects of
inflation.

In contrast, providing a COLA for a lump sum benefit
maintains the value of the benefit among successive
generations of recipients. It ensures that later recipients are
able to purchase the same amount of goods and services
with the benefit that earlier recipients could. It does not
provide inflation protection for an individual’s income.

Why not? A lump sum paymentis only received once. It
doesn’t become part of the recipient’s ongoing income
stream and consequently doesn’t lose its value (from the
recipient’s perspective) over time.
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Lump Sum Death Benefits Are Less Likely To Have COLAs

Given the different policy implications of COLAs for
annuities and lump sums, policy makers may wish to
consider current practice in this area. Figure 3 shows that
death benefits for retirement system members paid in the
form of a monthly annuity are more likely to have inflation
protection than benefits paid in a lump sum. A detailed list
of the various death benefits provided is contained in
Appendix B.

Figure 3
Death Benefits Provided*

Type Total COLA %COLA
Annuity 9 7 78%

Lump Sum 7 3 43%

*Similar benefits in state retirement systems are
considered a single type.

In the preceding figure, the “Total” column shows the total
number of benefits of each type (annuity or lump sum); the
“COLA” column shows how many include an automatic
COLA; and the “%COLA” column shows the percentage of
annuity and lump sum benefits with an automatic COLA.

The Death Benefit Is Designed To Provide Temporary
Assistance

Policy makers may consider the purpose of the $150,000
death benefit in determining how to apply policy on
inflation protection. Is the benefit intended to replace
income and support an ongoing standard of living? Or, is
the benefit intended to provide one-time relief for specific
situations? The answers to these questions have
implications for policy decisions.

The death benefit is a one-time payment that is not related
to a member’s salary. Recipients may do with the
payment whatever they wish—including spending the
entire amount at once. Given this design, it is unlikely that
the benefit was intended to replace income and support
an ongoing standard of living. Rather, it is more likely that
the death benefit was primarily intended to provide
temporary financial assistance following the death of a
member.

$150,000 Death Benefit Page 7 of 18
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The purpose of the benefit may affect how policy makers
view this issue. From the perspective of policy makers,
there may be less need to adjust for inflation a benefit that
is transitional and does not serve to replace income or
maintain an ongoing standard of living.

Policy Makers May Take An Insurance-Based Approach

The design and purpose of the $150,000 death benefit
more closely resembles an insurance benefit than a
traditional pension benefit. Itis a one-time payment of a
fixed-dollar amount that provides temporary financial
assistance—much like term life insurance. Policy makers
who view this as an insurance-type benefit may be inclined
to take more of an insurance-based approach to this issue.
An insurance approach would involve periodically
reviewing the “policy” and adjusting the coverage amount
based on the risks and needs at that time. Under this
approach, the policy focus shifts away from COLAs and
more towards the adequacy of the benefit provided.

Assessing The Adequacy Of The Death Benefit May Be
Challenging

Policy makers may find it challenging to assess the
adequacy of a benefit (like the $150,000 death benefit)
that is not dedicated to a specific purpose. Since the
value of the benefit can’t easily be measured against a
specific outcome, assessments of adequacy will likely be
highly subjective. Such assessments may involve
considering how the $150,000 death benefit fits in with all
the other death benefits provided—many of which are
pension benefits that do have inflation protection. This
could be a complex task given the number and variety of
different death benefits provided, and the fact that
survivors may qualify for multiple death benefits (see
Appendix B).

For the sake of simplicity, some policy makers may assume
the amount was adequate when the benefit was first
enacted in 1996. Under this assumption, all that is needed
to ensure the adequacy of the benefit today is to adjust
the amount of the benefit for past inflation.

$150,000 Death Benefit Page 8 of 18
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Duty-Related Death Benefits May Impact Recruitment

When contemplating adjustments to the $150,000 death
benefit, policy makers may also consider the purpose and
adequacy of the benefit from an employer perspective.
Duty-related death benefits may impact the ability of
employers to recruit for high-risk occupations. The
availability and generosity of such benefits may serve as an
added inducement for employees considering such
occupations. This would likely have the greatest impact for
public safety employers. The fact that the $150,000 death
benefit was first established for police and fire fighters (see
History) may be indicative of a greater interest in duty-
related death benefits by public safety groups.

Automatic And Ad-Hoc COLAs Can Be Equally Effective In
Maintaining The Value Of Benefits

Policy makers who feel the $150,000 death benefit should
be adjusted for inflation will likely consider how to adjust it.
Most likely, this will involve some form of a COLA—since
COLAs are a common and effective way to adjust benefits
for inflation. There are two basic approaches to COLAs
that policy makers may wish to consider: ad-hoc and
automatic. The approach chosen has implications for how
much control policy makers retain over the benefit.

Ad-hoc COLAs are one-time increases. Ad-hoc COLAs are
generally more backward-looking. They can be very
effective at making up for past inflation, but usually do little
to address future inflation. Ad-hoc COLAs can give policy
makers the most flexibility in reacting to specific situations
and in controlling costs. Policy makers who want to
maintain the most control in adjusting benefits will likely
prefer an ad-hoc approach.

In contrast, automatic COLAs are ongoing increases and
tend to be more forward-looking. Automatic COLAs can
be very effective at protecting benefits against future
inflation, but may do little to address lost purchasing power
due to past inflation. Automatic COLAs may be preferred
from the member viewpoint since they are ongoing and
don’t require continual action by policy makers. However,
for the same reasons, it may be more difficult to fine-tune
an automatic COLA for a specific situation. Policy makers

$150,000 Death Benefit Page 9 of 18
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who want less involvement in the process of adjusting
benefits will likely prefer an automatic approach.

A common way of implementing automatic COLAs is to
base the COLA on a measure of inflation such as the CPI.
This process of linking a benefit to an underlying measure of
inflation is known as indexing. Indexing is a direct and
effective way to protect benefits against inflation. This is
the method chosen by the SCPP in prior years when the
Committee recommended applying an automatic COLA
to the death benefit (see History). Appendix C contains a
more complete discussion on the various ways to index a
benefit.

