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Today’s Presentation 

Background information 
Policy decisions before the Board 

Not adopting administrative factors today 

Recommendations 
Next steps 
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Background – What Are Administrative Factors? 

Administrative factors adjust pensions for optional payment 
forms 

Optional payments should be cost-neutral to the plan as a whole – 
“Actuarial Equivalence” 

Factors cover all plan members 
Best actuarial equivalence includes all members in the 
development of the factors 
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Background – Why Is This Before The Board? 

The Board has authority to adopt factors 
First time before the Board 
DRS adopts factors for all other plans 

The Board adopted new assumptions last interim  
When assumptions change, administrative factors may need 
updating 
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Policy Decisions Before The Board 

Will you adopt new method for developing Early Retirement 
Factors? 
Will you include projected mortality improvements? 
Will you include mortality for members with disabilities? 
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LEOFF 2 Has Four Factors To Update  

Early Retirement Factors (ERFs) 
Joint and Survivor Option Factors (J&S factors) 
Monthly Benefit per Dollar of Accumulation (annuity factors) 
Service Credit Purchase Factors 
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Early Retirement Factors 

ERFs reduce a member’s benefit for early commencement 
Applies to non-duty disability or death benefits prior to age 53 
– Normal Retirement Age (NRA) 
New method proposed for better actuarial equivalence – policy 
decision 
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Joint And Survivor Option Factors 

J&S factors reduce a member’s benefit to provide an ongoing 
benefit for their survivor  
Three types of survivor benefits available under the plan: 

J&S 100 percent 
J&S 50 percent 
J&S 66 2/3 percent 
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Monthly Benefit Per Dollar Of Accumulation 

Annuity factor converts a lifetime monthly benefit to a lump 
sum 
Calculation is made at retirement 
Applies to cash-out of small monthly pension or purchase of 
additional pension (up to 5 years) - “airtime” 
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Service Credit Purchase Factors 

Factors determine the price of the increase in a member’s 
benefit if they purchase or restore service credit  
Purchase is made sometime before retirement 
Example - service withdrawn in the past and member wants to 
restore it 
Developing new method for these factors – sample factors are 
not available today 
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Policy Decision – ERF Method 

Will you adopt new method for developing ERFs? 
Current method uses a series of constant reductions 
New method uses best-estimate ERFs at each year 

Improves actuarial equivalence 
 

 
Years 
Early 

Current 
Factor 

New 
Method 

Percent 
Change 

1 0.92 0.909 -1% 
2 0.84 0.828 -1% 
3 0.76 0.754 -1% 
4 0.71 0.688 -3% 
5 0.66 0.628 -5% 
6 0.61 0.574 -6% 
7 0.56 0.524 -6% 
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ERF Method – Factor Comparison  

 
 
 
 
 
Impact on benefit for non-duty disability retirement: 

member age = 45 
accrued benefit = $1,500/mo  

 

Change 
Current 
Factor 

New 
Method 

Percent 
Change 

Max* 0.13 0.104 -20.0% 
Min 0.31 0.310 0.0% 

Average 0.33 0.312 -6.4% 
*Occurs at 26 years early 

  
Early Retirement 

Factor 
Monthly 
Benefit 

Current 0.510  $765  
New Method 0.480  $720  
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ERF Method – Recommendation 

We recommend adopting the new method for developing ERFs 
Best-estimate ERFs at each year 
Best actuarial equivalence (accuracy) 
Consistent with other plans 
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Policy Decision – Mortality Assumption 

Will you include projected mortality improvements? 
Mortality assumption impacts all factors 
Recognition of future mortality improvements adopted last 
interim following demographic experience study 

Used for the actuarial valuation – funding purposes 

Mortality assumption can be different for the actuarial 
valuation compared to the administrative factors  
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Mortality Assumption – Valuation Option 

“Valuation” rates reflect expected mortality for all members 
of the plan 

Include active and inactive members 
Average age is 42 
Mortality improvements recognized to 2034  
Used for funding purposes (actuarial valuation) 
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Mortality Assumption – Custom Option 

“Custom” rates reflect expected mortality for members 
impacted by most administrative factors 

Include active members at retirement age 
Average retirement age is 55 
Mortality improvements recognized to 2026 

Custom rates provide the best actuarial equivalence 
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Mortality Assumption – ERF Comparison 

ERFs are not very sensitive to changes in mortality 
Compares deferred annuity (to NRA) to immediate annuity 

 
 
 
 

  

  Valuation Option Custom Option 
  Percent Change Percent Change 
Max 2.1% 1.9% 
Min 0.0% 0.0% 
Average 1.0% 0.7% 
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Mortality Assumption – ERF Comparison 

Impact on benefit for non-duty disability retirement: 
member age = 45 
accrued benefit = $1,500/mo 