Ad-hoc COLAs can be as effective in maintaining the
value of a benefit as automatic COLAs, depending on
how they are administered. Periodically granting ad-hoc
COLAs to make up for past inflation can have much the
same effect as providing an automatic COLA. The main
difference is that ad-hoc COLAs may occur less frequently
than every year. When this happens, the benefit loses
more value in the years between ad-hoc COLAs than it
would lose under an automatic COLA. Given that both
approaches can be equally effective in maintaining value,
the approach taken will likely depend on how much
control and involvement policy makers want in the process
of adjusting benefits.

Cconclusion

The issue of adjusting the $150,000 death benefit for
inflation raises two basic policy questions. Is the current
amount sufficient or should it be increased for past
inflation? Should it be protected against future inflation?

How policy makers respond to these questions will likely
depend upon three key factors:

s How they choose to apply policy on
inflation protection to the death
benefit.

« How they view the purpose of the
death benefit.

+ How much control they wish to keep
over the death benefit.

$150,000 Death Benefit Page 10 of 18
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Some policy makers may prefer to take an insurance-
based approach to this issue rather than the COLA-based
approach taken in the past.

Possible Options

Policy makers who feel the current amount of the death
benefit is sufficient for its intended purpose will likely be
inclined to take no further action at this time. Policy makers
who feel the current death benefit should be adjusted for
inflation may consider one of the options below.

Preliminary pricing for each of the policy options was
provided at the November meeting.

Option 1: Provide A One-Time Adjustment For Past Inflation

This option would grant an ad-hoc COLA on the amount of
the death benefit to make up for past inflation. The
amount of the death benefit would be increased to
$205,000.

This option would restore the relative value of the death
benefit to its original level but wouldn't prevent future loss
in value due to inflation.

This option restores the
relative value to its
original level.

Option 2: Provide An Automatic CPI-Based COLA

This option generally This option would apply an automatic CPIl-based COLA to

prevents further loss of the death benefit. The COLA would be modeled after the

value. COLA provided for pensions in the Plans 2/3. The amount
of the death benefit would annually increase based on
cumulative changes in the CPI-W, STB, up to a maximum of
3 percent per year. This is the approach that has been
taken by the SCPP in the past and has been rejected by
the Legislature (see History).

This option would generally not recover value already lost
due to past inflation since the annual increases are
capped at 3 percent. The 3 percent cap is a cost-control
feature originally intfended for pension benefits. It may be
of limited value for a death benefit that is paid out
infrequently. This option would generally prevent further
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loss of value due to inflation—while long-term inflation
averages 3 percent or less. This approach requires policy
makers to give up some control over the benefit amount,
but may reduce the need to reuvisit this in the future.

Option 3: One-Time Adjustment And Automatic CPI-Based
COLA

This option combines the previous two options. It would
increase the amount of the death benefit to $205,000 and
apply an automatic CPIl-based COLA on the new amount.

This option would recover all value lost to past inflation as
well as generally prevent further loss of value due to
inflation—while long-term inflation averages 3 percent or
less. This option has the same policy implications regarding
the cap on the automatic COLA as discussed under
Option 2. This approach also requires policy makers to give
up some control over the benefit amount, but may reduce
the need to revisit this in the future.

Option 4: Increase To $175,000

This option would increase the amount of the death benefit
to $175,000. This option would recover some of the value of
the benefit lost to past inflation, but would not fully restore
the benefit to its original level. This option would not
prevent further loss in value due to future inflation.

Committee Activity

During their September meeting, the Executive Committee
of the SCPP directed staff to develop policy options and
bring those options back to the full SCPP with pricing.

Staff briefed the Committee on the first three options at the
October meeting. Following the meeting, the Chair
requested staff to prepare draft legislation and pricing for
an additional option of increasing the benefit to $175,000.

At the November meeting, staff briefed the Committee on
Option 4 and a public hearing was held. The Committee
moved this issue to December for another public hearing.

$150,000 Death Benefit Page 12 of 18
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John Kvamme, WASA &
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5/15/2008.
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The Committee held a second public hearing in December
and took executive action recommending Option 4 to the
Legislature.

Executive Committee Recommendation

None.

Recommendation To 2009 Legislature

Increase the amount of the death benefit from $150,000 to
$175,000. Recommended December 16, 2008.

Bill Draft

A Code Reviser bill draft to implement the SCPP
recommendation is attached (Z-0399.1/09).

Draft Fiscal Note
Attached.

$150,000 Death Benefit
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Changes To The $150,000 Death Benefit

History of Legislative Changes to the $150,000 Death Benefit

Bill
E2SSB 5322

SB 5217
ESB 6305

ESSB 5180
(Budget)

EHB 2487
(Budget)

ESSB 6153
(Budget)

HB 1207

SHB 2933

SHB PL 1266

Effect

$150,000 death benefit established for LEOFF and WSP.

$150,000 death benefit established in VFF. $150,000 death
benefit is established for survivors of PERS 1 port and university

police officers.

$150,000 death benefit provided to teachers and paid as sundry

claim from general fund. Expired 6/30/2001.

$150,000 death benefit provided to school district employees and
paid as sundry claim from general fund. Expired 6/30/2001.

$150,000 death benefit provided to state, school district, and
higher education employees and paid as sundry claim from

general fund. Expired 6/30/2003.

$150,000 death benefit established in PERS, TRS, and SERS.
Benefit also provided as a sundry claim to the general fund for
state, school district, and higher education employees who are
not eligible to receive the benefit from a state retirement system.

Eligibility for the $150,000 death benefit expanded to include

death from duty-related iliness for LEOFF 2.

Eligibility for the $150,000 death benefit expanded to include

death from duty-related illness for all plans.

January 7, 2009

*See Appendix D for a description of the plan acronyms used.
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Appendix B: Death Benefit Provided For Public

Employees’

Benefit

LEOFF & WSP Plan 1
Survivor Pension

PERS & TRS Plan 1
Survivor Benefit

Plans 2/3 Survivor
Benefit

VFF Survivor Benefit

VFF Duty-Death
Survivor Pension

HIED Survivor Benefit

LEOFF Plan 2 Survivor
Health Care

L&I Death Benefit

Social Security
Survivor Benefit
$150,000 Death Benefit

VFF Funeral Benefit

TRS 1 Death Benefit
L&l Death Lump Sum

L&l Burial Benefit
Social Security Burial
Benefit

Federal Public Safety
Officers’ Death Benefit

Death Benefits Provided for Public Employees’

Normal Form

Annuity

Annuity or
Lump Sum

Annuity or
Lump Sum

Annuity

Annuity

Annuity or
Lump Sum

Annuity

Annuity

Annuity

Lump Sum
Lump Sum

Lump Sum
Lump Sum
Lump Sum
Lump Sum

Lump Sum

Eligible
Deaths

Duty &
Non-Duty

Duty &
Non-Duty

Duty &
Non-Duty

Duty &
Non-Duty

Duty

Duty &
Non-Duty

Duty

Duty

Duty &
Non-Duty
Duty
Duty
Duty &
Non-Duty

Duty

Duty

Duty &
Non-Duty

Duty

Amount

50%-60% of AFC

Member’s earned benefit or
return of contributions with
interest (ROC)®

Member’s earned benefit or
ROC**

Member’s earned benefit

$1,589/month +$137/month
per child. As of 7/1/2008.

Payout of member’s account

Reimbursement of premiums
paid to Health Care Authority—
up to $839/month for 2008

60%-70% of gross wages up to
120% of state average wage5

75%-100% of employees
earned Social Security benefit

$150,000 (+$2,000 in VFF)
$2,000

$400 or $600

100% state average monthly
wage®

Up to 200% state average
monthly wage®

$255

$315,746 as of 10/01/2008

Annual Adjustment?

Indexed to CPI

Uniform COLA on
annuity -- indexed by
level 3%

Annuity Indexed to CPI

None -- Benefits
periodically increased
by Board

Indexed to CPI

None

Indexed to Health
Care Authority medical
and dental premiums

Indexed to state
average wage’

Indexed to CPI

None
None

None

Indexed to state
average wage®

Indexed to state
average wage’

None

Indexed to CPI

1. Eligibility varies by group. Some benefits are not available to all groups and some groups may be eligible for multiple benefits.

Excludes employer provided life insurance.

2. Excludes optional COLAs purchased by recipient.

3. Actuarial reduction applied if death is not duty-related.
4. 150% ROC for LEOFF Plan 2; payout of member's DC account for Plans 3.

5. $3,727 as of 7/01/2008.

January 7, 2009

$150,000 Death Benefit

*See Appendix D for a description of the plan acronyms used.
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Appendix C: Indexing Benefits

A frequently used method of protecting the value of a
benefit against inflation is indexing. Indexing involves
making annual adjustments to the benefit amount based
on changes in an underlying measure of inflation.

One of the most commonly used measures of inflation is
the Consumer Price Index (CPI). The CPI records changes
in the price of a set “market basket” of goods and services
at different points in time. The U.S. Department of Labor
publishes numerous indexes that measure inflation based
on different market baskets and geographic regions. Each
CPI produces a slightly different measure of inflation. The
CPI most commonly used in Washington State’s retirement
systems is the Consumer Price Index for Urban Wage
Earners and Clerical Workers for Seattle-Tacoma-Bremerton
(CPI-W, STB). An individual may experience inflation quite
different from that measured by the CPI if the goods and
services purchased by the individual do not closely match
the market basket used by the CPI.

A key issue in indexing benefits is the amount of inflation
protection to provide. The value of a benefit may be:

« Fully protected from inflation (full
indexing).

% Protected up to a maximum amount
of inflation (partial indexing).

s Protected against a set amount of
inflation (level indexing).

A fully indexed benefit increases at the same percentage
change as inflation each year. This method ensures the full
purchasing power of the benefit is always maintained, but
can lead to greater than expected costs if actual inflation
exceeds the amount assumed for funding the benefit.
Examples of fully indexed retirement benefits include Social
Security, which is indexed to the CPI-W, All U.S. Cities; and
the LEOFF Plan 1 pension, which is indexed to the CPI-W,
STB.

A partially indexed benefit increases with the percentage
change in inflation each year up to a maximum
percentage. In years where inflation exceeds the
maximum, the benefit will lose some purchasing power.

$150,000 Death Benefit Page 16 of 18

26



SEL
/ssue

January 7, 2009

ECT COMMITTEE ON PENSION POLICY 2008 INTERIM ISSUES
Paper

JANUARY 12, 2009

The index can be designed to allow the benefit to recover
lost purchasing power during periods when actual inflation
is lower than the maximum. This method can maintain
most of the purchasing power of a benefit while controlling
costs and promoting stable funding. Examples of partially
indexed retirement benefits are Plans 2/3 pensions, which
are indexed to the CPI-W, STB, to a maximum of 3 percent.

A level indexed benefit increases by a fixed percentage
every year. Purchasing power is lost in years when inflation
exceeds the fixed percentage and is gained in years when
inflation is less than the fixed percentage. This method is
simple to administer and can maintain most of the
purchasing power of a benefit while controlling costs and
promoting stable funding. Under this method, if actual
inflation is consistently less than the fixed amount, the
purchasing power of the benefit will increase. An example
of a level indexed retirement benefit is the PERS and TRS
Plan 1 Uniform COLA, which increases by 3 percent each
year.

$150,000 Death Benefit Page 17 of 18
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Appendix D: Plan Acronyms

+ Public Employees’ Retirement System (PERS)

+ Teachers’ Retirement System (TRS)

% School Employees’ Retirement System (SERS)

% Public Safety Employees’ Retirement System (PSERS)

« Law Enforcement Officers’ and Fire Fighters’
Retirement System (LEOFF)

s Washington State Patrol Retirement System (WSPRS)

+ Volunteer Fire Fighters’ and Reserve Officers’ Relief
and Pension Fund (VFF)

s Judicial Retirement System (JRS)

+ Higher Education Retirement Plans (HIED)

P:\Interim Issues-2008\FullReport\150_Thou_Death_Ben_Issue_Paper.doc
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Increasing the duty-related death benefit for
public employees.
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AN ACT Relating to increasing the duty-related death benefit for
public employees; amending RCW 41.04.017, 41.24.160, 41.26.048,
41.32.053, 41.35.115, 41.37.110, 41.40.0931, and 41.40.0932; reenacting
and amending RCW 43.43.285; and declaring an emergency.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

Sec. 1. RCW 41.04.017 and 2007 c 487 s 1 are each amended to read
as follows:

A one hundred ((¥#Fty)) seventy-five thousand dollar death benefit
shall be paid as a sundry claim to the estate of an employee of any
state agency, the common school system of the state, or institution of
higher education who dies as a result of (1) injuries sustained in the
course of employment; or (2) an occupational disease or infection that
arises naturally and proximately out of employment covered under this
chapter, and is not otherwise provided a death benefit through coverage
under their enrolled retirement system under chapter 402, Laws of 2003.
The determination of eligibility for the benefit shall be made
consistent with Title 51 RCW by the department of labor and industries.
The department of labor and industries shall notify the director of the
department of general administration by order under RCW 51.52.050.