  
Early Retirement 

Factor 
Monthly 
Benefit 

Current 0.510  $765  
New ERF Method 0.480  $720  
   + Valuation Mortality 0.484  $726  
   + Custom Mortality 0.483  $725  
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Mortality Assumption – J&S Factor Comparison 

J&S factors are not very sensitive to changes in mortality 
Compares single life annuity to joint life annuity 

 
  

 
 

  
Valuation Option 
Percent Change 

Custom Option 
Percent Change 

  J&S 100% J&S 100% 
Max 1.8% 1.3% 
Min 0.3% 0.0% 
Average 1.2% 0.7% 
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Mortality Assumption – J&S Factor Comparison 

Impact on $2,700 monthly retirement benefit for member 
electing J&S 100 percent (age difference = 3): 

  
J&S 100% 

Factor 
Monthly 
Benefit 

Current 0.855 $2,309  
Valuation Mortality 0.870 $2,349  
Custom Mortality 0.866 $2,338  
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Mortality Assumption – Annuity Factor Comparison 

Annuity factors are more sensitive to changes in mortality  
 

 
 

 
 

  Valuation Option Custom Option 
  Percent Change Percent Change 
Max* -8.7% -7.6% 
Min -0.7% -0.6% 
Average -4.6% -3.9% 
*Occurs at age 85 
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Mortality Assumption – Annuity Factor Comparison 

Impact on cost to purchase additional $600 monthly benefit (5 
years “airtime”) for age 55 member: 

  

  Annuity Factor Lump Sum Cost 
Current 0.0058596 $102,400  
Valuation Mortality 0.0056421 $106,300  
Custom Mortality 0.0056802 $105,600  
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Mortality Assumption – Recommendation 

We recommend the “custom” option 
Future mortality improvement recognized based on life 
expectancy of members at retirement age 
Estimates appropriate life expectancies for impacted members 
Best actuarial equivalence (accuracy) 
Not consistent with other plans – different funding policies in 
place 
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Policy Decision – Including Disabled Mortality 

Will you include mortality for members with disabilities in the 
development of administrative factors? 
Mortality assumption impacts all factors 
Current factors only use healthy mortality 

Covers most members of the plan 

Can include disabled mortality by blending rates 
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Blending Mortality Rates Is Common 

Current plan blends male and female mortality rates 
Blending healthy and disabled mortality rates reflect expected 
mortality for all members of the plan 

Administrative factors apply to all members of the plan 
Improves actuarial equivalence for the plan 
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Including Disabled Mortality – Factor Comparison 

Probability of member taking a disability benefit is small 
Impact on each factor is small 
Largest change for each factor is less than 1 percent 
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Including Disabled Mortality – Recommendation 

We recommend blending healthy and disabled mortality rates 
Reflects all plan members, not just healthy 
Best actuarial equivalence (accuracy) 
Consistent with other plans 
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Recommendations – Recap 

Use new method for developing ERFs – best-estimate ERFs by 
year 
Use “custom” projected mortality improvements to 2026 
Include mortality for members with disabilities by blending 
rates based on expectations of plan members 
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Next Steps 

Board addresses policy decisions 
OSA will develop factors based on the Board’s policy decisions 
Board adopts final factors 
DRS will communicate factor changes to members and 
implement new factors 
 



Washington State Legislature 

Questions? 

29 
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Assumption, Methods, and Data 

Key assumptions:  
8 percent interest 
RP2007 Mortality (from 2001-2006 Experience Study Report) 
3 percent COLA 
90 percent male population 

Methods: 
Healthy and disabled mortality blending based on probability 
benefit is paid for a healthy or disability cause 
All other methods match those used in the 2007 Actuarial 
Valuation Report 

Data: 
2007 Actuarial Valuation Report data 
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Disclosure 

The information contained in this presentation was prepared for the LEOFF 2 
Retirement Board to assist them with policy decisions for developing administrative 
factors.  The presentation was prepared during the 2009 Interim and should not be 
used beyond that period.   
This is a preliminary communication and the numbers contained in this material 
should not be considered final.  Final administrative factors will be communicated in 
a separate document. 
Please use the entire presentation.  Distribution of, or reliance on, only parts of the 
presentation could result in its misuse and may mislead others. 
We believe that the methods used and the assumptions developed for this 
presentation are reasonable and are in conformity with generally accepted actuarial 
principles and standards of practice as of the date of this communication. 
Another set of assumptions and methods could also be reasonable and could produce 
materially different results. 
The undersigned, with actuarial credentials, meet the Qualification Standards of the 
American Academy of Actuaries to render the actuarial opinions contained herein. 
 
 

 Matthew M. Smith, FCA, EA, MAAA  Lisa A. Won, ASA, MAAA 
 State Actuary    Associate Pension Actuary 
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