Code Rev/LL:cro 1 Z-0399.1/09
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Sec. 2. RCW 41.24.160 and 2001 c 134 s 2 are each amended to read
as follows:

(1)(@) Whenever a participant dies as the result of iInjuries
received, or sickness contracted in consequence or as the result of the
performance of his or her duties, the board of trustees shall order and
direct the payment from the principal fund of (i) the sum of one
hundred ((F#+Fey—twe)) seventy-seven thousand dollars to his widow or
her widower, or if there is no widow or widower, then to his or her
dependent child or children, or if there i1s no dependent child or
children, then to his or her dependent parents or either of them, or if
there are no dependent parents or parent, then the death benefit shall
be paid to the member®s estate, and (i1)(A) the sum of one thousand two
hundred seventy-five dollars per month to his widow or her widower
during his or her life together with the additional monthly sum of one
hundred ten dollars for each child of the member, unemancipated or
under eighteen years of age, dependent upon the member for support at
the time of his or her death, (B) to a maximum total of two thousand
five hundred fifty dollars per month.

(b) Beginning on July 1, 2001, and each July 1st thereafter, the
compensation amount specified in (a)(i1)(B) of this subsection shall be
readjusted to reflect the percentage change iIn the consumer price
index, calculated as fTollows: The index for the calendar year
preceding the year in which the July calculation is made, to be known
as '"'calendar year A, is divided by the index for the calendar year
preceding calendar year A, and the resulting ratio is multiplied by the
compensation amount iIn effect on June 30th immediately preceding the
July 1st on which the respective calculation is made. For the purposes
of this subsection, ™"index"™ means the same as the definition in RCW
2.12.037(1).

(2) IT the widow or widower does not have legal custody of one or
more dependent children of the deceased participant or i1f, after the
death of the participant, legal custody of such child or children
passes from the widow or widower to another person, any payment on
account of such child or children not in the legal custody of the widow
or widower shall be made to the person or persons having legal custody
of such child or children. Such payments on account of such child or
children shall be subtracted from the amount to which such widow or
widower would have been entitled had such widow or widower had legal

Code Rev/LL:cro 2 Z-0399.1/09
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custody of all the children and the widow or widower shall receive the
remainder after such payments on account of such child or children have
been subtracted. IT there is no widow or widower, or the widow or
widower dies while there are children, unemancipated or under eighteen
years of age, then the amount of one thousand two hundred seventy-five
dollars per month shall be paid for the youngest or only child together
with an additional one hundred ten dollars per month for each
additional of such children to a maximum of two thousand five hundred
fifty dollars per month until they become emancipated or reach the age
of eighteen years; and it there are no widow or widower, child, or
children entitled thereto, then to his or her parents or either of them
the sum of one thousand two hundred seventy-five dollars per month for
life, 1f 1t i1s proved to the satisfaction of the board that the
parents, or either of them, were dependent on the deceased for their
support at the time of his or her death. In any 1instance 1in
subsections (1) and (2) of this section, if the widow or widower, child
or children, or the parents, or either of them, marries while receiving
such pension the person so marrying shall thereafter receive no further
pension from the fund.

(3) In the case provided for in this section, the monthly payment
provided may be converted in whole or in part into a lump sum payment,
not In any case to exceed twelve thousand dollars, equal or
proportionate, as the case may be, to the actuarial equivalent of the
monthly payment in which event the monthly payments shall cease in
whole or in part accordingly or proportionately. Such conversion may
be made either upon written application to the state board and shall
rest iIn the discretion of the state board; or the state board 1is
authorized to make, and authority 1is given it to make, on its own
motion, lump sum payments, equal or proportionate, as the case may be,
to the value of the annuity then remaining in full satisfaction of
claims due to dependents. Within the rule under this subsection the
amount and value of the lump sum payment may be agreed upon between the
applicant and the state board.

Sec. 3. RCW 41.26.048 and 2007 c 487 s 2 are each amended to read
as follows:

(1) A one hundred ((#Fty)) seventy-five thousand dollar death
benefit shall be paid to the member®s estate, or such person or

Code Rev/LL:cro 3 Z-0399.1/09
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persons, trust or organization as the member shall have nominated by
written designation duly executed and filed with the department. |If
there be no such designated person or persons still living at the time
of the member®"s death, such member®s death benefit shall be paid to the
member®s surviving spouse as iIf in fact such spouse had been nominated
by written designation, or if there be no such surviving spouse, then
to such member®s legal representatives.

(2) The benefit under this section shall be paid only when death
OCCUrs: (a) As a result of iInjuries sustained iIn the course of
employment; or (b) as a result of an occupational disease or infection
that arises naturally and proximately out of employment covered under
this chapter. The determination of eligibility for the benefit shall
be made consistent with Title 51 RCW by the department of labor and
industries. The department of labor and industries shall notify the
department of retirement systems by order under RCW 51.52.050.

Sec. 4. RCW 41.32.053 and 2007 c 487 s 3 are each amended to read
as follows:

(1) A one hundred ((##Fty)) seventy-five thousand dollar death
benefit shall be paid to the member®s estate, or such person or
persons, trust or organization as the member has nominated by written
designation duly executed and filed with the department. |If no such
designated person or persons are still living at the time of the
member®s death, the member®s death benefit shall be paid to the
member®s surviving spouse as if iIn fact the spouse had been nominated
by written designation, or If there iIs no surviving spouse, then to the
member~s legal representatives.

(2) The benefit under this section shall be paid only where death
occurs as a result of (@) 1iInjuries sustained 1In the course of
employment; or (b) an occupational disease or infection that arises
naturally and proximately out of employment covered under this chapter.
The determination of eligibility for the benefit shall be made
consistent with Title 51 RCW by the department of labor and industries.
The department of labor and industries shall notify the department of
retirement systems by order under RCW 51.52.050.

Sec. 5. RCW 41.35.115 and 2007 c 487 s 4 are each amended to read
as follows:

Code Rev/LL:cro 4 Z-0399.1/09
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(1) A one hundred ((##Fty)) seventy-five thousand dollar death
benefit shall be paid to the member®s estate, or such person or
persons, trust or organization as the member has nominated by written
designation duly executed and filed with the department. |If no such
designated person or persons are still living at the time of the
member®s death, the member®s death benefit shall be paid to the
member®s surviving spouse as if iIn fact the spouse had been nominated
by written designation, or If there is no surviving spouse, then to the
member~s legal representatives.

(2) The benefit under this section shall be paid only where death
occurs as a result of (@) 1iInjuries sustained 1In the course of
employment; or (b) an occupational disease or infection that arises
naturally and proximately out of employment covered under this chapter.
The determination of eligibility for the benefit shall be made
consistent with Title 51 RCW by the department of labor and industries.
The department of labor and industries shall notify the department of
retirement systems by order under RCW 51.52.050.

Sec. 6. RCW 41.37.110 and 2007 c 487 s 5 are each amended to read
as follows:

(1) A one hundred ((#Fty)) seventy-five thousand dollar death
benefit shall be paid to the member®s estate, or the person or persons,
trust, or organization the member has nominated by written designation
duly executed and filed with the department. If the designated person
or persons are not still living at the time of the member®s death, the
member~"s death benefit shall be paid to the member®s surviving spouse
as if In fact the spouse had been nominated by written designation, or
if there 1is no surviving spouse, then to the member"s legal
representatives.

(2) The benefit under this section shall be paid only where death
occurs as a result of (@) 1iInjuries sustained 1In the course of
employment; or (b) an occupational disease or infection that arises
naturally and proximately out of employment covered under this chapter.
The determination of eligibility for the benefit shall be made
consistent with Title 51 RCW by the department of labor and industries.
The department of labor and industries shall notify the department of
retirement systems by order under RCW 51.52.050.

Code Rev/LL:cro 5 Z-0399.1/709
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Sec. 7. RCW 41.40.0931 and 2007 c 487 s 6 are each amended to read
as follows:

(1) A one hundred ((#Fty)) seventy-five thousand dollar death
benefit for members who had the opportunity to transfer to the law
enforcement officers®™ and fTirefighters®™ retirement system pursuant to
chapter 502, Laws of 1993, but elected to remain in the public
employees”™ retirement system, shall be paid to the member®"s estate, or
such person or persons, trust, or organization as the member has
nominated by written designation duly executed and filed with the
department. |ITf there is no designated person or persons still living
at the time of the member®s death, the member®s death benefit shall be
paid to the member®s surviving spouse as iIf in fact the spouse had been
nominated by written designation, or if there is no surviving spouse,
then to the member®s legal representatives.

(2) Subject to subsection (3) of this section, the benefit under
this section shall be paid only where death occurs as a result of (&)
injuries sustained iIn the course of employment as a general authority
police officer; or (b) an occupational disease or infection that arises
naturally and proximately out of employment covered under this chapter.
The determination of eligibility for the benefit shall be made
consistent with Title 51 RCW by the department of labor and industries.
The department of labor and industries shall notify the department of
retirement systems by order under RCW 51.52.050.

(3) The benefit under this section shall not be paid in the event
the member was in the act of committing a felony when the fatal
injuries were suffered.

Sec. 8. RCW 41.40.0932 and 2007 c 487 s 7 are each amended to read
as follows:

(1) A one hundred ((##Fty)) seventy-five thousand dollar death
benefit shall be paid to the member®s estate, or such person or
persons, trust or organization as the member has nominated by written
designation duly executed and filed with the department. |If no such
designated person or persons are still living at the time of the
member®s death, the member®s death benefit shall be paid to the
member®s surviving spouse as if iIn fact the spouse had been nominated
by written designation, or If there iIs no surviving spouse, then to the
member~s legal representatives.

Code Rev/LL:cro 6 Z-0399.1/709
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(2) The benefit under this section shall be paid only where death
occurs as a result of (@) 1iInjuries sustained 1In the course of
employment; or (b) an occupational disease or infection that arises
naturally and proximately out of employment covered under this chapter.
The determination of eligibility for the benefit shall be made
consistent with Title 51 RCW by the department of labor and industries.
The department of labor and industries shall notify the department of
retirement systems by order under RCW 51.52.050.

Sec. 9. RCW 43.43.285 and 2007 c 488 s 1 and 2007 c 487 s 9 are
each reenacted and amended to read as follows:

(1) A one hundred ((#Fty)) seventy-five thousand dollar death
benefit shall be paid to the member®s estate, or such person or
persons, trust or organization as the member shall have nominated by
written designation duly executed and filed with the department. If
there be no such designated person or persons still living at the time
of the member®s death, such member*s death benefit shall be paid to the
member®s surviving spouse as iIf in fact such spouse had been nominated
by written designation, or if there be no such surviving spouse, then
to such member®s legal representatives.

(2)(a) The benefit under this section shall be paid only where
death occurs as a result of (i) injuries sustained In the course of
employment; or (ii1) an occupational disease or infection that arises
naturally and proximately out of employment covered under this chapter.
The determination of eligibility for the benefit shall be made
consistent with Title 51 RCW by the department of labor and industries.
The department of labor and industries shall notify the department of
retirement systems by order under RCW 51.52.050.

(b) The retirement allowance paid to the spouse and dependent
children of a member who is killed in the course of employment, as set
forth 1n RCW 41.05.011(14), shall 1include reimbursement for any
payments of premium rates to the Washington state health care authority
under RCW 41.05.080.

NEW SECTION. Sec. 10. This act is necessary for the immediate
preservation of the public peace, health, or safety, or support of the

Code Rev/LL:cro 7 Z-0399.1/09
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state government and its existing public institutions, and takes effect
immediately.

——— END ---
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DRAFT
ACTUARY’S FISCAL NOTE

RESPONDING AGENCY: CODE: DATE: PROPOSAL [NAME or Z-NUMBER]:

Office of the State Actuary 035 12/31/08 Z-0399.1 / 7-0400.1

WHAT THE READER SHOULD KNOW

The Office of the State Actuary (“we”) prepared this draft fiscal note based on our
understanding of the proposal as of the date shown above. We intend this draft fiscal
note to be used by the Select Committee on Pension Policy and the Law Enforcement
Officers' and Fire Fighters' Plan 2 Retirement Board throughout the 2008 Interim only. If
a legislator introduces this proposal as a bill during the next legislative session, we will
prepare a final fiscal note based on that bill language. The actuarial results shown in this
draft fiscal note may change when we prepare our final version for the Legislature.

We advise readers of this draft fiscal note to seek professional guidance as to its content
and interpretation, and not to rely upon this communication without such guidance.
Please read the analysis shown in this draft fiscal note as a whole. Distribution of or
reliance on only parts of this draft fiscal note could result in its misuse, and may mislead
others.

SUMMARY OF RESULTS

This proposal increases the amount of the duty-related death benefit from $150,000 to
$175,000. Current law provides the duty-related death benefit to members of all state
retirement systems and other public employees who die from duty-related illnesses or
injuries.

Impact on Pension Liability

(Dollars in Millions) Current  Increase Total
Today's Value of All Future Pensions $67,081 $2.6 $67,083
Earned Pensions Not Covered by Today's Assets $4,957 $0.1 $4,957

Impact on Contribution Rates: (Effective 9/1/2009)

2009-2011 State Budget PERS TRS SERS PSERS LEOFF WSPRS
Employee (Plan 2) 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Employer:

Current Annual Cost 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Plan 1 Past Cost 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Total 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
State 0.00%

Budget Impacts

(Dollars in Millions) 2009-2011 2011-2013 25-Year
General Fund-State $0.0 $0.1 $3.5
Total Employer $0.0 $0.4 $11.1

See the Actuarial Results section of this draft fiscal note for additional detail.

P:\Interim Issues-2008\FullReport\150 Thou Death Ben Z-0399.1 FN.docx Page 1of9
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WHAT IS THE PROPOSED CHANGE?
Summary of Benefit Improvement

This proposal impacts the following retirement systems and public employees:
e Public Employees’ Retirement System (PERS).

Teachers’ Retirement System (TRS).

School Employees’ Retirement System (SERS).

Public Safety Employees’ Retirement System (PSERS).

Law Enforcement Officers’ and Fire Fighters’ Retirement System

(LEOFF).

Washington State Patrol Retirement System (WSPRS).

Volunteer Firefighters’ Relief and Pension Fund (VFF).

Members of the Judicial Retirement System (JRS).

Members of the Higher Education Retirement Plans (HIED).

State, school district, and higher education employees who aren’t

members of a state retirement system.

This proposal increases the amount of the duty-related death benefit from $150,000 to
$175,000.

Assumed Effective Date: Immediately upon passage
What Is The Current Situation?

The retirement systems and, in some cases, the state general fund pay a lump-sum death
benefit for public employees who die as a result of a duty-related injury or illness. The
amount of the benefit is currently $150,000. This benefit is provided for all members of
PERS, TRS, SERS, PSERS, LEOFF, WSPRS, VFF, JRS, and HIED; and to state, school
district and higher education employees who aren’t members of a state retirement system.
The lump-sum death benefit in VFF includes an additional $2,000.

Who Is Impacted And How?

This proposal could affect all 308,267 active members of the systems listed above
through improved benefits. In addition, this proposal could affect 577 inactive fire
fighters of LEOFF who are eligible for the benefit up to five years after separation of
service. However, we only expect this benefit to be paid to about one member out of
24,500 members per year.

This proposal will increase the lump-sum death benefit by $25,000 for any member that
dies as a result of a duty-related injury or illness.

Although this proposal does not produce supplemental contribution rate increases in the
current biennium, this proposal impacts all 165,035 Plan 2 members of these systems
through increased contribution rates in future biennia. With the exception of WSPRS
members, this proposal will not affect member contribution rates in Plan 1 since they are

P:\Interim Issues-2008\FullReport\150 Thou Death Ben Z-0399.1 FN.docx Page 2 0f9
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fixed in statute. Additionally, this proposal will not affect member contribution rates in
Plan 3 since Plan 3 members do not contribute to their employer-provided defined
benefit.

WHY THIS PROPOSAL HAS A COST AND WHO PAYS FOR IT
Why This Proposal Has A Cost

This proposal increases the amount of the lump-sum death benefit by $25,000. This
increases the present value of future benefits of the affected systems. This proposal will
not result in more lump-sum death benefits being paid, but when the benefits are paid, the
amount will be larger.

Who Will Pay For These Costs?

Each system will subsidize the increase in liability that results from this proposal in their
normal funding method:

LEOFF 2: 50 percent member, 30 percent employer, and 20 percent State
Plan 1: 100 percent employer

Plan 2: 50 percent member and 50 percent employer

Plan 3: 100 percent employer

HOW WE VALUED THESE COSTS

We changed the lump-sum duty death benefit to provide a $175,000 benefit in place of
the current $150,000 benefit. We assumed no members of JRS will die from a duty-
related illness or injury and have excluded these members from this pricing.

Otherwise, we developed these costs using the same assumptions, methods, assets, and
data as disclosed in the June 30, 2007 Actuarial Valuation Report (AVR).

We used the Entry Age Normal actuarial funding method to determine the fiscal budget
changes for future new entrants. We used the Aggregate actuarial funding method to
determine the fiscal budget changes for current plan members.

P:\Interim Issues-2008\FullReport\150 Thou Death Ben Z-0399.1 FN.docx Page 30f9
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ACTUARIAL RESULTS

How The Liabilities Changed

This proposal will impact the actuarial funding of the plans by increasing the present
value of future benefits payable under the plans as shown in the following table.

Impact on Pension Liability

(Dollars in Millions) Current  Increase Total
Actuarial Present Value of Projected Benefits
(The Value of the Total Commitment to all Current Members)
PERS 1 $14,061 $0.0 $14,061
PERS 2/3 20,634 0.7 20,635
PERS Total 34,695 0.7 34,696
TRS 1 11,021 0.0 11,021
TRS 2/3 7,078 0.1 7,078
TRS Total 18,099 0.1 18,099
SERS 2/3 2,698 0.2 2,698
PSERS 2 225 0.0 225
LEOFF 1 4,358 0.1 4,358
LEOFF 2 6,149 1.5 6,151
LEOFF Total 10,507 1.6 10,509
WSPRS 1/2 $856 $0.0 $856
Unfunded Actuarial Accrued Liability
(The Portion of the Plan 1 Liability that is Amortized to 2024)
PERS 1 $3,609 $0.0 $3,609
TRS 1 2,288 0.0 2,288
LEOFF 1 ($939) $0.1 ($939)

Unfunded PUC Liability

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

that is not covered by current assets)

PERS 1 $3,990
PERS 2/3 (2,470)
PERS Total 1,520
TRS 1 2,552
TRS 2/3 (1,229)
TRS Total 1,323
SERS 2/3 (443)
PSERS 2 (2)
LEOFF 1 (975)
LEOFF 2 (974)
LEOFF Total (1,949)
WSPRS 1/2 ($121)

$0.0
0.7
0.7

0.0
0.1
0.1

0.2
0.0

0.1
15
1.6

$0.0

$3,990

(2,469)
1,521

2,552

(1.229)
1,323

(443)
(2)

(975)

(972)
(1,947)

($121)

Note: Totals may not agree due to rounding.
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In addition, this proposal increases the pension liability of the VFF pension plan by
$128,000.

We did not value the impact of this proposal on the following members since we do not
currently value them in any of our actuarial valuations:

e 2,854 Volunteer Fire Fighters that are not members of the pension plan;

e Members of HIED; and

e State, school district, and higher education employees who aren’t
members of the Washington State Retirement Systems.

How Contribution Rates Changed

The increase in the required actuarial contribution rate does not round up to the minimum
supplemental contribution rate of 0.01%, therefore the proposal will not affect
contribution rates in the current biennium. However, we will use the un-rounded rate
increase to measure the fiscal budget changes in future biennia.

Impact on Contribution Rates: (Effective 9/1/2009)
System/Plan PERS TRS SERS PSERS LEOFF WSPRS

Current Members
Employee (Plan 2) 0.001% 0.000% 0.001% 0.000% 0.005% 0.003%

Employer:
Normal Cost 0.001% 0.000% 0.001%  0.000% 0.003% 0.003%
Plan 1 UAAL 0.000% 0.000% 0.000% 0.000% 0.000% 0.000%
Total 0.001% 0.000% 0.002% 0.000% 0.003% 0.003%
State 0.002%

New Entrants*
Employee (Plan 2) 0.001% 0.000% 0.002% 0.001% 0.008% 0.005%

Employer:
Normal Cost 0.001% 0.000% 0.002% 0.001% 0.005% 0.005%
Plan 1 UAAL 0.000% 0.000% 0.000% 0.000% 0.000% 0.000%
Total 0.001% 0.000% 0.002% 0.001% 0.005% 0.005%
State 0.003%

*Rate change applied to future new entrant payroll and used to determine budget impacts only.
Current members and new entrants pay the same contribution rate.
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How This Impacts Budgets And Employees

Budget Impacts

(Dollars in Millions) PERS TRS SERS PSERS LEOFF WSPRS Total
2009-2011
General Fund $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Non-General Fund 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total State 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Local Government 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Employer 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Employee $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
2011-2013
General Fund $0.0 $0.0 $0.0 $0.0 $0.1 $0.0 $0.1
Non-General Fund 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total State 0.1 0.0 0.0 0.0 0.1 0.0 0.2
Local Government 0.1 0.0 0.0 0.0 0.1 0.0 0.2
Total Employer 0.1 0.0 0.1 0.0 0.2 0.0 0.4
Total Employee $0.1 $0.0 $0.0 $0.0 $0.2 $0.0 $0.3
2009-2034
General Fund $0.6 $0.2 $0.6 $0.0 $2.1 $0.0 $3.5
Non-General Fund 0.9 0.0 0.0 0.0 0.0 0.2 1.1
Total State 1.5 0.2 0.6 0.0 21 0.2 4.6
Local Government 2.3 0.1 0.9 0.0 3.1 0.0 6.5
Total Employer 3.9 0.4 1.5 0.0 5.1 0.2 111
Total Employee $2.6 $0.2 $0.9 $0.0 $5.1 $0.2 $9.1

Note: Totals may not agree due to rounding.

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

As with the costs developed in the actuarial valuation, the emerging costs of the systems
will vary from those presented in the AVR or this draft fiscal note to the extent that actual
experience differs from the actuarial assumptions.

HOW THE RESULTS CHANGE WHEN THE ASSUMPTIONS CHANGE

To determine the sensitivity of the actuarial results to the best-estimate assumptions used
in this pricing, we varied the duty-related death assumption for LEOFF 2. We chose
LEOFF 2 for our sensitivity testing for two reasons:

1. We developed our current duty-related death assumptions for LEOFF 2 in 2006
and 2007 in response to new laws for duty-related injuries and illnesses. We have
not had sufficient experience in the plan to determine if these assumptions are
accurate in the long-term. As a result, there is a higher risk for this pricing with
LEOFF 2.
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2. If we experience any catastrophic events impacting duty-related injuries or
illnesses that result in death, we expect this will affect our law enforcement
officers and fire fighters. A single catastrophic event, while short-term, could add
a significant cost to the plan, particularly with lump-sum benefits.

We changed the duty-related death assumption by doubling the rate of deaths that we
expect will result from a duty-related injury or illness. We did not increase our mortality
assumptions, only the number of deaths that are duty-related. The next table shows our
current assumptions (“Base Assumptions”) and increased assumptions (“Sensitivity
Assumptions”).

Base Sensitivity
Assumptions Assumptions

Duty Death Rate 0.0376% 0.0752%
Occupational Disease
Death Rate (Fire Fighters
only)

Age 20-49 14.742% 29.484%

Age 50+ 27.393% 54.786%

The result of increasing the rate of deaths from a duty-related injury or illness is detailed
in the following table. We compare the assumptions used in this proposal (“Best
Estimate Pricing”) with the increased assumptions (“Sensitivity Pricing”) to show the
sensitivity of this pricing proposal on the duty-related death assumptions.

Best
Estimate Sensitivity

(Dollars in Millions) Pricing Pricing
Liability Increase $1.5 $2.4
Contribution Rate Increase

Employee 0.005% 0.008%

Employer 0.003% 0.005%

State 0.002% 0.003%
Budget Impacts
2009-2011

General Fund - State $0.0 $0.0

Total Employer $0.0 $0.3

There is also a possibility that fewer duty-related deaths will occur than we assume for
LEOFF 2 in the future. If we tested lower rates, we would expect lower costs than our
pricing of this proposal shows.
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ACTUARY’S CERTIFICATION

The undersigned hereby certifies that:

1.

2.

The actuarial cost and asset valuation methods are appropriate for the purposes of
this pricing exercise.

The actuarial assumptions used are appropriate for the purposes of this pricing
exercise.

The data on which this draft fiscal note is based are sufficient and reliable for the
purposes of this pricing exercise.

Use of another set of methods and assumptions may also be reasonable, and might
produce different results.

This draft fiscal note has been prepared for the Select Committee on Pension
Policy and Law Enforcement Officers' and Fire Fighters' Plan 2 Retirement
Board.

This draft fiscal note has been prepared, and opinions given, in accordance with
Washington State law and accepted actuarial standards of practice as of the date
shown on page 1 of this draft fiscal note.

This draft fiscal note is a preliminary actuarial communication and the results shown may
change. While this draft fiscal note is meant to be complete, the undersigned is available
to provide extra advice and explanations as needed.

~

= el 3=

Matthew M. Smith, FCA, EA, MAAA
State Actuary
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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.).

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 on 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.
* 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.

Projected Unit Credit (PUC) Liability: 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 PUC Liability: The excess, if any, of the Present Value of Benefits
calculated under the PUC cost method 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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STATE OF WASHINGTON & ttate Actuary

LAW ENFORCEMENT OFFICERS’ AND FIRE FIGHTERS’
PLAN 2 RETIREMENT BOARD

P.O. Box 40918 ° Olympia, Washington 98504-0918 # (360) 586-2320 * FAX (360) 586-2329 e www.leoff wa.gov
May 12, 2008

Select Committee on Pension Policy
C/0O The Office of the State Actuary
Post Office Box 40914

Olympia, Washington 98504-0914

Dear Honorable Members of the Select Committee on Pension Policy:

On behalf of the Law Enforcement Officers’ and Fire Fighters’ (LEOFF) Plan 2 Retirement
Board (Board), I would like to thank you for the cooperative working relationship we have shared
in the past and look forward to a similar partnership in the future.

I would like to bring several topics back to your attention as you begin preparation for the 2008
interim. It is our hope that the Select Committee on Pension Policy (SCPP) and the Board can
work cooperatively on these issues to once again develop legislation. I have provided a brief
summary of each topic for your reference:

Interruptive Military Service Credit

Working cooperatively last interim, the Board and the SCPP jointly endorsed a bill that would
have eliminated a member’s obligation to pay for interruptive military service credit if the
member served during a period of war. The Board is once again interested in working
cooperatively with the SCPP on the issue and feels the following additional question will need to
be further explored:

* Should the benefit apply to all periods of interruptive military service which have not yet
been recovered?

Inflationary Adjustment for $150,000 Death Benefit

The Board is interested in once again working with the SCPP to further study the effect of adding
an inflationary adjustment to all the state retirement plans that provide the $150,000 death benefit.
In addition to last year’s study the Board feels following issues will need to be explored further:

= Should an adjustment in the lump sum amount be made to account for inflation since the
creation of the benefit?

*  Should both the lump sum adjustment and the addition of the inflationary adjustment be
included in the bill?
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Military Service Death Benefit

The Board and the SCPP jointly recommended legislation to the 2008 Legislature, which would
have provided an unreduced annuity to qualifying survivors of members of all plans, who leave
employment due to service in the National Guard or Reserves and die while in military service,
during a period of war. The Board would like to continue our joint work to eliminate the “early
retirement” actuarial reduction applied to the pensions of members who die while honorably
serving our country.

Fish and Wildlife Enforcement Officer Service Credit Transfer

The Board and the SCPP also jointly recommended legislation last session that would have
permitted Department of Fish and Wildlife Enforcement Officers to transfer service credit earned
in the Public Employees' Retirement System (PERS) Plan 2 as enforcement officers into the Law
Enforcement Officers' and Fire Fighters' Retirement System (LEOFF) Plan 2. The Board feels
the following issue may need to be further explored as well:

* Should PERS 3 members be included in the transfer group?

Please feel free to contact me or Steve Nelsen, LEOFF 2 Board Executive Director, should you
have any questions or like any additional information. Steve can be reached at (360) 586-2320 or
steve.nelsen@leoff.wa.gov, and I can be contacted at (360) 943-3030 or pres@wscff.org.

We would be happy to meet with you to discuss these topics at an upcoming SCPP or LEOFF
Plan 2 Retirement Board meeting. Thank you for your consideration and we look forward to
working with you.

Sincerely,

Keer L e

Kelly Fox, Chair

cc: Matt Smith, State Actuary
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STATE OF WASHINGTON
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PLAN 2 RETIREMENT BOARD
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June 30, 2008

Select Committee on Pension Policy
C/O The Office of the State Actuary
Post Office Box 40914

Olympia, Washington 98504-0914

Dear Honorable Members of the Select Committee on Pension Policy:

At the recent meeting of the Select Committee on Pension Policy (SCPP) the chairman requested
that the Law Enforcement Officers’ and Fire Fighters’ Plan 2 Retirement Board (LEOFF 2 Board)
provide a prioritized list of the suggested joint topics that the LEOFF 2 Board would like to work
on cooperatively with the SCPP.

During the course of the most recent LEOFF 2 Board meeting we prioritized the suggested topics
for cooperation in the following order:

1.

Fish and Wildlife Enforcement Officer Service Credit Transfer

Allow FWEO members to transfer their PERS Plan 2 service as enforcement officers to
LEOFF Plan 2.

Inflationary Adjustment for $150,000 Death Benefit
The $150,000 lump-sum death benefit paid to survivors of public employees who die in
the line of duty is not adjusted for inflation.

Interruptive Military Service Credit
Members whose public employment is interrupted by military service are required to pay
member contributions in order to purchase service credit.

Military Service Death Benefit

Beneficiaries of members who die while serving on active duty with the United States
Military do not qualify for duty related death benefits.

Purchase of Annuity
Members are limited in the amount of money they can convert to a defined benefit by the
amount required to purchase 5 years of service.
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Please feel free to contact me or Steve Nelsen, LEOFF 2 Board Executive Director, should you
have any questions or like any additional information. Steve can be reached at (360) 586-2320 or
steve.nelsen@leoff.wa.gov, and I can be contacted at (360) 943-3030 or pres@wscff.org.

Thank you for your consideration and we look forward to working with you.

Sincerely,

Kelly F&x, Chay 7%

cc: Matt Smith, State Actuary
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